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(1)  First Quarter 2003 Earnings Conference Call

Mary Lou Kromer:
Welcome to our 2003 first quarter earnings conference call.  Here with me today is Moray Dewhurst, Chief Financial Officer of FPL Group, who will provide an overview of our performance for the first quarter and 2003 as a whole. Lew Hay, FPL Group’s Chairman and Chief Executive Officer, and Paul Evanson, President of Florida Power & Light Company, are also with us this morning.  After Moray’s remarks, our senior management team will be available to take your questions.  

Before I turn it over to Moray let me remind you that. . . 

(2) Safe Harbor Statement

Any statements made herein about future operating results or other future events are forward-looking statements under the Safe Harbor Provisions of the Private Securities Litigation Reform Act of 1995.  Actual results may differ materially from such forward-looking statements.  A discussion of factors that could cause actual results or events to vary is contained in FPL Group's most recent SEC Form 10-K.

Moray. . .

Moray Dewhurst:
Thank you, Mary Lou, and good morning everyone. 

(4)  Overview of First Quarter 2003

Both of FPL Group’s two main businesses enjoyed strong performance during the period.  Florida Power and Light continued to see good customer and usage growth and benefited from favorable weather effects, somewhat offset by O&M pressures that we have described before.  FPL Energy grew in line with our overall expectations, showing the positive impact of the acquisition of Seabrook and of our leading position in the wind business, as well as the moderate risk approach we have chosen to take to the wholesale generation business.  FPL Energy’s growth was achieved in spite of a second successive year of record drought levels affecting our New England hydro assets and somewhat below average wind resource across the portfolio.  Overall, we are pleased with the start we have made to the year and we continue to feel very comfortable with our full-year earnings expectations of $4.80-$5.00 per share excluding the mark-to-market effect of non-managed hedges, which cannot be determined at this time.

(5) Strong Performance at FPL Group (First Quarter)

On a GAAP basis, FPL Group’s net income was $175 million or 99 cents per share, compared with negative $56 million or 33 cents per share for the first quarter of 2002.  Excluding the effect of non-managed hedges and certain other items, FPL Group earnings were $172 million compared with $135 million last year.  Last year’s GAAP results included a $222 million after-tax charge associated with the adoption of FAS 142, plus a gain of $1 million after-tax from the mark-to-market effect of non-managed hedges and a positive $30 million from the settlement of a tax matter with the IRS.  This year’s GAAP results include a positive $3 million after-tax gain associated with mark-to-market effects which we believe are more appropriately considered in connection with the operating results of future periods and which I will describe in more detail later in the call.

(6) FPL Earnings Up (First Quarter)

Net income at Florida Power & Light was $135 million in the first quarter, up from $118 million a year ago and the earnings per share contribution was 76 cents, up from 69 cents in 2002.  

(7) Strong Retail Sales Growth at FPL (First Quarter)

The primary driver of FPL’s performance was very strong revenue growth.  Base revenues – that is, revenues excluding fuel and purchased power clause recoveries – were up 3.9% for the quarter, notwithstanding the impact of the rate reduction that first took effect in mid-April of last year.  Retail customer growth continued very strong, at 2.3% - equivalent to an annual rate of more than 90,000 new customer accounts.  In addition, underlying usage growth, was also strong, and there appears to have been a slight favorable impact from improved economic conditions relative to last year.  On top of these underlying drivers, revenues benefited from a volatile quarter of weather.  January was colder than normal, and we set a new all-time system load peak of 20,190 MW on January 24; February was mild; and March was unusually warm.  Altogether, weather added about 3.6% to revenue growth relative to last year.  As a result, average usage per customer grew 6.9%.  All other factors, including the impact of the rate reduction offset by the absence of any refund provision, netted to a negative 5.5%.

Looking forward to the rest of the year, we continue to expect underlying growth to be strong, though tapering off somewhat from the rapid pace of recent months.  Florida’s economy continues to track the trend of the rest of the nation, though at more robust levels.  Like others, we remain concerned that overall national  levels of economic activity are still undesirably weak.

(8) FPL O&M and Depreciation (First Quarter)

For the quarter, FPL’s base O&M expenses were $284 million, up from $257 million a year ago.  This increase was driven by a number of factors, not all of which are expected to continue through the remainder of the year.

As we have previously indicated, we expect employee health care, nuclear maintenance and various insurance costs to put pressure on the O&M budgets this year, and all three contributed to the first quarter trend.  While insurance costs are driven by cyclical pressures, rising health care appears to be a longer term trend that we will need to work to offset through overall productivity improvement.  Nuclear maintenance costs, however, must be viewed in the light of the longer-run economics of this lowest cost source of energy.  In this connection, we were particularly pleased that volumetric inspections of the reactor vessel head at Turkey Point Unit 3 showed no evidence of cracks, or other failure.  Two of our four units have now been tested and found to be in good condition.  The remaining two will be inspected this year.

In addition to these trends, first quarter results were also affected by severance costs associated with productivity improvement programs and by certain legal expenses that are not likely to recur this year.  Finally, the warm weather in March also brought with it some severe conditions, including tornadoes in Dade County, that drove up distribution costs modestly.

Notwithstanding the increases in O&M in the first quarter, we remain confident that we can hold our cost per kilowatt hour flat with last year, excluding the extra accrual we made to the storm reserve in the fourth quarter of 2002.  Our first quarter results, even with the additional expenses, are consistent with this.

Base depreciation decreased from $222 million to $200 million, primarily as a result of the $125 million special depreciation credit that forms part of the 2002 rate agreement.  Absent this credit, depreciation was up $9 million, reflecting the additions to our Fort Myers and Sanford plants and general system growth.  

We expect depreciation expense to continue to grow modestly as we support the overall growth in revenue.  Earlier this month, FPL received approval from the governor and cabinet to expand at its Manatee and Martin power plants. Construction will begin this summer and is due to be completed in 2005.
(9) FPL EPS Growth Factors (First Quarter)

Florida Power & Light’s first quarter earnings per share increase was affected by the following:

	· Customer growth
	positive 6 cents

	-
Usage due to weather
	positive 10 cents

	-
Usage, mix and other 
	positive 9 cents

	-
Rate reduction
	negative 21 cents

	-
Refund provision
	positive 7 cents

	-
O&M
	negative 9 cents

	· Depreciation
	positive 8 cents

	· Other, including share dilution
	negative 3 cents


For a total 7 cents at FPL.

(10) FPL Energy Earnings Up Substantially (First Quarter)

Turning now to the wholesale generation business, FPL Energy had a strong quarter, driven heavily by the contributions from new investments, primarily Seabrook and wind.  On an adjusted basis, FPL Energy’s earnings rose to $41 million from $23 million on a comparable basis a year ago.  Both years results exclude the mark-to-market effect of non-managed hedges.  Last year’s GAAP results were also affected by the introduction of FAS 142 and the consequent write-down of goodwill.

(11) FPL Energy Earnings Drivers (First Quarter) 

Project additions were the principal driver of growth at FPL Energy, adding $28 million to earnings, primarily from Seabrook and new wind projects.  Earnings from existing assets were down by $8 million, as a result of poor hydro conditions in the northeast and operational issues.  The asset restructuring activities provided no current period earnings this quarter, compared with a $6 million gain on a third-party restructuring a year ago.  All other factors were a net positive $4 million, as reduced G&A, coupled with the settlement of a counterparty dispute, more than offset an increase in interest expense associated with the growing portfolio.

(12) Wind Energy Development 

I’d like now to update you on our wind development efforts.  As you will recall, we have previously indicated a range of 700 to 1,200 megawatts for our 2003 program, of which we have now announced approximately 600, including 159 megawatts of projects announced earlier this week.  Today we are tightening the range somewhat by reducing the upper end to about 1,000 megawatts.  We continue to have a strong backlog of attractive projects, but given where we are in the year and the likely development cycles for individual projects, we think it is unlikely that we will be able to complete construction on projects totaling more than 1,000 megawatts before the end of the year.  We remain very optimistic about the potential for an extension of the Production Tax Credits into 2004 and beyond, and we would rather make sure that we have good solid projects with attractive economics and risk profiles rather than rush to meet a particular upper end goal.  It is worth noting that we will likely continue to increase our market share of the U.S. wind business this year. Since indications are that the total U.S. market for new wind construction will be in the 1,000 to 1,300 MW range this year.  The reduction in the upper end of our wind program expectations will also reduce our capital expenditures expectations by about $200 million.

(13) Non-Managed Hedge Slide

Before leaving FPL Energy I’d like to provide you some more detail about the non-managed hedge earnings impact that we break out separately.  As we indicated earlier, in the first quarter the net effect of the non-managed hedge category was a positive $3 million after tax. As you will also recall, we break out certain transactions because FAS 133 requires us to mark these positions to market, even though the physical asset position which is the economic offset to the derivative position is not marked to market.  Over time, the differences will be eliminated in the natural course of accounting, but the individual period results will be affected.

In this quarter, transactions of this nature contributed a negative $9 million to GAAP results.  Of this, $2 million represents the reversal of previously recorded gains in the non-managed hedge category, while the remaining $7 million will be reversed in subsequent periods, when these transactions go to realization.  Virtually all of this will occur later in this calendar year, and thus if we entered into no new transactions of this nature and if there were no further market movements this year, the non-managed hedge category would show gains totaling $7 million in subsequent periods this year.

In this quarter there is one transaction included in the non-managed hedge category which does not quite fit this standard pattern and which contributed a positive $12 million to GAAP earnings.  This represents the one-time effect of marking to market an in-the-money gas contract that previously received accrual accounting treatment.  In this particular case, one of our older projects, with long-term power and gas contracts, could be operated more economically much of the time by shutting the plant down and selling the gas.  However, in shifting to this mode of operations, the gas contract no longer fulfills the requirements for accrual accounting and thus under GAAP must be marked to market.  This shift of accounting method results in the one-time gain, since the gas contract is in-the-money.  However, while the shift in mode of operations is clearly economically beneficial, we do not believe that the gain of $12 million fairly reflects the operational impact in this period, and thus we have placed it in the non-managed hedge category.  Going forward, this amount will be reversed in the non-managed category over the remaining life of the contract, ending in 2007.

We recognize that the accounting issues associated with hedging activities and FAS 133 can be quite complex, and we will be happy to answer questions on this topic in more detail either in the Q&A period or at a later date.  We continue to believe that separating the mark-to-market effects of non-managed hedges is important for providing a more accurate and consistent picture of the operational performance of our portfolio in any particular period.

(14) Earnings Per Share Contributions (First Quarter)

To summarize the first quarter excluding the effect of non-managed hedges and certain other items, FPL contributed 76 cents, FPL Energy contributed 23 cents, and Corporate and Other contributed negative 2 cents.  That is a total of 97 cents, representing a total increase of 17 cents over the same period in 2002. 

Within the Corporate and Other category, FPL FiberNet’s results were a positive 3 cents with the remainder of the category impacted by higher corporate expenses.  FiberNet’s contribution was due primarily to gains associated with restructuring two prior transactions and we continue to expect the business to be about breakeven for the full year.  

(15) Outlook for 2003 Remains Strong

Turning now to the outlook for the full year, we continue to feel very comfortable with our expectations of $4.80 to $5.00 per share excluding the mark-to-market effect of non-managed hedges, which cannot be determined at this time.  Although the first quarter performance was very strong, we have previously indicated an array of factors that will typically cause our earnings to fluctuate and we remain well within the band of uncertainty that we laid out in our last earnings call.  Assuming the normal rules of probability continue to hold, we can expect some factors to break in our favor and others to go against us for the remainder of the year, just as happened in the first quarter.  In addition, we would note that the second and third quarters are normally more significant earnings contributors than the first and fourth.

To remind those who do not have immediate access to the slides, our full-year expectations include about $725 to $735 million for the utility; $165 to $190 million for FPL Energy excluding the mark-to-market effect of non-managed hedges, which cannot be determined at this time, and a drag from Corporate & Other, including FiberNet, of 20 to 30 cents.

In terms of the pattern of earnings for the remainder of the year, let me remind everyone that last year’s second and fourth quarters were affected by unusually strong, weather-driven results from Florida Power & Light.  Other things equal, we would not expect the second quarter this year to be as strong as last year.

(16) Question & Answer Section

Before taking your questions, I would like to point out that we have added an appendix to the presentation and I would encourage you to access the slides that are available on our website, www.fplgroup.com under investor information.  The slides were also e-mailed to our investor distribution list this morning.  The slides provide updates on our contract coverage and earnings per share sensitivity and in the interest of time I will not be discussing them today.

Now I’ll be happy to answer your questions. Thank you.
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