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(1)  Third Quarter 2004 Earnings Conference Call

Bob Barrett:
Welcome to our 2004 third quarter earnings conference call.  Moray Dewhurst, Chief Financial Officer of FPL Group, will provide an overview of our performance for the third quarter. Lew Hay, FPL Group’s Chairman and Chief Executive Officer; Armando Olivera, 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 the Appendix herein.

Moray. . .

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

(3) 


(4) 

(5) 






(6) Overview 

FPL Group’s third quarter results reflect the immediate impacts of three hurricanes that struck FPL’s service territory during the quarter.  These storms resulted in lost revenue and other impacts which we estimate amounted to about 15 cents per share, of which 14 cents are reflected in this quarter.  We will provide additional detail later in the call.  Excluding the effects of the hurricanes, FPL had a good quarter with continued strong customer growth and good operational performance.  FPL Energy again delivered very strong earnings growth even though the summer in our two major market areas, New England and Texas, was mild.  We continued to benefit from having added significantly to our wind energy portfolio last year and our operational performance continued at high levels.  

Looking forward, we remain on track for delivering the levels of performance we have previously communicated, excluding the impact of the three hurricanes.  We had previously indicated a range of EPS of $5.05 to $5.15.  Accordingly, we now expect to complete the year with EPS of $4.90-$5.00, including the estimated 15 cent impact from the storms but excluding the impact of non-qualifying hedges.  Through three quarters, the non-qualifying hedge category has contributed a 1-cent loss to reported earnings and with no further market movements would generate additional losses in the fourth quarter, but of course we cannot predict what additional mark-to-market movements there will be for the remainder of the year.  As always, our projections assume normal weather for the balance of the year.

We also indicated last quarter that we were optimistic that we would be able to achieve earnings in 2005 at least as good as the $5.05 to $5.15 we estimated for 2004.  The events of the third quarter have caused us to re-think our expectations for Florida Power & Light, as I will discuss later in the call, but we believe a reasonable range for 2005 EPS at this point is $5.00 to $5.20.  As you all know, 2005 will be a challenging year for FPL because of the introduction into service of 1,900 megawatts of new capacity in mid-year.  In addition, after the storms this season, we now also see a wider range of uncertainty in our expectations for revenue growth.  On the other hand, the recent extension of the wind production tax credits reinforces our expectation that FPL Energy will continue to show strong income growth.  I will elaborate on the segment level expectations as well as the major drivers of the changes from 2004 towards the end of the call.  

Now, let’s look at the financial results for the third quarter.

(7) FPL Group Results (Third Quarter)

In the 2004 third quarter, FPL Group’s GAAP results were $320 million or $1.76 per share compared to $331 million or $1.86 per share during the 2003 third quarter.  

Let me remind you that after we released third quarter earnings last year, the Financial Accounting Standards Board rescinded the effective date of FAS 150 – Accounting for Certain Financial Instruments with Characteristics of Both Liabilities and Equity.  FPL Group’s and FPL Energy’s  GAAP net income as originally reported reflected adoption of the new standard.  As a result of FASB’s actions, FPL Group’s and FPL Energy’s GAAP net income increased by $8 million after-tax or $0.05 per share after the conference call.

FPL Group’s adjusted 2004 third quarter net income was $326 million or $1.79 per share compared to $326 million or $1.83 per share.  Our adjusted results exclude the mark-to-market effect of non-qualifying hedges.  Please refer to the appendix to this presentation for a 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 for 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. 

(8) Florida Power & Light Earnings (Third Quarter)
Earnings at Florida Power & Light were $275 million in the 2004 third quarter, down slightly from $277 million a year ago and the earnings per share contribution was $1.52, compared to $1.55 in 2003. 

(9) Impact of the 2004 Hurricanes

FPL’s quarter was dominated by the impact of an extraordinary succession of three hurricanes, each of which did major damage in parts of our service territory and caused extensive power outages.  Roughly three-quarters of our customers lost power during at least one storm and many suffered direct impacts from all three.  In total, we experienced approximately 5.4 million customer outages.  Employees and customers alike suffered damage to homes and personal property, and businesses were closed or disrupted for extended periods.  From the second week in August until the early October virtually all activity at FPL was dedicated either to preparing for storms or restoring service in the wake of the damage and destruction caused by them.  We are proud of the achievements of all our people and grateful for the support we have received from our contractors and from the many other utilities who came to our aid.

The principal short-term financial impact of the storms is a loss of revenue, as customers are without service.  We can estimate the lost revenue impact from the number of customers without service each day and normal usage rates per customer.  In addition, we typically will see a modest uptick in uncollectible accounts, as resources normally dedicated to collections are diverted to support storm restoration activities.  It is worth noting that roughly three-quarters of FPL’s employees were assigned to storm duties at some point during the quarter, and many FPL Energy employees based in Florida also helped out in various logistics support roles.  Without this massive allocation of resources we could not have restored power as quickly as we did.  I will talk more about our restoration efforts in a moment.  
Overall, we estimate that the three storms will reduce FPL’s earnings for the year by approximately $27 million or fifteen cents per share.  Of this, fourteen cents appears in this quarter’s results, with the remaining penny likely to affect the fourth quarter.

Apart from the fourteen-cent impact FPL’s results were good.  Customer growth continued strong, weather apart from the hurricanes was neutral, and underlying usage growth appears to have recovered from the unfavorable trend of the first two quarters.  I should note that long-term weather statistics suggest that our 2004 experience is something like a one-in-one-hundred year event.
(10) FPL Historical Growth in Customer Accounts (Third Quarter)
Turning to some of the more normal revenue drivers, growth in new customer accounts continued at a very rapid pace in the third quarter.  The average number of FPL customer accounts increased by 116,000, or 2.8% – a faster pace of growth than we saw in the first two quarters of this year and much faster than our long term average of about 2%.  Customer accounts would have been around 120,000 if not for the loss of approximately 12,000 accounts immediately attributable to the recent hurricanes.

In terms of growth projections, we have previously indicated that we do expect growth to moderate somewhat.  In addition, we must now consider the potential impact that this hurricane season may have on future periods, which I will be talking about later in the call.

(11) Retail Sales at FPL (Third Quarter)

Overall, retail kilowatt-hour sales grew 0.6%, despite the negative impact from the hurricanes.  Of this, 2.8% was due to customer growth.  We estimate the combined effect of the three hurricanes to have been about a negative 3.4%, with non-storm related weather impacts a negative 0.2%.  Underlying usage growth, mix and all other effects netted to a positive 1.4%, which is much more in line with longer run trends than the levels reported earlier in the year.  It is important to note that our estimate of storm related lost usage is necessarily simplistic, being based on a combination of the expected average daily usage per customer and the number of customers without power for each day for each storm.  Trying to separate precisely the weather impacts of a hurricane during the days immediately before and after its passage from normal summer weather variation is not productive. 
(12) FPL O&M And Depreciation (Third Quarter)

For the 2004 third quarter, FPL’s O&M expense, including amounts recovered through clauses, was $323 million, up from $292 million in the 2003 third quarter.  Excluding the hurricanes, the primary drivers of the increase were nuclear maintenance and insurance. 

Depreciation and amortization at FPL increased from $224 million in the third quarter of 2003 to $227 million in 2004, primarily due to more plant in service.  Depreciation expense will continue to increase as we invest in generation and distribution expansion to support our revenue growth.  We expect that depreciation expense will grow modestly now through the middle of next year when the expansion of Martin and Manatee come on-line.   These projects will add about 1,900 megawatts of generation and are on schedule to be in service by mid-2005 at an expected cost of $1.1 billion.

(13) FPL Earnings Contribution Drivers (Third Quarter)

To summarize, Florida Power & Light’s third quarter earnings per share were affected by the following:

	· Customer growth
	positive 10 cents

	-
Storm impact
	negative 14 cents

	-
Usage due to weather (excl. storms)
	negative 1 cents

	· Underlying usage growth, mix, and other 
	positive 6 cents

	-
Depreciation 
	negative 1 cents

	· O&M 
	negative 6 cents

	-
Other, including AFUDC and share dilution 
	positive 3 cents


For a total 3-cent decline for the quarter.

(14) Charley’s Approach to Florida
Before leaving FPL, I’d like to take a moment to discuss our storm restoration effort in a little more detail and explain the impact on our funded storm reserve.

Thanks to advances in weather forecasting we can now expect in most cases to have good warning of the approach of a hurricane.  Our preparation begins approximately three days in advance of anticipated landfall.  Based on projections at that point, which are constantly updated thereafter, we estimate the likely impact on our system and plan our restoration effort accordingly.  This planning includes allocating materials and supplies, calling on other utilities for assistance, selecting the location of staging areas to be used for the restoration effort, securing logistical support and, most importantly, preparing the allocation of restoration crews to areas likely to be affected.    
(15) Repairing the Damage
As the storm moves through we begin our restoration effort, recognizing that crews cannot safely work until winds have died down to no more than 35 mph, which may take many hours.  Much initial restoration in less damaged areas can be effected by switching power around outages, and our process is designed to get the greatest number of customers back quickly subject to the need to devote resources to critical customers like hospitals, fire stations and police stations.  
(16) Exceptional Logistical Response
As the restoration progresses we reallocate crews towards the most challenged areas after dealing first with the easiest tasks.  At this point in the restoration effort, we may have 10 or more staging areas like those shown here to handle the daily flow of work.  Crews receive these daily work orders and new supplies here.  They also eat breakfast and dinner here.  The staging area is the hub of the local restoration effort providing all logistical support to 7 or 8 hundred crews. 
(17) Progress During Restoration
Because of the nature of the restoration process, the typical restoration curve, illustrated here, shows very rapid restoration early on, gradually slowing in productivity as our crews move from fixing problems affecting thousands to fixing a small cluster of customers or an individual service.  As you can see, we were able to restore about 90% of customer affected within a week.
The shape of the restoration curve, the total time to restore and the total cost are driven by three major factors: the nature and extent of the damage, the efficiency of the process; and the scale of resources that can be usefully applied to the restoration effort.  In general, we seek to allocate as large a scale of resources as we can, subject to limitations on how many crews we can draw in from other geographical areas and how many we can usefully deploy in a particular local area.  This minimizes total restoration time.  In this respect, the enormous scope of Frances, which caused outages in every county that we serve, presented a special challenge, as there are practical limits to how many crews we can call upon from other utilities.

(15) Restoration Better than Predicted

Our overall restoration performance in each of the three storms was good.  We significantly outperformed a Department of Energy projection for restoration times, and our benchmarking data show that our competitive performance was excellent.

(16) Hurricane Financial Implications

Let me turn now to the financial impact of the storms. First, and most obviously, each of the storms had a significant impact on our poles and wires infrastructure. While in most cases we were able to restore service by installing new transformers and wire, there were areas of our territory that essentially had to be rebuilt.  While we have not completed the final accounting of all restoration costs for the three hurricanes, to date we have accrued a total of approximately $650 million recoverable from the storm reserve. This exceeds the value of the reserve by approximately $300 million.  After finalizing and auditing these numbers, we intend to seek recovery of the excess costs in a manner consistent with Florida Public Service Commission directives.  The PSC order of October 8 reiterated that prudently incurred restoration costs are recoverable.  The exact timing and manner of recovery have yet to be determined.
The second major impact of the storms was the loss of revenues due to customer outages and weather.  We estimate that our revenues were reduced by approximately $36 million in the third quarter. We always expect to experience weather variability, and the third quarter usually contains more revenue variability than other quarters; however, the revenue lost to the storms is far greater than what we might normally expect.

(17) FPL Energy Results (Third Quarter) 

Turning now to the wholesale generation business, FPL Energy’s 2004 third quarter GAAP results were $61 million, or $0.34 per share, compared to $63 million, or $0.35 per share in last year’s third quarter.  FPL Energy’s results excluding the effect of non-qualifying hedges and the cumulative effect of adopting an accounting standard were $67 million, or $0.37 per share, compared to $58 million, or $0.32 per share last year.  

As in prior periods, we have provided in the appendix more detail on the balance sheet impact and expected future reversal of currently marked transactions. As of 9/30/04, there was a net total of $24 million in derivative assets, representing gains that have been recorded and disclosed in the non-qualifying hedge category in prior periods but which we believe are more usefully considered in the context of future periods’ performance.  Other things equal, these gains will turn around in future periods.  If there were no new transactions and no movement in market prices we would expect $11 million to reverse in the fourth quarter and the remainder in future years.  

(18) FPL Energy Contribution Drivers
FPL Energy’s 2004 third quarter again showed strong performance, with growth in adjusted earnings of 16 percent.

New projects added 3 cents per share with strong contributions from our new wind portfolio being partly offset by losses from Blythe, a combined cycle gas merchant project located in California that came into service in December of 2003.

Earnings from existing assets were up 8 cents per share.  Results benefited from the commencement of a contract on the remaining 50% of the capacity at the Calhoun peaking facility, in Alabama, as well as from improved performance in ERCOT.  We were pleased with the performance both in ERCOT and in NEPOOL, where earnings were flat with last year, as neither region experienced anything approaching a normal summer, with cooling degree days being 10 percent below normal.   Our wind portfolio saw fairly typical resource conditions, with the portfolio wind index averaging in at 101, as indicated in the appendix. 

Asset optimization and trading activities were down 1 cent per share compared with last year, and there were no contributions from development and asset restructuring activities this quarter, producing a comparison of negative 2 cents versus last year.

Higher interest expense, due to the expansion of the asset base since the third quarter of 2003, negatively affected results by 3 cents per share. All other factors netted to zero.

(19) FPL Energy Contract Coverage (2005)

I would like now to update you on our hedging progress.  I would encourage you to access the slides that are available on our website, www.fplgroup.com under the investors section, since I will not review every number on the slide.  These slides were also e-mailed to our analyst distribution list this morning with the press release. 

As of the end of the third quarter, we now have 74% of our 2005 available capacity hedged, which translates into more than 85% of our expected gross margin assuming that remaining open positions were marked to current market forward curves.   

During our second quarter call we indicated that we did not expect to add greatly to our hedges unless market conditions were unusually favorable.  For the last couple of years the summer has not proven to be a particularly good time to add to hedges.  Nevertheless, during the third quarter, we have increased our 2005 megawatts hedged in ERCOT – from 52% at the end of the second quarter 2004 to 69% at the end of the 2004 third quarter.  We saw prices in the north zone of ERCOT offer good opportunities at times during the quarter and we were able to take advantage of this.  I should again remind you that our “Other” category in 2005 reflects the megawatts of the Marcus Hook facility but, as is our normal practice, we do not expect to execute significant hedges against this asset until it is fully tested and operational.

As a result of our success with our hedging program we are now essentially at our target for going into 2005.  Consequently, we would not expect to increase the overall hedge position greatly in the fourth quarter. However, if attractive opportunities present themselves we are still well positioned to take advantage of them.

In addition to our progress with 2005 hedging, we continue to layer in some hedges for 2006 and 2007 as opportunities present themselves.  The roll-off of some of the early Seabrook hedges during this period provides us additional upside at current market prices as we indicated during the second quarter call.

(20) Developments at FPL Energy
Our wind development efforts have continued to move forward and we were delighted to see Congress pass, and the President sign into law, the extension of the Production Tax Credit program which had expired at the end of 2003. The program now runs through the end of 2005.  We have several projects ready to go including the 106.5 megawatt Oklahoma project announced earlier this year and the 114 megawatt Callahan project in Texas announced earlier this week and we have released construction orders for approximately 240 MW of capacity already.  Because of the late date of the PTC extension, we will be limited in how much capacity we can install in 2004, but we expect to add 250 to 750 megawatts by the end of 2005. 

(21) Earnings Per Share Contributions (Third Quarter)

To summarize the 2004 third quarter, FPL contributed $1.52, FPL Energy contributed 37 cents, and Corporate and Other contributed a negative 10 cents.  That is a total of $1.79 compared to $1.83 in the 2003 third quarter on an adjusted basis.

The Corporate and Other category was negatively impacted by a 1 cent loss at FPL FiberNet with the remainder being mostly higher interest expense. We expect FPL FiberNet to be slightly dilutive to earnings this year while continuing to throw off modestly positive cash flow.  

(22) Outlook for 2004

To wrap up 2004, we continue on track for delivering the levels of performance we have previously projected, excluding the impact of the three hurricanes.  We now expect to complete the year with earnings per share of $4.90 to $5.00, including the estimated 15-cent impact from the storm.  We expect contributions from Florida Power & Light of $4.10 to $4.15, equivalent to the $4.25 to $4.30 pre-hurricane impact that we had previously laid out, from FPL Energy of $1.15 to $1.25 and a drag from Corporate & Other of 35 to 40 cents per share.  Our expectations continue to assume normal weather for the balance of the year.  Also as a reminder, our outlook always excludes the effect of adopting new accounting standards, as well as the mark-to-market effect of non-qualifying hedges, neither of which can be determined at this time.  

(23) Outlook for 2005

Turning now to the outlook for 2005, you will recall that in our last earnings call we gave a general indication of our expectation that 2005 EPS would be better than 2004, notwithstanding the obvious challenges of the impact of new generation at FPL and share dilution at FPL Group.  While we still believe that this will be the case and are setting internal targets accordingly, we have to acknowledge that there is now a much greater range of uncertainty around next year’s earnings at FPL than we would normally expect.  We simply do not know what impact this extraordinary hurricane season may have on short-term revenue growth; and of course revenue growth at FPL is the biggest single driver of earnings growth overall for the Group.  We feel very confident in the prospects for FPL Energy next year, our wind development efforts are very much on track, and our financial strength is excellent; but the near-term outlook at FPL is much more uncertain.
Overall, we are setting out the following ranges: at FPL, $3.95 to $4.10; at FPL Energy, $1.30 to $1.45; at Corporate & Other, a drag of 30 to 35 cents per share.  Together, these suggest a range for FPL Group EPS of $5.00 to $5.20.  As always, these exclude the effect of adopting new accounting standards, as well as the mark-to-market effect of non-qualifying hedges, neither of which can be determined at this time. 

Let me remind you also that the starting point for our expectations on the FPL Energy side is always our current contractual commitments, coupled with marking the merchant component of the portfolio to market based upon current forward curves.  Our baseline expectations of course assume normal weather, both at the utility and at FPL Energy, and operating performance consistent with our historical levels.

(24) FPL 2005 Earnings Contribution Drivers

Our chief area of uncertainty is the impact that this hurricane season may have on short-term growth at FPL.  We remain very confident that over the medium and longer-term the Florida economy will continue its well-established trend of growth, as the economic and demographic drivers remain as before.  Florida continues to be an attractive place to live and to conduct business; it is increasingly a hub for trade and finance related to Latin America and the Caribbean basin; and its economy continues to diversify from its historical roots in agriculture and tourism.

We have re-examined FPL’s history after hurricane Andrew and can see no strong evidence of a significant downturn in customer growth.  However, we recognize that this is not necessarily a good guide to what we may experience next year after an unprecedented – and obviously well-publicized – hurricane season.  We know that the national media do not always present a balanced picture of events in Florida, and while we are well aware that the state is vibrant and very much alive and kicking, we are also aware that some people in other parts of the country may not have an accurate impression of the reality here.

For all these reasons we are approaching 2005 with a degree of caution.  Our baseline expectations at FPL do call for a slower rate of customer growth than in recent years – 1.5% to 2.0% – and the range is wider also.

FPL also will bring into service of 1,900 megawatts of new capacity at our Martin and Manatee sites.  These projects, despite challenges from hurricanes, remain on track for their June 1, 2005 in-service dates.  A competitive RFP process established that these were the lowest cost sources of new capacity, but in the short term they clearly will pressure profitability.  The overall effect next year, taking account depreciation, interest expense and the reduction in AFUDC once they enter service will be a drag of 15 to 17 cents per share.

Another item that will negatively affect next year is the run off of the pension transition credit.  This amounts to approximately 8 cents per share, of which 6 cents is at FPL.  While this has no cash impact it is a drag on earnings growth.

We project O&M excluding the pension credit to grow in the 1.5% to 3% range which will negatively impact O&M by 6 to 12 cents per share.  Existing capital expenditure plans will increase depreciation expense by 4 to 6 cents.
Finally, all other factors including share dilution, AFUDC, interest and property taxes negatively impact results by 13 to 17 cents per share. 
Together, these drivers suggest an EPS range of $3.95 to $4.10 for FPL in 2005.
(25) FPL Energy 2005 Earnings Contribution Drivers

Comparatively speaking, we see a clearer picture on the FPL Energy side.  First, 2004 to date has been a slightly below average year overall for wind resource though better than last year.  Returning to average conditions should add 4 to 5 cents per share.  Normalizing for the impact of a power and gas restructuring contract and the sale of Bastrop earlier this year, will impact earnings by a negative 1 cent. Next, with the extension of PTCs through December of 2005 we expect to be able to add between 250 and 750 megawatts of new wind capacity.  Depending on exact timing, this should add 11 to 17 cents to earnings. Third, a spring refueling outage at Seabrook, which will be partially offset with the planned net-72 megawatt uprate, will reduce results by 3 to 5 cents.  Fourth, certain contract restructurings previously disclosed will have ongoing positive effects, and for 2005 this will add about 6 to 8 cents.  We also expect new restructuring activities to positively impact results by 5 to 8 cents.  Partly offsetting these will be increases in interest expense, reducing the growth in earnings by between 14 and 20 cents.  A variety of other smaller items should add about 6 to 11 cents per share.

Putting all these factors together suggests a reasonable range next year of $1.30 to $1.45 per share.  As always, variation in the drivers just listed does not form the only source of potential variability in future results.  We have included in the appendix a slide giving rough ranges for some of the major drivers of variability, of which wind resource natural variability is significantly the largest.

Overall, we are not anticipating dramatic changes in spark spreads next year.  In fact, we are assuming that the market-driven performance of the existing portfolio will be roughly similar to this year.  As such, a comment on our gas-fired merchant assets is warranted.  We have said for some time that these assets are generally cash positive while a drag on earnings.  This is relevant for two reasons.  First, these projects have real economic value when evaluated on a discounted cash flow basis.  However, because they currently are a drag on book earnings, simple P/E valuation implies negative equity value.  We believe this is fundamentally incorrect.  Secondly, as merchant markets return to equilibrium the margins on these assets will expand.  This upside essentially is a free option since the assets are already paid for, and options always have positive value.  We estimate for 2005 that the gas-fired merchant assets will reduce earnings per share by 30 to 40 cents per share.

(26) Outlook for 2005

To summarize, 2005 will be challenging but we remain optimistic that we will provide earnings growth over 2004.  Our focus on fundamentals, emphasizing cost competitiveness; high quality, reliable service; operational excellence; and a strong balance sheet continues to serve us well.  We expect good revenue growth at Florida Power & Light, but we will be challenged by the addition of the Martin and Manatee plants.  At FPL Energy we expect to benefit from a strong build out of new wind projects, an uprate of capacity at Seabrook partially offsetting a refueling outage in the spring and a modest drag from the Marcus Hook new merchant fossil unit and increased interest.  At Corporate, we anticipate modest earnings dilution, but positive cash flow from FiberNet, coupled with moderately higher interest expense.  We expect to issue about 9.3 million shares in association with the conversion of the equity units in February and dependent upon cash flow and investment opportunities, we expect to be able to repurchase some common stock in 2005.  Altogether, these effects should lead to moderate growth in EPS.  We continue to enjoy a very strong financial position, and while we have been disappointed so far in the asset acquisition markets, we will maintain our patient and disciplined approach, which will mean additional upside if we are successful.

(27) Q&A Session

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