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This combined Form 10‑Q represents separate filings by Florida Progress Corporation and Florida Power Corporation.  Florida Power makes no representations as to the information relating to Florida Progress’ diversified operations.

FLORIDA PROGRESS CORPORATION AND FLORIDA POWER CORPORATION

NOTES TO FINANCIAL STATEMENTS

1) Florida Progress’ principal business segment is the Utility segment.  Florida Power, the largest subsidiary of Florida Progress, engages in the generation, purchase, transmission, distribution and sale of electricity.  Florida Progress’ other reportable business segments are Electric Fuels’ Energy and Related Services, Rail Services and Inland Marine Transportation units.  Financial data for business segments for the periods covered in this Form 10-Q are presented in the table below:


(In millions)

Utility
Energy and Related Services
Rail Services
Inland Marine Transportation

Other

Elimination

Consolidated

Three months ended June 30, 1999:









Revenues

$   671.7

$  44.8

$224.5

$  33.5

$      .6

$       1.2

$   976.3


Intersegment revenues

—

62.3

.6

4.1

(1.9)

(65.1)

—


Segment net income (loss)

65.5

8.3

5.7

2.2

(5.1)

—

76.6

Six months ended June 30, 1999:









Revenues

$ 1,242.4

$  87.6

$398.5

$  63.7

$    2.1

$    2.4

$ 1,796.7


Intersegment revenues

—

128.1

1.0

8.1

(6.5)

(130.7)

—


Segment net income (loss)

127.9

16.4

6.2

2.9

(9.2)

—

144.2


Total assets at June 30, 1999

4,972.9

326.5

754.2

96.5

523.9

(371.7)
 6,302.3

Three months ended June 30, 1998:









Revenues

$  663.8

$  39.6

$155.8

$  30.5

$ 12.3

$    1.1

$   903.1


Intersegment revenues

—

64.6

.3


3.8

(4.3)

(64.4)

—


Segment net income (loss)

67.7

5.0

4.7

1.9

(1.5)

—

77.8

Six months ended June 30, 1998:









Revenues

$1,229.0

$  85.9

$303.0

$  58.5

$ 12.0

$    2.2

$1,690.6


Intersegment revenues

—

134.7

.4

6.9

(7.8)

(134.2)

—


Segment net income (loss)

113.5

10.1

6.8

3.6

(5.7)

—

128.3


Total assets at June 30, 1998

5,013.1

289.2

510.5

183.5

67.7

16.9

6,080.9

2) In December 1998, Florida Power received approval from the Florida Public Service Commission (“FPSC”) to defer $10.1 million of nonfuel revenues towards the development of a plan that would allow customers to realize the benefits of the 1998 deferred revenues earlier than if the nonfuel revenues were used to accelerate the amortization of the Tiger Bay regulatory asset.  The plan was required to be submitted to the FPSC by May 1, 1999.  Florida Power was unable to identify any rate initiatives that might allow its ratepayers to receive these benefits sooner and, in June 1999, recognized $10.1 million of revenue and recorded $10.1 million, plus interest, of amortization against the Tiger Bay regulatory asset.

3) In April 1999, FPC Capital I, a subsidiary business trust, completed the sale of $300 million Cumulative Quarterly Income Preferred Securities through a public offering, the proceeds of which were used to pay down short-term debt and for general corporate purposes.  The securities are, in effect, fully and unconditionally guaranteed by Florida Progress.  Quarterly distributions are payable at an annual rate of 7.10%.

4)
CONTINGENCIES

OFF-BALANCE SHEET RISK - Several of Florida Progress’ subsidiaries are general partners in unconsolidated partnerships and joint ventures.  Florida Progress or its subsidiaries have agreed to support certain loan agreements of the partnerships and joint ventures.  These credit risks are not material to the financial statements of Florida Progress, 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 accrues $6 million annually to a storm damage reserve and may defer any losses in excess of the reserve.  The reserve balances at June 30, 1999 and December 31, 1998 were $27.1 million and $24.1 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 plant.  Florida Power is subject to a retroactive premium assessment by NEIL under this policy in the event that 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 - Florida Progress is subject to regulation with respect to the environmental impact of its operations.  Florida Progress’ 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 certain former subsidiaries of Florida Progress, whose properties were sold in prior years, have been identified by the U.S. Environmental Protection Agency (“EPA”) as Potentially Responsible Parties (“PRPs”) at certain sites.  Liability for the cleanup costs at these sites is joint and several.

One of the sites that Florida Power previously owned and operated is located in Sanford, Florida.  There are five parties, including Florida Power, that have been identified as PRPs at the Sanford site.  An agreement has been reached among the PRPs of the Sanford site to spend up to $1.5 million to perform a Remedial Investigation and Feasibility Study (“RI/FS”).  Florida Power is liable for 40% of those costs.  On 
September 25, 1998, the EPA formally approved the PRP RI/FS Work Plan.  The RI/FS fieldwork was completed in January 1999.  The EPA is expected to review the final Remedial Investigation report and provide further guidance to the PRPs by August 1999.  Negotiations are underway within the PRP group to develop a new Participant’s Agreement.  The Agreement will define and allocate future Remedial Design and Remedial Action costs among the participants for Phase I of three potential separate phases of cleanup.  The project will be addressed in separate phases for project management purposes.  FPC’s future cost share allocation for Phase I is expected to be identified by December 1999.

The discussions and resolution of liability for cleanup costs could cause Florida Power to increase the 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 December 1998, Florida Power allowed the EPA to conduct an expanded site inspection at a former plant site designated “Inglis.”  Soil and groundwater samples were obtained from the Florida Power property, as well as sediment samples from the adjacent Withalacoochee River.  A final report is expected from the EPA in 1999 regarding the site hazard ranking and possible listing on the National Priorities list.

In addition to these designated sites, there are other sites where Florida Progress may be responsible for additional environmental cleanup.  Florida Progress’ best estimates indicate that its share of liability for cleaning up all designated sites ranges from $3.0 million to $9.0 million.  It has accrued $4.6 million against these potential costs.

AGE DISCRIMINATION SUIT - Florida Power and Florida Progress have been named defendants in an age discrimination lawsuit.  The number of plaintiffs remains at 116, but 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 through their projected dates of normal retirement, costs and attorneys’ fees.  In October 1996, the court approved an agreement between the parties to provisionally certify this case as a class action suit under the Age Discrimination in Employment Act.  Florida Power has filed a motion to decertify the class, but a hearing date has not yet been set.  In December 1998, during mediation, 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.  Subsequently, Florida Power and the plaintiffs engaged in informal settlement discussions, which were terminated on December 22, 1998.  However, plaintiffs have filed a motion to enforce a purported $11 million oral settlement agreement.  Florida Power denies that such an agreement exists and has filed responsive pleadings to that effect.  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. (“AST”) - In 1996, Florida Progress sold its 80% interest in AST to Calgon Carbon Corporation (“Calgon”) for net proceeds of $56 million in cash.  In January 1998, Calgon filed a lawsuit against Florida Progress and the other selling shareholder 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 accused the sellers 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 - Florida Power’s 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.

The owners of four qualifying facilities filed suit against Florida Power in state court over the contract payment terms, and one owner also filed suit in federal court.  Two of the state suits have been settled, and the federal case was dismissed, although the plaintiff has appealed.  Of the two remaining state suits, the trial regarding NCP Lake Power (“Lake”) concluded in December 1998.  In April 1999, the judge entered a non-final trial order.  The judge granted Lake’s breach of contract claim and ruled that Lake is entitled to receive “firm” energy payments during on-peak hours, but for all other hours, Lake is entitled to the “as-available” rate.  The Court ruled in late July 1999, for calculation of damages, that the breach of contract occurred at the inception of the contract.  The Court deferred ruling on whether payments for energy are capped at the firm rate during off peak hours, when the “as-available” rate exceeds the usually higher “firm” rate.  The Court is expected to rule shortly on the deferred issue.  A final order will be entered after the amount of damages due Lake is determined.

In the other remaining suit regarding Dade County, in May 1999 the parties reached an agreement in principal to settle their dispute in its entirety, including all of the ongoing litigation, except the Florida Supreme Court appeal of an FPSC ruling.  The terms of the settlement have not yet been finalized, and the agreement will be conditioned upon receiving FPSC approval.

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 (“Mid-Continent”) - As discussed below, a series of events in 1997 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, Florida Progress 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.

In the spring of 1997, the Oklahoma State Insurance Commissioner (“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 of 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.  In April 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.  Based on data through December 31, 1998, Florida Progress’ estimate of the additional assets necessary to fund the reserve, after applying Mid-Continent’s statutory surplus, is in the range of $100 million, rather than in the $350 million range put forth by the actuary hired by the former Commissioner.  Florida Progress believes that any estimate of the projected reserve deficiency would affect only the assets of Mid-Continent, because Florida Progress has legal defenses to any claims asserted against it.  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.  An order agreed upon by both sides outlining a plan of rehabilitation was filed on March 18, 1999.  Bids from a variety of parties were received and opened in June, and are currently being evaluated.
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.  Florida Progress believes the lawsuits 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.

5)
In the opinion of management, the accompanying financial statements include all adjustments deemed necessary to summarize fairly and reflect the financial position and results of operations of Florida Progress and Florida Power for the interim periods presented.  Quarterly results are not necessarily indicative of results for the full year. These financial statements should be read in conjunction with the financial statements and notes thereto in the combined Form 10-K of Florida Progress and Florida Power for the year ended December 31, 1998 (the “1998 Form 10-K”).
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