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(1)  Second Quarter 2004 Earnings Conference Call

Bob Barrett:
Welcome to our 2004 second quarter earnings conference call.  Lew Hay, FPL Group’s Chairman and Chief Executive Officer will give some opening remarks and then Moray Dewhurst, Chief Financial Officer of FPL Group, will provide an overview of our performance for the second quarter. Armando Olivera, President of Florida Power & Light Company and Jim Robo, President of FPL Energy are also with us this morning.  Following Lew’s and Moray’s remarks, our senior management team will be available to take your questions.  Before I turn it over to Lew 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.

Lew. . .

Lew Hay:
Thank you, Bob, and good morning everyone. 

(3) Overview of 2004

I am very pleased to report that FPL Group had another strong performance in the second quarter of 2004.  Despite the mild weather in April and May, Florida Power and Light had a great quarter, primarily due to a warm month of June, unexpectedly strong customer growth and continued success in managing our costs.  Likewise, FPL Energy has continued to perform well delivering earnings growth at the upper end of our expectations.  Moray will elaborate further on the quarter’s results in just a moment.

With strong results in the first half of the year and positive momentum going into the second half, including the fact that well over 90% of gross margin has been hedged at FPL Energy, we are confident that we can now narrow the range of earnings expectations for 2004.  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, we now expect FPL Group’s earnings per share to be between $5.05 and $5.15.  Moray will give you the revised estimates by segment later in the presentation.

(4) Dividend Policy Update

We have also indicated that we expect to begin generating cash in excess of our internal needs this year.  Considering our financial strength and anticipated ongoing attractive growth prospects, our board has approved a 10 percent dividend increase, raising our quarterly dividend from 62 cents to 68 cents.  This increase provides immediate value to our shareholders and positions our dividend payout more in line with some of our peers while still providing us financial flexibility to invest in profitable growth opportunities.  The increase will take effect with our next regular quarterly dividend payment, which is September 15th.

(5) Outlook for 2005

Before turning it over to Moray, I would like to share a few thoughts with you about how 2005 is shaping up.  While we have not yet begun our budgeting process for 2005, and as such cannot give a range of expectations at this time, we know enough about the major drivers to provide some general direction.  

I recognize everyone is concerned about the negative impact of the conversion of the equity units in the first quarter and the additions of Martin and Manatee mid-year.  While those certainly present a challenge for us, there are other drivers that will help carry our performance, and overall we are very encouraged about the prospects for FPL Group next year. 

 First, FPL will benefit from the stronger than expected customer growth it has been experiencing this year, and we expect strong growth to continue next year.  Second, we are very optimistic that FPL Energy will be able to sustain its track record of rapid growth.  We have made significant progress in hedging our 2005 output at relatively attractive prices, and we are on track for increasing the output of Seabrook through a power uprate in the spring.  Although wholesale markets are still depressed, we believe the worst is now behind us and we will see gradual improvement going forward.  We also remain optimistic about future wind development as we continue to expect the production tax credits to be extended, although the exact timing is uncertain.  We have a growing backlog of projects ready to move into construction and we are set to move quickly once the PTCs are in place. 

In addition to these business drivers, our balance sheet and cash flow remain strong and we continue to expect to be free cash flow positive this year, leaving us with flexibility either to add to earnings through productive capital redeployment or to return incremental value direct to shareholders. 

Given all of this, we believe that we will be able to deliver earnings per share in 2005 that are better than 2004.  As is our normal practice, we expect to provide you with a range of expectations later this fall following the completion of the budget process.  I am extremely proud of the results that we continue to deliver at both FPL and FPL Energy and I am optimistic that we will continue to create value for our shareholders.

Moray will now discuss the results for the quarter.

(6) Overview of Second Quarter 2004

Thank you, Lew. 

FPL Group’s second quarter results reflected good performance from each of our two main businesses.  Florida Power & Light’s strong results were driven primarily by record setting customer growth.  Usage associated with weather was above normal for the quarter but negative compared to last year’s second quarter.  FPL Energy continued to deliver double-digit earnings growth.  Wholesale markets, particularly NEPOOL, began to improve; we enjoyed the benefits of having added significantly to our wind energy portfolio last year, as well as from improved wind resource; and our operational performance continued at high levels.  

As Lew indicated, given the likely range of non-weather drivers for the remainder of the year, we expect earnings to be between $5.05 and $5.15 per share assuming normal weather for the balance of the year.  These expectations also exclude the possible 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 second quarter.

(7) FPL Group Results (Second Quarter)

In the 2004 second quarter, FPL Group’s GAAP results were $257 million or $1.43 per share compared to $239 million or $1.34 per share during the 2003 second quarter.  

FPL Group’s adjusted 2004 second quarter net income was $251 million or $1.40 per share compared to $241 million or $1.35 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) FPL Earnings (Second Quarter)
Earnings at Florida Power & Light were $205 million in the second quarter, up from $199 million a year ago and the earnings per share contribution was $1.14, compared to $1.12 in 2003. 

(9) FPL Historical Growth in Customer Accounts (Second Quarter)
Growth in new customer accounts continued at an extraordinary pace.  The average number of FPL customer accounts increased by 113,000 – the highest level of increase in 10 years – and really since the 1980s.  Today we serve more than 4.2 million customers.  While we do not expect the current extraordinary levels of growth to continue indefinitely, the fundamental attractiveness of Florida’s economy and environment should continue to support customer growth in excess of 2% for at least the next several years.

(10) Retail Sales at FPL (Second Quarter)

Overall, retail kilowatt-hour sales grew 1.2%.  We ended the second quarter with customer growth at 2.7%, while the net usage and mix effect was a negative 1.5%, driven primarily by unfavorable weather comparisons to last year’s extraordinary quarter.  April and May continued the trend of milder weather that we had seen earlier in the year, while June saw a dramatic turnaround.  As a result, the net effect of weather in the second quarter was slightly positive compared with normal but it was well below what we experienced last year.  So weather-driven usage per customer compared to the last-year quarter was down 1.2%.  Underlying usage growth, mix and other was down 0.3%. 

(11) FPL O&M And Depreciation (Second Quarter)

For the second quarter, FPL’s O&M expense, including amounts recovered through clauses, was $319 million, up from $308 million in the 2003 second quarter.  While we continue to experience cost pressures in nuclear maintenance, employee benefit expenses and insurance costs, these items were well within our expectations.  We also experienced higher O&M in transmission and distribution, primarily due to growth.  Our target of maintaining full-year O&M cents per kilowatt-hour roughly flat with last year remains on track.

Depreciation and amortization at FPL increased from $223 million in the second quarter of 2003 to $227 million in 2004, primarily due the Fort Myers and Sanford expansions that went into service last year.  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 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.

In addition, in June, the Florida Public Service Commission approved the proposed 1,100-megawatt gas-fired power plant at FPL's Turkey Point site as the best, most cost-effective project to meet customer needs for electricity beginning in 2007.  Additional reviews and approvals are needed from several state and federal agencies, and a final decision on the project is expected from the governor and Cabinet early next year.

(12) FPL Earnings Contribution Drivers 

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

	· Customer growth
	positive 9 cents

	-
Usage due to weather
	negative 4 cents

	· Underlying usage growth, mix, and other 
	negative 2 cents

	-
Depreciation 
	negative 2 cents

	· O&M 
	negative 3 cents

	-
Other, including AFUDC and share dilution 
	positive 4 cents


For a total 2-cent improvement for the quarter.

Now let’s look into the financial results at FPL Energy.  

(13) FPL Energy Results (Second Quarter) 

FPL Energy’s GAAP results were $69 million compared to $49 million in last year’s second quarter.  FPL Energy’s results excluding the effect of non-qualifying hedges were $63 million compared to $51 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.
(14) FPL Energy Earnings Contribution Drivers (Second Quarter) 

FPL Energy delivered strong growth of 24 percent in adjusted earnings in the second quarter primarily from our world leading wind position, better market conditions, particularly in NEPOOL, and solid operational performance across the portfolio.  

Project additions contributed 9 cents per share with strong contributions from our wind portfolio being modestly offset by the drag from new gas merchant assets. 

Earnings from existing assets were up 5 cents per share driven primarily by improved wind resource and improved market conditions in NEPOOL.  These improvements were somewhat offset by unfavorable comparisons in ERCOT.

Asset optimization and trading activities were also up 2 cents per share compared with last year. 

There were no contributions from development and asset restructuring activities this quarter or in the prior year second quarter.

Higher interest expense, due to the expansion of the asset base since the second quarter of 2003, negatively affected results by 7 cents per share. All other factors netted to a negative 3 cents.  

We have also provided on our appendix pages, our wind index for the quarter.  You will note that although slightly below normal, the wind resource for the quarter was better than last year.  
(15) FPL Energy Contract Coverage 

I would now like 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 we indicated to you during the first quarter call, our hedging effort for 2004 is largely complete.  Therefore, I want to turn your attention to the substantial progress we have made in 2005.  As of the end of the second quarter, we now have 70% of our 2005 output hedged, which would typically translate into about 85 percent of our expected gross margin assuming that remaining open positions were marked to current market forward curves.   

Over the quarter, we have more than doubled our 2005 megawatts hedged in ERCOT – from 24% at the end of the first quarter to 52% at the end of the second quarter.  We saw prices in the north zone of ERCOT firm up over the quarter, and we were able to take advantage of that.  Let me 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.  

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.

Given where we are in our 2005 hedging program at this early stage of the year, we can afford to be patient over the coming months.  Unless market conditions are unusually favorable we would not expect to add greatly to our existing 2005 hedge levels over the summer months.  We will continue to take advantage of the natural volatility of forward markets in executing our hedging strategy, as you have seen us do in the past. 

(16) Other Developments

We continue to be delighted with the excellent performance of Seabrook and the opportunities we see for incremental growth.  Since the acquisition in late 2002, the integration of the team and the operations of the asset have exceeded our initial expectations.  The first phase of a planned uprate will add 72 net-megawatts and will be performed in the spring of 2005.  The second phase of the uprate will add an additional 17 net-megawatts and is currently scheduled for the fall of 2006.  Given current forward prices, this uprate will be substantially accretive to ongoing earnings.  Also, we continue to make excellent progress hedging Seabrook’s output several years into the future at prices substantially higher than we are realizing today.  By 2007, the combination of the additional megawatts associated with the uprate and increased prices, equates to roughly $85 million in incremental net contribution margin – and 60% of 2007 is now hedged.  

During the quarter, we also announced plans to build a 106.5-megawatt wind facility in Oklahoma, contingent on the extension of the production tax credits.  Although we are disappointed that the production tax credits have not yet been extended, we are optimistic that they will be extended by the end of the year.  We have a strong pipeline of wind development opportunities that are just waiting for PTC extension.  Therefore, we feel confident that wind development activities will be a growth driver for 2005 earnings.  

Finally, we completed the sale of Bastrop that we announced in first quarter results.  The elimination of the earnings drag from this asset should add roughly three cents per share to FPL Energy’s contributions for each of the next several years.

(17) Earnings Per Share Contributions (Second Quarter)

To summarize the second quarter, FPL contributed $1.14, FPL Energy contributed 35 cents, and Corporate and Other contributed a negative 9 cents.  That is a total of $1.40 compared to $1.35 in the 2003 second quarter on an adjusted basis.

The Corporate and Other category was negatively impacted by a 2-cent loss at FPL FiberNet with the remainder being higher interest expense. Given half the year complete, we now project FPL FiberNet to be modestly dilutive from an earnings perspective this year.  

(18) Strong Outlook for 2004

To conclude, we are refining our expectations for 2004 earnings to a range of $5.05 to $5.15 per share at the FPL Group level.  We expect contributions from Florida Power & Light of $4.25 to $4.30, 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 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.  

(19) Q&A Session

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