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In truduction 

Evaiuation‘of financing alternatives available to FPL Group (“FPL Group”) with regard to financing 
generation development program at FPL Energy (“FPI1E”) and Florida Power & Light (“FP&L”) 

I3 11 si ncss st ruteg y 

1 m g e r  terin ljnnncing objectives andor option to IPO FPLE in future 
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Introduction 

Advisor to AEP in the formation of its standalone wholesale business which will include 
approximately 2 1 ,OOO MW of generation currently located in 7 subsidiaries 
Advised IhiliCorp o n  its strittegic separsrl irw of Aquila 

Advised Constellation Energy in determining the optimal structure for its wholesale energy 
business which includes over 14,000 M W  generation assets and wholesale trading 
Advised Ameten in the formation and financing of its Illinois based wholesale business 

Ruyside advisor in numerous generation auctions including Edison Mission Energy's 
tiquisition of Homer City and U.S. tierrcrrrting's financing of NEES portfolio 
Scllsitlc gcl1crillion ;idvisor for Duyucsnc ;inti  SPS 

_ -  

# I  Rook-runner in Utility / Power 1998, 1999,2000 and 2001 YTD 
1999 Prujecc Finarice lntertlatiunal Bond h r s e  of the Year 

" " _  - - - - - . . .-_ - - -* _-_- -_.- - 

#.I Book-runner in Energy 1 Power equity Y'TD 
#4 Book-runner in equity and related new issues YTD across all sectors 
Leiid equity underwriter for Aquila, Black Hills, Daminion, Dynegy, Foster Wheeler, 
liitttriiationul Power, Peabody Energy, Southern, and Williams 
f h n  Ford and Brian Riddle entrance in 01 2001 

.-. .-_-____ .~ - " * ,  - . - .._ 
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Wholesale Peer Comparisons 

Financial Markets currently very receptive to wholesale players; this may not be the case in the near term as 
differentiation begins to develop amongst the players 

--- -- - 

0 
9A 4 



V8
E L

OZ
OO

 

W
 I 

R
el

at
iv

e 
St

oc
k 

Pe
rf

or
m

an
ce

 - D
ec

 3
1.

99
 =

 10
0 

- N
 

C
 

- 
- 

L
 

0.
 

c
 

c
 

td
 

C
 

C
 

I 
I 

1 
I 

I 
I 



;d
 z. 0 

.
 

. 

Y
 

h
) 

c
 



Wholesale Peer Comparisons 

. .  
FPL Energy 

I I  
1 1  

I 1  

I I  
, I  

I 
I 1 1  

I I 4  

1 I I  
I 1 1  
I I 1  

I 4 1  

4,l 10 

0 
1 1 

Fossil MW in Operation 

Nuclear M W  in Operition 
M W  in Construction 1,743 

I 

I I 

1 1  

I 1  
, I  
I .  I I  

M W  in Advanced Developmcnt i 
I-ocirl ion / Divci-siiy 

I 
I 
I 
I I 

M&T Capability I I 

Green field Cnpabil it y 

2000 Earnings 

I 
I 
I 
I 
I 
0 I 

1 

P/E Ratio I 
I 
I 
I 
I I 

200 1 Eurniiigs 
1 1 I 

PIE Ratio 1 
I I 

IBES Growth 

PEG Ratio 

Murket Capitalization 

Current Dividend per Share i 

I 
I * 
I 

I O  
I .  
I I  
I I  
I 1  
I ,  
I 1  
I 1  
1 1  
I 1  
I 1  
I 4  
I 1  
I (  
I 4  
1 1  
I I  
1 1  
I I  
# I  
, I  
I I  
, I  
I I  
I 4  
, I  
I I  
I 1  
I I  I 1  

3,904 

c) 

9 
.! 

N.A. 

N.A.  

N .A.  

0 8  
I I  
1 1  
1 ,  
* I  
. I  
* I  
0 1  . .  
I .  I I  

N.A. 

N.A. 
I 1 I  

1 1  
I *  
I .  
I 1  I O  

I I 
N.A. Payout Ratio 

I [BBB/Baa2] : ; Ratings I :  

28,229 

0 

739 1 
0 

0 

8 
o /e ( 1 1  

$64 I 

37.4x 

$917 

2 6 . 2 ~  

30% 
0.87 

$24,000 
$0.00 

0.OX 

BB / Bal 

I 
I 
I 
I 
I 
I 
I 
1 
I 
I 
1 
I 
I 
I 
I 
I I 

I 

I 
I I 

I 
I 
I 
1 
I 
1 
1 I 

I 
I 
I 
I 
b , 
I 
I 
I 
4 I 

1 

4 
0 
I 
4 4 

1 
4 
I 
0 I 

I 

I I 

4,999 

0 

14,028 

15,142 

0 
e 

$324 

47.5x 

$559 
2 7 . 6 ~  

35% 
0.83 

$1 5,400 

$n.oo 
0.OX 

BB+ / Bal 

* 
I * * 
I 
I 
I 
I 
I 
I 
I 
1 
I 
I 
I 
I * 
I 
I 
0 
I 
I 
1 
1 
I 
I 
I 
I 
I 
I 
1 
I 
I 
I 
0 
I I 

I 
I 
I 
I 
I 
I 
I 
I 
1 
I 
0 
I 
I 
I 
I 
I 
I 
I 
I I 

1 I 

I 
I 
I 
I 
I 
I 
I 
b 
I 
I 
1 
I 
I 
1 I 

DYNECY ' 

9.5 17 

0 

I , t 6 0  

1,155 

0 
0 
0 

$50 I 
35.3x 

$64 8 

27.3x 

20% 

1.37 

$17,700 

$0.00 

0 . O X  

BB%+ / Baa2 

* 
I 
0 
4 
0 
I 
I 
I 
I 
I 
I I 

I 
0 

I 

I 

I 
I v 

I 
0 
I 
I I 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
1 
I I 

0 
1 
I 
I 
I 
L 
I 
I 
I I 

* 
L 
0 I 

b 
I 
L 
1 
I 
I 
I 
I 
I I 



L8
E C

 0 Z
OO

 

w
 00

 

w
 

+
e

-
 

.- 
_

!
 

m
 

I
 

-4
 

P
 

t-
, 

I
 

m
 

t
d

 
0
0
 

b
 

W
 





Situational Analysis 

* 

Florida Power & light 
AA- [Watch] I A I  [Negative] 

lliisinvss Position: 4 I 1;PL Group Capital 
[A+J’L)[Watchl I A2 (Negalive] 

U i ihess  l’ositkm: 6-7 

I VPL Energy 
Target BBB 1 Baa2 

Basincss Position: 7-9 

FP&I, and FPL Energy cnpiral program 

How to mainiiiin FP&L rntjngs and/or minimize 
impact given consolidated S&P methodology? 
Agencies “watching” closely 

FPL Energy business position much higher than 
FPL Group and FP&L 

LEKMANBRioTHERs 

Ring-fencing / structural separation 

Non-recourse philosophy 
- “Walk away” 

FPL Group equity commitments to maintain 
credit quality 

_- 

I 





FPL E Funding Alternatives 

Rating Agcncy Analysis at NewCo ;MI 1Wk 

Focus on dividcnd strcams from cxisting porrfolio of projccts 
- Careful scrutiny of 7 Inrgcst ilssets which make up -80% of’ EBITDA and cashflow 

9 

Predominately foc~ised on PPA’s with off-takers and tenors 
Existing ratings at ESI Tractebel (BB/Rat) 

- 
Target 3.5~ DSCR sized off exisling projects’ EBITDA (less Doswell EBiTDA as it will be levered) 

. .  
MOODY’S 

* Continued use of structural separation of 
suhsid iari cs 

- Review on stand-alone credil 
i 

0 Merclmt Analysis 
-- “Discounl to Breakeven” 

-30% to achieve RBB level 
- Role of M&T 
- Corporate-style covenant package 

“Consolidated” ratings methodology 
- Rcview ol‘ iiiipact to FPL “Lmiily” 
- Overall leverage and cashflow statistics 

“Consolidated leverage is high for 
current ratings” 

Merchant Analysis 
- Net revenues analysis 
- Role of M&T and/or tolling contracts 
- Fxpcci SO/SO levc~-ngc and 3 . 0 ~  cowrage for 

BBB level 
Business profile of 8 - 9 - 

12 



FPL E Funding Alternatives 
* 

Single Asset Financiiig 

I 
I --- 

I FPL Croup Capital 

Mcrchant vcrsus Tolling 

Levcrigc 
- Pcaker versus CCGT 

- Merchant: -50% 
- Tolling: up to 80% 
M&T Philosophy 
- Limited optimizarion capability 
Coiistruction Risk 
- Agencies very conservativc 
Due diligence time / Labor intensive II . 

RankLoans 
Cupaci 1y 

- Rctinancing risks 
- Significant cash traps I sweeps 
Capital Markets 
- Ratings 

- 

E PS/N e g ii t i ve Arbitrage 7 

13 
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FPL E funding Alternatives 

Existing 

Mcrch;tnt vcrsiis Tolling Rrc;rk(lown 
- I’caker versus CCGT 
M&T Philosophy 
- Transfer pricing 
- Ratings of M&T business 

- Agencies very conservativc 
Conslriiction Risk 

Nun-recourse Philosophy 

New 

Rank1,oans 
Ca pacil y 

- Cash traps / sweeps 
Capital Markets 
- Ratings 

Comparslhles 
EPS/Negative Arbitrage 

MAGI, Reliant, PSEG Power, NRG, NEG, 
Allegheny 

c_ 
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FPLE Funding Alternatives - 

Ass u 111 p t ions 

- U t i l i x  summary financial data provided by FPL; a full flowing 1 integrated model will be an immediate 
necessity to make final decisions 

- hhxiinize leverage at Iowesl levels (FPL Energy) and move up organization structure (to FPL Group) 

Sieps 

I8 
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FPL E Funding Alternatives 

Uses 
Capilal Expendiiures 
Capitalized Interest at 

FPL Group Capital 
Repayment of Construction Facility 

Total IJses 

Sources 

. - - - - . _ ._ .____________ l__ f f . . . . - - - - - - -_____- - -_________ .  

FPL Energy Cash Flow 
DoswclILamar Financing 
FPL Energy Newdo Debt 

( Ex is t i n g Pm jeo t s j 

FYL Energy GenCo 
Construction Facility 

FfL Energy Term Bond 
FPL Group Hybrid Securities'" 
FPL Group Common Stock'') 
Excess Funds from Previous Years 

Ma1 Sources 

20 



FPL E Funding Alternatives 
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FPL Group Funding Analysis 

I 4 0  

130 

IM 

Thc market perception of the FPL Group Capital 
credit remains very strong 

The comparison at rig1 i t shows the FPLGC trades 
at a level comparable to mid-single A rated holding 
compmics and better than €3 BB-riitcd holding 
cornpaiiies 

- This suggests that the market does not 
anticipate any substantial detcrioration in the 
ratings o r  credit quality o r  Group Capital 

This also suggests that Group Capital is 
viewed as a proxy for the FYI., Groupcredit, 
rillher thaii ;I funding vehicle for- 1TL Energy 

- 
I 1 I 

Secondary Trading Levels for Selected Utility 
Holding Companies 

I 

Issuer ~ Ratings Coupon Maturity Spread 
FPL Group Capital A2/A+ 6.125% 5/15/2007 +150/145 

+ 1 40/ I 35 FPL ~ r o u b  Capital A2/A+ 7.375% 6/ 1 /2009 

Wisconsin Encrgy A Y A +  6.50% 4 I / l  I + i 451 140 

Dominion Kesoui-ces ---- 

Duke Capital Corp. A3/A 7.50% 10/1/05, + 1451 140 
Xcel Energy A3/BBB+ 7.00% 12/1/2010 + I  67/162 

+165/16l) 
-c 

Baa 11I3UBt 8.125% 611 5/20 10 

L~WMANBRQT)IERS 23 
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Equity Alternatives 
Siinimary of I,et3nian Brothers’ Credentials * 

Recently acquird powerhtility trader, Brian Riddle, from SSB. Sincc joining Lehman, Brian has become: 
#2 Irader o f  the Pliiladclphia Utilities Index 
42 trader or tlre S&P Utilities lndux 

Addition of #4 I1 Runked Dan Ford significantly enhances Lehman Brothers’ Power Equity Research platform 
On March 1 
stocks 

D,in i n i l i a i d  covcragc: on 35 Domcslic Utilities, 5 lndepciidcnr Power Prtduccrs and 6 Elcctro-Technolrigy 

a 

a 

0 

e 

a 

a 

rcleil 

Educated and exprienced salesforce having completed 22 EnergylPower transactions since the start of 2000 
SuccessTully cnrnplctcd Pcabody Encrgy’s $483.0 mm IPQ pricing 64.M above h e  high end of the initial raiigc 

SuoccssIully coniplc~od Ayuila Inc.’s $479.4 nim IPO, increasing tlic s i x  by 1.0 mm shares and pricing $ 1  ahavc the high end 
of the initial filing range 
Successfully coit~plc~cd Willirrins Compunics’ $1.37 billion folltlw-on .- rhe largest common stock cnergy follow-orr r)l il U.S. 
bascd coiiipany [tiis yctri-. Trimsaclion was upsized by 10% 
Succcss~ully complutcd Anlrdarko Petrolcum’s $65&nrn ZYP-CODIiSSM, upsizing Ihc rransaclion hy 20% 
Successlirlly ext.cuicJ the Williams Energy Partncr’s $86.(hnm IPO 
Complcred eight utinvcrtihlc. iransactions in 200 t raising $4.7 billiori in procccdh 

400 person inslituttonal sales farce covering over 1,5UII accounts worldwide 
450 person high nct worth reiail sales forcc with over $50 billion under nianagcinent 
Exclusivc stroicgic idlianCC with Fidelity lnvesinienls (uvcr $bM3 hillioii in total customer assets) drastically enhances our 

L;EHMANBROTHERS 25 
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Equity Alfernatives 

lJtility and Power Equity New iss1imc.c 1 

Utility :~nd  Power equily issumcc grew dramatically in 2QOO (up 120% over 1999) and continues to grow 
2001, total sector equity issuance this year amounts to $13.6 billion; major trends in the sector incllldc: 
- 
- 

Utility and Power issuance has iioi only increased in 2000 and 2001 on an absolute basis, but has also grown 
dramatically relative to the overall new issuance calendar; Utility and Power transactions now amount 1 1.3% 
of total equity arid equity relaled issuance year to date 

Unregulated generation / wholcsak marketing and trading initial public offerings 
Shift toward common stock follow-ons by utilities, integrated ekctncs and diversified energy companies 
as multiples expand 

2001 --- f 997 I998 1999 2000 
I. -. --__ - -- 

‘Mal lssuance($MM) $141,911 $145,102 $184,787 $224,8 13 $ 1  19,315 
Total Power/Utility Issuance ($MM) $4,) 18 $3,194 $4,36 1 $9,6 12 $ 1 3 3 3  I 
YO ot’ Total Issumice 2.9% 2.2% 2.4% 4.3% i 1.3% 



Eguity Alternatives 
Overview of Recent I)ower / Utility Equity Offerings 4 

'rradilional! utilities, integrated elcclrtcs aiid mcrchsnt energy / 1PP's have all issued equity and rquily relaled securilies i l l  lhc: 
lust I8 nlol~lllls ' 

- Merchant energy atid IPP's h a w  iswcd both equity and equity linked scwrities 10 finance their growlh plallurllls 
- Traditional utilities and integrated electrics have issued both equity linked securities and cummon stock strengthen balance 

sheet in unprecedented size to finance growth 
- An increase in common stock issuance in Q4 and YTD 2001 has rcsultcd from expanding multiples illat hiis nwde 

cmiinon stock less cxpcnsive 
Even as equity issuance has expanded, h e  market has becorrie more receptive to new issues. Common Stock follow-ons across 
all sectors have trzrded dowii 6.9% YTD from filing to pricing while those in the power sector have traded down only 2.5% 

27 
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Long Term Maturity 
No Cash Callability 

No Ongoing Payments 
A hility to Defer Periodic Payments 

Level of 1;ixed Charge 
Loss Absorption 

Deep Subordination I)eht 

- .  ----- -- 

. .  

Equity Alternatives 

Very Important Very Important 
Very lmporlant Not Impurtunt 
Very Important Important 
Less important Very Important 

Importunt Important 

Very Important Very Important 
-- 

I,ess Helpful IJelpful 
--I_ 

Rating Agciicy Consideratioris - Equity Credit Scale * 

Through recent rcleases hy bath Moody's and S&P, Lehman Brothers understands that Rating Agencies 
consider the lblluwing charactcristics when assessing equity contcnt of hybrid securities: 

~ ~ ~~ ~ 

* SAP views ljtr standard tax-dedwhble us two supurirtelv cristing instruments that may no! rtwivc any andyficui "netting " due io !he mismatched m a w i r k .  Eniinnced 
Munhtory Units, however, do receive " n r h g  ". 

LEHMANBRoTHERs 28 
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Equity Alternatives 

Overview of Jlisli Equity Coiitctrl Cwsut-Liblc frcferrcd Securities (Con t’d) 
* 

Lchiniln Brothci-s’ propriclar-y sirlimi-cs dIow Ibr thc engincel-iilg ol’ high cquity content convertible 
securities to address additional issuer concerns 

- Tax-deduc t i hi 1 i t  y o f  d islrihu I i 011s 

- Short -~cr-m EPS dilution 

Atthough I ~ C S C  propriclary structures preserve most of the equity coriient while providing €or additional 
benefits, Rating Agencies have typically indicated a preference for the basic securities 

Structuring 
Alternatives 

No matier how PlES are siructured, they guarantee 
forward sale of equity ilt issuance 

Can be structured in a tax-deductible formal 
(Corporate P I E S ~ ~ ’ )  
- Company issues unit consisting of a senior note 

- Coupon payments 011 the senior note are tu- 

- Receives treasury-slock treatmenl tbr EPS 

and a purchase contrict 

deductible 

calculation - no dilutive effect from underlying 
shares until stock trades above convcrsion pnce 

0 Can be structured in tax-deductible format (Trust 

- Coupon payments are tax-deductible 

e Can be structured as a convertible unit (Preferred + 
Wsu-riints - P I E R S ~ ~ ~  Unit) 
- Receives treasury-stock treatment for EPS 

PI BRSS”l) 

. 

calculation - no dilutive effect from underlying 
shares until stock trades above convcrsion price 

Can be structured as tax-deductible converrible unit 
(Trust PIERSSM Unit) 

- Receives both tax-deductibility on coupon 
payments and Treasury Stock Method of EPS 
accounting 

30 



EQuitv Alternatives 
c 

I 
Assumed Ratlngs: 

Fact  Amount (5 ln mitliuns); 

Coupon I Illvldcnd: 

Yield to hlsturity I P u r  Cal i :  

Issue Price: 

cuss Pri,ccuJs ( $  in i i t i l l i enu) :  

I: unrrtriu n Feature: 
Cuninron Stock Price (6/29/01) 
Conversina Premium: 
C o a v  ersion Price (m id-point): 

Shares per Security: 

Couvrrsiun Shares: 

Effective Convcrriun Price: 
Initiw Ily: 
A t  Flrrl CnII :  
A t  hlnlurity: 

Put Ftsture: 

Call Fcalure: 

~ -~ - 

4-Year 
C&7rporatc 

P l E S  sM 

A 2 /A+  

$7 SO.0tl 

7.2% - 8.0% 

7.5% - 8.0% 

$60.2 1 

$7 S O . 0 0  

rb(1.2 I 

$7 I .05 
16.00% - 20.0096 

Depends on ihr Stock Price: 
Stock > $7 i .05 !hen 3 4 7  shares; 

$60.21 < or = Stiick < or = $7 I .05 then the 
holder receives $60.21 worlh  of  slack; 

Smck e 560.21 then I share 

12,456,402 (maximuiii1 
10,555,946 (minimum) 

N M  
NM . 
N LI 

N A  

NC -1. ift: 

49- Year 
Trust 

P I E R S  slJ Units 

malmlA 

$7 so .ulJ 
6.00% - 6.50% 

6.00% - 6.50% 

$50.00 

9750.lJtl 

$611.2 I 
21.00% - 25.00% 

$74 -06 

0.675 

10.1 26,924 

$74.06 
$74.66 
$74.Q6 

N A  

NC-5; PC-Thcreaflet PI 

20% Above Conversion Price 

Dividend = $2.24 D i v i d t d  Y icld = 3.80% 

LEHMANl3-m 31 



Equity A lterna tives 

f 

e pro-forma 2002 EPS analysis for FPL with an assumed 
e advantage of the unit structure 

method of accounting 
- Only after the stock appreciates above the conversion price do the underlying shares impact dilution, and 

only gradually 

f''Assumes an issue sire 

32 



€quify Alternatives 

4-year Cost of Capital Analysis'"' 

17.50% 

1 5 .OO% 

5 
iz 12.50% 

c 
.I 

4 4 
I 

3 
6.00% 

2.50% 

0.00% I 

-5.00% -2.00% I.Ofl% 4.00% 7.00% 10.00% 13.00% 16.00% 19.00% 22.00% 25.0036, 

Stock Price 4 Year CAGR 

'''Assumes 

1 
33 



Equity Alternatives 

5-year Cost of Capital Analysis'"' 
9 

Ir 

d 

u 10.008 
X 

L 
PI 

7.5036 a 

2.50% 

0.00% 

- -  ~ 49-Yr. Trust PIERS-Units (6.25% up 23%) 

- ScU Coutma T&y CP $60.21 

I 

-5,008 -2.50% 0.00% 2.50% 5 . 0 0 8  7.50% 10.00% 12.50% 15.0046 17.50% 20.00% 

Stock Price 5 Year CACR 

I 

34 
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€quify Alternatives 

5 )’car Pro-jcctcd Proforma Impact - Assirmiag Constant Share Price - 2002 through 2006 

BFPI, Uase Case (1) 

2004 2005 2006 

H $751) MM 49 Yr. Trust PIERS NC-5; PC - Tkkelter- 6.25% / 23% (2) 
0 $750 MM C o m a  Quity (4) B$750 M M  4 Yr. Corp. PIES NCL - 7.7S% / 18% (3) 

36 



Equity Alternafiues 
Overview of Conventional Krpity PTES 

t 

Equity PIES ("Prcmium Inccmc I?,cpity Securities") are short-term (4 - 6 years) mandatory convertible 
securities which provide issuers with high equity content and ;~n opportunity to selI stock at a premium 

Thrcc t o  fivc year prcferrccl slock which mandatnrily canvcrts into common stock at maturity 

0 Sliarcs delivered at rnaliirjty varies clepcnding o n  stock pricc such &hat rhc issuer retains 100% of the first -2U% 
of stock price appreciatiob and - 17% thereafter 

a Quarterly dividend payments are liighcr than that of common stock to compensate investor for giving up a 
portion of upside 

At muturjly, shok  price ised LO dercrmine number of shares delivered, calculated based upon 20-day average 
Can be structured in a tax-deductible format 

, I I 

I 

Very high rating agency content 

No risk of "hung" convertible securities - investors assume downside risk 
Dilution declines as stock price riscs 

Broadens the investor base by appealing to a new buyer universe 
Minimizes stock price impact 

I ,  

0 
0 tu 

37 
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Equity Alternatives 
Value Received/Paid Varies Directly with the Stock Price Movement 

I 

Assumes u 1110% i sme price urd u 20% ~ m v ~ r . s i r ~ t i  yrrniium. 

un, I- . ---- 

Between Issue and 
Conversion Price 

Conversion raiio equal to Issuc Price divided 
hy Cummorr Pricc at Maiuriiy 

Above Conversion Price 
PIES convert into common stock at fixed 
conversion premium ratio (.ti3 in  ahovc 

Diluiivc impact on EPS IicM coost;rui. bur less 
Ihan dilulive impact of common stock issuance 

Invcstt~r participarcs in 83% dpricc 
appreciation 

issuer delivcrs I?% less shartx 

exun1ptc) 
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Equity Alternatives 

The Corporate PIES Struc’ture 
I 

At isswmx, Issiicr would sell a unit which consists of a 6-year Note and a 4-year PIES Purchase Contract. 

- The Note is the collateral which secures the Holder’s obligations under the Purchase Contract. 

- l’he Nolc will hc rciiiarke~cd Ry a Rcmrtrkcting Ageiit in 1hc days prior to the Purchase Contract 
Settlement Date for all Holdcrs of the Corporate PIES that wish to completely unwind their holdings. 

- ‘Ihc Huldcrs, howcvtx, C;LH 10 pay cash 10 fuHlll tlicir obligations uiidcr the Purchase Contract and 
continue hofding the Note beyond the Purchase Contract Settlement Date. 

A Holdci- c ; ~  choosc LO sepai-iric ~ I J C  Purchase Contract from the Note in the following manner: 

Holder poslx specific Zcro-Coul,on Treasury Notes as collatcral to the Purchase Contract Agent in lieu of 
the Note. 

- ’ h i s  ncwly formed unit of Treasuries and Purchase Contracts will have its own Cusip Number and be 
traded as Treasury PIES. 

- Holder can sell the separate Note to fixed income investors. 

I 40 
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Recommendations / Nexf Steps 

2 I .  Develop Integrated Model 
- Finalize objectives (Ratings, BondBank, Equity, Timing) 

2. Finalizc Strntcgy 

I 

Continuous 

I 
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PG& E "Ring Fencing" Case Study 

I 

€'G& E Cbt-porQth with "King Fencing": 

I - .  

1 
Sit riutiuri Overview: 

As a result of Ihr California energy crisis, the major raling agencies placed PGgLE Corporation ("KCi"L 
its uiiliiy whsidiary Pacific Gas and Elcclric Company ("Ki&F'] and ccniin subsidiaries of PG&E 
Nilionil  Energy Group ("NEW) on credit wachlnegative outlook 

PG&E Ewrgy Trading ("ET'). an NEG slrhsidtary, has structured numcmub transxtitms hd.sd UII I ' C X i  
guaranlcrs - Such guannwrs  art prrdira~cd on PCG maintaining investment grade crcdil ratings 

ET criunrrrpanirs g m n l l y  haw lhc right to &mad subSlilute collnleral within 24 hrrurs ol' a crcdit 
downgrids of PCG LO k l o w  invcmwnt p d e  
- Inability to post at~emlliw security could result in forced liquidations with far-reaching implicatitm 

Tor wholesale energy markcls 

Lelrmarr Brother's Role: 
1-ehnran atlvrsud 1'CG ro u t i t u  a proven slmturing tcchniquckmwm as "ring fencing" which calls for 
llic iiiu-iiiuii id' s p ~ ~ i a l  p i rpwe cntidcs ("SPES") in strntcgic locations wirhin rhc PCG Lorpirole 
sirrrctun: 
- King Irnccng srrvcs nriiiy pq-"cb, i m ~  iltitrrhly 10 xcure  tunkriiplcy rcaiotr: tCcaltiwiiI  id ~iiwlutc 

csrlain sh id iu ic s  lrorii thc crding credilworthincsr of parent and sibling enrilicr 

Lchmn worked closely with the raring agencies lo ensure their understanding of rhc swuLrucc and 
willingness IO dcviitw h o t  wdl-lwitilicired "corpluate family" mlings methodoltigy (which typically 
opwates in Ihe reverse mnncr) 

Thr structure conlemplalrs the retenlion of inveslmnt grade ratings at W&E GTN. an N I X  whsdini y, 
which wiil dlcr subslilulr p a r a n l e a  io ET on an interim bash 
- Subsqwr~tly, the advantaged wlarionship between SPe I and SPE 2 is supc.rcc.dcd hy a similar 

rcllhninship hctwrsn SPE 2 and SPE 3 now lhu NEU enjoys a solid BBH iavrsrmrni grdc rdlirtg 
iism Scyl P 

Success-ul Result: 
During the first half of January 2W1, tbc CPUC, ~b Colifomia Icgislature, and the FERC failed to 
mcsningfully address tbc Califmir power crisis a d  the kblnimt potential bankmpries of the state's 
major utilities 
- T?IC rating agmcies pionrplly downgraded PCG 3rd %&E IO drcply slxculalivt. I bduw invuhtincnl 

g r i d 4  rating6 and hrvc kep~ tliem on watch 
- S%P auintaiad rat- of fG&E GTN at A- 
- Moody's effected a mnirw- ' e of PO&& GTN from A3 IO Baa I 
Succcssfiil implcmenralion of Lhc ring fencing technique pamiued the rating agencies to view PC&E 
GfN as srrong invcstmnl grade. d+tc ongoing credit c o x "  at PCO and =E, rhereby 
maintaining valuc integrity fbr NEG 

43 



c
 

Y
 t
 

w
 



1 1 Table of Contents 

ClTlGROUP ANALYSIS AND ASSESSMENT 

- Developing Optimal Financial Strategy 

- Capital Structure and Credit Ratings 

- No n- Reg u la ted Gene r at i an Funding 

APPENDIX 

A FINANCING APPROACHES OF GENERATORS 

B EQUITY FINANCING CONSIDERATIONS 

C RECENT GENERATION CAPITAL MARKETS FINANCING 



ClTlGROUP ANALYSIS AND ASSESSMENT 

0 
0 
h) 
0 



Pm-h 
LinUUP 

Presentation Overview 

P Discuss FPL strategic considerations and objectives 

b Review FPL financing requirements 

b Discuss FPL financial policy to support FPL‘s growth 
- Optimal capital stmcture and credit ratings 
- Financial strategy of competitors 

b Present Citigroup assessment of credil ratings per current business pian 

b Evaluate financing alternatives and implications to FPL 

b Discuss next steps and timing 
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Citigroup is pleased 
to meet with FPL 
Group to discuss 

capital structure and 
financtng strategy. 

We will also 

introduce several cd 
o w  financing 

product solutions to 

achieve F PL’s 
objectives. 



1 Citigroup Team 

Equity Capftal 
Markets 

Eq ulty 
Research 

Structured 
Finance 

Fixed-Income 
Capital Markets 

Fixed-lncome 
Syndicate Banking 

Ray Niles 
Drector 

(21 2)-816-2807 

Howard Hiller 
Managing Dkector 

(21 2)-723-6096 

John Purcell 
Managing Drmtor 

US Syndicate Head 
(212)-723-6171 

J. Richard Blackett 
Managing "dor 

(21 2)-723-7322 

Proiect Finance 
Jon Lindenberg 

Managing Dredor 
(212)-559-1505 

SSB-IBD 
Peter Kind 

Managing Direclor 
(212) 816-0995 

Douglas Adams 
Director 

(21 2)-723-7964 

Daniele Seitz 
Vim President 
(21 2)-816-6547 

Y u kari Saegusa 
Vim Pmsdenl 

(2 121-723-61 0 1 
Andy Macchia 

Direclor 
lnstilutional Syndicate 

(2f 2)-723-6171 

Marc Zenner 
Vice President, FSG 

(21 2) 81 6-4996 

Tony Muoser 
Managing Direclar 

(212)-816-11E8 
Deriva lives Craig Farr 

Managing Drector 
Equity Linked 

(2 t2)-723-7327 

Joanne Fairechio 
Vice President 

(212)-816-2829 
Amy Richards 

Assacrate 
(212) 816-5671 

Capital Markets 
Steve Wagman 

Asse? Finance 
Suzanne Wardrop 

Managing Direclor 
(21 2)-559-2584 

Melissa 
Motherway 

Direcfor 
Retail Syndicate 
(212)-723-6123 

D1reCfor 
(2 12)-723-6449 Ben Morton 

Associate 
(212)-8 16-2086 

Alan Rifkin 
Vice President 
Equity Linked 

(21 2)-723-7921 

Marilena loannidou 
Aiia!ysl 

(212) 816-6791 
Tim Swanson 

Associate 
(21 2)-723-6504 

Capital 
Structuring 

Elliot Conway 
Managrng Direcfm 
(2 12)-559-4445 

Steven Victorin 
Managing Directw 
Global Bank Loans 

(21 2)-723-6921 

Cit i bank-G RE 
Nick McKee 

hfanaging Director 
(212)-816-8592 

Svndicate 
Steve McAuley 
Managing DirecW 

(2 12)-723-7920 

Corporate Bond 
Research 

John Melesius 
Managing Direcior 
(212)-816-6657 

Securitization 
Joe  Meckiewicz 

Managing Director 
(21 21-559-7497 

Anita Eric kell 
Director 

Global Bank Loans 
(21 21-723-65 12 

Deborah Grosser 
Dlrecftw 

(21 2)-723-6201 
SS6 Structured 

Finance 
Barry Gold 

Dn?cto, 
(21 21-723-6223 

Stuart Glen 
Assrslanr W e  Prardenl 

(212j-8 16-8553 
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1 Situation Analysis 

$4,000 

33.000 

$2,W 

91,000 

so 

W 
FPL Ener ~l Y 

b FPL Group ratings benefit from solid utility and modest non-regulated activities to date 

b Over planning horizon, FPL Group intends to continue as an integrated utility holding company 

k Growth focus is FPL Energy where capital expenditures plan aggregates 1 1 )  
b To date, financing of non-regulated activities has benefited from strength of holding company and 

b Given significant non-regulated investment plan, can the Company continue its current financing 

particufarfy, the strong financial performance and credit position of f PL 

strategy without adversely impacting credit ratings of FPL and holding company 

Non-Regulated E61TDA Composition 

200 1 2002 2003 2004 2005 

y Non-Regulated Entities FPBL (Ulility) 

L No n- Reg u I ated xtsiti on 

200 1 2002 2003 2004 

Nm-Regulated Entities FPIL (Illility) 

0 
h) 
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Non-Regulated Growth Considerations 

b Strategic Considerations 
- Fit with FPL Group growth strategy, including potential for IPO/spin 
- Risk tolerance 
- Utility financial profile sought to support continuous market access aB 

- Potential for disaggregation of regulated generation in to Energy 
- Views on form of ownership of assets and potential for rationalization 

b Financial Objectives 
- Earnings and leverage vs, market access and flexibility 

- Impact of growth of Energy on Utility and Group ratings MB 

- Plant dispatch profil intermediate, peak) -. 
- Geographical location/diversity 
- Construction technology, timetables and completion. dates 
- Offtake arrangements (contract vs. pool) 

- Rating objectives at each entity, particufarly utility 
F:. 

t v  b Asset Characteristics .+?? 

c> 

h Financing Objectives 
- Regulatory requirements and structure, including credit support limitations 
- Energy trading business - capital and rating requirements 
- Funding requirements (CP, capital markets, banks) and capital access required 
- Comparison with other power project funding alternatives 

7 

The considerations 
reflected include 
some of the key 
issues that should be 
reviewed and 

analyzed as the 
Company develops 

and implements it 

financing strategy. 
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Citigroup Assessment and Recommendations 

b Substantial growth plan of fnergy will transform Group, but put pressure on Group and Utility ratings 

I 

- S&P Ubusiness position” of Holding Company will increase relative to Utility as Energy grows, requiring 
stronger credit metrics 

- S&P’s combined rating methodology will likely impact Utility ratings as Energy grows 

b Funding growth through an Energy debt offering can relieve pressure on Group ratings and provide other 
important strategic benefits 
- 
- 
- 

Non-recourse Energy genco debt may be at least partially off credit to Group 
Provides potential to optimize leverage at multiple levels 
Minimizes potential regulatory issues concerning utility support for non-regulated growth 

Positions Energy for possible strategic separation in the future 
I - Highlights contribution of growing generation business I 

- 

b FPL should develop and implement a plan to fund growth at EnergJ level or its subsidiaries, including use of 
non-traditional funding structures to achieve specific accounting or ratings objectives. 



V 
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Financing Energy’s Growth Plans 

A. Financial Policy Development 
- EPS and EBlTDA growth objectives for Energy 
- Ratings and capital structure objectives 
- Goals and guidelines for use of non-traditional financing (0.g. EPS, balance sheet, rating impacts) 
- Consider asset rationalization potential and funding flexibility required 

6. Debt Financing at Energy 
- Consider construction trust vehicle to fund investment 
- Develop term funding plan to access institutional capital markets 
- Could provide some “double leverage” of QF project dividend streams 

C. Parent Funding of Energy equity requirements 
- Rating objectives of parent and utility 
- Impact of leveraging Energy equity needs on ratings and earnings goats 

0. Energy IF0 Potential Considerations 
- Equity valuations of generators vs. integrated utilities 
- Confidence in Energy’s ability to access and realize valuation benefit as public company 

- Track record 
- Strategy and management 
- Competitive scale position and financial strength 
- Visible growth plan and opportunities 

- Capital requirements and strategic market opportunities requiring separate Energy equity currency 
- Potential impact of separate currency to retain and attract managementkmployees 

CmaAAKOcl 
I-” 

m d -  9 
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Financing AI ternat ives 
nPhl 

ProJect 
Elnanr?iOQ 

DebUCap 
50 to 55% 

Portfolia 

55-6W/O 
DebVCap 

E-9 
Construction 
'Eruot 
100% 

Hybrid Traditional 

?i? Ehlllhr 
N/A 

Objectives 

Leverage 

FPL Energy will have 
a variety of market 

test f lnancing 
alternatives available 

to execute its 

financing plan. 

Dependent NIA 
upon stnrctwe 
and financing 

source . 

Parental Support Limited lo 
construction 

None to the 
extent an 
adequate equity 
base is in place. 

Limited to 

guarantees 
COmpI9tion 

On cmsdidaled 
RfS 

On consdrdatd 
BIS 

On consalidated 
81s 

Equity contenl Equity 
is struelure 

specific 

Balance Sheet 
The weight given 

each objective 

against FPL Group's 

overal! corporate 

finance goals will 
determine which 
alternatives arc 

optimal. 

On credit far 
business 
position. Partrally 
off credit for WR 
parlion. 

Some ability 10 
move in and out 
of asset positions 

Off credit during 
CQnSlnrction. on 
credit for under 
ei!her project or 
portfolio financing 

Ability to move in 
and aut of asset 
positions 

Ofl credit lor Equity 
eqully COfllenl 

Credit Ratings Of1 credit for a 
portion ot m- 
mwrse  
linancrng 

Structural Total strategk 
l imitah amtrd 

depending 
upon funding 

source 

Stratogle 
Flexibl Irty 

Can limit ability of 
sponsor to pursue 
aRernatives 

Financial 
Flexibility 

Access to both 
bank and bond 
markets project 
specitic 

Broader access 

markets 
lo all capital 

Primanly bank 
market AbUlty lo 
reborrow. 

Access to both Increasingly 
bank and deep market lor 

public mpital merchant 
markets issuers. 

depending 
upon structure 

5250MM to 81.5 
bln 
Six to ten weeks 

8DOMM lo 
f2.0bln 
Six to twelve 
weeks 

%75QMM to 
$2.0bln 
Eight to twelve 
weeks 

$500MM - $250MM to $2.0 
91.5Mn M l l i  

Eight to twelve 
weeks 

Transaction Sits 

Execution 

0 
0 10 
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Proposed Financing Plan 

Total 
f$ in milliom) 2001 2002 , .  . - ~ 2003 , 2004 2005 200165 

F PL Energy Capital Spending* 

Internal Cash Flow 

External Fun ding 

Financing Plan Outstandinq at 2005 

1 : $ 

W w 
-c, 

m - 
Excludes synthetic lease expenditures and funding. 

' *  Construction financing is assumed to include non-recourse debt (50-6Ph) and contingent equity contribution from Group Capital. 

* * *  DebVCapital at Energy approximates 50% by 2005. 



Review of Utilities and Related Business Profiles 

As integrated utility holding companies increase their investment concentration in non-regulated wholesale energy activities, 
a review of existing competitor ratings profiles suggests that holding company business positions would widen-out to 2-3 
business position risk notches above the holding company's uriliiy Subsidiaries. Wholesale energy business profiles are 
generally in fhe 8- 10 range. 

3 
Ratings Non-Rea EBlT as % of Recourse 

S&P Business Profile (1) Consolldatd EBlT (3*4) Debt Differential 
Utility Holding Company Differential 12) ME 2000 FYE 2003E Issuance Holdco - Genco 

..a 

Company 
Allegheny Energy 2 

Ameren 3 

AEP 4 

5 3 

5 2 

4 -- 

24% 53% Genco -421 
I8 20 Genco (21431 
NS 57 Subhddco -/- 

Dominion Resources 4 5 f 54 59 Genco *- 

Duke 6 6 -- 56 58 ParenVSubholdco -- 
6 7 1 

4 6 2 
P 

74 90 Su bholdca -- 
13 30 -- Genco 

FPL Group 4 5 1 7 30 Subholdca I J . . _ _ _ _ ~  

PPL 

PSEG 

Reliant 
TECO Energy 

Xcel Energy 

67 75 Su bholdco -_ 
49 51 Genco 4- 

29 67 Genco (W 

36 48 Genco (3142) 

28 51 Pa rent(5) NIA 

(1)  As assigned by Standard and Poor's ranging from 1 (strong) to 10 (weak) 
(2) Ratings diftermtil behveen holding company and utility. 
(3) Based on financiats as of 12/31/00. Ameren percentage is based on revenues due to limited segment disclosure. 
(4) Source; SSB estimates. 
(5) Parent equity infusion on leveraged basis a1 holding company. 

12 
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0 

I SSB Ratings Model Methodology 
S&P Ratings 
Development 

b According to S&P, corporate credit rating is determined using a combination of four 
key financial ratios and a single qualitative measure: Business Profile. 

SSB Ratings 
Model 

b SSB studied the relationship between credit ratings and measures of financial and 
business performance for 43 publicly-traded electric utility or utility parents. 

b The SSB Utility Credit Model required only Business Profile and two complementary 
credit ratios: FFO/Total Debt and Total Debt/Total Cap to achieve an R2 of 67%. The 
Model uses data calculated by S&P (including all adjustments) as of June 30, 1999. 

Actual Rating 
Worse than Model- 
Predicted Rating: 
Sierra PacilH: 
DTE Energy 
CMS Energy 
Avisla 

4 

-3 *2 

FPI Group 

I 12 

1 0 I 

Rating* Oillerential (notch) 

Actual Rating Better 
&han Mode!-Predicted 
Rating: 
Wisconsin Energy 

1 

3 
m 

2 

c 

b SSB analysis demonstrated that using the S&P benchmark tables and averaging the 
results is a poor estimator of the S&P rating. The SSB model tended to achieve 
results of one to two ratings notches higher, better matching actual ratings. 

CXI7MMWI 
l ? 3 U ” N - m  

m d u  
13 



Current Financing Plan - Illustrative Ratings 

As FPL expands into 
higher risk non- 

regulated businesses, 
the ratings of the utility 
and the holding 
company may be 
impacted, particularly if 
the current funding 

strategy is employed. 

The illustrative corporate 

credit rating analysis 
herein is a standalone 
corporate credit rating 

(not issuer) analysis and 

does not reflect Sap's 
enterprise rating 
methodology to 

assessing utility holding 
companies and 
subsidiaries, and does 
not reflect any "halrcut" 
to Company projections, 



Pro Forma for FPL Energy Funding 

F PL Energy has 
significant debt capacity 
to protect the credit 

quality of the parent 
company, maximize 
corporate debt leverage 

potential and 
strategically position 

Energy to optimize its 
source of equity capital, 
FPL should consider 

funding through FPL 
Energy. 
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A. FINANCING APPROACHES OF GENERATORS 



0 

Review of Genco Competitors Financial Strategy 
Data as ol 12131100 

Strategy World's largest Pure-play US.,  World's 5th Top tier trader 
power developer of largest power with physical 

developer with asset support developer base-toad, gas- 

Goal is to own 
or control 70 
GW across the 

fired plants 79% of capacity 
in four core U.S. 
regions Objective is to 

Focus on plant 
operat ions with 
little commodity sell forward 2/3 
rts k of outpul I] .s. 

% Capacity 
Contracted 80% 67% 32% 45% 

% Capacily in 21 % 100% 79% 100% 
US 

Trading & Modest Significant Primarily 7th largest Gas 
Marketing operations Commitment to marketing Marketer 

physical output Growth 

Usage of Non- 
Recourse Debt High Low Medium Low 

Debt Rating Bal/BB Bal/BE3+ Baa31 6B3- BaaW8BB 

Recourse Debt / 
Recourse Cap 37.0% 60.6% 49.5% 35.1% 

Total Debt / Cap 70.3 65.0 66.7 37.2 

19 0 tu 



Review of Genco Competitors Financial Strategy 
Data as 01 12/31 /OO 

Strategy Targets 100% Significant Worlds 2nd Expansion of 
contractual generation largest power generating and 
projects in the player with developer pipeline 

capacity to 
focus on 
marketing and 
trading 

Recent move 
into power 
marketing 

us. lower tis k, 
international 
distribution Privately-owned 

assets concern 

OlO Capacity 
Con t racled 100% 14% 59% 9% 

% Capacity in 100% 71 Yo 58% 1 m0/o 

us 
Trading & Modest 6th largest Acquired 3rd largest Power 
Marketing operations Power Marketer Citizens Power Ma rke te rCal 

Usage of Non- 
Recourse Debt High High High Medium 

Debt Rating Baa3/BB+ Baa2/6 BB- Baa31 BBB- Baa2/BB6 

Recourse Debt / 
Recourse Cap 65.0°/o 10.5% 32.4% 22.1 Yo 

Total Debt / Cap 88.4 54.2 70.9 40.4 

(a) Ranking of PG&E Energy and affjliales 
20 
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Debt Funding Strategy 

Oata as of 12/31/00 

($ in millions) 

Debt Funding 

Reco uc s e $4.979 $5.465 $2,194 $2,683 $439 $700 $1,570 $675 

Non-Recourse 14,706 1,132 2,293 261 t ,358 6,386 6,416 1,560 

Total Debt 19.597 6,597 4,487 2,944 1,797 7,086 7,986 2,235 

Total Capitalization 27,890 10,146 6,726 7,906 2,033 13,071 11,261 4,614 

Total Debt / Cap 

Recourse Debt / 
Recourse Cap 

Recourse Debt I 
Total Cap 

70.3% 65.0% 66.7% 37.2% 00.4% 54.2% 70.9% 48.4% 

37.8 60.6 49.5 35.1 65 .O 10.5 32.4 22.1 

17.9 53.9 32.6 33.9 21.6 5.4 13.9 14.6 

Note: AES, Calpine, and NAG adjusted to reflect Current offerings 
{a) Lalest publicly available NEG data as of 9/30/00. 

21 
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Use of Hybrid Equity 

Data as of 12/31/00 

($ in millions) 

Trust Preferred $ -- $ -- $ -- $346 $1,537 $327 $57 - 
-- -- -- ..- I- Convertible Trust 1,228 1,123 283 

Preferred 

Total Hybrid Equity 1,228 1,123 203 346 -- 1,537 327 57 

Total Capitalization 27,890 10,146 6,726 7,906 2,033 13,071 I 1,261 4,614 

Total Hybrid Equity / 4.4% 11.1% 4.2% 4.4% -- 12.1 % 2.9% 1.2% 
Total Cap 

Convertible 1 
Total Cap 4.4 11.1 4.2 

Nole: AES, Calpine, and NRG adjusted to reflect current otferings 
(a) Lalesl publicly available NEG data as ol9/3o/oo. 

22 



1 Non-Recourse Merchant Generating Bond Debt 
SUMMARY OF OPERATING CHARACTERISTICS 

Southern 
AES Eastern Edison Mission NRG NAG PPL Reliant Energy 

USGen NE Energy Holdings Northeast South Central Montana Mid-Atlantic Mid-Atlan tic 

Seller of Assets New England Energy GPUl ConEcYNlMO Cajun Electric Montana Sithe Energies Polomac Electric 
Electric System East Energy East CL&P/€UA Cooperative Power (orig. GPU) Power 

Pawer Pool(s) NEPOOL NYPP-West PJM, NYPP NEPDOL, SERC. SPP PJM PJM wscc 
NYPP, NYC 

MW of Assets 3,962 1.268 1,884 6,495 1,704 1,260 4,262 5.154 

Number of 19 4 1 11  2 14 21 4 
Plants 
Number of 26 7 3 53 5 16 79 29 
Units 

Purchase Price $1,5913(a) $950(W $1,800 $1,519 $1.026(c) $760 $2,100 $2,650 

Purchase $40 1 $749 $955 $234 $602 $609 $493 $514 
PricelkW 

Base-Load 

Fuel (CoallGas- 37/34/29 t ooio/o I oo/o/o 2347710 871 1 3/0 54fW46 51/48/1 8012QIO 
0 il/H yd ro) 

40% lor Through 5/02 4 years held Transition Through Through 4/0 1 Through 5/01 Primarily 50% for 
Contracts 2002-09 4 years 25 years 2 years at SOE 
........... depending on state 80% for 2-4 yrs 

PHB Hagler Indep. Market PHB Hagler London PHB Hagler PH8 Hagler Pace Global PHB Hagler PHB Hagler 
Bailly Economics Bailly Bailly Energy 6aiily Bailly Bailly 

Independent Stone 8 Stone 8 Slone 8 Stone 8 Stone 8 R.W. Beck Slone 8 R. W Beck 
Engineer Webster Websler Websier Webster Websler Websler 

................................................................................................................................................................................................................................................................9� 

................................................................................................................................................................................................................................................................�� 

.................................................................................................................................................................................................................................................................� 

................................................................................................................................................................................................................................................................� 

................................................................................................................................................................................................................................................. . . . . . . .  

....................................................................................................................... " .............................................................................................................................................................................. ..o-..... 

................................................................................................................................................................................................................................................................:� 
Percentage 49% 1 OOYO 100% 20% a70/, 100% 41% 53% 

................................................................................................................................................................................................................................................................1� 

................................................................................................................................................................................................................................................................/� 

................................,......................................*........... .................................................................................................................................................................................................................... 

............................................................................................................................................................................................................................ .............*......-.. ............................................................................ 

Note lhal the purchase p r m  included Ihr rghts and oblqalions under 798 M W  01 power purchase agreemena. 

No!e ttial the purchaSe price mclirded two addlional genwalion assels {Hidding and Jecinson wilh L56 MW of capacity) sild Llic 
Somu r set Ra it road Coi poralr on. 
Note that the purchase price tnckrded a 17.5-mUe natural gas prpelirm sydem, a 24-m3e transmission line. a bad conkd eenler, a 
headquarters budding. a spare 540-MW generator end 648 rakars 
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1 "Mecourse Merchant Generating Bond Debt 
f 

' SUMMARY OF DEBT TERMS 

AES Eastern Edison Mission NRG NRG PPL Rdlant 
Holdings Northeast South Central Montana Mid-Atlantic USGen NE Energy 

Type of Security 

Ratings 
Offer Date 

Amount 

.............................................. 

.............................................. 

Tranche 1 
Tranche 2 
Tranche 3 

Total Amount 

Pass Through Pass Through Senior Secured Senior Secured Pass Through Pa& Through Pass Through 
Certilicates Certificates Bonds Bonds Bonds Certificates Certificates 
Baa f/8BB+ BalIBBB- Baa3BBB- BaamBB- Baa2/BB8- Baa3/BB B Ba a388 €3 

................................................................................................................................................................................................................................................................�� 

1 1/23/98 9 1  1/99 512 1 /99 2/15/00 3/24/00 7/13/00 8/17/00 .................................................................................................................................................................................................................................. 

$221 .s $285.0 $300.0 $320 0 $500.0 $338.0 $210.0 
195.0 265.0 530.0 130.0 300.0 -I 421 .a 

..- I. -- 300.0 -* .. 220.0 
$4 16.6 $550.0 $830.0 $750.0 $eoo.r, $338.0 $851 0 

...... 

..................................................... ......-..... ................................................................................................................................................................................................................................................. 
DebUPurch. Px 26.2% 57.9% 46.1% 49.4% 78.0% 44.1 % 40.4% 

Coup o dFi n al Maturity 

DebYkW $105 $434 $44 1 $ 1  16 $469 $268 $199 ................................................................................................................................................................................................................................................................C� 

Tranche 1 7.459% 1/2/17 4.OOO% 1/2/17 8.137% 10/1/19 8.065% 12/15/04 8.96% 03/15/16 8.903% 7/2/20 8.554% 7f2105 
Tranche 2 8.270% 1/2/20 9.670% 1/2/29 8.734% 1011/26 8.842% 06/15/15 9.473% 09/15/24 -- 9.237% 7/2/17 
Tranche 3 -c .. -- 9.292% 12/15/24 -. -- 9.68 1 % 7/2/26 

................................................................................................................................................................................................................................................................!� 
Pricing (bp) 

Tranche 1 +262.5 +345.0 +260.0 t 135.0 +280.0 +290,0 t225.0 
Tranche 2 +28?.5 t375.0 +280.0 +220.0 +337.5 -- t320.0 
Tranche 3 -. -- -- +265.0 -- -- +385.0 

Average Life {yrs) 14.9 17.6 18.5 11.4 11.4 9.9 9.9 
Tram he 1 11.9 13.1 13.9 2.4 10.2 9.9 2.3 
Tranche 2 18.3 22.5 20.7 9.5 20.2 -I 8 1  

-- -- 21.7 -- 1- 20.7 Tranche 3 -I 

AvgMin DSCR 5.16d3.63~ 3.24d2.13~ 2.90K12.00X All: 2.76d1.49~ 4.16d2.50~ 6.12d2.15~ 
Base Case 2.01x11.66~ 

Last 25 yrs: 
6.06xl2.94~ 

........................................................................................................................................................................................................................... ....................................*............ .................................................... 

................................................................................................................................................................................................................................................................K� 

~ ~~ ~~ ~ 

Moody's DTBE NA 20% 29% 33% 53"/0 34% 31 % 
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B. EQUITY FINANCING CONSIDERATIONS 



kD-L 
GROUP 

High Equity Content Convertible Financing Alternatives 

Description Mandatory corivertible short-term preferred 
securities structured ro allow for tax-deductible 
coupons. Structured as a 5 year trust preferred 
security and a 3 year mandatory purchase contract 

Preterred stock of a wholly owned subsidiary 
convertible into common stock. Due to unique 
structure, coupons on security are lax-deductible 

Initial Equity Content High Moderate 

Advantages Very high rating agency equity content A Moderate rating agency equity content 
Favorable EPS impact A Potentially sell stock at a premium 
Quarterly payments are tax-deductible A Quarterly paymenls are tax-deductible 
5-year payment deferral option A 5 year payment deferral option 
Mandatory conversion A Limited refinancing risk - 30-year maturily 
Investors assume downside stock risk 
Potentially sell stock at a premium A Rule f44A eligibility 
Broadens and diversifies investor base 

A Broadens and diversifies investor base 

Disadvantages 7 Higher cash outflow than BUCS 7 Risk of "hung" convertible in low share price 
'I May require five years of payments growth scenario 
7 Potential ownership/EPS dilution equal to 

common stock 
7 Cannot ulilize Rule 144A 

Issuer Payoff Profile / 

A i--- 
. .. 

im 
r----- 

I . . . . , , . 
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.Pam 
GROUP 

1 Recent Utility issuer Convertible Offerings 

At time of offering, mandatory convertibles are reported on balance sheet as debt. 

5/3/0 1 
3/ 1 3/0 1 
3/7/0 1 

10/5/00 
8/16/00 
1 /27/OO 
9/23/99 
9/15/99 
711 /99 
2/9/99 

PPL Corp. 
Duke Energy 
NRG Energy 
Dominion Resources, Inc. 
CMS Energy Corporation 
Alliant Energy Corporation 
UtiliCorp United, Inc. 
Reliant Energy Inc. 
CMS Energy Corporation 
NIPSCO Industries, Inc. 

'At the time of the offering 

0 
0 

$500 
775 
250 
375 
220 
350 
225 

1,000 
301 
300 
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NO 

N O  

No 
Yes 
NO 
Yes 
No 
NO 
N O  

NU 

Mandatory Convert 
Mandatory Convert 
Mandatory Convert 
Mandatory Convert 
Mandatory Convert 
Mandatory Exchangeable 
Mandatory Convert 
Mandatory fxchangeabte 
Mandatory Convert 
Mandatory Convert 



W FPim,Ener53v 

Merchant Energy - Key Valuation Drivers 

PIE 
Management, Strategy and 

Track Record 

Risk Management and 
0 p t im iza t ion Ski1 Is 

Financial Strength To f" FundGrowth 

Visible Growth e Disaggregator 
Opportunity Acq u iror 

I Geographic 
Fuels 
1Xq )Aid I e Earnings 

Diversification 

Competitive Position 

~ ~ ~ - 

EPS Growth 
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Preparing for Carve-Out IPO - Key Considerations 

Management b Select separate management and employee teams for Genco and T&D 
b Consider Board of Directors composition 
b Develop incentive compensation programs 
b Develop proactive Investor Relations (IR) initiatives 

Strategy/ 
Financial Considerations 

b Refine strategy for each entity post-spin 
b Parent investor messagehationale for carve-out 
b Avoid financial support constraints at holding company 
b Develop capitalization plans for each entity post-spin 
b Develop independent credit rating for each entity 
b Use of tP0 proceeds - capital repayment to holding company (?) 
b Evaluate tax impact of restructuring and pian appropriately (preservation 

of tax-free spin is important value consideration) 

Other b Corporate names 
b Corporate headquarters location 
b Transition services requirements 
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FPLEnea'g y 

t 

Genco IPO - Critical Success Factors 

Success Factor Comments 

Strategic Differentiation and Plan 

Size and Scale 

Business Diversification 

Risk Management 

Management & Culture 

b Viable strategy with proven ability to execute 
b Visible growth potential and track record 
b Clear investment story 
b Compelling investment dilferentiation 
b Capable management team and competitive industry experience 

b Size to support viable stand-alone enlity 
b Financial strength lo fund business growth 
b Resources and talent to profitability grow business 

b Geographic regions 
b Fuel mix 
b Dispatch curve 
b Regional asset position and operations 
b Trading and risk management integrated within development and operations 

b Talent and risk analysis took 
b Knowledge of regionat energy markets and regional arbitrage 
b Knowledge of fuels (and delivery), transmission and environmenlal emission markets 

b Independent management 
b Competitive business experience and culture 
b Competitive compensation program 
b Goal-driven management 
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V 
FPL Eli e r g y 

Selected Generators and Merchants: Vision and Strategy 

AES Corp. 
To be a global power company to serve the 
world's need for electicily in a socially 
responsible way 

b Diversified global company-generation and 

b Strong preference for ownership control (> 50%) 
b Risk managemen! focus throughout 
b Signilicant emerging market focus 
F Maximize Don-recourse project financing 

b Focus on power generalion in U.S. market 
b Be the low-cost producer 
b Base load gas-fired focus 
b Assel owner with markeling capability -- contract 

base 01 50% of output 

distribution 

............................................................................................................................................................................................. 
Calpine Corporation 
To be a leading and most profitable US, 
power company 

......................................................................... .................................................. 
Dynegy Inc. b Focused energy convergence strategy to pursue 
To be a U.S. energy merchant leading 
the energy convergence business 

investments in power generation assets in the US. 
b Capitalize on convergence oppartunilies 
b Generation assets in diverse regions 

......................................................................................................................................................................................... 
NRG Energy b Power generation only 
To be a leading global generation 
company, with a top three position in 
selected core markets, that provides 
superior performance to all stakeholders 

b US. focus with four core US markels 
b Diversification of markets, fuels and dispatch 
F Aggressive acquisition program in core markels 
b Accelerate greenfieldlbrownfietd project 

development .......................................................................................................................................................................... 

Mirant + Focus on core business loundalions of: cost, 
To be the largest producer of electricity 
in !he United States and the best 
investment in the industry 

reliability, customer service and environmenlal 
stewards 

b Significant locus on energy trading business 
b Grow aggressively by acquisition and development 

b Premier global power company 
b Proven track record with significant EPS growlh 
b Predictability d eamings through long-term 

contracts 
b Diversified portfolio with 1 14 businesses in 25 

countries ............................................................................................................... ............ 
F Demonstrated track record of expansion -- 14 1 

MW in t 994 to 25,000 projected for 2004 
F EPS has tracked MW growth 
b Clear strategy focused on greenfield gas-tired 

technology as a vehicle lo be low-cost producer 
in U.S. market ............................................................................ . . . . . . . . . . .  

b Top tier trader wilh physical asset support 
b One of the largest marketers and suppliers of 

b Strong track record and demonstrated success 
electricity and natural gas in the U.S. 

....................................................................................................................... 
b Strategy is focused on core regional markets 

focused primarily in the U.S. and low sovereign 
risk counfries 

b Competitive bw-cost regional posilrons 
b Diversified generalion assets in terms of 

geography, fuel mix and dispatch ................................................................................................................ 
b Global player with generation and distribution 

assets in high expected return markets 
b Established energy marketer wilh global 

aspirations 
b Baseload asset mix provides siynilicanl 

brownfield opportunities 
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Comparable Company Overview 

Generators 

Merchants 

Track Visible Altractive Generation Asset Competitive 
Record Growth Mkts Scale Acq Develonment Diversitv T8M Experience 

0 0  
.......................................................................................................................................... ............................ ...................................................................................................................... 

............................. " ................................................................................................................................................................................................................................................................�� 

33 
Calpine 

a 
....................................................................................................................................... ............................................................................................................... 

......._.I........ 

.............................................................................................................................................................................................................................................................. NFW 

................................................................................................................................................................................................. ....................................*..-..................... .................... 

Y 1 1 ) A - V  .................................................................................................................................................................................................................................... ...................................... .................. 

y8 
DYNEGV o a a . 0 )  0 
........................................................................................................................... U ............................................................................................................................................................................... 

0 Top 5 @Top ?O @ Top Quartile 0 Skills, but not top Quartile 0 No perception 
-1 

I-" 
- d e  
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Growth Energy Companies - Strategy and Position 

Equity Focus: Acq 

5/30/01 2002PE Operating Development Total %Domes. lnYL Domestic Development Marlrekg Wires Other 
Conslructid rs. Trading 6 Market Cap 

Yes Unique A Cullur e 
$24 2 8  1B.Bx 26.075 20,37W 48,445 21% Yes National Acquisition No 

................................................................................................................................................................................................................................................................B� ' I468 20.6 5,849 30,156 36,005 I"% No Nalional Greenfield Assel Enabling No Gas Focus 
Calpine 

................................................................................................................................................................................................................................................................"� 

20.7 11,871 4,240 16.1 1 I 100% Low Multi Reg. Acquisition Top Tier Yes Merchant 16-18 
&a 

DYHECY f ocuc ................................................................................................................................................................................................................................................................E� 

17.6 18,678m) 6,183 24,361 79% Yes MultiReg. Acqulsltion AsselEnabIsr No Rverse 
Asset Base 

5.86 

NRG 
................................................................................................................................................................................................................................................................�� 

2.68 18.1 5,396 5.593 10,989 100% No NEECAR Acquisition Asset Enabling No 
................................................................................................................................................................................................................................................................!� 

Yes Significant 13.68 17 3 16,354 9,688 26.042 71% Yes Multi Reg. Acquisition Focus 
Asian Assets M I L L M I  

................................................................................................................................................................................................................................................................:� 

9 7 8  NM 12,707 2,770 15.477 73% Yes Multi Reg. Acquisitin I 1  No - 

(a) Represents total Mw, includes pending equisitbns and plants in advanced stages 01 development. 
(b) Includes ne1 MW under construction. 
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Valuation Comparables - Generators, Merchants and Utility Wholesalers ’ 

Prirr l  5-Y.u ............................ .-.-.. .............................. E*..!k%! ...... E w W  
*todl .................................... y= 0’ 52 Weak arm Firm ......... “!!!!2k!!EE!?.M ........... - .EKE5 ,_. EBn”... ..... RE...... EPS 

Company Prkm(a) Hiqh Low Value V . k r @ )  LTY 2Q01E OWE V h  L l U  L t y  LTM Growth 

Gsnemiwo 
AES Corp (Proforma lor IPL) [ M S )  
Caipne Corp (CPN) 
Relianf Resources, Inc. (RRI) 
NRG Energy. lnc. (NRG) 
O m  Power Wdngs (OW) 

U t i l h h  With Whok8.h Focur 
Pomwion Reravcei (0) 
Amencan Eleclr~c Powr  (AEf} 
Reliant Energy (REt) 
P h k  %ma Enkfpnse Group (PEG] 
FPL Grwp (FPL) 
PPdL A e s w c e s  (PPL) 
Coretellation Eneqy (CEG) 
AWhy Emgy W E )  
utrllcolp llrwled &cu) 

S44 56 8%) 1009. $23.709 $42370 3201 23th 1851 4 l a  1551 208X 145% 28% 

4770  (17 71 956 14,273 19,12b 360 255 202 4 2  21.4 26.8 115  354 
33.511 (197) 36 Q.782 11.277 518 NM NM 3 4  17.8 251 NA NM 
2930 (2231 824 5.816 9,708 278 21 6 176 2.8 f 5 9  207 i 4 e  255 
2735 (196) 67 7 2,546 4.808 725 235 176 2 2  13D 19.5 4 4  23.5 

....................................................................................................................... ...............................-.-..................................................... 
y:$!?!!: ......... !!? !??I. .... !?.I.! ............. :: ............... ::.........* :E?! ...... 23 fi! ..... !d a!! ......... !.!!a ....... !!:e. ......... ?!A!! ........... ?!.S.?i ..... ?:!E.. 

N A  172% S5323 ( 4 1  3%) 995’. S39.715 $50,705 550n 30 11 25 5x 4 4r 156r 21 51  
4445 I691 5 8 8  34.312 48.982 21 B 184 164 3 2  100 132 144 11 1 
59~18 (20s) 298 ~1,409 4 e . w  z i o  18.0 is3 4 4  1 1 0  $ 5 5  15.1 15 5 

3892 ( t75)  893 13,213 18,127 322 M3 168 3 1  16.3 229 106 22.4 
2981 (148) 104 2,822 2.174 299 NM Nhl 102 11.0 141 NA NM 

4865 ( ia7) 458  t 5 . e ~  20,553 3 1 4  243 M I  4 3  17 t 252  i e a  a7 

.................................................................................................................................................................................... -. ”.. ......-.......*......... - 30.7r 20.3. 16.8~ 4.3s 19.31 16.51 14.7% 17.2% .!!?d!P!i ......... A ?  !.!?I ....-. ??x! ............. z .........................................-..........................................-........................ I..... ................................ 

565 B? (L /*.I 55 59,. 
4B.m {2 7) 69.2 
4535 (IO 1 )  70.7 
m40 (1 6) 53.3 
57 44 (21 3) 22.1 
59.10 (52) 1702 
4649 (107) 453 
52.43 1481 920 
35 78 (5s) 8 2 3  

$16,321 
1&M3 
13,460 
10.482 
10.101 

7,613 
8,440 
1,065 

a.626 

$28.M3 
mo.l%o 
24,255 
20.804 
15.587 
13.539 

10.5 I S  
6.665 

10.a6o 

250r  1591 14.3~ 2 4 1  Bgx 14.5s 

155 135 12.3 NA 8.3 121 
144 136 123 2 5  9 3  112 
13.4 123 114 1 7  8 6  11.6 
153 1 4 5  12 7 4.3 1 4  tO.1 

199 135 123 3 3  105 140 
1 7 0  145 132 18 104 165  

41 7 1 4 0  13.1 2 0  0.0 13.5 

205 150 131 1 9  e 2  12.2 

7 6% 103% 
4 4  6 0  

14.6 106 
1 4 @  5 0  

283 123 

102 100 
102 100 

131 e a  

108 s a  

.................................................................................................................................................................................................................... - 17.01 14 0. 12.71 2.2. &OX I Z Z #  13.1% 1b.W .Y.!dj!!!i ..... .. .... .I$. .!.?I ....... 6!:% .. I ......... z.. ........................................................................- ......... “.... ........................................................... 
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C. RECENT GENERATION CAPITAL MARKETS FINANCING 



FPLEnerey 

1 Merchant Energy Financing in 2001 

Ofter Amt M ~ d y l s & P  #w Reoffer 
Date Company Issue 7YW Structure ()MY) Raiingr call Spread 

06/27 

0611 1 
06/07 

05/3 1 
MI3 1 
05/17 
05/01 

05/0 1 

- - . .  

04/26 

04/26 

04/26 
04/20 

04/09 
04/09 

04/09 

04/02 

04/02 

04102 

031 5 

03/09 

02/15 

- I 

. - - .I__._ 

Mission €nergy Holding 

Exelon Generation 

Miranl TIERS 

The AES Corporation 

The AES Corporatton 
PGBE National Energy Group 
Dynegy-Roseton 0anska”er 
Dynegy-Roselon Danskammer 

-.* - - .. . - 

13.50E/m due 2008 

7.200% due 2004 

7 375% due 2003 
8.750% due 2008 
10.375% due 201 1 

7.67% due 201 6 

7 57% due 201 6 

6.950% due 201 1 

- I  --.I- - I - - 

.- 

Mirant Americas Generatron 7 625% due 2006 

Miranl Americas Generation 

Mirant Americas Generalion 
Calpine Canada Energy Fin 
PSEG Power 

PSEG Power 

PSEG Power 

NRG Energy 

NRG Energy 
Edison Mission Energy 

Dynegy Holdings 

The AES Cormration 

-_..I- -__-..I- ----.--- 

I I.. -. -.__----_ -_---_------- 

Alleg?ny E n g v  Supp!y. 

8.300% due 20 1 1 

9.125% due 2031 

8.500% due 2008 
6.875% due 2006 

7.750% due 201 1 

a .625~~  due 2031 

8.625% due 2031 

------ ----- 

7.75096 due 201 1 

9.875% dW 201 1 
6.875% due 201 1 

- 

7.800% due 201 1 

0.375% due 201 1 
_ .  . 

.- 

Notes 
Senlor Nates 144A w/RR 
144A Slnrctured Notes 

Notes 
Notes 

144A Senbr Notes 

Pass Through Tmst Carts 
Pass Through Trust Cerls 144A 
w/RR 

Senior Notes (144A w/RR) 

- --.-- I__-- 

. ___ . - - _ _  , , . . 

Senior Notes (144A w/RR) 

Senior Notes (1 44A w/Rf4} 
Senior Notes 

Senior Nates (144A w/RR) 
Senior Notes (144A w/RR) 
Senlor Noles (144A w/RR) 
Senior k ! e s  
Senior Noles 
Senb Noles 
S d a r  Notes 

Noles 
Senior Notes 

_---- ------r_-- 

-_. _ . - _ - _ - - - - - - - - - - - ~ -  

. . . . . . .- . .-.. 

7 NCA. 
10 N C R  
3 NUL 

13 P a  3 
7 NCR 

10 NC/L 
12.9 WAL 

7 9 WAL 

5 NUL 
10 NCR 

- - - ~ *_I-_. 

_ _ -  

T+50 
T+25 

-- -. -- - 

T+50 

T +50 

T+50 

T+25 

Tt2S 

. -_ - --. 

30” 
7 NCR 
5 Nc/L 

10 NC/L 
30 NCR 
30 NClL 
10 NC/L 
10 NCR. 

10 NCR 

10 NCR 

10 NUL 

., ..*I-.II-- 

. . . _  - 

$400.0 

$1,500.0 

$sOo.O 

5800.0 
$500.0 

9340.0 
$350.0 
$600.0 

$500.0 . 
$4400.0 
E135 

- -- 

- .- - - -. - - ._ - __ . 

-~ 
T+37.5 

T+37.5 
t+30 
Tt35 

T+40 
Tt25 
Tt25 

f t 7 5  

T+25 
T+35 

T+50 

I__.___. 

4 8 9  
+168 

+265 

+325 

+350 

+512 5 
t240 

t 200 

+290 

4 1 5  

t340 
t340 
+252 

+287 5 
+312.5 

+282 

+305 

489.5 

+213 

t290 
+3431611104 

+345 

- - - - - - - .- 

I -- - 

~ -- - -._--. * I 

.-  ~ 

---_--__I_- - 

02/06 The AES Corporation 8.875% due 201 1 Senior Notes 10 NClL s6oO.o Balm6 1+50 +370 
$13,482.1 
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Merchant Energy Sector: Secondary Market Spreads 
' SELECTED ME~CHANT ENERGY ISSUES 

OHur &nt YbodylStP Reoffar B Id Bld 
1 ue 

Spreads in the 
merchant energy 
sector vary from 

400s. 
high-100a to IOW- 

Spreads have 
widened recently in 
response to FERC 
price caps and 
regional electric 
price declines. 
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I Recent Secondary Market Spread History 
THE STRONG BBB-RATED COMPANJES IN THE M€RCHANT EPIERGY SECTOR ENJOYED 

SlGNlflCANT S P W A D  COMPRESSION, ALMOSY 100 BP, IN THE SECOND QUARTER 

WEEKLY DATA: JANUARY 2001- JUNE 27.2001 

450 I 
400 

350 
A 

n 
0 e 

250 

200 

- Mirant Corp. - NRG Energy -Calpine Corp. - The AES Carpomtion - Allegheny Energy Supply -PSEG Power - Exelon Generetian 
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In contrast, the high- 
yield credits have 
widened from mid- 
300s to !OW-400s 

Exelon Generation 
(rated EaalIA-) 
established a new 
spread level for 
gencos - its ten-year 
notes priced at +168. 

P 



FIL 
CROUP 

1 NRG Energy's "Rapid-Fire" Senior Notes Offering 

9690,000,000 SENIOR NOTES 

' NRG Energy announced and priced this offering in a 
single day: 

I e Took advantage of a positive market tone and 
investor familiarity with the credit 

e Priced at a narrow spread (about 7 bp) to its 
actively-quoted secondary market 'IO 
benchmark 
Sole marketing vehicle was an electronically 
disributed "red 
Rapid-fire approach created a "sense of 
urgency" among investors 

* NRG also benefiled from a recent equity issuance of 
$784 million, combining 18.4 million common shares 
with 1 1.5 milrion equity units - highlighting company's 
commitment to balance sheet strength 

8 y  creating deal momentum, the transaction 
achieved spreads at the light end of price guidance: . IO-yr: +282 bp vs guidance of +285 bp area . 30-yr: +305 bp vs guidance of +310 bp area 

* The total order book was over $3.5 biflion ( 5 . 0 ~ )  with 
solid interest in the long bond structure 
* The deal was increased in size from $650 million 

s6w.ooopoo 
NRG Energy, Inc, 

On April 2,2001, 
NRG Energy 
successful y priced 
$690 million of 
Senior Notes, rated 
BaaSBBB-, In two 
tranches: a 10-year 
and a 30-year 
maturity. 
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1 Allegheny Energy Supply Inaugural Debt Offering 

f400-MILLION OFFERING OF 10-YEAR NOTES: 7.80% NOTES DUE MARCH 15,2011 

TRANSACTION GOALS AND OBJECTIVES 

The proceeds of the offering will be used to fund a 
portion of the acquisition cost of Merrill Lynch's Global 
Energy Markets ("GEM") 

' The size of the offering was limited by the amount 
authorized by the SEC under PUHCA 

The 10-year maturity established a liquid and 
durable benchmark lor future AE Supply issuance 

MARKETING PROCESS 
Company representatives were able to visit investars 

in New York, Boston, Minneapolis and Chicago in a 
focused 3-day roadshow 

' Twenty-four investors who participated in the 
marketing process purchased over 72% of the notes. 
Filty investors participated via: 

Bloomberg presentation 
e Roadshow/One-on-one meetings 

Investor conference call 

' The book of orders grew to over $1 billion - 
representing oversubscription in excess of 2 . 5 ~  

Allegheny Energy Supply priced their offering at 
+290 bp, the tight end of revised price guidance of 
+290-295bp 

Allegheny Energy Supply Company, LLC 
7.80% Nuler due 201 1 

-. . - 

S&mm Smith B u y  

Y h b V  3Ll 

The Allegheny 
Energy SUPPtY 
offering, rated 
BaallBBB+, was 
groundbreaking in 
that investors did not 
receive expert 
consultant reports. 

In fact, no 
Independent 
Engineer's report 
was provided to the 
rating agencies. 



1F-k 
GROUP 

1 PSEG-Power LLC 

$400-MILL10N OFFERING OF IO-YEAR NOTES: 7.80% NOTES DUE MARCH 15,2011 

PSEG Power ("Power") was the khirdgenco 
formed from disaggregated utility generation assets 
to tap the bond market (following Ameren and 
Allegheny) 

Power was the first genco with nuclear exposure: 
' 30% by capacity and 60% by energy generated 

KEY CREDIT POSITIVES 

i ' Power has the #1 market position in the PJM 
ma r ket 

* Diversity of fuel type and dispatch order 

Developed marketing and trading capabilities from 
bulk power activities 

Greenfield development in surrounding *Super 
Region" 

* Targeting 75% contractual commitment to NJ 
utility load 

8 PSEG 
R1rvcr L/.C 

The Senior Notes of 
PSEG Power, rated 
BaallBBBIBBB+, 
were priced on 
Monday, April 9th, 
delayed by Pacific 
G&E's bankruptcy 
filing on the prior 
Friday. 
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GROUP 

1 Exelon Generation Inaugural Debt Offering 

EXELUN GENERATION: INVESTMENT HIGHUGHTS 

Largest unregulated generation portfolio in US (41 GW) 

Nuclear fleet (1 5 GW) forms foundalion of low-cost base-load capacity 

Critical mass of portfolio creates economies of scale 

Silhe investment expands greenlield development capabilities and enhances diversity 

Experienced management team ensures operalional excellence 

The asset-based approach ol Power Team (markeling 8 trading) focuses on oplimizlng revenue stream 

Benelits from stable revenue stream from long-term contracts wilh affiliates PECO and ComEd 

Manages additional capacity portfolio of 16 GW of long-term contracts 

* Commitment to sdid investment-grade ratings 

Leverage starts initially at 30% 

Debt service coverage ratios average almost l o x  in the yean 2001-2010 

EXECON GENERATION: STRATEGIC GOALS 

* Develop national generation portlolio with fuel and dispatch diversity 

. Grow portfofio through. 

mergers/acquisitions 

innovative technology 

long-lerm off-lake contracts 

development 

joint ventures 

Drive cost and operational leadership through proven fleet management and economies of scale 

Optimize value of low-cost position throuah power rnarkelinq expertise 

Salomon Smith 
Barney acted as Joint 
book-runner on the 
inaugural debt 
offering for Exelon 
Generat ion 
Company, LLC: 

Coupon: 

Maturity: 
6/1 !Y2W 1 
Ratings: 
Baal/A- 
MW Call: 
1+25 bp 
Spread: 
+168 bp 

6.95% 

42 



1 Exelon Generation Inaugural Debt Offering (continued) 

EXECUTION HlGHLiGHlS 

MARKETING STRATEGY 

Compressed due to overwhelming investor demand 

' Achieved maximum direct contact in 1 112 days . Bloomberg electronic presentation (1 9 investors) 

Telephonic one-on-ones (7 investors) . National investor conference call (55 investors) 

INVESTOR RESPONSE 

= Massive oversubscription immediately fdlowing announcement 

Pricing strategy compressed spreads and reduced order book size 

PRiCING STRATEGY 

Initial price guidance of +170-175 bp 

Launched with price talk of +170 bp area 

* Priced at +I 68 bp 

The Notes were ulllmatelv allocated to I52 institutional investors in the US and E u r o ~ e .  

43 
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. Executive Summary t 

Merrill Lynch is pleased to continue our dialogue regarding financing strategies to fund growth 
initiatives within FTL Group ("FPL") 

We believe that it is important to consider four key issues with respect to establishing a new financing 
strategy 

w The target capital structure and ratings for each business 

F The potential use of off-balance sheet and off-credit financings 

b The potential leverage available at  the FPL Energy ("FPLE") plant and portfolio level, on a 
recourse and non-resource basis 

b The extent to which FPL Group desires to establish FPLE as a stand-alone creditworthy, 
self-funding subsidiary 

The ultimate funding decisions will involve a prioritization of the following 
b Lowest cost financing 

b Impact on FPL Group earnings 

b Ratings impact of the financing on each FPL Group entity 

b Flexibility of the capital structure to accommodate future strategic options, including additional 
genera tion acquisitions and the on-going funding o l  the development portfolio 

Ability for and timing of FPL Energy to self-finance as a stand-alone entity going forward 



Executive Summary 1 

Sz.i inma y Recoin menda Lions 

Given the growth/financing plans and the associated capital structure/credit impacts, FPL should 
mobilize all available resources to ensure a "soft landing" with respect to investor and rating 
agency acceptance of the growth story 

Schedule discussions as soon as practicable with ratings agencies to discuss the growth strategy 
and financing, including the potential for establishing a stand-afone credit rating for WLE 

Evaluate equity/equity hybrid issuance to achieve certainty of ratings and maximize flexibility for 
growth/acquisitions (although recent PSC action will delay market access for FPL) 

Design and structure credit facilities tu meet financing objectives, including minimizing costs, 
maximizing tax efficiency and meeting ongoing liquidity and funding requirements 

Prepare financial statements, MD&A and accounting roll-up for FPLE 

Begin documents tion process in support of capital market issuances, including: 

b Structured finance products applied to operational assets with proceeds used to finance 

F Equity and/or equity-linked financing in early 2002 

b Non-recourse portfolio-level and project-level financing on an on-going basis 

F Additional senior debt financi,ng throughout the forecast with the inaugural FPLE issuance in 

development in 2001 /2002 

mid 2002 

& " U l  Lynch 5 
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FPL Situation Analysis 
Currenf Credit Ratings 
(S&P/Muody's) 

Sr. Unsecured: A+/NR 
Industrial Rev. Bonds: NR/A2 

Sr. Secured: AA-/ Aa3 
Issuer Rating: AA-/NR 
Sr, Unsecured: NR/A2 

Sr. Unsecured: 
Sr. Secured: 

NR 
NR 

Given the current "negative watch" on FPTA credit ratings, coupled with regulatory uncertainty 
and FPLE's growth plans, FPL should lay the groundwork for a "soft landing" to a BBB "high" 
rating 

S&P's view of subsidiary ratings will be based upon insulation from the parent company 

FPLE cannot conduct financings on a standalone basis for at least six months to a year due to the 
time and effort necessary to meet SEC and rating agency requirements/standards 
b SEC requires 3 years of standalone historical financials and MD&A for FPLE 

!% Yorrlll Lynch 7 



FPL Situation Analysis 
Overview 

r I I 

200 1 2002 2003 2004 2005 I 
~~ ~ 

FPLE B FPLGC (ex FPLE) 1 I:P&I, 

I, I r 

2001 2002 2003 2 0 4  2005 

Other than operating cash flow a t  FP&L and amounts financed OR a non-recourse project basis, FPL Croup 
Capital provides the funding for FPL Croup’s unregulated operating subsidiaries 

FPL Group Capital is able to access the capital markets because of the FPL Croup guarantee 

The current plan assumes that the lowest direct cost manner to finance the unregulated growth is to issue 
debt at the FPL Group Capita1 entity 

in the future (at least one year from now), it may be possible to fund growth directly at FPLE 
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FPL Situation Analysis * 

The Plan, as Fureclzsfed, is Untenable 
FPL GROUP (currently rated AA- at BP 5) 

FP&L (currently rated AA- at BP 4) 
I 

FPL GROUP CAPITAL (currently rated AA- at BP 8 )  

Nofe: Credit rafiosfor FP&L and FPL Croup include debt in the trhoitnt oJ31.24 billion (21% of FP6L's $5.92 billion in PPA exposwe) a d  incorporates an addilionul 10% i&wst liability E assorialed with the "kbl" ,  co~isrslrnf with S&P's freulwetrl of fP&L's PPAs, 
I ldlLynCb 9 



FPL Situation Analvsis t 

A 

P 

Rating Agency Considerations Will Be Critical 
The rating agencies have developed views regarding non-regulated generation companies which should be 
considered as FPL develops its financing and long-term capitalization plan 
b Ratings experience draws from the major public generation companies (AES, Calpine, Mirant, NRG, 

Orion, Reliant Resources) and utilities with significant non-regulated generation subsidiaries (Duke, 
AEP, PSEG, AYE, AEE) 

historical and projected financial performance measures 

com pet i t iveness 
Although financial considerations are the primary ratings factors, the company's ability to react 
competitively to changes in its markets will be weighed heavily 

I b Financial focus on volatility of cash flows and earnings, coverage ra ios and margins, among other 

b Qualitative focus on the relative strengths of the new entities' customer base and operating 

FPLE may be exposed to significant risks including 
F Intensity of competition in competitive markets 
F Significant exposure to electricity and fuel price volatility at merchant facilities 

Capital-intensive cure business 
b Potential market entry by new competitors 

b Management stability, experience, capability and 'risk appetite' 
F Ability to implement strategy in regulated, unregulated, and trading businesses 
F Composition, diversification (geographic, fuel and dispatch) and quality o f  generation portfolio 
F Contracted revenues, risk-management and trading expertise 
b Fuel cost management 
b Total production/capacity cost vis-his competitors 

Other considerations integral to an FPL Group Capital or FPL Energy credit evaluation include 

~~~r hyaGh I 10 



FPL Situation Analysis 1 

Instrlnfion Mu.st be Understuud fo be Achievable - But with “Costs I’ 

Partial ownership of a subsidiary by an 
OLI tsidc party 

Separate boards of directors for each entity 

Separate management 

Separate country or jurisdiction 

Separate name 

Absence of cross-default covenants 

Separate financing activities 

Restrictions on cash flow 

Restrictions on debt as a percentage of 
capital I 

i 
Restrictions on dividends 

I 
Debt rating targets established by a 

Limitation4 on the amount of investment 

commissioq i 

1 

in non-utilit y businesses 

Limi tationi 
that a utilit 
make 

on the types of investments 
r or holding company can 



FPL Situation Analvsis f 

Credit Ratings Outlook f u r  FPL 

e 

S&P's view of the subsidiary ratings will be predicated upon insulation - which is the exception 
and not the rule 

Moody's view of the subsidiary ratings is more "building block" oriented and, therefore, multiple 
notches between subsidiaries are defensible 

The guarantee from FPL Group or FPL Group Capital will not go away as long as debt is 
outstanding 

The agencies are becoming cautious and even suspicious when evaluating a company's 
restructuring/growth plans - no source goes unturned 
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FPL Situation Analysis 
Merrill Lynch 5 View of a ;B B B  "High Targeted Rating (conk ' d )  

Additionally, FPL Group's ability to achieve and sustain -rating is important €or the 
success of FPL's non-regulated energy business . I 

b Solid investment grade rating is imp&tant for trading and marketing business going forward 

b 

Public Generation Companies with BBB- or lower credit ratings (such as AES, CaIpine, Mirant and 
Orion) are actively working to maintain or achieve investment grade ratings 

c 
& 

The desirability of a solid investment grade rating for non-regulated generation and trading and 
marketing businesses stems from: 

F Higher operating risk than regulated utilities 

F High capital requirements to grow the business 

- Cannot risk limiting their access to capital 

F Counterparty credit standards 

- Avoid cash collateral requirement 

17 
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Recommended Financing Strategy t 

Summary 
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Recommended Financing Strategy 
Potentia2 Financing Plans (Dollars in Milliuns) 

2001 

2002 

2003 

2004 

2005 

HA 

Net FinancSng Need at 
FPL Group Capital FPL Energy FPL Group Capital FPL Group . 

- 
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Recommended Financing Strategy 
Impact of the MerrilZ Lynch Pufential Financing Plan'l) 

Base Case New Plan 
I 

2001 2002 2003 2004 2005 2001 2002 2003 2004 2005 ----- 
FPL Group (6P 6 )  

FFO/ h teres t 4 -  - - e  n -  

_ _  I 
FFO/Debt B 

EBIT/ 1 n terest LB 

Accretion/ (Dilution) -- 
Debt/Total Capital (1- 
EPS 

Implied Rating _ -  1 

2001 2002 2003 2004 2005 2001 2002 2003 2004 2005 ----- 
FPL Group Capital (BP 8) 

FFO / In teres t 9 
FFO/Debt L 3 
EBiT/lnterest -- 

Implied Rating -- Debt/Total Capital -1 - - - 1  
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Instrument Specifics t 

Unleveraged Partnership Overview 

The Unleveraged Partnership is a debt financing for economic and tax purposes, but is recorded as 
"minority interest" under US. accciunting rules 

The UnIeveraged Partnerjhip would allow FPL to monetize exisking on-balance sheet assets or fund 
potential investments and acquisitions 

A third party Merrill Lynch f~~rrried investor entity (the "Investor") will contribute cash to a newly formed 
partnership (the "Partnership") in exchange for a large economic interest with limited voting rights therein 

The Investor will fund its contribution to the Partnership with cash raised by the issuance of 97% debt and 
3% equity 

FPL, the general partner (the "GP"), will contribute existing on-balance sheet assets (the "Assets") in 
exchange for its GP interest 

At closing, the Partnership will make a cash distribution to FPL equal to the Investor's contribution 

Lenders and equity investors funding the Investor's interest will rely on the cash flows generated by the 
Assets for payment of interest and equity yield 

As the GP with control over the Partnership, FPL, will consolidate the Partnership for accounting 
purposes. Upon consolidation, FPL's balance sheet will show the assets of the Partnership and minority 
interest equal to the Investor's cash contribution 

Funding for the structure can be obtained in the bank market (rates may be fixed through swaps), o r  
Merrill Lynch can incorporate privately placed securities 
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Instrument Specifics 
. 

Bentfifs of in  Unleveruged Partnership 

As the GP in the structure, FPI., retains full control and decision making over the assets of the 
Partnership 

FPL retgns all of the "upside" potential in the assets 

9 The Investor's cash investment in the Partnership is treated as minority interest on the Company's 
consolidated financial statements, leading to improved financial ratios (leverage, interest coverage) 

Transaction is considered a loan for tax purposes. Therefore, cash distributions paid from the 
Partnership to FPL upon closing are not taxable 

+ 
Minority irttetest raised in the Unleveraged Partnership has the following characteristics: 

i .e 

b Tax deductible distributions 

b No imputed shares in diluted EPS 

F Cost of minority interest less expensive than cost of common equity 

F Significant equity credit from the rating agencies 

E.amwbyncb 27 



Instrument Specifics 
Thazights on Inierim Financing 

t 

FPL has the option to implement or avoid non-recourse techniques during the heavy construction 

Non-recourse financing requires managerial scale and a specific managerial discipline whether 

Limited investor/financing base does not respond well to one-off non-recourse financings - must 

cycle associated with the growth plan 

employed at the plant level or the portfolio/construction revolver level 

be part of an integrated long-term financing plan 

Group given current FPL Group Capital and FPLE financials 
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In ferim Financing A lternatiues t 

There are several alternatives that can be used for additional liquidity and flexibility, as 
described bebw: 

Commercial Paper Existing Program Requires lDo% bank Libor $l,ooomm + Minimal 
$87 billion N / P 2  lines plus 
Complete range of 
maturities 

25 to 40 bps 

Bank Revolver Maturity flexibility up Market has tightened Libor $I,OOo m+ Moderate 
to 364 days Covenants may be plus 

limiting 50 to 100 bps 

Construction Revolver Maturity flexibility Limited investor base ti bor $2,000 m Moderate 
May be norwecourse Strict covenants plus 

Technical committee 1SO+ bps 



Instrument Specifics 
Equity and Equity-Linked Alfernafives 

(although FPL will be constrained from market access due to recent PSC rate review action) 

F Take advantage o f  skrong investor interest in the utility sector 

b Utilizc marketing period t o  sell a new story t o  institutional investors 

- Formally introduce the pro forma FPLE portfolio and growth strategy 

Further, we believe that the concurrent issuance of an equity-linked security has a number of distinct 
benefits for the Company 

b Maximize proceeds 

b Retain upside in the FPL common stock, especially to the extent that the full value of FBLE‘s growth 
potential is not currently reflected in the Company’s stock price 

b Access a different investor base 

b Create “competition”/pricing tension between investor bases 

b Minimize downward pressure on the common stock price 

In addition, specific product structures can provide additional substantive benefits 

F Significant equity credit from the rating agencies 

F Tax deductibility 

b Minimal dilution prior to conversion 





Instrument Specifics 
FELTNE I )  RlDES Ouerziiew 

FELINE PRIDES allow FPL to achieve several objectives 

b Economic 

- FPL can retain a portion of the upside in its share price performance 

- Tax deductible distributions 

b Accounting 

- "Treasury Stock" accounting 

b Ratings 

- High equity credit from both S&P and Moody's 

~~ 

An investor agrees to take all of the economic upside and downside of FPL's common stock -- Difiers 
from comtnon stock only in tlsut the investor (i)  receives UIZ enhanced dividend for 3 years and (ii) 

forgoes u defined ainount of capital appreciation opportunity 
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Instrument Specifics 
FELINE PRIDES Terms - Sr. Unsecured Debt Underliina Securifu 

1 

Issue Price (RKelrt FPL Cornrridll Price) $60.00 
Payment Rate 8.75% +/- .25% 
Conversion Premium 20.00% + /- 2.00% 

lssuc Pricc 
Initial Rate 

Final Maturity (1) 

$t;c>.oo 
7.75% 

5 Years 

Face Value $60.00 
Matuti ty 3 Years 
Reference Price 
Threshold Appreciation Price 

$60.00 (rtr.ent stock price) 

$72.00 120 C~OK~ premium) 

Contract Adjustment Rate 1 .oo% 

Debt Coupon (tax deductibl;) 7.75% 
Contract Adjustment Rate 1 .OO% 
Total Pre-Tax Cash Payments 8.75% 

Number of Common Shares per PRIDES 
(Assuming 20.00% premium) 

1.0000 1.0000 - 0.8333 0.8333 
I 1 I 

$60.00 $72.00 
Reference Threshold 

Price Apptecia tion Price 

Stack Price at Maturity of Forward 

........................ I .... - pt,, 
.. ..-.I-..-- - .. _._. , / I )  

1 .oooo 
Issue I’ricc/Contmon Price at Maturity (Katrgc 1 .O tcr 0.8333) 

f ..>. 0.8333 

Less than $60.00 
Bet weeii !$60.W and $72.01) 

Greater than $72.011 
i 

. .------- 
I I j  Dub! rcnwketrd lo troltitiatwi ikbl inwstors prior to  I/u C ~ N I ~  (I! thr tliirri yew. 

34 & #enllrtpaGh 0 
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Instrument Specifics 
FELINE PRIDES Timeline 

v 

illion FELINE PRIDES Issuance 
Resut Note Coiipm Payments to 

Remarkqted Note Investors 

Action 

’ Cash Flows 

Stock Flows 

I 
Issuaiice 
Date 

FPL issu- 
millioii of FELINE 
I’KIDES mnsis ting 
0- PKIDES 
at- 

- 
7.75% (yrc-tax) 
Coupon Payments on 
Notes, plus 
1.00‘%> Ccslltrrlct 
Paymeiifs 

- 

Note 
Reinarketinn d 2 J  

3-Y ea r 
I’urchaae Date 

Remarketing Agent 
resets tiok coupon 
I’coceds art. held in 
Treasury Bi lk  until 
applied to Forward 
Purchase Contract 

Coupon I’aymeiit 
based 011 reset 
coupoll 
1.011‘%, Contract 
Pay nr CLI ts continue 

- 

. Investors deliver 

to F1’1. under 
Purchase Contract 

cash of. 

Issuance 0- 
a i l l i o n  shares 

under Purchase 
Contract 

Five-Year 
Note Maturity 

FPL repays Notes 
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Instrument Specifics 

-5% 

Cost of Capital Comparison - Three Year FELINE PRIDES 

I D I 

FELINE PRIDES ure less costly thsln common stock 
rrt clrirrirnl stock price growth r d e s  above 2.9% 

25% 

20% 

15% 

1 10% 

5 Yo 

Capital Savings 

Common Stock ( I )  

FELINE PRIDES (*I 

-5.0% / $51.62 0.0% / $6021 5.0% f$69.70 10.0% / $80.14 15.0% I$91,57 20.0% / $104.04 

Annual 3-Year Stock Price Growth Rate/ Share Price in Year 3 



Instrument Specifics 

0 
0 
Iu 
0 

~~ ~ ~ ~~~~ 

FELINE PRlDES Compamtive EPS Impact - $1 Billion Issuance tu Retire Debt@) * 

FELINE PRIDES "I' 

EPS 
Accretim/(Dilution)$ 
Accretion / ( Di 1 uti ~ $ 4 ,  

2002 2003 2004 2005 2006 

Mnerrill Lynch 38 
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Instrument Specifics 

0 
0 
Iu 
0 

Duke Eiiergy 

Simultaneous offering of 28.75mm Common Shares and 35" Equity Units generating (including the 
gi c.c,nshae) $1,995.7mm of proceeds 

1,argest add-on transaction in sector history and second largest sector equity deal of all time 

Priced during a week in which the DJII had its largest percentage decline since 1959 

2 week marketing period 
Equity Units offering upsized from $500" to Yi775mm on strong demand 

Eqiii ty Units offering 4 .0~  oversubscribed 

I ' IoL-w~I~ iiscd to r r p y  itidditcdncss arid ( r i i  givitii4d corprrratc p r i r p s c s  

Stock Price/Div Yield $38.98/2.8'%, 

5 2 - W t ~ k  High /LOW $45.22/$23.72 

Markilt Cap (Pre-Offering) $29,7Y 2 

2001 li I'/E (d 1 6 . 6 ~  

20I1211 l'/E (4 14.8X 

5 - Y ~ r  135 Cirowth Rate 10.0'%,-15.0'x~ 

Common Shares ($ in millions) 

Equity Units ($ in millions) 

$975 

$775 

Maturity 5 Years 

Katings A3/A 

Cash Coupon 8.25'%, 

Conversion Premium 2 2 . m  

5.87% senior debentures that will bc remarketed on February 18,2004 and mature on 
May 18,2006 
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Instrument Specifics 4 

NRG Energy 

Siniiil taiiCow offering of 18.4mrn Chiirnori Siiilrc-s atid I1.5mm Equity IJriits gvncratitig 
(iiictudirig the grwiishoe) $784.3 inin of procc)culs 

2 week marketing period 

Equity Units offering upsized from $2OUmm to $250" on strong demand 

Equity Units offering 5x oversubscribcd 

Stock traded up 6.4% from announcement to pricing 
Proceeds used to repay acquisition related indebtedness and for general corporate purposes 

Stock Price $27.20 

52-Wckbk Higli/Low $37.5U/$l5.LKI 

Market Cap {Pre-Offering) $5,332 

20 .8~  2001 E P/E (JJ 

20021i !'/I: h'J 1 6 . 7 ~  

5-Year E l 5  Growth Rate 25.O'Xa 

Common Shares ($ in millions) 

Equity Units ($ in millions) 

$430 

$Et1 

5 Years Maturity 

Uatings Baa3/t)BR 

Cash Coupon 6.5'%1 

Conversion Premium 22.0'%, 

The Equity Units are similar to FELINE PRIDES consisting of 
b 

w 
Equity Forward Contract that will settleoil May 15,2004 

6.5% senior debentures that will be remarketed on February 17,2004 arid mature on 
May 15,204.h 


