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(1)  Second Quarter 2003 Earnings Conference Call

Bob Barrett:
Welcome to our 2003 second 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 second quarter.  After his remarks, Moray 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, Bob, and good morning everyone. 

(4)  Overview of Second Quarter 2003

FPL Group delivered strong results for the second quarter of 2003, though down slightly from the record performance of the second quarter of last year. Our results were in line with our expectations, and both of our two main businesses enjoyed solid performance during the period.  Florida Power and Light was down slightly, but continued to show good customer growth, offset by O&M and depreciation increases --  while FPL Energy achieved strong growth, primarily on the basis of contributions from Seabrook and from our wind business. Corporate & Other was down relative to last year, as results in 2002 benefited from a significant dark fiber sale at FPL FiberNet.  Overall, we are on track for the year and continue to feel comfortable with our full-year earnings outlook 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) FPL Group Results Slightly Down (Second Quarter)

On a GAAP basis, FPL Group’s net income was $239 million or $1.34 per share, compared with $250 million or $1.46 per share for the second quarter of 2002.  Excluding the effect of non-managed hedges, FPL Group earnings were $241 million compared with $249 million last year.  Last year’s GAAP results included a gain of $1 million after-tax from the mark-to-market effect of non-managed hedges.  This year’s GAAP results include a $2 million after-tax loss associated with mark-to-market effect of non-managed hedges, which as we’ve said in the past we believe are more appropriately considered in connection with the operating results of future periods.  We continue to view results expressed excluding the current period effect of the non-managed hedges as a meaningful measure of current period performance.
(6) FPL Earnings Slightly Lower (Second Quarter)

Net income at Florida Power & Light was $199 million in the second quarter, down from $205 million a year ago and the earnings per share contribution was $1.12, down from $1.20 in 2002.  

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

Customer growth at Florida Power & Light in the second quarter continued very strong at 2.4%.  However, as we mentioned at the end of the first quarter, we had expected lower usage growth this quarter largely because the second quarter of last year benefited from very favorable weather.  While weather-driven usage started out weak in April of this year it improved over the course of the quarter, and for the full quarter we estimate the effect of weather to have been roughly a negative 0.8% compared with last year.  Underlying usage growth continued strong at about 1.3%, leading to total kilowatt-hour sales growth of 2.9%.  
Looking forward to the rest of the year, we anticipate some modest slowing of growth based on our current view of leading indicators; however, the Florida economy continues to perform well. 

(8) Higher O&M at FPL (Second Quarter)

For the quarter, FPL’s O&M expenses were $308 million, up from $285 million a year ago.  This increase was driven primarily by the three main drivers that we have previously discussed: nuclear maintenance, employee health care and various insurance costs.   In addition, O&M was up in fossil generation, owing to the timing of certain work associated with plant outages.  All other cost areas combined were below last year’s levels.
During the quarter we completed a planned refueling outage at St. Lucie Unit #2 nuclear facility, which contributed to the increase in O&M.  As we have previously disclosed, during the inspection of the reactor vessel head we discovered two small cracks, which were repaired.  While we also took advantage of the extended outage to perform additional maintenance work, the outage duration and cost were greater than originally anticipated.  With the completion of this outage, three of the four nuclear units in Florida have now undergone detailed volumetric inspections of the reactor vessel heads, and we will complete the fourth this fall with the Turkey Point Unit 4 outage.  As a reminder, we have placed orders for new reactor vessel heads and our current plan is to begin replacements starting in the Fall of next year. 


Notwithstanding the growth in O&M for the quarter, our target of maintaining full-year O&M cents per kilowatt hour roughly flat with last year remains within reach.

(9) Higher Depreciation at FPL (Second Quarter)

Depreciation increased from $202 million to $223 million, primarily as a result of more plant in service and the timing of the $125 million special depreciation credit that was part of the 2002 rate agreement.   You may recall that last year the depreciation credit was amortized over an eight and a half month period versus a 12 month period this year.  As a consequence, this quarter and the two subsequent quarter’s results will be negatively affected by comparison.  Of the $21 million increase in depreciation, six is due to this timing difference, while the remainder largely reflects the growth in the asset base. Depreciation expense will continue to grow modestly as we continue to invest in generation and distribution expansion to support our revenue growth.  

(10) FPL Earnings Contribution Drivers (Second Quarter)

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

	· Customer growth
	positive 7 cents

	-
Underlying usage growth 
	positive 5 cents

	· Usage associated with weather
	negative 3 cents

	· Depreciation new plant
	negative 4 cents

	· Depreciation credit timing
	negative 2 cents

	-
O&M
	negative 8 cents

	· Other, including share dilution
	negative 3 cents


For a negative 8 cents at FPL.

(11) FPL Energy Earnings Up Substantially (Second Quarter)

Turning now to the wholesale generation business, FPL Energy had a strong quarter, driven heavily by the contributions from portfolio additions, primarily Seabrook and wind.  On an adjusted basis, FPL Energy’s earnings rose to $51 million from $37 million on a comparable basis a year ago.  Both years results exclude the mark-to-market effect of non-managed hedges.

(12) FPL Energy Earnings Per Share Drivers (Second Quarter) 

Project additions were the principal driver of growth at FPL Energy, adding $23 million to earnings, primarily from Seabrook and new wind projects.  Earnings from the existing portfolio were down by $13 million, with modestly improved performance in ERCOT more than offset by the combination of weakness in NEPOOL, lower than average wind resource, and some timing differences in the QF portfolio.  Asset optimization activities were up $6 million compared with a weak performance last year, and lower G&A improved results by $3 million. All other factors, including increased interest costs associated with the growth in the asset base, contributed negative $5 million, as last year’s results included the positive effect of an insurance settlement. 
Before leaving FPL Energy I’d like to point out that we have provided additional detail in the appendix regarding our non-managed hedge transactions.  As a reminder, these are transactions that we enter into in order to hedge or otherwise reduce the risk associated with some of our physical asset positions but which for various reasons must be marked to market under FAS 133.  Because the changes in value of the offsetting physical positions are not marked to market, including the effect of the non-managed hedges in current period income could provide a misleading impression of current period performance and therefore we have chosen to break these transactions out separately.  In evaluating the current period performance of FPL Energy, management examines and analyzes results excluding the mark-to-market effect of the non-managed hedges.
(13) 



(14) 






(15) 2003 Wind Projects 

I’d like now to update you on our construction and development efforts.  As you will recall, we have previously indicated a range of 700 to 1,000 megawatts for our 2003 wind development program, of which we have now announced approximately 835 megawatts of projects.   All these projects are on track for commercial operations prior to the end of the year.  Given where we are in the year and the likely development cycles for individual projects, it is unlikely we will announce substantial additional projects for this year, barring additional acquisition activity.  However, we are very pleased with the development of our wind business this year, and we remain very optimistic about its future.  We estimate that this year we will again have a greater than 50% share of new capacity added and therefore our share of the total business will again increase. 
In addition to our wind development activities, we continue with the final phases of our greenfield fossil program.  During the quarter we commissioned and introduced into service the Calhoun facility in Alabama and the first unit of the Forney facility in north Texas.  We expect to commission the second unit of Forney and the Blythe facility in southern California, during the third quarter.
(16) FPL Energy Contract Coverage

Let me now update you on the progress we have made on our contract coverage position.  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.   These slides were also e-mailed to our analyst distribution list this morning with the press release.  
As Chart number 14 indicates, we continue to make good progress in hedging our market risk exposure for 2004.  Overall, our contract coverage on a capacity basis for 2004 has increased from approximately 53% at the end of the first quarter to 65% at the end of the second quarter.  As a reminder, we like to have roughly 75% of our capacity hedged out for the next twelve months, and thus we would like to enter 2004 with roughly 75% of 2004 capacity hedged.  As you can see, we are making good progress towards this goal.  The largest driver of the increase this quarter has been in our ERCOT portfolio, where 2004 coverage has increased from 8% to 43%.  As we have previously discussed, being patient and taking advantage of the natural volatility of forward markets can be very helpful in executing our hedging strategy.  During the quarter, spark spreads in north ERCOT averaged approximately $10 per megawatt hour.  However, the average spread at which our hedges were executed was approximately $11.40.  As a calibration point, each incremental dollar per megawatt hour in ERCOT is worth roughly two to three cents per share in earnings for 2004 given our current positions in that market.  We therefore continue to believe that we are best served by seeking to optimize the timing and extent of our hedging activity, and we continue to expect to enter 2004 with a portion of our portfolio available to take advantage of expected volatility in that year.

	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	


(17) Earnings Per Share Contributions (Second Quarter)

To summarize the second quarter, excluding the effect of non-managed hedges, FPL contributed $1.12 cents, FPL Energy contributed $0.29 cents, and Corporate and Other contributed negative $0.06 cents.  That is a total of $1.35, representing a total decrease of $0.10 cents over the same period in 2002. 
The Corporate and Other category was down compared to last year primarily due to a sale of dark fiber that benefited last year’s second quarter results.  We still continue to expect FPL FiberNet’s contribution to be about breakeven for the full year.  

Let me now update you on our financing activities and cash flow expectations for the year.  As you may recall, we entered 2003 anticipating a need for external capital to support our investment plan, and we had indicated that this would be in the range of $1.0 billion to $1.5 billion.  Based on changes that have occurred during the first half of the year, we now expect a need for external capital at the low end of that range.

In early July we completed two significant financings.  First, we closed a $400 million bank facility supporting the construction and early operations of two of our new fossil projects, and second, we completed a $380 million project financing of a group of seven of our wind projects.  The latter was particularly encouraging, as it represents the first time in this country that a portfolio of wind projects has been brought to the capital markets and successfully financed.  The bonds were rated investment grade by both Moody’s and Standard & Poor’s, underlining the moderate risk profile of the wind business.

Together, these two financings largely fill our need for net external capital this year.  We will continue to be active in both the bank and capital markets for the remainder of the year, but our currently planned activities will largely be driven by opportunities to optimize our liability structure.  Let me also remind you that, absent the announcement of new investment opportunities at FPL Energy, we expect to be modestly net cash flow positive in 2004 and increasingly so in 2005.

(18) Outlook for 2003 Remains Strong

Turning now to the outlook for the full year, we continue to feel 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.  As a reminder, we expect FPL to deliver approximately $725 to $735 million of earnings, assuming normal weather for the remainder of the year.  We expect FPL Energy to be in the range $165 to $190 million, excluding the effect of non-managed hedges, which cannot be determined at this time, and we expect a drag of 20 to 30 cents per share from Corporate & Other.
So in summary, we had a good second quarter – down slightly from the prior year – but about where we expected, and we are on track for the full year.

(19) 

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