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(1)  Fourth Quarter 2002 Earnings Conference Call

Lisa Kuzel:
Welcome to our 2002 fourth quarter earnings conference call. Moray Dewhurst, Chief Financial Officer of FPL Group, will provide an overview of our performance for the fourth quarter and 2002 as a whole. Lew Hay, FPL Group’s Chairman and Chief Executive Officer, Paul Evanson, President of Florida Power & Light Company, and Jim Robo, President of FPL Energy are also with us this morning.  Following 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-Q.

Moray. . .

Moray Dewhurst:
Thank you, Lisa, and good morning everyone. 

(5) 2002: Meeting Commitments and Positioning for the Future

Before getting into the detail of the numbers, I’d like to start by highlighting a few of the key events of last year.  2002 was a year of significant accomplishments for FPL Group.  As you know, it was a challenging year for everyone in our industry, but we were able to resolve significant uncertainties in both of our major businesses, position ourselves well for the coming years, and enhance our overall competitive position within the industry.

At Florida Power and Light we negotiated an incentive-based rate agreement that provides us a clear framework to guide our operations through 2005 and that is attractive and fair to customers and shareholders alike.  We completed the re-powering of our Fort Myers plant and one unit at our Sanford plant, simultaneously expanding capacity, improving efficiency, and reducing our emissions.  The Fort Myers facility is now the most efficient fossil-fired plant in our fleet.  We also conducted an extensive competition to determine the lowest cost means of meeting our projected growth in load through the 2005 to 2006 period, a process that extended through the year and culminated in the PSC’s affirmation that expansion at our Manatee and Martin plants is the best solution for our customers.  Despite the extensive effort and occasional distractions involved in supporting these important regulatory proceedings, our operating units turned in another year of exceptional performance, confirming our longstanding emphasis on operational excellence. 

At FPL Energy we maintained our fundamental approach to the business while making significant tactical adjustments to reflect the changing conditions in the industry.  We continued to emphasize investment in low-cost, high dispatch assets where operational excellence can add value, and we continued to moderate the market risk inherent in the business with prudent forward sales and other hedges.  We added a major asset in the northeast with our purchase of an 88% interest in Seabrook station, an acquisition which we were able to close in record time; and we continued to build on our industry-leading position in wind energy.

We were not immune to the turmoil in the wholesale generation sector, of course, and we significantly restructured FPL Energy to reflect changing market conditions.  We renegotiated a number of supply contracts, reduced our commitments for gas turbines, cut costs, and re-oriented our development efforts to focus much more tightly on wind projects and possible acquisitions of distressed assets should the right valuation circumstances arise.

At the corporate level, we continued to emphasize the importance of financial strength and flexibility, a hallmark of this company for many years.  We moved early to obtain the equity support that our investment program requires, issuing $1.4 billion of equity and equity-linked securities before the year was half over.  In a year when liquidity was sometimes difficult to obtain, we successfully expanded the short-term credit resources available to us.  Finally, our Board continued our past practice of raising the dividend modestly each year, reflecting our confidence in the sustainability of our earning power.  We look forward to 2003 and the succeeding years with confidence.

Now, let’s look at the financial results for the fourth quarter and the full year 2002.

(6) Strong Performance at FPL Group (Fourth Quarter)

In the fourth quarter FPL Group earnings, excluding the mark-to-market effect of non-managed hedges, were $133 million or 75 cents per share compared to $113 million or 67 cents per share during the 2001 fourth quarter, an increase of nearly 12% in per share contribution.  Including the mark-to-market effect of non-managed hedges, FPL Group’s 2002 fourth quarter net income and EPS were $129 million and 73 cents, respectively.

The mark-to-market effect of non-managed hedges was a negative $4 million after taxes, or 2 cents per share in the fourth quarter, and an estimated positive $5 million after taxes in the 2001 fourth quarter.  In 2001, we did not distinguish between managed and non-managed hedge activities and the total mark-to-market was a positive $3 million after taxes in the fourth quarter.  We estimate that trading and managed hedge activity within this was approximately a negative $2 million after taxes, which we include for comparison purposes within operating results.  Let me remind you that we break out the mark-to-market effect of the non-managed hedges because we believe that this component of our results is most meaningfully viewed in a separate context.  We enter into a variety of risk management transactions that do not qualify as hedges under FAS 133 but that serve to offset at least in part an economic exposure.  A gain or loss in our non-managed hedges is generally associated with an offsetting but unrealized economic gain or loss in a physical asset position.  For the full year 2002 the impact from the effect of non-managed hedges was a positive $1 million.

(7) FPL Group Results Meet Expectations (Full Year)

For the full year 2002, excluding certain nonrecurring charges and the mark-to-market effect of non-managed hedges, FPL Group’s earnings were $831 million, compared with $792 million in 2001.  EPS was up 2.3% to $4.80, compared to $4.69 in 2001.   Included in full year results is a $9 million contribution to net income from FPL FiberNet.  

Including the nonrecurring charges and mark-to-market effect of non-managed hedges, FPL Group’s 2002 net income and EPS were $473 million and $2.73, respectively.   The 2002 non-recurring items totaled negative $359 million, or $2.07 per share, and consisted primarily of the cumulative effect of a required accounting change, impairment and restructuring charges, and charges related to certain wind projects and leveraged leases, partially offset by a gain from an income tax settlement.   A breakdown of these charges is available in the financial summary that accompanies the earnings press release issued this morning, and is posted on our website.  Also included is the mark-to-market effect of non-managed hedges, which represented a $1 million gain.

(8) FPL Earnings Even in the Fourth Quarter

Earnings at Florida Power & Light were $111 million in the fourth quarter, up from $109 million a year ago and the earnings per share contribution was 63 cents, down from 65 cents in 2001 due to the dilutive effect of additional shares outstanding in 2002.  

(9) Strong Earnings Performance at FPL for Full Year

For the full year, FPL earned net income of $717 million, up 3% over 2001 net income of $695 million excluding a non-recurring item in 2001.  FPL contributed $4.14 per share in 2002, an increase of 3 cents.

(10) Strong Sales Growth at FPL (Fourth Quarter and Full Year)

Customer growth in the fourth quarter was a very robust 2.4%.  In addition, we experienced growth in usage per customer of roughly 6.1%.  Of this growth in usage, roughly half was associated with warmer than normal weather in the quarter, with the remainder reflecting stronger economic conditions than in 2001, price elasticity associated with our rate reduction, and the normal underlying trend of general usage growth.  Together, these produced a remarkable 8.5% growth in retail kilowatt-hour sales.

For the full year, FPL’s customer growth was 2.1%, in line with our long-term experience and significantly stronger than we had anticipated going into the year.  Customer growth started out slow but accelerated as the year wore on.

Usage per customer grew 3.5% for the full year, significantly faster than our long-term average.  About half of the growth in usage for the year was associated with weather, with both the late spring and early fall months being significantly warmer than usual.  The remaining increase in usage was due to stronger economic conditions and price elasticity associated with our rate reduction, as well as underlying secular growth.  

(11) FPL O&M  (Fourth Quarter)

For the fourth quarter FPL’s O&M expense was $386 million, up from $324 million in the 2001 quarter.  Included in the increase is a one-time, voluntary accrual of $35 million to our storm reserve, representing a partial offset to the beneficial impact of weather for the quarter.  We continue to believe it is prudent to strengthen our storm reserve when possible.  At the end of the year, the total storm fund reserve stood at nearly $300 million.  This reserve is available to cover restoration activities after named tropical storms and other severe weather events.

Other drivers of O&M increases included additional nuclear maintenance expenses and the continuing pressure from rising health insurance costs.

(12) FPL O&M  (Full Year)

For the full year FPL’s O&M expense was $1,225 million, up from $1,082 million in 2001.  O&M on a cents per kilowatt-hour basis was 1.18 compared to 1.09 in 2001.  Absent the one-time addition to the storm reserve, O&M cents per kilowatt-hour would have been 1.14.

As we have indicated earlier, O&M continues to be pressured from rising insurance and employee benefit expenses, as well as nuclear maintenance expenses.  These pressures will carry over into 2003.  However, based on the benchmarking studies we completed last summer and the operational plans that have been developed subsequently we feel confident that we will be able to hold O&M costs per kilowatt-hour at least flat in 2003, ignoring the one-time boost occasioned by the storm reserve contribution.

(13) Lower Depreciation at FPL (Fourth Quarter and Full Year)

Depreciation at FPL decreased from $226 million in the fourth quarter of 2001 to $199 million in 2002.  The reduction is the result of a $44 million credit against depreciation expense that is part of our new rate agreement.  Without this credit, depreciation at FPL would have been up $17 million, reflecting overall growth in the asset base.

For the full year, depreciation at FPL was lower by $67 million, at $831 million, compared with $898 million in 2001.  The lower depreciation reflects the $125 million annual credit towards depreciation expense that was taken as part of our rate agreement.  Without this credit, depreciation at FPL would have been up $58 million, or 6.5%, reflecting overall growth in the asset base and a regulatory settlement.

(14) FPL Energy Earnings Up Substantially (Fourth Quarter)

Turning now to the wholesale generation business, FPL Energy realized a significant increase in fourth quarter earnings primarily due to project additions and restructuring activities.  Excluding the effect of non-managed hedges, FPL Energy’s net income increased to $30 million in the fourth quarter of 2002.  Results in 2001, with estimated mark-to-market activity of trading and managed hedges included, were $8 million, or 5 cents per share.  
(15) FPL Energy Earnings Drivers (Fourth Quarter) 

Project additions contributed significantly to the growth in FPL Energy earnings in the fourth quarter.  New projects added $15 million to results, primarily driven by Seabrook.

Earnings from the existing portfolio were down $4 million, owing partly to weaker market conditions year over year and partly to lower wind resources.  Asset optimization activities had a positive impact of $3 million.

Our development and asset restructuring activities also contributed significantly, as we realized a $14 million after-tax contribution associated with the restructuring of a natural gas contract, which I will describe in more detail in a moment.

All other factors were a net negative $6 million, made up of a variety of positive and negative items.  We experienced a gain of $8 million from a settlement with a counterparty, but this was more than offset by increases to G&A, interest expense, credit reserves, certain one-time expenses associated with the acquisition of Seabrook, and a variety of smaller items.

(16) FPL Energy Gas Contract Restructuring

As we discussed in October, development and asset restructuring activities are a recurring part of our business.  FPL Energy is actively involved in the development as well as the operation of projects, and this brings with it certain additional opportunities to change the form and structure of asset ownership, whether the assets be physical or contractual.  Historically these restructuring activities have – on average – contributed about 15% of FPL Energy’s earnings, fluctuating from year to year.  Going forward we see continued opportunities in this area, at least for the next several years, and we expect the asset restructuring and development segment to contribute 10% to 15% of FPL Energy net income for 2003.  

Let me now provide you more detail on the gas contract restructuring that benefited fourth quarter results.  We were able to renegotiate a particular gas supply contract so as to yield lower fuel costs for our plant, and better net margins for the commodity supplier, since the commodity supplier is no longer locked into high cost transportation commitments.  Because the original contract was at above-market prices, we were thereby able to improve both net cash flows and book income.  On a cash basis, we made an upfront payment to produce cash savings in future years; and this aspect of the transaction has an internal rate of return of about 20%.  On a book basis, we eliminated a liability and recorded a net gain of approximately $14 million.

(17) FPL Energy Earnings Up (Full Year)

I’ll now turn to FPL Energy’s full year results, which were also strong.  Excluding certain non-recurring items detailed in the first and third quarters and the effect of non-managed hedges, FPL Energy earnings were $126 million, a 20% increase from 2001, while contribution to earnings per share increased 18%, from 62 cents to 73 cents.  We thus ended the year at the high end of the range we had originally anticipated.

(18) FPL Energy Earnings Drivers (Full Year) 

For the full year, FPL Energy earnings, excluding nonrecurring items and the mark-to-market effect of non-managed hedges, increased $21 million.  Project additions contributed $41 million, primarily from the full-year effect of new wind projects that came on line in the second half of 2001 and the 324 MW that we added in 2002, and from Seabrook.  The existing portfolio was down by $11 million, with decreases in Maine and Texas and mixed performance in other parts of the portfolio.  Asset optimization activities were off by $2 million compared with 2001.

Development and asset restructuring activities increased earnings by $15 million, with two successful contract restructurings in 2002 compared with one asset sale in 2001.

All other factors were a net negative $22 million.  Increased G&A and net interest expense, reflecting the growth in the business, accounted for half of this, with a variety of positive and negative items making up the difference.  We experienced gains from settlements with counterparties, but these were more than offset by increases to our credit reserves, certain one-time expenses associated with the acquisition of Seabrook, and a variety of smaller items.

(19) Earnings Per Share Contributions (Fourth Quarter)

To summarize the fourth quarter, FPL contributed 63 cents, FPL Energy contributed 17 cents, and Corporate and Other contributed a negative 5 cents.  That is a total of 75 cents, representing a total increase of 11.9% and a total increase of 8 cents over the same period in 2001.

(20) EPS Growth Factors (Fourth Quarter)

FPL Group’s fourth quarter earnings per share increase of 8 cents was affected by the following:

At FPL:

	· Customer growth
	positive 8 cents

	-
Usage due to weather
	positive 9 cents

	-
Other usage
	positive 10 cents

	-
Rate reduction
	 negative 21 cents

	-
Refund provision
	 negative  3 cents

	-
O&M
	negative 21 cents

	· Depreciation
	positive 13 cents

	· Other including share dilution
	positive 3 cents


For a total 2-cent reduction at FPL.  Additionally, 

FPL Energy contributed a





positive 12 cents and Corporate and Other’s impact was



negative 2 cents.

Within the Corporate and Other category, FPL FiberNet’s results were negative one cent with the remainder of the category impacted by higher corporate expenses.

(21) Earnings Per Share Contributions (Full Year)

To summarize the results for the year, FPL contributed $4.14, FPL Energy contributed 73 cents, and Corporate and Other contributed a negative 7 cents.  That is a total of $4.80, representing a total increase of 11 cents, or 2.3 percent over the same period in 2001.

(22) EPS Growth Factors (Full Year)

FPL Group’s earnings per share increase of 11 cents for the year was affected by the following:

At FPL:

	· Customer growth
	positive 28 cents

	-
Usage due to weather
	positive 18 cents

	-
Other usage
	positive 24 cents

	-
Rate reduction
	 negative 72 cents

	-
Refund provision
	   positive 26 cents

	-
O&M
	negative 47 cents

	· Depreciation
	positive 38 cents

	· Other primarily share dilution
	negative 12 cents


For a total a 3-cent increase at FPL.  Additionally, 

FPL Energy contributed a





positive 11 cents

 and Corporate and Other’s impact was



negative 3 cents.

Within the Corporate and Other category, FPL FiberNet’s positive 5-cent contribution was more than offset by higher corporate expenses.  

(23) Outlook for 2003 Remains Strong

Turning now to the outlook for this year, our expectations at this point remain largely unchanged from what we shared with you last October.  We continue to see an EPS range of $4.80 to $5.00 for FPL Group.  Our expectations include income growth at Florida Power & Light of 4 to 5% off the weather-normalized 2002 base, which translates to between $725 and $735 million.  We also expect income growth at FPL Energy of between 30 and 50%, breakeven results at FPL FiberNet, and a drag from Corporate & Other of between 20 and 30 cents per share.

Let me take a moment to give you a little more detail behind our expectations and some idea of possible variations around our expected results.

(24) FPL: Potential 2003 Earnings Variability

At Florida Power & Light we expect a more normal year of growth, with customer growth of about 1.9% and weather normalized usage growth of about 2.1%.  We do not anticipate any major weather event that would extend beyond the resources of the storm reserve.  Relative to these expectations, there are a number of operating parameters that we will be monitoring.  Obviously, variations in our revenue growth drivers are always important, with normal weather variations being the largest.  Typically, in any one year, weather can lead to a plus or minus 18 cent per share swing in EPS contribution with 80% probability.  Typical variability around the customer growth rate might result in a plus or minus 4 or 5 cent a share variation, while variability in usage growth excluding weather could translate to a plus or minus 7 or 8 cent a share variation.

Our ability to meet O&M goals is also critical, with a 2% variation in O&M translating to roughly an 8 cent per share variation in EPS.  Our historical performance in this area has been very good.  As we have earlier disclosed, O&M will continue to be pressured by employee benefits, insurance, and nuclear maintenance costs.  There is particular uncertainty about the costs that will be incurred in connection with the two reactor vessel head inspections we will conduct this year.  Finally, we must continue to deliver the same levels of operational excellence that have characterized our company in the past.

Let me emphasize that this list is not intended to be exhaustive, and I would refer you again to our safe harbor statement and to our SEC reports for a more detailed discussion of possible risks which might affect our results.  Nevertheless, the factors that I have described here are important ones that we will be actively monitoring as the year proceeds.  While it would be unlikely for us to be at the high end or the low end of all these variables simultaneously, we can expect some variability during the course of the year.

(25) FPL Energy: Potential Drivers of 2003 Earnings Variability

At FPL Energy there are a number of factors that could cause our results to be towards the upper or lower ends of the range I mentioned earlier.  In setting our expectations, our starting point is always our contractual commitments, coupled with the application of current market forwards for the portion of our capacity that remains unhedged.  We do not anticipate any significant strengthening of most U.S. power markets in 2003, although volatility is likely.  Given the high degree of contract coverage or hedging with which we enter 2003, our exposure to commodity price risk is moderate, but fluctuations in commodity prices will have an impact on our results.  We will be actively balancing our different risk exposures to ensure that we meet our goals.  In addition to commodity price variability, our results will also be affected by counterparty performance and by weather, by the degree of success we have with our wind development program, and by the activities of our asset restructuring segment.  Again, let me stress that this list is not exhaustive but instead highlights some of the more important variables that we will be actively monitoring.

(26) Increased Contract Coverage for 2003

Let me first update you on our hedging position and our sensitivity to commodity price fluctuations.  I would encourage you to access the slides that are available on our website, www.fplgroup.com under investor information, since I will not review every number on the slides.  Also note that the available megawatts are weighted to reflect when during the year new assets go into service, and all assets are adjusted for 2003 outages, including a refueling outage for Seabrook.

I am pleased to report that we have increased our contract coverage for 2003 to 77% based on 8,855 available megawatts.  This reflects increased contract coverage primarily in ERCOT and NEPOOL.  In terms of our expected 2003 gross margin, our hedge position is even stronger.  We now have more than 90% of FPL Energy’s expected 2003 gross margin hedged.  

(27) FPL Energy Market Price Sensitivity (Unhedged Segment)

Let me turn now to the unhedged portion of our portfolio.   As we have done before, we have provided you a rough estimate of potential 2003 impact per share given a change in pricing assumptions.  As before, we have based the range of fluctuations on what we have observed in the markets over the past six months or so, and I would remind you that actual changes could exceed this range.  However, the historical range of price variability, applied to our base expectations, produces a rough range of sensitivity to commodity prices of plus or minus 7 cents per share.   Again, I would encourage you to view the slides available on the website, for more detail.

(28) FPL Energy Credit Exposure

In managing our exposure to commodity prices, we are naturally dependent upon our counterparties to perform to their contractual obligations.  We constantly and actively manage the trade-off between market risk and credit risk, and we actively manage our exposure with individual counterparties as a function of their creditworthiness.  In 2002 we were very successful in ensuring that we were not caught in a position of large exposure to counterparties with rapidly declining creditworthiness.

Approximately 87% of FPL Energy’s 2003 contracted revenues are with investment grade counterparties.  Excluding SCE and PG&E, this figure is 92%. 

Of course, credit exposure depends also on the ease with which a contract could be replaced if a counterparty failed to meet its obligations.  Within our merchant portfolio, including all our asset optimization activities, 97% of our economic positions as of December 31, 2002 are with investment grade or better companies.  We also manage our purchases and sales together, and after netting all positions, FPL Energy is today in a net payable position with sub-investment grade counterparties.

(29) FPL Energy: Weather and Other Drivers

Our results will be affected by natural fluctuations in weather.  Our base expectations assume long-term statistical averages for weather impacts. In addition to the effect of temperature, which acts through commodity prices, changes in weather affect our wind portfolio as well as our hydro units in Maine.  A one standard deviation variation from par for hydro conditions translates to a plus 7 cent or minus 3 cent variation from our base expectations, while a one standard deviation variation in wind resources translates into a plus or minus 6 cent variation.

In addition to the factors just described, our results at FPL Energy will also be affected by the degree of success we have with our wind development efforts and our asset restructuring activities.

As we have discussed, our target for new wind is between 700 and 1,200 megawatts, of which we have already announced specific projects totaling more than 400 megawatts.  We expect the bulk of the new assets to go into service during the second half of the year.  Timing will have an impact on 2003 results, while the total megawatts installed will have some impact on 2003 but a larger impact on 2004.  Based on the projects already announced and the strength of the development pipeline, we feel confident we will be somewhere within our targeted range.  In terms of rough impact, we believe our success in this area could affect 2003 results by plus or minus six or seven cents per share.

As I indicated earlier, we expect development and asset restructuring activities to contribute 10-15% to FPL Energy’s results this year.  We are actively pursuing a number of different initiatives and some of these are close to completion, although the timing of closing is uncertain.  Taking just those initiatives that we estimate have very high odds of closure, we will be at the 10% end of the range, and if we are very successful with our portfolio of initiatives there could be some upside to overall FPL Energy results.  While we obviously have much work to do, we feel very confident that this aspect of the business will continue to be a significant contributor in 2003.
(30) FPL Group Logo

2002 has been a challenging year, but one which we believe confirms both the underlying strength of FPL Group and the merits of our strategies.  We have continued to focus on fundamentals, emphasizing cost competitiveness; high quality, reliable service; operational excellence; and a strong balance sheet – factors that we believe are keys to success in commodity businesses.  We are pleased that we ended the year meeting the financial expectations we had set early on in a very different market environment, and having done so despite the dilution caused by our decision to accelerate our planned issuance of equity – a decision we believe was well justified by subsequent events.  

Furthermore, our actions in 2002 position the company well for a strong 2003.  Based on what we can see today, we have a high degree of confidence that our earnings per share for this year will be in the range of $4.80 to $5.00, and this expectation is not dependent upon any improvement in overall industry conditions.  We have much work ahead of us, but we know what we have to do, and we are confident in our ability to succeed.

Before we begin the Q&A session I have one final item to mention.  Lisa Kuzel has recently accepted the position of Director of Business Management for Seabrook Station, in which role she will have direct responsibility for the commercial aspects of our ownership in that project.  While we will miss her strong contributions to investor relations, we are pleased that she will be taking on this new and challenging role.  I am sure those of you who have had the chance to work with Lisa will join me in thanking her for all that she has done for investor relations over the past three and a half years.  We will announce her replacement shortly.

And now, we will be happy to answer your questions.  Thank you.
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