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(1)  First Quarter 2004 Earnings Conference Call

Bob Barrett:
Welcome to our 2004 first quarter earnings conference call. Moray Dewhurst, Chief Financial Officer of FPL Group, will provide an overview of our performance for the first 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) Overview of First Quarter 2004

Notwithstanding the varied effects of weather – both positive and negative – FPL Group’s overall first quarter performance was consistent with our expectations and supports our confidence in our current strategy.  At Florida Power & Light, while weather was responsible for a 17 cent swing in earnings, the fundamentals remained strong.  Growth in customer accounts was the largest we have seen in over a decade, system reliability remained well above competitive levels and base costs continue to be in line with our prior disclosures and well below industry averages.  Our fuel hedging program maintained stability in our net fuel cost position.  At FPL Energy, our conservative strategy of extensive hedging while retaining a degree of upside optionality was reinforced by the impact of the harsh New England winter.  While we were well protected against the downside through our hedges, our open positions – especially our oil-fired assets in Maine – still allowed us to capture some additional upside with very little incremental risk. The strong performance in New England was more than enough to offset a modest weather-driven shortfall against expectations in our wind portfolio.

The quarter also brought to fruition two large transactions at FPL Energy.  We had earlier indicated that we had been working on a complex contract restructuring initiative, which we had hoped to close last year.  This initiative in fact closed this quarter, boosting current period results by about $31 million but more importantly also providing ongoing cash flow benefits.  In addition, we executed an agreement to dispose of our interest in the Bastrop combined cycle facility, which by coincidence resulted in a book loss of about the same magnitude.  I will have more to say about both these transactions later in this call.

Stripping aside the influences of weather – which are highly unpredictable in the short term but quite dependable over the longer term – FPL Group’s performance relies on the continued strong fundamentals at Florida Power & Light, offering a stable and steady base of earnings and cash flow, coupled with the upside potential of our moderate risk business profile at FPL Energy.  The first quarter offers a good example of this combination at work and supports our continued confidence in a range of EPS for the full year of $4.95 to 5.20, assuming normal weather for the balance of the year and excluding 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.

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

(4) FPL Group Results (First Quarter)

In the first quarter, FPL Group’s GAAP results were $138 million or 77 cents per share compared to $175 million or 99 cents per share during the 2003 first quarter.  

FPL Group’s adjusted 2004 first quarter net income was $139 million or 78 cents per share compared to $172 million or 97 cents 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. 

Before going any further, I must apologize for being unable to provide a balance sheet and cash flow statement along with our earnings material today.  As you know, we began providing these last period. Unfortunately, current uncertainty about the impact of a new accounting standard prevents us from releasing them just yet.  Recent interpretations of FIN 46R, an accounting standard that deals with the consolidation of variable interest entities, may require the deconsolidation of three FPL Energy subsidiaries and perhaps the consolidation of three qualifying facilities with which FPL has long-term contracts.  We are seeking further clarification on these interpretations, and in addition, FPL is trying to obtain information from the QFs, which of course we do not control, which would be needed to perform the relevant calculations in the event the recent interpretations are in fact valid.  FPL Group adopted FIN 46R on March 31, 2004 and therefore the recent interpretations do not have any effect on FPL Group’s income statement, nor would they be likely to have a material impact on our net income in any future period.  We expect to have these uncertainties resolved within the next few weeks and will of course provide balance sheet and cash flow statements in our first quarter 10Q. However, we did not wish to delay providing investors with earnings information on our normal schedule.

(5) FPL Earnings (First Quarter)
Earnings at Florida Power & Light were $105 million in the first quarter, down from $135 million a year ago and the earnings per share contribution was 58 cents, compared to 76 cents in 2003.  This difference was almost all due to weather, with the first quarter this year being almost as much below normalized weather expectations as last year’s first quarter was above. 

(6) FPL Historical Growth in Customer Accounts (First Quarter)
Customer growth at Florida Power & Light in the first quarter continued at a remarkable 2.6% compared to the same quarter last year - equivalent to 106,000 new customer accounts – the highest growth rate in more than a decade.  After a sharp drop in the post-September 11th time frame, customer growth has come back steadily, and the outlook for the next few years continues to be strong.  The Florida economy is in good shape, housing starts continue strong, and the contrast between the weather we have been enjoying here and that which much of the northeast has experienced can hardly have dissuaded many people who might be contemplating a move to our service territory.  

(7) Retail Sales at FPL (First Quarter)

To complete the picture for retail sales, usage per retail customer was down 7.7% for the quarter relative to last year driven primarily by weak weather comparisons quarter over quarter.  We estimate that usage associated with weather was down about 6%, possibly more.  You may recall that last year’s results benefited from extreme weather conditions.  In January of last year, we experienced unusually cold weather and recorded an all-time peak of 20,190 megawatts, while last March was one of the warmest on record.  During the first quarter of this year, the weather was delightfully mild.  In January we had none of the deep cold spells that are common for that month, while March and early April have seen a succession of mild days and nights, with neither the heating degree days nor the cooling degree days that are normal for this part of the year.  Florida veterans have commented that they cannot recall a year in which it has remained so mild so late into the spring, which, while very satisfactory to most residents of the state, is less so to a utility executive.  

Underlying usage growth, mix, and all other usage effects netted to a negative 1.7% effect, quarter over quarter.  I should note, however, that this effect represents the residual from the simple linear model we regularly use for reporting quarterly revenue drivers.  As we have noted on several other occasions, in any particular quarter this residual can be quite large without carrying any particular significance.  Our calculation of weather impact is dependent upon correlations between heating and cooling degree days and customer usage by type of customer and is necessarily imprecise, since we use a two-factor model to capture a wide range of effects that may differ significantly in different parts of our wide service territory.  I suspect that for this quarter subsequent more detailed analysis may well show that we have underestimated the impact of weather.    We have historically seen over the last decade underlying usage growth of 1 to 1.5 percent annually and there has been no fundamental change that would cause us to re-assess our view that this trend should continue for at least the next several years.

All of these factors together contributed to an overall decrease of 5.3% in retail kilowatt-hour sales for the quarter.  

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

For the first quarter, FPL’s O&M expense, including amounts recovered through clauses, was $296 million, down from $301 million in the 2003 first quarter.  The major drivers that we have talked about for some time now – nuclear maintenance, employee benefit expenses and insurance costs – continued to be important; however their impact in this quarter was more than offset by the absence of certain legal accruals that we incurred in last year’s first quarter and by productivity improvements in other areas.  We will continue to invest – both through capital and through O&M – in ensuring that our nuclear units remain safe and reliable for the long haul, and this will continue to challenge our year over year O&M comparisons.  We are making progress in reducing the rate of growth of healthcare costs but this continues to be an area of long term concern.  We are increasingly optimistic that 2004 will also see a slowing in the rate of increase of conventional insurance rates, as the insurance cycle starts to turn.  We are confident that productivity improvements in other areas will partially offset these pressure points and we continue to expect O&M to be up only slightly in 2004.

Depreciation and amortization at FPL increased from $218 million in the first quarter of 2003 to $231 million in 2004 as a result of more plant in service.  We expect this trend to continue given our projected capital expenditures.  Since the beginning of this decade, the company has added more than 2,600 megawatts of generation at a cost of approximately $1.3 billion. FPL has also invested more than $3.3 billion in its power delivery infrastructure since 1998. In addition to supporting growth, we have raised our reserve margin from 15 to 20% during this period and have also improved the reliability of an already superior delivery system. All of these represent investment in a fundamentally attractive business. 

Construction continues on schedule on the expansion projects at our Martin and Manatee power plant sites. As you know, these projects will add about 1,900 megawatts of generation in mid-2005. The approval process to add 1,100 megawatts at our existing Turkey Point plant continues with hearings scheduled for early June and a Commission decision slated for July 20, 2004. Final approvals from the state's Siting Board are expected later this year.
(9) FPL Earnings Contribution Drivers 

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

	· Customer growth
	positive 7 cents

	-
Usage due to weather
	negative 17 cents

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

	-
Depreciation 
	negative 4 cents

	· O&M 
	positive 1 cent

	-
Other, including share dilution
	positive 1 cent


For a total 18 cent decrease for the quarter.

(10) FPL Energy First Quarter Summary

Turning now to the wholesale generation business, FPL Energy had an excellent quarter.  Favorable market conditions, coupled with continued solid operational performance allowed the business to add $13 million net income relative to last year, representing a growth rate of 32%.  Our extensive hedging in prior periods ensured good performance overall, while the open positions in New England – primarily our oil-fired assets in Maine and portions of our Maine hydro capacity – enabled us to take advantage of favorable, weather-driven market conditions and add some upside.  In addition, we closed on a complex contract re-structuring initiative which the team had been working on for some time and reached a satisfactory agreement to sell our interest in the Bastrop combined cycle facility.  This project, which does not enjoy the premium pricing available to our other gas-fired assets in Texas, has longer-term upside but is likely to continue to be unprofitable for the next several years.  For us, it is also a stand-alone asset, supporting no native retail load and with limited opportunities for market-based optimization.  Accordingly, although we have incurred an upfront book loss on the transaction, we believe it is a fairly priced deal that reduces our overall merchant exposure without giving up much of our longer term upside.  The elimination of the drag from this position should add roughly three cents per share to FPL Energy’s contributions for each of the next several years.

Finally, our hedging efforts continued, concentrated now more on 2005 and beyond.

(11) FPL Energy Results (First Quarter) 

FPL Energy’s GAAP results were $53 million compared to $44 million in last year’s first quarter.  FPL Energy’s results excluding the effect of non-qualifying hedges were $54 million compared to $41 million 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 3/31/04 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.  We would expect $15 million of these to reverse during the remainder of 2004, implying future period losses in the non-qualifying hedge category, absent future price changes and disregarding the impact of any future transactions.

(12) FPL Energy Earnings Contribution Drivers (First Quarter)

For the first quarter, project additions contributed 4 cents per share with strong contributions from our wind portfolio being partially offset by the drag from new gas merchant assets, which we would not expect to run much during this quarter absent unusual market conditions.  Despite their drag on earnings, these gas assets were cash flow positive and should be increasingly so for the full year.

Earnings for the quarter from the existing portfolio were up by 8 cents per share.  The impact of a modest shortfall in wind contribution, as well as the absence of some favorable items affecting the QF portfolio last year, was more than offset by a very strong performance from our Northeast portfolio.  The Northeast portfolio benefited from improved hydro conditions, strong operational performance and favorable pricing primarily due to the cold weather experienced in that region.  The remainder of the existing merchant portfolio, primarily in Texas, was roughly flat with last year.

I indicated to you last quarter that we would increase our disclosure on wind resource because one of the biggest drivers of current period performance is the variability in the natural wind resource.  Wind, like weather at the utility, will have natural variability around long-term historic mean performance. 

The wind resources available to our portfolio can be estimated from the average wind speeds at some sixteen standard reference towers located near our various projects.  The appendix to this presentation provides you the location of the wind towers as well as some historical and quarterly data by wind tower.  

As we have noted before, the relationship between wind speed at the reference towers and financial results is not simple.  Correlation between the wind speed at the reference towers and our project sites is not perfect; and average wind speeds do not completely characterize the resource available for conversion to electricity at a particular site.  However, we estimate that, on average, given our current portfolio, a change of plus or minus one in the annual portfolio wind index equates to roughly a plus or minus four- to five-cent change in earnings per share.  For the quarter, the wind index was minus four, which means that the contribution from the wind portfolio was about $8 million below normal expectations.

Asset optimization and trading activities were up one cent per share compared with last year. 

Our development and asset restructuring activities netted to zero, as we realized 17 cents per share from the restructuring of related power and gas contracts, which I will describe in more detail in a moment.  This was entirely offset by the loss incurred on entering an agreement to sell our interest in the Bastrop combined cycle facility.

Higher interest expense due to the expansion of the asset base by more than 3,900 megawatts since the first quarter of 2003 negatively affected results by 7 cents per share. All other factors netted to a positive two cents.  Despite the substantial increase in operating assets, tight cost control continued to allow us to leverage the asset base, and Corporate G&A was slightly below last year’s levels.
(13) Power and Gas Contract Restructuring

Let me now provide you more detail on the power and gas contract restructuring at our one of our plants that benefited first quarter results.  The power contract was structured like a typical QF contract that required the plant to run to fulfill a power sales agreement.  At times, it would have been more economic not to run the facility but to purchase power in the market to fulfill the contract.  We were able to renegotiate the power sales contract to give us that flexibility.  We also restructured the associated gas supply agreements to offset the surplus gas position created by purchasing power instead of running the facility.  Both the power and gas counterparties benefited from the contract restructurings.

On a book basis, we recorded a net gain during the first quarter associated with eliminating a liability.  In future years, the restructuring will have a small positive book earnings impact in 2004 and 2005, with little effect likely, either positive or negative, thereafter.  On a cash basis, the ongoing effects are more prolonged, and we expect modest positive cash effects for each year for the remainder of the deal.  The net present value of the restructuring is roughly commensurate with the first quarter book income effect.
(14) FPL Energy Contract Coverage (Revised Asset Classes)

Before we update you on our hedging progress, I would like to explain to you our new contract coverage categories.  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. In order to help you with this transition, we have also provided an appendix page that shows our contract coverage as previously reported.

Our new contract coverage categories better reflect how we manage these assets internally.  The wind category remains unchanged since our wind assets are virtually all under long-term contracts and are managed differently from other fuel sources.  Our next category is now called contracted assets.  This category contains all of our older projects and QFs as well as newer assets with long-term contracts.  These currently include Bayswater, Jamaica Bay, Calhoun and our Doswell peaking facility.  These assets previously appeared in our merchant segment.  Since these assets have long-term contracts for substantially all of their output, we manage them differently than our merchant assets.  Absent contract renewals, we will move them into the merchant category when their contracts expire and we begin actively hedging them through power market transactions.  Finally, the merchant segment includes assets that do not have long-term power contracts associated with them and are actively hedged.  The NEPOOL category includes Seabrook, our hydro and fossil assets in Maine, and our RISEP facility in Rhode Island, all of which are managed together as a portfolio.  The ERCOT merchant segment contains the Forney and Lamar facilities, which also are managed together.  Finally, the all other category includes the Blythe facility in California as well as both Marcus Hook facilities.  

Having explained the new segmentation scheme let me now update you on our 2004 position and introduce the 2005 contract coverage.  Our hedging activity for 2004 is now largely complete, with 82% of our assets positions hedged, up from 74% at the start of the quarter.  These account for well over 90% of our anticipated gross margin.  At this point, we would not expect to undertake additional hedging for 2004 unless some particularly favorable opportunity to lock in margins above our original forecast presents itself.  In addition to this, we are also making good progress on our contract coverage for 2005.  As you can see, we have about 62% of our 2005 output hedged.  We have not yet executed any hedges against the Marcus Hook facility in the Other category, as this project is still in the construction phase.  In addition, we have been able to execute some hedges of capacity as far forward as 2007.

We believe the last few months confirm the validity of our hedging approach.  Last year illustrated the value of remaining patient and selective in adding hedges, while this quarter shows the value of retaining some unhedged capacity to take advantage of favorable market pricing if and when it occurs.  In this way, we can protect the downside, while still leaving some exposure to additional upside.  We have provided you detail in the appendix on recent forward prices for our unhedged merchant portfolio compared to the forward prices observed late last year.

(15) Earnings Per Share Contributions (First Quarter)

To summarize the first quarter, FPL contributed 58 cents, FPL Energy contributed 31 cents, and Corporate and Other contributed a negative 11 cents.  That is a total of 78 cents compare to 97 cents in the 2003 first quarter on an adjusted basis.

The Corporate and Other category was negatively impacted by a one-cent loss at FPL FiberNet with the remainder being higher interest expense. We continue to project roughly breakeven results for FPL FiberNet and an earnings drag related to higher interest expense for the remainder of the year.  The interest impact should be approximately equal in each quarter this year, absent large changes in interest rates.

 Even though we are unable to provide you with preliminary balance sheet and cash flow data, owing to the FIN46 uncertainties I mentioned earlier, I can make a few remarks about the strength of our financial position.  As you know, last year we largely completed both the heavy capital spending phase at FPL Energy and the associated financing plan to support both this and continued investment at Florida Power & Light.  Going into 2004, our committed capex program was about $1.6 billion at Florida Power & Light and about $200 million elsewhere.  Thus, absent large new investment opportunities on the unregulated side, we expected to be modestly net cash flow positive after paying the dividend.  This continues to be our expectation.  On the financing side, last year we increased our utilization of project finance structures, which maximized our ability to raise capital while preserving our overall corporate credit.  Because we are now complete with this program we would expect some of our conventional credit indices, such as book capitalization, to begin to improve, even as our real credit position remains roughly constant.  

(16) Strong Outlook for 2004

To conclude, we remain comfortable with the range of earnings expectations that we set out for you last October.  As a reminder, this range is $4.95 to $5.20 of earnings per share at the FPL Group level, with contributions from Florida Power & Light of $4.20 to $4.35, from FPL Energy of $1.05 to $1.20, and a drag from Corporate & Other of 30 to 35 cents per share.    Our expectations continue to assume normal weather for the balance of the year.  Also as a reminder, our outlooks always 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.  During the first quarter, Florida Power & Light fell short of our expectations, owing to the impact of weather, by roughly the same amount that FPL Energy exceeded them.  With the bulk of the year still ahead, we feel comfortable that we will still be within the overall range we have set out.

(17) Q&A Session

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