








































































































Flerida, FPL is unable to predict what impact would result from a change to & mom compatitive environment or when such &
change might occur. Various states, other than Florids, have either enacted legislation or are pursuing initistives designed to
dereguiate the production and sale of slactricity. Dereguiation related sctivities ere aiso being pursued on the federal level.
See Note 1 - Regulstion. Dereguistion of the elaciricity utilly market presents both opportunities and riaks for FPL Energy.
Opportunities exist for tha selective acquisition of gaeneration aasets that are being divestad under deregulation plans and for tha
construction and operation of sfficiant piants that can sall low-cost power in competitive markets. Howsver, market-based pricing,
competitive sources of supply and the reduced availability of long-term power sales agreements may result in fuctuations in
revenues and samings. Substantisly sl of the energy producad by FPL Enangy’'s independent power projects is sold through
long-term power sales agreements with utiities.

FPL Group is continuing to work to resolve the potential impact of the year 2000 on the procsssing of information by its
computer systems. A mult-phase plan has been developed consisting of inventorying potential problems, assessing what will
be required to addrass each potential problem, taking the necessary sction o fix each problem, lesting to see that the action
taken did result in year 2000 readiness and implementing the required solution. The inveniory and assesament of the
information technology infrastructure, computer applications and computerized processes embadded in operating eguipment
has been compieted and approximately 80% of the necessary modifications have been tested and implemented. FPL
Group's efforts (o assess the year 2000 readiness of third parties include surveying important suppliers. Meetings are being
conducted with sole source and certain suppliors. Results of our supplier readiness sasassment are being considered in the
development of our contingency plans to heip ensure that critical supplias are not intermupied, that large customers are sbie to
receive power and that trensactions with or processed by financial institutions will occur as intended. FPL Group is on
schedule with its multi-phase plan and all phases sre expecied to be completed by mid- 1899, except for confirnatory lesting
at St. Lucie Unit No. 1, whicn will be completed during & schedisded refusling oiutage beginning Cctober 1999. The estimated
cost of addressing yeer 2000 issues is not expeciad o exceed $50 miflion, of which approximataty 40% had bsen spent
through December 31, 190968. Approximetsly 80% of the tolal estimate is for the multi-phase plan. The remainder is an
estimate for project and Inveniory contingencies. The majority of these costs represent the redeployment of existing
resources and, thersfore, are not expecied (o have a significant effect on O&M expenses.

At this time, FPL Group believes that the most reasonably likely worst case scenarios relating 1o the year 2000 could inciude
a temporary disruption of service to cusiomers, caused by a potential disruption in fuel supply, water supply and
lelecommunicalions, as well as transmission grid disruptions caused by other companies whosa electrical systems are
interconnected with FPL. FPL Group's year 2000 contingency planning s cumently underway to address risk scanarios at the
operating level (such as generstion, transmission and distribution), as well as at tha business level (such as customer
service, procurement and mccounting). These plans are inlendsd lo mitigate both imernal risks and potentisl risks in FPL
Group's supply chain. Contingency plans ere axpected 10 be completed by mid-1809, allowing the second half of 1998 for
communication and training. In additon to preparing inlemal contingency plans, FPL alao parlicipated in the devetopment of
the state's electric grid contingency plans and expects to participate in natonal drills during 1899 that are designed 1o test
various operating risk SCenarios.

In June 1988, the Financial Accounting Standards Board (FASB) issued Statemen! of Financial Accounting Standards No.
{FAS) 133, “Accounting for Derivative instruments and Hedging Aclivities.” The statement establishes sccouniing and
reporting standards requiring that every derivative instrument (including certain derivative insiruments embedded in other
contracls) be recorded in the balance sheet as either an asset or lability measured at ils fair value. The statement requires
that changes in the derivetive's fair value be recognized cumently in asrnings unkess specific hedge sccounting crileria are
mel. FPL Group and FPL are currently asseseing the effact, i any, on their financis! statements of implementing FAS 133.

FPL Group and FPL will be required to adopt the standard in 2000

in January 1998, an FPL Group Capital submdiary sold 3.6 million common shares of Adelphia Communications Corporation
slock resulting in an afier-lax gain of approximately $£9 milion. An agreemeni was aiso reached o sell FPL Group Capial's ore-
third interest in a iimited partnership. While the tarms have not been finalized, the aale of the hmited parinership inlerest is
expecied to have a positive effect on FPL Group's results of operations

Liquidity and Capital Resources

FPL Group's primary capital requirements conaist of expenditures to meet incressed electricity usaga and customer growth of
FPL. Capital expenditures of FPL for the 1800-2001 period are expected to be approximately $2.8 billion, inciuding $910
milkion in 1999. The increass In FPL Group's 1698 capital expenditures reftecis the investment in two powers plants in the
Northeast, while the incresas in FPL's 1998 capitsl expenditures is primanty the result of improving distribution system
rehabiity. FPL Group Capitsl and its subsidiaries have guaranteed approximatety $305 miltion of purchase power egreement
obligations, debt service pasyments and other payments subject to certain contingencies. FPL Energy is a party to & contract
to purchase ali of Central Maine Power Company's non-nuclear genersation asssts for $840 million. The contract is subject to
a civil action initiated by FPL Energy. See Note 8 - Commitments and C antingendes
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FPL GROUP, INC. AND FLORIDA POWER & LIGHT COMPANY
NOTES TO CONSOLIDATED FIRANCIAL STATEMENTS (Continued)

2. Employee Retirement Benelits
FPL Group and its subsidiaries sponsor a noncostributory defined benefit pension plan and defined benefit postretirement plans

for health care and life insurance benefits (other benefita) for subsiantially all employees. The foliowing tables provide a
reconciliation of the changes in the plans’ benefit obligations and fair value of gusets over the two-year period ending September

30, 1998 and a statement of the funded status of both years:
ég:lims of Dc”lrs)

Change in benefit obligation:

obligation at October 1 of prior year .........c....oouunot, $1,146 51,262 $ I $ 297
SErVICe COST ...... coveersncnns 45 38 5 5
INterest COSL ........vennuarun 75 76 21 71
Plan amendments L {29Q) - -
Actuaryal losses - 34 a7 10 11

CUrtaﬂlients - 19
Benefit payments

obligation at September M) ... iieiiniiiiiirtriariaane. ﬂﬁ) Jﬁl :ﬂi) j:ﬂ)

Change in plan assets:
Fair value ot plan assets at october 1 of prior year ....... 2,287 1,996 125 107
ACtual return on Plan ASSETE .. ...t iinaarirnaaiitioran 184 343 7 28
Participant contributions .........cviiiiuiirnanrrnrarainnes - - 2

senefit payments and expenses ............. e raeerna e } ) ) b]
Fair value of plan assets at September 30 .................... ﬂi ]:Hi jﬂ jﬂ

Funded Status:

Funded status at Septesber 30 ... ... ..ol 1,156 1,141 (230) (1%9)
Unrecogni2ed Prior Service €O . ......vviirarrnnanrarrroras 100 117 - -
unrecognized transition (asset) obligation ............. 140 161 49 53
unrecqgn‘ized (GAIN) TO8S .. vuunireenrnanriiacnsnoneerrasnns

Prepaid {accrued) efit cost at FPL Group ..............., ) )
Prepatd (acerued) benefiT cost 8t FPL .........ciucvn nannn. .23 § 045 LI

SErVICE COST ... .. et anaranrrnnnnaeaiarns L)

INTEreSt COST ... v.oe. uiavmninmrnsersanrnenns 15 7 21 18
Expected return on plan assets ............... (149 (135; (1?6; (L) (7 (&)
amortization aof transition (asset) obligation. {23 23 3 3 3 3
amortization o: ?riar sfrvi_cl)cost ........... ] 12 - - -
amortization of losses (gains) ............... &8 “ﬂ ! - -
N:} perl?mc (I_n-r]iefitz cgst .................. ; ; 3 70
effect of special retirement programs ........ - - - - .
Kot periodic (henefit) cost at PR Group ... ) b z 13 5@
Net periodic (benefit) cost at FPL ........... (8D L 050 L8 .2 23 .19

The weighted-average discouni rate used in determining the benefi cbligations was 6.0% and 6.5% for 1808 end 1087,
respectively The assumed level of increase In future compensation laveis was 5.5% for afl years. The expecied long-lemn rate
of return on plan assets was 7.75% for all years.

Based on the curment discount rates and current health care cosats, the projected 1988 trond assumptions used to measure tha
expacied cost of benefits covered by tha plans are 6.6% and 5.8%, for persons prior to age 85 and over age 65, respeciively.
The rate 15 assumed it decrease over the next 4 years (o tha ultimate trend rate of 5% for all age groups and remain at that level
thereafler

Assumed health care cost trend rates can have a significant effact on tha amounts reported for the heatth care plans. A 1%
increase (decrease)} in assumed haalth care cost trend rates would Increase (decrease) the service and Intenest cost componants
and the accurmulsted obligation of other benefits by $1 miflion and $13 mdlion, respectively
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