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The aggregate market value of the voting stock held by non‑affiliates of Florida

Progress Corporation as of December 31, 1998 was $4,288,659,140 (determined by

subtracting the number of shares held by directors and executive officers of

Florida Progress Corporation from the total number of shares outstanding, then

multiplying the difference times the closing sale price from the New York Stock

Exchange Composite Transactions).

The aggregate market value of the voting stock held by non‑affiliates of Florida

Power Corporation as of February 28, 1999 was $‑0‑. As of February 28, 1999,

there were issued and outstanding 100 shares of Florida Power Corporation's

common stock, without par value, all of which were held, beneficially and of

record, by Florida Progress Corporation.

The number of shares of Florida Progress Corporation common stock without par

value outstanding as of December 31, 1998 was 97,336,826.


DOCUMENTS INCORPORATED BY REFERENCE
Portions of the definitive Proxy Statement for Florida Progress Corporation

dated March 11, 1999, relating to the 1999 Annual Meeting of Shareholders, are

incorporated by reference in Part III hereof.

                           ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

This combined Form 10‑K represents separate filings by Florida Progress

Corporation and Florida Power Corporation. Florida Power Corporation makes no

representations as to the information relating to Florida Progress Corporation's

diversified operations.

ITEM 8.  FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

AUDITORS' REPORT
To the Shareholders of Florida Progress Corporation

and Florida Power Corporation:
We have audited the accompanying consolidated balance sheets of Florida Progress

Corporation and subsidiaries, and of Florida Power Corporation, as of December

31, 1998 and 1997, and the related consolidated statements of income, cash

flows, and common equity and comprehensive income for each of the years in the three‑year period ended December 31, 1998. In connection with our audits of the financial statements, we also have audited the financial statement schedules listed in Item 14 therein. These financial statements and financial statement schedules are the responsibility of the respective managements of Florida Progress Corporation and Florida Power Corporation. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing

standards. Those standards require that we plan and perform the audit to obtain

reasonable assurance about whether the financial statements are free of material

misstatement. An audit includes examining, on a test basis, evidence supporting

the amounts and disclosures in the financial statements. An audit also includes

assessing the accounting principles used and significant estimates made by

management, as well as evaluating the overall financial statement presentation.

We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in

all material respects, the financial position of Florida Progress Corporation

and subsidiaries, and Florida Power Corporation, as of December 31, 1998 and

1997, and the results of their operations and their cash flows for each of the

years in the three‑year period ended December 31, 1998, in conformity with

generally accepted accounting principles. Also in our opinion, the related

financial statement schedules when considered in relation to the basic financial

statements taken as a whole, present fairly, in all material respects, the

information set forth therein.

/s/KPMG LLP
‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

KPMG LLP
St. Petersburg, Florida

January 25, 1999

FLORIDA PROGRESS

                         Consolidated Financial Statements

FLORIDA PROGRESS CORPORATION

Consolidated Statements of Income

For the years ended December 31, 1998, 1997 and 1996

(In millions, except per share amounts)

                                                 1998      1997      1996

                                               --------- --------- ---------

REVENUES:

   Electric utility                            $2,648.2  $2,448.4  $2,393.6

   Diversified                                    972.1     868.0     764.3

                                               --------- --------- ---------

                                                3,620.3   3,316.4   3,157.9

                                               --------- --------- ---------

EXPENSES:

   Electric utility:


      Fuel                                        595.7     458.1     409.7

      Purchased power                             433.8     490.6     531.6

      Energy conservation cost                     79.6      67.0      62.6

      Operation and maintenance                   471.6     422.3     413.4

      Extended nuclear outage – 




        O&M and replacement power costs             5.1     173.3        –

      Depreciation                                347.1     325.9     324.2

      Taxes other than income taxes               203.6     193.6     183.6

                                              ---------- --------- ---------

                                                2,136.5   2,130.8   1,925.1

                                              ---------- --------- ---------

   Diversified:

      Cost of sales                               827.2     753.9     642.9

      Provision for loss on coal properties          –         -       40.9

      Loss related to life insurance subsidiary      -       97.6        –

      Other                                        56.3      60.4      66.6

                                              ---------- --------- ---------

                                                  883.5     911.9     750.4

                                              ---------- --------- ---------

INCOME FROM OPERATIONS                            600.3     273.7     482.4

                                              ---------- --------- ---------

INTEREST EXPENSE AND OTHER:

   Interest expense                               187.1     158.7     135.9

   Allowance for funds used during

     construction                                 (16.9)     (9.7)     (7.5)

   (Gain) on sale of business                        –         -      (44.2)

   Other expense (income), net                      (.2)      4.0       1.6

                                              ---------- --------- ---------

                                                  170.0     153.0      85.8

                                              ---------- --------- ---------

INCOME FROM CONTINUING OPERATIONS

      BEFORE INCOME TAXES                         430.3     120.7     396.6

   Income taxes                                   148.6      66.4     145.9

                                              ---------- --------- ---------

INCOME FROM CONTINUING OPERATIONS                 281.7      54.3     250.7

DISCONTINUED OPERATIONS, NET OF INCOME TAXES         –         -      (26.3)

                                              ---------- --------- ---------

NET INCOME                                    $   281.7  $   54.3  $  224.4

                                              ========== ========= =========

AVERAGE SHARES OF COMMON STOCK OUTSTANDING         97.1      97.1      96.8

                                              ========== ========= =========

EARNINGS PER AVERAGE COMMON SHARE:

   Continuing operations                      $     2.90 $     .56 $    2.59

   Discontinued operations                           –         -        (.27)

                                              ---------- --------- ---------

                                              $     2.90 $     .56 $    2.32

                                              ========== ========= =========

The accompanying notes are an integral part of these financial statements.
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FLORIDA PROGRESS CORPORATION

Consolidated Balance Sheets

December 31, 1998 and 1997

(Dollars in millions)

                                                          1998       1997

                                                        ---------  ---------

ASSETS

PROPERTY, PLANT AND EQUIPMENT:

   Electric utility plant in service and

     held for future use                                $6,307.8   $6,166.8

   Less:  Accumulated depreciation                       2,716.0    2,511.0

          Accumulated decommissioning

            for nuclear plant                              254.8      223.7

          Accumulated dismantlement for fossil plants      130.7      128.5

                                                        ---------  ---------

                                                         3,206.3    3,303.6

   Construction work in progress                           378.3      279.4

   Nuclear fuel, net of amortization of $377.2

     in 1998 and $356.7 in 1997                             45.9       66.5

                                                        ---------  ---------

     Net electric utility plant                          3,630.5    3,649.5

   Other property, net of depreciation of $234.6

     in 1998 and $219.3 in 1997                            560.1      437.7

                                                        ---------  ---------

                                                         4,190.6    4,087.2

                                                        ---------  ---------

CURRENT ASSETS:

   Cash and equivalents                                      2.5        3.1

   Accounts receivable, net                                413.4      373.7

   Inventories, primarily at average cost:

     Fuel                                                   69.8       77.6

     Utility materials and supplies                         83.3       91.9

     Diversified materials                                 137.0      126.8

   Underrecovered utility fuel costs                         -         34.5

   Income taxes receivable                                  23.4       16.8

   Deferred income taxes





55.9        5.8

   Prepayments and other                                    68.8       45.1

                                                        ---------  ---------

                                                           854.1      775.3

                                                        ---------  ---------

DEFERRED CHARGES AND OTHER ASSETS:

   Costs deferred pursuant to regulation:

     Deferred purchase power contract termination costs    321.0      348.2

     Other                                                 113.6      126.4

   Investments in nuclear decommissioning fund             332.1      266.7

   Goodwill  






     139.8
     55.2

   Joint ventures and partnerships                          71.5       54.6

   Other                                                   138.1       46.4

                                                       ----------  ---------

                                                         1,116.1      897.5

                                                       ----------  ---------

                                                        $6,160.8   $5,760.0

                                                       ==========  =========

The accompanying notes are an integral part of these financial statements.

44

FLORIDA PROGRESS CORPORATION 

Consolidated Balance Sheets 
December 31, 1998 and 1997

(Dollars in millions)

                                                         1998      1997

                                                       --------  --------

CAPITAL AND LIABILITIES

COMMON STOCK EQUITY:

   Common stock without par value, 250,000,000

     shares authorized, 97,336,826 shares

     outstanding in 1998 and 97,062,954 in 1997       $1,221.1   $1,209.0

   Retained earnings                                     640.9      567.0

                                                      ---------  -------- 

                                                       1,862.0    1,776.0

CUMULATIVE PREFERRED STOCK OF FLORIDA POWER:


   Without sinking funds                                  33.5       33.5

LONG-TERM DEBT                                         2,250.4    2,377.8

                                                      ---------  --------

TOTAL CAPITAL                                          4,145.9    4,187.3

                                                      ---------  --------

CURRENT LIABILITIES:

   Accounts payable                                      297.9      253.2

   Customers’ deposits                                   104.1       97.1

   Taxes payable                                          10.1       12.0

   Accrued interest                                       70.4       56.8

   Overrecovered utility fuel costs                 
    22.2
     -


   Other                                                  85.8       74.8

                                                      ---------  --------

                                                         590.5      493.9

   Notes payable                                         236.2      214.8

   Current portion of long-term debt                     145.9       15.2

                                                      ---------  --------

                                                         972.6      723.9

                                                      ---------  --------

DEFERRED CREDITS AND OTHER LIABILITIES:

   Deferred income taxes                                 595.4      471.2

   Unamortized investment tax credits                     77.8       85.7

   Other postretirement benefit costs                    116.1      107.4

   Other                                                 253.0      184.5

                                                      ---------  --------

                                                       1,042.3      848.8

                                                      ---------  --------

COMMITMENTS AND CONTINGENCIES (Note 11)

                                                      ---------  -------- 

                                                      $6,160.8   $5,760.0

                                                      =========  ========

The accompanying notes are an integral part of these financial statements.
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FLORIDA PROGRESS CORPORATION

Consolidated Statements of Cash Flows 
For the years ended December 31, 1998, 1997 and 1996 

(In millions)
                                                                           1998     1997     1996

                                                                         -------   ------   ------

OPERATING ACTIVITIES:

   Income from continuing operations                                     $ 281.7   $ 54.3   $250.7

   Adjustments for noncash items:

     Depreciation and amortization                                         424.6    364.2    366.7

     Extended nuclear outage – replacement power cost                         –      73.3       –

     Provision for loss on investment in life insurance subsidiary            –      86.9       –

     (Gain) on sale of business                                               –        -     (44.2)

     Provision for loss on coal properties                                    –        -      40.9

     Deferred income taxes and investment tax credits, net                  44.8    (30.7)   (56.6)

     Increase in accrued post-employment benefit costs                       8.7      8.6     15.5

     Changes in working capital, net of effects from acquisition

       or sale of businesses:                 

          Accounts receivable                                               (2.5)  (108.3)    35.4

          Inventories                                                       51.1      2.2    (10.9)

          Overrecovery (underrecovery) of fuel cost                         51.7    (33.1)   (82.3) 

          Accounts payable                                                  17.8     58.3     21.6

          Taxes payable                                                     (8.2)   (47.1)    21.0

          Other                                                              3.1      1.2    (13.5)

     Other operating activities                                              5.1     12.8     26.6

                                                                         --------   ------   ------

       Cash provided by continuing operations                              877.9    442.6    570.9

                                                                         --------   ------   ------

       Cash used by discontinued operations                                   –        -      (8.9)

                                                                         --------   ------   ------

                                                                           877.9    442.6    562.0

                                                                         --------   ------   ------

INVESTING ACTIVITIES:

   Property additions (including allowance for borrowed funds used

     during construction)                                                 (543.3)  (513.6)  (264.0)

   Acquisition of businesses                                              (206.6)   (32.7)   (53.8)

   Cogeneration facility acquisition and contract termination costs           -    (445.0)      –      Proceeds from sales of properties and businesses                            40.6     24.3     61.1

   Proceeds from sale and leaseback                                        153.0       –        –

   Investing activities of discontinued operations                            –        –      56.5

Other investing activities                                                (129.3)   (63.7)  (107.4)

                                                                          --------   ------   ------

                                                                          (685.6)(1,030.7)  (307.6)

                                                                         -------- --------   ------

FINANCING ACTIVITIES:

   Issuance of long-term debt                                              259.1    482.8    178.0   

   Repayment of long-term debt                                            (275.1)   (34.9)  (190.4)

   Increase (decrease) in commercial paper with long-term support             –     130.6    (15.3)

   Redemption of preferred stock                                              –       –     (106.4)

   Sale of common stock                                                     12.7      -       18.5

   Dividends paid on common stock                                         (207.8)  (203.8)  (199.5)

   Increase in short-term debt                                              21.4    210.8      4.1

   Financing activities of discontinued operations                            -       -       61.5

   Other financing activities                                               (3.2)      .5     (4.0)

                                                                         --------   ------   ------

                                                                          (192.9)   586.0   (253.5)

                                                                         --------   ------   ------

NET INCREASE (DECREASE) IN CASH AND EQUIVALENTS                              (.6)    (2.1)      .9

   Beginning cash and equivalents                                            3.1      5.2      4.3

                                                                         --------   ------   ------

ENDING CASH AND EQUIVALENTS                                              $   2.5   $  3.1   $  5.2

                                                                         ========   ======   ======

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:

   Cash paid during the period for:

     Interest (net of amount capitalized)                                $ 159.7    $142.7   $128.7

     Income taxes (net of refunds)                                       $ 110.4    $141.7   $189.3

The accompanying notes are an integral part of these financial statements.
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FLORIDA PROGRESS CORPORATION 

Consolidated Statements of Common Equity and Comprehensive Income 
For the years ended December 31, 1998, 1997 and 1996

(Dollars in millions, except per share amounts)                                                      Accumulated 

                                                                                                        Other

                                                                              Common      Retained  Comprehensive

                                                                 Total         Stock      Earnings      Income

‑--------------------------------------------------‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑---

Balance, December 31, 1995
$2,078.1
$1,187.6
$ 888.4
$  2.1

Net income
224.4

224.4

Common stock issued - 586,555 shares
20.7
20.7

Echelon International stock dividend
(194.5)

(194.5)

Cash dividends on common stock ($2.06 per share)
(199.5)

(199.5)

Unrealized gain on marketable securities
(2.7)


(2.7)

Preferred stock redeemed - 1,050,000 shares
(2.3)

(2.3)

---------------------------------------------------------------------------------------------------------------

Balance December 31, 1996
1,924.2
        1,208.3
716.5
(.6)

Net income
54.3

54.3

Common stock issued - 55,772 shares
.7             .7

Cash dividends on common stock ($2.10 per share)
(203.8)

(203.8)

Reversal of unrealized loss on marketable securities 


due to deconsolidation
.6


.6

---------------------------------------------------------------------------------------------------------------

Balance, December 31, 1997
1,776.0
        1,209.0
567.0
          -

Net income
281.7

281.7

Common stock issued - 273,872 shares
12.1
           12.1 

Cash dividends on common stock ($2.14 per share)
(207.8)

(207.8)

---------------------------------------------------------------------------------------------------------------

Balance, December 31, 1998
$1,862.0
       $1,221.1
$640.9
$  -

---------------------------------------------------------------------------------------------------------------

The accompanying notes are an integral part of these financial statements.
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FLORIDA POWER CORPORATION





Statements of Income





For the years ended December 31, 1998, 1997 and 1996





(In millions)







  1998 
   1997
   1996



---------
---------
--------

OPERATING REVENUES:

$2,648.2 
$2,448.4 
 $2,393.6 



---------
 ---------
  ---------

OPERATING EXPENSES:





 Operation:





    Fuel used in generation

   595.7 
   458.1 
    409.7 

    Purchased power

   433.8 
   490.6 
    531.6 

    Energy Conservation Cost Recovery

    79.6 
    67.0 
     62.6 

    Operations and maintenance

   471.6 
   422.3 
    413.4 

    Extended nuclear outage - O&M and





       replacement fuel costs

     5.1 
   173.3 
    -

    Depreciation

   347.1 
   325.9 
    324.2 

    Taxes other than income taxes

   203.6 
   193.6 
    183.6 

    Income taxes

   140.3 
    69.9 
    135.8 



---------
 ---------
 ---------



 2,276.8 
 2,200.7 
  2,060.9 



---------
 ---------
 ---------

OPERATING INCOME
 
   371.4 
   247.7 
    332.7 



---------
 ---------
 ---------

OTHER INCOME AND DEDUCTIONS:





 Allowance for equity funds used





    During construction

     7.5 
     5.4 
      4.6 

 Miscellaneous other expense, net

    (1.7)      (4.2)
     (3.4)



 ---------
 ---------
 ---------



     5.8 
     1.2 
      1.2 



 ---------
 ---------
 ---------

INTEREST CHARGES





 Interest on long-term debt

   115.6 
   102.4 
     86.6 

 Other interest expense

    20.9 
    14.9 
     11.8 



 ---------
 ---------
 ---------



   136.5 
   117.3 
     98.4 

 Allowance for borrowed funds used





    during construction

    (9.4)
    (4.3)
     (2.9)



 ---------
 ---------
 ---------



   127.1 
   113.0 
     95.5 



 ---------
 ---------
 ---------

NET INCOME

   250.1 
   135.9 
    238.4 

DIVIDENDS ON PREFERRED STOCK

     1.5 
     1.5 
      5.8 



 ---------
 ---------
 ---------

NET INCOME AFTER DIVIDENDS





  ON PREFERRED STOCK

  $248.6 
  $134.4 
   $232.6 



=========
 =========
  =========

The accompanying notes are an integral part of these financial statements.
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FLORIDA POWER CORPORATION



Balance Sheets



For the years ended December 31, 1998, and 1997



(Dollars in millions)



                                                 1998
         1997

                                                          --------     ---------

ASSETS



PROPERTY, PLANT AND EQUIPMENT:



  Electric utility plant in service and held
$6,307.8 
$6,166.8 

    for future use



  Less - Accumulated depreciation
 2,716.0 
 2,511.0 

         Accumulated decommissioning for nuclear plant
   254.8 
   223.7 

         Accumulated dismantlement for fossil plants
   130.7 
   128.5 

                                                                ----------    ----------


 3,206.3 
 3,303.6 

  Construction work in progress
   378.3 
   279.4 

  Nuclear fuel, net of amortization of $377.2



    in 1998 and $356.7 in 1997
    45.9 
    66.5 

                                                                ----------    ----------


 3,630.5 
 3,649.5 

  Other property, net
    11.5          33.2 

                                                                ----------    ---------


 3,642.0 
 3,682.7 

                                                                ----------    ----------

CURRENT ASSETS:



  Accounts receivable, less reserve of $3.8



    in 1998 and $3.2 in 1997
   206.0 
   243.9 

  Inventories at average cost:



    Fuel
    48.4 
    44.0 

    Materials and supplies
    83.3 
    91.9 

  Underrecovered utility fuel cost
      -  
    34.5 

  Income tax receivable
    16.0 
    13.5 

  Deferred income taxes
    56.0 
     5.8 

  Prepaid and other
    53.5 
    32.2 

                                                                ----------    ----------


   463.2 
   465.8 

                                                                ----------    ----------

DEFERRED CHARGES AND OTHER ASSETS:



  Costs deferred pursuant to regulation:



   Deferred purchased power contract termination costs
   321.0 
   348.2 

   Other
   113.6 
   126.4 

  Nuclear plant decommissioning fund
   332.1 
   266.7 

  Other
    56.2 
    11.0 

                                                                ----------    ----------


   822.9 
   752.3 

                                                                ----------    ----------


$4,928.1 
$4,900.8 

                                                                ==========    ==========

The accompanying notes are an integral part of these financial statements.
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FLORIDA POWER CORPORATION



Balance Sheets



For the years ended December 31, 1998, and 1997



(Dollars in millions)




     1998
      1997


  -----------
   -----------

CAPITALIZATION AND LIABILITIES



CAPITALIZATION:



  Common stock 
    $1,004.4 
    $1,004.4 

  Retained earnings
       815.7 
       763.1 


   ----------
   ----------


     1,820.1 
     1,767.5 

CUMULATIVE PREFERRED STOCK:



    Without sinking funds
        33.5 
        33.5 

LONG-TERM DEBT
     1,555.1 
     1,745.4 


   ----------
   ----------

TOTAL CAPITAL
     3,408.7 
     3,546.4 


   ----------
   ----------

CURRENT LIABILITIES:



  Accounts payable
       173.0 
       161.9 

  Accounts payable to associated companies
        27.2 
        26.5 

  Customers' deposits
       104.1 
        97.1 

  Accrued other taxes
         6.3 
         7.9 

  Accrued interest
        55.8 
        45.7 

  Overrecovered utility fuel cost
        22.2 
          -

  Other
        51.8 
        59.2 


   ----------
   ----------


       440.4 
       398.3 

  Notes payable
        47.3 
       179.8 

  Current portion of long-term debt 
        91.6 
         1.5 


   ----------
   ----------


       579.3 
       579.6 


   ----------
   ----------

DEFERRED CREDITS AND OTHER LIABILITIES:



  Deferred income taxes
       563.2 
       451.3 

  Unamortized investment tax credits
        77.2 
        85.1 

  Other postretirement benefit costs
       112.9 
       104.7 

  Other
       186.8 
       133.7 


   ----------
   ----------


       940.1 
       774.8 


   ----------
   ----------


    $4,928.1 
    $4,900.8 


   ==========
   ==========

The accompanying notes are an integral part of these financial statements.
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FLORIDA POWER CORPORATION




Statements of Cash Flows



For the years ended December 31, 1998, 1997 and 1996



(In millions)





  1998            1997          1996


--------
--------      -------

OPERATING ACTIVITIES:




 Net income after dividends on preferred stock
$ 248.6         $ 134.4       $ 232.6 

  Adjustments for noncash items:




    Depreciation and amortization
  382.7           333.8         341.1 

    Extended nuclear outage  - Replacement power costs 
     -
  73.3
  -

    Deferred income taxes and investment




      tax credits, net
   36.5           (15.2)       ( 32.8)

    Increase in accrued other postretirement




      benefit costs
    8.2             8.3          14.9 

   Allowance for equity funds used during construction
   (7.5)           (5.4)         (4.6)

   Changes in working capital:




          Accounts receivable
   37.9           (69.2)         16.2 

          Inventories
    4.2             6.7           (.5)

          Overrecovery (underrecovery) of fuel cost
   51.7           (33.1)        (82.3)

          Accounts payable
   11.1            46.4          25.7 

          Accounts payable to associated companies
     .7             5.3          (3.5)

          Taxes payable
   (4.2)          (26.0)          (.8)

          Other
  (11.6)           12.3         (12.1)

    Other operating activities
   20.7           (38.8)          3.8 


---------      ---------      --------


  779.0           432.8         497.7 


---------      ---------      --------

INVESTING ACTIVITIES:




  Construction expenditures
 (310.2)         (387.2)       (217.3)

  Allowance for borrowed funds used during construction
   (9.4)           (4.3)         (2.9)

  Additions to non-utility property
   (6.4)           (3.5)         (2.7)

  Acquisition cogeneration facility and




     Payment of contract termination costs
     -           (445.0)
  -

  Proceeds from sale of properties 
   12.2            19.7           5.5 

  Other investing activities
  (62.6)          (22.2)        (27.6)


---------      ---------       -------


 (376.4)         (842.5)       (245.0)


--------       ---------       -------

FINANCING ACTIVITIES:




  Issuance of long-term debt
  144.1           447.7 
  -

  Repayment of long-term debt
 (259.3)          (21.3)        (47.3)

  Increase in commercial paper with                   




    Long term support
     -               -           54.8 

  Redemption of preferred stock
     -               -         (106.3)

  Dividends paid on common stock
 (154.9)         (192.4)       (171.3)

  Equity contributions from parent
     -               -           12.5 

  Increase (decrease) in short-term debt
 (132.5)          175.7           4.1 


---------      ---------      --------


 (402.6)          409.7        (253.5)


---------      ---------      --------

NET INCREASE IN CASH AND EQUIVALENTS
     -               -
(.8)

   Beginning cash and equivalents
     -               -            .8 


---------      ---------      --------

ENDING CASH AND EQUIVALENTS
$    -         $     -        $    -


=========      =========      ========

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:




 Cash paid during the period for:




   Interest (net of amount capitalized)
 $ 112.6       $  98.9        $ 90.7 

   Income taxes (net of refunds)
   107.3
108.4          166.9 

 Non-Cash Investing Activities:

   Property Dividend to Parent




        $ 41.1
     $    -
    $  - 

The accompanying notes are an integral part of these financial statements
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FLORIDA  POWER  CORPORATION





Statements of Common Equity and Comprehensive Income





For the years ended December 31, 1998, 1997 and 1996





(Dollars in millions, except share amounts)











     Accumulated




        Other

                                                                         Common         Retained  Comprehensive

                                                         Total           Stock          Earnings     Income

                                                      -------------   -----------      ----------  ------------

Balance, December 31, 1995                              $1,754.0         $992.9         $761.1    $        -  

Net income after dividends on





   preferred stock
  232.6 
            232.6 


Capital contribution by parent company
   12.5           12.5 


Dividends paid to parent
 (171.3)    
           (171.3)


Preferred stock redemption costs
   (1.3)
             (1.3)

Premium on preferred stock redemption
   (1.0)          (1.0)


Preferred stock redeemed -





   1,050,000 shares





                                                      -------------   -----------      ---------- ------------

Balance, December 31, 1996
1,825.5        1,004.4           821.1             -  

Net income after dividends on





   preferred stock
  134.4 
            134.4 


Capital contribution by parent company
                   


Dividends paid to parent
 (192.4)           
           (192.4)


Preferred stock redemption costs


 

Premium on preferred stock redemption
                    


Preferred stock redeemed -





   1,050,000 shares





                                                      -------------   -----------      ---------- ------------

Balance, December 31, 1997
1,767.5        1,004.4           763.1             -  

Net income after dividends on





   preferred stock
 248.6 
             248.6 


Dividends paid to parent 
(196.0)
            (196.0)

                                                      -------------   -----------      ---------- ------------

Balance, December 31, 1998                             $1,820.1        $1,004.4           $815.7  $         -  

                                                      =============   ===========      ========== ============

The accompanying notes are an integral part of these financial statements.
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FLORIDA PROGRESS CORPORATION AND FLORIDA POWER CORPORATION

NOTES TO FINANCIAL STATEMENTS

NOTE 1  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

General - Florida Progress is an exempt holding company under the Public Utility Holding Company Act of 1935. Its two primary subsidiaries are Florida Power and Electric Fuels. Florida Power is a public utility engaged in the generation, purchase, transmission, distribution and sale of electricity primarily within Florida. Electric Fuels’ operations include the mining, processing and procurement of coal, marine and rail transportation, transfer and storage of coal and other bulk commodities, railcar leasing and railcar maintenance and repair.

Electric Fuels reports the results of its Rail Services, Inland Marine Transportation, and the non-Florida Power portion of its Energy and Related Services operations one month in arrears.

The consolidated financial statements include the financial results of Florida Progress and its majority-owned operations. All significant intercompany balances and transactions have been eliminated. Investments in 20%- to 50%-owned joint ventures are accounted for using the equity method.

Effective December 31, 1997, Florida Progress deconsolidated the financial statements of Mid-Continent, and the investment in Mid-Continent is accounted for under the cost method. The deconsolidation has not been reflected in the financial statements of prior periods.

Certain reclassifications have been made to prior-year amounts to conform to the current year’s presentation.

Use of Estimates - The preparation of financial statements in conformity with generally accepted accounting principles requires management to make estimates and assumptions. This could affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at the date of the financial statements, and the reported amounts of revenues and expenses during the reported period. These estimates involve judgments with respect to various items including future economic factors that are difficult to predict and are beyond the control of Florida Progress. Therefore actual results could differ from these estimates. 

Regulation - Florida Power is regulated by the FPSC and the FERC. The utility follows the accounting practices set forth in Financial Accounting Standard (FAS) No. 71, "Accounting for the Effects of Certain Types of Regulation." This standard allows utilities to capitalize or defer certain costs or revenues based on regulatory approval and management’s ongoing assessment that it is probable these items will be recovered through the ratemaking process.
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Florida Power has total regulatory assets (liabilities) at December 31, 1998 and 1997 as detailed below:

                                               1998       1997

                                                (In millions)

                                              -----------------

Deferred purchased power

  contract termination costs                  $321.0    $ 348.2

Replacement fuel (extended nuclear outage)      39.3       55.0

Underrecovered/(overrecovered)utility 








fuel costs 

                 (22.2)      34.5

Revenue decoupling                                -        21.8

Unamortized loss on reacquired debt             25.2       16.8

Other regulatory assets, net                    27.7       25.2

                                              ------------------

Net regulatory assets                         $391.0     $501.5

                                              ==================

Florida Power expects to fully recover these assets and refund the liabilities through customer rates under current regulatory practice.

If Florida Power no longer applied FAS No. 71 due to competition, regulatory changes or other reasons, the utility would make certain adjustments. These adjustments could include the write-off of all or a portion of its regulatory assets and liabilities, the evaluation of utility plant, contracts and commitments and the recognition, if necessary, of any losses to reflect market conditions. 

Property, Plant and Equipment
Electric Utility Plant - Utility plant is stated at the original cost of construction, which includes payroll and related costs such as taxes, pensions and other fringe benefits, general and administrative costs, and an allowance for funds used during construction. Substantially all of the utility plant is pledged as collateral for Florida Power’s first mortgage bonds. 

The allowance for funds used during construction represents the estimated cost of equity and debt for utility plant under construction. Florida Power is permitted to earn a return on these costs and recover them in the rates charged for utility services while the plant is in service. The average rate used in computing the allowance for funds was 7.8%.

The cost of nuclear fuel is amortized to expense based on the quantity of heat produced for the generation of electric energy in relation to the quantity of heat expected to be produced over the life of the nuclear fuel core.

Florida Power’s annual provision for depreciation, including a provision for nuclear plant decommissioning costs and fossil plant dismantlement costs, expressed as a percentage of the average balances of depreciable utility plant, was 4.7% for 1998, 4.8% for 1997 and 4.9% for 1996.

The fossil plant dismantlement accrual has been suspended for a period of four years, effective July 1, 1997. (See Note 9 contained herein.)

Florida Power charges maintenance expense with the cost of repairs and minor renewals of property. The plant accounts are charged with the cost of renewals and replacements of property units. Accumulated depreciation is charged with the cost, less the net salvage, of property units retired.
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Florida Power accrues a reserve for maintenance and refueling expenses anticipated to be incurred during scheduled nuclear plant outages.

Other Property - Other property consists primarily of railcar and recycling equipment, barges, towboats, land, mineral rights and telecommunications equipment.

Depreciation on other property is calculated principally on the straight-line method over the estimated useful lives of assets. Depletion is provided on the units-of-production method based upon the estimates of recoverable tons of clean coal.
Utility Revenues, Fuel and Purchased Power Expenses - Revenues include amounts resulting from fuel, purchased power and energy conservation cost recovery clauses, which generally are designed to permit full recovery of these costs. The adjustment factors are based on projected costs for a 12-month period. The cumulative difference between actual and billed costs is included on the balance sheet as a current regulatory asset or liability. Any difference is billed or refunded to customers during the subsequent period.

In December 1997, Florida Power ended the three-year test period for residential revenue decoupling, which was ordered by the FPSC and began in January 1995. Revenue decoupling eliminated the effect of abnormal weather from revenues and earnings. The difference between target revenues and actual revenues is included as a current asset on the balance sheet for the period ended December 31, 1997. The regulatory asset of $21.8 million at December 31, 1997, is currently being recovered from customers over a two-year period, ending in the year 2000, through the energy conservation cost recovery clause as directed by the FPSC decoupling order.

Florida Power accrues the non-fuel portion of base revenues for services rendered but unbilled.

Diversified Revenues - Revenues are recognized at the time products are shipped or as services are rendered. Leasing activities are accounted for in accordance with FAS No. 13, "Accounting for Leases."

Income Taxes - Deferred income taxes are provided on all significant temporary differences between the financial and tax basis of assets and liabilities using presently enacted tax rates.

Deferred investment tax credits, subject to regulatory accounting practices, are amortized to income over the lives of the related properties.

Accounting for Certain Investments - Florida Progress considers all highly liquid debt instruments purchased with a maturity of three months or less to be cash equivalents.

Florida Progress' investments in debt and equity securities are classified and accounted for as follows:

Type of Security


   Accounting Treatment

-------------------                  -----------------------------

Debt securities held to maturity

Amortized cost

--------------------------------------------------------------------

Trading securities



Fair value with unrealized





gains and losses included 





in earnings

--------------------------------------------------------------------
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Securities available for sale


Fair value with unrealized





gains and losses, net of taxes,





reported separately in





comprehensive income

----------------------------------------------------------------------

Florida Progress held only securities classified as available for sale at both December 31, 1998 and 1997. A decline in the market value of any security available for sale below cost results in a reduction in carrying amount to fair value if the decline is not considered temporary. The impairment is charged to earnings and a new cost basis for the security is established. (See Note 2 contained herein.) Dividend and interest income are recognized when earned.

Accounting for Long-Lived Assets - Long-lived assets and certain identifiable intangibles subject to the provisions of FAS No. 121, "Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of," are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable. FAS No. 121 also amends FAS No. 71, "Accounting for the Effects of Certain Types of Regulation," to require that regulatory assets, which include certain deferred charges, be charged to earnings if such assets are no longer considered probable of recovery. Recoverability of assets to be held and used is measured by a comparison of the carrying amount of an asset to undiscounted future net cash flows expected to be generated by the asset. If such assets are considered to be impaired, the impairment to be recognized is measured by the amount by which the carrying amount of the assets exceeds the fair value of the assets. Assets to be disposed of are reported at the lower of the carrying amount or fair value less costs to sell.

Acquisitions - During 1998 and 1997, subsidiaries of Electric Fuels acquired 13 and three businesses, respectively, in separate transactions. The cash paid for the 1998 and 1997 acquisitions was $206.6 million and $32.7 million, respectively. The excess of the aggregate purchase price over the fair value of net assets acquired was approximately $87.8 million and $15.6 million in 1998 and 1997, respectively. The acquisitions were accounted for under the purchase method of accounting and, accordingly, the operating results of the acquired businesses have been included in Florida Progress' consolidated financial statements since the date of acquisition. Each of the acquired companies conducted operations similar to those of the subsidiaries and has been integrated into their operations. The pro forma results of consolidated operations for 1998 and 1997, assuming the 1998 acquisitions were made at the beginning of each year, would not differ significantly from the historical results.

Goodwill - Goodwill is being amortized on a straight-line basis over the expected periods to be benefited, generally 40 years. The Company assesses the recoverability of this intangible asset by determining whether the amortization of the goodwill balance over its remaining life can be recovered through undiscounted future operating cash flows of the acquired operation. The amount of goodwill impairment, if any, is measured based on projected discounted future operating cash flows using a discount rate reflecting the Company’s average cost of funds. The assessment of the recoverability of goodwill will be impacted if estimated future operating cash flows are not achieved.
Stock-Based Compensation - Florida Progress' Long-Term Incentive Plan ("LTIP") authorizes the granting of up to 2,250,000 shares of common stock to certain executives in various forms, including stock options, stock appreciation rights, 
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restricted stock and performance shares. Currently, the Company has only granted performance shares, which upon achievement of performance criteria for a three-

year performance cycle, can result in the award of shares of common stock of Florida Progress or cash if certain stock ownership requirements are met. Florida Progress accounts for its LTIP in accordance with the provisions of Accounting Principles Board Opinion No. 25, "Accounting for Stock Issued to Employees," as allowed under FAS No. 123, "Accounting for Stock Based Compensation." Compensation costs for performance shares have been recognized at the fair market value of the Company’s stock and are recognized over the performance cycle.

Environmental - Florida Progress accrues environmental remediation liabilities when the criteria of FAS No. 5, "Accounting for Contingencies," have been met. Environmental expenditures are expensed as incurred or capitalized depending on their future economic benefit. Expenditures that relate to an existing condition caused by past operations and that have no future economic benefits are expensed. 

Liabilities for expenditures of a noncapital nature are recorded when environmental assessment and/or remediation is probable, and the costs can be reasonably estimated.

New Accounting Standards - Florida Progress adopted FAS No. 130, "Reporting Comprehensive Income," on January 1, 1998. The standard defines comprehensive income as all changes in equity of an enterprise during a period except those resulting from shareholder transactions. As the standard addresses reporting and presentation issues only, there was no impact on earnings from the adoption of this standard. Comprehensive income is included for Florida Progress in the accompanying Consolidated Statements of Common Equity and Comprehensive Income. Prior-year financial statements have been reclassified to conform to the requirements of FAS No. 130.

Florida Progress adopted FAS No. 131, "Disclosures about Segments of an Enterprise and Related Information" for the year ended December 31, 1998. The standard requires financial and descriptive information be disclosed for segments meeting certain materiality criteria whose operating results are reviewed for decisions on resource allocation and for which discrete financial information is available. It also establishes standards for related disclosures about products and services, geographic areas and major customers. As the standard addresses reporting and disclosure issues only, there was no impact on earnings. (See Note 8 contained herein.)

Florida Progress adopted FAS No. 132, "Employers’ Disclosures about Pensions and Other Postretirement Benefits" for the year ended December 31, 1998. As the standard addresses reporting and disclosure issues only, there was no impact on earnings. (See Note 7 contained herein.)

In June 1998, the Financial Accounting Standards Board issued FAS No. 133, "Accounting for Derivative Instruments and Hedging Activities," which establishes accounting and reporting standards for derivative instruments and for hedging activities. It requires that an entity recognize all derivatives as either assets or liabilities on the balance sheet and measure those instruments at fair values. Florida Progress will be required to adopt this standard for financial statements issued beginning the first quarter of fiscal year 2000. Florida Progress is currently evaluating the effect the standard will have on its financial statements.
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Note 2: Financial Instruments

Estimated fair value amounts have been determined by Florida Progress using available market information and discounted cash-flow analysis. Judgment is required in interpreting market data to develop the estimates of fair value. 

Accordingly, the estimates may be different than the amounts that Florida Progress could realize in a current market exchange.

Florida Progress' exposure to market risk for changes in interest rates relates primarily to Florida Progress' marketable securities and long-term debt obligations.

At December 31, 1998 and 1997, Florida Progress had the following financial instruments with estimated fair values and carrying amounts: 



             1998

         1997




Carrying
Fair
Carrying
Fair

(In millions)


Amount
Value
Amount
Value

ASSETS:

----------------------------------------------------------------------

Investments for nonqualified


retirement plans


$80.4
      $80.4
      $5.0     $5.0

Nuclear decommissioning 


fund


332.1
      332.1     266.7    266.7

-----------------------------------------------------------------------

CAPITAL AND LIABILITIES:

Long-term debt:


  Florida Power Corporation

$1,646.7 
  $1,740.4  
$1,746.9 $1,801.1

  Progress Capital Holdings

749.6
      763.9
     646.1    656.5

-----------------------------------------------------------

NOTE 3: INCOME TAXES

FLORIDA PROGRESS
(In millions)                              1998        1997        1996

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

Components of income tax expense:

Payable currently:

  Federal                                $ 85.8      $ 86.6      $179.7

  State                                    15.3        10.5        23.0

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

                                          101.1 
 97.1 
202.7     ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

Deferred, net:

  Federal                                  47.2       (22.4)      (41.9)

  State                                     8.2         (.5)       (6.9)

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

                                           55.4       (22.9)      (48.8)

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

Amortization of investment

  tax credits, net                         (7.9)       (7.8)       (8.0)

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

                                        $ 148.6      $ 66.4     $ 145.9

============================================================================
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FLORIDA POWER
(In millions)                              1998        1997        1996

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

Components of income tax expense:

Payable currently:

  Federal                                $ 89.2      $ 73.5      $143.6

  State                                    15.3        11.6        24.9

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

                                          104.5        85.1       168.5

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

Deferred, net:

  Federal                                  37.7        (7.6)      (20.9)

  State                                     6.6          .2        (4.0)

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

                                           44.3       ( 7.4)      (24.9)

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

Amortization of investment

  tax credits, net                         (7.9)       (7.8)       (7.9)

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

Total income tax expense                  140.9        69.9       135.7

Less: Amounts charged or (credited)

  to non‑operating income                    .7          --         (.1)

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

Amounts charged to operating income     $ 140.2      $ 69.9     $ 135.8

============================================================================

The primary differences between the statutory rates and the effective income tax

rates are detailed below:

FLORIDA PROGRESS
                                          1998        1997        1996

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

Federal statutory income tax rate         35.0%       35.0%       35.0%

State income tax, net of federal

  income tax benefits                      3.5         5.4         2.6

Amortization of investment tax credits    (1.8)       (6.4)       (2.0)

Other income tax credits 


(1.9)

(2.7) 
  - 

Provision for loss on investment in

  life insurance subsidiary                 -         24.9          -

Preferred dividends



  .1

  -           -

Other                                      (.4)

(1.8)

  .6

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

Effective income tax rates                34.5%       54.4%       36.2%

============================================================================

FLORIDA POWER
                                          1998        1997        1996

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

Federal statutory income tax rate         35.0%       35.0%       35.0%

State income tax, net of federal

  income tax benefits                      3.6         3.7         3.6

Amortization of investment tax credits    (2.0)       (3.8)       (2.2)

Other                                      (.4)        (.9)         ‑

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

Effective income tax rates                36.2%       34.0%       36.4%

============================================================================

59

The following summarizes the components of deferred tax liabilities and assets

at December 31, 1998 and 1997:

FLORIDA PROGRESS
(In millions)                                         1998         1997

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

Deferred tax liabilities:

  Difference in tax basis of property,

       plant and equipment                          $624.5       $539.0

  Investment in partnerships                          19.2         19.7

  Deferred book expenses                              23.4         34.1

  Other                                               47.2         29.7

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

   Total deferred tax liabilities                  $ 714.3      $ 622.5

===========================================================================

Deferred tax assets:

  Loss reserves not currently deductible           $  18.0      $  17.0

  Accrued book expenses                              108.7        110.8

  Unbilled revenues                                   17.6         17.6

  Other                                               30.5         11.7

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

   Total deferred tax assets                       $ 174.8      $ 157.1

===========================================================================

At December 31, 1998 and 1997, Florida Progress had net noncurrent deferred tax

liabilities of $595.4 million and $471.2 million and net current deferred tax

assets of $55.9 million and $5.8 million, respectively. Florida Progress

believes it is more likely than not that the results of future operations will generate sufficient taxable income to allow for the utilization of deferred tax assets.

FLORIDA POWER
(In millions)                                         1998         1997

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

Deferred tax liabilities:

  Difference in tax basis of property,

     plant and equipment                           $ 575.1       $ 506.3

  Deferred book expenses                              23.3          34.1

  Under recovery of fuel                               3.8           2.8

  Carrying value of securities over cost              22.0          15.0

  Other                                               10.5           1.5

 ‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

  Total deferred tax liabilities                   $ 634.7       $ 559.7

==========================================================================

Deferred tax assets:

  Accrued book expenses                             $ 90.2        $ 95.0

  Unbilled revenues                                   17.6          17.6

  Regulatory liability for deferred income taxes        -            1.6

  Other                                               19.7            -

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

  Total deferred tax assets                        $ 127.5       $ 114.2

==========================================================================

At December 31, 1998 and 1997, Florida Power had net noncurrent deferred tax

liabilities of $563.1 million and $451.3 million and net current deferred tax

assets of $55.9 million and $5.8 million, respectively. Florida Power expects

the results of future operations will generate sufficient taxable income to

allow the utilization of deferred tax assets.
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NOTE 4:  NUCLEAR OPERATIONS
Florida Power’s Crystal River nuclear plant began an extended outage in September 1996, which caused Florida Power to incur $100 million in additional operation and maintenance expenses in 1997. The plant was placed on the NRC's "Watch List," as a plant whose operations will be closely monitored until the plant demonstrates a period of improved performance. In January 1998, the NRC granted Florida Power permission to restart the plant. On February 15, 1998, the plant returned to service. On July 29, 1998, the NRC removed CR3 from the "Watch List." Earlier in July 1998, the NRC gave CR3 an overall report of good performance and improvements in all areas assessed for the agency’s Systematic Assessment of Licensee Performance (SALP) ratings. CR3 has produced more than 100% of its rated capacity since its restart in February 1998. (See Note 9 contained herein.)

Jointly Owned Plant - The following information relates to Florida Power’s 90.4% proportionate share of the nuclear plant at December 31, 1998 and 1997:

(In millions)

       


 1998


 1997

----------------------------------------------------------------------

Utility plant in service

         $708.9      

$673.8

Construction work in progress
              44.2


  49.3

Unamortized nuclear fuel


 45.9


  66.5

Accumulated depreciation
            
      368.7


 341.0

Accumulated decommissioning


254.8


 223.7

Net capital additions for Florida Power were $30.0 million in 1998 and $64.7 million in 1997. Depreciation expense, exclusive of nuclear decommissioning, was $32.8 million in 1998 and $29 million in 1997. Each co-owner provides for its own financing of their investment. Florida Power’s share of the asset balances and operating costs is included in the appropriate consolidated financial statements. Amounts exclude any allocation of costs related to common facilities.  

Decommissioning Costs - Florida Power’s nuclear plant depreciation expenses include a provision for future decommissioning costs, which are recoverable through rates charged to customers. Florida Power is placing amounts collected in an externally managed trust fund. The recovery from customers, plus income earned on the trust fund, is intended to be sufficient to cover Florida Power’s share of the future dismantlement, removal and land restoration costs. Florida Power has a license to operate the nuclear unit through December 3, 2016, and contemplates decommissioning beginning at that time.

In November 1995, the FPSC approved the current site-specific study that estimates total future decommissioning costs at approximately $2 billion, which corresponds to $464.8 million in 1998 dollars. Florida Power’s share of the total annual decommissioning expense is $21.7 million.

Florida Power is required to file a new site-specific study with the FPSC at least every five years, which will incorporate current cost factors, technology and radiological criteria.

Fuel Disposal Costs - Florida Power has entered into a contract with the U.S. Department of Energy for the transportation and disposal of SNF. Disposal costs for nuclear fuel consumed are being collected from customers through the fuel adjustment clause at a rate of $.001 per net nuclear kilowatt-hour sold and are paid to the DOE quarterly. Florida Power currently is storing SNF on-site and has sufficient storage capacity in place for fuel consumed through the year 2011.
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NOTE 5  PREFERRED AND PREFERENCE STOCK AND SHAREHOLDER RIGHTS
The authorized capital stock of Florida Progress includes 10 million shares of preferred stock, without par value, including 2 million shares designated as Series A Junior Participating Preferred Stock. No shares of Florida Progress' preferred stock are issued and outstanding. However, under Florida Progress' Shareholder Rights Agreement, each share of common stock has associated with it approximately two-thirds of one right to purchase one one-hundredth of a share of Series A Junior Participating Preferred Stock, subject to adjustment, which is exercisable in the event of certain attempted business combinations. If exercised, the rights would cause substantial dilution of ownership, thus adversely affecting any attempt to acquire the Company on terms not approved by the Company’s Board of Directors. The rights have no voting or dividend rights and expire in December 2001, unless redeemed earlier by the Company.

The authorized capital stock of Florida Power includes three classes of preferred stock: 4 million shares of Cumulative Preferred Stock, $100 par value; 5 million shares of Cumulative Preferred Stock, without par value; and 1 million shares of Preference Stock, $100 par value. No shares of Florida Power’s Cumulative Preferred Stock, without par value, or Preference Stock are issued and outstanding. A total of 334,967 shares of Cumulative Preferred Stock, $100 par value, were issued and outstanding at December 31, 1998 and 1997.

Florida Power redeemed 1,050,000 shares of its Cumulative Preferred Stock in 1996 for $106.4 million

Cumulative Preferred Stock for Florida Power is detailed below:

                    Current                      Outstanding at

     Dividend      Redemption      Shares         December 31,

       Rate          Price       Outstanding      1998 & 1997

                                                 (In millions)

------------------------------------------------------------------

       4.00%        $104.25        39,980           $  4.0

       4.40%        $102.00        75,000              7.5

       4.58%        $101.00        99,990             10.0

       4.60%        $103.25        39,997              4.0

       4.75%        $102.00        80,000              8.0

------------------------------------------------------------------

                                  334,967            $33.5

==================================================================

All Cumulative Preferred Stock series are without sinking funds and are not subject to mandatory redemption.

NOTE 6  DEBT
Florida Progress' long‑term debt at December 31, 1998 and 1997, is scheduled to

mature as follows:

                                                        Interest Rate(a)     1998      1997

-----------------------------------------------------------------------------------------------

Florida Power Corporation

(In millions)

  First mortgage bonds, maturing 1999-2023                    6.88%        $585.0      $835.0

  Pollution control revenue bonds, maturing 2014-2027         6.59%         240.9       240.9

  Medium-term notes, maturing 1999-2028                       6.63%         624.5       476.0

  Commercial paper, supported by revolver 

         maturing November 30, 2003                           5.25%         200.0       200.0

Discount, net of premium, being amortized over term of bonds                 (3.7)       (5.0)

------------------------------------------------------------------------------------------------

                                                                          1,646.7     1,746.9
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Progress Capital Holdings:

  Medium-term notes,maturing 1999-2008                        6.63%         444.0       339.0

  Commercial paper, supported by revolver 

         maturing November 30, 2003                           5.38%         300.0       300.0

Other debt, maturing 1999-2006                                6.13%           5.6         7.1

---------------------------------------------------------------------------------------------

                                                                          2,396.3      2393.0

Less: Current portion of long-term debt                                     145.9        15.2

---------------------------------------------------------------------------------------------

                                                                         $2,250.4    $2,377.8

(a)Weighted average interest rate at December 31, 1998.

Florida Progress' consolidated subsidiaries have lines of credit totaling $800 million, which are used to support commercial paper. The lines of credit were not drawn on as of December 31, 1998. Interest rate options under the lines of credit arrangements vary from subprime or money market rates to the prime rate. Banks providing lines of credit are compensated through fees. Commitment fees on lines of credit vary between .06 and .10 of 1%.

The lines of credit consist of four revolving bank credit facilities, two each for Florida Power and Progress Capital. The Florida Power facilities consist of $200 million with a 364-day term and $200 million with a five-year term. The Progress Capital facilities consist of $100 million with a 364-day term and $300 million with a five-year term. In 1998, both 364-day facilities were extended to November 1999. In addition, both five-year facilities were extended to November 2003. Based on the duration of the underlying backup credit facilities, $500 million of outstanding commercial paper at December 31, 1998, and December 31, 1997, are classified as long-term debt. Additionally, as of December 31, 1998, Florida Power and Progress Capital had an additional $47.3 million and $38.9 million, respectively, of outstanding commercial paper classified as short-term debt.

Progress Capital has uncommitted bank bid facilities authorizing it to borrow and re-borrow, and have outstanding at any time, up to $300 million. As of December 31, 1998, $150 million was outstanding under these bid facilities.

Florida Power has a public medium-term note program providing for the issuance of either fixed or floating interest rate notes. These notes have maturities ranging from nine months to 30 years. A balance of $250 million is available for issuance.

In March 1998, Florida Power redeemed all of its $150 million principal amount of first mortgage bonds, 8 5/8% series due November 2021 at a redemption price of 105.17% of the principal amount thereof. Substantially all of this redemption was funded from the net proceeds of $150 million of medium-term notes issued in February 1998, which bear an interest rate of 6 ¾% and mature in February 2028. Florida Power also redeemed in November 1998, an additional $100 million of first mortgage bonds. The entire $50 million principal of the 7 3/8% series was redeemed at a price of 100.93%, and the entire $50 million principal of the 7 ¼% series was redeemed at a price of 100.86%. Both issues were due in 2002. The redemption was funded from internally generated funds and commercial paper.

Florida Power has registered $370 million of first mortgage bonds, which are unissued and available for issuance.

Progress Capital has a private medium-term note program providing for the issuance of either fixed or floating interest rate notes, with maturities ranging from nine months to 30 years. A balance of $185 million is available for issuance under this program.
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The combined aggregate maturities of long-term debt for 1999 through 2003 are $145.9 million, $147.6 million, $183 million, $32.2 million and $775.4 million, respectively.

Florida Progress and Progress Capital entered into an amended guaranty and support agreement in 1996, pursuant to which Florida Progress has unconditionally guaranteed the payment of Progress Capital’s debt.
NOTE 7  RETIREMENT BENEFIT PLANS
Pension Benefits - Florida Progress and some of its subsidiaries have a noncontributory defined benefit pension plan (Retirement Plan) covering most employees. Florida Progress also has two supplementary defined benefit pension plans that provide benefits to higher-level employees. Effective January 1, 1998, the Retirement Plan was split into two separate plans, one covering eligible bargaining unit employees and the other covering all other eligible employees. Plan assets were allocated to each plan in accordance with applicable law.

Other Postretirement Benefits - Florida Progress and some of its subsidiaries also provide certain health care and life insurance benefits for retired employees when they reach retirement age while working for Florida Progress.

Shown below are the components of the net pension expense and net postretirement benefit expense calculations for 1998, 1997 and 1996:

                                          Pension Benefits                        Other Postretirement Benefits

(In millions)                         1998        1997       1996                     1998      1997      1996

Service cost                        $ 22.3      $ 18.7     $ 18.3
                    $ 3.5    $  3.2    $  5.3

Interest cost                         37.7        34.9
       32.3                     10.5
      10.4
12.4

Expected return on plan assets       (68.5)      (58.4)     (52.0)
                     (.3)      (.4)
(.3)

Net amortization and deferral        (12.5)       (6.5)      (6.5)
                     3.2
       3.4
6.1

Net cost/(benefit) recognized       $(21.0)     $(11.3)    $ (7.9)
                   $16.9     $16.6
$23.5

The following weighted average actuarial assumptions at December 31 were used in the calculation of the year-end funded status:
                                             Pension Benefits                    Other Postretirement Benefits

                                         1998         1997          1996         1998         1997        1996

Discount rate                            7.00%       7.25%          7.50%        7.00%        7.25%      7.50%

Expected long-term rate of return        9.00%       9.00%          9.00%        5.00%        5.00%      5.00%

Rate of compensation increase:

       Bargaining unit employees         3.50%       4.50%
          4.50%        3.50%
        4.50%      4.50%

       Nonbargaining unit employees      4.50%       4.50%          4.50%        4.50%        4.50%
      4.50%

       Nonqualified plans                4.00%       4.00%          4.00%         N/A          N/A        N/A
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The following summarizes the change in the benefit obligation and plan assets for both the pension plan and postretirement benefit plan for 1998 and 1997:

Pension Benefits
Other Benefits

(In millions)
1998
1997
1998
1997

Change in benefit obligation

Benefit obligation at beginning of year
$523.9
$472.0
$ 153.2
$ 182.6


Service cost
22.3
18.7
3.5
3.2


Interest cost
37.7
34.9
10.5
10.4


Plan amendment
-
9.5
-
(36.1)


Actuarial (gain)/loss
16.1
12.6
1.2
(.3)


Benefits paid
(25.8)
(23.8)
(6.9)
(6.6)

Benefit obligation at end of year
574.2
523.9
161.5
153.2

Change in plan assets

Fair value of plan assets at beginning of year
769.0
655.0
6.4
4.7


Return on plan assets (net of expenses)
140.2
136.6
.4
.4


Employer contributions
-
-
1.3
1.3


Benefits paid
(24.2)
(22.6)
-
-



Fair value of plan assets at end of year
885.0
769.0
8.1
6.4

Funded status
310.8
245.1
(153.4)
(146.8)

Unrecognized transition (asset) obligation
(20.5)
(25.4)
51.4
55.0

Unrecognized prior service cost
 13.3
14.5
-
-

Unrecognized net actuarial (gain)/loss
(283.5)
(236.6)
(14.1)
(15.6)



Prepaid (accrued) benefit cost
$  20.1
$  (2.4)
$(116.1)
$(107.4)

Between 1996 and 1998, Florida Progress set assets aside in a rabbi trust for the purpose of providing benefits to the participants in the supplementary retirement plans. The assets of the rabbi trust are not reflected as plan assets because the assets could be subject to creditors’ claims. The assets and liabilities of the supplementary defined benefit retirement plans are included in Other Assets and Other Liabilities on the accompanying Consolidated Balance Sheets.

A one-percentage point increase or decrease in the assumed health care cost trend rate would change the total service and interest cost by approximately $1 million and the postretirement benefit obligation by approximately $10 million. 
Due to different retail and wholesale regulatory rate requirements, Florida Power began making quarterly contributions for the postretirement benefit plan in 1995 to an irrevocable external trust fund for wholesale ratemaking, while continuing to accrue postretirement benefit costs to an unfunded reserve for retail ratemaking. Florida Power contributed approximately $1.3 million annually in both 1998 and 1997 to the trust fund.

NOTE 8  BUSINESS SEGMENTS

Florida Progress' principal business segment is Florida Power, an electric utility engaged in the generation, purchase, transmission, distribution and sale of electricity. The other reportable business segments are Electric Fuels’ Energy and Related Services, Rail Services and Inland Marine Transportation units. Energy and Related Services includes coal operations, river terminal services and off-shore marine transportation. Rail Services’ operations include railcar repair, rail parts reconditioning and sales, railcar leasing and sales, providing rail and track material, and metal recycling. Inland Marine provides transportation of coal, agricultural and other dry-bulk commodities as well as fleet management services. The other category includes the parent holding company Florida Progress, which allocates a portion of its operating expenses to 
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business segments. This category also includes segments below the quantitative threshold required for separate disclosure.  

Florida Progress' business segment information for 1998, 1997 and 1996 is summarized below. Florida Progress' significant operations are geographically located in the United States. Florida Progess' segments are based on differences in products and services, and therefore no additional disclosures are presented. Intersegment sales and transfers consist of coal sales from Electric Fuels to Florida Power. The price Electric Fuels charges Florida Power is based on market rates for coal procurement and for water borne transportation under a methodology approved by the FPSC. Rail transportation is also based on market rates plus a return allowed by the FPSC on equity utilized in transporting coal to Florida Power. The allowed rate of return is currently 12%. No single customer accounted for 10% or more of unaffiliated revenues.



Energy and
Rail
Inland Marine



(In millions)
Utility
Related Services
 Services
Transportation
Other
Eliminations
Consolidated

1998
Revenues
$2,648.2
$173.8
$658.5
$124.6
$ 10.9
$    4.3
$3,620.3

Intersegment revenues
-
273.9
1.3
14.0
-
(289.2)
-

Depreciation and amortization
382.7
14.4
19.4
4.5
3.6
-
424.6

Interest expense
136.5
5.8
21.3
4.4
20.8
(1.7)
187.1

Income taxes
141.0
6.3
12.3
6.3
(17.3)
-
148.6

Segment net income (loss)
248.6
20.4
15.9
10.3
(13.5)
-
281.7

Total assets
4,928.1
316.5
680.0
99.5
334.0
(197.3)
6,160.8

Property additions
326.0
32.0
91.0
93.6
.7
-
543.3

1997
Revenues
$2,448.4
$165.6
$477.1
$105.5
$115.7
$    4.1
$3,316.4

Intersegment revenues
-
286.0
1.3
14.2
-
(301.5)
-

Depreciation and amortization
333.8
11.7
11.2
4.3
3.2
-
364.2

Interest expense
117.3
6.5
13.9
2.5
19.1
(.6)
158.7

Income taxes
69.9
8.4
9.8
3.3
(25.0)
-
66.4

Segment net income (loss)
134.4
16.8
13.3
5.9
(116.1)
-
54.3

Total assets
4,900.8
299.2
385.3
138.9
210.4
(174.6)
5,760.0

Property additions
395.0
16.8
41.6
59.0
1.2
-
513.6

1996

Revenues
$2,393.6
$165.6
$353.7
$  86.4
$155.2
$    3.4
$3,157.9

Intersegment revenues
-
273.2
.8
13.7
-
(287.7)
-

Depreciation and amortization
341.1
11.4
7.4
4.5
2.3          -         366.7

Interest expense
98.4              6.3
9.9
1.9
20.5
(1.1)
135.9

Income taxes
135.7
(9.3)
6.9
4.4
8.2
-
145.9

Segment net income (loss)
232.6
(12.5)
9.7
7.1
(12.5)
-
224.4
Total assets
4,264.0
272.4
294.2
79.0
577.2
(138.4)
5,348.4

Property additions
222.9
11.7
16.1
12.7
.6
-
264.0

In December 1996, the Energy and Related Services segment of Electric Fuels revised its assessment that low-sulfur coal market prices were depressed temporarily. Electric Fuels decided to close and dispose of its unprofitable coal operations and recorded a provision for loss of $40.9 million.

NOTE 9  RATES
Florida Power’s retail rates are set by the FPSC, while its wholesale rates are governed by the FERC. Florida Power’s last general rate case was approved in 1992 and allowed a 12% regulatory return on equity with an allowed range between 11% and 13%.

Tiger Bay Buy-Out - In 1997, Florida Power bought out the Tiger Bay purchased power contracts for $370 million and acquired the cogeneration facility for $75 million, for a total of $445 million. Of the $370 million of contract 
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termination costs, $350 million was recorded as a regulatory asset and the 

remaining $20 million was written off. Florida Power recorded $75 million as electric plant.

The regulatory asset is being recovered pursuant to an agreement between Florida Power and several intervening parties, which was approved by the FPSC in June 1997. The amortization of the regulatory asset is calculated using revenues collected under the fuel adjustment clause as if the purchased power agreements related to the facility were still in effect, less the actual fuel costs and the related debt interest expense. This will continue until the regulatory asset is fully amortized. Florida Power has the option to accelerate the amortization.  Approximately $27.2 million and $4.4 million of amortization expense was recorded in 1998 and 1997, respectively.

In December 1998, Florida Power received approval from the FPSC to defer non-fuel revenues towards the development of a plan that would allow customers to realize the benefits earlier than if they are used to accelerate the amortization of the Tiger Bay regulatory asset. If this plan is not submitted by May 1, 1999, or not approved by the FPSC, then deferred revenues of $10.1 million plus interest will be applied towards the amortization of Tiger Bay.

Extended Nuclear Outage - In June 1997, a settlement agreement between Florida Power and all parties who intervened in Florida Power’s request to recover replacement fuel and purchased power costs resulting from the extended outage of its nuclear plant was approved by the FPSC. The plant was taken off-line in September 1996 to address certain design issues related to its safety systems. In late January 1998, Florida Power notified the NRC that it had completed all of the requirements and was subsequently granted permission to restart the plant. The plant returned to service in February 1998.

Florida Power incurred approximately $174 million in 1997 and an additional $5 million in 1998 in total system replacement power costs. In accordance with the settlement agreement, Florida Power recorded a charge of approximately $73 million in 1997 and $5 million in 1998 for retail replacement power costs incurred that will not be recovered through its fuel cost recovery clause. Florida Power is currently recovering approximately $38 million through its fuel cost recovery clause, and approximately $63 million of replacement power costs were recorded as a regulatory asset in 1997. The regulatory asset is being amortized for a period of up to four years. The amortization is being recovered by the suspension of fossil plant dismantlement accruals during the amortization period.

The parties to the settlement agreement agreed not to seek or support any increase or reduction in Florida Power’s base rates or the authorized range of its return on equity during the four-year amortization period. The settlement agreement also provided that for purposes of monitoring Florida Power’s future earnings, the FPSC will exclude the nuclear outage costs when assessing Florida Power’s regulatory return on equity. The agreement resolved all present and future disputed issues between the parties regarding the extended outage of the nuclear plant.

NOTE 10  DISCONTINUED OPERATIONS
On November 21, 1996, Florida Progress' Board of Directors declared a spin-off distribution to common shareholders of record on December 5, 1996, of the common shares of Echelon, which comprised the Company’s lending, leasing and real estate operations. Common shares were distributed on the basis of one share of Echelon common stock for every 15 shares of Florida Progress' common stock.
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In connection with the spin-off in 1996, Florida Progress has presented Echelon as a discontinued operation in the accompanying Consolidated Statements of Income.

Summarized income statement information relating to Echelon’s results of operations (as reported in discontinued operations) for the year ended December 31 is as follows:

(In millions)                                                  1996

---------------------------------------------------------------------

Sales and revenues                                           $ 63.2

---------------------------------------------------------------------

Loss from operations (net of income tax)
                         -  

Provision for loss on disposition of assets 

   (net of income tax benefits of $11.3)                      (18.0)

Spin-off transaction costs (net

   of income tax benefits of $1.8)                             (8.3)

---------------------------------------------------------------------

Total discontinued operations                                $(26.3)

=====================================================================

NOTE 11  COMMITMENTS AND CONTINGENCIES

Fuel, Coal and Purchased Power Commitments - Florida Power has entered into various long-term contracts to provide the fossil and nuclear fuel requirements of its generating plants and to reserve pipeline capacity for natural gas. In most cases, such contracts contain provisions for price escalation, minimum purchase levels and other financial commitments. Estimated annual payments, based on current market prices, for Florida Power’s firm commitments for fuel purchases and transportation costs, excluding delivered coal and purchased power, are $56 million, $56 million, $62 million, $63 million and $64 million for 1999 through 2003, respectively, and $499 million in total thereafter. Additional commitments will be required in the future to supply Florida Power’s fuel needs.

Electric Fuels has two coal supply contracts with Florida Power, the provisions of which require Florida Power to buy and Electric Fuels to supply substantially all of the coal requirements of four of Florida Power’s power plants, two through 2002 and two through 2004. In connection with these contracts, Electric Fuels has entered into several contracts with outside parties for the purchase of coal. The annual obligations for coal purchases and transportation under these contracts are $107.1 million, $61 million, $48.9 million and $22.7 million for 1999 through 2002, respectively, with no further obligations thereafter. The total cost incurred for these commitments was $117.7 million in 1998, $156.8 million in 1997 and $161.5 million in 1996.

Florida Power has long-term contracts for about 460 MW of purchased power with other utilities, including a contract with The Southern Company for approximately 400 MW of purchased power annually through 2010. This represents 4.5% of Florida Power’s total current system capacity. Florida Power has an option to lower these Southern purchases to approximately 200 MW annually with a three-year notice. The purchased power from Southern is supplied by generating units with a capacity of approximately 3,500 MW and is guaranteed by Southern’s entire system, totaling more than 30,000 MW.

As of December 31, 1998, Florida Power had entered into purchased power contracts with certain qualifying facilities for 871 MW of capacity with 
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expiration dates ranging from 2002 to 2025. The purchased power contracts provide for capacity and energy payments. Energy payments are based on the 

actual power taken under these contracts. Capacity payments are subject to the qualifying facilities meeting certain contract performance obligations. In most cases, these contracts account for 100% of the generating capacity of each of the facilities. Of the 871 MW under contract, approximately 831 MW currently are available to Florida Power. All commitments have been approved by the FPSC.

The FPSC allows the capacity payments to be recovered through a capacity cost recovery clause, which is similar to, and works in conjunction with, energy payments recovered through the fuel cost recovery clause. 

In 1997, through the buy-out of the Tiger Bay purchased power contracts, Florida Power reduced its long-term purchased power commitments by 20 percent.

Florida Power incurred purchased power capacity costs totaling $260.1 million in 1998, $292.3 million in 1997 and $284 million in 1996. The following table shows minimum expected future capacity payments for purchased power commitments. Because the purchased power commitments have relatively long durations, the total present value of these payments using a 10% discount rate also is presented. These amounts assume that all units are brought into service as contracted and meet contract performance requirements:

Purchased Power Capacity Payments

(In millions)                          Utilities   Cogenerators      Total

----------------------------------------------------------------------------

1999                                       58            215           273

2000                                       59            223           282

2001                                       58            230           288

2002                                       32            236           268

2003                                       32            244           276

2004-2025                                 212          5,555         5,767

----------------------------------------------------------------------------

  Total                                  $451         $6,703       $ 7,154

============================================================================

  Total net present value                                          $ 2,577

============================================================================

Leases - Electric Fuels has several noncancelable operating leases, primarily for transportation equipment, with varying terms extending to 2015, and generally require Electric Fuels to pay all executory costs such as maintenance and insurance. Some rental payments include minimum rentals plus contingent rentals based on mileage. Contingent rentals were not significant. The minimum future lease payments under noncancelable operating leases, including the synthetic lease described below, are $38.7 million, $31.7 million, $27.7 million, $23.4 million and $23.4 million for 1999 through 2003, respectively, with a $227 million total obligation thereafter. The total costs incurred under these commitments were $30.9 million, $34.8 million and $33.3 million during 1998, 1997 and 1996, respectively.
On August 6, 1998, MEMCO, a wholly owned subsidiary of Electric Fuels, entered into a synthetic lease financing, accomplished via a sale and leaseback, for an aggregate of approximately $175 million in inland river barges and $25 million in towboats (vessels). As of December 31, 1998, MEMCO had sold and leased back $153 million of vessels. Acquisition and subsequent sale and leaseback of the remaining $47 million of vessels are expected to occur by June 30, 1999. The lease (charter) is an operating lease for financial reporting purposes and a secured financing for tax purposes.
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The term of the noncancelable charter expires on December 30, 2012, and provides MEMCO one 18-month renewal option on the same terms and conditions. MEMCO is responsible for all executory costs, including insurance, maintenance and taxes, 

in addition to the charter payments. MEMCO has options to purchase the vessels throughout the term of the charter, as well as an option to purchase at the termination of the charter. Assuming MEMCO exercises no purchase options during the term of the charter, the purchase price for all vessels aggregates $141.8 million at June 30, 2014. In the event that MEMCO does not exercise its purchase option for all vessels, it will be obligated to remarket the vessels, and, at the expiration of the charter, pay a maximum residual guarantee amount of $89.3 million.

The minimum future charter payments as of December 31, 1998 are $14.4 million, $15.3 million, $15.4 million, $15.4 million and $15.8 million for 1999 through 2003 and $172.2 million thereafter (excluding the purchase option payment). All MEMCO payment obligations under the transaction documents are unconditionally guaranteed by Progress Capital; those obligations in turn are guaranteed by Florida Progress.
Construction Program - Substantial commitments have been made in connection with the Company’s construction program. In 1999, Florida Power has projected construction expenditures of $323 million, primarily for electric plant and nuclear fuel. Diversified operations have projected capital additions of $155 million in 1999, primarily for barges and equipment.

Off-Balance Sheet Risk - Several of Florida Progress' subsidiaries are general partners in unconsolidated partnerships and joint ventures. Florida Progress or subsidiaries have agreed to support certain loan agreements of the partnerships and joint ventures. These credit risks are not material to the financial statements and Florida Progress considers these credit risks to be minimal, based upon the asset values supporting the partnership liabilities.

Insurance - Florida Progress and its subsidiaries utilize various risk management techniques to protect assets from risk of loss, including the purchase of insurance. Risk avoidance, risk transfer and self-insurance techniques are utilized depending on Florida Progress' ability to assume risk, the relative cost and availability of methods for transferring risk to third parties, and the requirements of applicable regulatory bodies.

Florida Power self-insures its transmission and distribution lines against loss due to storm damage and other natural disasters. Pursuant to a regulatory order, Florida Power is accruing $6 million annually to a storm damage reserve and may defer any losses in excess of the reserve. The reserve balance at December 31, 1998 and 1997 was $24.1 million and $18.1 million, respectively.

Under the provisions of the Price Anderson Act, which limits liability for accidents at nuclear power plants, Florida Power, as an owner of a nuclear plant, can be assessed for a portion of any third-party liability claims arising from an accident at any commercial nuclear power plant in the United States. If total third-party claims relating to a single nuclear incident exceed $200 million (the amount of currently available commercial liability insurance), Florida Power could be assessed up to $88.1 million per incident, with a maximum assessment of $10 million per year.

Florida Power is a member of the Nuclear Electric Insurance, Ltd. ("NEIL"), an industry mutual insurer, which provides business interruption and extra expense coverage in the event of a major accidental outage at a covered nuclear power 
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plant. Florida Power is subject to a retroactive premium assessment by NEIL under this policy in the event loss experience exceeds NEIL’s available surplus. Florida Power’s present maximum share of any such retroactive assessment is $2.7 million per policy year.

Florida Power also maintains nuclear property damage insurance and decontamination and decommissioning liability insurance totaling $2.1 billion. The first layer of $500 million is purchased in the commercial insurance market with the remaining excess coverage purchased from NEIL. Florida Power is self-insured for any losses that are in excess of this coverage. Under the terms of the NEIL policy, Florida Power could be assessed up to a maximum of $9.5 million in any policy year if losses in excess of NEIL’s available surplus are incurred.

Florida Power has never been assessed under these nuclear indemnities or insurance policies.
Contaminated Site Cleanup - The Company is subject to regulation with respect to the environmental impact of its operations. The Company’s disposal of hazardous waste through third-party vendors can result in costs to clean up facilities found to be contaminated. Federal and state statutes authorize governmental agencies to compel responsible parties to pay for cleanup of these hazardous waste sites.

Florida Power and former subsidiaries of Florida Progress, whose properties were sold in prior years, have been identified by the U.S. EPA as PRPs at certain sites, including the Sanford, Florida that Florida Power previously owned and operated. There are five parties, including Florida Power, that have been identified as PRPs at the Sanford site. Liability for the cleanup costs of these sites is joint and several.

An agreement has been reached among the PRPs to spend up to $1.5 million to perform the Risk Investigation and Feasibility Study (RI/FS). Florida Power is liable for 39.7% of those costs. On September 25, 1998, the EPA formally approved the PRP RI/FS Work Plan. The RI/FS field work was completed in January 1999. The EPA is expected to review the final Treatability Study report and provide further guidance to the PRPs by August 1999.

The discussions and resolution of liability for cleanup costs could cause Florida Power to increase its estimate of its liability for those costs. Although estimates of any additional costs are not currently available, the outcome is not expected to have a material effect on Florida Progress’ financial position, results of operations or liquidity.

In addition to these designated sites, there are other sites where affiliates may be responsible for additional environmental cleanup.

Florida Progress believes that its subsidiaries will not be required to pay a disproportionate share of the costs for cleanup of any of these designated sites. Florida Progress' best estimates indicate that its proportionate share of liability for cleaning up all designated sites ranges from $2.5 million to $7.5 million. It has accrued $4.4 million against these potential costs.

Legal Matters
Age Discrimination Suit - Florida Power and Florida Progress have been named defendants in an age discrimination lawsuit. The number of plaintiffs remains at 116, however, four of those plaintiffs have had their federal claims dismissed and five others have had their state age claims dismissed. While no dollar amount was requested, each plaintiff seeks back pay, reinstatement or front pay 
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through their projected dates of normal retirement, costs and attorneys’ fees. In October 1996, the court approved an agreement between parties to provisionally certify this case as a class action suit under the Age Discrimination in Employment Act. On August 10, 1998, Florida Power filed a motion to decertify the class, and the plaintiffs filed their response in opposition on September 30, 1998. A hearing date for the motion has not yet been set. Florida Power has entered into settlement discussions with the plaintiffs. In December 1998, plaintiffs alleged damages of $100 million. Company management, while not believing plaintiffs’ claim to have merit, offered $5 million in an attempted settlement of all claims. Plaintiffs rejected that offer. As a result, management has identified a probable range of $5 million to $100 million with no amount within that range a better estimate of probable loss than any other amount; accordingly, Florida Power has accrued $5 million. There can be no assurance that this litigation will be settled, or if settled, that the settlement will not exceed $5 million. Additionally, the ultimate outcome, if litigated, cannot presently be determined.

Advanced Separation Technologies, Inc. - In 1996, Florida Progress sold its 80%-interest in AST to Calgon for $56 million in cash. Calgon filed a lawsuit in January 1998, and amended it in April 1998, alleging misstatement of AST’s 1996 revenues, assets and liabilities, seeking damages and granting Calgon the right to rescind the sale. The lawsuit also accuses Florida Progress of failing to disclose flaws in AST’s manufacturing process and a lack of quality control. No projection of an outcome or estimate of a potential liability, if any, can be determined at the date of issuance of these financial statements. Florida Progress believes the lawsuit is without merit and intends to vigorously defend itself. Accordingly, Florida Progress has not made provision for any loss for this matter.

Qualifying Facilities Contracts - The purchased power contracts with qualifying facilities employ separate pricing methodologies for capacity payments and energy payments. Florida Power has interpreted the pricing provision in these contracts to allow it to pay an as-available energy price rather than a higher firm energy price when the avoided unit upon which the applicable contract is based would not have been operated.

Owners of four qualifying facilities filed suit against Florida Power in state court over the contract payment terms, one of which also filed in federal court. Two of the suits have been settled, and the federal case was dismissed, although the plaintiff has appealed. Of the two remaining suits, one trial concluded in December 1998. The other remaining suit remains with no date presently set for trial. Management does not expect that the results of these legal actions will have a material impact on Florida Power’s financial position, operations or liquidity. Florida Power anticipates that all fuel and capacity expenses will be recovered from its customers.

Mid-Continent Life Insurance Company - A series of events in 1997 as discussed below, significantly jeopardized the ability of Mid-Continent to implement a plan to eliminate a projected reserve deficiency resulting in the impairment of Florida Progress’ investment in Mid-Continent.

Therefore, the Company recorded a provision for loss on investment of $86.9 million in 1997. In addition, tax benefits of approximately $11 million related to the excess of the tax basis over the book value in the investment in Mid-Continent as of December 31, 1997, were not recorded because of uncertainties associated with the timing of a tax deduction. Florida Progress also recorded an accrual at December 31, 1997, for legal fees associated with defending its position in current Mid-Continent legal proceedings.
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In the spring of 1997, the Commissioner received court approval to seize control of the operations of Mid-Continent. The Commissioner had alleged that Mid-Continent’s reserves were understated by more than $125 million, thus causing Mid-Continent to be statutorily impaired. The Commissioner further alleged that Mid-Continent had violated Oklahoma law relating to deceptive trade practices in connection with the sale of its "Extra Life" insurance policies and was not entitled to raise premiums, a key element to Mid-Continent’s plan to address the projected reserve deficiency. While sustaining the receivership, the court also ruled that premiums could be raised. Although both sides appealed the decision to the Oklahoma Supreme Court, those appeals were withdrawn in early 1999.

In December 1997, the Commissioner filed a lawsuit against Florida Progress, certain of its directors and officers, and certain former Mid-Continent officers, making a number of allegations and seeking access to Florida Progress’ assets to satisfy policyholder and creditor claims. On April 17, 1998, the court granted motions to dismiss the individual defendants, leaving Florida Progress as the sole remaining defendant in the lawsuit.

A new Commissioner was elected in November 1998 and has stated his intention to work with Florida Progress and others to develop a plan to rehabilitate Mid-Continent rather than pursue litigation against Florida Progress. Although Florida Progress hasn’t had access to recent Mid-Continent data, its estimate of the present value of the projected deficiency, after applying Mid-Continent’s statutory surplus, is in the range of $100 million, rather than the $348 million alleged by the former Commissioner. Florida Progress believes that the former Commissioner’s estimate is untenable and not based on sound actuarial principles. Florida Progress is working with the new Commissioner to develop a viable plan to rehabilitate Mid-Continent, which would include the sale of that company.

In January 1999, five Mid-Continent policyholders filed a purported class action against Mid-Continent and the same defendants named in the case filed by the former Commissioner. The complaint contains substantially the same factual allegations as those made by the Commissioner. The suit asserts "Extra Life" policyholders have been injured as a result of representations made in connection with the sale of that policy. The suit seeks unspecified actual and punitive damages.

Although Florida Progress hopes to reach a negotiated resolution of these matters, it would continue to vigorously defend itself against the two lawsuits should negotiations fail, since it believes they are without merit. Because neither the outcome of the litigation nor the ultimate effects of any rehabilitation plan, including the possible sale of Mid-Continent, can be estimated, Florida Progress has not made provision for any additional losses that might result.

Other Legal Matters - Florida Progress is involved in various other claims and legal actions arising in the ordinary course of business. In the opinion of management, the ultimate disposition of these matters will not have a material adverse effect upon Florida Progress' consolidated financial position, results of operations or liquidity.
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QUARTERLY FINANCIAL DATA

FLORIDA PROGRESS CORPORATION


(Unaudited)

                                                               Three Months Ended

(In millions, except per share amounts)     March 31     June 30      September 30    December 31

  1998

  OPERATING RESULTS

    Revenues
$787.5
$903.1
$1,031.5
$898.2

    Income (loss) from operations
118.2
167.7
228.1
86.3

    Net income (loss)
50.5
77.8
117.3
36.1

  DATA PER SHARE

    Earnings (loss) per common share
0.52
0.80
1.21
0.37

    Dividends per common share
.535
.535
.535
.535

    Common stock price per share:

      High
42 1/4       42 7/8
43 15/16
47 1/8

      Low
37 11/16
39
38 1/16
41 

----------------------------------------------------------------------------------------------------

  1997

  OPERATING RESULTS

    Revenues
$747.5
$797.3
$922.5
$849.1

    Income(loss) from operations
95.0
37.9
166.0
(25.2)

    Net income (loss)
42.0
6.3
81.6
(75.6)

  DATA PER SHARE

    Earnings(loss)per common share
.43
.07
.84
(.78) 

    Dividends per common share
.525
.525
.525
.525

    Common stock price per share:

      High
32 7/8
31 5/8
33 5/8
39 1/4

      Low
29 1/2
27 3/4           30 9/16
31 1/8

----------------------------------------------------------------------------------------------------

FLORIDA POWER CORPORATION


(Unaudited)

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑---------

                                                           Three Months Ended

(In millions)                            March 31        June 30     September 30    December 31

‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑--------------------------------------------

1998

Operating revenues                        $565.2         $663.8         $795.6          $623.6

Net income (loss)                          $46.2          $68.1         $109.1           $26.7

Earnings (loss) on common stock            $45.8          $67.7         $108.8           $26.3

1997

Operating revenues                        $553.8         $597.2         $706.9          $590.5

Net income                                 $41.6           $1.3          $76.3           $16.7

Earnings on common stock                   $41.2            $.9          $76.0           $16.3

The business of Florida Power is seasonal in nature and comparisons of earnings for the quarters do not give a true indication of overall trends and changes in Florida Power’s operations. In June 1998, Florida Power restated its financial results for the second, third and fourth quarters of 1997 to reflect recognition of the extended nuclear outage as incurred.  The change affected the financial results for the interim reporting periods but did not have any effect on results for the fiscal year ended 1997.  Effective December 31, 1997, Florida Progress deconsolidated the financial statements of Mid-Continent and established a provision for loss for the full amount of its investment. The deconsolidation has not been reflected in the consolidated financial statements of prior periods. 


