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The 2002 Series A Bonds are being issued by The Metropolitan Government of Nashville and Davidson County (the 
“Metropolitan Government” or “Metro”) to finance, in part, the construction of steam and chilled water generating facilities and 
improvements to an existing energy distribution system (the generating facilities and the distribution system are referred to herein as 
the “District Energy System” or the “System”), all to be owned by the Metropolitan Government.  The 2002 Series A Bonds are 
issued pursuant to a District Energy System General Bond Resolution adopted by the Metropolitan Government on December 18, 
2001, as amended and supplemented (the “Resolution”), and are payable solely from revenues derived by the Metropolitan 
Government from the operation of the District Energy System, and all other moneys legally available therefor, including, if 
necessary, annual appropriations by the Metropolitan Government to cover any deficiency between System revenues and System 
expenses, including debt service on the 2002 Series A Bonds (the “Metro Funding Amount”).   

The Metropolitan Government has covenanted in the Resolution to purchase energy from the System for certain designated 
premises and not from any other source, and to pay a price for such energy that includes the Metropolitan Funding Amount.  The 
Metropolitan Government’s payment obligations will be subject to annual appropriation. 

SunTrust Bank has been appointed by the Metropolitan Government as Trustee (the “Trustee”) under the Resolution. 
The 2002 Series A Bonds are being issued in denominations of $5,000, or any integral multiple thereof.  The 2002 Series A Bonds 

are to be delivered as fully registered certificates without coupons, registered in the name of Cede & Co., as nominee of The Depository Trust 
Company, New York, New York, which will act as securities depository for the 2002 Series A Bonds.  See “THE 2002 SERIES A BONDS - 
Book-Entry Only System” herein.  Interest on the 2002 Series A Bonds is payable semiannually on October 1, and April 1, commencing 
April 1, 2003.  The 2002 Series A Bonds will mature on October 1 in the years and in the principal amounts set forth below: 

Year 
Principal 
Amount 

Interest 
Rate Yield 

 
Year 

Principal 
Amount 

Interest 
Rate Yield 

2005 $1,180,000 3.000% 1.850%  2016 $   300,000 4.000% 4.020% 
2006   1,215,000 3.000    2.240     2016 1,500,000 5.250    4.000      
2007 1,255,000 3.000    2.550     2017 1,890,000 5.250 4.080 
2008 1,290,000 3.000 2.860  2018 175,000 4.200 4.220 
2009 1,330,000 3.000 3.080  2018 1,815,000 5.250 4.170 
2010 1,370,000 3.250 3.280  2019 2,090,000 5.250 4.270 
2011 50,000 3.300 3.380  2020 2,200,000 5.250 4.370 
2011 1,200,000 5.000 3.380  2021 60,000 4.500 4.520 
2012 550,000 3.400 3.480  2021 2,255,000 5.250 4.470 
2012 1,000,000 5.125 3.500  2022 100,000 4.600 4.610 
2013 1,545,000 5.125 3.610  2022 2,340,000 5.250 4.560 
2014 1,625,000 5.250 3.720  2023 2,150,000 4.500 4.690 
2015 1,710,000 5.250 3.860      

$5,460,000 5.000% Term Bonds due October 1, 2025 - Yield 4.720% 
$6,900,000  4.625% Term Bonds due October 1, 2027 - Yield 4.750% 
$22,145,000  5.000% Term Bonds due October 1, 2033 - Yield 4.770% 

The 2002 Series A Bonds are subject to redemption prior to maturity as provided herein. 
Payment of the principal of and interest on the 2002 Series A Bonds when due will be insured by a financial guaranty insurance 

policy to be issued by Ambac Assurance Corporation simultaneously with the delivery of the 2002 Series A Bonds. 
 

In the opinion of Hawkins, Delafield & Wood, Bond Counsel, under existing statutes and court decisions, interest on the 2002 
Series A Bonds is not included in the gross income of the owners thereof for federal income tax purposes pursuant to Section 103 of the 
Internal Revenue Code of 1986, as amended (the “Code”), and under the Code, such interest is not treated as a preference item in 
calculating the alternative minimum tax imposed on individuals and corporations.  In the opinion of Bond Counsel, under the existing laws of 
the State of Tennessee (the “State”), the 2002 Series A Bonds and the interest thereon are free from taxation by the State or any county, 
municipality or taxing district of the State, except for inheritance, transfer and estate taxes and except to the extent such interest may be 
included within the measure of privilege taxes imposed pursuant to the laws of the State.  See “TAX MATTERS” herein. 

The 2002 Series A Bonds are limited obligations of the Metropolitan Government and shall not be deemed to constitute a 
full faith and credit general obligation of the Metropolitan Government for which there is a right to compel the exercise of the ad 
valorem taxing power of the Metropolitan Government.  THE METROPOLITAN GOVERNMENT’S OBLIGATION TO PAY FOR 
THE ENERGY SERVICES IT RECEIVES AS A CUSTOMER OF THE SYSTEM AND TO PAY THE METRO FUNDING 
AMOUNT ARE SUBJECT TO ANNUAL APPROPRIATION. 

The 2002 Series A Bonds are offered when, as and if issued, and subject to the approval of legality by Hawkins, Delafield & Wood, 
New York, New York, Bond Counsel.  Certain legal matters will be passed upon for the Underwriters by their counsel, Bass, Berry & Sims, 
PLC, Nashville, Tennessee.  It is anticipated that the 2002 Series A Bonds in definitive form will be available for delivery in New York, New 
York on or about October 24, 2002. 

 LEHMAN BROTHERS  

M.R. BEAL & COMPANY  MORGAN KEEGAN & COMPANY, INC. 



 

 
 

 
 

REGARDING THE USE OF THIS OFFICIAL STATEMENT 

This Official Statement does not constitute an offer to sell beneficial interests in the 2002 Series A 
Bonds in any jurisdiction to any person to whom it is unlawful to make such offer in such jurisdiction.  No 
dealer, broker, salesman or other person has been authorized by the Metropolitan Government or the 
Underwriters to give any information or to make representations with respect to the 2002 Series A Bonds, 
other than those contained in this Official Statement, and, if given or made, such other information or 
representations must not be relied upon as having been authorized by the Metropolitan Government or the 
Underwriters.  Certain information contained herein has been obtained from sources which are believed to be 
reliable, but it is not guaranteed as to accuracy or completeness, and is not to be construed as a representation 
of any party other than the party providing such information.  THE INFORMATION AND EXPRESSIONS 
OF OPINION HEREIN ARE SUBJECT TO CHANGE WITHOUT NOTICE AND NEITHER THE 
DELIVERY OF THE OFFICIAL STATEMENT NOR ANY SALE MADE HEREUNDER SHALL, UNDER 
ANY CIRCUMSTANCES, CREATE ANY IMPLICATION THAT THERE HAS BEEN NO CHANGE IN 
THE LAW OR THE AFFAIRS OF THE PARTIES REFERRED TO ABOVE SINCE THE DATE HEREOF. 

References to the statutes of the State of Tennessee and the Charter and all documents referred to 
herein are qualified in their entirety by reference to the complete terms and provisions of such statutes, charter 
and documents. 

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITERS MAY OVER-ALLOT OR 
EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICES OF 
BENEFICIAL INTERESTS IN THE 2002 SERIES A BONDS OFFERED HEREBY AT LEVELS ABOVE 
THOSE WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET.  SUCH STABILIZING, IF 
COMMENCED, MAY BE DISCONTINUED AT ANY TIME. 

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE 
SECURITIES AND EXCHANGE COMMISSION OR ANY STATE SECURITIES COMMISSION 
NOR HAS THE SECURITIES AND EXCHANGE COMMISSION OR ANY STATE 
SECURITIES COMMISSION PASSED UPON THE ACCURACY OR ADEQUACY OF THIS 
OFFICIAL STATEMENT.  ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL 
OFFENSE.
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OFFICIAL STATEMENT 

$66,700,000 

THE METROPOLITAN GOVERNMENT OF NASHVILLE AND DAVIDSON COUNTY 

(Tennessee) 
 

District Energy System Revenue Bonds 
 

2002 Series A 

INTRODUCTION 

This Official Statement, including the cover page, inside cover page, and the appendices attached 
hereto, is provided for the purpose of presenting certain information in connection with the offering and sale 
of $66,700,000 District Energy System Revenue Bonds, 2002 Series A (the “2002 Series A Bonds”) of The 
Metropolitan Government of Nashville and Davidson County (the “Metropolitan Government” or “Metro”), a 
political subdivision of the State of Tennessee (the “State”).  Capitalized terms used but not defined herein 
have the meaning set forth in Appendix A to this Official Statement. 

Authorization 

The 2002 Series A Bonds are authorized and issued pursuant to the Energy Production Facilities Act, 
Title 7, Chapter 54 of the Tennessee Code Annotated, as amended (the “Act”), Resolution RS2002-1124, 
adopted by the Metropolitan Government on August 20, 2002 entitled “Amended and Restated District 
Energy System General Bond Resolution Authorizing the Redevelopment of a District Energy System, the 
Issuance of Revenue Bonds of the Metropolitan Government of Nashville and Davidson County and 
Providing for the Security Therefor” which amends and restates the District Energy System General Bond 
Resolution adopted by the Metropolitan Government on December 18, 2001 as Resolution RS2001-875 (the 
“General Resolution”), and Resolution No. RS2002-1144, the 2002 Series A District Energy System 
Supplemental Resolution outlining the terms of the sale of the 2002 Series A Bonds, adopted by the 
Metropolitan Government on September 17, 2002 (the “2002 Series A Supplemental Resolution”, and 
together with the General Resolution, the “Resolutions”).  SunTrust Bank has been appointed as Trustee (the 
“Trustee”) by the Metropolitan Government under the General Resolution. 

Purpose 

The proceeds of the 2002 Series A Bonds will be used, together with other moneys available therefor, 
(i) to finance the costs of certain capital improvements to be made to the Metropolitan Government’s district 
steam and chilled water generating energy distribution system (the “District Energy System” or the 
“System”), including, but not limited to, the costs of (a) the design, construction, start-up and acceptance 
testing of a new steam and chilled water generating facility, (b) improvements to and expansion of the 
Metropolitan Government’s existing energy distribution system, (c) land acquisitions related to (a) and (b), 
and (d) certain other improvements to the System; (ii) to reimburse the Metropolitan Government for certain 
amounts expended by it in developing the improved System; (iii) to pay capitalized interest; (iv) to fund the 
Debt Service Reserve Fund to the Debt Service Reserve Fund Requirement for the 2002 Series A Bonds; and 
(v) to pay costs of issuance for the 2002 Series A Bonds (collectively, the “Project”).  For a more complete 
list of the capital improvements to be made to the System, see “PLAN OF FINANCE” – The Project” below. 
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The Metropolitan Government 

On April 1, 1963, the governments of the City of Nashville, Tennessee and Davidson County were 
consolidated to form The Metropolitan Government of Nashville and Davidson County under which the 
boundaries of the City of Nashville and Davidson County are coextensive.  The executive and administrative 
powers of the Metropolitan Government are vested in the Metropolitan County Mayor and the Metropolitan 
County Council is the legislative body of the Metropolitan Government.  See “THE METROPOLITAN 
GOVERNMENT” below and Appendix D-I - “Yearly Information Statement of the Metropolitan 
Government”.  Under the Act, the Metropolitan Government is authorized to construct, own, operate and 
maintain energy production facilities within its corporate limits, enter into contracts for the same and issue 
bonds for the financing of such construction of energy production facilities. 

The System 

The System is owned by the Metropolitan Government and is currently operated by Nashville 
Thermal Transfer Corporation (“NTTC”), a not-for-profit corporation, under an Acquisition and Operating 
Agreement (the “A&O Agreement”).  The System includes an energy generating facility (the “Existing 
Facility”), which is located on approximately ten acres of land in downtown Nashville, Tennessee, and a 
steam and chilled water distribution system (the “Energy Distribution System” or the “EDS”) which is 
directly connected to the Existing Facility.  The System was initially constructed in 1972 and placed in 
operation in 1974.  NTTC currently has energy purchase contracts with 16 private customers, the State of 
Tennessee and the Metropolitan Government which in the aggregate provide for the delivery of energy 
services for 38 government and commercial buildings in downtown metropolitan Nashville.  Until recently, 
the primary energy source for the Existing Facility was municipal solid waste which was combusted to 
generate steam and chilled water.  On May 23, 2002, NTTC ceased operations as a waste-to-energy facility 
and started providing services  solely through the use of four natural gas fired boilers when a fire in the waste 
receiving area caused an early closing of the waste facility which had been originally scheduled to occur by 
September 30, 2002.  For a more detailed description of the existing System, see “THE SYSTEM AND ITS 
OPERATIONS – Overview” below and Appendix C - “Project Feasibility Report” attached hereto. 

Pursuant to the A&O Agreement with NTTC, the Metropolitan Government is required to pay a fee 
each fiscal year calculated to meet costs of operating the System not covered by the rates charged to 
customers.  Since 1975, the amount appropriated and contributed by the Metropolitan Government to the 
System to cover such costs has continuously escalated, especially in the last five fiscal years.  See Appendix 
C - “PROJECT FEASIBILITY REPORT” for a history of the Metropolitan Government’s payments to the 
System. As a result of such increases in costs of operations and the age of the Existing Facility, in 2001 the 
Metropolitan Government decided to replace the existing waste-to-energy generating facilities with a more 
modern and efficient energy generating facility (the “New Energy Generating Facility” or the “New Facility”) 
and to make certain other System improvements (the “System Improvements”), including improvements to 
and expansion of the Energy Distribution System.  The primary objective of the Project is to modernize the 
System, thus reducing and even eliminating the need for the Metropolitan Government to make subsidy 
payments in order to sustain the System.  The New Energy Generating Facility will be located on an 
approximately 86,729 square foot site a short distance south of the Existing Facility.  To that end, on January 
16, 2002 the Metropolitan Government entered into a design, build and operate contract (the “Management 
Contract”) with Constellation Energy Source, Inc. (“CES”), a corporation organized and existing under the 
laws of the State of Delaware, pursuant to which CES is required to (i) design, construct and start-up the New 
Energy Generating Facility and the System Improvements, the costs of which will be financed from proceeds 
of the 2002 Series A Bonds, and (ii) assume the operation and management of the System.  See “PLAN OF 
FINANCE – The Project” below and Appendix B-II - “Summary of the Management Contract.”  For more 
information regarding CES, see “CONSTELLATION ENERGY SOURCE, INC.” below.  The Metropolitan 
Government has adopted an ordinance that terminates NTTC’s right to operate the System effective on the 
Scheduled Service Commencement Date.  NTTC has assigned its rights and obligations under the existing 
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customer contracts to the Metropolitan Government.  The Metropolitan Government has adopted an ordinance 
that terminates NTTC’s right to operate the System effective on the Service Commencement Date.  NTTC has 
assigned its rights and obligations under the existing customer contracts to the Metropolitan Government.   

Customers of the System 

The System has a long and stable sales history, with many of the existing customers having purchased 
services from NTTC since the System became operational in 1974.  Over the past five fiscal years, System 
sales have averaged 319 million pounds of steam and 53.7 million ton-hours of chilled water. 

Several customers of the System do not have back up heating or cooling facilities available and rely 
on the System and the Metropolitan Government as a provider of energy services.  To continue meeting the 
need for heating and cooling services in the downtown Nashville area, the Metropolitan Government has 
entered into new customer contracts with (i) the State (the “State Customer Contract”) and (ii) with 13 of the 
16 private customers who were participants in the existing System who have elected to continue receiving 
energy services from the Metropolitan Government when the New Facility becomes operational (the 
“Commercial Customer Contracts”).  The Metropolitan Government has agreed to purchase, for its own 
account, energy for 7 government buildings (the “Metropolitan Government Customer Contract”), and 
reserves for itself the right to sell excess System capacity.  In addition, the Metropolitan Government intends 
to enter into a separate contract prior to the date that the New Facility is placed in service to purchase energy 
for an eighth Metro-owned building, which building is currently receiving services under contract with NTTC 
(such new contract when entered into, together with any new contracts with customers entered into 
subsequent to the delivery of the 2002 Series A Bonds are referred to herein as the “Additional Customer 
Contracts”).  As of the date hereof, three existing private customers of the System have not entered into new 
contracts with the Metropolitan Government, two of whom will continue to receive energy services and pay 
fees for such services to the Metropolitan Government in accordance with and until the expiration of their 
existing contracts (the “Holdover Customer Contracts”).  See “SECURITY AND SOURCES OF PAYMENT FOR 
THE 2002 SERIES A BONDS – Sale of Energy - The Customer Contracts” and “THE SYSTEM AND ITS 
OPERATIONS – Production and Sale of Energy” below.  The State Customer Contract, the Metropolitan 
Government Customer Contract and the Commercial Customer Contracts are collectively referred to herein as 
the “Initial Customer Contracts”, and the Initial Customer Contracts, the Holdover Customer Contracts and 
the Additional Customer Contracts are collectively referred to as the “Customer Contracts”.  All of the Initial 
Customer Contracts will become effective on the Service Commencement Date (hereinafter defined), while 
the Additional Customer Contracts will become effective in accordance with the terms of such contracts. 

Security and Sources of Payment for the 2002 Series A Bonds 

Pledge of Trust Estate 
 

The 2002 Series A Bonds are secured generally by a pledge of:  (i) the rates, fees, or other charges or 
income received by or on behalf of the Metropolitan Government in connection with the sale of steam or 
chilled water or other forms of energy for heating, cooling, manufacturing processes and other uses generated 
by the System net of operating expenses (the “Net Revenues”), (ii) proceeds of obligations issued under or 
pursuant to the General Resolution on a parity with the 2002 Series A Bonds, (iii) all moneys in the funds and 
accounts (other than any debt service reserve fund accounts established for bonds other than the 2002 Series 
A Bonds) established under the General Resolution net of amounts required to pay operating expenses, and 
(iv) the rights and interest of the Metropolitan Government in certain agreements.  For a more detailed 
discussion of the pledge and certain limitations related thereto, see “SECURITY AND SOURCES OF PAYMENT 
FOR THE 2002 SERIES A BONDS -  The General Resolution” below. 
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Customer Contracts 

The primary source of revenues from operation of the System are the payments required to be made 
to the Metropolitan Government for the delivery of steam and/or chilled water service pursuant to the 
Customer Contracts.  For a detailed description of the terms of the Customer Contracts and the rates, fees and 
other charges payable thereunder, see “THE SYSTEM AND ITS OPERATIONS – Production And Sale Of 
Energy” herein and Appendix B-III - “Summary of Certain Provisions of the Customer Contracts”.  
Both the State’s and the Metropolitan Government’s obligations to purchase energy from the System under 
their respective contracts are subject to annual appropriation by their respective governing bodies.   

Essentially of the System; Metro Obligations 

Very few customers of the System have alternative sources of heating and cooling available to them 
and rely on the System to meet these energy needs.  Since becoming operational, the Metropolitan 
Government has subsidized NTTC’s operation of the Existing Facility by making annual, and sometimes 
supplemental, appropriations to cover costs in excess of customer revenues.  In order to continue its support 
of the System and meet customer needs, in addition to its obligation to pay for energy services delivered to it 
from the System pursuant to the Metropolitan Government Customer Contract, the Metropolitan Government 
has obligated itself under the General Resolution, subject to annual appropriation, to pay an additional amount 
equal to any shortfall in revenues required to meet operating expenses of the System and debt service on all 
Parity Obligations issued or executed and delivered pursuant to the General Resolution, including the 2002 
Series A Bonds (the “Metro Funding Amount”), and to pay any amounts necessary to maintain the balances 
on deposit in the Operating Reserve Fund and the Debt Service Reserve Fund at their required levels.  See 
“SECURITY AND SOURCES OF PAYMENT FOR THE 2002 SERIES A BONDS – Metropolitan Government’s 
Obligation to Purchase Energy and Pay Deficiencies in Revenues” below. 

Security During Construction and Operation of the New Facility 

The Metropolitan Government’s obligation to pay the Metro Funding Amount and maintain reserve 
fund balances begins on the date the New Facility is placed in service under the terms of the Management 
Contract.  To provide security during construction of the New Facility, the Metropolitan Government has also 
covenanted in the General Resolution that prior to the Service Commitment Date, subject to annual 
appropriation, it shall pay all debt service expenses of the 2002 Series A Bonds to the extent proceeds 
available from the 2002 Series A Bonds and from other available sources are insufficient for such purpose.   
In addition to the revenues derived from the sale of energy pursuant to the Customer Contracts, the 
Metropolitan Government has pledged, for the benefit of the holders of the 2002 Series A Bonds, its rights 
under the Management Contract, including its right to receive certain damage payments and other amounts 
from CES for CES’s failure to meet certain deadlines or performance standards with respect to the 
construction, acceptance and operation of the New Energy Generating Facility or CES’s default under or 
termination of the Management Contract.  See “SECURITY AND SOURCES OF PAYMENT FOR THE 2002 
SERIES A BONDS – Security During Construction of the Project”, “SECURITY AND SOURCES OF 
PAYMENT FOR THE 2002 SERIES A BONDS – Security During Operation and Management of the 
System” below and Appendix B-II – “Summary of Certain Provisions of the Management Contract” 
attached hereto.  CES’s obligations to perform under the Management Contract are secured by a guaranty 
from Constellation Energy Group (“CEG” or “the Parent”) to the Metropolitan Government (the “Guaranty”).  
The Parent’s payment obligations under the Guaranty, while absolute and unconditional, are capped at 
amounts stated therein.  See “SECURITY AND SOURCES OF PAYMENT FOR THE 2002 SERIES A BONDS - 
The Parent Guaranty” herein.  The Guaranty and any payments received thereunder are pledged as security 
for the 2002 Series A Bonds under the General Resolution. 
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Limited Obligations 

The 2002 Series A Bonds are limited obligations of the Metropolitan Government, payable solely 
from the moneys, funds, accounts and other security pledged under the General Resolution and any moneys, 
funds and accounts pledged pursuant to the terms of any Parity Obligation Agreement.  The 2002 Series A 
Bonds shall not constitute a debt of the Metropolitan Government or any local government, nor a charge, lien 
or encumbrance on any property, income, receipts or revenues of the Metropolitan Government, other than 
the Net Revenues pledged therefor.  Neither the full faith and credit nor taxing powers of the Metropolitan 
Government or any local government shall be deemed to be pledged to the payment of the 2002 Series A 
Bonds. 

Additional Information 

Brief descriptions of the Metropolitan Government, CES, the Parent, the State, the System, and the 
2002 Series A Bonds, are included in this Official Statement and brief summaries of certain terms of the 
General Resolution, the Management Contract, the Fuel Purchase Contact, the Customer Contracts, the 
Guaranty and the Project Feasibility Report are also included herein or attached hereto as Appendices.  Such 
descriptions and summaries do not purport to be comprehensive or definitive.  The summaries of such 
agreements and documents are qualified in their entirety by reference to such agreements and documents, and 
references herein to the 2002 Series A Bonds are qualified in their entirety by reference to the definitive form 
thereof and the information with respect thereto included in the aforesaid agreements and documents.  For 
further information, reference should be made to the complete documents, copies of which are on file at the 
offices of the Trustee.  All document descriptions are further qualified in their entirety by reference to 
bankruptcy laws and laws relating to or affecting generally the enforcement of creditors’ rights. 

PLAN OF FINANCE 

The Project 

In an effort to provide long-term, cost effective and reliable service to customers of the System, the 
Metropolitan Government has decided it will make the following capital improvements to the System (such 
improvements are collectively referred to herein as the “Project”), to be financed with proceeds of the 2002 
Series A Bonds: 

Site Acquisition 

The Metropolitan Government has purchased from the Metropolitan Development and Housing 
Agency (“MDHA”) an approximately 86,729.5 square foot parcel of land, approximately 1.99 acres, located 
just south of the Existing Facility on which the New Energy Generating Facility will be constructed (the 
“Facility Site”).  The purchase price to acquire the Facility Site and related costs to lease the adjacent land for 
construction laydown is $1,054,864.  For a more complete description of the Facility Site, see Appendix C - 
“The Project Feasibility Report” attached hereto. 

New Energy Generating Facility 

Pursuant to the Management Contract, CES will be responsible for (i) the development, design, 
construction, start-up and acceptance testing of the New Energy Generating Facility, and (ii) providing 
interconnections between the New Energy Generating Facility and the existing Energy Distribution System 
(collectively, the “Construction Work”), for a fixed price of $46,904,737 (the “Fixed Construction Price”).  
CES will be paid from proceeds of the 2002 Series A Bonds deposited in the System Improvement Fund, and 
earnings thereon, based on a not-to-exceed drawdown schedule for the Construction Work.  The fixed price 
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and drawdown schedule may be adjusted to compensate CES for the effects of Uncontrollable Circumstances, 
upfront costs charged by utilities for interconnection and change orders requested by the Metropolitan 
Government. 

The New Energy Generating Facility will be housed in an approximately 43,450 square foot, two-
story building on the Facility Site.  Primary components of the New Energy Generating Facility include a new 
69/13.8 kV substation, four 65,000 pounds per hour (“PPH”) forced draft, pressurized natural gas/#2 fuel oil 
boilers, and eight 2600-ton electric chillers with duplex compressors.  The New Facility has been designed to 
produce 260,000 PPH of 150 PSIG saturated steam and 20,800 tons per hour of 42 degree Fahrenheit chilled 
water.  For a more complete description of the New Energy Generating Facility, see Appendix C - “Project 
Feasibility Report” attached hereto. 

Other System Improvements 

In addition to the Construction Work, CES will also be required, pursuant to change orders or by 
other agreement, to make the following System Improvements, for an estimated additional cost of 
approximately $6,700,000, also to be financed from proceeds of the 2002 Series A Bonds: 

• Improvements to and expansion of the existing Energy Distribution System, including 
rehabilitation of the State’s steam distribution system which will be acquired by the 
Metropolitan Government from the State on the Service Commencement Date; 

• Replacement and upgrading of Customer meters and monitoring devices; 

• Various energy conservation and de-coupling projects at several Customer buildings to 
improve System-wide efficiency; and 

• Construction of a new electrical substation on the Facility Site with Nashville Electric 
Service. 

Reimbursement of Metropolitan Government Development Costs 

In addition to providing funds for the costs of the Site Acquisition, Construction Work and other 
System Improvements, approximately $2,800,000 in proceeds of the 2002 Series A Bonds may be used to 
reimburse the Metropolitan Government for its costs in developing the Project. 

Estimated Sources and Uses of Bond Proceeds and Other Funds 

The following table sets forth the estimated sources and uses of funds in connection with the issuance 
of the 2002 Series A Bonds. 
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SOURCES OF FUNDS  
  

Principal Amount of 2002 Series A Bonds..................................... $   66,700,000.00
Net Original Issue Premium............................................................ 2,386,748.00

  
TOTAL SOURCES OF FUNDS .................................................. $   69,086,748.00

  
USES OF FUNDS  

System Improvement Fund  
Capitalized Interest Account .................................................. $     5,957,330.16
Construction Account............................................................. 58,821,962.07
Costs of Issuance(1) ................................................................. 1,699,268.27

Debt Service Reserve Fund............................................................. 2,608,187.50
  

TOTAL USES OF FUNDS........................................................... $69,086,748.00
  

(1) Cost of Issuance, includes, but is not limited to, legal, printing, feasibility report, etc. and underwriting 
discount ($387,580.45), bond insurance premium ($438,933.13) and surety bond premium ($65,204.69).  Furthermore, 
$410,000.00 of the $1,699,268.27 listed as Costs of Issuance are attributable to Project development costs. 

Projected Debt Service  

The following table shows the estimated debt service to be paid by the Metropolitan Government for 
the 2002 Series A Bonds. 
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October 1 
Year Principal Interest 

Total 
Debt Service 

2003 $                0 $2,977,764        $2,977,764           
2004 0 3,180,994 3,180,994 
2005 1,180,000 3,180,994 4,360,994 
2006 1,215,000 3,145,594 4,360,594 
2007 1,255,000 3,109,144 4,364,144 
2008 1,290,000 3,071,494 4,361,494 
2009 1,330,000 3,032,794 4,362,794 
2010 1,370,000 2,992,894 4,362,894 
2011 1,250,000 2,948,369 4,198,369 
2012 1,550,000 2,886,719 4,436,719 
2013 1,545,000 2,816,769 4,361,769 
2014 1,625,000 2,737,587 4,362,587 
2015 1,710,000 2,652,275 4,362,275 
2016 1,800,000 2,562,500 4,362,500 
2017 1,890,000 2,471,750 4,361,750 
2018 1,990,000 2,372,525 4,362,525 
2019 2,090,000 2,269,887 4,359,887 
2020 2,200,000 2,160,162 4,360,162 
2021 2,315,000 2,044,662 4,359,662 
2022 2,440,000 1,923,575 4,363,575 
2023 2,150,000 1,796,125 3,946,125 
2024 2,665,000 1,699,375 4,364,375 
2025 2,795,000 1,566,125 4,361,125 
2026 3,790,000 1,426,375 5,216,375 
2027 3,110,000 1,251,087 4,361,087 
2028 3,255,000 1,107,250 4,362,250 
2029 3,420,000 944,500 4,364,500 
2030 3,590,000 773,500 4,363,500 
2031 3,770,000 594,000 4,364,000 
2032 3,955,000 405,500 4,360,500 
2033          4,155,000                  207,750                     4,362,750          

      $66,700,000    $66,310,039                    $133,010,039                

SECURITY AND SOURCES OF PAYMENT FOR THE 2002 SERIES A BONDS 

The General Resolution 

Pledge for all Parity Obligations 

The 2002 Series A Bonds and any other Parity Obligations issued or executed and delivered under or 
pursuant to the General Resolution are limited obligations of the Metropolitan Government, payable solely 
from and secured by the trust estate created under the General Resolution (the “Trust Estate”) and any 
moneys, funds and accounts pledged pursuant to the terms of any Parity Obligation Agreement.  The Trust 
Estate consists of:  (i) the proceeds of the sale of Parity Bond Obligations, (ii) the Net Revenues, (iii) all 
moneys and securities in the funds and accounts (provided any Debt Service Reserve Fund account is pledged 
only to the series of Bonds for which such account is established) established under the General Resolution 
(net of amounts required to pay Operating Expenses), (iv) the Customer Contracts, (v) the Management 
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Contract or any other replacement management contract, (vi) the Guaranty or any other replacement guaranty 
(vii) the Fuel Purchase Contract or other replacement fuel purchase contract.  For a detailed description of the 
various funds, accounts and revenues securing the 2002 Series A Bonds, see Appendix B-I - “Summary of 
Certain Provisions of the General Resolution”. 

The pledge and lien of the Trust Estate became effective upon the adoption of the General Resolution, 
except that the pledge of Revenues received from amounts payable under the original customer contracts with 
NTTC and assigned to the Metropolitan Government, and any other rights, title and interests of the 
Metropolitan Government under such contracts, becomes effective during the period commencing on January 
1, 2004 and ending at such time as the Revenues collected under such contracts and deposited in the 
Operating Reserve Fund as required by the General Resolution, equal $3,000,000 and thereafter become 
effective on the Service Commencement Date. 

Amounts not considered Revenues under the General Resolution include: (i) any amount received or 
receivable from the United States or the State (or any agency thereof) or from any other source as or on 
account of a grant or contribution for or with respect to (a) the construction, acquisition, improvement, 
extension, renewal or other development of any part of the System or (b) the financing of any of the 
foregoing; (ii) the proceeds of any Parity Obligations or Subordinated Obligations; (iii) the proceeds of any 
liability insurance or indemnity; (iv) amounts received by the Metropolitan Government as reimbursement for 
System costs incurred or expenses paid by the Metropolitan Government from non-System funds; (v) 
distributions to the Metropolitan Government from the Surplus Fund; (vi) amounts paid by Initial Customers 
as an allowance for repairs and upgrades to the Energy Distribution System pursuant to the Initial Customer 
Contracts, which shall be deposited and held in the EDS Repair and Improvement Account established in the 
Operating Fund; (vii) Customer Reimbursable Amounts, which shall be deposited and held in the Resold 
System Capacity Account of the Operating Fund and applied at the direction of the Metropolitan Government 
to reimburse Customers for amounts paid to the Trustee upon early termination of a Customer Contract; (viii) 
except to the extent required to replenish a deficiency in a Debt Service Reserve Fund, 25% of New Customer 
Surplus Revenues, which shall be deposited and held in the Energy Conservation Fund for the payment of 
costs of energy conservation projects; (ix) delay liquidated damages paid pursuant to the Management 
Contract in excess of daily debt service; or (x) any amount received or receivable by the Metropolitan 
Government in a capacity other than as owner and operator of the System. 

Flow of Funds 

Payment of principal, redemption premium, if any, of and interest on the 2002 Series A Bonds is 
secured by moneys in various funds and accounts held by the Trustee.  Except as otherwise described under 
this heading, all Revenues of the Metropolitan Government derived from its ownership and operation of the 
System, are to be deposited in the General Account of the Operating Fund established by the General 
Resolution.  On the first business day of each month, after retaining amounts in the General Account to pay 
the Projected Net Operating Expense Amount (as defined in Appendix A hereto) for that month, the Trustee, if 
and to the extent sufficient funds are available, is required to make the following transfers, in order of 
priority: 

First, to the Debt Service Fund an amount such that the balance in the Debt Service Fund 
shall be equal to the debt service due on all Parity Obligations through the first day of the following 
month; 

Second, to the Debt Service Reserve Fund for each issue of Parity Obligations, an amount 
equal to the Debt Service Reserve Fund Deposit Requirement (as hereinafter defined); 

Third, to the Operating Reserve Fund, (i) during the first twenty-four months following 
adoption of the General Resolution and issuance of the 2002 Series A Bonds, until such time as the 
balance in the Operating Reserve Fund equals the Operating Reserve Fund Requirement (as defined 
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in Appendix A hereto) , an amount equal to 1/24 of the Operating Reserve Fund Requirement and 
(ii) following such twenty-four month period the amount, if any, necessary to increase the balance in 
the Operating Reserve Fund to the Operating Reserve Fund Requirement; 

Fourth, to the Renewal and Replacement Fund, an amount equal to the Renewal and 
Replacement Fund Requirement (as defined in Appendix A hereto); 

Fifth, to the System Improvement Fund, an amount equal to the System Improvement Fund 
Requirement (as defined in Appendix A hereto) for the applicable month; 

Sixth, the Metropolitan Government may, but shall not be required to, during each month, 
after making all transfers required in paragraphs First through Fifth transfer any surpluses in the 
General Account to the Surplus Fund; provided such transfer may be made only if (a) there is 
reserved in the General Account an amount sufficient to pay Operating Expenses during the six-
month period immediately following such transfer, and (b) there is reserved in the Debt Service Fund 
an amount sufficient to pay (1) debt service expenses on all Parity Obligations coming due during the 
six-month period immediately following such transfer and (2) all other funds at their required levels. 

Notwithstanding the foregoing provisions, if on the first business day of each month it is determined that 
after payment of all amounts required to be deposited in the General Account of the Operating Fund, there are 
insufficient amounts available to pay debt service expenses on the Parity Obligations when due, the Metropolitan 
Government shall not reimburse itself as an Operating Expense for its Incremental Costs (as defined in Appendix 
A hereto) then due and payable and shall delay payment of such Incremental Costs until sufficient Revenues 
become available under the General Resolution.  For a complete discussion of the flow of funds, see Appendix B-I 
- “Summary of Certain Provisions of the General Resolution” attached hereto. 

The General Resolution also provides that certain Revenues shall not be deposited into the General 
Account of the Operating Fund for transfer in accordance with the above provisions, but instead shall be 
deposited directly into a specified fund or account and used only for the purposes provided therein.  Such 
Revenues include: 

(i) amounts received by the Metropolitan Government pursuant to the original customer 
contracts with NTTC and assigned to the Metropolitan Government during the period beginning on 
January 1, 2004 and ending at such time as the Revenues received thereunder and deposited into the 
Operating Reserve Fund equal $3,000,000, which shall be deposited in the Operating Reserve Fund; 

(ii) amounts paid as interconnection charges by a Customer pursuant to an Additional 
Customer Contract, which shall be deposited in Construction Account of the System Improvement 
Fund and applied to the costs of such interconnections; 

(iii) amounts received as prepayments under an Additional Customer Contract allocable 
to interconnection or line extension costs, which shall be deposited at the direction of the Project 
administrator in either the General Account of the Operating Fund or the System Improvement Fund; 

(iv) payments made by Customers as a condition of terminating a Customer Contract, 
which shall be deposited in either (a) the Debt Service Fund and applied to the prepayment of Parity 
Obligations or (b) in the Contract Termination Account of the Operating Fund and applied at the 
direction of the Metropolitan Government to the payment of Operating Expenses, in each case to the 
extent allocable to debt service and operating expenses, respectively, based on the Customer’s 
contract capacity as set forth in the Customer Contract;  

(v) proceeds of casualty insurance or condemnation received in connection with the 
System, which shall be deposited either in the System Improvement Fund or applied towards the 
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prepayment of Parity Obligations, as the Metropolitan Government elects in accordance with the 
General Resolution;  

(vi) damage payments received by the Metropolitan Government in accordance with the 
Management Contract for a delay in Scheduled Service Commencement (hereinafter defined) equal to 
daily debt service, which shall be deposited in the Debt Service Fund;  

(vii) damage payments received by the Metropolitan Government as a result of a failure to 
achieve acceptance or a shortfall in output or fuel usage acceptance guarantees pursuant to the 
Management Contract, which shall be deposited in the Debt Service Fund and applied to the 
prepayment of the Parity Obligations; and  

(viii) damage payments paid by an operator of the System as a result of the early 
termination of any management contract for operator default, which shall be deposited in the Contract 
Termination Account of the Operating Fund or payments corresponding to the foregoing with respect 
to any System improvements financed with proceeds of Parity Obligations.  

While such Revenues are not available for the payment of debt service in the monthly transfers from 
the General Account of the Operating Fund, following an event of default under the General Resolution, all 
Revenues pledged thereunder shall be applied to the payment of Parity Obligations, including the 2002 Series 
A Bonds.  For a detailed discussion of the flow of funds and the priority of Revenue disbursements, see 
Appendix B-I - “Summary of Certain Provisions of the General Resolution” attached hereto. 

Debt Service Reserve Fund 

As security for the payment of the 2002 Series A Bonds, the General Resolution establishes a Debt 
Service Reserve Fund to be maintained at the Debt Service Reserve Fund Requirement, which for the 2002 
Series A Bonds is an amount equal to the lesser of (i) maximum annual debt service becoming due of the 
2002 Series A Bonds in any year, (ii) 125% of average annual debt service becoming due of the 2002 Series 
A Bonds and (iii) 10% of the proceeds of the 2002 Series A Bonds (the “Debt Service Reserve Fund 
Requirement”).   

In lieu of the required deposit of Revenues in the Debt Service Reserve Fund, the General Resolution 
permits the Metropolitan Government to cause to be deposited therein, a reserve fund insurance policy, surety 
bond, or reserve fund letter of credit for the benefit of the owners of the 2002 Series A Bonds in an amount 
equal to the difference between the Debt Service Reserve Fund Requirement and the sum then on deposit in 
the Debt Service Reserve Fund. See Appendix B-I - “Summary of Certain Provisions of the General 
Resolution” attached hereto.  Accordingly, Ambac Assurance Corporation ("Ambac Assurance") has made a 
commitment to issue a surety bond (the “Surety Bond”) for the purpose of funding fifty percent (50%) of the 
Debt Service Reserve Fund Requirement for the 2002 Series A Bonds.  The Surety Bond provides that upon 
the later of (i) one (1) day after receipt by Ambac Assurance of a demand for payment executed by the 
Trustee or Paying Agent certifying that provision for the payment of principal of or interest on the 2002 
Series A Bonds when due has not been made or (ii) the interest payment date specified in the Demand for 
Payment submitted to Ambac Assurance, Ambac Assurance will promptly deposit funds with the Paying 
Agent sufficient to enable the Paying Agent to make such payments due on the 2002 Series A Bonds, but in 
no event exceeding the Surety Bond Coverage, as defined in the Surety Bond. 

Pursuant to the terms of the Surety Bond, the Surety Bond Coverage is automatically reduced to the 
extent of each payment made by Ambac Assurance under the terms of the Surety Bond and the Metropolitan 
Government is required to reimburse Ambac Assurance for any draws under the Surety Bond with interest at 
a market rate.  Upon such reimbursement, the Surety Bond is reinstated to the extent of each principal 
reimbursement up to but not exceeding the Surety Bond Coverage.  The reimbursement obligation of the 
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Metropolitan Government is subordinate to the Metropolitan Government's obligations with respect to the 
2002 Series A Bonds and other Parity Obligations issued under the General Resolution.  In the event the 
amount on deposit, or credited to the Debt Service Reserve Fund, exceeds the amount of the Surety Bond, any 
draw on the Surety Bond shall be made only after all the funds in the Debt Service Reserve Fund have been 
expended. In the event that the amount on deposit in, or credited to, the Debt Service Reserve Fund, in 
addition to the amount available under the Surety Bond, includes amounts available under a letter of credit, 
insurance policy, surety bond or other such funding instrument (the "Additional Funding Instrument"), draws 
on the Surety Bond and the Additional Funding Instrument shall be made on a pro rata basis to fund the 
insufficiency.  

The Surety Bond does not insure against nonpayment caused by the insolvency or negligence of the 
Trustee or the Paying Agent.  For information about Ambac Assurance, see “BOND INSURANCE - Ambac 
Assurance Corporation” below.  

Limited Obligations 

The 2002 Series A Bonds are limited obligations of the Metropolitan Government, payable solely 
from the Trust Estate created under the General Resolution and any moneys, funds and accounts pledged 
pursuant to the terms of any Parity Obligation Agreement.  The 2002 Series A Bonds shall not constitute a 
debt of the Metropolitan Government or any local government, nor a charge, lien or encumbrance on any 
property, income, receipts or revenues of the Metropolitan Government, other than the Net Revenues pledged 
therefor.  Neither the full faith and credit nor taxing powers of the Metropolitan Government or any local 
government shall be deemed to be pledged to the payment of the 2002 Series A Bonds. 

Metropolitan Government Obligation to Purchase Energy and Pay Metro Funding Amount 

In addition to being the owner of the System, the Metropolitan Government is a significant purchaser 
of energy generated by the System.  As such, the Metropolitan Government has entered into the Metropolitan 
Government Customer Contract, pursuant to which it is obligated to purchase, subject to annual 
appropriation, 72,715 PPH of saturated steam capacity and 8,600 tons of chilled water capacity generated by 
the System for the Metropolitan Government Premises at rates and upon terms specified in the Metropolitan 
Government Customer Contract.1 The Metropolitan Government has also independently covenanted in the 
General Resolution, for the benefit of the owners of any Parity Obligations, that on or after the date the New 
Energy Generating Facility is placed in service (the “Service Commencement Date”), which is expected to 
occur on or before July 1, 2004, and as long as any Parity Obligations remain Outstanding under the General 
Resolution, it shall obtain all of its heating and cooling requirements for the Metro-owned buildings specified 
in the General Resolution (the “Metropolitan Government Premises”) from the System and not from any other 
source and to pay for all such energy services, subject to annual appropriation, at the rates set forth in the 
Metropolitan Government Customer Contract.  Also, in order to insure adequate revenues to pay Operating 
Expenses and outstanding debt service on Parity Obligations, including the 2002 Series A Bonds, the 
Metropolitan Government has agreed in the Metropolitan Government Customer Contract and has covenanted 
in the General Resolution that it shall, subject to annual appropriation, pay the Metro Funding Amount and to 
replenish the Operating Reserve Fund and the Debt Service Reserve Fund to their stated requirements.   See 
Appendix B-I - “Summary of Certain Provisions of the General Resolution” and Appendix B-II - 
“Summary of Certain Provisions of the Customer Contracts.”  

____________________ 
1  The capacities listed refer only to the Metropolitan Government’s commitment pursuant to the Metropolitan Government 

Customer Contract and doesn’t include any committed capacity as an Additional Customer of the System.  
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For a description of the Metropolitan Government budget and appropriation procedures, see 
“METROPOLITAN GOVERNMENT BUDGET AND APPROPRIATION SYSTEM” herein. 

Sale of Energy – The Customer Contracts 

The most significant source of revenue for the District Energy System comes from the fees payable 
under the Customer Contracts to the Metropolitan Government (the “Energy Fees”) for steam and chilled 
water services.  Collectively, as of the date hereof, Customer Contracts (including Holdover Customer 
Contracts) account for the sale of approximately 93.80% of the total available capacity of steam and 90.17% 
of the total available capacity of chilled water.  Additionally, the Metropolitan Government and CES are 
actively marketing the remaining excess capacity and will continue to market any capacity that becomes 
available as a result of future improvements and expansions to the System.  For a more detailed account of the 
historical and projected Revenues generated from the sale of energy produced by the System, see “THE 
SYSTEM AND ITS OPERATIONS – Production and Sale of Energy” below.  The Metropolitan Government 
has entered into three categories of Customer Contracts, each of which is briefly described below. 

The Initial Customer Contracts 

The Initial Customer Contracts include the State Customer Contract, the Commercial Customer 
Contracts and the Metropolitan Government Customer Contract, which collectively will account for the sale 
of 89.02% of the total available capacity of steam from the New Facility and 85.65% of the total available 
capacity of chilled water from the New Facility.  Each of the customers under the Initial Customer Contracts 
(the “Initial Customers”) are customers of the existing System under contracts with NTTC who have opted 
prior to the issuance of the 2002 Series A Bonds to execute new contracts with the Metropolitan Government 
to receive energy services from the New Facility for terms beginning on the Service Commencement Date 
and ending on the thirtieth anniversary of that date.  At the end of the initial thirty year term, and at the end of 
each renewal term, the Initial Customer Contracts will be extended for an additional five year term unless, at 
least one year prior to the expiration of the initial term or the then-current renewal term, either party to an 
Initial Customer Contract gives notice of termination (upon the terms set forth in such contract).  Excluding 
the State and the Metropolitan Government which have committed to purchase, respectively, 39.84% and 
29.00% of the total available capacity of steam and 28.25% and 33.08% of the total available capacity of 
chilled water, no single Initial Customer of the System is contractually committed to purchase more than 
6.89% of the total available capacity of steam and 4.01% of the total available capacity of chilled water.  For a 
more detailed description of the terms and conditions of the Initial Customer Contracts, see “THE SYSTEM 
AND ITS OPERATIONS – Production and Sale of Energy – Sale of Energy Generated by the System” and 
Appendix B-III – “Summary of Certain Provisions of the Customer Contracts” 

Holdover Customer Contracts 

The Holdover Customer Contracts include existing NTTC contracts with three private customers (the 
“Holdover Customers”) who, as of the date hereof, have not entered into new contracts with the Metropolitan 
Government.  Under the terms of their existing contracts which have been assigned to the Metropolitan 
Government, the Holdover Customers will continue to receive energy services from the System for varying 
periods of time after the New Energy Generating Facility becomes operational.  One of the Holdover 
Customers has informed the Metropolitan Government that it will not require Services from the System 
beyond the Spring of 2003 and in accordance with the terms of its contract will terminate the contract at that 
time.  Upon the commencement of service of the New Facility, it is expected that the Holdover Customer 
Contracts initially will account for the sale of 3.58% of the total available capacity of steam from the New 
Facility and 3.37% of the total available capacity of chilled water from the New Facility.  For a detailed more 
description of the terms and conditions of the Holdover Customer Contracts, see “THE SYSTEM AND ITS 
OPERATIONS – Production and Sale of Energy – Sale of Energy Generated by the System” and Appendix 
B-III – “Summary of Certain Provisions of the Customer Contracts”. 
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Holdover Customers who enter into contracts with the Metropolitan Government for continued 
energy services subsequent to the date hereof will become Additional Customers of the System discussed 
below. 

Additional Customer Contracts 

Prior to the Service Commencement Date, the Metropolitan Government intends to enter into a long-
term contract for an additional Metro-owned building which will account for 1.20% of total available capacity 
of steam from the New Facility and 1.15% of total available capacity of chilled water from the New Facility.    
This building is currently being serviced pursuant to a contract between the Metropolitan Government and 
NTTC recently entered into for a term expiring on the Service Commencement Date.  Because the 
Metropolitan Government intends to enter into a new contract for continued energy services for this building 
subsequent to the issuance of the 2002 Series A Bonds, the new contract, together with any contracts entered 
into with new customers of the System subsequent to the date hereof, are referred to herein as “Additional 
Customer Contracts” and the customers entering into such contracts are referred to as “Additional 
Customers”.  The remaining 6.20% available capacity of steam and 9.83% of chilled water for which the 
Metropolitan Government has not yet received commitments, as well as any additional steam and chilled 
water capacity that becomes available (i) by expiration of the terms of the Holdover Customer Contracts, (ii) 
as a result of reduced capacity needs of the Initial Customers or termination of the Initial Customer Contracts, 
or (iii) as a result of future improvements or expansions to the System, will be marketed by the Metropolitan 
Government and CES upon terms and conditions to be determined by the Metropolitan Government.  See 
Appendix B-III – “Summary of Certain Provisions of the Customer Contracts” herein.   

At present, the Metropolitan Government is confident that it will successfully market any excess 
capacity that now exists or will become available, and to the extent it is unable to do so, that the Metropolitan 
Government believes it can itself absorb most, if not all, of such capacity for additional Metro-owned 
buildings. 

As consideration for the services provided by the Metropolitan Government under the Customer 
Contracts, each Customer will pay an energy fee (the “Energy Fee”), computed in accordance with the 
formula established in the respective Customer Contracts.  The components comprising the calculation of the 
Energy Fee paid by a Customer, as well as certain terms and conditions relating to a Customer’s reduced 
capacity needs and its obligation to continue to purchase energy and the termination of a Customer Contract, 
are significantly different (i) for the State than those applicable to the Commercial Customers (whose 
contracts are substantially the same except for reserved capacity of steam and chilled water) and the 
Metropolitan Government, and (ii) for the Initial Customers than those applicable to the Holdover Customers 
and those that may be applicable to Additional Customers.  For a detailed description of the Energy Fees and 
the terms and conditions of the respective Customer Contracts, see “THE SYSTEM AND ITS OPERATIONS – 
Production and Sale of Energy – Sale of Energy Generated by the System” and Appendix B-III – 
“Summary of Certain Provisions of the Customer Contracts”.  Projected revenues from Energy Fees 
payable by the Initial Customers, the Holdover Customers and Additional Customers are set forth below 
under the heading “THE SYSTEM AND ITS OPERATIONS –- Projected Operating Results; Projected 
Revenues and Expenses”. 

Security During Construction of the Project 

The Customer Contracts (other than the original contracts assigned to the Metropolitan Government 
by NTTC), do not require any payments to be made prior to the Service Commencement Date.  The original 
contracts assigned to the Metropolitan Government by NTTC continue to be effective during construction of 
the New Facility.  Under the General Resolution, the Metropolitan Government has pledged up to $3,000,000 
of gross revenues from the existing NTTC contracts to the System.  These revenues will be deposited directly 
in the Operating Reserve Fund to be available for working capital.  See “The Resolution - Pledge for all 
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Parity Obligations” above.  As security for the payment of the 2002 Series A Bonds during construction of 
the Project (the “Construction Period”), the Metropolitan Government has also covenanted in the General 
Resolution that prior to the Service Commencement Date, subject to annual appropriation, it shall pay all debt 
service expenses of the 2002 Series A Bonds to the extent proceeds available from the 2002 Series A Bonds 
and from other available sources are insufficient for such purpose.  See Appendix B-I - “Summary of 
Certain Provisions of the General Resolution” above. 

As further security for the payment of the 2002 Series A Bonds during the Construction Period the 
Metropolitan Government has pledged all of its rights, title and interest in and to certain damage payments 
payable to the Metropolitan Government by CES as a result of CES’s failure to satisfy certain Construction 
Period obligations under the Management Contract.  Pursuant to the Management Contract, CES is required 
to place the New Energy Generating Facility in service by the Scheduled Service Commencement Date, 
which is 610 days following the date on which construction of the Project commences (the “Scheduled 
Service Commencement Date”).  Construction is expected to commence on November 10, 2002 in 
accordance with the terms of the Management Contract.  If CES commences providing service prior to the 
Scheduled Service Commencement Date, the Metropolitan Government is required to pay CES incentive 
payments in the amount of $10,000 for each day that service commences prior to such date.  In the event that 
service commences after the Scheduled Service Commencement Date, however, CES is required to make 
damage payments to the Metropolitan Government in the amount of daily debt service plus an additional 
$10,000 per day for each day commencement of service is delayed beyond the Scheduled Service 
Commencement Date. 

The Management Contract also requires CES to perform acceptance testing and achieve acceptance 
within two years following the Scheduled Service Commencement Date, and CES is also required to satisfy 
several acceptance testing performance guarantees with respect to (i) steam capacity and chilled water 
delivery and (ii) electricity, natural gas, fuel oil and water usage.  If acceptance is not achieved within the 
time period allotted, the Metropolitan Government shall have the right to terminate the Management Contract 
and CES will be required to pay liquidated damages in an amount sufficient to discharge the 2002 Series A 
Bonds plus $5,000,000 as compensation to the Metropolitan Government.  To the extent that the New Energy 
Generating Facility would otherwise achieve acceptance but for the failure to satisfy one or more of the 
acceptance performance guarantees, and provided the New Facility meets a threshold level of acceptance as 
specified in the Management Contract, CES may still achieve acceptance by paying certain amounts to the 
Metropolitan Government for its failure to satisfy the performance guarantees.  Such amounts are intended to 
compensate the Metropolitan Government for any losses incurred as a result of reduced operating capacity, 
including any amounts necessary to defease a portion of the 2002 Series A Bonds as a result of reduced 
energy outputs.  For a detailed discussion of the acceptance standards, performance guarantees, and the 
damages and amounts payable to the Metropolitan Government for failure to satisfy its Construction Period 
obligations, see “Appendix B-II – “Summary of Certain Provisions of the Management Contract”. 

Security During Management and Operation of the System 

The Management Contract provides that CES will operate and maintain the System, at its own 
expense, on a 24 hour per day, 7 day per week basis (except for scheduled maintenance or due to 
Uncontrollable Circumstances), for a term commencing on the Scheduled Service Commencement Date and 
ending on the 15th anniversary of the Service Commencement Date, provided that the Metropolitan 
Government may extend the term by exercising, at its sole option, any of one or more of three consecutive 
five year renewal options (the “Management Term”).  As consideration for the performance of its 
management obligations, CES will be paid a fee calculated in accordance with the formula set forth in the 
Management Contract (the “Management Fee”).  As part of its Management Period obligations, CES is 
required to satisfy several operating performance guarantees with respect to the availability of the System, 
environmental standards, certain qualitative and quantitative operating standards relating to steam and chilled 
water, and electricity, and natural gas, fuel oil and water usage.  If CES fails to meet any of its operating 
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performance guarantees, and the failure to do so is not otherwise excused under the terms of the Management 
Contract, CES will be required to pay damages to the Metropolitan Government for the period during which 
the applicable standard is not met, and in the case of a failure to satisfy environmental standards, CES will be 
obligated to pay all costs to remedy the cause thereof and pay all fines and penalties assessed by regulatory 
bodies.  Also, as part of its Management Period obligations, CES is required to cause the Parent to provide 
and maintain the Guaranty (discussed below), and under certain conditions related to the credit of the Parent 
as set forth in the Management Contract, CES must also provide credit enhancement of its obligations under 
the Management Contract.  For a detailed discussion of the CES’s Management Period Obligations and the 
damages and amounts payable to the Metropolitan Government for failure to satisfy such obligations, see 
“Appendix B-II – “Summary of Certain Provisions of the Management Contract”. 

The Parent Guaranty 

The Parent has entered into a Guaranty in favor of the Metropolitan Government with respect to 
CES’s obligations under the Management Contract.  For a discussion of the Parent, see “CONSTELLATION 
ENERGY SOURCE, INC. AND CONSTELLATION ENERGY GROUP” herein.  The Guaranty and the payments to 
be made by the Parent to the Metropolitan Government are pledged to secure the 2002 Series A Bonds. 

Obligations Guaranteed; Right to Proceed Against Guarantor 

Pursuant to the Guaranty, the Parent has absolutely, presently, irrevocably and unconditionally 
guaranteed to the Metropolitan Government the full and prompt payment when due of each and all payments 
required to be credited or made by CES under the Management Contract, to or for the account of, the 
Metropolitan Government as the same become due and payable under the Guaranty.  The Guaranty 
constitutes a guaranty of payment and not of collection, and the Metropolitan Government shall have the right 
to proceed first and directly against the Parent under the Guaranty without first proceeding against CES or 
exhausting any remedies against CES which the Metropolitan Government may have. 

Limitation of Liability 

Pursuant to the Guaranty, the aggregate liability of the Parent (i) with respect to the Construction 
Work (including damages payable through the acceptance) is limited to $12,000,000, and (ii) with respect to 
the Management Period obligations (a) from the period commencing on the Service Commencement Date and 
ending on the last day of the initial term is limited to $12,000,000, declining to $8,000,000 on the day 
following the fifth anniversary of the Service Commencement Date and further declining to $4,000,000 on the 
day following the tenth anniversary of the Service Commencement Date  The Guaranty does not extend to 
any renewal terms under the Management Contract.  For a discussion of CES’s obligations with respect to the 
Construction Work and the Management Period, see “Security During Construction of the Project” and 
“Security During Management and Operation of the System” above and Appendix B-II – “Summary of 
Certain Provisions of the Management Contract”. 

Substitution of Credit 

On and after the fifth anniversary of the Service Commencement Date, the Parent shall have the right 
to deliver to the Metropolitan Government a letter of credit satisfying the requirements set forth in the 
Guaranty in the stated amount of $8,000,000 (less any amount previously paid to the Metropolitan 
Government under the Guaranty and counted against the limitation of liability described above under the 
subheading “Limitation of Liability”) and upon delivery of such letter of credit to terminate the Guaranty.  
Upon such termination the obligations of the Parent shall terminate, except for obligations that accrued prior 
to the termination date that remain unsatisfied. 



 

 
17 

 

Additional Parity Obligations 

The General Resolution permits, upon satisfaction of certain conditions set forth therein, the issuance 
or execution and delivery of Parity Obligations on a parity with the 2002 Series A Bonds.  Except with 
respect to (i) the 2002 Series A Bonds, (ii) Parity Obligations issued to refund other Parity Obligations to 
reduce debt service, and (iii) Parity Obligations issued or executed and delivered for the purpose of financing 
repairs or replacements to the System, the Metropolitan Government may not issue or execute and deliver 
other Parity Obligations unless it delivers to the Trustee a certificate of an Authorized Officer of the 
Metropolitan Government to the effect that (y) Net Revenues for the immediately preceding Fiscal Year 
(including all payments by the Metropolitan Government pursuant to the General Resolution) were at least 
equal to the debt service expenses for such Fiscal Year and (z) projected Net Revenues for the current Fiscal 
Year (including all payments by the Metropolitan Government pursuant to the General Resolution included in 
a then current appropriation), taking into account the proposed issue or execution and delivery of Parity 
Obligations and the expenses related to the project financed with proceeds of such Parity Obligations, are 
expected to be at least sufficient to pay debt services expenses for such Fiscal Year   See Appendix B-I - 
“Summary of Certain Provisions of the General Resolution.” 

METROPOLITAN GOVERNMENT BUDGET AND APPROPRIATION SYSTEM 

The Metropolitan Government operates on a fiscal year beginning July 1 and ending on June 30.  The 
Metropolitan Government Charter (the “Charter”) governs the budget and appropriation system which 
provides for separate operating and capital improvements budgets.  The annual operating budget and the 
capital improvements budget must take the form of ordinances which become effective only if passed by a 
majority vote of the Metropolitan County Council (the “Council’) on three different days.  Final passage of an 
ordinance occurs when the ordinance is approved by a majority of the entire membership of the Council and 
(i) is signed by the Metropolitan County Mayor (the “Mayor”), or (ii) if not approved and signed by the 
Mayor, is subsequently adopted by two-thirds of the Council membership.  The provisions of the Charter 
governing the budget procedures, adoption and amendments, as well as transfers of and additional 
appropriations are set forth below.  

Annual Operating Budget 

On or before April 30 of each year, all officers, departments, boards, commissions and other agencies 
for which appropriations are made by the Metropolitan Government, must submit their budget requests or 
estimates to the Metropolitan Government director of finance (the “Director of Finance”) for the next fiscal 
year.  The Director of Finance then prepares the annual operating budget, making such revisions to the 
requests or estimates received as he/she deems necessary, provided each officer, department, board 
commission or other agency is entitled to a hearing before the Director of Finance with reference to any 
contemplated revision to its budget request or estimates. 

The Director of Finance then transmits the proposed operating budget to the Mayor, who reviews and 
makes revisions to the proposed budget as he/she deems necessary or desirable.    The Mayor must submit the 
proposed budget  to the Council on or before May 25, together with a message explaining the budget, 
describing its important features and proposed financial policies for the ensuing fiscal year and setting forth 
the reasons for any significant policy changes or budgetary allocations.  Copies of the budget and budget 
message are also distributed to any interested persons and a summary of the budget is published in each daily 
newspaper in the Metropolitan Government area. The annual operating budget ordinance must set forth the 
estimated revenues in detail by source and make appropriations according to fund and by organizational unit, 
purpose or activity 
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Upon passage by the Council of the budget ordinance on first reading, the Council is required to hold 
public hearings which must be advertised in a daily newspaper of general circulation in the Metropolitan 
Government area at least seven days prior to the date or dates set for such hearings. At the conclusion of the 
public hearings, the Council may amend the proposed budget provided the budget makes provisions for all 
expenditures required by law and the Charter and all debt service requirements for the ensuing fiscal year, and 
further provided, total appropriations from any fund do not exceed the estimated fund balance, reserves, and 
revenues available for such fund.  Final adoption of the budget ordinance by the Council must occur not later 
than June 30 and if the Council fails to adopt a budget ordinance by June 30, it is conclusively presumed to 
have adopted the budget submitted to the Council by the Mayor. 

The amount set out in the adopted budget ordinance for each organizational unit, purpose or activity 
constitutes the annual appropriation for such item.  All appropriations are allotted by the Director of Finance 
on a quarterly basis based on estimated needs. No expenditures or encumbrances in excess of the 
unencumbered balance of an appropriation are permitted unless an additional appropriation or transfer of an 
appropriation is made as provided in the Charter.  

The Council may make additional appropriations at any regular or special meeting provided that any 
additional appropriation is made only from an existing unappropriated surplus in the fund to which it applies.  
Also, upon the request of any department head, the Mayor may transfer an unencumbered balance of any 
appropriation (or portion thereof) for any purpose or activity to the appropriation for any other purpose or 
activity within the same department.   Further, at the end of a fiscal year quarter and at the request of the 
Mayor, the Council may by a resolution passed by a majority of the membership, transfer the unencumbered 
balance of any appropriation (or portion thereof) to another appropriation within the same section of the 
budget and within the same fund, provided the restriction on transfers within the same section of the budget 
and within the same fund shall not apply to (i) the discharge of obligations existing between governmental 
agencies financed from one fund and those financed through another fund, (ii) the transfer of moneys from 
operating funds to agency or trust funds, covering collections to be expended through such agency or trust 
funds, (iii) transfers of unappropriated surplus bond funds to the debt service funds set up to retire such bonds, 
and (iv) transfers between funds as may be authorized by law. 

Capital Improvement Budget 

Not later than February 28 of each year, the Director of Finance shall submit to the Metropolitan 
Government planning commission (the “Planning Commission”) requests for funds for capital improvements 
collected from all officers, departments, boards, commissions and other agencies so that the Planning 
Commission may prepare a capital improvement budget to be submitted to the Mayor along with its 
recommendations.  The capital improvement budget must include a program of expenditures for the ensuing 
fiscal year and for the next five fiscal years thereafter.  The Mayor is required to submit the capital 
improvement budget to the Metropolitan Council by May 15 of each year along with his/her 
recommendations of projects to be undertaken, the method of financing the projects and the impact on the 
Metropolitan Government debt structure.  Projects to be financed from current revenues for the ensuing fiscal 
year are included in the annual operating budget discussed above.  

The Council is required to hold public hearings on the proposed capital improvements budget prior to 
any hearings on the annual operating budget, advertised in the same manner as the annual operating budget. 
At the conclusion of the public hearings, the Council may accept, with or without amendment, or reject the 
proposed capital improvements program and the proposed means of financing.  The capital improvements 
budget must be finally acted upon by the Council by the June 15 following submission of the budget. 

The Mayor may submit amendments to the capital improvements budget to the Council at any time, 
accompanied by the recommendations of the Planning Commission, and such amendments will become 
effective when adopted by two-thirds of the membership of the Council.   
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DESCRIPTION OF THE 2002 SERIES A BONDS 

General Description of 2002 Series A Bonds 

The 2002 Series A Bonds will initially be dated their date of delivery and will bear interest from their 
dated date at the rates, and will mature on the dates and in the amounts, shown on the cover page hereof.  
Interest will be payable semiannually on each April 1 and October 1, commencing April 1, 2003.  Principal 
on the 2002 Series A Bonds will be payable at the offices of SunTrust Bank, Nashville Tennessee, as Trustee 
and Paying Agent or any successors thereto.  Interest on the 2002 Series A Bonds will be payable by check or 
draft of the Trustee mailed to the person in whose name the Bonds are registered as shown on the registration 
books of The Metropolitan Government on the Record Date for payment. 

As long as the 2002 Series A Bonds are registered in book-entry only form, the foregoing is modified 
as set forth in the discussion under “Book-Entry Only System” below. 

The Depository Trust Company (“DTC”), New York, New York, will act as securities depository for 
the 2002 Series A Bonds.  The 2002 Series A Bonds will be issued in fully registered form, and, when issued, 
will be registered in the name of Cede & Co., as Bond owner and nominee for DTC.  Purchase of beneficial 
interests in the 2002 Series A Bonds will be made in book-entry form, in the denomination of $5,000 or any 
integral multiple thereof.  Purchasers of such beneficial interests will not receive certificates representing their 
interests in the 2002 Series A Bonds.  One fully registered certificate will be issued for each maturity of the 
2002 Series A Bonds, each in the aggregate principal amount of such maturity, and will be deposited with 
DTC.  So long as Cede & Co. is the Bond owner, as nominee of DTC, reference herein to the Bond owners or 
registered Owners shall mean Cede & Co., as aforesaid, and shall not mean the owners of beneficial interests 
in the 2002 Series A Bonds. 

Redemption Provisions  

General Optional Redemption 

2002 Series A Bonds maturing on or before October 1, 2012 are not subject to general optional 
redemption.  At the option of the Metropolitan Government, 2002 Series A Bonds maturing after October 1, 
2012, shall be subject to redemption prior to maturity, commencing on October 1, 2012, as a whole at any 
time or in part at any time, at a redemption price (expressed as a percentage of the principal amount of the 
2002 Series A Bonds or portions thereof to be redeemed) equal to 100% of the principal amount thereof,  
together with interest accrued to the date fixed for redemption. 

Extraordinary Optional Redemption 

The 2002 Series A Bonds will be subject to redemption in whole (but only if all other Bonds issued 
under the General Resolution are simultaneously redeemed), but not in part, at the option of the Metropolitan 
Government, at any time prior to maturity, at a Redemption Price equal to 100% of the principal amount 
thereof, without premium, plus accrued interest to the Redemption Date, if any of the following events shall 
have occurred: 

(a) the System shall have been damaged or destroyed to the extent that, in the opinion of the 
Consulting Expert, either (i) the System cannot be reasonably restored or repaired within a period of six 
months to the condition thereof immediately preceding such damage or destruction, or (ii) the Metropolitan 
Government would thereby be prevented from carrying on the normal operations of the System for a period of 
six months or more; or 
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(b) title to, or the use or possession of, all or substantially all of the System shall have been 
condemned or taken under the exercise of the power of eminent domain by any governmental authority, or a 
person, firm or corporation acting under governmental authority, for any public use or purpose to such an 
extent that, in the opinion of the Consulting Expert, either (i) the System cannot be reasonably restored or 
replaced within a period of six months to a condition of comparable usefulness to that existing prior to such 
taking, or (ii) the Metropolitan Government would thereby be prevented from carrying on the normal 
operations of the System for a period of six months or more; or 

(c) as a result of changes in the constitutions or laws of the United States of America or the State 
of Tennessee or of legislative or administrative action of the United States of America or the State of 
Tennessee or any political subdivision of either thereof or a final decree, judgment or order of a court or an 
order, rule, regulation, determination, action or refusal to take action, or refusal to issue or make any order, 
material permit, rule, regulation or determination, by a governmental authority or agency, after contest thereof 
by the Metropolitan Government in good faith either (i) the Customer Contracts, or any material part thereof, 
shall have become void or unenforceable or impossible of performance in accordance with the intent and 
purpose of the parties, or (ii) unreasonable burdens or excessive Service Payments being charged to the 
Customers with respect to the System or the operation thereof, or (iii) the System becomes regulated as a 
public utility. 

Mandatory Discharge of 2002 Series A Bonds 

Moneys deposited in the Debt Service Fund in accordance with the General Resolution from (a) 
proceeds from the sale of all or portion of the System by the Metropolitan Government; (b) damage payments 
arising from CES’s failure to achieve acceptance of the New Facility; or (c) damages paid to the Metropolitan 
Government by any Initial Customer for early termination of its Initial Customer Contract shall be set aside to 
defease the 2002 Series A Bonds pursuant to the provisions of the General Resolution, in whole or in part, on 
their first call date, at a  Redemption Price equal to 100% of the principal amount thereof, without premium, 
plus accrued interest to the date of redemption. 

Mandatory Sinking Fund Redemption 

The 2002 Series A Bonds maturing on October 1, 2025 are subject to mandatory redemption prior to 
maturity by operation of mandatory Sinking Fund Installments as provided in the Resolution in the amounts 
in each year as set forth below at par plus accrued interest thereon to the date of redemption: 

 
Year 

Sinking Fund 
  Installment   

2024 2,665,000 
2025† 2,795,000 

_________________ 
†Final Maturity 
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The 2002 Series A Bonds maturing on October 1, 2027 are subject to mandatory redemption prior to 
maturity by operation of mandatory Sinking Fund Installments as provided in the Resolution in the amounts 
in each year as set forth below at par plus accrued interest thereon to the date of redemption: 

 
Year 

Sinking Fund 
  Installment   

2026 3,790,000 
2027† 3,110,000 

_________________ 
†Final Maturity 

The 2002 Series A Bonds maturing on October 1, 2033 are subject to mandatory redemption prior to 
maturity by operation of mandatory Sinking Fund Installments as provided in the Resolution in the amounts 
in each year as set forth below at par plus accrued interest thereon to the date of redemption: 

Year 
Sinking Fund 
  Installment   

2028 3,255,000 
2029 3,420,000 
2030 3,590,000 
2031 3,770,000 
2032  3,955,000 
2033† 4,155,000 

_________________ 
†Final Maturity 

Notice of Redemption 

Notice of redemption shall be mailed not less than 30 or more than 60 days prior to the scheduled 
redemption date, by first class mail, to the holder of such bond at the holder’s address as it appears on the 
bond register.  So long as Cede & Co., as nominee of DTC is the registered owner of the 2002 Series A 
Bonds, all notices of redemption will be sent only to DTC. 

Book-Entry Only System 

DTC is a limited-purpose trust company organized under the New York Banking Law, a “banking 
organization” within the meaning of the New York Banking Law, a member of the Federal Reserve System, a 
“clearing corporation” within the meaning of the New York Uniform Commercial Code, and a “clearing 
agency” registered pursuant to the provisions of Section 17A of the Securities Exchange Act Of 1934.  DTC 
holds securities that its participants (“Participants”) deposit with DTC.  DTC also facilitates the settlement 
among Participants of securities transactions, such as transfers and pledges, in deposited securities through 
electronic computerized book-entry changes in Participants’ accounts, thereby eliminating the need for 
physical movement of securities certificates.  Direct Participants include securities brokers and dealers, banks, 
trust companies, clearing corporations, and certain other organizations (the “Direct Participants”).  DTC is 
owned by a number of its Direct Participants and by the New York Stock Exchange, Inc., the American Stock 
Exchange, Inc., and the National Association of Securities Dealers, Inc.  Access to the DTC system is also 
available to others such as securities brokers and dealers, banks, and trust companies that clear through or 
maintain a custodial relationship with a Direct Participant, either directly or indirectly (“Indirect 
Participants”).  The Rules applicable to DTC and its Participants are on file with the Securities and Exchange 
Commission. 



 

 
22 

 

Purchases of 2002 Series A Bonds under the DTC system must be made by or through Direct 
Participants, which will receive a credit for the 2002 Series A Bonds on DTC’s records.  The ownership 
interest of each actual purchaser of each 2002 Series A Bond (“Beneficial Owner”) is in turn to be recorded 
on the Direct and Indirect Participants’ records.  Beneficial Owners will not receive written confirmation from 
DTC of their purchase, but Beneficial Owners are expected to receive written confirmations providing details 
of the transaction, as well as periodic statements of their holdings, from the Direct or Indirect Participant 
through which the Beneficial Owner entered into the transaction.  Transfers of ownership interests in the 2002 
Series A Bonds are to be accomplished by entries made on the books of Participants acting on behalf of 
Beneficial Owners.  Beneficial Owners will not receive certificates representing their ownership interests in 
2002 Series A Bonds except in the event that use of the book-entry system for the 2002 Series A Bonds is 
discontinued. 

To facilitate subsequent transfers, all 2002 Series A Bonds are registered in the name of DTC’s 
partnership nominee, Cede & Co.  The deposit of 2002 Series A Bonds with DTC and their registration in the 
name of Cede & Co. effect no change in beneficial ownership.  DTC has no knowledge of the actual 
Beneficial Owners of the 2002 Series A Bonds; DTC’s records reflect only the identity of the Direct 
Participants to whose accounts such 2002 Series A Bonds are credited, which may or may not be the 
Beneficial Owners.  The Participants will remain responsible for keeping account of their holdings on behalf 
of their customers. 

Conveyance of notices and other communications by DTC to Direct Participants, by Direct 
Participants to Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial Owners 
will be governed by arrangements among them, subject to any statutory or regulatory requirements as may be 
in effect from time to time.  Redemption notices shall be sent to Cede & Co.  If less than all of the 2002 Series 
A Bonds are being redeemed, DTC’s practice is to determine by lot the amount of the interest of each Direct 
Participant in such issue to be redeemed. 

Neither DTC nor Cede & Co. will consent or vote with respect to 2002 Series A Bonds.  Under its 
usual procedures, DTC mails an Omnibus Proxy to the Metropolitan Government as soon as possible after the 
record date.  The Omnibus Proxy assigns Cede & Co.’s consenting or voting rights to those Direct 
Participants to whose accounts the 2002 Series A Bonds are credited on the record date (identified in a listing 
attached to the Omnibus Proxy). 

Principal and interest payments on the 2002 Series A Bonds will be made to DTC.  DTC’s practice is 
to credit Direct Participants’ accounts on the payment date in accordance with their respective holdings shown 
on DTC’s records unless DTC has reason to believe that it will not receive payment on the payment date.  
Payments by Participants to Beneficial Owners will be governed by standing instructions and customary 
practices, as is the case with securities held for the accounts of customers in bearer form or registered in 
“street name”, and will be the responsibility of such Participant and not of DTC, the Trustee or the 
Metropolitan Government, subject to any statutory or regulatory requirements as may be in effect from time 
to time.  Payment of principal and interest to DTC is the responsibility of the Metropolitan Government and 
the Trustee, disbursement of such payments to Direct Participants shall be the responsibility of DTC, and 
disbursement of such payments to the Beneficial Owners shall be the responsibility of Direct and Indirect 
Participants. 

DTC may discontinue providing its services as securities depository with respect to the 2002 Series A 
Bonds at any time by giving reasonable notice to the Metropolitan Government or the Trustee.  Under such 
circumstances, in the event that a successor securities depository is not obtained, certificates for the 2002 
Series A Bonds are required to be printed and delivered. 
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The Metropolitan Government may decide to discontinue use of the system of book-entry transfers 
through DTC (or a successor securities depository).  In that event, certificates for the 2002 Series A Bonds 
will be printed and delivered. 

The information contained above in this section “Book-Entry-Only System” has been extracted from 
a schedule prepared by DTC as sample disclosure language provided to the Metropolitan Government in 
connection with the issuance of the 2002 Series A Bonds.  No representation is made by the Metropolitan 
Government or the Underwriters as to the completeness or the accuracy of such information or as to the 
absence of material adverse changes in such information subsequent to the date thereof. 

For every transfer and exchange of a beneficial ownership interest in the 2002 Series A Bonds, a 
Beneficial Owner may be charged a sum sufficient to cover any tax, fee or other governmental charge that 
may be imposed in relation thereto. 

NEITHER THE METROPOLITAN GOVERNMENT, THE UNDERWRITERS NOR THE 
TRUSTEE WILL HAVE ANY RESPONSIBILITY OR OBLIGATION TO PARTICIPANTS, OR THE 
PERSONS FOR WHOM THEY ACT AS NOMINEES, WITH RESPECT TO THE PAYMENTS TO OR 
THE PROVIDING OF NOTICE FOR THE DIRECT PARTICIPANTS, THE INDIRECT PARTICIPANTS, 
OR THE BENEFICIAL OWNERS OF THE 2002 SERIES A BONDS.  NO ASSURANCES CAN BE 
PROVIDED THAT, IN THE EVENT OF BANKRUPTCY OR INSOLVENCY OF DTC, A DIRECT 
PARTICIPANT OR AN INDIRECT PARTICIPANT THROUGH WHICH A BENEFICIAL OWNER 
HOLDS INTERESTS IN THE 2002 SERIES A BONDS, PAYMENT WILL BE MADE BY DTC, THE 
DIRECT PARTICIPANT OR THE INDIRECT PARTICIPANT ON A TIMELY BASIS. 

SO LONG AS CEDE & CO., AS NOMINEE OF DTC, IS THE REGISTERED OWNER OF ALL 
OF THE 2001 SERIES A BONDS, REFERENCES HEREIN TO THE BOND OWNERS OR REGISTERED 
OWNERS OF THE 2002 SERIES A BONDS SHALL MEAN CEDE & CO. AND SHALL NOT MEAN 
THE BENEFICIAL OWNERS.  THEREFORE, THE PROVISIONS IN THIS OFFICIAL STATEMENT 
SUMMARIZING THE TERMS OF PAYMENT AND REDEMPTION OF THE 2002 SERIES A BONDS, 
THE REQUIREMENTS OF NOTICE TO BOND OWNERS AND RIGHTS OF BOND OWNER CONSENT 
SHALL APPLY TO CEDE & CO., AS BOND OWNER. 

BOND INSURANCE 

Payments of principal of and interest on the 2002 Series A Bonds are insured by a financial guaranty 
insurance policy to be issued simultaneously upon the issuance of the 2002 Series A Bonds.  However, there 
can be no assurance that the Insurer will be financially able to meet its contractual obligations under the 
financial guaranty insurance policy. 

The following information has been furnished by Ambac Assurance Corporation (the “Ambac 
Assurance”) for use in this Official Statement.  Reference is made to Appendix H attached hereto for a 
specimen of the Ambac Assurance financial guaranty insurance policy, including the endorsements thereto.  
The Metropolitan Government takes no responsibility for the accuracy or completeness of this information 
and makes no representations with respect thereto. 

Financial Guaranty Insurance Policy 

Ambac Assurance has made a commitment to issue a financial guaranty insurance policy (the “Financial 
Guaranty Insurance Policy”) relating to the 2002 Series A Bonds effective as of the date of issuance of the 2002 
Series A Bonds. Under the terms of the Financial Guaranty Insurance Policy, Ambac Assurance will pay to The 
Bank of New York, in New York, New York or any successor thereto (the “Insurance Trustee”) that portion of 
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the principal of and interest on the 2002 Series A Bonds which shall become Due for Payment but shall be unpaid 
by reason of Nonpayment by the Metropolitan Government (as such terms are defined in the Financial Guaranty 
Insurance Policy). Ambac Assurance will make such payments to the Insurance Trustee on the later of the date on 
which such principal and interest becomes Due for Payment or within one business day following the date on 
which Ambac Assurance shall have received notice of Nonpayment from the Trustee. The insurance will extend 
for the term of the 2002 Series A Bonds and, once issued, cannot be canceled by Ambac Assurance.  

The Financial Guaranty Insurance Policy will insure payment only on stated maturity dates and on 
mandatory sinking fund installment dates, in the case of principal, and on stated dates for payment, in the case of 
interest. If the 2002 Series A Bonds become subject to mandatory redemption and insufficient funds are available 
for redemption of all outstanding 2002 Series A Bonds, Ambac Assurance will remain obligated to pay principal 
of and interest on outstanding 2002 Series A Bonds on the originally scheduled interest and principal payment 
dates including mandatory sinking fund redemption dates. In the event of any acceleration of the principal of the 
2002 Series A Bonds, the insured payments will be made at such times and in such amounts as would have been 
made had there not been an acceleration.  

In the event the Trustee has notice that any payment of principal of or interest on a 2002 Series A Bonds 
which has become Due for Payment and which is made to a Bondholder by or on behalf of the Metropolitan 
Government has been deemed a preferential transfer and theretofore recovered from its registered owner pursuant 
to the United States Bankruptcy Code in accordance with a final, nonappealable order of a court of competent 
jurisdiction, such registered owner will be entitled to payment from Ambac Assurance to the extent of such 
recovery if sufficient funds are not otherwise available.  

The Financial Guaranty Insurance Policy does not insure any risk other than Nonpayment, as defined in 
the Policy. Specifically, the Financial Guaranty Insurance Policy does not cover:   

(1) payment on acceleration, as a result of a call for redemption (other than mandatory 
sinking fund redemption) or as a result of any other advancement of maturity.  

(2) payment of any redemption, prepayment or acceleration premium.  

(3) nonpayment of principal or interest caused by the insolvency or negligence of any 
Trustee, Paying Agent or Bond Registrar, if any.  

If it becomes necessary to call upon the Financial Guaranty Insurance Policy, payment of principal 
requires surrender of 2002 Series A Bonds to the Insurance Trustee together with an appropriate instrument of 
assignment so as to permit ownership of such 2002 Series A Bonds to be registered in the name of Ambac 
Assurance to the extent of the payment under the Financial Guaranty Insurance Policy. Payment of interest 
pursuant to the Financial Guaranty Insurance Policy requires proof of Bondholder entitlement to interest 
payments and an appropriate assignment of the Bondholder’s right to payment to Ambac Assurance.  

Upon payment of the insurance benefits, Ambac Assurance will become the owner of the 2002 Series A 
Bonds, appurtenant coupon, if any, or right to payment of principal or interest on such 2002 Series A Bonds and 
will be fully subrogated to the surrendering Bondholder’s rights to payment.  

Ambac Assurance Corporation 

Ambac Assurance Corporation is a Wisconsin-domiciled stock insurance corporation regulated by the 
Office of the Commissioner of Insurance of the State of Wisconsin and licensed to do business in 50 states, 
the District of Columbia, the Territory of Guam and the Commonwealth of Puerto Rico, with admitted assets 
of approximately $5,587,000,000 (unaudited) and statutory capital of approximately $3,453,000,000 
(unaudited) as of June 30, 2002.  Statutory capital consists of Ambac Assurance’s policyholders’ surplus and 
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statutory contingency reserve. Standard & Poor’s Credit Markets Services, a Division of The McGraw-Hill 
Companies, Moody’s Investors Service and Fitch, Inc. have each assigned a triple-A financial strength rating 
to Ambac Assurance.  

Ambac Assurance has obtained a ruling from the Internal Revenue Service to the effect that the insuring 
of an obligation by Ambac Assurance will not affect the treatment for federal income tax purposes of interest on 
such obligation and that insurance proceeds representing maturing interest paid by Ambac Assurance under 
policy provisions substantially identical to those contained in its financial guaranty insurance policy shall be 
treated for federal income tax purposes in the same manner as if such payments were made by the Metropolitan 
Government  of the 2002 Series A Bonds.  

Ambac Assurance makes no representation regarding the 2002 Series A Bonds or the advisability of 
investing in the 2002 Series A Bonds and makes no representation regarding, nor has it participated in the 
preparation of, the Official Statement other than the information supplied by Ambac Assurance and presented 
under this caption “BOND INSURANCE”. 

Available Information 

The parent company of Ambac Assurance, Ambac Financial Group, Inc. (the “Company”), is subject to 
the informational requirements of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), and in 
accordance therewith files reports, proxy statements and other information with the Securities and Exchange 
Commission (the “SEC”). These reports, proxy statements and other information can be read and copied at the 
SEC’s public reference room at 450 Fifth Street, N.W., Washington, D.C. 20549. Please call the SEC at 1-800-
SEC-0330 for further information on the public reference room. The SEC maintains an internet site at 
http://www.sec.gov that contains reports, proxy and information statements and other information regarding 
companies that file electronically with the SEC, including the Company.  These reports, proxy statements and other 
information can also be read at the offices of the New York Stock Exchange, Inc. (the “NYSE”), 20 Broad Street, 
New York, New York 10005.  

Copies of Ambac Assurance’s financial statements prepared in accordance with statutory accounting 
standards are available from Ambac Assurance. The address of Ambac Assurance’s administrative offices and 
its telephone number are One State Street Plaza, 19th Floor, New York, New York 10004 and (212) 668-0340.  

The following documents filed by the Company with the SEC (File No. 1-10777) are incorporated by 
reference in this Official Statement:  

(1) The Company’s Current Report on Form 8-K dated January 23, 2002 and filed on 
January 25, 2002;  

(2) The Company’s Annual Report on Form 10-K for the fiscal year ended December 31, 
2001 and filed on March 26, 2002;  

(3) The Company’s Current Report on Form 8-K dated April 17, 2002 and filed on April 
18, 2002;  

(4) The Company’s  Quarterly Report on Form 10-Q for the fiscal quarterly period ended 
March 31, 2002 and filed on May 13, 2002;  

(5) The Company’s Current Report on Form 8-K dated July 17, 2002 and filed on July 19, 
2002;  
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(6) The Company’s Current Report on Form 8-K dated August 14, 2002 and filed on 
August 14, 2002; and 

(7) The Company’s Quarterly Report on Form 10-Q for the fiscal quarterly period ended 
June 30, 2002 and filed on August 14, 2002.  

 All documents subsequently filed by the Company pursuant to the requirements of the Exchange Act 
after the date of this Official Statement will be available for inspection in the same manner described above 
under “Available Information”. 

THE SYSTEM AND ITS OPERATIONS 

Overview 

The existing District Energy System, a district heating and cooling system that provides steam and 
chilled water to the downtown metropolitan Nashville area for the purpose of general heating and air 
conditioning, is located on approximately ten acres in downtown Nashville.  The Metropolitan Government is 
the owner of the System and the site on which the Existing Facility is located and the owner of the site where 
the New Energy Generating Facility will be located.  A portion of the Energy Distribution System is currently 
owned by the State and will be transferred to the Metropolitan Government prior to completion of the New 
Energy Generating Facility. 

Upon completion of the Project, primary components of the System will include (i) the steam 
production subsystem consisting of four 65,000 PPH forced draft, pressurized, dual-fuel boilers and a duplex 
soft water system; (ii) the chilled water subsystem comprised of eight 2,600-ton electrical drive chillers, 16 
single-cell, induced draft cooling towers and 6 chilled water and 5 condenser water pump/motor sets; (iii) a 
69/13/8 KV supply substation and two 69/13.8 KV transformers; and (iv) 14,000 linear feet of underground 
energy distribution piping. 

Production and Sale of Energy 

Sale of Energy Generated by the System 

Historical Capacity and Sales.  Under existing contracts with NTTC which have been assigned to the 
Metropolitan Government, the Existing Facility provides steam and chilled water services to a total of 38 
buildings in downtown Nashville, consisting of 16 privately owned buildings, 14 State owned buildings and 8 
Metro-owned buildings.  Historically, the private customers, the State and the Metropolitan Government have 
accounted for approximately 28%, 54% and 18%, respectively, of the total steam sales and 33%, 44% and 
23%, respectively, of the total chilled water sales.  Below is a five-year summary of total steam and chilled 
water sales for the Existing Facility: 

Fiscal Year Ended June 30 

 1997 1998 1999 2000 2001 

Steam Sales 
(1,000 lbs) 

330,418 319,880 301,700 301,329 340,072 

Chilled Water Sales 
(1,000 ton hours) 

50,433 50,785 55,018 57,236 55,155 

      
For a more complete discussion of historical sales at the Existing Facility, see Appendix C - “Project 

Feasibility Report.” 
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New System Capacity and Sales:  The New Energy Generating Facility has been designed to produce 
a total installed capacity of 260,000 PPH of 150 PSIG saturated steam and 20,800 tons per hour of 42 degree 
Fahrenheit chilled water. Assuming one boiler and one chiller off-line and a 70.0% diversity for steam and 
chilled water services, the Metropolitan Government has estimated total available sales capacity at 250,714 
PPH for steam and 26,000 tons for chilled water.  For a discussion of the diversity factor, see Section 2.9.5 of 
the Project Feasibility Report attached hereto as Appendix C. 

The following table sets forth the total capacities of steam and chilled water contracted for by the 
Customers pursuant to the Customer Contracts:
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Committed Capacity 

Percentage of 
Total Available  

Capacity 

Customer Commitments 
Steam  
(PPH)  

Chilled 
Water 
(tons) 

Steam  
(PPH)  

Chilled 
Water 
(tons) 

Commercial Customers 
Parkway Towers 
Union Planters 
Sheraton Hotel 
South Trust Bank 
Hermitage Hotel 
501 Building 
Sun Trust Financial Center 
Renaissance Hotel 
Renaissance Offices 
Nashville City Center 
Saint Mary’s Church 
Ryman Auditorium 
Wildhorse Saloon 

Total Commercial 

4,500 
1,995 

12,660 
2,000 
7,000 
2,500 

0 
17,287 

0 
0 

317 
954 

  1,385 
50,598 

550 
300 
950 
233 
400 
175 

1,043 
1,000 

300 
1,000 

26 
180 

   167 
6,324 

1.79% 
.80    

5.05    
.80    

2.79    
1.00    

.00    
6.89    

.00    

.00    

.13    

.38    

.55    
20.18% 

2.12% 
1.15    
3.65    

.90    
1.54    

.67    
4.01    
3.85    
1.15    
3.85    

.10    

.69    
    .64    
24.32% 

State of Tennessee 
Andrew Jackson 
James K. Polk 
John Sevier 
Cordell Hull 
Library and Archives 
State Capitol 
Supreme Court 
War Memorial 
Tennessee State University 
Legislative Plaza 
Central Services 
Rachel Jackson 
Citizen’s Plaza 
Tennessee Tower 

Total State 

65,808 
14,560 

(1) 
(1) 
(1) 
(1) 
(1) 
(1) 
(1) 
(1) 
(1) 
(1) 

7,350 
 12,165 
99,883 

1,425 
1,309 

404 
498 
156 
222 
78 

704 
0 
(2) 
(3) 
(1) 

788 
 1,760 
7,344 

26.25% 
5.81    

-      
-      
-      
-      
-      
-      
-      
-      
-      
-      

2.93    
  4.85    
39.84% 

5.48% 
5.04    
1.55    
1.92    

.60    

.85    

.30    
2.71    

.00    
- 
- 
- 

3.03    
  6.77    
28.25% 

Metropolitan Government 
Metropolitan Courthouse 
Criminal Justice Center 
Ben West 
Municipal Auditorium 
Convention Center 
Gaylord Entertainment Center 
 Coliseum 

Total Metro 

7,000 
13,800 
13,800 
4,096 

18,750 
15,269 
          0 
72,715 

350 
800 

1,050 
500 

1,400 
2,500 

 2,000 
8,600 

2.79% 
5.50    
5.50    
1.63    
7.48    
6.10    

     .00    
29.00% 

1.35% 
3.08    
4.04    
1.92    
5.38    
9.62    

  7.69    
33.08% 

Additional Customer Contracts 
Hume Fogg Academic School 
(Metro-owned)  

Total Additional 
3,000 
3,000 

300 
300 

   1.20% 
1.20% 

   1.15% 
1.15% 

 
TOTAL COMMITMENTS 

 
226,196 

 
22,568 

 
90.22% 

 
86.80% 

Capacity Available For Sale 24,518 3,432 9.78% 13.20% 

Holdover Customer Contracts 
Public Square 
Sun Trust Bank  

Total Holdover 

 
976 

8,011 
8,987 

 
110 
765 
875 

.39% 
  3.19    
3.58% 

.42% 
  2.94    
3.36% 

     
(1) Included as part of Andrew Jackson building capacity. 
(2) Included as part of War Memorial building capacity. 
(3) Included as part of John Sevier building capacity. 
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The Customer Contracts.  As of the date hereof, the Initial Customer Contracts and the existing 
Additional Customer Contracts will account for 90.22% of the total available capacity of steam of the New 
Energy Generating Facility and 86.80% of the total available capacity of chilled water of the New Facility.  
The Holdover Contracts will account for 3.58% and 3.36%, respectively, of steam and chilled water but these 
percentages will decline over time as the terms of the Holdover Contracts expire.  The remaining balances of 
total available capacity of steam (4.67%) and total available capacity of chilled water (8.49%) and the 
capacities becoming available under the Holdover Contracts are actively being marketed by the Metropolitan 
Government to potential Additional Customers.  Projected Revenues from the sales of steam and chilled water 
are set forth below under the caption “Projected Operating Results; Projected Revenues and Expenses”. 

Under the terms of the Customer Contracts each Customer is required to purchase all of its steam and 
chilled water requirements from the System up to its respective contract capacity for services at the premises 
subject to the contract.  No Customer is permitted to operate any boilers, chillers or ancillary equipment on its 
premises in lieu of the services provided under its contract, except for periodic testing, maintenance, 
emergencies and during a service interruption by the Metropolitan Government.  If the Customer determines 
that its requirements for services exceeds its contract capacity, the Customer may acquire the additional 
requirements of steam or chilled water service from any other source.  The Customer is not obligated to 
purchase, and the Metropolitan Government is not obligated to provide, services for any expansion of the 
Customer’s premises.  A list of the historical energy demands of the Initial Customers and the Holdover 
Customers under the NTTC contracts is set forth in the “Project Feasiblity Report” attached hereto as 
Appendix D.  A list of all Customers, their contract capacities for steam and chilled water and the buildings 
served pursuant to their Customer Contracts is set forth above under the caption “New System Capacity and 
Sales”. 

Under the provisions of all Customer Contracts (except Holdover Customer Contracts), the 
Metropolitan Government is required to use all reasonable efforts to make steam and chilled water services 
available to the Customers without interruption, but the Metropolitan Government does not guarantee a 
constant supply of services.  If, however, the Metropolitan Government fails to provide such services for three 
consecutive days or substitute service reasonable to the Customer, the Metropolitan Government will be liable 
to the Customer for the Customer’s direct costs resulting from such failure and the Metropolitan Government 
will credit the Customer for the charge for steam or chilled water.  Service Interruptions, however, will not 
constitute a default by the Metropolitan Government if the Metropolitan Government complies with 
applicable cure provisions. 

Energy Fees, Reduced Capacity and Termination.  As consideration for the services provided by the 
Metropolitan Government under the Customer Contracts, each Customer currently does or will pay an Energy 
Fee computed in accordance with the formula established in the respective Customer Contracts.  Charges are 
calculated based on the Metropolitan Government’s costs of providing services, including (i) the cost of 
servicing Bonds issued under the General Resolution, (ii) fixed management fees payable by the Metropolitan 
Government under the Management Contract, (iii) fuel purchase costs, and (iv) the Metropolitan 
Government’s Incremental Costs.  A more detailed discussion of the calculation of the Energy Fees paid by 
Customers under the different categories of contracts is set forth in Appendix B-III to this Official Statement. 

Under the terms of the Initial Customer Contracts and the existing Additional Customer Contracts, 
Customers are permitted to reduce their contract capacity under certain conditions defined in the contracts.  
The Metropolitan Government has agreed that if the State’s capacity requirements (which accounts for 
39.84% of the total available capacity of steam and 28.25% of the total available capacity of chilled water) at 
the serviced premises are reduced, the State may either (i) allocate such capacity to other premises owned by 
the State, or (ii) request the Metropolitan Government to market the excess capacity to other customers, 
provided the Metropolitan Government may market its own excess capacity first.  In either event, the State is 
obligated to continue paying its Energy Fee, and any revenues generated from the resale of such excess 
capacity by the Metropolitan Government will be credited toward the State’s payment requirement.  With 
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respect to the Commercial Customer Contracts and the existing Additional Customer Contracts, however, 
Customers are permitted to reduce their contract capacity with a corresponding reduction in the Energy Fee 
payable to the Metropolitan Government if:  (i) the Customer materially reduces its actual capacity 
requirement due to an investment in energy efficiency, (ii) the Customer determines that the contract capacity 
it has nominated exceeds its needs, and (iii) the Customer ceases operations at the premises for any reason 
(unless existing premises are demolished and new premises are constructed within two years of such 
cessation, in which case the new premises would be covered by the contract). 

Additionally, all Initial Customers have the right, at their sole option, to terminate their respective 
Customer Contracts at any time after the fifteenth contract year.  With respect to the Initial Customers, 
however, such termination can only be effected by paying to the Metropolitan Government an amount 
sufficient to discharge the Customer’s pro rata portion of the capital costs of the facilities plus an amount 
equal to the Customer’s pro rata portion of the operating costs of the New Facility for the remainder of the 
term of the Initial Customer Contract.  If the Metropolitan Government re-sells the capacity, the Metropolitan 
Government is required to reimburse the Initial Customer for amounts paid by such Customer from proceeds 
of such energy sales.  See Appendix C-II – “Summary of Certain Provisions of the Customer Contracts”. 

To offset potential losses of revenue from reductions in Customer capacity or from termination of 
Customer Contracts, in addition to reselling the excess capacity, the Metropolitan Government has agreed in 
the Metropolitan Customer Contract, subject to annual appropriation, to pay the Metro Funding Amount to 
insure adequate revenues to pay operating expenses and outstanding debt service on Parity Obligations, 
including the 2002 Series A Bonds.  The Metropolitan Government has also covenanted in the General 
Resolution to pay the Metro Funding Amount, subject to annual appropriation, for as long as any Parity 
Obligations remain outstanding thereunder or pursuant thereto and to pay any deficiencies in the Debt Service 
Fund and the Operating Reserve Fund.  See “SECURITY AND SOURCES OF PAYMENT FOR THE 2002 SERIES 
A BONDS – Metropolitan Government Obligation to Purchase Energy and Pay Deficiencies in 
Revenues” herein and Appendix B-I – “Summary of the General Resolution”. 

New System Capacity and Operating Performance 

The New Energy Generating Facility has been designed to produce 260,000 PPH of 150 PSIG 
saturated steam and 23,400 tons of 42 degree Fahrenheit chilled water, with expected outputs of 250,714 PPH 
and 26,000 tons of chilled water.  Pursuant to the Management Contract, CES has guaranteed continuous 
performance of the New Facility at the following standards: 

Steam Mass Flow Rate 
and Quality:  At the Facility: 221,000 lb/hr at the main header of the boiler, 

150.0 PSIG-saturated, nominal condition. 

 
At the Delivery Points: 136,000 lb/hr system peak demand, 150.0 

PSIG-saturated, nominal condition 
Chilled Water:  At the Facility:  43.3 degree F. nominal, in a capacity of 

17,680 Tons, measured in accordance with 
ARI standards at a plant temperature 
differential of 14.0 degree F. 

 

At the Delivery Points: 43.3 degree F., in a capacity of 17,503.2 Tons, 
measured in accordance with ARI standards at 
a plant temperature differential of 10.0 degree 
F. 
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 Guaranteed Maximum Quantities (“Q0”): 

 For Steam Service For Chilled Water Service 
Electricity 6.0 kwh/k-lb sold 1.055 kwh/ton-hr 
Natural Gas Note 1 decatherm/ k-lb sold N/A decatherm/ton-hr 
Propane Note 2 decatherm/k-lb sold N/A gal/ton-hr 
Water Note 3 gal/k-lb sold 5.25 gal/ton-hr (Note 4) 

 
  

Notes: 
 

 1. 70% efficiency (HHV Basis), steam out at 150 PSIG, saturated, to fuel in with 60% condensate return 
at 180 deg-F minimum. 

 2. 70% efficiency (HHV Basis), steam out at 150 PSIG, saturated, to fuel in with 60% condensate return 
at 180 deg-F minimum. 

 3. (100% EGF steam output in lbs. less the percentage condensate return in lbs. to the EGF) x 1.15. 
 4. Condenser water only; chilled water excluded. 

 
Environmental: The New Energy Generating Facility will comply with all environmental 

standards and applicable law. 

Projected Operating Results; Projected Revenues and Expenses 

Gershman, Brickner & Bratton, Inc. (“GBB”) has prepared the Project Feasibility Report with respect 
to certain aspects of the System which is attached hereto as Appendix C.  The Project Feasibility Report 
contains projections of operating results of the System based on data from sources considered by GBB to be 
reliable and on assumptions made by GBB concerning future events and circumstances which GBB believes 
are significant to the projections.  The achievement of any actual results may be affected by fluctuating 
economic conditions and depends upon the occurrence of other future events that cannot be assured.  
Therefore, the actual results achieved may vary from the forecasts, and such variations could be material. 

The following table sets forth certain base case financial projections developed by GBB in connection 
with the issuance of the 2002 Series A Bonds for the first 5 years of operation of the New Facility.  The base 
case projections assume sales based on Customer Contracts existing as of the date hereof and not on sales of 
any remaining available capacity.  For a discussion of forecasted revenue, assumptions, expenses and cash 
flow and a more detailed exposition of projected operating results, see Appendix C – “Project Feasibility 
Report.” 

Forecast of Revenues and Expenses 
Fiscal Year Ended 

 
 2005 2006 2007 2008 2009 
Total Operating Revenues(1) $13,812,485 $15,242,153 $15,607,326 $16,000,079 $16,383,671 

Total Operating Expenses $10,627,791 $10,962,959 $11,314,491 $11,708,344 $12,091,623 

Net Revenues $  3,184,694 $  4,279,194 $  4,292,835 $  4,291,735 $  4,292,048 

Total Debt Service(2) $  3,184,694 $  4,279,194 $  4,292,835 $  4,291,735 $  4,292,048 

Net Revenue Available  $                0 $                0 $                0 $                0 $                0 
 
Notes: 
1.   Total  Operating Revenues include the Metro Funding Amount which, assuming sales based on contracts executed as 

of the date hereof and not any sales of remaining available capacity, is projected to be $1,028,571, $1,669,938, 
$1,704,868, $1,732,350 and $1,761,467, respectively, for fiscal years ended 2005 through 2009. 

2. Debt service amounts have been pro-rated on a 12-month Fiscal Year basis and are net of any interest earnings and 
capitalized interest payments. 
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Based on the experience of GBB and the information made available to it and subject to the reliances 

and assumptions in the Project Feasibility Report (which GBB believes to be reliable), GBB is of the opinion 
that the revenues to be derived from operation of the System are projected to be adequate to pay all operating 
expenses and provide a minimum debt service coverage on the 2002 Series A Bonds of at least 1.00 over the 
term of the debt.  See Appendix C – “Project Feasibility Report.” 

No representation is made by the Metropolitan Government or the Underwriters as to the accuracy, 
completeness or adequacy of the information set forth above or in the Project Feasiblity Report.  

Operation and Management of the System 

The Management Contract provides that on the Scheduled Service Commencement Date, CES will 
assume all management and operation functions of the System.  CES is obligated under the Management 
Contract to operate and maintain the System, at its own expense, on a 24 hour per day, 7 day per week basis 
(except for scheduled maintenance or due to Uncontrollable Circumstances), for a term commencing on the 
Scheduled Service Commencement Date and ending on the 15th anniversary of the Service Commencement 
Date, provided that the Metropolitan Government may extend the term by exercising, at its sole option, any of 
one or more of three consecutive five year renewal options (the “Management Term”).  As consideration for 
the performance of its management obligations, CES will be paid the Management Fee discussed below. 

General Responsibilities.  CES is obligated to operate and maintain the System, in accordance with 
the standards established in the Management Contract which include satisfaction of certain performance 
guarantees described above.  CES’s operation and maintenance responsibilities include:  (i) maintaining the 
System, (ii) installing, operating and maintaining metering interconnections of Customers with the Energy 
Distribution System, (iii) installing and hydraulically and thermally balancing the Energy Distribution System 
including extensions or modifications required to connect the Energy Distribution System to the New Energy 
Generating Facilities, (iv) repairing and maintaining streets and sidewalks, public rights of way, utilities, or 
other property damaged by the operation and maintenance of the Facility or Energy Distribution System, and 
(v) maintaining maintenance and operation records and providing operating reports.  CES is also obligated to 
perform the obligations undertaken by the Metropolitan Government pursuant to the Customer Contracts, 
including billing, collection, metering services and customer service.  CES shall be obligated to pay for any 
amounts owed by the Metropolitan Government under the Customer Contracts on account of service 
interruptions for causes other than Uncontrollable Circumstances.  In addition, CES is required to perform 
certain marketing and sales services in order to assist the Metropolitan Government in selling energy 
generated by the System. 

Maintenance and Repair.  Throughout the Management Term, all repairs and replacements, including 
major maintenance, repairs and replacements, and upgrading or replacing obsolete equipment, machinery, 
facilities, structures and improvements constituting the System, whether of an operating or capital nature, will 
be the responsibility of CES.  At the end of the Management Term, CES is required to return the System to 
the Metropolitan Government in a well-maintained, functional condition, without need for overhauls. 

CES’s cost to provide maintenance and repair of the Energy Distribution System will be a pass 
through cost.  $150,000 per year, plus applicable escalation as provided in the Management Contract, will be 
budgeted for deposit in the EDS Repair and Improvement Account of the Operating Fund to be used for 
repairs and maintenance of the Energy Distribution System.  Such $150,000, subject to annual escalation, is 
included in the Energy Fees charged to all Initial Customers except the State.  In addition, Initial Customers 
who are Commercial Customers will pay on an annual basis their pro rata share of $59,900, subject to annual 
escalation, which shall also be used for repairs and maintenance of the Energy Distribution System.  Any 
costs of repairs and maintenance of the Energy Distribution in a contract year in excess of the $150,000 and 
the $59,900 (in each case subject to annual escalation) will be borne by the Metropolitan Government. 
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Fuel Purchase.  As part of its management and operation responsibilities, CES is responsible for 
arranging for the provision of 100% of the required supply of (i) natural gas and electricity for use at the New 
Energy Generating Facilities, and (ii) propane to be used in the event natural gas is unavailable or 
uneconomical, pursuant to the Fuel Purchase Contract.  CES is required to arrange for the purchase the fuels 
on behalf of the Metropolitan Government, who is required to pay each approved invoice submitted by CES 
and, to the extent such invoice is submitted in a timely manner, any late fees and charges for invoices paid 
late.  CES is not entitled to any additional compensation for its services under the Fuel Purchase Contract and 
the only consideration for its obligations thereunder is the Management Fee payable to CES under the 
Management Contract (see below).  Neither the Metropolitan Government nor CES is entitled to any special 
damages in the event of a breach or termination of the Fuel Purchase Contract. 

The Management Fee.  The Management Contract requires CES to perform all operation and 
management functions for a Management Fee payable in monthly installments.  The Management Fee is 
comprised of a fixed operation and maintenance component (which includes $150,000 allowance each year 
for repairs and upgrades to the Energy Distribution System), pass through costs (equal to the costs of water 
and sewerage, chemical usage for water treatment at the Energy Generating Facility, engineering costs, 
Energy Distribution System repair costs distributed as described above under the heading “Maintenance and 
Repair”, and insurance premiums for all-risk insurance and business interruption insurance), Uncontrollable 
Circumstance cost savings, marketing payments (to pay for marketing excess capacity to new DES 
customers), and a fuel efficiency adjustment. 

For a complete discussion of CES’s operation and maintenance responsibilities under the 
Management Contract, see Appendix B-II attached hereto. 

INVESTMENT CONSIDERATIONS 

The following is a list of possible risks associated with the purchase of the 2002 Series A Bonds.  The 
discussion of risks set forth below is not intended to be definitive, but rather is intended to summarize certain 
matters that could adversely affect the ability of the Metropolitan Government to make payments of debt 
service on the 2002 Series A Bonds or otherwise affect the 2002 Series A Bonds.  Prospective purchasers of 
the 2002 Series A Bonds are urged to read this Official Statement, including all appendices, in its entirety. 

Nature of the Metropolitan Government’s Obligations; Adequacy of Revenues 

The 2002 Series A Bonds are limited obligations of the Metropolitan Government, payable solely 
from the moneys, funds, accounts and other security pledged under the General Resolution and any moneys, 
funds and accounts pledged pursuant to the terms of any Parity Obligation Agreement.  There is no recourse 
to the general fund or any other revenues or property of the Metropolitan Government for payment of the 
2002 Series A Bonds to the holders thereof and no representation or assurance can be given that the 
Metropolitan Government will generate sufficient Revenues to make such payments.  The management of the 
System, regulatory actions, economic conditions, changes in demand for cooling and heating services, or 
other factors could adversely affect the Metropolitan Government’s ability to make payments on the 2002 
Series A Bonds. 

Dependence on Delivery of and Payment for Heating and Cooling Service 

As discussed more fully herein, the payment of the 2002 Series A Bonds is dependent upon CES 
providing, and the Metropolitan Government paying for the delivery of, heating and cooling services to 
Customers pursuant to the Management Contract.  The failure of CES to provide such service to Customers or 
otherwise comply with the provisions of the Management Contract, or the failure of the Metropolitan 
Government to pay the Management Fee as consideration for CES’s delivery of such service, or the 
bankruptcy of either CES or the Metropolitan Government, could delay or result in the nonpayment of debt 
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service on the 2002 Series A Bonds.  In particular, CES is relying on the receipt of the Management Fee for 
its continued ability to provide heating and cooling services to Customers under the Management Contract.  
The Metropolitan Government, in turn, is relying on the delivery of such services to its Customers in order to 
generate revenues to pay for such delivery and to make payments of principal, premium, if any, of and interest 
on the 2002 Series A Bonds. 

The requirement of the Metropolitan Government to continue to pay the Management Fee is 
conditioned upon the receipt of service in accordance with the terms of the Management Contract.  In the 
event CES materially defaults in providing heating and cooling service, upon the terms and conditions, in the 
manner and to the extent provided for under the Management Contract, the Metropolitan Government may 
terminate the Management Contract without liability.  In the event that the Management Contract is 
terminated as a result of CES’s failure to perform thereunder, CES is required to pay damages to the 
Metropolitan Government, including amounts sufficient to cover the costs of providing alternative energy to 
Customers and costs associated with procuring, negotiating and implementing an agreement with a 
replacement operator.  There can be no assurance that an alternative source of energy will be readily available 
to fulfill Customer’s needs. 

The Parent Guaranty a Limited Obligation 

CEG’s Guaranty is a guaranty of certain payment obligations of CES for its failure to perform upon 
the terms and conditions, in the manner and to the extent provided for under the Management Contract, and is 
not a guaranty of the 2002 Series A Bonds, nor does it require CEG to make any contribution to CES to 
enable it to provide services under the Management Contract.  Additionally, CEG’s obligations are limited as 
to amounts required to be paid by it and may not fully compensate the Metropolitan Government for the 
damages the Metropolitan Government may incur as a result of CES’s failure to perform as required under the 
Management Contract.  CEG’s obligations are further limited by a fifteen year term to the Guaranty. 

Bankruptcy of CES and the Parent 

It is an “Event of Default” under the Management Contract, permitting the Metropolitan Government 
to terminate the Management Contract, if (i) either CES or the Parent become insolvent as determined by the 
Federal Bankruptcy Code (the “Bankruptcy Code”); (ii) either CES or the Parent files a petition for voluntary 
bankruptcy or reorganization under the Bankruptcy Code or consents to such a petition; (iii) a court of 
competent jurisdiction issues an order appointing a receiver, liquidator, custodian or trustee of CES or the 
Parent which is not discharged within 90 days after issuance; or (iv) a petition to reorganize CES or the Parent 
is filed pursuant to the Bankruptcy Code and is not dismissed within 90 days following such filing. 

In the event that the Metropolitan Government terminates the Management Contract for any of the 
above reasons, the Metropolitan Government shall have the right to pursue an action for actual damages and 
to exercise all remedies available to it under the law, the Management Contract, the Guaranty and any other 
security instruments.  The damage payable to the Metropolitan Government shall include, but not be limited 
to the costs of (i) making repairs and replacements to the System, (ii) completing Construction Work, (iii) 
remediating any safety problems, and (iv) paying unpaid fines and penalties to any Governmental Body, in 
each case resulting from any breach of the Management Agreement.  In addition, the CES must pay the 
Metropolitan Government all reasonable costs incurred by the Metropolitan Government in procuring, 
negotiating and implementing a new service agreement with a replacement operator, if any.  CES must also 
cease performing under the Management Contract on the date specified by the Metropolitan Government and 
provide the Metropolitan Government with certain deliverables and assistance in order to aid in the transition 
and to minimize costs to the Metropolitan Government.  The Metropolitan Government, or a successor 
operator, may extend offers of employment to any full-time employees of CES employed at the System.  For 
the 60 days following such termination, CES must aid the Metropolitan Government in the smooth transition 
of management.  There can be no assurance that funds will be available to pay any or all of such damages in 
bankruptcy. 
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Financial Status and Performance of Commercial Customers 

The Metropolitan Government has entered into Customer Contracts with 13 Commercial Customers, 
which contracts in the aggregate presently account for 25% of the revenues projected to be generated from the 
sale of energy from the System.  The Metropolitan Government’s ability to meet its debt service obligations 
with respect to the 2002 Series A Bonds and its payment obligations to CES under the Management Contract 
will be dependent in part on the continued payment of Energy Fees by the Commercial Customers under the 
Commercial Customer Contracts.  There are, however, no credit qualifications required of Commercial 
Customers as a prerequisite to entering into or receiving energy services under the Commercial Customer 
Contracts.  Therefore, no assurance can be given that any one or more Commercial Customers have, or will 
continue to have, the financial ability to pay the Energy Fees pursuant to their respective contracts.  Under the 
terms of the Commercial Customer Contracts, the Metropolitan Government may terminate delivery of 
service to a Commercial Customer for failure to pay the Energy Fees.  No single Commercial Customer 
represents more than 5.0% of total revenues expected to be generated by the System. 

Metropolitan Government Customer Contract with the Metropolitan Government 

Pursuant to the Metropolitan Government Customer Contract the Metropolitan Government has 
committed itself to the purchase of steam and chilled water representing 29.0% of the total available System 
capacity of steam and 33.0% of the total available System capacity of chilled water for which the 
Metropolitan is obligated to pay an Energy Fee.  Additionally, under the Metropolitan Government Customer 
Contract, the Metropolitan Government is obligated, subject to annual appropriation, to pay the Metro 
Funding Amount which is equal to any shortfall in revenues to pay debt service and operating expenses.  The 
validity and enforceability of a contract of the Metropolitan Government with itself has not yet been tested 
under State law and no opinions or assurances are given that such a contract will be upheld if challenged.  
However, the Metropolitan Government has independently covenanted in the General Resolution, for the 
benefit of the holders of the 2002 Series A Bonds, to purchase its energy requirements for the Metropolitan 
Government Premises at the rates established in the Metropolitan Government Customer Contract and, 
subject to annual appropriation, to pay for such energy as well as the Metro Funding Amount and any 
amounts necessary to maintain certain reserve accounts at their required balances. 

Payment Obligations of the Metropolitan Government Subject to Annual Appropriation 

The obligation of the Metropolitan Government to pay (i) its Energy Fee for services delivered to it 
by the System, (ii) the Metro Funding Amount, and (iii) amounts necessary to replenish the Debt Service 
Reserve Fund and the Operating Reserve Fund to their required levels, is subject to and dependent upon 
annual appropriations by the Metropolitan County Council.  There can be no assurance that the Council will 
make such appropriations.  See “SECURITY AND SOURCES OF PAYMENT FOR THE 2002 SERIES A BONDS” 
– Metropolitan Government Obligation to Purchase Energy and Pay Deficiencies in Revenues” and 
“METROPOLITAN GOVERNMENT BUDGET AND APPROPRIATION SYSTEM” herein for a discussion of the 
Metropolitan Government’s obligations and the appropriation process.  The Metropolitan Government has 
been appropriating and contributing funds for the support of the System since the System became operational 
in 1974.  

Payment Obligations of the State Subject to Annual Appropriation 

The State’s obligations to make payments to the Metropolitan Government under the State Customer 
Contract is subject to and dependent upon annual appropriations by the State General Assembly, allotment by 
State officials and the State Customer Contract being in effect.  The State’s obligation shall not constitute a 
moral or general obligation or a debt of the State within the meaning of any constitutional or statutory 
provision.  The State is not obligated to make appropriations to satisfy the State’s obligation to make such 
payments and there can be no assurance that the State General Assembly will make any such appropriation.  
Upon annual appropriation and allotment of monies to the Metropolitan Government in the amount due and 
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payable during a fiscal year under the State Customer Contract, the State will be under a contractual 
obligation to make such payments to the Metropolitan Government during that fiscal year. 

Under State case law (see Cunningham et al. V. Broadbank, 177 Tenn. 202, 147 S.W. 2d-408 (1941)), 
it has been held that the Constitution of the State does not impose any restraint on the State General Assembly 
affecting contracts between the State and its political subdivisions (of which the Metropolitan Government is 
one) with respect to governmental purposes and objectives and such contracts are not binding and enforceable 
against the State by such political subdivisions. 

Market for Excess Energy Capacity 

The ability of the Metropolitan Government to make payments of principal, redemption premium, if 
any of, and interest on the 2002 Series A Bonds, is in part dependent upon the Metropolitan Government’s 
ability to generate sufficient revenues from the sale of steam and chilled water generated by the System.  At 
present, the Metropolitan Government has entered into Customer Contracts for the sale of approximately 
90.22% of the projected steam output and 86.80% of the projected chilled water output at the System.  
Furthermore, pursuant to the Commercial Customer Contracts, Commercial Customers may reduce the 
capacity of steam and chilled water purchased from the Metropolitan Government with corresponding 
reductions in the Energy Fees payable to the Metropolitan Government.  There can be no assurance that the 
Metropolitan Government with CES will successfully sell existing or future excess capacity of steam and 
chilled water generated by the System and thereby generate revenues sufficient to make debt service 
payments on the 2002 Series A Bonds. 

The Metropolitan Government has instituted a marketing plan and believes there is a market for any 
excess capacity of steam and chilled water.  In the event that the Metropolitan Government is at any time 
unable to sell such excess capacity, the Metropolitan Government believes it has sufficient additional 
Metropolitan Government owned buildings which can absorb all or a significant portion of the excess 
capacity of steam and chilled water generated by the System.  Furthermore, as discussed above, the 
Metropolitan Government has agreed in the Metropolitan Government Contract and covenanted in the 
General Resolution, subject to annual appropriation, to pay any deficiencies in revenues to insure payment of 
debt service on the 2002 Series A Bonds. 

Enforceability of Remedies 

The realization of any rights upon default of:  the Metropolitan Government under the Indenture, CES 
under the Management Contract or the Parent under the Guaranty, will depend on the exercise of various 
remedies specified in the respective agreements.  Certain remedies may require judicial action which is often 
subject to discretion and delay.  Under existing constitutional and statutory laws and judicial decisions, 
including specifically the federal Bankruptcy Code, a particular remedy specified by the agreement in 
question may not be readily available or, if available, may be limited or subject to substantial delay.  The 
various legal opinions to be delivered concurrently with the issuance and delivery of the 2002 Series A Bonds 
will be qualified as to the enforceability of the various legal instruments by limitations imposed by principles 
of equity, considerations of public policy, and by bankruptcy, reorganization, insolvency, moratorium and 
similar laws affecting the rights of creditors generally. 

Event of Taxability 

If the Metropolitan Government does not comply with certain covenants and provisions set forth in its 
Tax Certificate delivered upon the issuance of the 2002 Series A Bond, or if certain statements of intention 
and representations of the Metropolitan Government contained in its Tax Certificate are materially inaccurate, 
the interest payable on the 2002 Series A Bonds may become subject to federal income taxation retroactive to 
the date of issuance of the 2002 Series A Bonds, regardless of the date on which such noncompliance or 
inaccuracy is ascertained.  In the event that interest on the 2002 Series A Bonds should become subject to 
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federal income taxation, the General Resolution does not provide for redemption of the 2002 Series A Bonds 
or acceleration of debt service. 

Yield Considerations 

The 2002 Series A Bonds are subject to redemption or acceleration prior to maturity in certain 
circumstances.  See “THE 2002 SERIES A BONDS – REDEMPTION PROVISIONS” herein and Appendix B-I - 
“Summary of Certain Provisions of the General Resolution”.  Bondowners may not realize their 
anticipated yield or investment to maturity because the 2002 Series A Bonds may be redeemed or accelerated 
prior to maturity at par or at a redemption price that results in the realization of less than the anticipated yield 
to maturity. 

Additional Parity Obligations 

The General Resolution permits the Metropolitan Government, upon satisfaction of certain conditions 
set forth therein, to issue or execute and deliver other Parity Obligations secured on a parity with the 2002 
Series A Bonds.  Accordingly, revenues pledged for the payment of the 2002 Series A Bonds may be diluted 
on a pro rata basis upon the issuance of other Parity Obligations. 

PROJECT FEASIBILITY REPORT 

GBB has prepared the Project Feasiblity Report dated September 18, 2002, and has consented to its 
inclusion as Appendix C to this Official Statement.  The Project Feasiblity Report should be read in its 
entirety by all investors for information with respect to the System and the related subjects discussed therein.  
The Project Feasiblity Report has been included in this Official Statement in reliance upon the conclusions 
therein of GBB and upon such firm’s experience in preparing independent reports.  GBB is not a licensed 
engineering firm and, where appropriate, has relied on Gresham Smith and Partners (“GS&P”), engineers 
licensed in the State of Tennessee, for engineering conclusion included in the report. 

GS&P was retained by the Metropolitan Government to assist in the development of the new System 
and as part of that process, GS&P retained GBB as a subcontractor.  Also, a principle of GBB was retained by 
the Metropolitan Government to act as project manager during System development, pre-construction, 
construction and the initial years of operation of the New Facility.  GBB believes that its involvement in the 
development process and employment as project manager has not influenced its objectivity in preparing the 
Project Feasiblity Report or in reaching any conclusions stated therein. 

Set forth below are several of the key opinions reached by GBB in the preparation of the Project 
Feasibility Report: 

• The Fixed Construction Price is reasonable when compared to construction costs for similar 
facilities of similar size. 

• The period of 610 days is a reasonable period of time for CES to achieve the Scheduled 
Service Commencement Date. 

• The Construction Period performance guarantees of CES are reasonable, and CES can be 
expected to achieve Acceptance at the guaranteed performance levels. 

• The amount available under the Parent Guaranty to support the Construction Period 
obligations of CES are reasonably sufficient to pay damages to which CES may become 
subject during the Construction Period under most foreseeable circumstances. 

• The Acceptance tests are a reasonable and adequate test of whether the Project can perform 
reliably at the guaranteed levels. 
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• The New Facility, as proposed and designed by CES, has adequate capacity to satisfy CES 
performance obligations under the Management Contract. 

• The New Facility, if operated and maintained in accordance with general utility operating 
practice, will have a useful life greater beyond the final maturity date of the term of the 2002 
Series A Bonds. 

• The New Facility has sufficient redundancy to provide service without interruption during the 
term of the 2002 Series A Bonds assuming operated and maintained according to generally 
accepted utilities standards. 

• The Management Fee of CES is reasonable for operating similar facilities of similar size.  
CES can operate and maintain the New Facility, and replace equipment as may be necessary, 
during the term of the Management Contract at costs within the fixed Management Fee. 

• The Management Period performance guarantees of CES are reasonable and CES can be 
expected to operate the New Facility at least at the guaranteed performance levels. 

• The amount available under the Parent Guaranty to support the Management Period 
obligations of CES are reasonably sufficient to pay damages to which CES may become 
subject during the operating period under most foreseeable circumstances. 

• The proposed energy charge to Customers is expected to be significantly below projected 
market rates and below what it would cost Customers to install their own energy systems. 

• Based on projected System costs, it is reasonable to assume that CES and the Metropolitan 
Government will be successful in marketing any uncommitted capacity of the System within 
two (2) years following the Service Commencement Date. 

• If the initial unused capacity is sold and used, assuming the Metropolitan Government pays 
the same price for energy as Commercial Customers, it is expected that System revenues will 
be sufficient to pay all System expenses, without the Metropolitan Government having pay 
the Metro Funding Amount, starting in Fiscal Year 2010.2 

THE METROPOLITAN GOVERNMENT 

The Yearly Information Statement of the Metropolitan Government dated as of June 30, 2001 is 
attached hereto as Appendix D-I and the audited financial statements of the Metropolitan Government for the 
fiscal year ended June 30, 2001 are attached hereto as Appendix D-II. 

CONSTELLATION ENERGY SOURCE, INC. AND CONSTELLATION ENERGY GROUP 

CES, a Delaware Corporation, is an indirect subsidiary of Constellation Energy Group, a corporation 
organized and existing under the laws of the State of Maryland.  CEG was created in 1999 as a holding 
company overseeing a group of competitive energy businesses, including regulated and non-regulated 
businesses, focused mostly on power marketing and merchant generation in North America and retail energy 
businesses focused primarily in the Mid-Atlantic region. 

____________________ 
2  The base case projections set forth under the heading “THE SYSTEM AND ITS OPERATIONS - Projected Operating Results; 

Projected Revenues and Expenses” above in this Official Statement assume no sales of the unused System available capacity. 



 

 
39 

 

The CEG companies have been providing energy services for customers in the commercial, industrial, 
institutional, and government markets since 1985, and currently own and operate 37 energy plants across the 
United States.  CEG is a public company with common stock traded on the New York, Chicago and Pacific 
Stock exchanges.  CEG’s power marketing and merchant generation business include Constellation Power 
Source and Constellation Nuclear and CEG’s retail energy businesses include Baltimore Gas & Electric 
(BGE) founded in 1816, CES and BGE Home, which operates Commercial Building Systems.  CEG entered 
the district chilled water business through Comfort Link in July 1996 with the operation of the Baltimore 
Convention Center Chiller Station, the first of three new facilities built in the last five years. 

CES’s origins date back to 1983 with the incorporation of Baltimore Biogas, Inc.  Originally CES 
provided wholesale natural gas trading and retail marketing for industrial and commercial customers.  With 
the advent of deregulation in Pennsylvania, CES provided retail marketing of electricity.  CES staff have been 
involved in the development of many district energy plants including those in Chicago, Boston, New Orleans 
and Baltimore. 

CEG is subject to the informational requirements of the Federal Securities and Exchange Act of 1934 
and must file reports and other information with the Securities and Exchange Commission (the 
“Commission”) pursuant thereto.  CEG’s annual reports on form 10-K for the year ended December 31, 2001 
and all subsequent periodic reports filed by CEG through the date of this Official Statement are on file with 
the Commission.  Without any representation as to the accuracy thereof, potential investors are directed to 
consult and review the information and reports regarding CEG, including, without limitation, those on file 
with the Commission.  Such information and reports are not incorporated by reference in this Official 
Statement. 

THE STATE OF TENNESSEE 

Economic and statistical information about the State of Tennessee is attached hereto as Appendix E-1 
and information of the State’s appropriation and allotment procedures are attached as Appendix E-II.  
Information regarding the State’s Comprehensive Annual Financial Report, including the audited General 
Purpose Statements, audited for the fiscal year ended June 30, 2001 is attached hereto as Appendix E-III. 

RATINGS 

Standard and Poor’s Ratings Services, a division of The McGraw Hill Companies, Inc. (“S&P”), 
Moody’s Investors Service (“Moody’s”) and Fitch Ratings (“Fitch”) have assigned ratings to the 2002 Series 
A Bonds of “AAA”, “Aaa” and “AAA”, respectively, with the understanding that upon delivery of the 2002 
Series A Bonds, the Financial Guaranty Insurance Policy will be issued by Ambac Assurance.  Without 
insurance, S&P, Moody’s and Fitch have assigned ratings to the 2002 Series A Bonds of “AA-”, “Aa3” and 
“AA”, respectively (the “Underlying Ratings”).  Such ratings reflect only the views of S&P,  Moody’s and 
Fitch, respectively, and any explanation of the significance of such ratings may only be obtained from S&P, 
Moody’s and Fitch.  There is no assurance that any of such ratings will remain in effect for any given period 
of time or that the ratings will not be lowered, suspended or withdrawn entirely by S&P, Moody’s or Fitch, as 
the case may be, if, in its judgment, circumstances so warrant, any such lowering, suspension or withdrawal 
of any rating might have an adverse effect on the market price or marketability of the 2002 Series A Bonds. 

TAX MATTERS 

Federal Income Taxes 

The Internal Revenue Code of 1986, as amended (the “Code”), establishes certain requirements which 
must be met subsequent to delivery of the 2002 Series A Bonds in order that interest on the 2002 Series A 
Bonds be excluded from gross income of the owners thereof for federal income tax purposes.  A Metropolitan 
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Government Tax Certificate, which will be delivered concurrently with the delivery of the 2002 Series A 
Bonds, will contain representations, covenants and procedures relating to compliance with such requirements 
of the Code. 

In the opinion of Bond Counsel, under existing statutes and court decisions, interest on the 2002 
Series A Bonds is excluded from gross income of the owners thereof for federal income tax purposes pursuant 
to Section 103 of the Code, and under the Code, such interest is not treated as a preference item in calculating 
the alternative minimum tax imposed on individuals and corporations; such interest, however, is includable in 
the adjusted earnings of certain corporations for purposes of calculating the alternative minimum tax imposed 
with respect to such corporations.  In rendering the foregoing opinions, Bond Counsel has relied on certain 
representations, certifications of fact, and statements of reasonable expectations made by the Metropolitan 
Government in connection with the 2002 Series A Bonds, and has assumed compliance by the Metropolitan 
Government with certain ongoing covenants to comply with applicable requirements of the code to assure the 
exclusion of interest on the 2002 Series A Bonds from gross income under Section 103 of the code.  Under 
the Code, noncompliance with such requirements may cause the interest on the 2002 Series A Bonds to be 
included in gross income for federal income tax purposes retroactive to the date of issuance thereof, 
irrespective of the date on which such noncompliance occurs or is discovered. 

State Taxes 

In the opinion of Bond Counsel, under the existing laws of the State, the 2002 Series A Bonds and the 
interest thereon are free from taxation by the State or any county, municipality or taxing district of the State, 
except for inheritance, transfer and estate taxes and except to the extent such interest may be included within 
the measure of privilege taxes imposed pursuant to the laws of the State.  Owners of the 2002 Series A Bonds 
should consult their tax advisors with respect to other applicable state and local tax consequences of 
ownership of the 2002 Series A Bonds and the disposition thereof. 

Original Issue Discount 

The initial public offering price of certain of the 2002 Series A Bonds is less than the amount payable 
on the 2002 Series A Bonds at maturity.  The excess of the amount payable at maturity over the initial public 
offering price at which these 2002 Series A Bonds are sold constitutes original issue discount.  The prices set 
forth on the front cover page of the Official Statement may or may not reflect the prices at which a substantial 
amount of the 2002 Series A Bonds were ultimately sold to the public. 

The discussion in this paragraph applies to those 2002 Series A Bonds that may have original issue 
discount.  Under Section 1288 of the Code, the amount of original issue discount treated as having accrued 
with respect to any bond during each day it is owned by a taxpayer is added to the cost basis of such owner 
for purposes of determining gain or loss upon the sale or other disposition of such bond by such owner.  
Accrued original issue discount on a bond is excluded from gross income of the owners thereof for federal 
income tax purposes.  Original issue discount on any bond is treated as accruing on the basis of economic 
accrual for such purposes, computed by a constant semiannual compounding method using the yield to 
maturity on such bond.  The original issue discount attributable to any bond for any particular semiannual 
period is equal to the excess of the product of (i) one-half of the yield to maturity of such bond and (ii) the 
amount which would be the adjusted basis of the bond at the beginning of such semiannual period if held by 
the original owner and purchased by such owner at the initial public offering price, over the interest payable 
on such bond during such period.  The amount so treated as accruing during each semiannual period is 
apportioned in equal amounts among the days in that period to determine the amount of original issue 
discount accruing for such purposes during each such day.  Owners of the 2002 Series A Bonds should 
consult their tax advisors with respect to the federal and state income tax consequences of the disposition of 
2002 Series A Bonds. 
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Original Issue Premium 

The initial public offering price of certain of the 2002 Series A Bonds is greater than the amount 
payable on the 2002 Series A Bonds at maturity.  The excess of the initial public offering price at which these 
2002 Series A Bonds are sold over the amount payable thereon at maturity constitutes original issue premium.  
The prices set forth on the front cover page of the Official Statement may or may not reflect the prices at 
which a substantial amount of the 2002 Series A Bonds were ultimately sold to the public. 

The discussion in this paragraph applies to those 2002 Series A Bonds that may have original issue 
premium.  Under Sections 1016 and 171 of the Code, the amount of original issue premium treated as having 
amortized with respect to any bond during each day it is owned by a taxpayer is subtracted from the cost basis 
of such owner for purposes of determining gain or loss upon the sale or other disposition of such bond by 
such owner.  Amortized original issue premium on a bond is not allowed as a deduction from gross income 
for federal income tax purposes.  Original issue premium on any bond is treated as amortizing on the basis of 
the taxpayer’s yield to maturity on such bond using the taxpayer’s cost basis and a constant semiannual 
compounding method.  As a consequence of the resulting cost basis reduction, under certain circumstances an 
owner of a bond acquired with original issue premium may realize a taxable gain upon disposition thereof 
even though it is sold or redeemed for an amount equal to or less than such owner’s original cost of acquiring 
the bond.  Owners of the 2002 Series A Bonds should consult their tax advisors with respect to the federal and 
state income tax consequences of the disposition of 2002 Series A Bonds. 

Certain Federal Tax Information 

General.  The following is a discussion of certain federal income tax matters under existing statutes.  
It does not purport to deal with all aspects of federal taxation that may be relevant to particular investors.  
Prospective investors, particularly those who may be subject to special rules, are advised to consult their own 
tax advisors regarding the federal tax consequences of owning and disposing of the 2002 Series A Bonds, as 
well as any tax consequences arising under the laws of any state or other taxing jurisdiction. 

Social Security and Railroad Retirement Payments.  The Code provides that interest on tax-exempt 
obligations is included in the calculation of modified adjusted gross income in determining whether a portion 
of Social Security or railroad retirement benefits received are to be included in taxable income. 

Branch Profits Tax.  The Code provides that interest on tax-exempt obligations is included in 
effectively connected earnings and profits for purposes of computing the branch profits tax on certain foreign 
corporations doing business in the United States. 

Borrower Funds.  The Code provides that interest paid (or deemed paid) on borrowed funds used 
during a tax year to purchase or carry tax-exempt obligations is not deductible.  In addition, under rules used 
by the Internal Revenue Service for determining when borrowed funds are considered used for the purpose of 
purchasing or carrying particular assets, the purchase of obligations may be considered to have been made 
with borrowed funds even though the borrowed funds are not directly traceable to the purchase of such 
obligations. 

Property and Casualty Insurance Companies.  The Code contains provisions relating to property and 
casualty insurance companies whereunder the amount of certain loss deductions otherwise allowed is reduced 
(in certain cases below zero) by a specified percentage of, among other things, interest on tax-exempt 
obligations acquired after August 7, 1986. 

Financial Institutions.  The Code provides that commercial banks, thrift institutions and other 
financial institutions may not deduct the portion of their interest expenses allocable to tax-exempt obligations 
acquired after August 7, 1986, other than certain “qualified” obligations.  The 2002 Series A Bonds are not 
“qualified” obligations for this purpose. 
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S Corporations.  The Code imposes a tax on excess net passive income of certain S corporations that 
have accumulated earnings and profits.  Interest on tax-exempt obligations must be included in passive 
investment income for purposes of this tax. 

Earned Income Credit.  For any taxable year beginning after December 31, 1995, the Code denies 
the earned income credit to an individual otherwise eligible for it if the aggregate amount of disqualified 
income of the taxpayer for the taxable year exceeds $2,200 (subject to adjustment for inflation).  Interest on 
the 2002 Series A Bonds will constitute disqualified income for this purpose. 

Changes in Federal Tax Law.  From time to time proposals are introduced in Congress that, if 
enacted into law, could have an adverse impact on the potential benefits of the exclusion from gross income 
for federal income tax purposes of the interest on the 2002 Series A Bonds, and thus on the economic value of 
the 2002 Series A Bonds.  This could result from reductions in federal income tax rates, changes in the 
structure of the federal income tax rates, changes in the structure of the federal income tax or its replacement 
with another type of tax, repeal of the exclusion of the interest on the 2002 Series A Bonds from gross income 
for such purposes, or otherwise.  It is not possible to predict whether any legislation having an adverse impact 
on the tax treatment of holders of the 2002 Series A Bonds may be proposed or enacted. 

CONTINUING DISCLOSURE 

The Metropolitan Government will enter into a Continuing Disclosure Certificate for the benefit of 
the Beneficial Owners of the 2002 Series A Bonds, substantially in the form attached as Appendix F to this 
Official Statement (the “Continuing Disclosure Certificate”), to provide or cause to be provided, in 
accordance with the requirements of SEC Rule 15c2-12, (i) certain annual financial information, and (ii) 
timely notice of the occurrence of certain material events with respect to the 2002 Series A Bonds.  Pursuant 
to the Continuing Disclosure Certificate, the Metropolitan Government is obligated to provide certain annual 
financial information of the State and the Parent and has obtained undertakings from the State and the Parent 
with respect to the provisions of such information  Any failure by the Metropolitan Government to perform its 
obligations under the Continuing Disclosure Certificate shall not constitute an Event of Default under the 
Resolution or the 2002 Series A Bonds; rather, the right to enforce the provisions of the Continuing 
Disclosure Certificate is limited to the right to compel performance.  The Underwriters’ obligation to 
purchase the 2002 Series A Bonds shall be conditioned upon their receiving, at or prior to the delivery of the 
2002 Series A Bonds, an executed copy of the Continuing Disclosure Certificate. 

The Metropolitan Government has not failed to comply in any material respect with any previous 
undertaking in a written contract or agreement specified in SEC Rule 15c2-12(b)(5). 

UNDERWRITING 

The Underwriters have agreed, subject to certain conditions precedent, to purchase all but not less 
than all of the 2002 Series A Bonds at an aggregate purchase price of $68,699,167.55 (representing the 
aggregate principal amount of the 2002 Series A Bonds plus net original premium of $2,386,748 and less an 
Underwriters’ discount of $387,580.45)  The initial public offering prices set forth on the inside cover page of 
this Official Statement and concessions in transactions with securities dealers may be changed by the 
Underwriters.  The Underwriters may offer and sell the 2002 Series A Bonds to certain dealers and others at 
prices lower than the initial public offering prices. 
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ABSENCE OF LITIGATION 

As of the date of this Official Statement, there is no controversy or litigation of any nature now 
pending or threatened restraining or enjoining the issuance, sale, execution or delivery of the 2002 Series A 
Bonds or in any way contesting or affecting the validity of the 2002 Series A Bonds or any proceedings of the 
Metropolitan Government taken with respect to the issuance or sale thereof, the pledge or application of any 
moneys or security provided for the payments of the 2002 Series A Bonds, or the existence or powers of the 
Metropolitan Government insofar as they relate to the authorization, sale and issuance of the 2002 Series A 
Bonds or such pledge or application of moneys and security. 

APPROVAL OF CERTAIN LEGAL MATTERS 

All legal matters incident to the authorization, issuance and sale of the 2002 Series A Bonds are 
subject to the approval of Hawkins, Delafield & Wood, New York, New York, Bond Counsel to the 
Metropolitan Government, whose approving opinion in substantially the form attached to this Official 
Statement as Appendix G will be delivered upon the issuance of the 2002 Series A Bonds.  Certain legal 
matters will be passed upon for the Underwriters by their counsel, Bass, Berry & Sims, PLC, Nashville, 
Tennessee.  Certain other legal matters will be passed upon for CES, the Parent and the Metropolitan 
Government by their respective counsel. 

FINANCIAL ADVISOR 

This Official Statement has been prepared under the direction of the Metropolitan Government and 
with the assistance of Public Financial Management, Inc., Memphis, Tennessee (“PFM”), employed by the 
Metropolitan Government to perform professional services in the capacity of financial advisor.  In their role 
as financial advisor, PFM has provided advice on the plan of financing and structure of the issue, reviewed 
and commented on certain legal documents, drafted certain portions of the Official Statement based upon 
information provided by the Metropolitan Government and reviewed the pricing of the 2002 Series A Bonds 
by the Underwriter thereof.  The information set forth herein has been obtained from the Metropolitan 
Government and other sources which are believed to be reliable.  PFM has not verified the factual information 
contained in the Official Statement but relied on the information supplied by the Metropolitan Government 
and the Metropolitan Government’s certificate as to the Official Statement. 
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ADDITIONAL INFORMATION 

This Official Statement is submitted only in connection with the sale of the 2002 Series A Bonds and 
may not be reproduced or used in whole or in part for any other purpose.  Statements in this Official 
Statement involving matters of opinion or estimates, whether or not expressly stated, are intended as such and 
not as representations of fact.  This Official Statement is not to be construed as a contract or agreement 
between the Metropolitan Government and the purchasers or holders of any of the 2002 Series A Bonds. 

THE METROPOLITAN GOVERNMENT OF NASHVILLE 
AND DAVIDSON COUNTY  (TENNESSEE) 

By:  /s/ Bill Purcell  
        Metropolitan County Mayor 

By:  /s/ David L. Manning  
        Director of Finance 

 


