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(1)  Fourth Quarter 2003 Earnings Conference Call

Mary Lou Kromer
Welcome to our 2003 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 2003 as a whole. 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 FPL Group's most recent SEC Form 10-Q.

Moray. . .

Moray Dewhurst:
Thank you, Mary Lou, and good morning everyone. 

(5) 2003: Delivering Results

Before getting into the detail of the numbers, I’d like to start by summarizing 2003 and the results we have delivered.  The year presented our industry numerous challenges including a sluggish economy, depressed wholesale generation markets and continued pressure on credit ratings.  Nevertheless, it was a year of significant accomplishment for FPL Group.

First, both our major businesses delivered earnings for the year that were well within the range of expectations that we originally laid out for you as long ago as October 2002. We believe this speaks well both of our forecasting process and of the natural diversity that exists within our portfolio.  Our Board also raised the dividend, consistent with past practice, maintaining a payout ratio of roughly 50%.

During the course of the year we raised $3.3B in the capital markets and through bank transactions, enabling us to meet external capital requirements, refinance existing high cost debt, significantly extend our debt maturity profile, improve liquidity, and simultaneously reduce our aggregate cost of funding.  Included in these transactions were the first ever capital markets financing of wind projects and a bank financing of fossil assets under construction.  Both of these financings were recognized by various project finance publications as outstanding transactions within the industry and received Deal of the Year honors in several categories. Our financing activities were all consistent with the plans we had previously described and helped us maintain our very strong credit ratings.

At Florida Power & Light, we continued to invest to support strong revenue growth.  We introduced into service nearly 1,300 MW of new capacity, with the addition of peaking units at Ft. Myers and the completion of the repowering of our Sanford facility. We also received approval and began construction work to add 1,900 MW at our Martin and Manatee plants by mid-2005.  In addition, the Nuclear Regulatory Commission issued operating license extensions for two units at our St. Lucie nuclear power plant that will add 20 years to the original license period.  Finally, earlier this week following three months of evaluation of alternative offers, we announced that our Turkey Point expansion proposal has been determined to be the best and most cost-effective option to provide additional electricity for customers beginning in 2007.  If approved by the Public Service Commission and the siting board, this proposal will add 1,100 megawatts for natural gas-fired generation to our existing Turkey Point site.  

2003 was close to a record year for lightning in our service territory.  Nevertheless, we maintained service reliability levels that are well above industry norms, with our customers on average being without power half as often as the nation overall.

At FPL Energy, in addition to growing adjusted earnings nearly 40%, we achieved record performance in several areas.  We added 975 MW of wind assets including 811 MW of newly constructed facilities – the most ever added in a single year in the US.  These additions increase our market-leading position in wind to more than 2,700 net-MW in service and left us as the world’s largest wind operator at the end of the year.  We also commissioned into service during the year more than 2,900 net-MW of clean, efficient gas-fired generation.  Overall, across both FPL and FPL Energy, our construction and commissioning team was responsible for bringing into service nearly 5,200 MW of new capacity this year – more capacity in one year than all but 44 generators in the entire nation own and operate.  We are proud of their accomplishment.

2003 also saw the very successful integration of Seabrook into our portfolio.  We are delighted with the excellent performance of the Seabrook team and the higher than expected earnings contributions from this asset, which we acquired in late 2002.  Seabrook achieved a record-breaking run of 490 days from one refueling outage to the next and the team then completed its shortest ever refueling outage, during which time complete visual inspections of both the bottom-mounted instrument penetrations and reactor vessel head penetrations were made, with no leaks or cracks being found.  The productivity of the entire team has improved substantially.

On the marketing side, we continued to pursue sound, disciplined risk management policies, covering our open positions to reduce risk while intelligently taking advantage of market volatility.  I am pleased to note that we enter 2004 much as we entered 2003, with over 90% of our expected gross margin hedged against commodity price fluctuations.  Although Seabrook was entirely merchant when we acquired it, its capacity is now approximately 90% hedged through 2005 and nearly 60% in 2006.

Our area of greatest disappointment in 2003 was also the area over which we had least control.  We had hoped to be able to add to FPL Energy’s portfolio through acquisition but were disappointed in the unreasonably high prices that were demanded by the market.  Nevertheless, we are satisfied that we did not compromise our investing standards, and we will continue to be highly disciplined in our approach to capital deployment.

Finally, the Edison Electric Institute, the trade association of the nation’s electric utility industry, honored FPL Group with two awards in 2003. FPL Group was the winner of the 2003 Edison Award, in recognition of our success in combining environmental stewardship and financial performance, while Florida Power & Light was awarded EEI’s Emergency Assistance Award for our work in restoration efforts during Hurricane Isabel last year. 

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

(6) FPL Group Results (Fourth Quarter)

In the fourth quarter, FPL Group’s GAAP results were $145 million or 81 cents per share compared to $129 million or 73 cents per share during the 2002 fourth quarter.  FPL Group’s adjusted 2003 fourth quarter net income and EPS were $133 million and 74 cents, respectively.  

Our adjusted results this quarter exclude the mark-to-market effect of non-managed hedges.  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 for the company’s incentive 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 provides a more meaningful representation of FPL Group’s fundamental earnings power.

(7) FPL Group Results Meet Expectations (Full Year)

For the full year 2003, FPL Group’s adjusted earnings were $871 million, compared with $831 million in 2002.  EPS was $4.89, compared to $4.80 in 2002.   

Including the change in accounting principle and the mark-to-market effect of non-managed hedges, FPL Group’s 2003 net income and EPS were $890 million and $5.00, respectively.  Again, please refer to the appendix of the presentation for a reconciliation of GAAP results to adjusted earnings.

(8) FPL Earnings Slightly Higher (Fourth Quarter)

Earnings at Florida Power & Light were $122 million in the fourth quarter, up from $111 million a year ago and the earnings per share contribution was 68 cents, compared to 63 cents in 2002.  

(9) FPL Earnings Slightly Higher (Full Year)

For the full year, FPL earned net income of $733 million compared to 2002 net income of $717 million.  FPL contributed $4.12 per share in 2003.

(10) Strong Retail Sales Growth at FPL (Fourth Quarter and Full Year)

Customer growth at Florida Power & Light in the fourth quarter continued very strong at 2.5%.  Usage per customer was down 0.3% for the quarter relative to last year.  Usage associated with weather was a negative 0.9% while underlying usage grew at 0.6%, a little less than our general trend.  The utility had unfavorable weather comparisons this quarter: last year October was an exceptionally strong month and this year December was mild relative to long-term averages.  Overall, retail kilowatt-hour sales grew 2.2%.  

For the full year, FPL’s customer growth was 2.4%.  Over the last twelve months we have added an average of more than 97,000 new customers.  Usage per customer grew 1.7% for the full year with 1.5% associated with underlying usage growth and 0.2% associated with weather-related usage.  Together, these produced a 4.1% growth in retail kilowatt-hour sales.

(11) FPL O&M (Fourth Quarter and Full Year)

For the fourth quarter, FPL’s O&M expense was $350 million, down from $386 million in the 2002 quarter.  O&M was down for the quarter on a comparative basis due to the absence of one-time, voluntary accrual of $35 million to our storm reserve that we made in the fourth quarter in 2002.  Excluding the accrual to the storm reserve, O&M was essentially flat for the quarter.
For the full year, FPL’s O&M expense was $1,250 million, up from $1,225 million in 2002.  O&M was pressured this year by rising employee benefit expenses, insurance costs and nuclear maintenance expenses.  These increases were somewhat offset by productivity improvements in other areas and the absence of the storm accrual.  We expect cost pressures to continue into 2004 but are confident that productivity improvements in other areas will partially offset these pressure points.  We expect O&M up slightly in 2004.

(12) Higher Depreciation at FPL (Fourth Quarter and Full Year)

Depreciation and amortization at FPL increased from $199 million in the fourth quarter of 2002 to $232 million in 2003 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.  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’s results will be negatively affected by comparison.  Of the $33 million increase in depreciation, $13 million is due to this timing difference, while the remainder largely reflects the growth in the asset base. 

For the full year, depreciation at FPL was higher by $67 million, at $898 million, compared with $831 million in 2002.  More than 40 percent of the increase associated with depreciation is due to generation expansion plans.  Depreciation expense will continue to grow modestly through the middle of 2005, as we continue to invest in generation and distribution expansion to support our revenue growth. The latter half of 2005 will see the introduction of the Martin and Manatee expansions, which will obviously affect depreciation more substantially. 

(13) FPL Earnings Contribution Drivers 

To summarize, Florida Power & Light’s fourth quarter earnings per share were affected by the following:
	· Customer growth
	positive 7 cents

	-
Underlying usage growth
	positive 1 cents

	-
Usage due to weather
	negative 3 cents

	-
Rate reduction
	0 cents

	-
Refund provision
	positive 3 cents

	-
Depreciation – credit timing
	negative 4 cents

	-
Depreciation – new plant
	negative 6 cents

	· O&M 
	positive 12 cents

	· Other
	negative 5 cents


For a total of 5 cents for the quarter.

The negative 5-cent contribution in the other category was primarily driven by increases in property taxes and interest expenses, together with the cost of preferred stock redemptions, partially offset by AFUDC.

For the year, Florida Power & Light’s earnings per share were affected by the following:

	· Customer growth
	positive 30 cents

	-
Underlying usage growth
	positive 17 cents

	-
Usage due to weather
	positive 2 cents

	-
Rate reduction
	negative 21 cents

	-
Refund provision
	positive 10 cents

	-
Depreciation – credit timing
	0 cents

	-
Depreciation – new plant
	negative 17 cents

	· O&M 
	negative 8 cents

	· Other 
	negative 15 cents


For a total negative 2 cents at FPL for the year.

The negative 15-cent contribution in the other category was primarily driven by increases in property taxes, the cost of preferred stock redemptions and share dilution, partially offset by AFUDC.  

(14) FPL Energy Results (Fourth Quarter) 

Turning now to the wholesale generation business, FPL Energy’s results excluding the effect of non-managed hedges were $26 million compared to $30 million last year.  FPL Energy’s GAAP results were $38 million compared to $26 million in last year’s fourth quarter.
During the fourth quarter the FASB issued EITF 03-11 which precluded certain economic hedging transactions at FPL Energy from qualifying for hedge accounting treatment.  Those transactions will now be marked-to-market and will be reported in the non-managed hedge category.  This has resulted in a larger mark this period than we have typically had in the past and is likely to mean more volatility in the non-managed hedge segment in the future.  The ongoing changes in accounting guidance confirm our belief in the importance of segregating the effects of the mark-to-market impact of the non-managed hedges.  Without any change in our economic positions or the timing or amounts of future cash flows, a small change in classification of particular transactions can result in significant changes in reported GAAP results.  Recall that this issue is particularly acute for FPL Energy because the economic offset to the positions which by accounting requirements must be marked to market – i.e. the physical assets themselves – are not marked to market.  Thus GAAP results show only the movement in one part of economically linked transactions.  Because of this, we continue to view results expressed excluding the mark to market impact of the non-managed hedge transactions as a meaningful measure of current period performance. 
For greater precision we intend in future communications to refer to what we have to date called non-managed hedges as “non-qualifying hedges.”  This is intended to reinforce the fact that the transactions we classify this way are economic hedges but that they do not qualify for accrual or hedge accounting under current GAAP.  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.

(15) FPL Energy Earnings Up Substantially (Full Year)

Turning now to FPL Energy’s full year results, on an adjusted basis, earnings were $175 compared to $126 million, a 39% increase, while contribution to earnings per share increased 34%, from 73 cents to 98 cents.  On a GAAP basis, FPL Energy net income was $194 million compared to a loss of $169 million in 2002.  We are particularly pleased with these outstanding results, as they were achieved despite a poor year by historical standards for wind resources and despite only a modest contribution from our asset and contract restructuring activities, owing primarily to timing issues.

(16) FPL Energy Earnings Drivers 

For the fourth quarter, project additions contributed $3 million to results with strong contributions from our wind portfolio being somewhat offset by the outage at Seabrook.  Due to a quirk of timing, the impact of Seabrook’s outage is reflected in project additions.  You will recall that we closed on Seabrook November 1, 2002.  So, consistent with our standard reporting practice, October’s results from Seabrook appear in the project additions category while contributions from November and December appear in the existing portfolio.  

Earnings for the quarter from the existing portfolio were roughly flat with improved wind resource and hydro conditions being offset by weaker prices in some regions.  Asset optimization and trading activities were up $2 million compared with last year. 

Our development and asset restructuring activities were down quarter over quarter by $8 million.  Recall that last year’s fourth quarter benefited from a $14 million gain on a gas contract restructuring compared to a $6 million asset disposition in this year’s fourth quarter.

All other factors netted to a negative $1 million with a negative $9 million associated with higher interest expense being offset by the Amergen breakup fee and other items.  Corporate G&A was essentially flat quarter over quarter.
For the full year, FPL Energy’s adjusted earnings, increased $49 million.  Project additions contributed $82 million, primarily from the full-year effect of new wind projects that came on line, and from Seabrook.  The existing portfolio was down by $26 million, with lower contribution across the portfolio due to a variety of items including weaker pricing in NEPOOL, poor hydro conditions in the northeast and operational issues.  Asset optimization and trading activities were up $8 million compared with 2002.  

Development and asset restructuring activities negatively impacted the comparison to 2002 by $9 million, with one large contract restructuring last year being modestly offset by a small asset disposition and one contract restructuring.  

All other factors, including higher interest expense associated with the growth of our asset base, were a net negative $6 million.

(17) Earnings Per Share Contributions (Fourth Quarter)

To summarize the fourth quarter, FPL contributed 68 cents, FPL Energy contributed 14 cents, and Corporate and Other contributed a negative 8 cents.  That is a total of 74 cents compare to 75 cents in the 2002 fourth 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.

(18) Earnings Per Share Contributions (Full Year)

To summarize the results for the year, FPL contributed $4.12, FPL Energy contributed 98 cents, and Corporate and Other contributed a negative 21 cents.  That is a total of $4.89 representing a total increase of 9 cents over the same period in 2002 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.  FiberNet continues to meet our expectations of being roughly earnings neutral and net cash flow positive through this difficult period for the telecommunications markets.  We continue to see modest growth in the metro markets, where we maintain our strongest relative competitive position.

(19) Strong Outlook for 2004

Our 2004 outlook remains strong.  Let me remind you 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 forward curves at the time our plans are established.  Our baseline expectations of course assume normal weather, both at the utility and at FPL Energy, and operating performance consistent with our historical levels.

We continue to expect an EPS range for 2004 of $4.95 to $5.20, as we laid out on our last earnings call.  This includes ranges of 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.  Included in our expectations across the segments is a negative impact totaling about 4 cents per share attributable to expensing employee stock options, which we indicated last year we would start in 2004.  The fundamental drivers of the expected earnings ranges remain as we described them in October, and I encourage anyone interested to consult our web site for the detail from the last call.

To date we have only set out expectations for the full year, and we do not intend to provide specific quarterly expectations.  However, let me make a few remarks as we start the year about the likely pattern of earnings comparisons with 2003.

Last year, our growth comparisons with 2002 tended to be front loaded – that is, our 1st quarter growth was stronger than our second, etc.  This year, we anticipate the reverse pattern.  In particular, for the first quarter we currently expect a significantly adverse comparison with last year, primarily at the utility and to a lesser extent at Corporate & Other.  The first quarter of last year was marked by a very cold January in Florida and a very warm March, leading to exceptionally strong weather-driven performance, which of course we would not expect to see recur.  Weather for Florida Power & Light alone was worth about ten cents per share in last year’s first quarter.  We are now three weeks into January and we have had no major cold spells and our loads have been far lighter than last year.  Thus, we fully expect FPL to be down substantially in the first quarter relative to last year.    In addition, 2003’s first quarter results had a favorable timing impact from the restructuring of two contracts at FiberNet.  Finally, the anticipated increase in net interest expense within the Corporate & Other category will be concentrated this year in the first two quarters.  For all these reasons, we expect Group earnings to be down significantly in the first quarter relative to 2003 and the majority of our year-on-year growth to be concentrated in the fourth quarter.

Just as a reminder, our outlooks always exclude the cumulative effect of adopting new accounting standards, as well as the mark-to-market effect of non-managed hedges, neither of which can be determined at this time.

(20) FPL Energy 2004 Contract Coverage

Now let me update you on our 2004 contract coverage at FPL Energy.  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.  

I am pleased to report that we have made good progress in hedging our market risk exposure for 2004.  Overall, our contract coverage on a capacity basis for 2004 has increased from approximately 66% at the end of the third quarter to 74% at the end of the year.  As a reminder, we generally like to have roughly 75% of our capacity hedged out for the next twelve months, and have therefore achieved this goal going into 2004.  More important, more than 90% of our expected gross margin from our wholesale generation fleet is now protected against fuel and power market volatility.  

We have increased our contract coverage for our merchant generation fleet across the board this quarter given the more favorable pricing that we have seen.  Let me illustrate that by walking you through our hedging strategy in ERCOT.

(21) ERCOT North Hedging Performance (during 2003)

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.  The hedges we executed this year in North ERCOT are an excellent example of that.  When 2004 forwards were weak during the first quarter, we chose not to hedge in North ERCOT.  During the second quarter, we saw a strengthening in 2004 forward pricing and executed several contracts at favorable pricing.  However, third quarter pricing was weak and we decided to be patient and wait for a pricing rebound.  That strategy proved to be prudent.  When 2004 forwards improved late in the fourth quarter we were able to execute several transactions at higher levels.  Overall, this approach has led to roughly an improvement in expected realized spark spread of more than a dollar per megawatt hour relative to what would have been obtained by simply hedging uniformly throughout 2003.

(22) Wind Resource Fundamentals [Stockton (CA) Annual Wind Speed Index]
Before closing, I’d like to update you on a new element of disclosure that we will be providing in future periods.  As I indicated to you during our investor conference in November, we are committed to providing investors with more information to help you understand the performance of our wind business.  Obviously, the biggest single driver of current period performance is variability in the natural wind resource, just as heating or cooling is the biggest regular source of current period variability at the utility.  Some quarters will be strong for wind, and others will be weak.  We believe it is as important for investors to understand whether we had a weak or strong wind quarter as it is for them to understand whether Florida Power & Light had a weak or strong weather quarter.  Both will vary naturally around a long-term average, and deviations from the long-term average have no particular implications for future performance, either positive or negative.

The wind resources available to our portfolio can be roughly measured by the average wind speeds at some sixteen standard reference towers located near our various projects.  A map is provided in the appendix to this presentation.  Wind speed data for these reference towers are publicly available from NOAA, the National Oceanic and Atmospheric Administration.

This chart shows the ten-year history of average wind speed at the Stockton, CA reference tower, measured relative to the long-term average.  As you can see, 2003 was a weak year for wind resource in this part of the country, with wind speeds being 7% below their long-term average.  On balance, this was true for the portfolio overall, with the average wind speed for the portfolio overall – i.e. the megawatt-weighted average of the mean wind speeds at the sixteen reference towers – being below the long-term average.  Thus, other things equal, we would expect 2004 FPL Energy results to show a favorable comparison to 2003 just due to wind resource, and this was reflected in the explanation of our 2004 earnings expectations provided on our last call.  FPL Energy’s outstanding results in 2003 were achieved despite poor wind conditions, but this could just as easily have been variation in the other direction.  We believe it is important for investors to understand this variation from average performance in the wind portfolio in making their assessments of the fundamental prospects and value of the FPL Energy portfolio.  2003 performance was even stronger than may appear from the raw financial results.

Going forward, it is our intention to provide each quarter an update of the realized wind resource and to show how this translated into output and financial performance.  Of course, the relationship between wind speed at the reference towers and financial results is not simple.  Correlation factors between reference towers and our project sites will vary from time to time; and average wind speeds do not completely characterize the wind resource available at a particular site.  Nevertheless, we believe this additional data will help investors understand better the dynamics of the wind portfolio and of FPL Energy’s business overall.

(23) FPL Group 

In summary, 2003 has been a successful year and one which we believe confirms both the underlying strength of FPL Group and the merits of our strategies.  We have continued to focus on fundamentals, emphasizing cost competitiveness; high quality, reliable service; operational excellence; and a strong balance sheet – factors that we continue to believe are keys to success.  
Furthermore, our ability to execute our 2003 plans positions us well for a strong 2004.  Based on what we can see today, both within our company and in the markets in which we operate, we continue to have a high degree of confidence that our earnings per share for this year will be in the range of $4.95 to $5.20.

(24) Q&A Session

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







20

