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(1)  Fourth Quarter 2006 Earnings Conference Call

Jim von Riesemann:
Good morning and welcome to our 2006 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 2006 as a whole.  Also with us this morning are: Lew Hay, FPL Group’s Chairman and Chief Executive Officer; Jim Robo, President and Chief Operating Officer of FPL Group; Armando Olivera, President of Florida Power & Light Company, and, Mitch Davidson, President of FPL Energy.  

Following Moray’s remarks, our senior management team will be available to take your questions. 

(2) Safe Harbor Statement

Let me remind you that our comments today will include “forward-looking statements” within the meaning of the private Securities Litigation Reform Act of 1995.  

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 the Appendix herein, in our SEC filings, and in the investors section of our website, www.fplgroup.com.  

And now, I would like to turn the call over to Moray Dewhurst. 
Moray… 

Moray Dewhurst:

(3) Fourth Quarter Highlights
Thank you, Jim, and good morning everyone.  Before giving you an overview of the year, I’d like to start by highlighting some key developments that occurred in the fourth quarter and that may perhaps make analysis of our results a bit complicated.  We had a number of significant, unusual items – some positive to GAAP results; some negative – as well as some differences in our operating performance relative to our expectations for the quarter.  Overall, the fourth quarter continued the trends of the earlier months of the year: Florida Power & Light performed about as we expected and FPL Energy did a little better than we had expected.  Our adjusted results look a little better than this statement might lead you to expect, because of some favorable factors affecting the fourth quarter that won’t necessarily carry over into future periods.  Our outlook for 2007 and 2008 remains about where we indicated on our third quarter call.
When we spoke to you last October we indicated that fourth quarter and full year results would likely be affected by recognition of a gain on resolution of outstanding litigation surrounding an Indonesian geothermal project, as well as a change in accounting methodology for major maintenance.  Both of these in fact occurred, and in addition, after completing a review of our FiberNet business, prompted by changes we have been observing in the competitive landscape, we concluded that it was appropriate to write down the value of the metro assets in that business, and that write-down is reflected in our fourth quarter results.  Both the settlement gain and the asset impairment charge are reflected in our adjusted results, although of course they are not indicative of operating performance in the quarter.  From an operating perspective, the fourth quarter was a good one, though not quite as good as adjusted results might suggest, largely because of some favorable tax items that I will discuss later on.  Florida Power & Light showed good customer growth, offset by weaker usage growth, while FPL Energy continued to outperform our expectations, despite a weak finish to the year from wind resource availability.

Both our GAAP and adjusted results include the impact of changing the method we use for recording major maintenance expenses at FPL Energy, and the slides to this presentation contain a footnote quantifying the impact of the change.  Without going into too much detail here, let me note that the practical effect is that under the new methodology, earnings in 2004 and 2005 are a few pennies higher than we previously reported, while towards the end of the project lives they will be slightly lower than we would have reported under the old methodology.  For 2006 the impact is immaterial, and we expect it to be immaterial in 2007 and 2008, as well.
(4) 2006: Exceeding Expectations

Let me now try and give you a summary of the year as we see it.  On balance, 2006 was an excellent year for FPL Group, led by the outstanding performance of FPL Energy.  Setting aside the fourth quarter gain on the Indonesian dispute and the impact of the accounting change, FPL Energy’s adjusted earnings grew by about 50%, with new wind projects, the addition of Duane Arnold to the nuclear fleet, strong contributions from the existing merchant fleet, and growth in our full requirements and retail businesses.  Our ability to deliver outstanding financial results was founded upon excellent operating performance, and both the fossil and nuclear fleets of FPL Energy had exceptional years.  Relative to our original expectations, about the only disappointments were that for the full year the wind resource was a bit below long-term expectations, though well within the bounds of statistical expectation, and the availability of the wind assets did not live up to our high expectations.
At Florida Power & Light, we knew that 2006 would be a challenging year and a year of uncertainties.  Yet with one exception, we ended the year roughly in line with our original expectations.  Customer growth dropped off in the early part of the year but stabilized, and in the last few months has increased modestly.  Usage was weak, as a result of price elasticity effects.  Good cost performance overall allowed us to fund the initial efforts of our Storm Secure program and still stay within our expectations.  Unfortunately, we were not quite as successful in our storm cost recovery proceedings as we had hoped, and it was the disallowances resulting from these proceedings that caused us to fall short of our original expectations.  Nevertheless, Florida Power & Light had a solid year and remains well positioned for future growth.
During the year, we continued to work on positioning ourselves for the future growth of the company.  We announced our agreement to acquire the Point Beach nuclear facility from a subsidiary of Wisconsin Energy, and we continued to expand our wind program.  With the recent one-year extension of the production tax credit through 2008, we look forward to building on our 2007 development backlog and expect to add at least 1,500 megawatts of new wind projects over the 2007/2008 timeframe.  We also made good progress in re-hedging our portfolio at attractive forward prices.
Finally, last October we shared with you our initial expectations for 2007 and 2008.  The developments of the fourth quarter have not significantly changed our view of the next two years, and we reaffirm those expectations today.  For 2007, we expect adjusted EPS to be in the range of $3.35 to $3.45.  The corresponding figure for 2008 is $3.60 to $3.80.  While adjusted EPS growth further out necessarily becomes more speculative, we believe the extension of the production tax credit through 2008 positions us well to deliver continued earnings growth in to 2009.  As a reminder, each year’s wind program tends to have most of its initial earnings impact not in that year but in the following one.  So the reinforcement of the prospects for the 2008 wind program bodes well for our 2009 earnings expectations.  While we were disappointed that we could not bring the proposed merger with Constellation Energy Group to a successful conclusion, we continue to feel very comfortable with our stand-alone growth path.
As a reminder, when we discuss FPL Group’s earnings expectations, we assume normal weather and mark our currently open positions to the current forward curves.  We also exclude the effect of adopting new accounting standards, if any, and the mark-to-market effect of non-qualifying hedges, neither of which can be determined at this time.

Now, let’s look at the results for the fourth quarter and full year 2006.

(5) FPL Group – Fourth Quarter Results

In the fourth quarter of 2006, FPL Group’s GAAP results were $268 million or 67 cents per share compared to $209 million or 54 cents per share during the 2005 fourth quarter.  FPL Group’s adjusted 2006 fourth quarter net income and EPS were $254 million and 63 cents, respectively, compared with $182 million or 47 cents per share in 2005.  
Our adjusted results exclude the mark-to-market effect of non-qualifying hedges and merger-related costs.  Please refer to the Appendix of the presentation for a complete reconciliation of GAAP results to adjusted earnings.

FPL Group’s management uses adjusted earnings internally for financial planning, for analysis of performance, for reporting of results to the Board of Directors and as input to the company’s employee incentive compensation plan.  FPL Group also uses earnings expressed in this fashion when communicating its earnings outlook to analysts and investors.  FPL Group management believes that adjusted earnings provide a more meaningful representation of FPL Group’s fundamental earnings power.

(6) FPL Group – Full Year Results

For the full year, FPL Group’s 2006 net income was $1.281 billion or $3.23 per share, compared to $901 million or $2.34 per share in 2005.  

Excluding the mark-to-market effect of non-qualifying hedges and merger-related costs, FPL Group’s 2006 adjusted earnings were $1.203 billion or $3.04 per share compared to $1.013 billion or $2.63 per share in 2005.

Again, please refer to the Appendix of the presentation for a reconciliation of GAAP results to adjusted earnings.

(7) Florida Power & Light - Overview

Turning now to Florida Power & Light, our full-year financial results were very consistent with our original expectations with the exception of the seven cent negative impact of the unexpected storm cost disallowances that we have previously discussed.  2006 was the first year under the 2005 Rate Agreement, which implemented new depreciation and decommissioning rates, which in turn allowed us to offset other trends of increasing costs.  Comparisons with 2005 were also aided by the relative absence of tropical storm activity. 

We had expected 2006 to be a challenging year for Florida Power & Light on the revenue front, and it was.  Customer growth for the full year was about what we expected, but usage was weak late in the year, as I’ll discuss in a moment.  With the large rise in prices caused by rising fuel costs, we had expected some price elasticity effect but we were uncertain how significant it would be.  In addition, the weather impact for the full year was a little below normal and 2005 levels.

On the other hand, we benefited from some favorable cost effects, which allowed us to fund the initial impact of our Storm Secure program, which we introduced early in the year, while still maintaining acceptable overall cost performance.  Other costs, mostly driven by growth in the asset base, such as interest and property taxes, increased about in-line with expectations.
(8) Florida Power & Light - Earnings

For the fourth quarter, Florida Power & Light reported net income of $170 million, compared with $124 million in last year’s fourth quarter.  The corresponding contributions to EPS were 43 cents this year, compared to 32 cents last year.  As a reminder, 2005 fourth quarter results had a significant negative impact from the effects of hurricane Wilma, making quarter-to-quarter growth not particularly meaningful.
For the full year, Florida Power & Light reported net income of $802 million, compared with $748 million in 2005.  Earnings per share for 2006 were $2.02 versus $1.94 in the comparable period a year ago.

(9) Growth in Customer Accounts

For the full year, customer growth ended up about where we had expected, at 2%.  The number of customer accounts increased by 88,000.  The first half of the year saw customer growth rates steadily decrease, reaching a low in August.  September saw an uptick, and the growth rate has increased each month since then.  For the fourth quarter the growth rate was 2.2%, equivalent to an annual rate of about 95,000.  Some part of the fluctuations in growth rate, we believe, simply reflects the ripple impact of the 2005 hurricane season.  In effect, the 2005 storms caused some people to defer moves into Florida, and we are now seeing some “catch-up” effect.  For this reason, we do not expect the 2.2% rate to continue through 2007.  Instead, we are anticipating about 2% customer growth again for the full year.
(10) Retail Sales

Unfortunately, the usage story of the fourth quarter was not so good.  Overall, retail kilowatt-hour sales increased 3.9 percent during the quarter, but this was heavily affected by the fact that the 2005 fourth quarter saw depressed sales owing to hurricane Wilma.  Factoring out the estimated impact of this driver, kilowatt-hour sales actually fell about 0.8%.  We estimate that underlying usage and mix effects – i.e. that portion of usage which cannot be attributed to weather – were a negative 2.6%.
For the full year, retail kilowatt-hour sales were up 1.6 percent.  Customer growth was a positive 2.0 percent and the absence of hurricane effects on usage provided a positive 1.3 percent comparison.  Usage per customer fell 1.7 percent for the full year, consisting of 0.7 percent weather related usage and a negative 1.0 percent in underlying usage growth and mix.
Last January we indicated to you that we expected weather-adjusted usage per customer to be about flat, with price elasticity effects roughly offsetting the typical 1% growth in underlying usage.  We also indicated that there was a significant degree of uncertainty surrounding our estimate of elasticity.  Through the first three quarters, weather-adjusted usage was running a little below expectations but not significantly so.  However, the fourth quarter saw a significant drop off in usage, particularly in November.  December was also down, but not as much.  We are still analyzing the data to understand the patterns, but there is no obvious single explanation at this point.  We know that the declines are concentrated in the residential customer class, but there is not an obvious correlation with factors such as income or usage.  For the moment, we believe the prudent thing to do is to assume that we are seeing both a price and an income elasticity effect, with disposable incomes being squeezed by such factors as steep increases in insurance rates, and that this is exacerbating the normal reaction to price.  As a consequence, even though our rates are decreasing in 2007 with a lower fuel charge, we are not expecting a proportionate reversal of this year’s elasticity effect.  Instead, we are continuing to use our existing elasticity assumptions.  Nevertheless, this should still lead to a return to positive usage growth for the full year 2007. 
(11) Housing Starts

Many of you have read about the housing slowdown in the media and have asked what impact it may have on FPL’s projected customer growth rates.  The accompanying chart shows monthly housing starts dating back to early 2000.  You can clearly see the bubble that emerged in 2004 and 2005 and the very sharp drop-off in 2006.  However, it is worth noting that there was a slight uptick in November, and the absolute level still remains very healthy and consistent with rates of growth of 80-90,000 new customers in FPL’s service territory.  Nevertheless, it is unclear where the decline will settle out and we will keep you updated as new data becomes available.  We continue to believe that the Florida markets will need to work through an excess supply in the condo market, but we are also confident that the underlying demand for new housing will continue to be strong as long as Florida’s economic and employment environment remains strong.
(12) Florida Power & Light – O & M

For the fourth quarter, FPL’s 2006 O&M expense was $350 million, essentially flat with the year ago figures.  Comparisons with the 2005 fourth quarter are favored by the elimination of the storm reserve accrual as well as lower nuclear maintenance costs.  This was largely offset by continued cost pressures in other areas of the business.  Employee benefits, customer care, and distribution costs all increased relative to the 2005 fourth quarter.  
For the full year, FPL’s O&M expense was $1.374 billion, up from $1.307 billion in 2005.  Higher operating costs in distribution, customer care, and nuclear drove O&M expenses as well as costs associated with Storm Secure and employee benefits.  Productivity improvements and the absence of the $20 million storm reserve accrual helped mitigate these O&M increases. 
Looking forward, Florida Power & Light expects cost increases in employee benefits, fossil generation, customer service, and insurance to be partially offset by continued productivity gains elsewhere.  As we indicated last October, a key to our O&M trend in 2007 will be our Storm Secure initiative.  In simple terms, this program will absorb all of our expected net O&M productivity improvement this year and still leave us with greater than normal O&M growth.  For the next few years, we expect to spend about $40-50 million of incremental O&M per year in support of our storm hardening initiatives. In addition, we expect to commit $100-200 million per year in incremental capital.
(13) Florida Power & Light – Depreciation 

Depreciation in the fourth quarter declined to $199 million from $243 million in the same period a year ago.  For the full year, depreciation fell to $787 million from $951 million.  As you may recall, a key outcome of the 2005 rate negotiations was the implementation of new depreciation rates and new decommissioning contributions.  With our license extension at the four nuclear units, as well as the benefit of continued success in extending the economically useful lives of older fossil units, we were able to decrease depreciation substantially and to eliminate for some years to come contributions to the well-funded nuclear decommissioning funds.

Lower depreciation for the full year was partially offset by the introduction of the Martin and Manatee units which went into service in June 2005, and underlying growth in transmission and distribution plant.
(14) Florida Power & Light – Earnings Contribution Drivers
The table shown here summarizes the drivers of the earnings growth for Florida Power & Light for both the quarter and year.  In the interest of time, I will not read each number for you.  For those of you without immediate access to the slides, they will be available in the investor section of our web site www.fplgroup.com
In total, the quarterly comparison increased 11 cents per share and the increase in the comparative annual figure is 8 cents per share.
(15) FPL Energy – Overview 
FPL Energy had another excellent quarter and an outstanding year overall.  Setting aside the gain on litigation resolution, the fourth quarter showed good growth, despite the presence of a Seabrook outage this year, while the full-year growth in adjusted results was exceptional.  

Driving growth for the year were strong contributions from new assets – primarily new wind projects and Duane Arnold – as well as margin expansion at existing assets, good hydro conditions, and growth in our retail and full requirements businesses.  Wind resources were better than last year, though slightly below the long term averages.  Operational performance was outstanding, with the fossil and nuclear plants collectively having their best year ever for reliability; and the financial results reflect incremental G&A expenditures, primarily for new wind development, that we expect will help us continue to drive growth into the future.
Also of importance for our future prospects, at our Seabrook nuclear facility we completed the second portion of the two-part uprate that we have previously discussed, providing additional capacity that supports our expectations for this year and beyond.  Our portion of Seabrook’s output now amounts to approximately 1,098 megawatts.

We took advantage of the volatility of underlying fuel prices and moved early in the year to lock in favorable pricing on additional 2007 and 2008 hedges.  For both years we are more heavily hedged at this point than has been typical for us in the past.  For 2007 we are essentially fully hedged to the first order impacts of natural gas prices and very significantly hedged against other price movements, including spark spreads.  Over 90% of our expected 2007 equivalent gross margin is protected against commodity price volatility.  For 2008 the comparable figure is 80%.  I will discuss our hedging position in greater detail later.
Our wind development continues to make excellent progress.  We finished the year having added just over 800 megawatts of new wind capacity, including new projects and acquisitions.  This was more than we had originally expected, but opportunities to acquire additional wind assets presented themselves during the year.  As I noted earlier, we expect to add at least 1,500 megawatts of new wind capacity over the 2007 and 2008 timeframe.  Our confidence in our 2008 program was reinforced by the recent one-year extension of the production tax credit.
The combination of new wind projects, the expected increase in contributions from our merchant assets as older hedges roll-off and are replaced by sales at higher prices are the primary drivers of growth in 2007 at FPL Energy, while 2008’s growth profile will be more weighted to new development, which will be a function of the success in completing our 2007 program in a timely manner.  In addition, the acquisition of the Point Beach nuclear facility will help earnings in 2008 and beyond.
(16) FPL Energy Results – Fourth Quarter 2006
FPL Energy’s 2006 fourth quarter reported results were $148 million, or 37 cents per share, compared with $89 million, or 23 cents per share in the prior period results.  Adjusted earnings for 2006, which exclude the effect of non-qualifying hedges, were $133 million, or 33 cents per share, compared to $62 million, or 16 cents per share.  To repeat, this year’s fourth quarter adjusted results include a litigation gain, amounting to 15 cents for the quarter and 16 cents for the full year, which I referred to in my earlier comments.
Excluded from adjusted results are the effects of transactions in the non-qualifying hedge category.  During the quarter, forward prices at the front end of the curve continued to retreat from their peaks, with gas coming down particularly hard.  As a result, we saw gains overall in the non-qualifying hedge category.  These gains were offset by equivalent losses in the value of the underlying physical assets positions, which are not marked to market under GAAP.
By chance, at the end of the year, approximately $1.5 million of net gains in the non-qualifying hedge category remained on the balance sheet.  Looking back, since the beginning of 2001, when we introduced this concept, and at which point there were $7 million of  cumulative losses on the balance sheet, we have had fourteen quarters in which the NQH category has shown gains, and ten quarters in which it has shown losses.  The sum total of the gains and losses is a gain of $8.5 million, thus reconciling to the $1.5 million which is on the balance sheet at the end of 2006.  However, gains and losses in individual quarters have ranged from a high of $74 million in the third quarter of 2006, to a low of negative $56 million in the third quarter of 2005.  As we have frequently noted, the purpose of analyzing our reported results excluding the impact of non-qualifying hedges is to get a better perspective on our economics in the current quarter.  Over time, the effects of the NQH category will necessarily wash out, but any particular quarter’s results can be dramatically affected by the inherent mismatch between transactions which are marked to market under generally accepted accounting principles, and economically equivalent asset positions which are not marked to market.  We continue to believe that it is more useful when analyzing FPL Energy’s current period results to exclude the impact of the non-qualifying hedge category, whether positive or negative.

(17) FPL Energy Results – Full Year 2006

For the full year, FPL Energy’s reported earnings were $610 million, or $1.54 per share, compared with $203 million, or 53 cents per share, in 2005.  Adjusted earnings were $518 million, or $1.31 per share versus $315 million, or 82 cents last year.  
The full year impact of the non-qualifying hedge category was a positive $92 million, reflecting the large decline in 2007 forward prices that we observed over the course of the year.

(18) FPL Energy Contribution Drivers

FPL Energy’s fourth quarter adjusted EPS growth more than doubled from the prior year period, driven to a great extent by the one-time gain on resolution of litigation.  

New asset contributions, namely wind and Duane Arnold, accounted for an eight cent improvement.  Compared with the fourth quarter of 2005, the 2006 fourth quarter benefited from approximately 1,066 megawatts of additional wind capacity.

The existing portfolio was down five cents in the quarter, driven by the refueling and uprate outage at Seabrook.  Most of the other parts of the existing portfolio were up slightly.

Asset optimization and trading activities increased by one penny; and restructuring activities were roughly flat with the 2005 fourth quarter.  In that quarter we had a gain from the sale of three small projects; in 2006 we had a three cent gain from the sale of certain development rights, which we felt the counterparty was better positioned to take advantage of than we were.  

All other factors were a negative penny, including additional interest expense and overhead, partially offset by favorable state tax rate comparisons.  

For the full year, FPL Energy’s adjusted net earnings per share growth was 49 cents.  Of this, sixteen cents is attributable to the litigation resolution.  Setting aside this impact, as well as the retrospective adjustment of 2005 results for the change in accounting, FPL Energy’s contribution to adjusted EPS grew by about 50%. New project additions contributed 28 cents.  FPL Energy’s 2006 wind program included new projects in Texas, Minnesota and North Dakota as well as the purchase of existing assets in Texas, California and Minnesota.  In all, FPL Energy added more than 800 megawatts to its wind portfolio and now owns 4,016 net megawatts of wind.  In addition, the January 2006 acquisition of a 70 percent interest in the Duane Arnold nuclear facility accounted for 415 megawatts of new capacity, and the Duane Arnold team exceeded our expectations for their first year of operations in the FPL Group nuclear portfolio.
The full year contributions from the existing investment improved by 14 cents per share due to better pricing, strong hydro conditions in Maine, and improved wind conditions overall, all supported by strong reliability.  Price volatility provided good opportunities for buying back and re-setting hedges against some of our higher heat rate assets.
Natural resource availability for the full year was mixed.  2006 was a very good year for the Maine hydro assets, with output roughly 30% above normal and 4% above 2005.  Wind resource across the existing portfolio was up relative to 2005 but was still below long-term averages.  The wind indices for the fourth quarter and full year were 99 and 97, respectively.  Relative to normal, the wind resource represented a drag of approximately two cents per share for the year, reflecting the large size of the wind portfolio and its importance in FPL Energy’s economics.  Please refer to the Appendix of the presentation for additional detail on the wind index.
Asset optimization and trading activities added six cents per share, while the year-over-year net effect of restructuring activities was a negative five cents.  
All other activities contributed a negative 10 cents to the year-over-year comparison: increased interest expense accounting for seven cents, and higher overhead accounting for four cents.  All other items added a penny.
(19) FPL Energy Market Update

As I mentioned earlier, FPL Energy is highly hedged for 2007, so changes in 2007 forward prices at this stage have only modest implications for our expected results, assuming continued strong operational performance.  While 2008 is also well hedged, we continue to have some open positions and thus changes in 2008 market forwards may be of some interest.  During the quarter, as this chart show, there was little net change to key forward prices, with spark spreads continuing to trade at attractive levels.
(20) FPL Energy Market Conditions

As you all know, there has been a lot of movement in 2007 forward gas prices.  During the fourth quarter of 2006, the 2007 calendar strip declined from about $8.00 to about $7.00.  Equivalent declines have not been seen in the out years.  As this chart shows, 2008 gas prices remain around $8.00, or about fifty cents below where they were as far back as the Fall of 2005.  Similarly, the ten year strip, while it remains quite volatile and has declined from its extreme peak of January of last year, remains robust at around $7.  We continue to believe that longer term fundamentals support strong gas prices.  Furthermore, any moves towards a nationwide carbon emission control framework, which we believe will happen in due course, will likely increase pressure on gas prices.  Accordingly, we remain very optimistic about the future earnings potential of FPL Energy.
(21) FPL Energy – 2007 Hedging Update

I mentioned in October that we would be revising the way in which we present information concerning our hedging activities at FPL Energy.  As the business evolves and grows more complex it becomes too much of a simplification to think solely in terms of megawatts sold or unsold.

Over the past couple of months we have been working to find a new form of disclosure that helps provide useful information on the degree of exposure we have to fluctuations in commodity prices while also remaining reasonably simple.  The result is shown here and on the following chart and focuses on the percent of expected equivalent gross margin – a term I will define in a moment – that is hedged or otherwise insulated from commodity price fluctuations.  Let me stress that this chart only deals with commodity price exposure, and of course there are many other sources of variability in the FPL Energy earnings profile.  We encourage you also to review the “plus and minus” charts in the Appendix, which provide rough estimates of the likely response of earnings to some of the more common sources of variability.

This chart also introduces a slightly different segmentation than we have previously employed.  In 2007 we expect about 93% or so of our equivalent gross margin to come from business that is directly tied to our physical assets.  The remaining 7% or so will come from businesses such as full requirements or retail, which, while they benefit from the support of the assets, are not directly tied to them and in any case have very different competitive characteristics and margin drivers.  For this small portion, we believe it is more useful to think in terms of margin that is associated with contracts already executed – for which we use the shorthand ‘backlog’ – versus margin associated with contracts that have yet to be originated.  So, for 2007, roughly half of the margin we expect from these kinds of activities is already in the backlog.  For 2008, the figure is not surprisingly smaller, at 20%.

The upper part of the table deals with the 93% or so of expected equivalent gross margin that is directly asset-based.  Here, we have broken the portfolio up mostly by type of commodity exposure, with some additional cuts, such as geography, as well.  In particular, for NEPOOL, ERCOT and Other (which includes PJM and California), we have distinguished between assets for which the primary commodity dependency is spark spread and other assets, for which the primary dependency is the absolute value of power price, often highly correlated with the price of natural gas.  In NEPOOL, for example, our spark spread-driven assets include the combined cycle unit in Rhode Island and the oil-fired assets in Maine, while the NEPOOL – Other segment includes Seabrook and the Maine hydro assets.

For each line of the chart we have provided a rough range of the expected equivalent gross margin, and the % of that margin that is hedged against variability in the primary underlying commodity driver.

Substantively, you will see that we are very tightly hedged for 2007, with roughly 90% of our expected margin protected. 
You will also note that the major open positions are generally with the spark spread-driven assets.  These positions are disproportionately the off-peak hours, particularly for 2007.  It is a mark of how much the markets have changed in the last few years that these now have significant economic value.  However, they are of course less profitable hours than the on-peak hours in general, and they tend to show more volatility.  As you know, we always like to keep some portion of our capacity available to take advantage of volatility, and these positions represent a good way of doing so in the current market environment.

Also of note in this chart is the new additions line, which for these purposes represents additions that would be considered “new” as of January 1st 2007.  This is of course the 2007-8 wind program, and you can see that for 2007 nearly 74% of the equivalent gross margin we expect from these new projects is already identified in the form of fixed-price contracts or other commodity hedges against known projects.  The equivalent figure for 2008 is 58%.
I have mentioned the term “expected equivalent gross margin” several times.  This is a measurement concept designed specifically to support this chart and to enable you to think about all our assets on an economically equivalent basis.  It includes the expected gross margin for all our consolidated projects as well as our share of expected revenues net of fuel costs for equity method investments, plus the value of production tax credits “grossed up” to a pre-tax equivalent value.  Thus, the economic importance of our wind projects and our non-consolidated projects are properly reflected in their equivalent gross margin impact.  Of course, this figure is not one that will ever appear in one place in our income statement, but we think you will find it helpful in analyzing the economics of FPL Energy’s operations.

Before moving on, let me note that this disclosure is still something of a work in progress, and we look forward to feedback from the analyst community.
(22) FPL Energy – 2008 Hedging Update

This chart provides the same information as the previous one except that it represents the 2008 position.  As you can see, about 80% of our expected equivalent gross margin is hedged.  As with 2007, the more significant open positions are with spark-spread sensitive assets.  And, as you would expect, there is more potential for variability around the contributions from new assets and from non-asset based business that would likely be originated later this year or in 2008.

I should also note that these 2008 numbers do not yet reflect the impact of Point Beach.

(23) FPL Group – Fourth Quarter EPS Contributions

To summarize the 2006 fourth quarter, on an adjusted basis, FPL contributed 43 cents, FPL Energy contributed 33 cents, and Corporate and Other was a negative 13 cent contribution.  That is a total of 63 cents compared to 47 cents in the 2005 fourth quarter on an adjusted basis.  The Corporate & Other comparison is driven by the fifteen cent impairment charge taken against FPL FiberNet’s metro assets.  Excluding this item, Corporate & Other benefited from favorable tax effects, mostly reductions in deferred state tax liability occasioned by the rapid growth of FPL Energy.  Included in the numbers is about a seven cent favorable effect that we would not expect to carry over into future years.
(24) FPL Group – 2006 EPS Contributions

For the full year 2006, again on an adjusted basis, FPL contributed $2.02, FPL Energy contributed $1.31, and Corporate and Other contributed a negative 29 cents.  That is a total of $3.04 a share, or an increase of 41 cents over the same period in 2005.  Setting aside the various unusual items I have mentioned, which net to a positive impact, we finished the year a few pennies better than the high end of the $2.80-2.90 range that we set out in October of 2005. It was an excellent year for FPL Group. 
(25) FPL Group – 2007 and 2008 Outlook
Turning to 2007 and 2008, we discussed our initial views of EPS expectations for these years and the drivers behind them on our third quarter call.  Since then, although commodity markets have remained volatile and, as I have described, the front end of the forward curve has declined, there have been no developments that would cause us to change our expectations significantly.
For 2007, we continue to see an adjusted EPS range of $3.35 to $3.45, and for 2008 we see a range of $3.60 to $3.80.  We have not changed the 2008 range to reflect the addition of Point Beach at this stage, although we expect it to contribute a few pennies to that year.  Point Beach’s major accretive impact will come in the years beyond 2008.
We continue to expect very strong growth from FPL Energy, driven both by contributions from new investment as well as the roll-over of existing hedges to new values more closely approximating current market conditions.  Florida Power & Light faces a more challenging year, with significant impact from the Storm Secure program and uncertainty around revenue growth, but we still look for modest growth from that business. 
In terms of the pattern of earnings over the year, it may be worth noting that a significant portion of FPL Energy’s growth will most likely be concentrated in the fourth quarter, since we do not have a refueling outage planned and of course all of the extra output available will be sold at new, higher prices in comparison to 2006.  By contrast, the first quarter will probably show the least growth, as it will be difficult for the existing portfolio to improve much upon the exceptional performance it delivered in the first quarter of 2006.

Many of you have begun to ask how we will finance our 2008 wind program, now that the PTC program has been extended, as well as the pending acquisition of the Point Beach nuclear plant.  As you know, we evaluate all new investments at FPL Energy with an appropriate mix of debt and equity, while the actual determination of any need to come to the market for new equity is made at the enterprise level, taking into account our total investment opportunity set.  While no final decision has yet been made, it seems likely that the total investment we will deploy this year will be greater than we are comfortable funding internally.  On the financing side, we were very pleased with the market reception of our hybrid security issuance last year and we believe there is more room in the capital structure for instruments of this general type.  We have had good success with project financing for wind projects once they are at or near completion, and we will likely continue this approach.  We have the flexibility to fund development and construction on balance sheet and then structure the projects for efficient financing.  In this way we have been able to extract equity dollars for recycling into new projects while still retaining the upside and while conserving our strong corporate credit.

Consequently, we will be re-assessing our net need for external equity later in 2007 when we have more visibility on both our investment opportunities and our financing possibilities.  If we do need to come to the market for additional equity it would most likely not be until late in 2007 or early in 2008.  Of course, we have the flexibility to close on Point Beach independent of any decision on equity issuance.
Also, I should note that we expect the Board to revisit and carefully consider FPL Group’s dividend policy in conjunction with its February board meeting. 

To conclude, therefore, we are pleased with the overall performance we have been able to deliver in 2006.  While we were challenged in a number of areas and not able to achieve every single one of our goals, the net results are nevertheless strong.  And we have clear visibility into an attractive growth profile for the next several years at least.  We look forward to another good year in 2007.

(26) Q&A Session

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