Application of Gexa Energy New Hampshire, LLC for Certification as an Electric Supplier
PUC 2003.01 (¢)

1. Legal Name of Applicant: Gexa Energy New Hampshire, LLC
Trade names under which it will operate: Gexa Energy
2. Business Address:
20 Greenway Plaza, Suite 600
Houston, Texas 77046
Principal Place of Business:
Telephone Number: {866) 960 4392
Fax Number: (800) 627 8813

Email Address: custserv(@eexaenergv.com

3. Place of Incorporation: Delaware, February 19, 2008
4. Principal Officers: Please See Attachment 4

5. Applicant’s most recent audited financial statement:

Gexa Energy New Hampshire is not a publicly traded company and does not have its own
audited financial statements. FPL Group, Inc., is Gexa Energy New Hampshire LLC’s ultimate
corporate parent and has annual revenues of nearly $16 billion and $36 billion in total assets.
FPL Group Capital Inc. is a subsidiary of FPL Group, Inc., and an upstream corporate parent of
Gexa. FPL Group Capital, Inc. israted A21 A-I A and has access to a $4.5 billion commiited
revolving credit facility. Gexa Energy New Hampshire, LL.C, as a member of the FPL Group,
Inc. family of companies, is a beneficiary of the financial strength of these corporate parents.
Please see Attachment 5, FPL Group, Inc.’s most recent annual report to its shareholders. The

report may also be found at: http://www.fpleroup.com/reports/contents/annual reports.shtml

6. Information regarding any affiliate and/or subsidiary of the applicant:

Gexa has several affiliates that provide energy services. The address of all of the FPL affiliates
is 700 Universe Blvd. Juno Beach, Florida 33408. The address of all of the Gexa Energy
entities is 20 Greenway Plaza, Suite 600 Houston, TX 77046. A graphic organization chart has

been atiached as Attachment 6.,



7. Toll free customer service number: 1 (866) 960 4392

8. Individual responsible for responding to commission inquiries:

Annette Mass, Manager of Regulatory Affairs
20 Greenway Plaza, Suite 600

Houston, Texas 77046

Phone (512) 626-7310

Fax (713) 401-5877

Annette.mass@gexaener,qv.com

9. Registered Agent for service of process in New Hampshire:

10,

11.

12.

CT Corporation System
9 Capitol Street
Concord, New Hampshire 03301

Authorization to do business in New Hampshire from the Secretary of State:

Please see Attachment 10.

Description of geographic area in New Hampshire in which applicant intends to do
business: Gexa Energy intends to serve customers throughout the state of New Hampshire,
including the existing franchise areas of the following utilities: National Grid, Unitil Energy

Systems, NH Electric Cooperative, and Public Service of New Hampshire.

A description of the types of customers the applicant intends to séive, and the customer
classes as identified in the applicable utility’s tariff within which those customers are
served: Gexa Energy intends to serve small commercial and industrial customer classes.
Gexa Energy also seeks approval to serve residential customers however, Gexa Energy does

not anticipate serving residential customers initially.
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13.

i4.

Disclosure of the number and type of customer complaints concerning the applicant or
its principals, if any, filed with a state licensing/registration agency, attorney general’s
office or other governmental consumer protection agency for the most recent calendar
year in every state in which the applicant has conducted business relating to the sale of
electricity: Gexa Energy New Hampshire, LLC is a newly formed company that has not
yet done business. Neither Gexa Energy New Hampshire, LLC nor its officers or
management personnel have had any complaints filed with any state licensing or registration
agency, attorney general’s office or any other governmental consumer protection agency for

the last calendar year.

A statement as to whether any of the applicant’s principals have ever been convicted of
any felony that has not been annulfled by a court: None of the officers, managers, or
members of Gexa Energy, New Hampshire; L.L.C have been convicted of any felony that has

not been annulled by a court.

within the 10 years immediately prior to registration:

a. Had any civil, criminal or regulatory samctions or penalties imposed against them

pursuant to any state or federal consumer protection law or regulation; Settled any
civil, criminal or regulatory investigation or complaint invelving any state or federal

consumer protection law or regulation; or

b. Is currently the subject of any pending civil, criminal or regulatory investigation or

complaint involving any state or federal consumer protection law or regulation;

Neither the Applicant nor any of the Applicant’s officers, managers, or members has within

the 10 years immediately prior to registration had any civil, criminal or regulatory sanctions
or penalties imposed against them. Neither the Applicant nor any of the Applicant’s officers,
managers, or members has settled any civil, criminal or regulatory investigation or complaint
involving any state or federal consumer protection law or regulation. Neither the Applicant
nor any of the Applicant’s officers, managers, or members is currently the subject of any
pending civil, criminal or regulatory investigation or complaint involving any state or federal

consumer protection law or regulation
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18. For those applicants that intend to telemarket, a statement shail be provided;
Gexa Energy New Hampshire, LLC does not intend to telemarket. If in the future, Gexa
Energy New Hampshire, LLC would like to begin to telemarket, we will comply with all rules

and regulations applicable.

19. A sample of the bill form{s) that the applicant intends to use or a statement that the
applicant intends to use the transmission/distribution company’s billing service;

Gexa Energy intends to use the transmission and distribution company’s billing service,

20. A copy of each contracts to be used for residential and small commercial customers; and

See Attachment 20.

(21) A statement certifying that the applicant has the authority to file the applications on
behalf of the CEPS and that its contents are truthful, accurate and complete.
See Attachment 21.
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Attachment 4

Prineipal Officers of Gexa Energy New Hampshire, LLC

Mark lanni, President, 713.401.5561

Lawrence R. Boisvert, Vice President, Market Development, 713.401.5505
Allison Wall, Vice President, Operations, 713.470.0462

Jeff Harbert, Vice President and Chief Financial Officer, 713.470.0404
Mark Sorensen, Treasurer, 561.691.7241

Charles S. Schultz, Secretary, 561.304.5220

Rita W. Costantino, Assistant Secretary, 561.691.7267

Garson Knapp, Assistant Secretary, 561.304.5720

Richard H. Freed, Assistant Secretary, 713.401.5589
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Years Ended December 31, 2007 20086 % change

FINANCIAL RESULTS
(milfions, except per share amounts}

Net Income § 1,312 $ 1.281 2.4
Adiustments, net of income taxes:

Net unrealized mark-to-market {gains) lossas

asseciated with non-qualifying hedges ~ FPL Energy 86 {92)

Mergar-raiaied costs — 14
Adjusted Earnings o $ 1,398 $ 1,203 16.2
Earnings Per Share (assuming cliutfon) $ 3.27 § 3.83 12
Adjustments:

Net unrealized mark-to-market {gains) losses

asseciated with non-qualifying hedges — FPL Energy ' 0.21 (0.23}

Merger-related costs — 0.04
Adjusted Earnings Per Share % - § 3.04 . 145
Operating Revenues $ 15,263 $ 15,710 (2.8)
Droerating Income 3 7,283 $ 2087 8.9
Cash Flows from Operating Activities 3 3,593 $ 2,498 43.8
Total Assals 3 40,123 3 35,822* 12.0
EOMMON STOCK DATA
Weighted-Average Shares Outstanding
{assuming dilutien—miilions) 493 397 1.0
Dividends Per Share.. . S 164 . $ . 180 83,
Book Yalue Per Share $ 26.93 $ 25.07 7.4
Market Price Per Share {high-low) § 72.77-$53.72 $ 55.57-§37.81
OPERATING DATA
Utility Energy Sales (kwh - millions} 108,636 197,513 1.0
FPL Customer Accounts {year end - thousands} 4,508 4,457 1.2
Employees {year end) : 14,602 13,344 9.4

* Amount has been adiusted to refiect the retrospective application of an accounting change.
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To Our Shareholders

In 2007, EPL Group generated
outstanding performance; the year’s
results were driven again by excelient
growth at FPL Energy as weil as solid
financial performance at Florida
Power & Light Company (FPL). FPL
Group continued to execute its plans
in a mannet that has earned it a
position as one of the most successful
and respected companies in the

electric sector.

In my letter to you fast year, I said we
would focus intensely on achieving
our 2007 business objectives, which
woutd culminate in adjusted earnings
per share growth for FPL Group

of approximately 10 fo 13 percent,
translating into adjusted earnings per
share in the range 0f $3.35 to $3.45. As
announced earlier this year in January,
we exceeded expectations, FPL Group's
adjusted earnings per share for 2007
reached $3.48; a 14.5 percentincrease
over 2006. Adjusted earnings exclude
the mark-to-market effect of non-
qualifying hedges (see page AR-2 for
reconciliation of nel income fo adjusted
earnings and earnings per share to
adjusted earnings per share),

Qur total shareholder return for the
yeal was impressive, too, For 2007,

FPL Group provided a total
shareholder return of 28 percent,
outpacing both the S&P 500 Electric
Utilities Index (23 percent) and the
§&P 500 Index (5.5 percent}.

Of note, 2007 was a year in which

we ot only continged to execute
successfully the clean energy strategy
FPL Group has been pursuing

for many years, but we also took

on a more significant leadership

role regarding public policy on
climate change, as we advocated a
workable, equitable carbon fee for
the U.S. economy to help move our
nation toward permanent, long-
term reductions in greenhouse gas
emissions. For more information

on FPL Group actions on clean
energy, climate change and other
envirornmental matters, please refer to
the accompanying article on page AR-8.




FPL Energy, our competitive energy
business operating in 26 states and the
leading renewable energy provider in
America, had another banner year:

« Asthe US. leader in both wind
power and solar power generation,
FPL Energy achieved a 21-percent
increase in year-over-year adjusted
earnings in 2007, Over the past
five years, FPL Energy has grown
adjusted earnings at a compounded
annual rate of 37 percent. (See FPL
Energy Reconciliation of GAAP to
Adjusted Earnings on page AR-9)

« Nefincome on a GAAP basis at
FPL Energy was $540 million or a
contribution of $1.35 per share in
2007, compared to $610 million
or $1.54 per share in 2006. FPL
Energy’s 2007 results included a
net unrealized after-tax loss of $86
million associated with the mark-
to-market effect of non-qualifying
hedges. Results in 2006 included
a net after-tax gain of $92 million

associated with the mark-to-market

effect of non-gualifying hedges.
» We began 2007 as the #1 wind
energy company in the United
States, and we continued to
invest heavily to profitably grow
this business and maintain our
leadership position. We now
own and operate nearly 5,100
megawatts of wind generation
and more than 7,500 turbines

throughout the U.S, For the sixth
vear in the last seven, we added
more megawatts {1,064) to our
wind portfolio in the US. than

any other wind energy provider,
primarily through the development
of new projects in Texas, Colorado,
Towa and North Dakota.

FPL Energy’s nuclear power plant
fieet continued to grow with the
completion of the acquisition of
the two-unit, 1,023-megawatt
Point Beach Nuclear Power Plant
in Wisconsin. In completing this
transaction, we not only added an
attractive asset to our portfolio in
the Midwest, we also expanded
our relationship with We Energies,
which is now FPL Energy’s lazgest
customer. Of note, since entering
the competitive nuclear generation
business with the purchase of &
controlling interestin Seabrook
Station in 2002, we have built

this business to be the fourth
largest of its kind in the US.

We are the nation’s leading operator

of solar power generation with

310 megawatts, or enough capacity
to power 230,000 hornes. In 2007,
we improved the productivity and
efficiency of our solar fields in
California with the compietion of 2
retubing project. in all, 44,000 heat
collection tubes, the equivalent of
110 mies of tubing, were replaced,

Business review and 200/ performance

« Also contributing to FPL Energy’s
strong adjusted results in 2007
were contributions from new
investments as well as the roll-
off of below-market hedges in
the existing fleet. The merchant
portfolio and our wholesale
marketing operations also took
advantage of market opportunities
and delivered results at the high
end of our expectations, FPL
Energy Power Marketing, Inc.
{PMI) had its best year ever
and, for the first time since its
formation, was ranked as one of the
Top 10 power marketers by Platts,
a leading industry publication.



Florida Power & Light Company, one
of the largest, fastest-growing and
top-performing electric utilities in the
nation, achieved solid results and met
key milestones last year.

« FPLS net income grew to $836
million, or a contribution of $2.09
per share, compared to $802
millon, or $2.02 per share, in 2006.
These were good results overall.
We had expected 2007 to be a
chalienging year for FP'L on the
cost front, and we had indicated
some uncertainty about revenue
omwﬂ: During the Vear, we were

able to find effsetung productivity
improvements for some of the cost
pressures, but revenue performance

feli short of our expectations.

« FPL serves 4.5 million customer
accounts. In 2007, the average
number of customer accounts grew
by 87,000 or 2 percent, consistent
with our historical averages. Usage
per customer fell slightly, however,
resulting in a 1.6-percent increase
in retail kilowatt-hour sales.

= Qur ouistanding operating
performance places FPL among
the best electric utlities in the U.S.
The percentage of time our fossil-
fueled power plants are available to
generate power is among the best
in our industry, and the reliability
of our power delivery system
is also ameng the very best.

« We continued to invest heavily -
$1.9 billion: ir: 2007 - to expand and
enhance our generating facilities
and related infrastructure to ensure
continued reliable service and meet
the growing power needs of present
and future customers, Toward that
end, we brought into commercial
operation - ahead of schedule and
under budget - a 1,144-megawatt,
natural gas-fired power plant at our
Turkey Point site, south of Miami.
We are building a large, naturai
gas-fired power plant in western
Palm Beach Coumy that is expected

io enter CB'I‘HSIC}?A operation in

2009; these units will be among

the cleanest and most efficient
fossil-fueled units anywhere in

the worid. We received approval
from the Florida Public Service
Commission (FPSC) to add 400
megawatts of capacity at our existing
nuclear power plant sites — a
$1.8-billion capital project. These
investrents will improve our overall
fuel efficiency, thus saving our
customers money while lowering
emissions. Beyond our generation
activities, we continued to invest

in strengthening our transmission
and distribution infrastructure to
better withstand hurricanes, and
our advanced metering initiative
yielded good early results.

= We are strong supporters ¢f
Governor Crist’s clean energy
agenda, which includes pursuing

more nuclear and solar power and
other renewable energy to help
combat global warming, We will
continue to urge state officials
and the FPSC to enact policies
and a regulatory framework fo
encourage new investments in
renewable energy and nuclear
power that will help reduce
Floridas carbon intensity.

In Janwary 2007, a residential

FPL customer using 1,000 kilowatt-
hours (kWh) of electricity saw a
4.7-percent decrease on his or her

Rl rrimariio Anas fa barar than
Oil, PF HEav iy uuu VO AGWOT Ll

expected fuel costs as well as more
fuel efficient operations at FPL
power plants. As of January 2008,
that same residential customer saw
an additional $0.89 reduction in

his or her bill, due again to more
efficient FPL power plant operations.

Thanks to our leading energy
management programs and other
efforts, were helping customers save
energy and keep their etectric bills
lower than they might otherwise be.
FPL ranks #1 among electric utilities
nationwide in energy efficiency
programs, according to the latest
U.S. Departinent of Energy report
(using 2006 data), Since 1981,

these and other demand programs
have curtailed demand sufficlently
to ailow us to avoid building 12
medium-size power plants.




2008 and beyond

FPL Group is wel} positioned for the future with many visible drivers of earnings growth in place. We continue to expect
very strong growth from FPL Energy, driven both by contributions from new investment and the roll over of existing
hedges to new values more closely approximating current market conditions. While there is greater uncertainty at Florida
Power & Light in the near term due to the siowdown in customer and revenue growth, we remain confident in the long-
term prospects of this business. For 2008, we expect adjusted earnings per share to be in the range of $3.83 to §3.93.

The strategy we have put in place should allow us to continue to produce average adjusted earnings per share growth of at
least 10 percent through 2012 from ocur 2006 base,

All adjusted earnings expectations are as of the date of this letter, reflect continued customer growth at FPL and assume
normal weather at both FPL and FPL Energy, In addition, they exclude the effects of adopting new accounting standards,
as well as the mark-to-market effect of non-qualifying hedges, neither of which can be determined at this time.

At FPL Energy, we're continuing
our profitable, disciplined growth in
selected competitive energy markets
across the US.

« We're working toward the aggressive
goal we announced in 2007 to add
8,000 to 10,000 megawatts of new
wind capacity te our portfolio by
the end 0f 2612, The foundation
for the wind growth plan is a
strong pipeline of wind projects
in various stages of development
and more than 1.8 million acres of
land under FPL Energy’s control
across the U.S. Wind is far from
our only growth vehicle, however.

« We'll be pursuing new opportunities
in solar and fossil generation,
and we hope to develop new
transmission infrastructure in
targeted areas across the country
to support the growth of renewable
energy. Given that solar power is
becoming increasingly competitive
with conventional generation and
that many states in the Southwest
are establishing specific goals
for solar power as part of their
renewable portfolio standards,
this sector may prove especially

attractive in the years to come.

« PMI continues to expand its
activities in several areas; in
addition, one of its goals is to
become the #1 marketer of green
energy products in the US.

At Florida Power & Light Company,
we'll continue to invest in providing
clean, reliable and affordable electricity
to meet growing demand.

« Were focusing every day on
enhancing the reliability of
our electric system assets, Our
multifaceted plan includes
hardening our infrastructure
and using state-of-the-art
technology to detect problems
and minimize the amount of time
customers are without power.

« To meet continued growth in
demand for electricity in our
service terrifory, we're pursuing
a range of generation projects
using clean and renewable fuel
sources. We're moving forward
on the capacity additions to our
ntciear power plant sites that |
menticned earlier in my letter, and
we're continuing fo take the steps

necessary to potentially build two
new nuclear units at our existing
Turkey Point generating complex
in Florida. In February 2008, we
officially opened the state’s largest
photovoltaic solar power facility in
Sarasota County and weTe working
with technology companies to
pursue new solar power generation
options in Florida. We're pursuinga
wind project on Floridas east coast
and reviewing other options for
additional wind power in the state.

+ Building on our #1 U.S. positien
in customer energy efficiency
programs, weTe projecting that
existing and new programs that
we're making available for both
residential and business customers
through 2014 will meet 25 percent
of sur growth in peak demand.

A STRONG TEAM, A BRIGHT FUTURE
Continuing to seize opportunities,
manage risks, invest in the future,
work smarter and be better fomorrow
than we are today requires that
everyone involved in the enterprise be
committed to the same goals and pull
in the same direction,



We have an outstanding Board of
Directors, men and women whose
diversity of backgrounds and
experience provide valuable counsel as
we navigate today’s business realities
and chart a course for our future. As]
had indicated in last year’s letter, Toni
Jennings was elected to our board in
February 2007, Gur newest director,
Oliver . Kingsley, Jr., was elected in
March, and we are pleased to have the
benefit of his many years of experience
as an executive in the electric indastry,
including the nuciear power sector.
On Pebruary 15, 2608, directors again
increased the quarterty common stock
dividend, this time by 14 cents per
share annually, or 8.5 percent, to an
anntal rate of $1.78 per share

We strengthened an already strong
senior executive team by making
several key new hires and promoting
others from within the company.

Of note:

» Chief Financial Officer Moray
Dewhurst will step down following
the end of the first quarter 2008
to undertake an extended ocean
sailing venture and spend more
time with his family. His pesition
will be filled by Armando Pimentel,

-..Jr, who was until recently a senior
partner at Deloitte & Touche LLP
and who had previously served
as senjor engagement partner
for FPL Group. Moray has played
an important rote in helping
us to achieve the great success
we have enjoved over the past
several years, and he has been
a trusted and valued counselor
to me personally. While we will

miss hirs, [ am optimistic that in
due course he may rejoin us ina
different role. However, T know
Armando will pick up where
Moray leaves off, bringing to the
CFO role outstanding technical
skills, a wealth of experience in
supporting a variety of compiex
situations, and a solid background
in FPL Group’s position and goals.

As always, I'm tremendously proud

of all of our employees for deing their
best to satisfy customers and meet
other business goals. As in past years,
the efforts of our talented and dedicat-
ed team were recognized in 2007 and
early 2008 by a number of key industry
organizations and publications,

« In 2007 and 2008, FPL Group
has been ranked first among
electric and gas utilities in Fortune
magazine’s “America’s Most
Admired Companies List” and
both years scored #1 in each of the
categories listed: innovation, people
management, use of corporate
assets, social responsibiliey,
quality of management, financial
soundness, long-term investments,
and quality of products/services.

-

Electric Light ¢ Power magazine
named us 2007 Utility of the Year.

« Forbes magazine in 2008 named
FPL Group to its “400 Best Big
Companies in America” list.

Ethisphere magazine named
FPL Group one of the World's
100 Most Ethical Companies.

» the US. Department of Health
and Buman Services awarded

FPL Grouyp its Innovation in
Prevention Award for our FPL
WELL employee health program.

« The National Business Group
on Health saluted FPL Group
as among its Best Employers
for Healthy Lifestyles.

-

PA Consulting awarded us its
Service One customner service
award for the fourth straight year.

The global Athena Award® was
presented to FPL Group in 2007

for prometing and implementing
innovative programs for women and
for demonstrating the promotion

of women into leadership roles.

As always, T appreciate the support of
you, our shareholders, as we continue
our ongoing pursuit of increasing
shareholder value. T hope you share
my optimism for the future of this
great company. In an often challenging
hut always dynamic and exciting
industry, I believe we are very well
positioned to achieve outstanding
earnings growth going forward, We
have the strategies, the financial
discipline, and a great team with

the skills to succeed. Together, we
can continue to build a clean energy
future for coming generations, while
delivering cutstanding value to you,
our shareholders.

Lewis Hay, 111

Lewis Hay, 11T
Chairman and Chief Executive Otficer
March 17, 2008
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Today, everybody séem stp be {-airkihg about the envi rbﬁrﬁent,_
clean energy and-climate change — and-what c-a'n'-bé 'édne
to'mak_e things better fofthis:a-ﬁd future generatins. Many
organizations and individuals are, in fact, taking actiens. One
of the sarly-pioneers of environmental concern in the elactric
power industry was FPL Greup, which can trace is inferest in
sound environmental mapagement to the earliast days of Flarida
Power & Light Company many decades ago. The company's

feng heritage of sensitivity to the environment has grown over
the years such that, today, the company is routinely recognized

for its clean energy leadership and environmentat excellence.
FPL GROUP TOOAY IS
« the largest renewable enargy company in the US;

« the #1 wind energy generator in the country;

® fvasting in a clean energy futuse with an estimated
$20 hillion commitment to new wind energy
facilities from 2067 through 2012,

o the #1 solar power operator in the nation;

= asting $2.4 bilfion in renewable erergy and the
energy efficiency technolegies of tomorrow, including
solar powar, consumer renawable energy pregrams and
an advanced metering initiative to give mare control

over energy efficiency to its utility customers;

Sensitivity to Our Environment

etaking amajor pational leadership role in propoesing
a-carbon-fee as a real, workable solution to

redacing greeahouse gasé‘s inthe'.S.;

e represanied on Florida Governor Gharlie Crist's climate
changa advisory team {FPL President Armando Olivera
is a member) and is a strong supporter of Governor Crist
in his efforts fo address climate change and ensure
that clean and renewable energy is given a prierity

as the future of Florida energy policy is charied;

e growing its indusiry-leading customer energy efficiency
programs that thus far have succeeded in reducing
demand growth such that FPL has avoided building
12 new power plants {going forward, we expect to
avoid 25 percent of projacted electric demand by way

of these innovative energy efficlency programs),

Long & leader in environmental excellence and ciean energy
operations, FPL Group applauds foday's growing inferest in
these issues around the state, across the nation and around
the world. With continued atfention and action on these
matters by businesses, consumers and government agencies
in the U.S. as well as similar sectors outside the US,, FPL
Group balieves real progress can be made toward addressing
climate change and making the world a cleaner and better

place for this generation and generations to come.



L.

LROUF.

UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C, 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1834

For the fiscal year ended December 31, 2007

Commission Exact name of registrants as specified in their iR8 Employer
File charters, address of principal executive offices and identification
Numbet registrants' telephone number Number
1-8841 59-2449412
FPL GROUP, INC.
2-27612 FLORIDA POWER & LIGHT COMPANY 59-0247776

700 Universe Boulevard
Juno Beach, Florida 33408
(561) 694-4000

State or other jurisdiction of incorporation or organization: Fiorida

Narme of exchange
on which registared

Securities registered pursuant to Section 12{b) of the Act:
FPL Group, Inc.:  Common Stock, 50.01 Par Value New York Stock Exchange

Florida Power & Light Company: None

Indicate by check mark if the registrants are well-known seasoned issuers, as defined in Rule 408 of the Securities Act of 1833
FPRL Group, Inc.  Yes __X No Florids Power & Light Company  Yes __ X No

indicate by check mark if the registrantz are not required to file reports pursuant to Section 13 or Section 15{d) of 1he Securities Exchange Act of 1934.
FPL Group, Inc.  Yes No _ X Florida Power & Light Company  Yes o X

Indicate by check mark whether the registrants {1} have filed ali reports required to be filed by Section 13 or 15{d} of the Securities Exchange Act of 1934 during the
preceding 12 months, and {2} have been subject to such filing requirements for the past 90 days.
FPL Group, Inc.  Yes _ X No Florida Power & Light Company  Yes __X No

Indicate by check mark if disclosure of definquent flers pursuant fo ltem 405 of Regulation 8-K is not contained herein, and will not be contalned, o the best of
registrants' knowledge, in definitive proxy or information statements incorporated by reference in Part Il of this Form 10-K or any amsndment to this Form 10-K, $X]

Indicate by check mark whether the registrants are a large accelerated filer, an accelerated filer, a non-accelsrated filer, or 2 smaller reporiing company. See the
definitions of “large accelerated fler,” *accelerated fiter” and "smalier reporting company" in Rule 12b-2 of the Securities Exchange Act of 1934,
FPL Group, inc,  Large Accelerated Filer X Accelerated Fitler _ Non-Accelerated Fier __ Smalier Reporting Company ____
Florida Power & Light Company  Large Accelerated Filer ____ Acceleraled Fler ___ Non-Aceelerated Filer X Smaller Reporing Company ____
{Do not check if & smaller reporting company)

Indicate by check mark whether the registrants are she!l companies (as defined in Rule 12b-2 of the Securities Exchange Act of 1934). Yes No X

Aggregate markel vaius of the voting and non-voting commen equity of FPL Group, Ine, held by non-atfiliates as of June 30, 2007 {based on the closing market price
on the Composite Tape on Juns 30, 2007) was $23,018,003.277 -

There was no voting or non-voting common equity of Florida Power & Light Company held by non-affiliates as of June 30, 2007

The number of shares ouistanding of FPL Group, Inc. common stock, as of the latest practicable date: Common Stock, $0.01 par vaiue, outsianding at January 31,
2008: 407,370,071 shares.

As of January 31, 2008, there were issued and outstanding 1,000 shares of Florida Power & Light Company common stock, without par value, all of which were
held, beneficially and of record, by FPL Group, inc.

DOCUMENTS INCORPORATED BY REFERENCE

Poriions of FPL Group, Inc.'s Proxy Statement for the 2008 Annual Meeting of Shareholders are incorporated by reference in Par I hereof.

This combined Form 10-K represenis separale filings by FPL Group, Inc, and Florida Power & Light Company. Information contained hergin refating 10 an individual
registrant is filed by that registrant on its own behalf, Florida Power & Light Company makes no represeniations as io the information relating to FPL Group, Inc.'s
other operalions.

Florida Power & Light Company meets {he conditions set forth under General Instruction {1){(1}a} and (b} of Form 10-K and is therefore filing this form with reduced
disclosure formatl.



DEFINITIONS

Acrenyms and defined terms used in the text include the following:

Term

AFUDC

BART

capacity clause
charter

CG,

DOE

Duane Arnold
EMF

EMT

2005 Energy Act
environmental clause
ERA

ERCOT

FAS

FASE

FOEP

FERC

FGT

FIN

FMPA

FPL

FPL Energy

FPL FiberNet

FPL Group

FPL Group Capital
FPSC

fuel clause
Guifstream
Helding Company Act
RS

kv

kwh

LIBCR

LTiP
Management's Discussion
morigage

mw

NEPOOL

Note

NOx

NRC

Nuclear Waste Policy Act
C&M expenses
PaM

PMi

Point Beach

PTCs

PURPA

qualying facitities
RFP

ROE

Seabrook

SEC

SEGS

80,

VIE

Meaning

allowance for funds used during construction

Best Avaliable Retrofit Technoiogy

capacity cost recovery clause, as eslabiished by the FPSC

restated articles of incorporation, as amended, of FPL Group or FPL, as the case may be
carbon dioxide

U.5. Department of Energy

Duane Arnold Energy Center

etectric and magnetic field{s)

Enargy Markeling & Trading

Energy Policy Act of 2005

environmental compilance cost recovery clause, as established by the FPSC
U.8. Environmental Protection Agency

Eleciric Reliability Council of Texas

Statement of Financial Accounting Standards No.

Financial Accounting Standards Board

Florida Depariment of Environmental Protection

Federal Energy Regulatery Commission

Florida Gas Transmission Company

FASE interpretation No.

Florida Municipal Power Agency

Florida Power & Light Company

FPL Energy, LLC

FPL FiberNet, LLC

FPL Group, inc.

FPL Group Capital inc

Florida Public Service Commission

fuel and purchased power cost recovery clause, as established by the FRSC
Gulfstream Natural Gas System, L.L.C,

Public Utility Holding Company Act of 2005

Internal Revenue Service

kitovolt(s)

kilpwatt-hour{s)

London InterBank Offered Rate

FPL Group, Inc. Amended and Restated Long Term Incentive Plan

ltem 7. Management's Discussion and Analysis of Financlal Condiion and Results of Operations
mortgage and deed of trust dated as of January 1, 1944, from FPL to Deutsche Bank Trust Company
Americas, as supplemented and amended

megawati{s}

New &ngland Power Pool

note ___to consolidated financial statements

nitrogen oxide

U.8, Nuclear Regulatory Commissicn

Nuclear Waste Policy Act of 1982

other operations and mainienance expenses in the consoiidated statements of income
PJM interconnection, L.L.C,

FPL Energy Power Marksting, Inc.

Poini Beach Nuclear Power Plant

production tax credits

Public Utility Regulatory Policies Act of 1978, as amended

of-Utiity power production facifities meeting the requirements of & qualifying facility under the PURPA
request for proposal

refurn on common equily

Seabrook Station

U.8. Securities and Exchange Commission

Solar Electric Generaling System

suffur cioxide

variable interest entity

FPL Group, FPL, FPL Group Capitai and FPL Energy sach have subsidiaries and affiliates with names that include FPL, FPL
Energy, FPLE and similar references. For convenience and simplicity, in this report the terms FPL Group, FPL, FPL Group
Capitai and FPL Energy are sometimes used as abbreviated references to specific subsidiaries, affiliates or groups of
subsidiaries or affiiates. The precise meaning depends on the context.
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FORWARD-LOOKING STATEMENTS

This report includes forward-looking statements within the meaning of the Private Securities Litigation Reform Act of
1995. Any statements that express, or involve discussions as 1o, expectations, beliefs, plans, objectives, assumptions, future
evenis or periormance, climate change strategy or growth sirategies {often, but not always, through the use of words or
phrases such as will likely result, are expecied to, will continue, is anticipated, aim, believe, could, estimated, may, plan,
potential, projection, target, outlook, predict, intend) are not siatements of historical facts and may be forward-
tooking. Forward-looking statements involve estimates, assumplions and uncertainties. Accordingly, any such statements are
qualified in their entirety by reference to important factors inciuded in Part | ftemn 1A. Risk Factors (in addition to any
assumptions and other factors referred to specifically in connection with such forward-looking siatements) that could have a
significant impact on FPL Group's and/or FPL's operations and financial results, and could cause FPL Group's and/or FPL's
actual results to differ materially from those contained in forward-looking statements made by or on behalf of FPL Group and/or
£PL in this combined Form 10-K, in presentations, on their respeciive websites, in response to guestions or ciherwise,

Any forward-icoking statement speaks only as of the date on which such statement is made, and FPlL Group and FPL
undertake nc obligation io update any forward-looking statement to reflect events or circumstances, inciuding unanticipated
gvenis, after the date on which such statemeni is made. New factors emerge from time to me and it is not possibie far
management to predict all of such factors, nor can it assess the impact of each such factor on the business or the extent {o
which any factor, or combination of factors, may cause actual resulls to differ materially from those contained in any forward-
lpoking statement.



PART |

item 1. Business

FPL GROUP

FPL Group has two principal operating subsidiaries, FPL and FPL Energy. FPLisa rate-regulated uiility engaged primarily in
the generation, transmission, disiribution and sale of elecric energy, FPL Energy is FPL Group's competitive energy
subsidiary which produces the majority of its electricity from clean and renewable fuels. FPL Group Capital, a wholly-owhed
subsidiary of FPL Group, holds the capital stock of, or has equity interests in, FPL Group's operating subsidiaries, other than
FPL, and provides funding for those subsidiarles, inciuding FPL Energy. FPL Group was incorporated in 1984 under the laws
of Florida. At December 31, 2007, FPL Group and its subsidiaries employed approximately 14,600 people. For financial
information regarding FPL Group's business segments, see Note 17.

Environmental. Federal, state and local environmental laws and regulations cover air and water quality, land use, power
plant and transmission line siting, EMF from power lines and substations, oil discharge from transformers, lead paint, asbestos,
noise and aesthetice, solid waste, natural resources, wildlife mortality and other environmentatl matters. Compliance with these
laws and reguiations increases the cost of electric service by requiring, among other things, changes in the design and
operation of existing faciliies and changes or delays in the iocation, design, construction and operation of new
facilities. Environmental laws and regulations are subject to change. The following is a discussion of emerging federal and
state inftiatives and rules that could potentially affect FPL Group. See FPL Operations - Envircnmental and FPL Energy
Operations —~ Environmental for & discussion of potential impacts specific to those entities.

Climate Change - The U.S. Congress and certain states and regions are censidering several legislative and regulatory
proposals that would establish new regulatory requirements and reduction targets for greenhouse gases. Based on the most
current reference data avaliable from government sources, FPL Group is among the jowest emitters of greenhouse gases in
the U.S. measured by its rate of emissions to generation in pounds per megawatt-hour. However, these legisiative and
regulatory proposals have difiering methods of implementation and the impacti on FPL's and FPL Energy's generating units
and/or the financial impact {either positive or negative) to FPL Group and FFL couid be material, depending on the eventual
structure of any legislation enacted or specific implementation rules adopted.

i anticipation of the potential imposition of greenhouse gas emission limits on the electric industry in the future, FPL Group is
invoived in several climate change initiatives, including, but not imited fo, the following:

« participation in various groups including working with the Governor of Fiorida on the Governor's Action Team on Energy
and Climate Change, the FDEP and the FPSC in addressing executive orders issued in 2007 by the Governor of Florida
{ses FPL Operaticns — Environmental for additional information);

s voluntary reporting of its greenhouse gas emissions to the DOE under the Energy Policy Act of 1992,

«  volupiary reporting of its greenhouse gas emissions and cimate change strategy through the Carbon Disclosure Project
{an investor-led initiative 1o identify climate change impacts on publiciy-traded companies),

«  participation in the U.S. Climate Action Parinership (an alliance made up of a diverse group of U.S.-based businesses and
environmental organizations, which in early 2007 issued a set of principies and recommendations to address global
climate change and the reduction of greenhouse gas emissions);

« -parficipation in the Clinton -Global-Initiative (an- organizaticn which seeks to-foster shared commitment by individuals,
pusinesses and governments to confroni major worid issues and achieve real change); and

e participation in the EPA’'s Climate Leaders Program to reduce greenhouse gas intensity in the United States by 18% by
2012, including reporting of emissions data annually, FPL Group has commitied to a 2008 target emissions rate reduction
of 18% below a 2001 baseline emission rate measured in pounds per megawatt-hour, which it expects to achieve by the
end of 2008.

At the September 2007 Clinton Global Initiative session, FPL Group announced three initiatives aimed at increasing U, S, solar
energy output and regucing greenhouse gas emissions that contribute to globa!l warming: (i) plans io invest up to $1.5 bitkon in
new sclar generating facilties in Florida and California from 2008 to 2074, (i} plans by FPL to provide enhanced ensargy
management capabilities to its customers and (jii) the launch by FPL Energy of a new renewable energy program. See FPL
Operations — Environmental and FPL Energy Operations - Environmental for additional information regarding these initiatives.



Clean Air Act Mercury/Nickel Rule — During 2005, the EPA determined that new data indicated that nickel emissions from oil-
fired-units and mercury emissions from coal-fired units should not be regulated under Section 112 of the Clean Air Act, which
set Maximum Achievable Control Technology standards (MACT), and as a result the EPA published a final rule delisting nickel
and mercury from the reguirements of regulation under Section 112. In lieu of regulation under Section 112, the EPA issued a
final rule (Clean Air Mercury Rule} to regulate mercury emissions from coal-fired electric utility steam generating uniis under
Section 111 of the Clean Air Act. The mercury and nickel delisting rule, as well as the Clean Air Mercury Rule, were
challenged by various states and environmental groups. In February 2008, the U.S. Court of Appeals for the District of
Columbia vacated both the EPA's mercury and nickel delisting rule and the Clear: Alr Mercury Rule. The EPA may appeal the
decision to the U.8. Supreme Court, proceed with the MACT regulation or pursue a delisting of mercury and nickel under
Section 112.

Clean Air Interstate Rule (CAIR) — in 2005, the EPA published a final rule that requires 50, and NQOx emissicns reductions from
electric generating units in 28 states, where the emissions from electric generating units are deemed to be transported to
downwind stales, aflegedly resulting in fine particulate (PM 2.5) and ozone non-attainment. The final rule reguires phased
reductions in 80, emissions by 2010 and by 2015, and reductions in NOx emissions by 2009 and by 2015, eventually reaching a
nationwide reduction of 65% below & 2002 baseline emission rate for each. in the final rule, through the use of modeling data, the
states in which FPL facilities are located were determined to be contributors of PM 2.5 and/or ozone production in dgownwind
states. Howeves, FPL Group believes that the emissions from most of its Florida generating facilities are not affecting the non-
attainment status of downwind areas. In 2005, FPL Group filed a petition for reconsideration with the EPA and a lawsuitin the U.S.
Court of Appeals for the District of Columbia chaflenging the inclusion of alt Florida plants in the ozone compliance provisions of
the rule and South Fiotida plants in the fine particulate compliance requirements of the ruis; and challenging the SO; and NOx
allowance aliocation provisions in CAIR. In & separate lawsuit, FPL joined other Florida electric generating companies as the
Florida Association of Electric Utifities to chaflenge the inclusion of all Fiorida plants in the ozone compliance provisions of the rule
and South Florida plants in the fine parficulate compliance requirements of the rule. In 20086, the EPA denied FPL Group's and
other petitioners’ requests to revise the final rule. Orat argument is scheduled for March 25, 2008 with a final decision by the
appeais court expected later in 2008.

Ciean Air Visibilifty Rule - In 2005, the EPA issued the Clean Air Visibility Rule o address regionat haze in areas which include
certain national park and wilderness areas through the instaliation of BART for electric generating units. BART eligible units
inciude those buill between 1982 and 1977 that have the potential to emit more than 250 tons of visibility-impairing pollution
per year. The rule requires states to compiete BART determinations by 2008 and allows for a five-year pericd to implement
noligtion controis,

Clean Water Act Section 316(b} — In 2004, the EPA issued a rule under Section 316(b} of the Clean Water Act to address
losation, design, construction and capacity of intake structures at existing power plants with once-through cooling water
systems. The rule would have required FPL Group fo demonsirate that it had met or would meet new impingement monality
(the loss of crganisms against screens and other exclusion devices) andfor entrainment {the loss of organisms by passing
through the cooling water system) reductions by complying with one of several alternatives, including the use of technology
andfar operational measures. FPL Group has been conducting the necessary studies/analyses and planned to submit
solutions for reguiatory approval in early 2008, However, in 2007, the U.S. Coust of Appeals for the Second Circuit ruled on a
challenge to the ruie by a number of environmental groups and six northeastern states. In its ruling, the court eliminated
several of the compliance alternatives, inciuding the use of restoration measures, from consideratipn.and remanded the rule to
the EPA for further rulemaking. As & result of the 2007 court decision, ine EPA has suspended its rule under Section 316(b) of
the Clean Water Act. During the period the rule is suspended, the EPA has directed its permitting agencies to address Section
316(b) compliance based on best professional judgment when issuing permits. The EPA is expected to initiste new Section
316(b) rulernaking in 2008 to rewrite the rule consistent with the court’s decision.

Website Access to SEC Filings. FPL Group and FPL make their SEC filings, including the annual report.on Form 10-K,
quarterty reports on Form 10-Q, current reports on Form &K, and any amendments fo those reporis, available free of charge
on FPL Group's internet website, www.fpigroup.com, as socn as reasonably practicable after they are electronically filed with
or furnished to the SEC. Information contained on FPL Group's website (or any of its subsidiaries' websites) is not
incorporated by reference in this annual repert on Form 10-K.



FPL OPERATIONS

General. FPL was incorporated under the iaws of Florida in 1925 and is & wholly-owned subsidiary of FPL Group. FPL
supplies electric service to a population of more than B.7 million throughout most of the east and lower west coasts of
Florida. During 2007, FPL served approximately 4.5 million customer accounts. The percentage of FPL's operating revenues
by custemer class was as follows:

Years Ended December 31,
2007 2008 2005

Residential i 54 % 54% 55%
Commerciat 39 38 37
Industrial 3 3 3
Other, inciuding deferred or recovered clause revenues, the net change in
unbilled revenues, gas, transmission and wholesale sales and customer-related fees _4 4 _5
0% 0% 100%

Regulation. FPL's retaii operations provided approximately 99% of FPL's 2007 cperating revenues. Retail operations are
regulated by the FPSC, which has jurisdiction over retait rates, service territory, issuances of securities, planning, siting and
construction: of facilities and other matters. FPL is alsc subject to regulation by the FERC with respect to ceriain aspects of its
operations, including, but not limited to, the acquisition and disposition of facilties, interchange and transmission services and
wholesale purchases and sales of eleciric energy. In addition, FPL's nuclear power plants are subject to the iurisdiction of the
NRC. NRC reguiations govern the granting of licenses for the construction, operation and retirement of nuclear power plants
and subject these plants to continuing review and reguiation,

Retail Ratemaking. The underlying concept of utility ratemaking is to set rafes at a level that allows the utility the
opportunity to coliect from customers total revenues (revenue requirements) equat fo its cost of providing service, including a
reasonable rate of return on invested capital. To accomplish this, the FPSC uses various ratemaking mechanisms,

in general, the basic costs of providing electric service, ather than fuel and certain other costs, are recovered through base
rates, which are designed to recover the costs of constructing, operating and maintaining the utility system. These basic costs
inciude D&M expenses, depreciation and t6xes, as weil as a relum on FPL's investment in assets usad and useful in providing
electric service {rate base). At the time base rates are determined, the aliowed rate of return on rate base approximates FPL's
estimated weighted-average cost of capltal, which includes its costs for outstanding debt and, typically, an allowed ROE. The
FPSC monitors FPL's actual regulatory ROE through a survefilance report that is filed monthly by FPL with the FPSC. The
FPSC does not provide assurance that an allowed ROE will be achieved. Base rates are determined in rate proceedings or
through negotiations, which occur at irregular intervais at the initiative of FPL, the FPSC, the Siate of Florida Office of Public
Counse! or a substantially affecled party.

In 2005, the FPSC approved a stipulation and setllement agresment regarding FPL's retait base rates (2005 rate agreement),
signed by FPL and all of the interveners in iis 2005 base rale proceeding. FPL expects the 2005 rate agreement 10 be in effect
through December 31, 2009; thereafter, it shalt remain in effect until terminated on the date new retall basesrates become
effactive pursuant to an FPSC order, The 2005 rate agreement replaced a rate agreement that was effective April 15, 2002
through December 31, 2005 {2002 rate agreement).

The 2005 rate agreement provides that retad base rates will not increase during the ferm of the agresment except 1o ailow
recovery of the revenue requirernents of any power plant approved pursuant to the Florida Power Plant Siting Act (Siting Act)
that achieves commercial-operation during the term of the 2005-rate agreement. Retail-base rates increased on-May. 1,.2007
when a 1,144 mw natural gas-fired plant at FPL's Turkey Point sile (Turkey Point Unit No. 5) was placed in service. The 2005
rate agreement also confinues the revenue sharing mechanism in FPL's 2002 rate agreemant, whereby revenues from refail
base operations in excess of certain thresholds will be shared with customers on the basis of two-thirds refunded to customers
and one-third retained by FPL. Revenues from retall base operations in excess of & second, higher threshold (cap) will be
refunded 100% to customers. The revenue sharing threshold and cap are established by increasing the pricr year's threshold
and cap by the sum of the following: {i} the average annual growih rate in retail kwh sales for the ten-year period ending
December 31 of the preceding year multiplied by the prior year's retail base rate revenue sharing threshold and cap and (i) the
amourt of any incremental base rate increases for power piants approved pursuant to the Siting Act that achieve commercial
cperation during the term of the 2005 rate agreement. The revenue sharing threshold and cap for 2008 are estimated to be
84,349 million and $4,524 million, respectively, For the year ended December 31, 2007, revenues from retail base operations
did not exceed the 2007 thresholds.



Under the terms of the 2005 rate agreement: (i) FPL's electric property depreciation rates are based upon the comprehensive
depreciation studies it filed with the FPSC in March 2005, however, FPL may reduce depreciation by up to $1286 miliion
annually which was also permitied under the 2002 rate agreement, (i} FPL suspended contributions of approximately $79
million per year to its nuclear decommissicning fund begirning in September 2005, (if) FPL suspended contributions of $§20.3
million per year to its storm and property insurance reserve beginning in 2006 and has the ability to recover prudently incurred
storm restoration costs, either through securitization provisions pursuant to the Florida Statutes or through surcharges, and {iv)
FPL wili be aliowed to recover through a cost recovery clause prudently incurred Incremental costs assoclated with complying
with an FPSC or FERC order regarding a regional transmission organization.

FPL does not have an authorized regulatory ROE under the 2005 rate agreement for the purpose of addressing earnings
leveis. For ali other regulatory purposes, FPL has an ROE of 11.75%. Under the 2005 rate agreement, the revenue sharing
mechanism described above is the appropriate and exclusive mechanism to address earnings levels, However, if FPL's
regulatery ROE, as reported to the FPSC in FPL’s monthly sarnings surveillance repor, falls betow 10% during the ierm of the
2005 rate agreement, FPL may petition the FPSC to amend its base rates,

Euel costs are recovered from customers through levelized charges per kwh established under the fuel clause. These charges
are catculated annually based on estimated fue! costs and estimated customer usage for the following year, plus of minus a
trug-up adjustment to reflect the variance of actual costs and usage from the estimaies used in setting the fuel adjustment
charges for prior periods. An adjustment to the levelized charges may be approved during the course of a year to refiect a
projected variance based on actual costs and usage. In 2007, approximately $6.0 bittian of costs were recovered through the
fuel clause. FPL utiizes a risk management fuel procurement program which was approved by the FPSC ai the program's
inception. The FPSC reviews the program activities and results for prudence on an annual basis as part of its annual review of
fuel costs. The program is intended to recuce the risk of unexpected fuel price volatility by locking in fuel prices for a portion of
FPL's fuel requiremenis. See Energy Marketing and Trading, Management's Discussion — Results of Operations, Note 1 ~
Regulation and Note 4,

Capacity payments to other utilities and generating companies for purchased power are recoverad from customers through the
capacity clause and base rates. In 2007, approximately $526 milion of costs were recovered through the capacily
clause. Costs associated with implementing energy conservation programs totated approximately $206 million in 2007 and
were recovered from customers through the energy conservation cost recovery clause. Costs of complying with federa, state
and local envirenmental regulations enacted after April 1993 totaled $24 milfion in 2007 and were recoverad through the
environmental clause to the extent not included in base rates.

In 2007, the FPSC approved a nuclear cost recovery rute that provides for the recovery of prudently incurred pre-construction
costs and carrying charges (equal to the pretax AFUDC rate) on construction costs for new nuclear capacity through levelized
charges under the capacity clause and for the recovery of construction costs, once the new capacity goes into service, through
a base rate increase. As part of the FPSC's approval of the addition of approximately 400 mw of bassload capacity to FPL's
existing nucliear units, FPL received approval 1o recover costs associated with the project through the nuclear cost recovery
ruje. Sees Nuclear Operations below.

FPL maintains a funded storm and property insurance reserve. FPL was affected by four hurricanes in 2005 and three
hurricanes in 2004 which caused major damage in parts of FPL's service territory. Storm restoration costs incurred by EPL
during 2005 and 2004 exceeded the amount in the storm and property insurance reserve, resulting in a storm resefve
deficiency. In 2007, FPL formed a wholiy-owned bankruptey remote special purpose subsidiary for the purpese of issuing
storm-recovery bonds, pursuant o the securitization provisions of the Florida Statutes and an FPSC financing order. in May
2007, the FPL subsidiary issuad $652 million aggregate orincipal amount of senior secured bonds {storm-recovery bonds}
primarily for the after-tax equivalent of the total of FPL's unrecovered balance of the 2004 storm restoration costs, the 2005
storm restoration costs and approximately $200.miffion to reestablish FPU's storm and property insurance reserve. The sform-
recovery bonds, including interest and bond issuance costs, are being repaid through a surcharge o felail customers. Prior 1o
the issuance of these storm-recovery bonds, FPL had been recovering the 2004 storm restoration costs from retail customers
through a storm damage surcharge. See Management's Discussion — Results of Operations ~ FPL and Note 1 -
Securitization.

During 2008, FPL introduced an initiative to enhance its electricat grid as a result of heightened humicane activity and in
response to concems expressed by the community. state leaders and regulators. The estimated capital exgenditures
associated with this initiative, as well as the FPSC's approved storm preparedness pian {coilectively, Storm Secure”) for 2008
through 2012 are included in FPL's projected capital expenditures. See Capital Expenditures below and Note 16 -
Commitments. The estimated costs associated with Storm Secure, both capital expenditures and O&M expenses, are subject
to change over time based on, among cther things, productivity enhancements and pricritization.

in June 2007, the FPSC denied FPL's need petition for two ultra super oritical pulverized coal generating units in Glades
County, Florida, In July 2007, FPL filed a pefition with the FPSC requesting authorization to defer, until the next retall base
rate proceeding, approximately $35 million of preconstruction costs associaied with the coal units, with amortization cver a
five-year period beginning when new base rates are implemented. Thess costs are currently reflected in other assets on FPL
Group's and FPL's consolidated balance sheets. Any portion of these costs not aporoved for recovery wouid be expensed. A
decision is expected in April 2008.



The FPSC has the authority to disaliow recovery of costs that it considers excessive or imprudently incurred. Such costs may
include, among others, fuel and O&M expenses, the cost of replacing power lost when fossil and nuclear units are unavailable,
storm restoration costs and costs associated with the construction or acquisition of new facilites.

Competition. FPL currently holds 176 franchise agresments 1o provide etectric service in varicus municipalities and counties
in Florida with varying expiration daies through 2037. Of the 178 franchise agreements, five expire in 2008, eight expire in
2000 and 163 expire during the pericd 2010 through 2037. Negatiations are ongoing to renew franchises with upcoming
axpirations. FPL considers Iis franchises to be adequate for the conduct of its business.

FPL currently faces competition from other suppliers of electrical energy o wholesale customers and from alternative energy
sources and seif-generation for other customer groups, primariy industrial customers. The FERC has jurisdiction over
potential changes that couid affect competition in wholesale transactions. In 2007, operating revenues from wholesale and
industrial customers combined represented approximately 4% of FPL's tofal operating reventes. Various states, other than
Florida, have enacted legistation or have state commissions that have issuad orders designed to allow retait customers to
choose their slectricity supplier. Management believes it is uniikely there will be any state actions to restructure the retail
electric industry in Florida in the near future. If the basis of regulation for some or all of FPL's business changes from cost-
pased regulation, exisiing reguiatory assets and liabilities would be written off unless reguiators specify an alternative means of
recovery or refund. Further, other aspects of the business, such as generation assets and long-term power purchase
commitments, would need to be reviewed to assess their recoverability in a changed regulatory environment. See
Management's Discussion — Critical Accounting Policies and Estimates - Regulatory Accounting,

The FPSC promotes cost competitiveness in the building of new steam generaling capacity by requiring investor-owned
electric utilities, such as FPL, o issue an RFP. The RFP process aliows Incependent power producers and others o bid o
supply the new generating capacity. If a bidder has the most cost-effective alternative, meets other criteria such as financial
viability and demonstrates adequate expertise and experlence in building andior operating generation capacity of the type
proposed, the investor-owned electric utility wouid seek to negotiate a power purchase agreement with the selected bidder and
request that the FPSC approve the terms of the power purchase agreement and, if appropriate, provide the required
autharization for the construction of the bidder's generation capacity. See Fossil Operations below regarding an RFP for
additional power resources, Effective February 2007, the FPSC efiminated the requirement for utilities o issue an RFP for new
nuclear power plants sited after June 2006, See Nuclear Operations below regarding a need petition FPL filed with the FPSC
for two additional nuclear units.

Environmental. FPL is subject fo environmental laws and regulations and is affected by emerging issues inctuded in the
discussicn of FPL Group's business (see FPL Group — Environmental). Below is & discussion of the potential impact of these
issues on FPL's business.

e Clean Air Act Mercury/Nickel Rule — Depending on the EPA's response to the U.S. Court of Appeais for the District of
Columbia's February 2008 decision, it is possibie that certain FPL oit-fired units, Scherer Unit No. 4, St. Johns River
power Park (SJRPP) Units Nos. 1 and 2 and certain coal-fired units from which FPL purchases power will be required to
add additional pollution control equipment. FPL cannot predict what the EPA's response to the court ruling may be, or the
outcome of future pending regulation that may resuit from {his court ruting.

« CAIR — While the final CAIR requirements are uncertain, it is possible that the FPL generating facilities in Fiorida and
Georgia may be required to add additional SO, and/or NOx controls or purchase emissions allowances to mesl the
compliance requiremants of the final rule,

o Clean Air Visibility Rule — Based on FPL's initial BART evaluation, Turkey Point Fossii Units Nos. 1 and 2 wouid be

afiected, and, while the impact of the final BART requirements of the Clean Air Visibility Rule are uncertain, these units

“may be required to add additiorial eniissions ¢ontrols or switel fugls to meet the BART compliance requirements; ‘In 2007,

the FDEP began the process to expand the population of units covered under the "Reasonable Furiher Progress”

provision of the Clear Air Visibility Rule in an effort to reduce emissions of SO, in areas which include certain national park

and wilderness areas. The provision requires that control measures be in place by 2017. Six of FPL's generating facilities

are affaciad under the Reasonable Further Progress provision (Manatee Units Nos. 1 and 2, Port Everglades Units Nos. 3

and 4 and Turkey Point Fossil Units Nos, 1 and 2). While the final requirements of the Reasonable Further Progress

orovision are unceriain, it is possible that these units may be required to add additional emission controls or switch fuels to
meet the provision's emissions requirements,

s Clean Water Act Section 316(b) — As a result of a decision by the U.S. Court of Appeals for the Second Circuit eliminating
several compliance alternatives contained in the EPA rule under Section 316(b) of the Clean Water Act, additional
rulemaking by the EPA could impact eight of FPL's generating faciities (Cape Canaveral, Cutler, Fort Myers, Lauderdale,
Port Everglades, Sanford, Riviera and St. Lucie}.

FPL expecis to seek recovery through the environmental clause for compliance costs associated with any new environmental
laws and regulations.



In July 2007, the Governor of Fiorida issued three executive orders aimed at reducing Florida greenhouse gas emissions and
improving Florida's energy efficiency. The orders state, among other things, that Florlda utilities will be required to reduce
emissions to 2000 levels by 2017; o 1990 levels by 2025; and o 20 percent of 1990 jeveis by 2050, and that the FPSC should
begin the process of adopting & renewable portfoiic standard that would require utiities to produce at least 20 percent of their
generation from renewabie sources, with an emphasis on wind and solar energy. The executive orders are expectad to be
implemented through ruiemaking and/or iegislation. The final requirements and their impact on FPL and FPL Group cannot be
determined at this time.

in an effort to increase solar energy outpui and reduce greenhouse gas emissions in Florida, FPL has announced plans to
build approximately 300 mw of solar generating facilities in Florida, FPL is evaiuating a new soiar technclogy, and intends to
initially construct a 10 maw faciity, with expansion of the project to a 300 mw facility subject to the receipt of reguiatory and
other approvals as well as the technology meeting agreed-upon cost and technical specifications. FPL has also announced
plans to invest up to $500 million from 2008 to 2013 for an advanced metering initiative that will provide enhanced energy
management capabilities {o its cusfomers and enabie it to develop better energy managemsnt programs. If the advanced
metering initiative is proven successful in small geographic areas, i is expected 1o be broadened to cover FPL's service
- territory.

During 2007, FPL spent approximately $80 million on capiial additions to comply with existing environmental laws and
reguiations, FPL's capital expendilures tc comply with existing environmental laws and regulations are estimated to be $619
million for 2008 through 2010, including approximately $189 miliion in 2008, and are inciuded in estimated capital expenditures
set forth in Capital Expenditures below.

System Capability and Load. At December 31, 2007, FPL’s resources for serving load consisted of 25,100 mw, of which
22 135 mw were from FPL.owned facilities {see ltem 2 - Generating Facilities) and 2,965 mw were available ihrough
purchased power contracts (see Note 18 — Contracts). FPL's projecied reserve margin for the summer of 2008 is
approximately 20.5%. This reserve margin is expected to be achieved through the combination of outpu! from FPL's
generating units, purchased power contracts and the capability to reduce peak demand through the impiementation of load
management, which was estimated to be capable of reducing demand by 1,668 mw at December 31, 2007, Occasionally,
unusually cold temperatures during the winter months resuit in significant increases in electricity usage for short periods of
time. Howsver, customer usage and operating revenues are typically higher during the summer months, largely due to the
prevalent use of air conditioning in FPL's service territory. The highest peak FPL has served to date was 22,361 mw, which
scourred on August 17, 2008, FPL had adequate rescurces available at the time of this peak o meet customer demand.

See Fossil Operations and Nuclear Operations below regarding additional capacity currently under construction.

Fuel Mix. FPL's generating plants use a variety of fuels, The diverse fuel options, along with purchased power, enable FPL
to shift between sources of generation to achieve a more economical fuel mix. See Fossii Operations, Nuclear Operations and
tem 2 - Generating Facilities.

FPL's 2007 fuel mix based on kwh produced was as follows:

Percentage of

uel Source kwh Produced
Natural gas 52 %
Nuciear 19%
Purchased power 15%
o . 8%
Coal 6%

Fossil Operations. FPL owns and operates B3 units that utilize fossii fuels such as natural gas and/or oil, and has a joint
ownership intsrest in three coal units. FPL's fossil units are out of service from time fo time for routine maintenance or on
standby during periods of mild weather. FPL is currently constructing two natural gas-fired combined-cycle units  of
approximately 1,220 mw each at its West County Energy Center in western Patm Beach County, Florida, which are expected
to be in service by mid-2009 and 2010 at an sstimated total cost of approximately $1.3 billion (including AFUDC). The costs of
the two new units yet to be incurred as of December 31, 2007 are included in estimated capita! expenditures set forth in Capital
Expenditures below. See Note 16 ~ Commitments. In December 2007, FPL issued an RFP for additional power resources
beginning in 2011, FPL's self-build approach calls for adding a third natural gas-fired combined-cycle generating unit of
approximately 1,220 mw to its West County Energy Center that would be operational in 2011, Responses to the RFP are
being evaluated against FPL's self-build approach. By mid-March 2008, FPL will select the alternative determined to be the
best and most cost-effective way to meet customers' needs.



Since June 2006, FPL has experienced different types of compressor blade fajlures in three combustion turbine compressors
(CTCs) at two of its fossil generating plants, resulting in significant damage to the combustion turbines. FPL has 32 of this
type of CTCs in its generating fleet, which were all made by the same manufaciurer. Other companies in the electric industry
have reported simiiar failures. The manufacturer of the CTCs has determined the root ceuse of the first failure experienced by
FPL invoiving a rotating biade and a remady is expected to be available by 2009, In the interim, FPL is conducting inspections
of ali rotating compressor biades in its generating fleet and replacing any blade sets found to have cracks, FPL Group is
currently working with the manufacturer of the CTCs to determine the root cause of the other iwo failures in the stationary
section of the compressor and how to remediate the issue. In the interim, FPL proactively replaced a portion of the stationary
compressor blades it considers te be at higher risk of fallure. Repairs to all three CTCs affected have been completed and the
CTCs returned to service.

FPL has four irm transportation contracts in place with FGT and one firm transportation contract with Gulfstream that together
are expected to satisfy substantially all of the anticipated rieeds for natural gas transportation at its existing units. The four
existing FGT contracts expire between 2015 and 2022, while the Gulfsiream contract expires in 2028, The two contracts
expiring in 2015 may be extended by FPL until 2030, To the exient desirable, FPL can also purchase interruplibie gas
transportation service from FGT and Gulfstream based on pipeline availability. FPL has several short- and medium-term
natural gas supply contracis to provide a portion of FPL's anticipated needs for natural gas. The remainder of FPL's gas
requirements is purchased under other contracts and in the spot market, FPL has & long-term agreement for the storage of
naturat gas that expires in 2013, In addition, FPL has entered into several jong-term agréements for storage capacity and
transportation of naturai gas from facifities that have not yet begun, or if begun have not yet compieted, construction. These
agreements range from 12 to 25 years in length and contain firm commitments by FPL totaiing up to approximately $289
milion annually or $6.3 billion over the terms of the agreemenis. These firm commitments are contingent upon the occurrence
of certain events, including approval by the FERC and compietion of construction of the facilities in mid-2008 and 2011, See
Note 16 — Contracts. FPL's oil requirements arg obtained under shori-term contracts and in the spot market.

FPL has, through its joint ownership interest in 8JRPP Units Nos, 1 and 2, a coal supply and transportation contract for alf of
ine 2008 fuel needs and a portion of the 2000 and 2010 fuel needs for those units. All of the transportation requirements and a
portion of the coal supply needs for Scherer Unit No. 4 are covered by a series of annual and long-term contracts. FPL's
remaining fuel requirements for these units will be obtained in the spot market, See Note 16 ~ Contracis.

Nuclear Operations. FPL owns, or has undivided Interests in, and operates four nuciear units, two at Turkey Point and two
at St Lucie, with a total net generating capability of 2,939 mw. The nuclear units are periodically removed from service 10
accommodate normal refueling and maintenance outages, repairs and certain . other modifications. Scheduled nuclear
refueling outages typicailly require the unit to be removed from service for approximately 30 days. The foliowing table
summarizes the extended operating license expiration dates and nex! scheduled refueling cutage dates for FPL's nuclear
units:

Net Extended
Capability Operating License Next Scheduied
Facility Unit {mw} Expiration Dates Refueling Outage
St. Lucle 1 “§3% 2036 October 2008
St Lucie 2 714 2043 Aprit 2009
Turkey Point 3 893 2032 March 2009
Turkey Point 4 693 2033 March 2008

FPL is in the process of adding approximately 400 mw of baseioad capacity at its existing nuclear units at St. Lucie and Turkey
Point, which additional capacity Is projecied fo be in service by the end of 2012 at an sstimated total cost of approximately $1.8
bition, The construction costs of the 400 mw of baseload capacity yet to be incurred as of December 31, 2007 are included in
estimated capitat expenditures set forth in Capital Expenditures below. See Note 16 - Commitmenis. in October 2007, FPL
filed a need petition with the FPSC for two additional nuclear units totaling between 2,200 mw and 3,040 mw of baseload
capacity at its Turkey Point site, with projected in-service dates between 2018 and 2020. An FPSC decision is expecled in
March 2008. Additionat approvais from other regulatory agencies will be required later in the process. in 2004, FPL joined
NuSiart Energy Development LLC (NuStart), a consortium of ten energy companies thai was formed for the purpose of
developing a construction and operating license to build a new nuclear faciity under the DOE's Nuclear Power 2010
initiative. As of December 31, 2007, FPL's investment in NuStart was not significant.
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During 2063, nuclear utilities ather than FPL identified pressurizer heater sleeves made with a particutar material (alloy 600)
that were experiencing penetration cracks and leaks as a result of primary water stress corrosion cracking. As a result, in
2004, the NRC issued a bulletin requesting utilities to identify and inspect alt alloy 800 and weld materiais in all pressurizer
iocations and connected steam space piping. Due to the amount of time and cost associated with correcting potential leaks,
FPL replaced St. Lucie Unit No. 1's pressurizer during its fall 2005 outage. FPL will begin the modification of St. Lucie Unit No,
1's non-pressurizer peneirations that have slloy 600 weld materiais during is fall 2008 outage and expects to complete the
modifications by 2010, The St Lucie Unit No. 2 pressurizer has 30 heater sleeves as compared to 120 heater sleeves in the
St. Lucie Unit No. 1 pressurizer. Accordingly, FPL has decided to modify rather than replace St. Lucie Unit No. 2's alioy 600
pressurizer heater siegves during its spring 2009 outage. During St. Lucie Unit No. 2's scheduled refueling outage in the fali of
2007, FPL inspected the pressurizer heater sleeves and began modifications of cther pressurizer and non-pressurizer
penetrations that have alioy 800 weid materiais. The modifications to $t. Lucie Unit No. 2's other penetrations are schedulad
to be compleied by 2010, The estimated cost of modifications for the 3t. Lucie units is inciuded in FPL's estimated capital
axpenditures below, See Note 16 — Commitments. All pressurizer penetrations and welds at Turkey Point Units Nos, 3 and 4
utiize a different material.

FPL leases nuclear fuel for all four of its nuclear units. See Note 1 — Nuclear Fuel, FPL Group and FPL consolidate the lessor
entity in accordance with FIN 46, "Consolidation of Variable Interest Entities,” as revised (FIN 46(R)). See Note 9 - FPL, The
contracts for the supply, conversion, enrichment and faprication of FPL's nuclear fuel have expiration dates ranging from 2008
through 2016. Under the Nuclear Waste Policy Act of 1982 (NWPA), the DOE is responsthle for the development of a
reposliory for the disposa! of spent nuclear fuel and high-level radicactive waste. As required by the NWPA, FPL is a party to
contracts with the DOE to provide for disposal of spent nuclear fue! from its Turkey Point and 81 Lucie nuclear units, The DOE
was required to construct permanent disposal faciliies and take titie to and provide transportation and disposal for spent
nuclear fuel by January 31, 1998 for & specified fee based on current generaiion from nuclear power plants. Through
December 2007, FPL has paid approximately $584 miliion in such fees to the DOE's nuclear waste fund. The DOE did not
meet its statutory obiigation for disposal of spent nuciear fuel under the NWPA. In 1997, a federal court ruled, in response to
petitions fited by utilities, state governments and utility commissions, that the DOE could not assert a claim that its delay was
unavoidable in any defense against lawsuits by utilities seeking money damages arising out of the DOE's failure to perform its
obligations. in 1898, FPL filed a lawsuit against the DOE seeking damages caused by the DOE's failure to dispose of spent
nuciear fuel from FPL's nuclear power plants. The matter is pending. In October 2006, a federal court ruled in another utility's
case that the 1997 court decision regarding DOE's unavoidable delay defense was not binding on this federal court. An appeat
is pending in that case. The DOE has indicated it is planning to file a license application for a permanent disposal facility for
spent nuclear fuel with the NRC by mid-2008. However, it is uncertain when a permanent disposat facility will be constructed
and when it would be ready o begin receiving spent nuclear fuel shipments.

FPL currently stores all spent nuclear fuel generated by its nuclear generating facilities in on site storage pools. These spent
nuciear fuel storage pools do not have sufficient storage capacity for the iife of the respective units. FPL plans to begin using
dry storage casks before loss of full core reserve at each of its nuclear units to store spent nuclear fuel, which would extend
their capability to store spent fuel indefinitely. The following table summarizes the current status of FPL's on site spent fuel
storage:

Date for Loss of Full Date Dry Storage Casks are

Facility Unit Core Reserve® Expected o be in Use @
St. Lucie 1 2008 2008
St lucie 2 2010 2009
Turkey Point 3 2010 2011
Turkey Point 4 2012@ 2011

= Represenis when the on site storage poo! wilt no longer have sufficient space to receive a full complement of fuel from the reactor core.

B} Cost for the dry siorage casks Is included in FPL's estimated capital expenditures set forth in Capital Expenditures below.

9 Degradation In 2 material used in the spent fue! poois couid result in implementation of alternative spent fuel slorage options sooner than projected, FPL
expects 10 extend the storage capacity of Turkey Point Unil No. 3 1o early 2012 by recovering storage cells in the spent fuel pools that are currendly damaged
or otherwise unusable.

The NRC's regulations require FPL to submit a plan for decontamination and decommissioning five years prior to the projected
end of plant operation. FPL's current plans, under the extended operating licenses, provide for prompt dismantiement of
Turkey Point Units Nos. 3 and 4 with decommissioning activities commencing in 2032 and 2033, respectively. Current plans
provide for St. Lucie Unit No. 1 to be mothballed beginning in 2036 with decommissioning activities to be integrated with the
prompt dismantiement of St. Lucie Unit No. 2 at the end of its useful life in 2043, See estimated decommissioning cost data in
Note 1 ~ Decommissioning of Nuctear Plants, Dismantiement of Plants and Other Accrued Asset Removal Costs — FPL.

Energy Marketing and Trading. EMT, a division of FPL, buys and sells wholesale energy commodities, such as natural
gas, oil and electricity, EMT procures natural gas and oil for FPL's use in power generation and sells excess gas, ol and
electricity. EMT aiso uses derivative instruments, such as swaps, options and forwards, to manage the commodity price risk
inhereni in fuel and electricity saies and purchases. Substantially all of the results of EMT's activiiies are passed through fo
customers in the fuel or capacity clauses. See Retail Ratemaking, Management's Discussion ~ Resulis of Operations ~ FPL
and Energy Marketing and Trading and Market Risk Sensitivity and Note 4,
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Capital Expenditures. Capital expenditures at FPL include, among other things, the cost for construction or acquisition of
additional faciliies and equipment tc meet customer demand, as weil as capital improvements to and maintenance of existing
facilities. FPL's capital expenditures totaled $1.9 bifiion in 2007 (inciuding AFUDC of approximately £36 million), $1.7 billion in
2006 (including AFUDC of approximately $32 million) and $1.8 billion in 2005 (including AFUDC of approximately $41
million). At December 31, 2007, pianned capital expenditures for 2008 through 2012 were estimated as foliows:

2008 2009 2010 2011 2012 Total
{millions)

Generation:

New ®© $ 85 § 340 $ 5 % - % - %1210

Existing 780 1,015 1,115 BOL 710 4,515
Transmission and distribution @ 818 1,080 1,120 1,180 1,130 5,405
Nuciear fuel 125 165 200 175 185 860
Generail and other 150 150 175 165 165 2805

Total $ 2,835 $ 2,750 32615 $ 2.385 § 2,200 $12795

& incluges AFUDC of approximately $54 million and $55 million in 2008 and 2008, respectively,

v} Inciudes jand, generating structures, transmission interconnection and integration, ficensing and AFUDC,

© Excludes essentially all estimated capital costs associated with FPL's announced plan to invest in solar generating facilities (see FPL Operations -
Environmental), Alsc excludes capital expenditures for two proposed nuclear unils at FPL's Turkey Point site (see FPL Operations - Nuctear
Operations). These costs are not included In the table above because they are subject to, among other things, various regulatory and other approvals, as well
as the solar generating facilities meeting certain performance standards on a smaller scale.

i  includes estimated capital costs assoclated with Storm Secure, These capital costs are subject to change over time based on, ameng other things, productivity
enhancements and prioritization.

These estimates are subiect to continuing review and adjustment and actual capilai expenditures may vary from these
estimates. See Management's Discussion - Liquidity and Capital Resources — Contractual Obligations and Ptanned Capiial
Expenditures and Note 16 ~ Commitments.

Electric and Magnetic Fields. EMF are present around electrical facliiies, including, but net limited to, appliances, power
lines and building wiring. Since the 1970s, there has been public, scientific and regulatory attention given to the question of
whether EMF causes or contributes 1o adverse health effecis. U.S. and international sclentific organizations have evaluated
the EME research. Their reviews have generally concluded that while some epidemiclogy studies report an association with
childhood leukemia, controlled laboratory studies do not support that association and the scientific studies overall have not
demonstrated that EMF cause or contribute to any type of cancer or other disease,

The FDEP established EMF standards for electricity facilities in 1989. The FDEP regularly reviews the EMF science and has
not made any changes in the state's EMF standards. FPL facilities comply with the FDEP standards. Future changes in the
FDEP reguiations could require additional capital expenditures by FPL for such things as increasing the width of right of ways
or relocating or reconfigusing transmission facilities. It is not presently known whether any such expenditures will be
required. Currently, thers are no such changes proposed to the FDEP reguiations,

Employees. FPL had approximately 10,600 employees at December:31, 2007, Approximately 32% of the empioyses are
represented by the international Brotherhood of Electrical Workers (IBEW) under & collective bargaining agreement with FPL
that expires October 31, 2008,

FPL ENERGY OPERATIONS

General. FPL Energy, a wholly-owned subsidiary of FPL Group Capital, was formed in 1998 to aggregate FPL Group's
existing compelitive ‘energy business. ¥ is a Timited lability company “organized under the taws of Delaware. Through its
subsidiaries, FPL Energy currently owns, develops, constructs, manages and operales domestic electric-generating facilities in
whoiesale energy markets. FPL Energy also provides full energy and capacity requirements services primarily to distribution
utilities in certain markets and owns a retall electric provider based in Texas.

FPL Energy manages or parficipates in the management of approximately 956% of its projects, which represent approximately
99% of the net generating capacity in which FPL Energy has an ownership interest. At December 31, 2007, FPL Energy had
ownership interests in operating independent power projects with a net generating capability totaling 15,543 mw (see ltem 2 -
Generating Facilites), Generation capacity spans various regions and is produced utilizing a variety of fuel scurces, thereby
reducing cverail volatifity related to varying market conditions and seasonality on a portfolio basis. At December 31, 2007, the
percentage of capacity by geographic region was:

Geographic Region Percentage of Generation Capacity
Central 47 %
Northeast 19%
Mid-Atlantic 18%
Waest 16%
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Fuel sources for these projecis were as follows:

Fuel Source Percentage of Generation Capacity
Natural Gas 42%
Wind 3%
Nuclear 16%
Oif 5%
Hygro 2%
Other : 2%

FPL Energy seeks to expand its porifolio through project development and acquisitions where economic prospects are
attractive. FPL Energy expects its future portiolio capacity growth to come primarily from wind and solar development and
from asset acquisitions. FPL Energy pians to add a total of 8,000 mw — 10,000 mw of new wind generation over the 2007 —
2042 period, of which 1,084 mw were added in 2007. FPL Energy expects to add at least 1,100 mw in 2008, of which
approximately 700 mw are under construction. In addition, FPL Energy intends 1o pursue opportunities for new solar
generaiing facitities. The wind and solar expansions are subject to, among cther things, continued public policy support.

FPL Energy's capital expenditures and investments {otaled approximately $3.1 billion, $1.8 bilion and 30.9 billion in 2007,
2008 and 2005, respectively. At December 31, 2007, planned capital expenditures for 2008 through 2012 were estimated as
follows:

2008 2008 2010 2011 2012 Totat

{milions)
Wind = § 2,085 3 5 $ 6] $ 5 $ 5 § 2,105
Nuclear ™ 280 345 375 308 250 1,565
Gas 80 95 115 35 25 350
Other 45 40 25 20 20 150
Total $ 2,490 $ 485 § 820 $ 365 $ 300 $ 4180

T Capital expendliures for new wind projects are estimated through 2008, when siigibiliiy for PTCs for new wind projects ts schaduled {o expire. FPL Energy
expecis to add approximately 1,500 to 2,000 mw of new wind generation per year from 2008 to 2012, subject to, among other things, continued public
palicy support, the cost of which is estimated o be approximately $3 bilion for 2008 and §4 bitfion to §5 bition in each of 2010, 2011 and 2012,

by Includes nuclear fuel.

These estimates are subject to continuing review and adjustment and actual capital expenditures may vary from these
estimates. See Management's Discussion ~ Liquidity and Capital Resources - Confraciual Obitigations and Planned Capital
Expenditures and Note 16 - Commitments,

Additionally, FPL Energy through its wholly-owned subsidiary, Lone Star Transmission, LLG, has proposed to build, own and
operate a 180 io 200 mile, high veltage, direct current, open access transmission:line located between west Texas and the
Dallas/Fort Worth area with a capacily of 2,000 mw. The censtruction of the transmission line is contingent upon, among other
things. receipt of all applicable regulatory approvals. The estimated cost of the transmission line is expected to range from
$635 million to $655 millicn. Due to the contingencies discussed above (including their impact on the timing of construction),
these estimated costs are not included in the capital expenditures table above.

During 2008, other companies in the electric industry, inciuding FPL, experienced different types of compressor blade failures
in certain CTCs made by a single manufacturer. FPL Energy ‘has 19 of these CTCs in'its generating fleet. FPL Energy is
conducting inspections of is rotating compressor blades in its generating fleet and replacing any blade sets found to have
cracks. EPL Energy proactively replaced a portion of the stationary compresscr blades it considered to be at higher risk of
failure. See the discussion at FPL Operations — Fossil Cperations.

Regulation. At December 31, 2007, FPL, Energy had ownership inierests in operating independent power projects that have
received exempt wholesale generafor status as defined under the Helding Company Act, which represent approximately 96%
of FPL Energy's net generating capacity. Exempt whoiesale generators own or operate & facility gxclusively to sell electricity to
wholesaie customers. They are barred from selling electricity directly o retait customers. FPL Energy's exempt wholesale
generators produce electricity frem wind, hydropower, fossil fuels and nuclear facilities, In addition, approximately 4% of FPL
Energy's net generating capacity has qualifying facility status under PURPA. FPL Energy's qualifying facifiies generate
gleciricity from wind, solar, fossit fugls or waste-product combustion, Qualifying facility status exempts the projects from,
amaong other things, many of the provisions of the Federal Power Act, as well as state laws and regulations retating to rates
and financial or organizational regulation of electric utilifes. While projects with gualifying facllity and exempt wholesale
generator status are exempt from various restrictions, each project must stiil comply with other federal, state and local laws,
including, but not fimited to, those regarding siting, construction, operation, ficensing, pollution abatement and other
environmental laws,
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Each of the markets in which FPL Energy operates is subject io regulation and specific rules. FPL Energy continues to
evaluate regional market redesigns of existing operating rules for the purchase and sale of energy commodities. During 2008,
revised market rules for capacity were approved in the NERPCOL and PJM regions, California is scheduled to implement a
locational marginal price (LMP) market design in mid- io lale 2008. ERCOT is also implementing an LMP market design
currently scheduled to be implemenied in December 2008. In the California and ERCOT markets, the final market design is
not fully known at this time and FPL Energy is currently unable to determine the effects, if any, on its operations resulting from
ihe implementation of the anticipaied revised market designs.

Competition. Competitve wholesale markets in the United States continue fto evolve and vary by gecgraphic
region. Revenues from electricity sales in these markets vary based on the prices oblainable for energy, capacily and other
anciliary services. Some of the factors affecting success in these markets include the ability to operate generating assets
efficiently and reliably, the price and supply of fuel, transmission constraints, wind, solar and hydro rescurces (weather
conditions), competition frem new scurces of generation, effective risk management, demand growth and exposure {o legal
and regulatory changes.

Expandaed competition in a frequently changing regulatory environment presents both opportunites and risks for FPL
Energy. Opportunities exist for the selective acquisition of generation assets and for the construction and operation of efficient
plants that can sell powser in competitive markets, FPL Energy seeks to reduce its market risk by having a diversified perifolio
by fuel type and location, as well as by contracting for the future sale of a significant amount of the electricity output of its
plants. The major markets in which FPL Energy operates have shown signs of continusd improvement since 2004, such as
improved spark spreads and energy prices in the ERCOT and NEPOOL regions. The combination of new wind projects,
expected increase in contribution from merchant assets and asset acquisitions are expected to be the key drivers supporting
FPL Energy's growth over the next few years,

Environmental. FPL Energy is subject to environmental laws and regulations and is affected by emerging issues included in
the discussion of FPL Group's business {see FPL Group — Environmental). Below is a discussion of the potential impact of
these issues on FPL Energy's business,

s Clean Air Act Mercury/Nicke! Rule — Depending on the EPA's response to the U.S. Courl of Appeals for the District of
Columbia's February 2008 decision, it is possible that three of FPL Energy's oil-fired units in Maine will be required to add
additional poitution control equipment.

s LClean Air Visibility Rule — While the impact of final BART regquirermnents of the Clean Alr Visibility Rule are uncertain, itis
possible that one of FPL Energy's BART eligible units located in Maine may be required to add additional emissions
conirols or switch fuels o meet the BART compliance requiremeants,

e  Clean Water Act Section 316(b} ~ As a result of a decision by the U.S. Couri of Appeals for the Second Circuit eliminating
several compliance alternatives confained in the EPA rute under Section 3168(b} of the Clean Water Act, additional
rulemaking by the EPA could impact three FPL Energy plants {Seabrook, Point Beach and an oil-fired plant in Maine).

FPL Energy's plants operate in many states and regions that are in the process of developing legislation o reduce greenhouse
gas emissions, including, but not limited to, the following:

s The Regional Greenhouse Gas Initiative (RGGI) is a greenhouse gas reduction initiative whereby ten Northeast and Mid-
Atlantic member states have established a cap-and-frade program {a system by which affected generators buy and trade
atlowances under a set cap) for covered electric gengrating units in Connecticut, Delaware, Maine, New Hampshire, New
Jersay, New York, Vermont, Maryland, Massachusetts and Rhode istand. RGGI members have agreed to stabilize power
piant CO, emissions at 2005 levels by 2015 and to further reduce the sector's emissions another 10% by 2019. The
RGGH gresnhouse . gas reduction requirements.will affect 12 FPL Energy fossil electric generating units, reguiring those
glectric generating units fo reduce emissions or to acquire CO, allowances for emissions of CO, beginning in
2009. Though most states in RGGI have not completed enacting their legislation or rulemaking, 1 is anlicipated that FPL
Energy wili need to panicipate in CO, emissions aliowance auctions beginning in mid-2008.

¢ The Western Climate Initiative is a greenhouse gas reduction initiative with a geal of reducing CC, emissions by 15%
below 2005 levels by 2020 for participants (Arizona, Califernia, Oregon, New Mexico, Washington and Utah, as well as
British Colombia and Maniioba, Canada).

+ The Midwestern Greenhouse Gas Reduction Accord (MGGRA) is an initiative to reduce greenhouse gas emissions
through the establishment of targets for greenhcuse gas reductions and the development of a cap-and-trade
system. Parlicipants in MGGRA are lllinois, lowa, Kansas, Michigan, Minnesota, Wisconsin and Manitoba.

e California Greanhouse Gas Reguiation — California has enacted legislation to reduce greenhouse gas emissions in the

state fo 1990 emissions levels by 2020. Pursuant to the legislation, the California Air Resources Board must implement
muiti-sector greenhouse gas reduction measures by January 1, 2012,
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The final requirements to be enacted in connection with these initiatives are unceriain and the financiat and operational
impacts cannot be determined at this time. Howsver, FPL Energy's portfoiio in these regions is heavily weighted toward non-
0O, emitting and low CO; emitting generation sources (wind, hydro, sofar, nuclear and natural gas}.

To support the U.S. effort to increase solar energy output and reduce CO, emissions, FPL Energy plans to invest in new solar
generating facifities. In addition, FPL Energy has announced plans to launch a new renewable energy program in 2008
including a new consumer education program and new products that could increase renawable resources. The revenue
generated from this program will be used to develop renewable energy sources.

During 2007, FPL Energy spent approximately $8 million on capital additions to comply with existing environmental laws and
regulations. FPL Energy's capital additions to comply with existing environmental laws and regulations are estimated to be §7
million for 2008 through 2010, including approximately $5 million in 2008, and are included in estimated capital expenditures
set forth in General above,

Portfolio by Category. FPL Energy's assets can be categorized into the following three groups: wind, non-wind contracted
and merchant.

Wind Assets — At December 31, 2007, FPL Energy had ownership interesis in wind plants with a combined capacily of
approximately 5,077 mw (net ownership), of which approximately 74% have long-erm contracts with utiliies and power
marketers predominantly under fixed-price agreemants with expiration dates ranging from 2011 to 2032, The expected output
of the remaining 26% is substantially hedged against changes in commodily prices for at least five years. FPL Energy
operates substantially ali of these wind facilities. Approximately 93% of FPL Energy's net ownership in wind facilities has
received exempt wholesale generator stalus as defined under the Holding Company Act. The remaining facilities have
qualifying faclity status under PURPA. FPL Energy's wind facilities are located in 16 states. FPL Energy expects add at
least 1,100 mw of new wind generation in 2008, of which approximately 700 mw are under construction,

Contracted Assets — At December 31, 2007, FPL Energy had 3,542 mw of non-wind contracted assets. The contracted
category includes all projects, other than wind, with contracts for substantially all of their output, Essentially ali of these
contracied assets were under power sales contracts with utilities, with contract expiration dates ranging from 2008 to 20333 and
have firm fus! and transporiation agreemenis with expiration dates ranging from 2008 to 2017, Approximately 1,825 mw of this
capacity is gas-fired generation. The remaining 1,717 mw uses & varisty of fugie and technologies such as nuciear, waste-io-
energy, oil, solar, coat and petroleum coke. As of December 31, 2007, approximately 092% of FPL Energy's contracted
generaiing capacity is from power plants that have received exempt wholesale generator status under the Holding Company
Act, while the remaining 8% has quaiifying facility status under PURPA.

Merchant Assets — At December 31, 2007, FPL Energy's portfolio of merchant assets includes 6,824 mw of owned nuclear,
natural gas, ol and hydro generation, of which 2,700 mw is located in the ERCOT region, 2,752 mw in the NEPOOL region
and 1,472 mw in other regions. The merchant assets include 965 mw of peak generating facilities. Merchant assets are pianis
that do not have long-ferm power sales agreements toc sell their outpuf and therefore require aclive marketing and
hedging. Approximately 62% {based on net mw capability} of the natural gas fueled merchant assets have gas supply
agreements or & combination of gas supply and wansporiation agreements to provide for on-peak gas
requirements, Derivative instruments {primarlly swaps, options and forwards) are used to lock in pricing and manage the
cominodity price risk inherent in power sales and fuef purchases, Managing market risk through these instruments introduces
other types of risk, primarily counterpariy and operationai risks. See Energy Marketing and Trading below.

Muclear Operations. FPL Energy wholly owns, or has undivided interests in, three nuclear power plants with a total net
generating capability of 2,545 mw. FPL Energy is responsible for ali plant cperations and the ultimate decommissioning of the
piants, the cost of which is shared on a pre-rata basis by the joint owners. See estimated decommissioning cost data in Note 1

~ Decommissioning of Nuclear Plants, Dismantlement of Plants and Other Accrued Asse! Removal Costs — FPL Energy. The
TURUCIEEF URitE are petiodically remavad from gérvice 16 accommadate riormal refueling and mainienance outages, repairs and
certain other modifications. The following table summarizes information related to FPL Energy's nuclear units,

Current
Operating
Net License
Capability Portfolio Expiration Naxt Scheduled
Facility Location {mw} Category Dates Refueling Outage
Seabrook New Hampshire 1,098 Merchant 2030 April 2008
Duane Amnold lowa 424 Contracted ® 2014« January 2008
Point Beach Unit 1 Wisconsin 509 Contracted @ 2030 October 2008
Point Beach Unit 2 Wisconsin 514 Contracted ® 2033 April 2008

@l FPL Energy inlends to seek approval from the NRC to renew Seabreok's operating license for an additional 20 years,

1 FPL Energy sells substantially all of iis share of the outpul of Duane Arnold under a long-term contract expiring in 2014,

©  in 2008, FPL Energy inlends to seek approval from the NRC to renew Duane Amold's operating ficense for an additional 20 years.
@ FPL Energy sells 100% of the output of Point Beach Unit 1 and Unit 2 under a long-term contract through the current license terms,
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In 2004, the NRC issued a bulietin requesting utilities to identify and inspect ali alloy 600 and weld materials in all pressurizer
locations and connected steam space piping. This issue impacts some pressurizer and reaclor vessel penetrations at
Seabrook. In order to meet Industry requirements, FPL Energy is planning to modify Seabrook’s pressurizer penetrations that
have alioy 600 weld materials during its April 2008 outage and begin inspections of the reactor vesse! afioy 800 penetraiions
during the fali 2009 outage. The estimated cost of modifications is inciuded in FPL Energy's estimated capital expenditures set
forth in General above. Al pressurizer penetrations at Foint Beach Units 1 and 2 utilize a different material except for the Point
Beach Unit 2 steam generator nozzles, which have already been modified o address the degradation concern. Additionally,
Duane Arnoid is not affected by this issue-as it is a boiling water reactor.

FPL Energy's nuclear faciliies have several contracts for the supply, conversion, enrichment and fabrication of nuclear fue!
with expiration dates ranging from 2008 to 2018. See Noie 186 - Contracts, Under the NWPA, the DOE is responsible for the
development of a repository for the disposal of spent nugiear fuel and high-level radioactive waste. As required by the NWPA,
subsidiaries of FPL Energy are parties to contracts with the DOE to provide for disposal of spent nuciear fuel from its
Seabrook, Duane Arnold and Point Beach nuclear units, The DOE was required to construct permanent disposal facilities and
take title to and provide transportation and disposal for spent nuclear fuel by January 31, 1998 far a specified fee based on
current generation from nuclear power plants. The total cumulative amount of such fees paid to the DOE's nuclear waste fund
for Seabrook, Duane Arnold and Point Beach, inciuding amounts paid by ak joint owners, since the start of the plants'
operaiions through December 2007, is approximately $468 miliion, of which FPL Energy has paid approximately $46 milion
since the date of the plants’ acquisition. FPL Energy, fhrough its ownership interest in Seabrook, Duane Amold and Point
Beach, is invoived in litigation against the DOE seeking damages caused by the DOE's failure to dispose of spent nuclear fuel
from the Seabrook, Duane Amold and Point Beach faciliies. The matter is pending. The DOE has indicated it is ptanning t©
fie a license application for & permanent disposal facility for spent nuclear fuel with the NRC by mid-2008. However, il is
uncertain when a permanent disposai facility will be constructed and when it would be ready to begin recelving spent nuclear
fuel shipments. Based on current projections, FPL Energy will lose its ability to store spent fuet as early as 2009 at Seabrook,
2014 at Duane Arnold and 2024 at Point Beach. FPL Energy is proceeding with a dry cask storage system at Seabrook which
will be placed into commercial operation in 2008, the cost of which is included in FPL Energy's estimated capitaj expenditures
set forth in General above, This wouid allow for all of Seabrook's spent fuel to be stored on site, inciuding spent fuel storage
through its license extension period of 2050, If granted. Duane Arnoid currently is using both a spent fuel pool and a dry cask
storage system and is making pians for additional dry cask storage modules to increase on site storage capability beginning in
2009, the estimated cost of which is included in FPL Energy's estimated capital expenditures set forth in General above. Point
Beach currently is using both a spent fuel pool and a dry cask storage system.

Energy Marketing and Trading. PMI, a subsidiary of FPL Energy, buys and sells whoiesaie energy commodliies, such as
natural gas, oil and electricity. Hs primary role is to manage the commodity risk of FPL Energy’s portfclio and to seli the output
from FPL Energy's plants that has not been sold under long-term contracts. PMi procures natural gas and oil for FPL Energy’s
use in power generation, as well as substantially all of the eleciricity needs for FPL Energy's retail operations conducted
orimarily in Texas, which at Decembar 31, 2007 served approximately 1,000 mw of peak load to approximately 158,600
customers. PMI uses derivative insiruments such as swaps, options and forwards to manage the risk associated with
fluctuating commodity prices and {c optimize the vaiue of FPL Energy's power generation asseis. PM| also provides full
energy and capacity requirements services primarily to distribution utiiities in certain markets and engages in energy trading
activitles to take advantage of expected future favorable price movements. Full energy and capacity requirements services
include load-following services, which require the supplier of energy to vary the guantity deliverad based on the load demand
needs of the customer, as well as varicus anclilary services. At December 31, 2007, PMI provided fuil energy and capacity
requirements services totaling approximatety 3,500 mw of peak load in the NEPOQOL, PJM and ERCOT markets. The results
of PMI's activities are inciuded in FPL Energy's operating resulis. See Management's Discussion — Energy Marketing and
Trading and Market Risk Sensitivity, Note 1~ Energy Trading and Note 4.

. Employees. FPL Energy had-approximately. 3,860 employees at December 31, 2007. Subsidiaries of FPL Energy have
collective bargaining agreements with various unions which are summarized in the table beiow.

Contract % of FPL Energy
Expiration Empioyees
Union Location Date Covered

IBEW Wisconsin June 2009 - August 2010 @ 12%
Utility Workers Union of America New Hampshire December 2008 6
IBEW lowa May 2011 4
IBEW Maine February 2013 2
Security Police and Fire Professionals

of America fowa May 2012 2
Total 28%

®  Varlous employees at Point Beach are represented by the IBEW under four separate contracts with different expiration dates.
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OTHER FPL GROUP OPERATIONS

FPL Group's Corporate and Other segment represents other business activities, primarily FPL FiberNet, that are not separately
reportable. See Note 17.

FPL FiberNet. FPL FiberNet, a wholly-owned subsidiary of FPL Group Capital, was formed in 2000 to enhance the value of
FPL Group's fiber-optic network assets that were originaily built to supporl FPL operations. Accordingly, in 2000, FPL's
axisting fiber-optic lines were transferred fo FPL FiberNet, FPL FiberNet is a limited liability company érganized under the laws
of Delaware. FPL FiberNet Ieases wholesale fiber-optic network capacity and dark fiber to FPL and other customers, primariy
tetephone, internet and other telecommunications companies. FPL FiberNet's primary business focus is the Florida
metropolitan (metro) market. Metro networks cover Miami, Fort Lauderdale, West Paim Beach, Tampa, St. Petersburg,
Orlando and Jacksonville, FPL FiberNet also has a long-haul network within Florida that leases bandwidth at wholesale
rates. A! December 31, 2007, FPL FiberNet's network consisted of approximately 2,680 route miles, which interconnect major
cities throughout Florida,

In 2008, as & resull of significant changes in the business climate, FPL FiberNet performed an impairment analysis and
concluded that an kmpairment charge related io its metro markst assets was necessary. The business climate changes
inciuded customer consolidations, migration to a more efficient form of networking technology and lack of future benefits to he
achieved through competitive pricing, afl of which had a negative impact on the value of FPL FiherNet's metro market
assets. While the metro market business was expected o continue to generate positive cash flows, management's
sxpectation of the rate of future growth in cash flows was reduced as a result of these business climate changes. Accordingly,
FPL fiberNet recorded an impairment charge of approximately $98 milion (380 million after-tax) in 2008, See Note 5 —
Corporate and Other.

At December 31, 2007, FPL Group's remaining investment in FPL FiberNet totaled approximately $121 mifiion. FPL FiberNet

invested approximataly $17 million during 2007 and plans to invest a fctal of $101 miflion over the next five years to meet
customers' specific requirements and sustain its fiber-optic network,
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EXECUTIVE OFFICERS OF FPL GROUP

Name Age  Position Effective Dale
Christopher A. Bennett 49 Vice President & Chief Strategy, Policy and Business Process improvement
Officer February 15, 2008
Paul t. Cutler 48 Treasurer of FPL Group February 19, 20603
Assistani Secretary of FPL Group December 10, 1897
Treasurer of FPL February 18, 2003
Assistant Secretary of FPL December 10, 1997
F. Miichell Davidson 45 Presideni of FPL Energy December 15, 2006
K. Michael Davis 61 Controlier and Chiel Accounting Officer of FPL Group May 13, 1991
’ Vice President, Accounting and Chief Accounting Officer of FPL July 1, 1991
Moray P. Dewhurst 52 Vice President and Chief Financial Officer of FPL Group July 17, 2001
Senior Vice President and Chief Financial Officer of FPL Juty 19, 2001
Robert H. Escote 54 Vice President, Muman Resources of FPL Group January 25, 2005
Assistant Secretary of FPL Group November 8, 2004
Senior Vice President, Human Resources of FPL February 21, 2005
Assistant Secretary of FPL January 25, 2005
Lewis Hay, Il 52 Chief Executive Officer of FPL Group June 11, 2001
Chairman of the Board of FPL Group January 1, 2002
Chairman of the Board and Chief Executive Officer of FPL January 1, 2002
Ropert L. McGrath 54 Vice President, Engineering, Construction & Corporate
Services of FPL Group February 21, 2005
Senior Vice President, Engineering, Construction & Corporate
Services of FPL February 21, 2005
Armando J, Olivera 58 President of FPL June 24, 2003
Armando Pimental, Jr. ™ 45 Vice President, Finance of FPL Group Eebruary 15, 2008
Senior Vice President, Finance of FPL February 15, 2008
James L. Robe 45 President and Chief Operating Officer of FPL. Group December 15, 2008
Antonio Rodriguez 65 Vice President, Power Gengration Division of FPL Group January 1, 2007
Senior Vice President, Power Generation Division of FPL July 1, 1809
John A. Stall 53 Vice President, Nuclear Division of FPL Group January 1, 2007
Senior Vice President, Nuclear Division of FPL June 4, 2001
Edward F. Tancer 48 Vice President & General Counsel of FPL Group February 21, 2005

Assistant Secretary of FPL Group
Senior Vice President & General Counset of FPL
Assistani Secretary of FPL

January 1, 1997
February 21, 2005

@ Information is as of February 27, 2008, Executive officers are elecled annualiy by, and serve at the pleasure of, their respective boards of
directors, Except as noted below, each officer has held his present position for five years or more and his employment history is
continuous. Mr. Bennett was vice president, business strategy & policy of FPL Group from July 2007 to February 15, 2008. Prior fo that, [NES

Bennett was vice president of Dean & Company, a management consulting and investment firm. Mr. Davidson was senior vice president of

business management of FPL Energy from March 2005 to December 2006. He was vice president of business management of FPL Energy

from June 2004 o March 2005, From March 2001 o September 2003; Mr. Davidson was senior vice president, energy management of
Duke Energy North America (Duke) where his primary responsibility was for the overalt direction, profitability, growth and risk mitigation for

Duke's trading business. Mr. Davis was alsc controfler of FPL frem July 1991 to September 2007. Mr. Dewhurst was also vice nresident,
finance of FPL Group and senicr vice president, finance of FPL from July 2001 to February 15, 2008. Mr. Escoio was vice president, human
resources of EPL from March 2004 to February 2005, My, Escoto was vice president, human resources of FPL Energy from Aprii 2002 to
November 2008. Mr. Hay was president of FPL Group from June 2001 io December 2006, Mr. McGrath was senior vice president,

engineering and construction of FPL from November 2002 to February 2005. Mr. Olivera was senior vice president, power systems of FPL

from July 1999 to June 2003, Mr. Pimentel was a partner of Deloitte & Touche LLP, an independent registered public accounting firm, from
June 1998 to February 8, 2008. Mr. Robo was president of FPL Energy from July 2002 to December 2008. He was also vice president,

corporate deveiopment and strategy of FPL Group from March 2002 to December 2006. Mr. Tancer was associate general counsel of FPL

Group from. Apzil 2003 1o February. 2005, He was aiso vice _president and generai counsel of FPL Energy from February 2001 to February

2005.

& Mr. Dewhurst will relinguish, and Mr. Pimente! will assume, the litle of chief financial officer of FPL Group and FPL on the day afier the date

on which FPL Group and FPL file their Quarierly Report on Form 10-0 for the guarter ended March 31, 2008,

18



item 1A. Risk Factors

Risks Relating to FPL Group's and FPL's Business

FPL Group and FPL are subject to complex laws and regulations and fo changes in laws and regulations as well as changing
governmental policles and regulatory actions, including, but not limited to, initiatives regarding deregulation and restructuring of
the energy industry and environmenial matters, including, but not limited to, matters related fo the effects of climate
change. FPL holds franchise agreements with local municipaliies and counties, and must renegotiate expiring
agreements. These faclors may have a negative impact on the business and results of operations of FPL Group and FPL.

FPL Group and FPL are subject to compiex laws and regulations, and to changes in laws or regulations, inctuding, but not
imited to, the PURPA, the Holding Company Aci, the Federal Power Act, the Atomic Energy Act of 1854, as amended, the
2005 Energy Aci and certain sections of the Florida statutes relating to public utilities, changing governmental policies and
regulatory actions, including, but not fimited 1o, those of the FERC, the FPSC and the legislatures and utility commissions
of other states in which FPL Group has operations, and the NRC, with respect to, among other things, allowed rates of
return, industry and rate structure, operation of nuclear power facilities, construction and operation of plant facilties,
construction and operation of transmission and distribution facilities, acquisition, disposal, depreciation and amortization of
assets and facilities, recovery of fuel and purchased power costs, decommissioning costs, ROE and equity ratio fimits, and
present or prospective wholesale and retail competition {nchiding, but not limited to, retail wheeling and transmission
costs). The FPSC has the authority to disaliow recovery by FPL of any and ali cests that it considers excessive or
imprudently incurred. The reguiatary process generally restricts FPL's ability to grow earnings and does not provide any
assurance as o achievement of earnings ievels.

FPL Group and FPL are subject to extensive federal, state and local environmental statutes, ruies and regulations, as well
as the effect of changes in or additions to applicable statutes, rules and regulations relating to air quality, water guality,
climate change, waste management, marine and wildlife mortality, natural rescurces and hesith and safety that couid,
among other things, restrict or limit the output of certain facilities or the use of cerlain fuels required for the produciion of
siectricity andfor require additiona} pollution conirol equipment and otherwise increase costs. There are significant capital,
operating and other costs associated with compliance with these anvironmental statutes, rules and reguiations, and those
costs could be even more significant in the future.

FPL Group and FPL operate in a changing market environment infuenced by various iegislative and reguiatory initiatives
regarding deregulation, reguiation or restructuring of the energy industry, including, but not limited to, dereguiation or
restructuring of the production and sale of electricity, as well as increased focus on renewable energy sources. FPL
Group and its subsidiaries will need to adapt to these changes and may face increasing competitive pressure.

FPL Group's and FPL's results of operations could be affected by FPL's ability fo renegotiate franchise agreements with
municipalities and counties in Florida,

The operation and mainteniance of transmission, distribution and power generation facilities, including nuclear facilities, involve
significant risks that could adversely affect the results of operations and financial condition of FPL Group and FPL.

The operation and maintenance of transmission, distribution and power generation facilities involve many risks, including,
but not limited to, start up risks, breakdown or failure of equipment, transmission and distribution fines or pipefines, the
inability to properly manage or mitigate known equipment defects throughout FPL. Group's and FPL's generation fleets and
transmission and distribution systems unless and until such defects are remediated, use of new technology, the
dependence on a specific fuel source, including the supply and transportation of fuel, or the impact of unusual or adverse
weather conditions {including, but not iimited to, natural disasters such as hurricanes and droughts), as welt as the risk of
performance..below .expected or contracted levels of output or efficiency. This could result in lost revenues andfor
increased expenses, including, but not limited to, the réquirement to purchase power in the market at potentally higher
srices to meet confractual obligations. nsurance, warranties or performance guarantees may not cover any or all of the
jost revenues or increased expenses, including, but not limited to, the cost of replacement power. In addition to these
rsks, FPL. Group's and FPL's nuclear units face certain rigks that are unique fo the nuclear industry including, but not
limited to, the ability to store and/or dispose of spent nuclear fuel and the potentiai payment of significant retrospective
insurance premiums, as well as additional regulatory actions up to and including shutdown of the units stemming from
pubtic safety concerns, whether at FPL Group's and FPL's plants, or at the planis of other nuclear operators, Breakdown
or failure of an operating facility of FPL Energy may pravent the facility from performing under applicable power sales
agreements which, in cerlain situations, could result in termination of the agreement or incurring & Fabllity for liguidated
damages.

The construction of, and capital improvements to, power generation facilities, including nuclear faciliies, involve substantial
risks. Should construction or capital improvement efforfs be unsuccessful, the results of operalions and financial condition of
FPL Group and FPL could be adversely affected.
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¢ EPL Group's and FPL's abilly to successfully and timely complete thelr power generation facilities currently under
construction, those projects yet to begin construction or capital improvements to existing facilities within established
budgets is contingent upon many variables, including, but not limited to, transmission interconnection lssues and
escalating costs for materials, labor and environmenial compliance, and subject to substantial risks. Should any such
efforte be unsuccessful, FPL Group and FPL could be subject to additional costs, terminaiion payments under committed
contracts, and/or the write-off of their investment in the project or improvement,

The use of derivative contracts by FPL Group and FPL in the normal course of business could result in financial josses that
negatively impact the results of operations of FPL Group and FPL.

e FPL Group and FPL use derivative instruments, such as swaps, oplions and forwards to manage their commodity and
financiat market risks. FPL Group provides full energy and capacity requirements services primarily (o distribution utilities
and engages in energy trading activites. FPL Group could recognize financial losses as a resuit of volatility in the market
values of these derivative instruments, ot if a counterparty fails to perform. In the absence of actively quoted market
prices and pricing information from external sources, the valuation of these derivative instruments involves management's
judgment or use of estimates. As a result, changes in the underlying assumptions ar use of alternative valuation methods
could affect the reported fair vaiue of these derivative Instruments. In addition, FPL's use of such instruments could be
subiect to prudency challenges and if found imprudent, cost recovery could be disailowed by the FPSC.

FPL Group’s competitive energy business /s subject to risks, many of which are beyond the control of FPL Group, that may
reduce the revenues and adversely impact the results of operations and financial condition of FPL Group.

e There are other risks associated with FPL Group's competitive energy nusiness. In addition to risks discussed slsewhere,
risk factors specifically affecting FPL Energy's success in competitive wholesaie markets inciude, but are not jimited te, the
ability o efficiently develop and operate generating assets, the successfut and timely completion of project restructuring
activities, maintenance of the quatlifying faciiity status of certain projects, the price and supply of fuel (including
transportation), transmission constraints, competition from new sources of generation, excess generation capacity and
demand for power, There can be significant volatility in market prices for fuel and electricity, and there are other financial,
counterparty and market risks that are beyond the control of FPL Energy. FPL Energy's inability or failure 1o effeclively
hedge its assets or positions against changes in commodity prices, interest rates, counterparty credit risk or other risk
measures could significantly impair FPL Group's future financial results, In keeping with industry trends, a postion of FPL
Energy's power generation facilities operate whoily or partially without long-term power purchase agreements. As aresult,
power from these facilities is soid on the spot market or on a shori-term contractual basis, which may affect the volatility of
FPL Group's financial results, In addition, FPL Energy's business depends upon transmission faciiiies ownad and
operated by others; if transmission is disrupted or capacity is inadequate or unavailable, FPL Energy's ability to sell and
deliver its wholesale power may be limited.

EPL Group's ability fo successfully identify, complete and integrate acquisitions is subject (0 significant risks, including, but not
limited to, the effect of increased competition for acquisitions resulting from the consolidation of the power indusiry.

« FPL Group is likely to encounter significant competition for acquisition opportunities that may become available as a result
of the consolidation of the power industry, in general, as well as the passage of the 2005 Energy Act. In addition, FPL
Group may be unabie to identify altractive acquisition opportunities at favorable prices and lo complete and integrate them
successfully and in a timely manner. o

Because FPL Group and FPL rely on access to capital markets, the inability to maintain current credit ratings and fo access
capital markets on favorable terms may limit the abiiity of FPL Group and FPL fo grow their businesses and would fikely
increase interest costs.

¢ FPL Group and-FPL rely on access-to capital markats -as-a significant source of liquidity for capital reguirements not.
satisfied by operating cash flows. The inability of FPL Group, FPL Group Capital and FPL to maintain their current credi
ratings, as well as significant volatility in the financial markets, could affect their ability to raise capitai on favorabie terms,
which, in turn, could impact FPL Group's and FPL's ability to grow tneir businesses and would likely increase their interest
cosis.

Customer growtk in FPL's service area affects FPL Group's and FPL's resuifs of operations.

e FPL Group's and FPL's results of operations are affected by the growth in customer accounts in FPL's service
area, Customer growth can be affected by population growth as well as economic factors in Fiorida, including, but not
limited, 1o job and income growth, housing staris and new home prices. Customer growth directly infiuences the demand
for electricity and the need for additional power generation and power delivery facilities at FPL.
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Weather affects FPL Group's and FPL's resuis of operations.

s FPL Group's and FPL's resulis of operations are affecied by changes in the weather, Weather conditions directly
influence the demand for electricity and natural gas, affect the price of energy commodities, and can affect the production
of electricity at power generaiing facilifies, inctuding, but not limited to, wind, solar and hydro-powered faoilities. FPL
Group's and FPL's results of operations can be affected by the impact of severe weather which can be destructive,
causing owtages and/or property damage, may affect fuel supply, and could require additional cosis to be incurred. At
EPL, recovery of these costs is subject to FPSC approvat,

FPL Group and FPL are subject to costs and other effects of legal proceedings as well as changes in or additions to applicable
fax laws, rates or policies, rates of inflation, accounting standards, securities laws and corporate governance requiraments.

« FPL Group and FPL are subject io costs and other effects of legal and administrative proceedings, settlements,
investigaticns and claims, as well as the effect of new, or changes in, tax taws, rates or policies, rates of inflation,
acocounting standards, securities jaws and corporate governance requirements.

Threats of ferrorism and catastrophic events that could resulf from terrorism, cyber atlacks, or individuals andfor groups
attempting fo disrupt FPL Group's and FPL's business may impact the operations of FPL Group and FPL in unpredictable
ways.

« FPL Group and FPL are subject to direct and indirect effects of terrorist threats and activities, as well as cyber attacks and
disruptive activities of individuals and/or graups. Infrastructure facilittes and systems, including, but not limited to,
generation, iransmission and distribution faciities, physical assets and information systems, in general, have been
identified as potentiai targets. The effects of these threats and activities include, but are not limited to, the inability to
generate, purchase or ransmit power, the delay in development and construction of new generating facilities, the risk of a
significant slowdown in growth or a decline in the U.S. economy, delay in economic recovery in the U.S, and the
increased cost and adequacy of security and insurance.

The ability of FPL Group and FPL to obiain insurance and the lerms of any available insurance coverage could be affected by
national, state or focal events and company-specific events.

+ FPL Group's and FPL's ability to obtain Insurance, and the cost of and coverage provided by such insurance, could be
affected by national, state or jocal events as well as company-specific events.

FPL Group and FPL are subject to employee workforce factors that could affect the businesses and financial condition of FPL
Group and FPL.

« FPL Group and FPL are subject to employee workforce factors, including, but not limited io, loss or retirement of key
executives, availability of qualified personnel, inflationary pressures on payroll and henefits costs, collective bargaining
agreements with union employees and work stoppage that could affect the businesses and financial condition of FPL
Group and FPL.

The risks described herein are notf the only risks facing FPL Group and FPL. Additional risks and uncertainties not currently

known to FPL Group or FPL, or that are currenily deemed to be imaterial, also may materially adversely affect FPL Group’s
or FPL's business, financial condiien andfor future operating resulis.

item 1B. Unresolved Staff Comments

None
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liem 2. Properties

FPL Group and its subsidiaries maintain oroperties which are adequate for their operations. At December 31, 2007, the
electric generating, transmission, distribution and general facilities of FPL represented approximaiely 45%, 12%, 38% and 5%,

respectively, of FPL's gross investment In electric utility plant in service.

Generating Facilities. At December 31, 2007, FPL Group had the following generating facifities:

No, Net Capabiity
FP\ Facilities Location of Units Fue {mw) ™
Nuclear
St. Lucie Hutchinson Island, FL 2 Nuclear 1,553
Turkey Point Florida City, FL 2 Nuclear 1,386
Steam turbines
Cape Canaveral Cocoa, FL 2 QiliGas 792
Cutier Miami, FL 2 Gas 204
Manatee Parrish, FL 2 Oi/Gas 1638
Martin indiantown, FL 2 QilfGas 1,678
Port Everglades Port Everglades, Fi. 4 Qil/Gas 1,219
Riviera Riviera Beach, FL 2 Qillzas 585
Si. Johns River Power Park Jacksonvilie, FL 2 Coal/Petroleum Coke 2504
Sanford l.ake Monroe, FL 1 Oll/Gas 138
Scherer Monroe County, GA 1 Coal g48™
Turkey Peint Fiorida City, FL 2z Oil/Gas 788
Combined-cycle
Fort Myers Fort Myers, FL 1 Gas 1,440
Lauderdale Dania, FL 2 Gas/Oil 872
Manatee Parnsh, FL 1 Gas 1,104
Mariin Indiantown, FL 1 Gas/Oll 1,104
Martin Indiantown, FL 2 Gas 958
Putnam Palatka, FL 2 Gas/Cil 498
Sanford Lake Monroe, Fi 2 Gas 1,918
Turkey Point Florida City, FL 1 Gas/Oit 1,144
Simple-cycls combustion tur
Fort Myers Fort Myers, FL 1 Gas/Oil 324
Gas turbines/diesels
Fort Myers Fort Myers, Fi. 12 Ol 848
Lauderdale Danda, FL 24 OillGas 840
Port Everglades Port Everglades, FL 12 QitfGas 420
Turkey Paint Florida City, FL. 5 Gil 12
TOTAL 52 135

&)  Represents FPL's nel ownership interest in plant capacity.
v Excludes Orlando Ulilities Commission's and the FMPA's combined share of approximately 15% of §t; Lucie Unit No. 2,
© Represents FPL's 20% ownership interest in each of SJRPP Units Nos, 1 and 2, which are jointly owned with JEA,

W Represents FPL's approximately 76% ownership of Scherer Unit No. 4, which is jointly owned with JEA.

6] Sybstantially all of FPL's properties are subject to the fien of FPL's morlgage.
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No. Capanility
FPL Energy Facilities Logation of Units  Fuel (mw) @
Wind
Cabazen Riverside County, CA 53 Wind 40
Catiahan Divide ® Tayior County, TX 76 Wind 114
Capricorn Ridge Sterling & Coke Counties, TX 208 Wind 384
Cerro Gordo ® Cerro Gordo County, 1A 55 Wind 44
Delaware Mountain Culberson County, TX 38 Wind 28
Diablo Wind Alameda County, CA 31 Wind 21
Endeavor Wind Osceola County, |1A 10 Wind 25
Gray County Gray County, KS 170 Wind 112
Green Mountain Somerset County, PA 8 Wind 10
Green Power Riverside County, CA 22 Wind 17
Green Ridge Power Alameda & Contra Costa Counties, CA 1,463  Wind 159
Hancock County ™ Hancock County, 1A 148 Wind a8
High Winds © Solano County, CA 90 Wind 182
Horse Holiow Wind Taylor County, TX 142 Wind 213
Horse Hollow Wind 1t ™ Taylor & Nolan Counties, TX 130 Wind 299
Horse Hotiow Wind 11l ™ Naian County, TX 149 Wind 224
indian Mesa Upton County, TX 1256 Wind 83
King Mountain Upton County, TX 214 Wind 278
L.ake Benton Il Pipestone County, MN 138 Wind 104
Langdon Wind Cavaiier County, ND 79 Wind 118
Logan Wind ©© Logan County, CO 134 Wind 201
Meyersdale ™ Somerset County, PA 20 Wind 30
Mili Run Fayette County, PA 10 Wind 15
Montfort @ lowa County, Wi 20 Wind a0
Mountainser Preston & Tucker Counties, WV 44 Wind 86
Mower County Wind © Mower County, MN 43 Wind 89
New Mexico Wind " Quay & Debaca Counties, NM 136 Wind 204
Nosth Dakota Wind LaMoure County, ND 41 Wind 62
Okiahoma / Seoner Wind ¥ Harper & Woodward Counties, OK 68 Wind 102
Oliver County Wind | i Qiiver County, ND 22 Wind 51
Qtiver County Wind Il © Oliver County, ND 32 Wind 48
Paetz Table Wind ' - Legan County, CO 133 Wind 199
Red Canyon Wind Energy Borden, Garza & Scusry Counties, TX 28 Wind 84
Sky River wern County, CA 342 Wind 77
Somerset Wind Power Somerset County, PA &  Wind 9
South Dakota Wing ® Hyde County, 5D 27 Wind 41
Southwest Mesa © Upton & Crockett Counties, TX 107 Wind 75
Stateline Umatilla County, OR and Walla Walla County, WA 454  Wind 300
Vansycle ™ Umatiia County, OR 38 Wind 25
Victory Garden Kern County, CA 96  Wind 22
Waymart ® Wayne County, PA 43 Wind 85
Weatherford Wind ™ Custer & Washita Counties, OK 98  Wind 147
Witten Wind ® Burieigh County, ND 33 Wind 49
Windpower Partners 1981-92 Alamada & Contra Costa Counlies, CA 2797 Wind 28
Windpower Partners 1092 Alameda & Contra Costa Counties, CA 300 Wind 30
Windgpower Partners 1993 Riverside County, CA 115 Wind 41
Windpower Pariners 1983 Lincoin County, MN 73 Wind 28
Windpower Partners 1994 Culberson County, TX 109 Wind 38
Woodward Mountain Upion & Pecos Counties, TX 242 Wind 160
Wyoming Wind Uinta County, WY 80  Wingd 144
T investments in joint ventures Various g9 @ 98
Total Wind 5,077
Contracted
Bayswater ™ Far Rockaway, NY 2 Gas 56
Calhoun ¥ Eastaboga, AL 4 Gas 568
Cherckee Gafiney, 3C 2 GasiOl o8
Doswetl ! Ashland, VA § GasiOf 708
Duane Armold Paio, IA 1 Nuclear 4241
Jamalca Bay Far Rockaway, NY 2 QiVGas 54
Point Beach Two Rivers, Wi 2 Nuclear 1,023
Port of Stockton Stockton, CA 1 CoalfPeiroleum Coke 44
\nvestments in joint ventures:
SEGS H-IX Kramer Junciion and Harper Lake, CA 7 Solar 148
Other Various g ® 31¢
Tolal Contracted 3,642



Net

No. Capability

FPL Energy Facilities Location of Units  Fuel (e @
Merchant

Blythe Energy Biythe, CA 3 Gas 507
Doswell — Expansion Ashtand, VA 1 Gas/Of 171
Forney Forney, TX § QGas 1,700
Lamar Power Pariners Parig, TX 6 Qas 1,000

Maine — Cape, Wyman Various — ME g Ol 743%®
Maine ! Various — ME 83 Hydro 361
Marcus Hook 50 Marcus Hook, PA 1 Gas 50
Marcus Hook 750 Marcus Hook, PA 4 Gas 744
RISEP Johnston, Ri 3 Gas 550

Seabroak Seabrook, NH 1 Nuclear 1,008™
Total Merchant 6,924
TOTAL 15,543

@ Represenis FPL Energy's net ownership interest in plant capacity,

® These consolidated genetating faciiities are encumberad by llens against their assets securing various financings.

s FPL Energy owns these wind facilities together with third party investors with differential membership inerests. See Note 11 - Sale of Differential Membership
Interests.

W Represents plants with no more than 50% ownership using wind technology.

® Excludes Central iowa Power Cooperative and Cornbelt Power Cooperative's combined share of 30%.

1 Represents plants with no more than 50% ownership using fuels and technologies such as gas, waste-io-energy and coal.

®)  Excluges seven other energy-related pariners’ combined share of 24%.

o - Exciuces Massachuselts Municipal Wholesale Electric Company's, Taunton Municipal Lighting Plant's and Hudson Light & Power Depariment's combingd share of
11.77%.

Transmission and Distribution. At December 31, 2007, FPL owned and operated the following electric transmission and
distribution lines:

Nominal Overhead Lines Trench and Submarine
Voltage Pole Miles Cables Miles

500kyv 1,106= -
230ky 2,043 25
138kv 1,609 50
115ky 730 -
B9kyv 184 14
Less than 89 kv 41,890 25,053
Total 48,242 25,142

@ Inckudes approximately 75 miles owned jointly with JEA.
In addition, at December 31, 2007, FPL owned and operated 573 substations, one of which is jointly owned. See Note 8

Character of Ownership. Substaniially all of FPL's properties are subject to the lien of FPL's morigage, which secures
most debt securities issued by FPL. The majority of FPL Group's principal properties are held by FPL in fee and are free from
other encumbrances, subject to minor exceptions, none of which is of such a nature as to substantially impair the usefulness fo
FPL of such properties. Some of FPL's electric lines are located on land not owned in fee bul are covered by necessary
consents of governmental authorities or rights obtained from owners of private property. The majority of FPL Energy's
generating facilitied dre neld i fée and a number of those faciiities are’ encumbered by liens against their assets securing
varipus financings. Additionally, some of FPL Energy's wind iurbines are iocated on land tleased from owners of private
property. See Generating Facilities and Note 1 — Electric Plant, Depreciation and Amortization.

item 3. Legal Proceedings

FPL Group and FPL are pariies to various lawsuits in the ordinary course of their respective businesses. For information
regarding material lawsuits, see Note 18 — Liigation. Such descriptions are incorporated herein by reference.

ftem 4. Submission of Matters to a Vote of Security Holders

None
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PART Il

item 5. Market for Registrants' Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities

Common Stock Data. Al of FPi's common stock is owned by FPL Group. FPL Group's common stock is traded on the
New York Stock Exchange under the symhbo! "FPL." The high and low sales prices for the common stock of FPL Group as
reported in the consolidated transaction reporting system of the New York Stock Exchange for each quarter during the past two
years are as follows:

2007 2006
Quarter High Low High Low
First $83.07 $53.72 $4342 §$ 3885
Second $66.52 §56.18 $4197 §37.81
Third $6420 §54.61 $ 4587 § 4058
Fourth $ 7277 $6026 $ 5557 §44.97

Approximate Number of Shareholders. As of the ciose of business on January 31, 2008, there were 26,765 holders of
record of FPL Group's common stock.

Dividends. Quarierly dividends have been paid on common stock of FPL Group during the past two years in the following
amounts per share:

Quarter 2007 2008
First $ 0.41 % 0.375
Second g 0.4 $ 0.375
Third $ 0.41% $ 0.375
Fourth $ 041 50375

The amount and timing of dividends payable on FPL Group's comman stock are within the sole discretion of FPL Group’s
Board of Directors. The Board of Direciors reviews the dividend rate at least annuatly {generally in February) to determine its
appropriateness in light of FPL Group's financial posilion and results of operations, legislative and regulatory developmenis
affecting the eiectric utility industry in general and FPL in particutar, competifive conditions and any ather factors the board
deems refevant. The ability of FPL Group fo pay dividends on iis common stock is dependent upon, among other things,
dividends paid to it by #ts subsidiaries. There are no restrictions in effect that currently fimit FPL's ability to pay dividends to
FPL Group. In February 2008, FPL Group anncunced that it would increase its quarterly dividend on its common stock from
$C.41 to $0.445 per share. See Management's Discussion - Liquidity and Capitai Resources — Covenants with respect to
dividend restrictions and Note 12 — Common Stock Dividend Restrictions regarding dividends paid by FPL to FPL Group.

Issuer Purchases of Equity Securities. The foliowing table presents information regarding purchases made by FPL
Group of its common stock:

Maximum Number of

Tatal Number Average Total Number of Shares that May Yet be
of Shares Price Paid Shares Purchased as Partof a Purchased Under the
.Period ... .. Purchased® Per Share ® Publicly Anncunced Program Program ™
10/1/07 - 10/34/07 782 $ 6203 . 20,000,000
10T — 11/30/Q7 1,218 $ 6873 - 20,000,000
1201107 — 12/31]07 - $ - - 20,000,000
Total 2,008 -

@ Snares of common stock purchased from empioyees to pay certain wilhholding taxes upon the vesiing of stock awards granted to such employees under
the LTIP,

™ in February 2005, FPL Group's Board of Directors authorized a common stock repurchase plan of up 1o 20 milion shares of common stock over an
unspecified period, which authorization was ratified end confirmed by FPL Group's Board of Directors in December 2005,
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item 6. Selected Financial Data

SELECTED DATA OF FPL GROUP (miflions, except per share amounis):

Operating revenues
Income before cumuilative effect of changes in accounting principles
Cumulative effect of adopting FIN 46, net of income taxes of $2
Net income
Eamings per share of common stock — basic:
Earnings per share before cumulative effect of changes in
accounting principles
Gumulative effect of changes in accounting principles
Earnings per share
Earnings per share of common stock — assuming dilution:
Earnings per share before cumulative effect of changes in
accounting principies
Cumulative effect of changes in accounting principles
Earnings per share
Dividends paid per share of common slock
Tetal assets
Long-term debt, excluding current maturities

SELECTED DATA OF FPL. (miltlons):
Operating revenues
Nel income available to FPL Group
Total assels
Long-term debt, excluding current maturities
Energy sales fkwh)
. Energy sales:
Residential
Commar¢ial
industrial
interchange power sales
Other ¥
Total

Approximate 60-minute peak load (mw), ¥
Summer season
Winter season
Average number of customer accounts {thousands):
Residential
Commercial
Industrial
Other
Total

Average price billed 1o customers {cents per kwh)

Yoars Ended Decembsr 31,

2007 2006 2005 2004 2003
$ 45283 § 15710 5 11848 0§ 10522 %8 9630
s 13120 5 1281™ 8 901§ 86" $ 906
3 - 3 - 3 - § - % (32
$  1,32% 5 1284® g 901§ 898" § aga™™
$ 330" 8 325" § 237§ 250° % 2.55%
$ - % - % - % -8 o)
$ 3309 % 325" % 237§ 2.50° § 254
b 327® § 3.23™ g 2.34% § 2.48% § 2.54%
$ - 8 - % - % - % (0O
$ 3,277 § 3.23% g 2345 § 248" § 2.53%
$ 164 § 150 % 142 % 130  § 1.20
$ 40123 § 35822 § 325080 § 28324 § 26985
§ 41280 5 9591 0§ 803 0§ 8p2r 0§ 8723
$ 11822 § 11988 & 9528 § B7M4 § 8293
5 g3 § 802 8 748 8 748§ 733
S 24044 § 22070 §  22347® § 19114 § 17817
$ 4976 % 4244 % 3271 5 2813 § 3074
108,636 107,513 105,648 103,635 103,202
50.8% 50.8% 51.4% 50.7% 51.8%
423 41,4 411 40,6 40.1
3.5 3.8 3.7 3.8 3.0
1.8 2.4 2.0 28 2.3
1.6 1.9 1.8 2.0 18
100.0% 100.0% 100.0% 100.0% 100.0%
21,962 21,810 22,361 20,545 19,668
18,055 17,260 19,683 16,108 16,989
3,981 3,806 3,828 3,745 3,653
483 472 470 458 445
19 21 20 18 R
4 4 4 3 2
4,497 4,410 4 327 4,225 4.117
10.63 11,14 B.88 8.38 7.85

& includes net unrealized mark-le-market gains or losses associated with non-qualifying hedges.
) includes expenses related to a lerminated merger, net unrealized markJo-market gains associated with non-quaiifying hedges, impalrment charges and an

indonasian project gain.

i Includes impairment and restruciuring charges and net unrealized mark-ie-market losses associaied with non-gualifying hedges.
@ Includss the cumulative effect of an accounting change and net unreallzed mark-to-market gains associated with non-gualifying hedges.
e} Amounts have baen adjusted to reflect the retrospective application of FASE Stalf Position (FSP) FiN 39-1, "Amendment of FASE interpretation No. 38." See Note 4, :

0 nchudes the net change in unbilied sales,

80 Winter season includes November and December of the current year and January to March of the following year {for 2007, through February 27, 2008).

ltem 7. Management's Discussion and Analysis of Financial Condition and Results of Operations

This discussion should be read in conjunction with the Notes to Consolidated Financial Statements contained herein. In the
discussion of Results of Operations below, all comparisons are with- the correspoading items in the-prier year.

Overview

FPL Group is one of the naticn's jargest praviders of electricity-related services. It has two principal operating subsidiaries,
£oL and FPL Energy. FPL serves more than 8.7 million people throughout most of the east and lowsr west coasts of
Fiorida. FPL Energy, FPL Group's competitive energy subsidiary, produces electricity primarily utilizing natural gas, wind and
nuciear resources. Together, FPL's and FPL Energy's generating assets represented approximately 37,700 mw of capacity at
December 31, 2007. FPL FinerNet provides fiber-optic sarvices to FPL, telecommunications companies and other customers

throughout Florida.
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FPL obtains its operating revenues primarily from the retail sale of electricity. FPL expects the 2005 rate agreement to be in
effect through December 31, 2009. See Note 1 — Revenues and Rates, Over the lasi ten years, FPL's average annual
customer growth has been 2.2% while usage growth per cusiomer has been 0.8%. FPL has observed a decline in non-
weather related usage per customer and, in the latter part of 2007, began io experience a slowdown in customer growth in its
service territory. FPL suspecis that weakness in the housing markets in both Florida and the rest of the United States has
centributed to a slowdown in customer growth and, to a lesser extent, may have aiso contributed io the decline in non-weather
related usage per customer. FPL's business strategy is to continue meeting the increased demands of customers in a safe,
reliable, cost-effective manner white focusing on operating performance.

FPL Energy is in the competitive energy business with the majority of its operating revenues derived from wholesale electricity
sates. lis business strategy is to maximize the value of its current portfolio, expand its U.S. market-leading wind position and
build its portfolio through asset acquisitions. FPL Energy plans to add a total of 8,000 mw to 16,000 mw of new wind
generation over the 2007 ~ 2012 peried, of which 1,084 mw were added in 2007 and at ieast 1,100 mw are expecied {o be
added in 2008, In addition, FPL Energy intends to pursue opportunities for new solar generating facliities. The wind and solar
expansions are subject to, among other things, continued public policy support.

FPL Energy's market is diversified by region as well as by fuel source. FPL Energy sells a large percentage of its expecied
output te hedge against price volatility. Therefore, if FPL Energy's plants do not perform as expected, FPL Energy could be
required to purchase power at poteniially higher market prices 1o meet its contraciual obligations. FPL Energy’s energy
marketing and {rading business is focused on managing commaodity price risk and extracting maximum vaiue from its assets.

FPL Group and its subsidiaries segregate unrealized mark-to-market gains and losses on derivative transactions into two
categories. The first category, referred to as trading activities, represents the nst unreaiized effect of actively traded positions
entered into fo take advantage of marke! price movements and to opiimize the value of generation assets and related
contracts. The second category, referred to as non-qualifying hedges, represents the nef unrealized effect of derivative
fransactions entered into as economic hedges (but which do not qualify for hedge accounting under FAS 133, "Accounting for
Derivative Instruments and Hedging Activities," as amended) and the ineffective portion of transactions accounted for as cash
flow hedges. FPL Group uses derivative instruments to manage its commodity price and interest rate risk.

FPL. Group's managemant uses earnings excluding certain items (adjusted earnings), which in 2007, 20086 and 2005 were the
unrealized mark-fo-market affect of non-gualifying hedges and, In 2008 also included merger-related costs, internally for
financial planning, for analysis of performance, for reporting of resulls tc the Board of Directors and as inputs in determining
whether performance targets are mel for peroimance-based compensaticn under FPL Group's employes incentive
compensation plans, FPL Group also uses adjusted earnings when communicating #is earnings outlook to investors, FPL
Group's management believes adjusted earnings provide a more meaningful representation of the company's fundamentat
earnings power. Although the excluded amounts are properly included in the determination of nel income in accordance with
generally accepied accounting principles, management believes that the amount and/or nature of such items make period fo
pericd comparisans of operations difficult and potentially confusing.

FPL Group and FPL adopied FSP FIN 38-1 effective December 31, 2007, which amended certain provisions of FIN 38,
"Offsetting of Amounts Related to Certain Coniracts," and required the offsetting of amounts recognized for the right to reciaim
and obligation to return cash.collateral against amounts recognized for derivative instruments executed with the same
counterparfy under the same master netting arrangement when such offseiting derivative positions are presented on a net
bagis, FSP FIN 39-1 required retfrospective application and, accordingly, all prior period consolidated balance sheets of FPL
Group and FPL have been adjusied to reflect this change. See Note 4.

Results of Operations
SﬁrﬁmaryQ I"—‘r'es'e%ite'd below is a summary of net income (l'os's') by repo'rta'ble ségmem {see Note 17}

Years Ended December 31,
2007 2006 2005

{mniilions}
FPL $ B3 §$ 802 § 748
FPL Energy 540 610 203
Corporate and Cther {64) {131) {50}
FPL Group Consojidated $1312 $1281 § 901

FPL's 2007 improved resulis benefited from a retail base rate increase associated with Turkey Point Unit No. 5 and continued
retall cusiomer growth, partly offset by higher C&M and depreciation and amortization expenses recovered through base rates,
a slight decline In retail customer usage and lower interest income on underrecovered fue!l and storm costs. In addition,
disaliowed siorm costs, net of certain interest, reduced 2008 net income by approximately $27 million. FPL's 2006 improved
results reflect lower depreciation and amortization expense and customer growth partly offset by the expensing of disaliowed
2005 storm costs, higher &M expenses and a slight deciing in usage per retail customer,
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FPL Energy's 2007 results reflect additional eamings from the existing portfolio, from new investments and from fuff energy
and capacity requirements services and trading. These benefits were partialty offset by higher interest, general and
administrative expenses to support the growth in the business. FPL Energy's 2006 results reflect an approximately $87 milion
gain ($63 milion after-tax) resulting from a court judgment relating to an Indonesian project that was suspended in 1098,
additional earnings from new mvestrments and improved results from the existing portfolie. In addition, FPL Group's and FPL
Energy's net income for 2007 and 2005 reflect net unreslized after-tax losses from non-qualifying hedges of $86 mitlion and
$112 miliion, respectively, while 2006 net income reflects net unreatized after-tax gains from such hedges of $82 milicn, The
change in unrealized mark-to-market activity is primarily atiribuiable to changes in forward power and nalural gas prices, as
well as the reversal of previcusly recognized unrealized mark-io-market gains/losses as the underlying transactions are
realized. As a generai rule, a gain (loss) in the non-gualifying hedge category is offset by decreases (increases) in the fair
value of related physical asset positions in the portfolic or contracts, which are not marked to market under generally accepted
accointing principles.

Results for Corporate and Other in 2007 reflect lower interest costs and higher interest income, partly offsel by lower federal
and state tax benefits. In addition, results for Corporate and Other in 2006 reflect a $98 millien ($60 million after-tax)
impairmeni charge reiated to FPL FiberNet's metro market assets as a resuit of significant changes in the business climate in
which FPL FiberNst operates, In addition, Corporate and Other's 2006 results reflect approximately $14 million of after-tax
merger costs asscciated with the proposed merger between FPL Group and Consteliation Energy Group, Inc. (Constellation
Energy}, which was terminated in Qctober 2006, See Note 5 — Corporate and-Other for FPL FiberNet impairment charges and
Note 17 for segment information,

FPL Group's effective tax rate for aill periods presented reflects PTCs for wind projects at FPL Energy. PTCs can significantly
affect FPL Group's effective tax rate depending on the amount of pretax income and wind generation. See Note 1 — Income
Taxes, Note 6 and Note 11 — Sate of Differential Membership Interests,

FPL — FPL's net income for 2007, 2008 and 2005 was $838 miilion, $802 million and $748 miilion, respectively, an increase in
2007 of $34 milion and an increase in 2006 of $54 miilion. FPL's 2007 results benefited from a retail base rate increase
assoociated with Turkey Point Unit No. % commencing commercial operation on May 1, 2007 and conlinued retail customer
growth. These factors were partly offset by higher 0&M and depreciation and amortization expenses recovered through base
rates, a slight decline in usage per retail customer and iower interest income on underrecovered fuel and storm costs. in
addition, disailowed storm costs, net of interest income recorded on 2005 storm restoration costs approved for recovery by the
FPSC, reduced FPL's 2006 net income by approximately $27 miliion. In 20086, when considering FPL's petition to recover
2005 storm costs, the FPSC appiied a different standard for recovery of 2005 costs ihan was used for recovery of the 2004
storm costs. This resuited in certain adjustmenis and disallowances of storm costs that FPL sought to recover. FPL's 2006
net income benefited from lower depreciation and amortization expense, continued customer growth and certain federal
income tax deductions and credits. These factors were partially offset by higher O&M and properly tax expenses, the storm
cost disallowance and a siight decling in usage per retait customer.

FPL's current retall base raies were approved by the FPSC in 2005 and are effective through December 31, 2008, The 2005
rate agreement replaced the 2002 rate agreement which was in effect from April 15, 2002 through December 31, 2005. The
2005 rate agreement provides that retait base rates will not increase during the term of the agreement except to aliow recovery
of the revenue requirements of any power plant approved pursuant to the Siting Act that achieves commercial operation during
the term of the 2005 rate agreement. Retail base rates increased in 2007 when Turkey Point Unit No. § commenced
commercial operation on May 1, 2007. The 2005 rate agreement aisc continues the revenue sharing mechanism in the 2062
rate agreement, whereby revenues from reiail base operations in excess of certain threshoids will be ghared with customers on
the basis of two-thirds refunded to customers and one-third retained by FPL. Revenues from retail base operations in excess
of a secend, higher thresheld {cap) will be refunded 100% to customers. The revenue sharing threshold and cap are adjusted
each year. For the vears ended December 31, 2007, 2006 and 2005, revenues from retail base operations did not exceed the
“thresholds for those years and FPL does not expect 2008 reveniues to exceed the thresholds. See Note 1 — Revenues and
Rates for information on the calculation of the threshold and cap and for information on FPL's reguiatory ROE.

The 2005 rate agreement, among other things, requires FPL to use electric property depreciation rates based upon
comprehensive depreciation studies filed with the FPSC in March 2005 and permits FPL to conlinue {0 reduce annual
depreciation by up to $125 million, which FPL has been doing since 2002. The 2005 rate agreement suspended contributions
of approximately $79 million per year to the nuclear decommissioning fund beginning in Septemmber 2005. The 2005 rate
agreement also suspended, beginning in 2006, contributions of $20.3 million per year to the storm and property insurance
reserve but allows FPL to recover prudently incurred storm restoration costs, either through securitization provisions pursuant
to a siate financing statute or surcharges. See Note 1 - Securitization,

28



FPL's operating revenues consisted of the following:

Years Ended December 31,

2007 2008 2005
{millions}
Retall base $ 3796 % 3857 § 3,658
Fuel cost recovery 6,162 6,573 4,283
Qther cosi recovery clauses and pass-through costs 1,490 1,588 1,368
Other, primarily gas, transmission and wholesale sales and customer-related fees 174 170 219
Total " $11622 $11,688 $ 9528

For the year ended December 31, 2007, an increase In the average number of customers of 2.0% increased retail base
revenues by approximately $71 million. During this period, usage per retail customer decreased 0.4%. This usage decrease,
as well as other factors, decreased retai base revenues by approximately $18 million. In additicn, & base rate increase
resuiting from Turkey Poini Unit No. 5 commencing commarcial operation on May 1, 2007 increased retall base revenues by
approximately $86 million. Although the 2007 increase in the average number of customers was the same as the 2008
increase, the patiern of growth was considerably different. Much of the 2007 growth occurred early in the year and there was
very littte customer growth in the latter part of 2007. FPL suspects the weakness in the housing markets in both Florida and
the rest of the United States has coniributed o this slowdown in FPL's customer growth and, to a lesser extent, may have also
coniributed to a decling in non-weather related usage per customer.

For the year ended December 31, 2008, an increase in the average number of custemers of 2.0% increased retail base
revenues by approximately $74 million. During this period, usage per retail customer decreased 0.4% primarily due to warmer
weather experienced in 2005 and the slasticity effect on customers of higher electricity prices in 2006 reflecting the increase in
ERL's retai fue! clause recovery factor as discussed below. This decrease in usage per retail customer was partly offset by the
absence of hurricane activity in 2006 compared to the 2003 activity that caused cusiomer service interruptions throughout
FPL's service territory. This usage decrease, as well as other factors, decreased retail base revenues by approximately $23
millien. In addition, under the 2005 rate agreement, FPL was authorized by the £PSC to coliect, through a separate charge on
a customer bid, the portion (approximately 1.5%) of gross receipts taxes that was previcusty embedded in base rates, This
resulted in an approximately $52 million reduction in retail base revenues with a corresponding increase in revenues from other
cost racovery clauses and pass-through costs,

Revenuss from fuel and other cost recovery clauses and pass-through costs, such as franchise fees, revenue taxes and
storm-related surcharges, do not significanily affect net income; however, underrecovery or OVelrecovery of such costs can
significanty affect FPL Group's and FPL's operating cash flows. Fiuctuations in fuel cost recovery revenues are primarily
driven by changes in fuel and energy charges which are included in fuel, purchased power and interchange expense, as well
as by changes in energy saies. Fluctuations in revenues from other cost recovery clauses and pass-through costs are
primarily driven by changes in storm-relaled surcharges, capacity charges, franchise fee costs, the impact of changes in O&M
and depreciation expenses on the underlying cost recovery clause, as weli as changes in energy sales. Capacity charges and
franchise fee costs are included in fuel, purchased power and interchange and taxes cther than Income taxes, respectively, in
the consolidated statements of income. 2

Ordinarily, the fuel charge is set annually based on estimated fuel costs and estimated customer usage, pius or minus & true-
up for prior period estimates. FPL utilizes a risk management fuel procurement program which was approved by the FPSC at
the program's inception, The FPSC reviews the program activilies and results for prudence on an annual basis as part of its
annual review of fuel costs. The program is intended to reduce the risk of unexpecied fuel price volatifty by locking in fuel
prices for a portion of FPL's fuel requirements. In response 10 nigher fuei prices, as well as the recovery of a portion of
underrecovered fuel costs from 2005, in January 2006 the retail fuei clause recovery facior was increased approximately 46%,
which was the primary coniributor {o the increase in fuel cost recovery revenues in 2006. The retail fuel clause recovery factor
for 2007 was recuced approximately 7.2% in January 2007 primarily in response to expected fuel price changes. This factor
declined again by another 2.3% during the second quarter of 2067 when Turkey Foint Unit No. 5 was placed in service,
although a typical 1,000 kwh residential bill remained the same because the previously discussed base rate increase for this
unit offset the fuel clause recovery factor decline.

In May 2007, a wholly-owned subsidiary of FPL issued $652 million aggregate principal amount of storm-recovery tonds
primarily for the after-tax eqguivalent of the total of FPL's unrecovered batance of the 2004 storm restoration costs, the 2000
storm restoration costs and approximately $200 million to reestablish FPL's storm and property insurance reserve. The siorm-
recovery bonds, Including interest and bond issuance costs, are being repaid through a surcharge to retail customers. Prior to
the issuance of these storm-recovery bonds, FPL had been recovering from retall customers since February 2005, the 2004
storm restoration costs through a sform damage surcharge. Both the revenues from the 2004 storm damage surcharge and
the storm-recovery bonds surcharge are included in other cost recovery clauses and pass-through costs and amounied to
approximately- $94 midlion, $151 milion and $155 miliion for the years ended December 31, 2007, 2006 and 2005,
respectively. Revenues from other cost recovery clauses and pass-through costs also declined in 2007 due to the absence in
2007 of the recovery of & portion of litigation costs that FPL had been recovering since 2002 through the capacity clause. See
further discussion, see Note 1 — Securitization and see discussion beiow of depreciation and amortization expense.
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The decrease in oiher revenues in 2006 is primarily due to the transfer, effective January 1, 2008, of FPL's retall gas coniracts
to & subsidiary of FPL Group Capital, which aiso reduced FPL's fuel expense by approximately $64 miliion for the year ended
December 31, 20086,

The major components of FPL's fuel, purchased power and Interchange expense are as foliows:

Years Ended December 31,

2007 2008 2005
(millions}
Fuel and energy charges during the period $ 6259 $ 5662 $ 5213
Recovery of costs incurred in a prior period ) 91 743 140
Net over {(unger) recovery of costs during the period o (142} 194 (1,027)
Other, primarily capacity charges net of any capacity deferral 518 517 584
Total 3 8,726 & 7116 $§ 4910

The increase in fuel and energy charges in 2007 refiects higher fuel and energy prices of approximately $532 mitlion and
approximately $65 miflion attributabie to higher energy sates. The increase in fuel and energy charges in 2006 reflects higher
fuel and enérgy prices of approximately $415 miliion and approximately $98 million atiributabie to higher energy sales, partly
offset by approximately $64 milion related to the transfer of FPL's retall gas contracts, The recovery of costs incurred in a
prior period represents the collaction of underrecovered fuet costs the FPSC permitted FPL to start collecting at the beginning
of the respective year. The net overrecovery (underrecovery) of costs during the period represents fuel clause coliections from
customers which were higher (iower) than fuel and energy costs incurred.

FPL's Q&M expenses increased $8C milon in 2007 reflecting higher nuclear, fossil generation, distribution, customer service
and employee benefits costs of approximately $23 milion, $11 milion, $11 milion, $7 milion and §17 million,
respectively. The increase in nuciear costs reflects plant improvement initiatives at Turkey Point Unit Nos. 3 and 4 while the
fossil generation increase reflects costs associated with placing Turkey Point Unit No. 5 in service as well as costs associated
with plant repair and a performance payment made to an owner of a jointly-owned plant. The distribution increase reflects
higher Storm Secure costs partly offset by lower new service account costs reflecting a decline in housing starts in FPL's
territory. The customer service increase reflects staffing increases related to cusiomer growth and higher uncollectibie
accounts. Other changes in O&M expenses were primarily driven by pass-through costs which did not significantly affect net
income. Management expects O&M expenses in 2008 to continue trending upward reflecting higher nuclear, fossii generation,
customer service and employee benefit costs.

FPL's O&M expenses increased $67 mition in 2006 primarily due to higher transmission and distribufion costs and cosis
associated with Storm Secure totaling approximately $39 million, higher employee benefit costs, primarity medical, of
approximately $10 million and higher custorner service costs of approximately $19 miflion reflecting additional staffing needs
and higher uncoliectible accounts as & result of higher customer bills. These factors were partially offset by the suspension in
2006 of approximately $20 milllon of cortributions to the storm and property insurance reserve in accordance with the 2005
rate agreement, Other changes in O&M expenses were primarily driven by pass-through costs which did not significantly
affect net income. oo

Depreciation and amortization expense for the year ended December 31, 2007 decreased $14 million. Depreciation and
amortization expense in 2006 included approximately $45 million of amortization of litigation costs that FPL had been
recovering through cost recovery clauses over a five-year period that began January 1, 2002 and ended December 31,
2006. Depreciation and amoriization expense in 2007 refiects higher depreciation on transmission ang distribution facilities
(approximately $25 million) to support customer growih and demand and depreciation on Turkey Point Unit No. &

{approximately $18 milion). The remaining change in depreciation and amortization expense is primarity due to fower ©

depreciation on software that has besn fully depreciated. Depreciation and amortization expense for the year ended
December 31, 2006 decreased $164 million primarily benefiting from iower depreciation rates and the elimination of the
decommissioning accrual approved as part of the 2005 raie agreemsnt (a collective benefl of approximately $242
miliion). This reduction in depreciation rates applied to substantially all power plant assets including Yurkey Point Units Nos. 3
and 4 and St. Lucie Units Nos. 1 and 2, which have received 20-year license extensions. This was partially offset by FPL's
continued investment in transmission and distribution facilifies to support customer growth and demand {approximately $31
million), depreciation from the addiion of two new generating units at FPL's existing Martin and Manatee power piant siles
which became operational on June 30, 2005 {approximately $23 milion) and increased nuclear depreciation related to plant
additions (approximately $24 miliion).

Taxes other than income taxes decreased $13 million in 2007 but increased $187 million in 2006 primarily due to ¢hanges in
franchise fees and revenue taxes, which are pass-through costs. Franchise fees and revenue taxes vary as a result of
fiuctuations in fuel and other cost recovery clause revenues, which is discussed above under the operating revenue table. In
addition, 1axes other than income taxes in 2007 refiect lower property taxes primarily due to a property {ax recuction enacted
py the Fiorida legislature partly offset by higher property taxes due to growth in plant in service balances. In 2008, taxes other
than income taxes include higher property taxes reflecting growth in plant in service balances,
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Interest charges for 2007 reflect additional borrowings, including the $852 million of storm-recovery bonds issued in May
2007. Interest charges for 2008 increased primarily due 1o higher average debt balances used to fund increased investment in
generation, transmission and distribution expansion, and to pay for unrecovered fuel and storm restoration costs. Average
interest rates in 2007 were approximately the same as the prior year while 2006 rates increased approximately 20 basis
points. The increase in AFUDC in 2007 is primarily attributable to additional AFUDC on two natural gas-fired combined-cycle
units of approximately 1,220 mw each at FPL's West County Energy Center in western Paim Beach County, Fiorida, the steam
generator replacement project at St. Lucie Unit No. 2 and nuclear spent fuel storage projects, pariiafly offsef by lower AFUDC
on Turkey Point Unit No. 5, which was placed in service in 2007. The decline in AFUDC in 2006 is primarily aftributable to the
placement of the additional Martin and Manatee units in sarvice on June 30, 2003, partially offset by increased AFUDC on
Turkey Point Unit No. 5. Interest income in 2007 deciined reflecting the cessation of interest on FPL's unrecovered balance of
the storm reserve deficiency, which was collected with the issuance of the storm-recovery bonds in May 2007, Interest incomer
increased in 2006 reflecting higher interest accrued on the unrecovered balance of the storm reserve deficiency.

FPL currently faces competition from other suppliers of electrical energy to wholesale customers and from alternative energy
sources and self-generation for other customer groups, primarily indusirial customers. The FERC has jurisdiction over
potential thanges that could affect competition in wholesale transactions. In 2007, operaiing revenues from wholesale and
industrial customers combined represented approximately 4% of FPL's total operating revenues. Various states, other than
Florida, have enacted legislation or have state commissions that have issued orders designed to aliow retail custemers to
choose their electricity supplier. Management befieves it is unlikely there will be any state actions to restruciure the retai
eiectric industry in Fiorida in the near future. If the basis of requiation for some or all of FPL's business changes from cost-
based reguiation, existing regulatory assets and liabiiities would be written off unless regulators specify an alternative means of
recovery or refund. Further, other aspects of the business, such as generation assets and iong-term power purchase
commitments, would need o be reviewed to assess their recoverabllity in a changed regulalory environment. See Critical
Accounting Policies and Estimates — Regutatory Accounting.

in 2007, the FPSC denied FPL's need petition for two uitra super critical pulverized coal generating units in Glades County,
Fiorida. FPL subsequently filed a petition with the FPSC reguesting authorization to defer, until the next retail base rate
proceeding, approximately $35 million of precenstruction costs associated with the coal units, with amortization over & five-year
period beginning when new base rates are implemented. These costs are currently refiected in other assets on FPL Group's
and FPL's consolidated balance sheets. Any portion of these costs not approved for recovery wauld be expensed. A decision
is expecied in April 2008. FPL is currently constructing two natural gas-fired combined-cycle units of approximately 1,220 mw
each at ite West County Energy Center which are expected to be in service by mid-2009 and 2010, FPL is proposing to build a
third natural gas-fired combined-cycie unil of approximately 1,220 mw ai the same site that wouid be operativnal in 2011, FPL
is in the process of adding approximately 400 mw of baseload capacity at its existing nuciear units at St. Lucie and Turkey
Point, which is projected to be in service by the end of 2012. In addition, FPL is seeking FPSC approvatl for two additional
nuclear units totaling between 2,200 mw and 3,040 mw of baselcad capacity at its Turkey Point site with projected in-service
dates between 2018 and 2020 an EPSC decision is expected i March 2008. Additional approvals from other regulatory
agencies will also be required later in the process. In 2007, the FPSC approved a nuclear cost recovery rule that provides for
the recovery of prudently incurred pre-construction cosis and casrying charges (equal to the pretax AFUDC rate) on
construction costs for new nuciear capacity through levelized charges under the capacily clause and for the recovery of
construction costs, ance the new capacity goes into service, through a base rate Increase. As part of the FPSC's approval of
the addition of approximately 400 mw of baseload capacity to FPL's existing nuclear units, FPL received approval fo recover
costs associated with the project through the nuclear cost recovery rule. The estimated costs of the new nuciear units are not
included in the capital expenditures table in Note 16 — Commitments because the new units are subject to, among other things,
various regulatory and other approvais.
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FPL Energy — FPL Energy's net income for 2007, 2006 and 2005 was $54C million, $610 milion and $203 million, respectively,
a decrease in 2007 of $70 million and an increase in 2006 of $407 million. The primary drivers, on &n after-{ax basis, of these
changes were as follows:

Years Ended
December 31,

2007 2008
{millions)
New investments § 78 § N2
Existing assets © 112 54
Fuli energy and capacity requirements services and trading 56 26
Restructuring activities and asset sales {14} (20)
Indonesian project gain (83) 63
Interest expense and olher (81) 32}
Change in unreaiized mark-to-market non-quatifying hedge activity ® (178} 204
Net income increase (decrease) : $ 70y § 407

@ Jneiudes PTOs on wind projects but does not include allocation of inlerest expense of corporate general and administrative expenses, See Note 1 - income
Taxes. Results from new projects are includad in new investments during the first twelve months of operation. A project's results are included in axisting
assels beginning with the thirteenth month of operation.

®  For discussion of derivative instruments, see Note 4 and Overview.

The increase in FPL Energy's 2007 results from new investment reflects the addition of over 3,400 mw of wind and nuciear
generation during or after 2008. The 2008 increase reflects over 1,800 mw of wind, nuclear and soiar generation during or
after 2005,

In 2007, FPL Energy's existing asset portfolic benefited from improved market conditions in the NEPOOL and ERCOT regions
and the absence of a refueling outage at the Seabrook nuciear facility. This was partially offset by lower wind resource, by the
“effect of the compietion, in January 2007, of the amoriization of deferred income under a power purchase agreement relaied o
a combined-cycte plant in the NEPOOL. region and by the reduction in the contracted capachy price at a combined- cycle plant
in the PJM region. Resulis in the NEPOOL and PJM regions aiso benefited from new FERGC-approved forward capacity
markets that hegan in December 2008 and June 2007, respectively. In 2008, the existing portfolio benefited from improved
market conditions in the NEPQOL, ERCOT and PJM regions and & higher wind resource. This was partialy offset by the
unfavorable impact of a longer refueling outage in 2006 as compared to 2005 ai the Seabrook nuclear facility. in addition,
inciuded in the existing assets line item was a $4 milion aftertax ($8 miliion pretax) impairment charge recorded by FPL
Energy in 2006 related to 2 California coal plant as well as the favorable effect of prior cortract restructurings. See Note 5 —
FPL Energy.

FPL Energy's 2007 and 2006 financial results henefited from increased gains from ifs full energy and capacity reguirements
services and trading activities. Fuil energy and capacity requiremenis services include ioad-foliowing services, which reqguire
the supplier of energy to vary the guantity delivered based on the load demand needs of the customer, as wall as various
anciilary services.

The decrease in 2007 of resiructuring activities and asset sales is primarily due to the absence of a $12 million after-{ax gain
recorded in 2006 on the sale of wing development rights, The 5006 amounts were lower than 2005 reflecting ihe absence of
gains recorded in 2005 from asset sales and from a contract restructuring, partly offset by the 2006 gain on the sale of wind
developmenti rights. The Indonesian project gain reflects a §63 million after-tax gain ($97 million pretax) recorded by FPL
Energy in 2006 as the result of a couri judgment... .

in both 2007 and 2008, interest expense and other refiects higher interest expense primarily due to higher debt balances as a
result of growth in the business as well as an increase in average interest rates of approximately 9 basis peints and 38 basis
poinis for 2007 and 2008, respactively. in addition, interest and other in both 2007 and 2006 includes higher corporate general
anc acdminisirative expenses to support the growth in the business.,

In 2007 and 2005, FPL Energy recorded after-fax net unrealized mark-to-market iosses on non-qualifying hedges of
approximately $86 million and $112 million, respeciively. During 2008, FPL Energy recorded after-tax net unrealized mark-to-
market gains of approximatety $82 miliion, The change in unrealized mark-to-market activity for 2007 compared to 2006 is
primarily atiributable to increased forward power and natural gas prices, as well as the reversal of previously recognized
unreaiized mark-to-market gains as the underlying transactions were realized during 2007. The change in unreaiized mark-to-
market activity for 2006 compared to 2008 is primarily atfributable to decreased forward power and natural gas prices, as well
as the reversai of previously recegnized unrealized mark-to-market losses as the underlying transactions were realized during
2006.
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FPL Energy's operating revenues for the year ended December 31, 2007 decreased $84 millicn reflecting $342 million of
unrealized mark-to-market losses from non-gualifying hedges compared to $496 million of gains on'such hedges in the 2006
period. Excluding this mark-io-market activity, revenues benefited from project additions, favorable market conditions in the
NEPOOL and ERCOT regions, the absence of a refusling outage at the Seabrook nuclear facility and ingreased gains from its
full energy and capacity requirements services, partially offset by unfavorable wind resource. Operating revenues for the year
ended December 31, 2006 increased $1,337 million primarily due to gains of $496 million on unrealized mark-to-market non-
qualifying hedge activity in 20068 compared to losses on such hedges of $249 million in the 2005 period. Excluding this mark-
to-market activity, revenues benefited from project additions, favorable market conditions in the NEPOOL, ERCOT and PJM
regions, and & higher wind resource, parilally offset by the impact of the longer refueling outage in 2006 as compared to 2005
for the Seabrook nuclear facility. Alsc, operating revenues in 2006 include approximately $12 million related fo the seitlement
of certain operationat performance issues with wind turbine equipment suppliers.

FPL Energy's operating expenses for the year ended December 31, 2007 decreased $50 million reflecting $198 million of
unrealized mark-to-market gains from non-gualifying hedges compared to $318 million of losses on such hedges in the 2008
period. Excluding these mark-to-markel changes which are reflected in fuel, purchased power and interchange expense in
FPL Group's consolidated statements of income, operating expenses increased primarity due to project additions, higher fuei
costs and higher corporate general and adminisirative expenses to suppor the growth in the business. FPL Energy's
operating expenses for the year ended December 31, 2006 Increased $736 million reflecting $318 mitlion of unrealized mark-
to-market losses from non-gualifying hedges compared to $63 million of gains on such hedges in the 2005 pericd. Excluding
these mark-to-market changes, operating expenses increased primarily due to project additions and increased fuel costs as a
result of market conditiens.

Equity in earnings of equity method invesiees decreased $113 miliion for the year ended December 31, 2007 primarily due o
the absence of the $87 million Indonesian project gain discussed above and due to the effect of the completion, in January
2007, of the amoriization of deferred income under a power purchase agreement related to a combined-cycle plant in the
NEPOOL region, partially offset by unrealized mark-to-market iosses on non-qualifying hedges of $26 million in 2008. In 2006,
equity in earnings of equity method Investees increased 857 million primarily due o the $97 million indonesian project gain
discuszed above and the favorable effect on operating results from a prior coniract restruciuring. These factors were partiafly
offset by unrealized mark-to-market losses of approximately $26 million from non-qualifying hedge activity in 2008 compared to
an approximately $2 miliion gain on such hedges in 2605 and the absence of an approximately $13 millicn pretax gain on a
coniract restructuring recorded in 2005,

FPL Energy’s interest expense for the year ended December 31, 2007 and 2006 increased $43 milion and $46 miilion,

respectively, reflecting higher average debt balances to support growth in the business and an increase in average interest.
rates. Gains (Josses} on disposat of assets in FPL Group's consolidated statements of Income for 2006 reflect an

approximately $20 milffion pretax gain for the sale of wind development rights. ln 2005, this line item included approximately

344 miliion of pretax gains on the sale of FPL Energy joint venture projects.

PTCs from FPL Energy's wind projects are reflected in FPL Energy's eamings. PTCs are recognized as wind energy is
generaied and sold based on a per kwh rate prescribed in applicable federal and state statutes, and amounted to
approximately $219 milion, $167 milion and $129 million for the years ended December 31, 2007, 2006 and 2005,
respectively. :

ln Septernber 2007, FPL Energy completed the acquisition of Point Beach, a two-unit, 1,023 mw nuclear power plant located in
Wisconsin from Wisconsin Electric Power Company {We Energies). FPL Energy purchased the plant, including nuclear fuel,
inventory and other items, for a {otat of approximately $833 miliion. All of the power from Point Beach is being sold under a fong-
term power purchase contract to We Energies through the current NRC license terms of 2030 for Unit 1 and 2033 for Unit 2. FPL
Energy is responsibie for management and operation of the plant, as well as for the uitimate decommissioning of the facility, and
received $390 million of decommissioning funds at closing. See Note 2.

FPL Energy expects Its future porifolio capacity growin to come primarily from wind and selar development and from asset
acquisitions. FPL Energy plans to add a total of 8,000 mw — 16,000 mw of new wind generation over the 2007 — 2012 period,
of which 1,084 mw were added in 2007. FPL Energy expecis to add at least 1,100 mw in 2008, of which approximately 700
mw are under construction. in addition, FPL Energy intends tc pursue opportunities for new solar generaling facilities. The
wing and solar expansions are subject to, among other things, continued public policy support.

Competitive wholesaie markets in the United States continue to evolve and vary by geographic region. Revenues from
electricity sales in these markets vary bassd on the prices obtainable for energy, capacity and cther ancillary services. Some
of the factors affacting success in these markets include the ability to operate generating assets efficiently and reliably, the
price and supply of fuel, transmission constraints, wind, solar and hydro resources {weather conditions), competition from new
saurces of generation, effective risk management, demand growth and exposure 10 legal and regulatory changes.
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Expanded competition in a frequently changing regulatory environment presents both opportunities and risks for FPL
Energy. Oppartunities exist for the selective acquisition of generation assets and for the consfrustion and operation of efficient
plants that can sell powsr in competitive markets. FPL Energy seeks to reduce its market risk by having a diversified porifolic
by fuel type and location, as well as by contracling for the future sale of a significant amount of the eiectricity cutput of its
plants. The major markets in which FPL Energy operates have shown signs of continued improvement since 2004, such as
improved spark spreads and energy prices in the ERCOT and NEPOOL regions. The combination of new wind projects,
expected increase in contribution from merchant assets and asset acquisitions are expected to be the key drivers supporting
FPL Energy's growth over the next few years.

FPL Energy's eamings are subject to variability due to, among other things, operational performance, commodity price
exposurs, counterparty performance, weather conditions and project restructuring activities, FPL Energy's exposure to
commodity price risk Is reduced by the degree of contract coverage obtained for 2008 and 2009, Therefore, If FPL Energy's
piants do not perform as expecied, FPL Energy could be required to purchase power at potentially higher market prices 1o
meet its contractual obligations,

FPL Energy's results are affected by fluctuations in weather. in addition to ihe effect of temperature, which is reflected in
commodity prices and demand, changes in weather affect production levels of the wind porifolio as well as the hydro units in
Maine. In managing its exposure to commodity prices, FPL Energy is dependent upon its counterparties to perform under their
contractual obiigations. FPL Energy actively manages the trade-off between masket risk and credit risk, as well as exposure
with individual counterparties as & function of their creditworthiness. Substantially ali of FPL Energy's 2008 contracted
revenues are with investment grade counterparies.

Corporate and Other — Corporate and Other is primarily comprised of interest expense, the operating results of FPL FiberNet
and other business achivities as well as corporate interest income and expenses. Corporate and Cther allocates interest
charges to FPL Energy based on a deemed capital structure at FPL Energy of 50% debt for operating projects and 100% debt
for proiects under construction. Each subsidiary's income taxes are calculated based on the "separate return method,” except
that tax benefits that couid not be utilized on a separaie return basis, but are uiilized on the consolidated tax retum, are
recorded by the subsidiary that generated the tax benefits. Any remaining consoligated income tax benefits or detriments are
recorded at Corporate and Other. The major components of Corporate and Other results, on an after-iax basis, are as fotlows:

Years Ended December 31,

2007 2006 2005
(millions)
Interest expense $ (90) 3 (87 § (90)
Interest income - 22 6 18
FPL FiberNet impairment charges (2} (603) -
Merger costs - {14} -
Federal and state tax benefits 3 30 23
Gains on sale and termination of leveraged lease agreements - - 6
Other 3 4 {7
Net loss 3 (B4y F (131) § (50}

Interest expense decreased in 2007 reflecting lower average debt balances but increased in 2008 due to higher average debt
baiances and slightly higher rates. In 2007, interest income reflects earnings on tempaorary investments which had been
accumulated to purchase Point Beach as well as net inlerest recorded on unrecognized tax benefits in accordance with FiN 48,
"Accounting for Uncertainly in Income Taxes - an interpretation of FASS Statement MNo. 109.” The decling in interest income
in 2008 reflects the repayment of a lpan by a third parly in the fourth quarter of 2005. For discussion of FPL FiberNel's
impairment charges, see Note 5 — Corporate and Other. The 2008 merger costs represent costs associated with the proposed
merger between FPL Group and Consteliation Energy, which was terminated in October 2006. The federal and state tax
benefits are primarily due to FPL Energy's growth throughout the United States and other consolidating tax adjustments. The
2005 gains on sale and termination of leveraged lease agreements {$10 million on a pretax basis) are included in galns on
disposal of assets in FPL Group's consolidated statements of income. Other includes ali other corporate income and
expenses as well as other business activities.

Corposate and Other's operating revenues increased in 2006 primarily due to the fransfer, effective January 1, 2008, of FPL's

retail gas contracts to @ subsidiary of FPL Group Capital. The increase in operating expenses in 2006 is primarily due io the
$98 million pretax impairmeni charge at FPL FiberNet as well as the {ransfer of FPL's retail gas coniracts,
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Liquidity and Capital Resources

FPL Group and its subsidiaries, inciuding FPL, require funds to support and grow their businesses. These funds are used for
working capital, capital expenditures and investments in or acquisiiions of assets and businesses, to pay maturing debi
chligations and, from time to time, to redeem outstanding debt and/or repurchase common stock. It is anticipated that these
requirements wili be satisfisd through a combination of intemnally generated funds and the issuance, from time to time, of debt
and equity securities, consistent with FPL Group's and FPL's objective of maintaining, on a long-term basis, & capital structure
that will support a strong investment grade credit rating. Credit ratings and significant volatifity in the financial markets can
affect FPL Group's, FPL's and FPL Group Capital's abitity to obtain short- and long-term financing, the cost of such financing
and the execution of their respective financing stralegies.

Cash Flow — The changes in cash and cash equivalents are summarized as foliows:

FRL Group FPL
Years Ended December 31, Years Ended December 31,
2007 2006 2005 2007 2008 2005
(rnililons)
Net cash provided by operating activities $ 3593 $ 2498 $ 1547 $ 2,183 $ 18665 $ 1,238
Net cash used in investing activities- (4,578) (3,807) {2,165) (2,214) {1,933) {1,818)
Net cash provided by financing activities 855 1,389 923 50 273 569
Net increase {decrease) in cash and cash equivalents $ (330) 8§ 90 § 305 3% {1} § 8 § (93}

FPL Group's cash and cash equivalenis decreased for the year ended December 31, 2007 refiscting capital investments by
FrL and FPL Energy, the payment of common stock dividends to FPL Group shareholders and an increase in customer
receivables. These cutflows were partially offset by cash generaied by net income, net issuances of both long- and short-term
debt, the sale of independent power investments, the return of margin cash cellateral from counterparties and a disiribution
from Karaha Bodas Company, LLC (KBC).

FPL Group's cash flows from operating activities for the year ended Dscember 31, 2007 reflect cash generated by net income,
the receipt of distributions from eguity method investees, including a distribution from KBC as a result of a court jutigment and
the return of margin cash collateral from counterparties, partially offset by an increase in customer receivables at FPL
Energy. Fluctuations in recoveries under FPL's cost recovery clauses, which do not significantly affect net income, can have a
significant effect on cash fiow from operations and make year-to-year comparisaons difficult,

EPL Group's cash flows from investing activities for the year ended December 31, 2007 reflect capital investments of
approximately $1.8 bilion by FPL to expand and enhance its electric system and generating facilities to ensure continued
roliable service to meet the power needs of present and future customers and independent power investments at FPL Energy
of approximately $2.9 billion, including the purchase of Point Beach. See MNote 2. FPL Group's cash flows from investing
activities also includes approximately $700 million of cash generated from the sale of differential membership interests (see
Note 11 — Sale of Differential Membership Interests) and amounts relzted to the purchase and sale of restricted securities held
in the special use funds, including the reinvestment of fund earnings and new contributions, as well as other investment
activity. :

During the year ended December 31, 2007, FPL Group generated procesds from financing activities, nel of related issuance
costs, of approximately $3.3 biflion, including the following debt issuances:

Principal
Company Debt Issued Interest Rate(s) . Armount Maturity Date(s}
{milions)
FPL first mortgage bonds 5.55% and 5.85% $ 800 2017 and 2037
FPL subsidiary storm-recovery bonds 5.0440% - 5.25558% 652 2013 2021 @
FPL Group Capital term loan facility variable 50 2008
FPL Group Capital junior subordinated 6.65% ~ 7.45% 1,000 2087
debentures {Series C-E)
FPL Energy subsidiaries fimited-recourse senior 6.31% - 7.26% 700 2015 - 2037
secured notes
FPL Energy subsidiaries term loan variable 250 2012
$ 3,252

@ Although principal on the storm-recovery bonds is due on the finai maturity date {the date by which the principal must te repald o prevent a default)
for each tranche, it is expected lo be paid semiannually and sequentially beginning February 1, 2008, when Ihe first semiannual interest payment
became due.
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During the year ended December 31, 2007, FPL Group paid out approximately $2.6 biflion for financing activities, including
$1.075 biflion for maturing FPL Group Capltal debentures, $250 miliion for the early repayment of an FF revolving term loan
tacility, $54% million for debt maturities and principal repayment of FPL Energy subsidiary debt, a net decrease in shor-term
debt of $80 million (net of a $212 mitlion increase at FPL) and $654 million for the payment of dividends on FPL Group's
common stock. In January 2008, FPL issugd $600 milion principal amount of 5.95% first morigage bonds maturing in
2038. Also, in January 2008, an indirect wholly-owned subsidiary of FPL Energy entered into an interest rate swap agreement
to pay a fixed rate of 3.2050% on $195 million of its variable rate limited recourse gebt in order to fimit cash flow exposure.

FPL Group's cash flows for the year ended December 31, 2006 benefited from net issuances of debt, the issuance of common
stoek and the recovery from customers of previously incurred fuel and storm costs at FPL, which were offset by an increase in
FPL's customer receivables and the return of margin cash collateral and payment of margin cash coltateral to
counterparties. The funds generated were used to pay for capital expenditures at FPL, additional invesiments at FPL Energy,
commcn stock dividends, storm-related costs at FPL and to carry an increase in fossil fuel inventory.

FPL Group's cash flows for the year ended December 31, 2005 reflect the benefit of net issuances of debt, the issuance of
common stock, the receipt of payment of a secured third party loan, the receipt of margin cash coliateral primarily from FPL's
counterparties related to energy contracts and the recovery from customers of a portion of the 2004 storm restoration costs at
FPL. The funds generated were used to pay for common stock dividends, capital expenditures at FPL, additional investments
at FPL Energy, FPL siorm restoration costs and to fund underrecovered fuei cosis at FPL caused primarily by higher than
anticipated fuel prices. :

The foliowing provides various metrics regarding FPL Group's {inciuding FPL's) and FPL's outstanding debt:

FPL Group FPL
December 31, December 21,
2007 2008 2007 2008
Weighted-average annual interest rate 6.2% 6.1% 54% 54%
Weighted-average ilfe (years) 17.4 13.1 16.2 17.9
Annual average of floating rate debt to total deht ® 20% 31% 25% 33%

& Calculations include interest rate swaps,

Contractual Obligations and Planned Capital Expendifures — FPL Group"s and FPL's commitments at December 31, 2007 were
as follows:

2008 2009 2010 2011 2012 Thereafter Total
(miliions)

Long-term debt, including interest. ®

FPL $ 524 $ 521 $ 2061 $ 292 % 293 5 8773 § 10,691

FPL Energy 870 431 414 392 417 2,768 5,282

Corporate and Other 736 1,021 168 768 134 8,898 11,725
Purchase obligations: BN

FPL ® 6,385 5,095 3,480 3,145 2,945 5,565 26,6285

FPL Energy © 1,572 107 04 57 57 730 2,817
Asset retirement activities: ©

FPL® - - - - - 11,610 11,840

FPL Energy ® 1 - - - 2 7,168 7,171
Other Commitments: . e e .
FPL Energy ® - 351 351

Total $10,0056 § 7,175 % 4447 $ 4654 $ 3848 § 45863 § 76,082

@ includes principal, interest and interest rate swaps, Variable rate interest was compuled using December 31, 2007 rates.

" Represents required capacity and minimum payments under long-term purchased power and fuet contracts, the majority of which are recoverable through
various cost recovery clauses {see Note 16 - Coniracts), and projecied capilal expenditures through 2012 lo meel, among other things, incraased electricity
usage and customer growth, capital improvements to and maintenance of existing facilities and estimated capital costs associaled with Storm Secure.
Estimated capilal costs associaled with Storm Secure are subject to change over time based on, among other things, productivily snhancemenis and
pripritization. See Nole 18 — Commitments.

e} Represents firm commitments primarily in connection with the purchase of wind turbines and towers, natural gas transportation, purchase and siorags, firm
transmission service, nuciear fuel and a portion of its projectad capital expenditures. See Note 16 — Commitments and Contracts.

) Represents expected cash paymenis adjusted for infiation for estimated costs to perform asset relirement activilies,

& At December 31, 2007, FPL had approximately $2,371 miffion in restricted trust lunds for the payment of fulure expenditures to decommission FPL's nuctear
wiRits, which are included in FPL Group's and FPL's special use funds,

M At Decamber 31, 2007, FPL Energy's 88.23% portion of Seabrook's and 70% portion of Duans Amold's and its Poinl Beach's restricted trust funds for the
payment of future expenditures to decommission its nuclear unils tolaled approximately $882 million and are inciuded in FPL Group's special use funds.

@ Represents estimated cash distributions related to ¢erain membership interests. See Note 31 - Sale of Differential Membership Interests,
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In February 2008, a whoily-owned subsidiary of FPL Group Capital committed to lend to a third party up 10 $500 million under a
construction and term loan. The loan provides for a single $500 millicn draw, which is expected to occur in late 2008, The
loan will initially bear interest at a variable rate and will be converted to a 20-year, fixed rate term ioan upon completion of
construction.

Guarantees and Letfers of Credit — FPL Group and FPL. obtain letters of credit and issue guarantees to facilitaie commercial
transactions with third pariies and financings. At December 312007, FPL Group had stendby letters of credit of approximately
§733 million (363 million for FPL) and aporoximately $7,947 million notionat amount of guarantees ($648 million for FRL), of
which approximately $5.511 million (383 million for FPL) have expirations within the next five years. An aggregale of
approximately $404 million of the standby letiers of oredit at December 31, 2007 were issued under FPL's and FPL Group
Capital's credit facilities. See Available Liguidity below. These letters of credit and guarantees support the buying and selling
of wholesale energy commodities, debt-related reserves, nuclear actvities, the commercial paper program of FPL's
censolidated VIE from which it leases nuciear fuel and other contractuat agreements. Each of FPL Group and FPL believe itis
unlikely that it would incur any liabilities associated with these letters of credit and guarantees. At December 31, 2007, FPL
Group and FPL did not have any liabilities recorded for these lstters of credit and guarantees. In addition, FPL. Group has
guaranieed certain payment obligations of FPL Group Capital, including mest of its debt and ali of its debentures and
commercial paper issuances, as well as most of its payment guarantees, and FPL Group Capital has guaranteed cerlain debt
and other obligations of FPL Energy and its subsidiaries. See Note 18 ~ Commitments.

Cerain subsidiaries of FPL Energy have contracts that require certain projects to meet annual minimum generation
amounts. Fallure to meet the annual minimum generation amounts would result in the FPL Energy subsidiary becoming liable
for figuidated damages. Based on past parformance of these and similar projects and current forward prices, managsment
believes that the exposure associated with these liquidated damages provisions is not material.

. Available Liquidity - At December 31, 2007, FPL Group's total available net liquidity was approximately $6.6 billion, of which
FPL's was approximately $2.8 bilion. The compenents of each company's net available liquidity at December 31, 2007 were
as foliows:

FPL Maturity Date
FPL Group
Group Consoli- FPL Group
FRL Capital dated FPL Capital
{niffions)

Bank revolving Hnes of credit % 2,500 § 4,000 $ 8,500 2012 2012
L.ess letiers of credit 48 358 404
2,454 3,642 6,096

Revolving term joan facility 250 - 250 2011

Less borrowings - - -
250 - 250
Cash and cash equivalents 63 227 290
Net availabie liquidity $ 2787 $ 3,888 $ 6,636

i Provide Tor the fssuance of letters of credit up to $6.5 biflion and are available to support the companies’ commercial paper programs ang to provide
additional Hquidity in the event of a loss fo the companies’ or their subsidiaries' operating facilities (including, in the case of FPL, a transmigsion and
distribution property loss}, as well as for general corporale purposes.

FPL Group (which guarantees the payment of FPL Group Capiial's credit faciiities pursuant to a 1998 guarantee agreement) is
required to maintain a minimum ratic of funded debt to iotal capitalization under the terms of FPL Group Capital's credit
facility. FPL is required to maintain a minimum ratio of funded debt to iotal capitalization under the terms of FPl.’s credit facility
and revolving term ican facility. At December 31, 2007, each of FPL Group and FPL was in compliance with its respective
ratio.

in addition to the amounts in the table ahove, FPL Group Capital and EPL have each established an uncommitied credit facility
with a bank 1o be used for general corporate purposes, The bank may, at its discrelion upon the request of FPL Group Capital
or FPL, make & shott-term loan or icans to FPL Group Capital or FPPL in an aggregaie amount determined by the bank, which
is subject to change at any time. The terms of the speciic borrowings under the uncommitied credit facilities, including
maturity, are set at the time borrowing requests are made by FPL Group Capital or FPL. At December 31, 2007, there were no
amounis outstanding for either FPL Group Captial or FPL under the uncommitted credit facilities.

in addition, at December 31, 2007, FPL had restricted funds set aside (included in special use funds on FPL Group's and
©pl's consolidated balance sheets) that provide FPL the capacity o absorb up o approximately $213 million in future
prudently incurred storm restoration costs without seeking recovery through a rate adiustment from the FPSC. See Note 1 -
Securitization. Also, an indirect wholly-owned subsidiary of FPL Energy has established a $100 milion letter of credit faciiity
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which expires in 2017 and serves as security for certain obligations under commodity hedge agreements entered into by the
subsidiary.

Shelf Registration — In September 2008, FPL Group, FPL Group Capital, FPL and certain affiliated trusts fiied a sheif
registration statement with the SEC for an unspecified amount of securities. The amount of securities issuable by the
companles is established from time to time by their respective board of directors, As of Fabruary 27, 2008, securities that may
be issued under the registration statement, as subsequenily amended, which became effective upon filing, include, depending
on the registrant, senior debt securities, subordinated debt securities, first mortgage bonds, preferred trust securities, common
stock, stock purchase contracts, stock purchase units, preferred stock and guarantess related to certain of those
securities. As of February 27, 2008, FPL Group and FPL Group Capital had $2.5 bilion {issuable by either or both of them up
to such aggregate amount) of board-authorized available capacity, and FPL had $90C million of hoard-authorized avaiiable
capacity.

Covenants — FPL. Group's charter does not iimit the dividends that may be paid on its common stock. As a practical matter,
the ability of FPL Group to pay dividends on its common stock is dependent upon, among other things, dividends paid to it by
its subsidiaries. During the first quarter of 2007, FPL Group increased its guarterly dividend on its common stock from $0.375
to $0.41 per share. In February 2008, FPL Group announced that it would increase its quarterly dividend on its common stock
from $0.41 to $0.445 per share. FPL pays dividends to FPL Group in & manner consisient with FPL's long-term targeted
capital structure. The morigage securing FPL's first morigage bonds contains provisions which, under certain conditions,
restrict the payment of dividends io FPL Group and the issuance of additionai first morigage bonds. In light of FPL's current
financial condition and level of sarnings, management does not expect that planned financing activities or dividends would be
affected by these limitations.

Under the morigage, in some cases, the amount of retained eamings that FPL can use {0 pay cash dividends on its common
stock is restricted. The restricted amount may change based on factors set out in the mortgage. Other than this restriction on
the payment of common stock dividends, the morigage does not restrict FPL's use of retained earmnings. As of December 31,
2007, ne retained earings were restricted by these provisions of the morigage.

FPL may issue first mortgage bonds under its mortgage subject to its mesting an adjusted net earnings fest set forth in the
mortgage, which generally requires adjusted net earnings ‘o be at least iwice the annual interest requirements on, or at least
10% of the aggregate principal amount of, FPL's first morigage bonds including these to be issued and any other non-junior
FPL indebtedness. As of December 31, 2007, after giving effect to the January 2008 issuance of $600 million of 5.95% first
morigage bonds maturing in 2038, coverage for the 12 months ended December 31, 2007 would have been approximately 5.5
times the annual interest requirements and approximately 3.2 timas the aggregate principal requirements. New first morigage
honds are also limited to an amount equal to the sum of 80% of unfunded property additions afier adiustments to offset
property retirements, the amount of retired first mortgage bonds or qualified iien bonds and the amouni of cash on deposit with
the mortgage trustee. As of December 31, 2007, after giving effect to the January 2008 issuance of $800 million of 5.95% first
mortgage bonds maturing in 2038, FPL could have issued in excess of $5.5 bitlion of additionat first mertgage bonds based on
the unfunded property additions and in excess of $56.5 billion based on retired first mortgage bonds. As of December 31, 2007,
no cash was deposited with the mortgage trustee for these purposes.

In September 2008, FPL Group and FPL Group Capital executed a Replacement Capital Covenant (September 2008 RCC}in
connection with FPL Group Capital's offering of $350 million principat amount of Series A Enhanced Junicr Subordinated
Debentures due 2066 and $350 million principal amount of Series B Enhanced Junior Subordinated Debentures due 2066
{collectively, Series A and Series B junior subordinated debentures). The September 2008 RCC is for the benefit of persons
that buy, hoid or sell a specified series of long-term indebtedness (covered debt) of FPL Group Capitat (other than the Series A
and Series B junior subordinated debentures) or, in ceriain cases, of FPL Group. FPL Group Capital Trust I's & 7/8%
Preferred Trust Securities have been inifially designated as the covered debt under the September 2006 RCC. The
September 2006 RCC provides that FPL Group Capital may redeem, and FPL Group or FPL Group Caplial may purchiase, any
Series A and Series B junior subordinated debentures on or before October 1, 2036, only to the extent that the redemption or
purchase price does not exceed a specified amount of proceeds from the sale of qualifying securities, subject to ceriain
limitations described in the September 2008 RCC. Qualifying securities are securities that have equity-like characteristics that
are the same as, or more equity-iike than, the Series A and Series B junior subcrdinated debentures at the time of redemption
or purchase, which are soid within 180 days prior to the date of the redemption or repurchase of the Series A and Serigs B
junior subordinated debentures.

in June 2007, FPL Group and FPL Group Capital executed a Replacemert Capital Covenant (June 2007 RCC) in connection
with EPL Group Capital's offering of $400 milkon principal amount of its Series C Junior Subordinated Debentures due 2067
{Series C junior subardinated debentures). The June 2007 RCC is for the benefit of persons that buy, hold or sell a specified
series of covered debt of FPL Group Capital {other than the Series C junior subordinated debentures) or, in certain cases, of
FPL Group. FPL Group Capital Trust I's 5 7/8% Preferred Trust Securites have been initially designated as the covered debt
under the June 2007 RCC. Tne June 2007 RCC provides that FPL Group Capltai may redeem or purchase, or satisfy,
discharge or defease (coliectively, defease}, and FPL Group and any majority-ewned subsidiary of FPL Group or FPL Group
Capital may purchase, any Series C junior subordinated debentures on or pefore June 15, 2037, only to the exient that the
srincipal amount defeased or the applicable redemption or purchase price does not exceed a specified amount raised from the
issuance, during the 180 days prior 10 the date of that redemption, purchase or defeasance, of qualifying securities that have
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equity-lixe characteristics that are the same as, or more equity-like than, the applicable characteristics of the Series C junior
subordinated debentures at the time of redemption, purchase or defeasance, subject io certain limitations described in the
June 2007 RCC.

In September 2007, FPL Group and FPL Group Capital executed a Reptacement Capitai Covenant (September 2007 RCC) in
connection with FPL Group Capital's offering of $250 milllon principal amount of its Series D Junior Subordinated Debentures
due 2067 and $350 million principai amount of Series E Junior sSubordinated Debentures due 2067 (collectively, Series D and
Series E junior subordinated debentures). The Ssptember 2007 RCC is for the benefit of persons that buy, heid or sell a
specified series of covered debt of FPL Group Capital (other than the Series D and Series E junior subordinated debentures}
or. in ceriain cases, of FPL Group. FPL Group Capitat Trust I's 5 7/8% Preferred Trust Securities have been initially designated
as the covered debl under the September 2007 RCC. The September 2007 RCC provides that FPL Group Capiial may
redeem, purchase, or defease, and FPL Group and any majority-owned subsidiary of FPL Group or FPL Group Capital may
purchase, any Series D and Series E junior subordinated debentures on or before September 1, 2037, only to the extent that
the principal amount defeased or the applicable redempticn or purchase price does not exceed a spacified amount raised from
the issuance, during the 180 days prior to the date of that redemption, purchase or defeasance, of qualifying securities that
have equity-like characteristics that are the same as, or more equity-like than, the applicable characteristics of the Series D
and Series E junior subordinated debentures at the time of redemption, purchase or defeasance, subject to certain limitations
described in the September 2007 RCC.

Credif Ratings — Securities of FPL Group and its subsidiaries are currently rated by Moody's Invesiors Service, Inc. (Moody's),
Standard & Poor's Ratings Services (S&P) and Fitch Ratings {Fitch). At February 27, 2008, Moody's, 38&P and Fitch had
assigned the foliowing credit ratings to EPL Group, FPL and FPL Group Capital;

Moody's S&P Fitch =

FPL Group: ®

Corporaie credit rating A2 A A
FPL: ™

Corporate credit rating Al A A

First mortgage bonds Aal3 A AA-

Poilution control, solid waste disposal and

industrial deveiopment revenue bonds Aa3NMiG-1 A A+

Commercial paper P.1 A1 F-4
FPL Group Capital: ®

Corporate credit rating N/A A A

Debentures A2 A- A

Junior subordinated debentures A3 BBB+ A-

Commercial paper P-1 A-1 F-4

@ A security raling is not a recommendation lo buy, sell or hold securities and should be evaluated independently of any other rating, The raling is subject to revision
or withdrawal af any time by the assigning rating organization.
& The outlook indicated by each of Moody's, $&F and Fitch s stable.

FPL Group and its subsidiaries, inciuding FPL, nave no credit rating downgrade triggers that wouid accelerate the maturity
dates of debt outstanding. A change in rafings is not an event of default under applicable debt instruments, and whiie there
are conditions to drawing on the credit facilities maintained by FPL Group Capital and FPL, the maintenance of a specific
minimum level of credit rating is not a condition to drawing upon those credit facilities. However, commitment fees and interest
rates on loans under the credit facilities agreements are tied to credit ratings and increase or decrease when ratings
change. A ratings downgrade also could reduce -the-accessibility and increase the-cost of commercial paper issuances and
additional or replacement credit facilities, and could result in the requirement that FPL Group subsidiaries, inciuding FPL, post
collateral under certain power purchase and other agreements. FPL Group subsidiaries, including FPL, may be required to
post collateral in excess of collateral thrashold amounts when FPL Group's exposure o the counterparty under the applicable
trading agreement exceeds such threshoid.

Other — In June 2005, a wholly-owned subsidiary of FPL Group completed the acquisition of Gexa Carp., a retail eleciric
provider in Texas. Each share of Gexa Corp.'s outstanding common stock was converted inio 0.1682 of a share of FPL Group
common stock. Assuming the exercise of Gexa Corp.'s opiions and warranis net of cash to be received upon exarcise, the
aggregate value of the consideration for the acquisition of Gexa Corp. was approximately $73 million, payable in shares of FPL
Group common stock,

New Accounting Rules and interpretations

Fair Value Measurements — In September 2006, the FASE issued FAS 157, "Fair Value Measurements." See Note 1 - Fair
Value Measurements,
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Accounting for Pensions and Other Postretirement Plans — In September 2006, the FASE issued FAS 158, "Employers’
Accounting for Defined Benefit Pension and Other Postretirement Plans.” See Nois 3.

The Fair Value Option for Financial Assets and Financial Ligbilities - In February 2007, the FASE issued FAS 158, "The Fair
Value Qption for Financial Assets and Financial Liabilities.” See Note 1 — The Fair Vaiue Option for Financial Assets and
Financiat Liabifities,

Accounting for Business Combinations — In December 2007, the FASB issued FAS 141(R), "Business Combinaticns.” This
statement retains the fundamental reguirements in FAS 141 that the acquisition method of accounting {which FAS 141 called the
purchase method) be used for all business combinations and for an acquirer to be identified for each business combpination. This
statement aiso establishes principles and reguirements for how the acquirer (i) recognizes and measures in its financial statements
the identifiable assets acquired, the liabilties assumed, and any noncontrofiing inferest in the acquiree; (i) recognizes and
measures the goodwili acquired in the business combination or a gain from a bargain purchase and (ii}) discioses the nature and
financial effects of the business combination; and requires restructuring and acquisition-refated costs to be expensed. FPL Group
and FPL will be reguired 1o adopt FAS 141(R) for business comginations for which ihe acguisition date is on or after January 1,
2009.

Accounting for Noncontrolfing Inferests — in December 2007, the FASB issued FAS 160, "Noncontroliing interests in Consolidated
Financial Statements, an amendment of ARB No. 51" o establish accounting and reporting standards for the noncontroliing
{mincrity) interest in a subsidiary and for the deconsoiidation of a subsidiary. The standard clarifies that a noncontrolling interest in
a subsidiary is an ownership interest in the consolidated entity that should be reported as gquity in the consolidated financial
statements and establishes a single methaod of accounting for changes in a parent's ownership interest in a subsidiary that do not
result in deconsolidation, FPL Group and FPL will be required to adopt FAS 160 on January 1, 2009. FAS 160 requires
refroactive adaption of the presentation and disclosure reguirements for existing minority interests. All other requirements of
FAS 160 wili be applied prospectively.

Critical Accounting Policies and Estimates

FPL Group's and FPL's significant accounting policies are described in Note i to the consolidated financial statements, which
were prepared in accordance with accouniing principles generally accepled in the United States. Critical accounting polices
are ihose that FPL Group and FPL befieve are both most important o the portrayai of thelr financial condition and results of
operations, and require Sompiex, subjoctive judgments, often as 8 recutlt of the need to make estimates and assumptions
about the effect of matters that are inherently uncertain, Judgments and uncertainties affecting the application of those
policies may result in matesially different amounts being reported under different conditions or using different assumptions.

FPL Group and FPL consider the following policies to be the most critical in understanding the judgments that are invoived in
preparing their consolidated financial statements:

Accounting for Derivatives and Hedging Activities — FPL Group and FPL use derivative Instruments (primarity swaps, options
and forwards) to manage the commodity price risk inherent in the purchase and sale of fuel and electricity, as well as interest
rate risk associated with long-ierm debt. In addition, FPL Group, through FPL Energy, uses derivatives o optimize the value of
power generation assets. FPL Energy provides full energy and capacity requizements services orimarily to distribution utilitles,
which include load-following services and various ancitlary services, in certain markets and engages in energy trading activities
to take advantage of expected future favorabie price movemenis. Accounting pronouncements, which require the use of fair
vaiue accounting if certain conditions are met, appiy not only to traditional financial derivative instruments, but o any contract
having the accounting characleristics of & derivative.

Derivative instruments, when required o be marked to market under FAS 133, as amended, are recorded on the balance
sheet at fair valUe. Fair vaiues for soitie of the longer-term contracts where Fiquid-markets are not avallabie are based on
internally developed models based on the torward prices for electricity and fuel, Forward prices represent the price at which a
buyer or selier coutd contract oday {o purchase or sell a commodity at a future date. In general, the models estimate the fair
value of a contract by calculating the present vajue of the difference between the contract price and the forward prices. The
near term forward market for electricity is generally fiquid and therefore the prices in the early years of the forward curves
refect observable market quotes. However, in the later years, the market is much tess liquid and forward price curves must be
developed using factors including the forward prices for the commodities used as fuel to generate electricity, the expected
system heat rate (which measures the efficiency of power plants in converting fuel to electricity) in the region where the
purchase or sale takes place, and a fundamental forecast of expected spot prices based on modeled supply and demand in
the region. The assumptions in these modsls are critical since any.changes therein couid have a significant impact on the fair
value of the contract. Substantiaily all changes in the fair vaiue of derivatives heid by FPL are deferred as a reguiatory asset
or liabllity until the contracts are settied. Upon seitlement, any gains or iosses will be passed through the fuel or capacity
slauses. in FPL Group's non-rate regulated operations, predominantly FPL Energy, changes in derivative fair values are
recognized in curent earnings, uniess ihe criteria for hedge accounting are met and the company elects to account for the
derivative as a hedge. For those transactions accounted for as cash flow hedges, much of the effects of changes in fair value
are refiected in other comprehensive income (OCH), & component of common shareholders’ equity, rather than being
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recognized in current earnings. For those transactions accounted for as fair value hedges, the effects of changeas in fair value
are refiected in current earnings offset by changes in the fair value of the item being hedged.

Since FAS 133 became effective in 2001, the FASB has discussed and from time fo time issued implementation guidance
relatad to FAS 133. In particuiar, mush of the interpretive guidance affects when cartain contracts for the purchase and sale of
power and certain fuei supply contracts can be excluded from the provisions of FAS 133, Despite the large volume of
implementation guidance, FAS 133 and the supplemental guidance do not provide specific guidance on all contract issues. As
a result, significant judgment must be used in applying FAS 133 and its interpretations. A result of changes in interpretation
could be that contracts that currently are excluded fram the provisions of FAS 133 would have to be recorded on the balance
sheet at fair vaiue, with changes in fair value recorded in the statement of income.

Cerain economic hedging transactions at FPL Energy do not meet the requirements for hedge accounting
treatment. Changes in the fair value of those transactions are marked to market and reported In the statement of income,
often resulting in earnings volatility. These changes in fair value are captured in the non-gualifying hedge category in
computing adjusted earnings. This could be significant to FPL Energy's results because often the economic offset o the
positions which are required to be marked to market (such as the physical assefs from which power is generated) are nat
marked io market. As a consequence, net income refiects only the movement in one part of economically linked
sransactions. Because of this, FPL Group's management views results expressed excluding the unreaifized mark-to-market
impact of the non-qualifying hedges as a meaningful measure of current period performance. For additional information
regarding derivative instruments, see Note 4 and also see Management's Discussion -~ Energy Marketing and Trading and
Market Risk Sensitivity.

Accounting for Pensions and Other Postrefirement Benefits — FPL Group sponsors a qualified noncontributory defined benefit
pension plan for substantially all empioyees of FPL Group and its subsidiaries. FPL Group also has 2 supplemental executive
retirement plan which includes a non-qualified suppiemental defined benefit pension component thai provides benefits to a
select greup of management and highly compensated empioyees. tn addition tc pension benefits, FPL Group sponsors a
contributory postretirement pian for heaith care and fife insurance benefits {other benefits plan) for retirees of FPL Group and
is subsidiaries meeting certain eligibility requirements. The gualified pension plan has a fully funded rust dedicated 1o
providing the benefits under the plan. The cther benefits pian has a partially funded trust dedicated to providing benefits
related to life insurance. FPL Group allocates net periodic benefit Income or cost associated with the pension and other
penefits pians to its subsidiaries annually using specific criteria.

FPL Group adopted the recognition and disclosure provisions of FAS 158 effective Dacember 31, 2006, The measurement
date provisions of FAS 158 require tnat FPL Group measure plan assets and Habiities as of its year end no later than
Necember 31, 2008 with any resulting adjustments to plan assets, benefit obligations, and accumulated other comprehensive
income recorded to retained earnings. Since FPL Group is the plan sponsor, and its subsidlaries do not have separate rights
to the plan assets or direct obligations to their employees, ihe results of implementing all provisions of FAS 158 are reflected at
FPL Group and not aliocated to the subsidiaries. The portion of previously unrecognized aciuarial gains and losses, prior
service costs or credits and fransition assets of obligations related to the recognition provisicn of FAS 158 that were estimated
io be aliocable to FPL as net periodic benefit (income) cost in future periods and that atherwise would have been recorded in
accumulated other comprehensive income were classified as regulatory assets and labilities al FPL Group in accordance with
reguiatory freatment. In addition, adjustments to accumulated other comprehensive income as a result of implementing the
measurement date provisions of FAS 158 that are astimated to be aliocabie to FPL will be recorded as an adiustment to the
previously established regulatory assets and liabilities.

FPL Group cutrenfly uses a measurement date of September 30 for its pension and other benefits plans. In tieu of
remeasusing pian assets and obligations as of January 1, 2008, FPL Group has slected to calculate the net periodic benefit
{income} cost for the fitisen-monih period from Septeriber 30, 2007 5" Dacember 31, 2008 using the September 30, 2007
measurement date. Upon adoption of the measurement date provisions, FPL Group will record an adjustment to increase
2008 beginning retained earnings by approximately $13 mittion representing three-fifteenths of net periodic bensfit {income)
cost for the fiffeen-maonth period from Seplember 30, 2007 to December 31, 2008. Inciuded in the adjustment to retained
garnings is approximately 31 milion related to the reduction in accumuiated other comprehensive income and approximately
$3 miiion related to the reduction in net reguiatory abilities.
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FPL Group's income from its pension plan, net of the cost of ihe other benefits plan, was approximately $89 millicn, $65 miflion
and $52 million for the years ended December 31, 2007, 2006 and 2003, respectively. The corresponding amounts afiocated
to FPL were $51 mitlion, $52 miliion and $39 miliion, respectively, Pension income and the cost of the other benefits plan are
included in Q&M expenses, and are calculated using a number of actuariai assumptions. Those assumpiions include an
expected long-term rate of return on gualified plan assets of 7.76% for all years for the pension plan and 8.00%, 7.75% and
7.75% for the other benefits plan for the years ended December 3%, 2007, 2006, and 2005, respectively, assumed increases in
future compensation levels of 4% for all years, and weignted-average discount rates of 5.85%, 5.50% and 5.50% for the
pension plan and 5.80%, 5.50% and 5 50% for the other benefits plan for the years ended December 31, 2007, 2008 and
2005, respectively. Based on curreni health care costs (as related to other benefits), the projected 2008 trend assumption
used fo measure the expected cost of health care benefits covered by the plans for all age groups are 7.5% for medical
benefits and 9.5% for prescription drug benefits. These raies are assumed to cecrease over the next nine years {0 the
ultimate trend rate of 5.5% and remain at that level thereafter. The ultimate trend rate is assumed io be reached in 2012 for
medicai costs and 2016 for prescription drug costs. In developing these assumptions, FPL Group evaiuated input from its
actuaries, as well as information avaliable in the marketpiace. For the expacied jong-term rate of return on fund assets, FPL
Group considered 10-year and 20-year historical median returns for a portfolio with an equity/bond asset mix similar o s
funds. FPL Group also considered its funds' historicat compounded returns. FPL Group believes that 7.75% and 8.00% are
reasonable long-term rates of return on its pension plan and other benefits plan assets, respectively, FPL Group will continue
to evaluate all of its actuariai assumptions, including its expecied rate of reiurn, at least annusly, and will adjust them as
necessary.

FPL Group bases its determination of pensien and other benefils plan expense or income on a market-refated valuation of
assets, which reduces year-to-year velatility. This market-related vatuation recognizes investment gains of losses over a five-
year peried from the year in which they occur. Invesiment gains or losses for this purpose are the difference between the
expecied return calculated using the market-related vaiue of assets and the actual return realized on those assets. Since the
market-related value of assets recognizes gains or losses over & five-year period, the future value of assets wili be affected as
previously deferred gains or losses are recognized. Such gains and losses together with other differences between actual
resuits and the estimates used in the actuarial valuations are deferred and recognized in determining pension and other
benefits pian expense and income only when they exceed 10% of the greater of projected benefit obligations or the market.-
related value of assets.

The following table ilustrates the effect on cost of changing the critical actuarial assumptions discussed above, while holding all
other assumptons constant:

increase in 2007
Net Pariodic Cost

Change in
Assumpfion FPL. Group FPL
(millions}
Expecied long-term raie of return {0.5)% $ 16 $ 13
Discount rate (0.5)% $ 5 § 4
Salary increase 0.5% 3 7 $ 5
Health care cost trend rate @ 1.0% 3 - 3 -

@ Assumed healthcare cost rend rates can have a significant effect on the amounts reported for posiretirement plans providing health care benefits. Howevar, this
sffect is somewhal mitigated by the retiree cost sharing structure incorporated in FPL Group's other benefits plan,

The fair value of plan assets has increased from §3.2 billion at September 30, 2006 to $3.6 biflion at September 30, 2007 for
the pension plan and-increased from $48 miliion at Septermber 30, 2006 ic -$49-million at September 30, 2007 for the other
benefils plan. Management believes that, based on the actuariai assumptions and the well funded siatus of the pension plan,
EPL Group will not be required io make any cash centributions io the guatified pension plan In the near future, in December
2007, $28 million was transferred from the qualified pension pian as reimbursement for eligible retiree medical expenses paid
by FPL Group during the year pursuant to the provisions of the Internal Revenue Code. FPL Group anticipates paying
approximately $30 million for eligibie retiree medical expenses on behalf of the other benefits plan during 2008 with
substantially all of that amount being relmbursed through a transfer of assets from the qualified pension plan, See Note 3,

Carrying Valug of Long-Lived Assets — FPL Group evaluates on an ongeing basis the recoverability of its assets for impairment
whenever events or changes in circumstances indicate that the carrying amount may not be recoverable as described in
FAS 144, "Accounting for the Impairment or Disposai of Long-Lived Assets.”

Under that standard, an impairment loss is required to be recognized if the carrying value of the assel exceeds the
undiscounted future net cash flows associated with that asset. The impairment loss to be recognized is the amouni by which
the carrying value of the iong-lived asset exceeds the assat's fair value, In most instances, the fair vaiue is determined by
discounting estimated future cash flows using an appropriate interest rate.

42



The amount of fulure net cash fiows, the timing of the cash flows and the determination of an appropriate interest rate all
involve estimates and judgments about future events. In particular, the aggregate amount of cash flows determines whether
an impairment exisis, and the timing of the cash flows is eriticat in determining fair value. Because sach assessment is based
on the facts znd circumstances associated with each long-iived asset, the effects of changes in assumptions cannot be
generaiized.

In 2008, FPL FiberNet performed an impairment analysis and concluded that an impairment charge related to its metro market
assets was necessary. The critical assumptions and estimates used in the analysis include revenue additions, projected capital
expenditures and a discount rate. A 10% increase in the revenue growth rate or a 40% decrease In projected capital
expenditures would have resuited in no impairment, white a 10% decrease in the revenus growth rate or a 10% increase in
projected capita! expenditures would increase the impairment charge py less than $5 million. An increase of decrease of 1% in
the discount rate would have a corresponding change to the impairment charge of approximately §3 millien. See Nota 5 —
Corporate and Other.

Nuclear Decommissioning and Fossil Dismantlernent — FPL Group and FPL each account for asset retirement obligations and
conditional asset retirement obligations under FAS 143, "Accounting for Asset Retirement Opligations” and FIN 47,
"Accounting for Conditional Asset Retirement Obligations.” FAS 143 and FIN 47 require that a liability for the fair value of an
asset retirement obiigation (ARO} be recognized in the period in which it is incurved with the offsetiing associated asset
retirement costs capitalized as part of the carrying amount of the long-lived assets. See Note 1 - Decommissicning of Nuclear
Piants, Dismantlement of Plants and Other Accrued Asset Removat Costs and Note 15,

For ratemaking purposes, FPL acecrues and funds for nuclear plant decommissioning costs Over the expected service life of
each unit based on studies that are filed with the FPSC at least every five years. The most recent studies, filed in 2005,
indicate that FPL's portion of the future cost of decommissioning its four nuclear units, including spent fuel storage, is $10.9
bitlion, or $2.2 bilion in 2007 doliars. The studies reflect, among other things, the 20-year license exiensions of FPL's nuclear
unis and support the suspension, effective September 2005, of the $79 miliion annual decommissioning accrual, At
December 31, 2007, $2,658 million was accrued for nuciear decommissioning, of which $1,624 millien was recorded as an
ARO, $54 million was recorded as a capitalized net asset related ‘o the ARD, $887 million was recorded a5 a regutatory
liablity and $201 million was included in accrued asset removal costs (a regulatory fability) on the consolidated balance
sheets,

EP! accrues the cost of dismantiing its fossil plants over the expected service life of each unit based on studies filed with the
FPSC. Unlike nuciear decommissioning, fossil dismantiement costs are not funded. The most recent siudies, which became
effective January 1, 2007, indicated that FPL's portion of the ulimate cost to dismantie its fossil units is $707 miilion. The
majority of the dismantiement costs are not considered AROCg. At December 31, 2007, $335 million was accrued for fossil
dismantiement costs, of which $24 miliion was recorded as an ARO, $8 million was recorded as a capitaiized net asset related
to the ARO, $34 miflion was recorded as a regulatory liability and $285 million was included in accrued assef removal Costs {a
regwlatory fiability} on the consoiidated balance sheets.

FPL Energy records a liability for the present value of its expected decommissioning Costs in accordance with FAS 143 and
FIN 47 which is determined using various internal and external data. FPL Energy's poriion of the ultimate cost of

_ decommissioning its nuclear plants, including costs associated with spent fue! storage, is approximately $6.8 billion, or $1.4
piliion expressed in 2007 dolars.” The [fabiiity is being accreted using the interest method through the date decommissioning
activities are expected to be complete. At December 31, 2007, the ARO for nuclear decormmigsioning of FPL Energy's nuciear
plants totated approximately $456 miliion.

The calcuiation of the future cost of retiring long-livec assets, including nuclear decommissioning and fossil dismantiement
costs, invoives estimating the amount and timing of future expenditures and making ju¢gments conceming whether or not such
costs are considered a legal obligation under FAS 143 and FIN 47. Estimating the amount and timing of future expenditures
includes, among other things, making projections of when assets will be retired and how costs will escaiate with inflation. in
addition, FPL Group and FPL also make interest rate and rate of return projections on their invesiments in determining
recommended funding requirements for nuciear decommissioning costs. Periodically, FPL Group and FPL will be required to
update these estimates and projections which can affect the annual expense amounts recognized, the Habilities recorded and
the annual funding requirements for nuclear decommissioning cosis. For example, an increase of 0.25% in the assumed
escalation rates would increase FPL Group's and FPL's ARO as of December 31, 2007 by $212 million and $166 million,
respectively.

Regqulatory Accounting — FPL follows the accouniing practices set forth in FAS 71, "Accounting for the Effects of Certain Types
of Regulation.” FAS 71 indicates that regulators can create assets and impose liabiities that would not be recorded by non-
rate regulated entities. Reguialory assels and fiabilities represent probable fulure revenues that will be recovered from or
refunded o customers through the ratemaking process, If FPL were no longer subiect to cost-based rate regulation, the
existing regutatory assels and Habilities would be written off unless regulators specify an allernative means of racovery or
refund. In addition, the FPSC has the authority to disailow recovery of costs that it considers excessive or imprudently
incurred. Such costs may include, among others, fuel and 0&M expenses, the cost of replacing power lost when fossil and
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nuclear units are unavailable, storm restoration costs and costs associated with the construction or acquisition of new
facilities, The continued applicability of FAS 71 is assessed at each reporting penod.

FPL Group's and FPL's regulatory assets and liabifities are as follows:

FPL Group FPL
December 31, December 31,
2007 2006 2007 2008
Regulatory assets: {millions)
Currant: .
Deferred clause and franchise expenses 3 103 $ 187 § 103 $ 167
Securitized storme-recovery costs/storm reserve deficiency 3 59 $ 1086 8 58 § 108
Derivatives $ 117 $ 921 & 117 § ozt
Other $ 2 $ 3 0% - 5 -
Noncurrent:
Securitized storm-recovery costs/siorm reserve deficiency $ 756 $ 762 % 758 $ 762
Deferred clause expenses s 121 $ PR T P $ -
Unamortized loss on reacquired debt $ 36 $ 3 3 36 $ 38
Other $ 95 $ 80 % 72 $ 37
Regulatory liabilities:
Current:
Deferred clause and franchise revenues 3 18 L] 37 0§ 18 § 37
Pension $ 24 $ 17 8 - $ -
Noncurrent:
Accrued assef removal costs % 2,098 % 2044 5§ 2008 $ 2,044
Asse! retirement obligation regulatory expense difference $ 9zt $ 88 & 921 $ 868
Pension $ 696 $ 531 % - $ -
Other $ 238 $ 208 § 235 $ 20¢

Sees Note 1 for a discussion of FPL Group's and FPL's other significant accounting policies.
' Energy Marketing and Trading and Market Risk Sensitivity

Energy Marketing and Trading — Cerain of FPL Group's subsidiaries, including FPL and FPL Energy, use derivative
instruments {primarily swaps, options and forwards) to manage the commadity price risk inherent in the purchase and sale of
fuel and efectricity. In addition, FPL Group, through FPL Energy, uses derivatives to ootimize the value of power generation
assets, FPL Energy provides full energy and capacity requirements services primarily to distribution utilities, which include load-
following services and various ancillary sesvices, in certain markets and engages in energy trading activities o take advaniage of
expecied future favorabie price movements,

Derivative instruments, when required to be marked to market under FAS 133, as amended, are recorded on FPL Group's and =

EPL's consolidaied balance sheets as either an asset or liability measured at fair velue. At FPL, substantiaily all changes in -

fair vaiue are deferred as a regulasory asset or liabifity until the contracts are setiled. Upon settiement, any gains or losses are
passed through the fuel clause or the capacity clause. For FPL Group's non-rate regulated operations, predominantly FPL
Energy, essentially all changes in the dervatives' fair value for power purchases and sales and trading activities are
recognized on & net basis in operating revenues; fuel purchases and sales are recognized net in fuel, purchased power and
interchange expense; and- the equity-method investees' related activity is. recognized .in.equity.in earnings of equity method
investees in FPL Group's consolidated statements of income uniess hedge accounting is applied. See Note 4.
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The changes in the fair value of FPL Group's consolidated subsidiaries' energy contract derivative instruments were as foliows:

Hedgas on Owned Assels

FPL Cost FPL
Non- Recovery Group
Trading Qualilving oCI Clauses Total
{mitlions}

Fair value of contracts outstanding at December 31, 2005 3 2 8 (178) & (373) % 757§ 210
Reclassification to realized at settlement of contracts 26 107 58 326 514
Effective portion of changes in fair value recorded in OCH - - 261 . 281
Ineffective portion of changes in fair value recorded in earnings - 31 . " 31
Changes In fair value excluding reclassification to reafized {23) 46 - {2,003} {1,980}
Fair value of contracts outstanding at Decernber 31, 2006 5 8 (56} {921} {964)
Reclassification to reafized at seitlement of coniracts 8) (945) ag BY0 808
Value of contracts purchased/praviously not consolidated - 23 - 23
Effective portion of changes in fair value recorded in 0OClI - - (92} - {92}
Ineffactive portion of changes in fair value recorded in earnings - 3 - - 3
Changes in fair value excluding reclassification to reatized 5 (77} - {68} 140}
Fair value of contracts ouistanding at December 31, 2007 2 (138} {109) (119} (364}
Net option premium payments {receipts) {27} 22 - - (5}
Net cash coliateral paid 9 13 2 15 39
Total mark-to-market energy contract nel liabilities at

December 31, 2007 3 (16} § (103) § (107) % (104) § (330}

FPL Group's total mark-to-market energy coniract net assets {liabilities) at December 31, 2007 shown gbove are included in the
consolidated balance sheets as follows:

December 31,

2007
(mitiions)
Current derivative assets $ 182
Noncurrent other assets 98
Current derivative Hablities 12804
Noncurrent derivative liabilities (330}
FPL Group's total mark-to-markel energy contract net labffities 3 £330)

The sources of fair value esiimaies and maturity of energy contract derivative instruments at December 31, 2007 were as follows!

Maturity
. 2008 2009 2010 2011 2012 Thereafier Total

Trading: {millions}

Actively quoted {i.e., exchange traded) prices $ 3 % 6 % - 3 z 8 2 13 1 § 26

Prices provided by other external sources {8} 3 - - . - {8)

Modeled 8 (20) {7} - - - {18)

Total 3 1 (&) 2 2 1 2
Owned Asssts — Non-Qualifying.

Aclively quoted (i.e., exchange traded) prices {34} - {283 (32) {26) {28} {145}

Prices provided by other external sources ar 8 - 1 - (52} {8)

Modeied 32 {1) (7} (1) 2) _18) 15

Total 35 5 {35) {32} {28) {83) {138}
Owned Assets — OCL

Actively quoted (i.e., exchange traded) prices (31) {37) (24) (11 - - (103)

Prices provided by other external sources - - - - - . -

Modeled (8) . . - . . {8Y

Total B IR - (37) {243 -4 - R {108}
Owned Asssts — FPL Cost Recovery Clauses:

Actively quoled (i.e., exchange fraded) prices (131} - - - - - (111}

Prices provided by other external sources " - - - - - -

Medeled (3) (5} - - - - {8}

Total {114} (5) - - - - {112}
Total sources of falr value $ (113) $ (38) § (86) § (1) 3 {28) S (82) $ (384}

Market Risk Sensitivify - Financial instruments and positions affacting the financial statements of FPL Group and FPL described
pelow are held orimarily for purposes other than trading. Market risk is measured as the potential loss in fair value resulting from
hypothetical reasonably possible changes in commodity prices, interest rates or equity prices over the next year. Management has
establishad risk management policies to monitor and manage market risks. With respect to commodities, FPL Group's Exposure
Management Committee (EMC), which is comprised of certain members of senior management, is responsible for the overall
approval of market risk management policies and the delegation of approval and authorization ievels. The EMC receives periodic
updates on market posiiions and related exposures, credit exposures and overal risk management activities.

FPL Group and Its subsidiaries are also exposed 10 credit risk through their energy marketing and trading operations. Credit sk is
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the risk that a financial loss will be incurred if & counterparty to & fransaction does not fulfill its financial obligation. FPL Group
marages counterparty credit risk for its subsidiaries with energy marketing and trading operations through established policies,
inciuding counterparty credit limits, and in some cases credit enhancements, such as cash prepayments, letters of credii, cash and
other coliateral and guarantees. Credit risk is also managed through the use of master netting agreements. FPL Group's credit
department monitors current and forward credit exposure to courterparties and their affifiates, both on an individual and an
aggregate basis.

Commodity price risk — FPL Group uses a value-at-risk (VaR} model io measure market risk in its trading and mark-to-market
portiolios. The VaR is the estimated nominal loss of market value based on a one-day holding period at & 85% confidence
level using histarical simulation methodelogy. As of December 31, 2007 and 2008, the VaR figures are as foliows:

Nen-Qualifying Hedges
and Hedges in OC! and

Trading FBL Cost Recovery Clauses ™ Total
FPL FPL FPL FPL FPL FPL
FPL Energy Group FPL Energy Group FPL Enargy Group
{miftions)

Decamber 31, 2008 $ 5 2 $ 2 $ 39 3 57 § 54 $ 89 3 60 8 56
December 31, 2007 $ " $ & S 8 3 54 3 34 $ a7 § 51 5 28 3 39
Average for the pariod ended

December 31, 2007 $ - $ 3 $ 3 3 69 $ 35 5 45 ] 88 % 4 % 46

®  Non-gualifying hedges are employed to reduce the market risk exposure to physical assets or contracts which are not marked to markel, The VaR figures for
the pon-quaiifying hedges and hedges in OCI and FPL cost recovery clauses category do not represent the economic exposure to commadity price movements.

Interest rate risk - EPL Group and FPL are exposed to risk resulting from changes in interest rates as & result of thelr
respective issuances of debt, investments in special use funds and interest rate swaps. FPL Group and FPL manage their
respective Interest rate exposure by monitoring current interest raies, entering info interest rate swaps and adiusting their
variable rate debt in relaticn to total capitailzation.

The following'a{e estimates of the fair vaiue of FPL Group's and FPL's financial instruments:

Decembper 31, 2007 Decernber 31, 2006
Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value
FPL Group: (millions)
Long-term debt, including current maturities $ 12,681 § 12,642 $ 11,236 $ 11,314=
Fixed income securities:
Special use funds $ 2025 § 2.025® $ 1430 8 1,430
Other invesiments $ 111 $ 111 $ g3 8§ g3
Interest rate swaps - net unrealized gain (loss) 3 (28) % (28)% & 6 % g
FPL: iy
Long-term debt, including current maturities $ 5217 & 5,185= $ 4214 $  4,208%
Fixed income securities:
Special use funds $ 1438 § 1436" $ 1235 ¢ 1,238

@ Rased on market prices provided by external sources.
9 Based on quoted market prices for these or simiar issues,
@ Based oh marke! prces modeled internally.” e

The special use funds of FPL Group and FPL consist of restricted funds set aside to cover the cost of storm damags for FPL
and for the decommissioning of FPL Group's and FPL's nuclear power plants. A portion of these funds is invested in fixed
incame debt securities carried at their market vaiue, At FPL, adjustments o market value result in a corresponding adjustment
to the related liability accounts based on current regulatory treatment. The market vaiue adiustments of FPL Group's non-rate
regulated operations resultin a corresponding adiustment to OCI, except for impairments deemed to be other-than-temporary
which are reported in current period earnings. Because the funds set aside by FPL for storm damage could be needed &l any
time, the related investments are generafly more liquid and, thergfore, are less sensitive to changes in interest rates. The
nuclear decommissioning funds, in contrast, are genserally Invested in longer-erm securities, as decommissioning activities are
not scheduled to begin uniil at least 2014 (2032 at FPL).

FPL Group and its subsidisries use & combination of fixed rate and variabte rate debt to manage interest rate
exposure. Interest rate swaps are used o adjust and mitigate interest rate exposure when deemed appropriaie based upon
market conditions or when required by financing agreements. At December 31, 2007, the esfimated fair vaiue for FPL Group
interest rate swaps was &s follows:
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Notional Effective Maturity Rate Rate Estimated

Amount Date Date Patd Received Fair Valug
{millions) {millions)
Cash flow hedges ~ FPL Energy:
$ 164 February 2005 June 2008 4.255% Variable™ 3 -
$ 70 December 2003 December 2017 4.245% Variable® -
& 23 April 2004 Decembear 2017 3.845% Variable® -
$ 207 December 2005 November 2019 4.805% Variabig® (5)
$ 527 January 2007 January 2022 5.380% Variable® {23)
Total cash flow hedges $ _(28)

&) Threg-month LIBOR
o) Bix-month LIBOR

Based upon a hypothetical 10% decrease in interest rates, which is a reasonable near-term market change, the net fair value
of EPL Group's net liabilities wouid increase by approximately $622 million ($240 million for FPL} at December 31, 2007,

Equity price risk — Included in the nuclear decommissioning reserve funds of FPL Group are marketable eguity securities
carried at their market value of approximately $1,456 miliion and $1,395 million ($1,063 million and §1,029 milion for FPL) at
December 31, 2007 and 2008, respectively. A hypothetical 10% decrease in the prices quoted by stock exchanges, which is a
reasonable near-term market change, wouid resuit in a $146 miltion ($106 million for FPL) reduction in fair value and
corresponding adjustments to the reiated liability accounts based on current regulatory treatment for FPL, or adiustments {0
OC! for FPL Group's non-rate regulated operations, at December 31, 2007

Credit risk — For all derivative and contractual transactions, FPL Group's energy marketing and trading operations, which
inciudes EPL's anergy masketing and trading division, are exposed to fogses in the event of nonperformance by counterparties
to these transactions. Relevant considerations when assessing FPL Group's energy marketing and trading operations’ credit
risk exposure include:

s Operations are primarily concenirated in the gnergy industry.

o Trade receivables and other financial instruments are predominatety with energy, utility and financial services related
companies, as well as municipalities, cooperatives and other trading companies in the United States.

e Overal credit risk is managed through established credit policies.

¢ Prospective and existing customers are reviewed for creditworthiness based upon established standards, with customers
not mesting minimum standards providing various credit enhancements or secured payment terms, such as letters of
credit or the posting of margin cash coltateral.

« The use of master netting agreements to offset cash and non-cash gains and losses arising from derivative instruments
with the same counterparty. FPL Group's policy I8 to have master netting agresments in piace with significant
counterparties. )

Based on FPL Group's policies and risk exposures related to credit, FPL Group and FPL do not anticipate a material adverse

sffect on their financial positions as a result of counterparty nonpetformance. As of December 31, 2007, approximately 8% of

FPL Group's and 100% of FPL's energy marketing and trading counterparty credit risk exposure is associated with companies

that have investment grade credit ratings.

item 7A. Quantitative and Qu.élitaﬁve Di.scidst.ir'es About Nla'rke"t Risk

See Management's Discussion — Energy Marketing and Tradiﬁg and Market Risk Sensitivity — Market Risk Sensitivity.
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ltem 8. Financial Staterments and Supplementary Data
MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

FPL Group, Inc.'s (FPL Group) and Florida Power & Light Company's {(FPL) management are responsible for establishing and
mainiaining adequate intemal control over financial reperting as defined in Rules 13a-15(f) and 15d-15(f) under the Securities
Exchange Act of 1934. The consolidated financial statements, which in part are based on informed judgments and estimates
made by management, have been prepared in conformity with generally accepted accounting principles applied on a
consistent basis.

To aid in carrying out ihis responsibility, we, along with all other members of management, maintain a system of internal
accounting control which is established after weighing the cost of such controls against the benefiis derived. in the opinion of
managsment, the overall system of internal accounting control provides reasonable assurance that the assets of FPL Group
and FPL and their subsidiaries are safeguarded and that transactions are executed in accordance with management's
authorization and are properly recorded for the preparation of financial statermants. In addition, management believes the
overall system of internal accounting control provides reasonable assurance that material errors or irreguiarities would be
prevenied or detected on a fimely basis by employees in the normal course of their duties. Any system of internal accounting
control, no matter how well designed, has inherent limitations, including the possipility that controls can be cirgumvented or
overridden and misstatements due to error or fraud may occur and not be detected. Alse, because of changes in coenditions,
internal contral effectiveness may vary over fime. Accerdingly, even an effective system of internal control wilt provide only

reasonable assurance with respect to financial statement preparation and reporting.

The system of internal accounting control is supported by written policies and guidetines, the selection and training of gualified
employees, an organizational struciure that provides an appropriate division of responsibility and a program of internai
auditing. FPL Group's written policies include a Code of Business Conduci & Ethics that staies management's policy on
confiict of interest and ethical conduct. Compliance with the Code of Business Conduct & Ethics is confirmed annually by key
personnel,

The Board of Dirsctors pursues its oversight responsibility for financial reporting and accounting through its Audit
Commitee, This Committee, which is comprised entirely of oulside directors, meets regularly with management, the internal
auditors and the independent auditors to make inguiries as to the manner in which the responsibilities of each are being
discharged. The independent auditors and the internal audit staff have free access to the Committes without management’s
presence to discuss auditing, internal accounting control and financial reporiing matiers.

In accordance with the U.S, Securities and Exchange Commission's published guidance, we have excluded from our current
assessment the internal coniral over financial reporting for Point Beach Nuclear Power Plant which was acquired on
September 28, 2007 and whose financial statements reflect total assels and revenues consisting of approximately four percent
and less than one percent, respectively, of FPL Group's consolidated total assets and operating revenues as of and for the
year ended December 31, 2007..FPL Group will include Point Beach Nuclear Power Plant in its assessment as of December
31, 2008.

Management assessed the effectiveness of FPL Group's and FPL's internal contro! over financial reperting as of December 31,
2007, using the criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission in the Internal
Contro! — Integrated Framework. Based on this assessments management believes that FPL Group's and FPL's internal
contro! over financial reporting was effective as of December 31, 2007,

FPL Group's and FPL's independent registered public accounting firm, Deloitte & Touche LLP, s engaged to express an
opinion on FPL Group's and FPL's consolidated financial statements and an opinion on FPL Group's and FPL's internal control
over financial reporiing. Thedr reports are based en procedures believed by them to provide a reasonable basis to support
such opinions, These reports appear on the following-pages. . P

L.EWIS HAY, Ill MORAY P. DEWHURST
Lewis Hay, il Moray P. Dewhurst

Chairman and Chief Executive Officer of FPL Group Vice President and Chief

and Chairman and Chigf Executive Officer of FPL Financlal Officer of FPL Group

and Senior Vice President
and Chief_ Financial Officer of FPL

K. MiICHAEL DAVIS

K, Michae! Davis -

Controtler and Chief Accounting Officer

of FPL Group and Vice President,

Accounting and Chief Accounting Officer of FPL
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Sharehoiders
FPL Group, Inc. and Florida Power & Light Company:

We have audited the internat contral over financial reporting of FPL Greup, Inc. and subsidiaries {FPL Group) and Florida
Power & Light Company and subsidiaries (FPL) as of December 31, 2007, based on criteria established in Infernal Contref —
Integrated Framewcrk issued by the Commitiee of Sponsoring Organizations of the Treadway Commission. As described in
Management's Report on Internal Contrel Over Financial Reporting, managemeant excluded from its assessment the internal
control aver financial reperting at Point Beach Nuclear Power Plant (Point Beach), which was acquired on September 28, 2007
and whose financial statements refiect total assets and revenues consisting of approximately four percent and less than cne
percent, respectively, of FPL Group's consolidated iotal assets and operating revenues as of and for the year ended December
31, 2007. Accordingly, our audit did not include the internal controt over financial reporting at Point Beach, FPL Group's and
FPL's management are responsible for maintaining effective internal control over financial reporting and for their assessment
of the effectiveness of internal controf over financial reporting, included in the accompanying Management's Report on Interna
Control Over Financial Reporting. Qur responsibility is to express an opinion on FPL Group's and FPL's internal control over
financial reporting based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board {United
States). Those standards require that we plan and perform the audit to obtain reascnable assurance about whether effective
internal controi over financial reporting was maintained in all material respecis. Cur audits inciuded obliaining an
understanding of internal control over financia! reporting, assessing the risk that & material weakness exists, testing and
evaluating the design and operating effectivenass of intemal control based on the assessed risk, and performing such other
procedures &s we considered necessary in the circumstances. We believe that our audits provide a reasonable basis for our
opinions.

A company's iniernat control over financial reporting is a process designed by, or under the supervision of, the company's
principal executive and principal financial officers, or persons performing simitar functions, and effected by the company's
woard of directors, management, and other personnel to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for externai purposes in accordance with generally accepted accounting
principles. A company's internal control over financial reporting inciudes those policles and procedures that {1} pertain {o the
maintenance of records that, in reasonable detait, accurately and fairly refiect the transactions and dispositions of the assets of
the company; {2) provide reasonabie assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principies, and that receipts and expenditures of the company
are being made only in accordance with authorizations of management and directors of the company; and {3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company's assets that could have a materiai effect on the financial statements.

Secause of the inherent kmitaticns of internal control over financial reporting, including the possibility of collusion or improper
management override of controls, material misstatements due to error or fraud may not be prevented or detected on a timely
basie. Also, projections of any evaluation of the internal control cver financial reporting to future pericds are subject to the risk
that the controls may become inadequate because of changes in conditions, or that the degree of compliance with the poiicies
or procedures may deteriorate, '

In our opinion, FPL Group and FPL maintained, in all material respects, effective internai control over financial reporting as of
December 31, 2007, based on the criteria established in Infernal Control — Integrated Framework issued by the Committee of
Sponsering Organizations of the Treadway Commission. ‘

We have also aadited. in accordance with the standards of the Public Company Accounting Oversight Board (United States),

the consolidated financia statements as of and for the year ended December 31, 2067 of FPL Group and FPL and cur report
dated February 27, 2008 expressed an unqualified opinion on those financial statements.

DELOITTE & TOUCHE LLP
Certified Public Accountants

Miami, Florida
February 27, 2008
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders
FPL Group, Inc. and Florida Power & Light Company:

We have audited the accompanying consolidated balance shests of EPL Group, Inc. and subsidiaries (FPL. Group) and the
separate consoiidated batance sheets of Florida Power & Light Company and subsidiaries (FPL) as of December 31, 2007 and
2008, and the related consolidated statements of income, of FPL Group’s common shareholders’ equity, of FPL's common
sharenolder's equity and of cash flows for each of the three years in the pericd ended December 31, 2007, These financial
statements are the responsibility of the respective company's management. Our respansibility is to express an opinicn on
these financial statements based on our audits.

We conducted our audits in accardance with the standards of the Public Gompany Actounting Oversight Board {United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
fnancial statements are free of material misstaternent. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assesging the accounting principles used and
significant estimates made by management, as weli as evaluating the overall financial statement presentation. We believe that
our audits provide a reasonabie basis for our opinion.

in our opinion, such consciidated financial statements present fairly, in all material respects, the financial position of FPL
Group and of FPL at December 31, 2007 and 2006, and the respective resuits of their operations and their cash flows for each
of the three years in the perlod ended December 31, 2007, in conformity with accounting principles generally accepted in the
United States of America.

We have also audited, in accordance with the standards of the Public Company Accounting Oversighit Board {United States),
FPL Group's and FPL's internal controf over financial reporting as of Decemberi 31, 2007, based on the criteria established in
internal Control — Integrated Framework issued by the Commitiee of Sponsoring Organizations of the Treadway Commission

and our report dated February 27, 2008 expressed an unqualified opinion on FPL Group's and FPL's internal control over
financial reporting.

DELOITTE & TOUCHE LLP
Certifled Public Accountants

Miami, Florida
February 27, 2008
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FPL GROUP, INC.
CONSOLIDATED STATEMENTS OF INCOME
{millions, except per share amounts)

Years Ended December 31,

2007 2006 2005
OPERATING REVENUES $15263 $15710  $11.846
OPERATING EXPENSES
Fuel, purchased power and interchange 8,192 8,943 6,171
Oiher operations and maintenance 2,314 2,022 1,814
Impairment charges 4 105 -
Disallowed storm costs - 52 -
Storm cost amortization 74 151 185
Merger-related - 23 -
Depreciation and amortization 1,281 1,185 1,285
Taxes other than income faxes 1,135 1,132 931
Total operaling expenses 12,880 13,613 10,3586
OPERATING INCOME 2,283 2,087 1,490
OTHER INCOME {DEDUCTIONS)
interest charges (762) {706) (593)
Equity in eamnings of equity method investees 68 181 124
Gains on disposal of assels 2 28 52
Allowance for equity funds used during construction 23 21 28
interest income 89 62 69
Other — net {23) {B) 13
Total ofher deductions — net {603) {419) {307)
INCOME BEFORE INCOME TAXES 1,680 1,678 1,183
INCOME TAXES ' 368 397 282
NET INCOME $ 1312 § 1,28% 5 a0
Earnings per share of common stock:
Basic $ 330 § 326 § 237
Assuming ditution $ 327 § 323 % 234
Dividends per share of common stock $ 164 % 150 $ 142
Weighted-average number of common shares cutstanding:
Baslic 397.7 3835 380.1
Assuming dilution 400.6 398.5 3857

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.
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FPL GROUP, INC.
CONSOLIDATED BALANCE SHEETS
{millions)

PROPERTY, PLANT AND EQUIPMENT
Electric ulility plant in service and other property
Nuclear fuet
Consiriction work in progress
Less accumulated depreciation and amaortization
Total property, plant and equipment - nat

CURRENT ASSETS
Cash and cash equivaients
Customer receivables, net of aflowances of 524 and §32, respectively
Other receivables, net of allowances of $8 and §8, respectively
Malerials, supplies and fossi fuel inventory ~ at average cost
Roegulatory assets:
Deferred clause and franchise expenses
Securitized storm-recovery cosis/storm reserve deficiency
Derivatives
Other
Derivatives
Other
Yotal current asseis

OTHER ASSETS

Special use funds

Prepaid benelit costs

Other investments

Reguiatory assets:
Securilized storm-recovery costsistorm reserve deficiency
Defarred clause expenses
Unamertized loss on reacquired debl
Other

Other
Total other assels

CAPITALIZATION
Common shareholders' equily
Long-term debt
Total capitalization

CURRENT LIABILITIES

Commercial paper

Current maturities of long-ierm debt

Accounts payable

Customer deposits

- Accrued interest and taxes

Regulatory liabfitles:
Deferred clause and franchise revenies
Pension

Derivatives

Othar
Total current fiabilities

OTHER LIABILITIES AND DEFERRED CREDITS

Asset retirement obligations
Accumulated deferred income taxes
Regulatory liabiities: ~

Accrued asset removal costs

Assat retirement obligation regulatory expense difference

Pension

Other
Derivatives
Cther

Total other labilities and deferred credits

COMMITMENTS AND CONTINGENCIES

TOTAL CAPITALIZATION AND LIABILITIES

The sccompanying Notes to Consolidated Financial Statements are an integral part of these stalemnents,
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December 31,

2007 2006
$ 3823 § 34,07t
1,096 688
1,713 1,343
{12,388) (11,653
26,652 74,408
280 620
1,498 1,279
225 377
857 788
103 167
59 108

117 924
2 3
182 358
448 44
3779 3,830
3,488 2,824
1,611 1,608
391 533
758 782
121 .
36 38
95 80
900 647
7 692 6,493
$ 40123 $ 35,822
§ 10,736 $ 9830
11,280 9,591
22,015 18 521
1,047 1,087
1,401 1,645
1,204 1,080
539 510
351 302
18 37
24 17
289 995
915 663
5758 5,326
2,157 1,820
3,824 3,432
2,098 2,044
921 868
596 539
236 208
351 105
2,070 966
12,350 0475
$ 40,123 $ 35822




FPL GROUP, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

{millions)

CASH FLOWS FROM OPERATING ACTIVITIES
Net income
Adjustments o reconcile net income to net cash provided by (used in) operating activities:
Depreciation and amertization
Nuctear fuef amortization
Impairmeni charges
Recaverable storm-related costs of FPL.
Amortization of storm reserve deficiency
Unrealized (gains) losses on marked to market energy contracts
Deferrad income 1axes
Cost recovery clauses and franchise fees
Change in prepaid option premiums
Equity in eamings of eguity method investees
Distributions of earnings from equity method investees
Changes in operating assets and liabilities:
Customer receivables
Other receivables
Material, supplies and fossil fusl inventory
Cther current assets
Other assets
Aceounts payable
Customer deposits
Margin cash collateral
Income taxes
interest and other laxes
Other current liabifities
Other liabilities
Other — netl
Net cash provided by operating activilies

CASH FLOWS FROM INVESTING ACTIVITIES
Capital expendiures of FPL
Independent power invesiments
Nugciear fuel purchases
Other capital expanditures
Sale of independent power investmenis
Loan repayments and capital distzibutions from equity method investees
Proceeds from sale of securities in special use funds
Purchases of securities in special use funds
Proceeds from sale of other securities
Purchasses of other securities
Funding of secured joan
Repayment of secured loan
Proceeds from termination and sale of leveraged leases
Cther — net
Net cash used in invesling activities

CASH FLOWS FROM FINANGING ACTIVITIES

Issuances of lnng-term debt
Retirements of long-term debt and FPL preferred stock
Proceeds from purchased Corporate Units
Payments {o terminate Corporate Units
Nat change in shorl-lerm debt
issuances of common stock
Dividends-on comon siock
Funds held for storm-recovery bond payments
Other -~ net

Net cash provided by financing activilies

Net increase {decrease) in cash and cash equivalents
tash and cash equivalents al beginning of year
Cash and cash equivalents at end of year

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION
Cash paid for interest {net of amount capilalizad)
Cash paid for income laxes - net

SUPPLEMENTAL SCHEDULE OF NONCASH INVESTING AND FINANCING ACTIVITIES
issuance of comman stock and conversion of options and warrants in connection with
the acquisition of Gexa Corp,
Assumption of debt in connection with the purchase of independent power project

Tre accompanying Notes to Consolidated Financial Statements are an integral part of these slalements.
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Years Ended December 31,

2007 7006 2005
$ 1312 5 1,281 $ 901
1,261 1,143 1,242
144 127 89

4 105 -
(3) (3643 659)

74 151 155
134 {(173) 191
402 393 343
{75) 940 (825)
159 {66) (57
{68) (181} (124)
175 104 86
{216} 215) {225}
(14} 82 64)
{14) (203) (173)
14) 8 (©)
(160} (142} (47)
63 {202} 346
29 75 32
86 (546) 387
{75} {48; {51}
49 49 29
113 50 (95)
(523 3z {53}
219 115 118
3,502 3,408 1547
{1,826} {1,763} (16163
(2,852} {1.701) {#15)
(316} {212) {102}
(3%} {833 {13}
700 20 59
1 - 199
2,211 3,135 2,837
{2,440} (3.217) (2,958)
138 96 400
(156) (109} (112)
- - (43)

. - 218

. - 58

(23) 7 11
{4,678) (3,807} {2,155 )
3,199 3,408 1,391
{3,866 {1,665) {1,220)
- 210 -

. {258} .
(80) (82} 587
46 333 639
(654} (593) {5443
{42} - -
52 28 {10)
555 1,399 523
{330} 90 305
620 530 225
g 280 § 620 § 530
§ 686 $ 648 $ 542
$ 45 $ 30 $ 8
% - $ - 3 74
$ 55 5 . 3 -



FPL GROUP, INC.
CONSOLIDATED STATEMENTS OF COMMON SHAREHOLDERS' EQUITY ®

(miflions)
Accumulated
Common Stock Additional Unearned Other Common
Aggregate Paid-In ESOP Comprehensive Retained Shareholders'
Shares Par Valus Capital Compensation income (Loss) el Earnings Equity
Balances, December 31, 2004 RYEA $ 4 $ 3568 $ (154} § (46) $ 4,211
Net income - - - - 801
Issuances of common stock, net of
issuance cost of less than $1 20 - 845 -
Exercise of stock options and other
incentive plan activity 3 89 - - -
Dividends on common stock - - - - - {344}
Earned compensation under ESOP - - 18 14 - -
Cther comprehensive loss - - “ - {147 .
Other - - 1 - - -
Batances, December 31, 2005 385 4 4,322 {140} (183) 4,568 § 8,561
R
Net income - - - - - 1,281
Issuances of common stock, net of
issuance cost of less than $1 9 - 307 - -
Exercise of stock options and other
ingentive plan activity i - 64 - - -
Dividends on common stock - - - - - {593}
Earned compensation under ESOP - 21 15 - -
Termination of Corporate Units,
net of tax benefit of $16 - {33} - - -
Other comprehensive income - - - - 210 -
implementation of FAS 158 - " - - 98 -
Other - " {1) - - -
Balances, December 31, 2006 405 4 4,880 (125} 118 5,256 $ 9,930
o—
Met income - - - - - 1,312
tssuances of common stock, net of
issuance cost of less than $1 1 - a3 - - -
Exercise of stock options and other
ingentive plan aclivity 1 59 " -
[Fvigends on common $10ck - - - - - {864
Earned compensation under ESOP - - 27 1" - -
Other comprehensive ioss - - - - {44y -
Defined benefit pension and
other benefits plans - - - 45 -
Implementation of FIN 48 - i {18} - - 31
Balances, December 31, 2007 407 54 $ 4784 $ (114} $ 116 § 5,045 $140,735

@ Information pertaining to shares, aggregate par value and additional paid-in capital have been restaied to refisct the two-for-one stock spiit effective March 15,

2005. See MNote 12 — Eamings Per Share.

) $0.01 par value, authorized — 800,000,000 shares; outstanding shares 407,344,972, 405,404,438 and 394,854,416 at December 31, 2007, 2008 and 2005,

respectively.

t)  Comprehensive income, which includes net income and other comprehensive income (foss), totaled approximately $1,313 milion, $1,491 million and $754

million for 2007, 2006 and 2005, respectively.
©  Ouistanding and unaliocated shares held by the Employee Stock Ownership {ESOP)

December 31, 2007, 2006 and 2005, respactively.

Pian Trust lotaled approximately 8 mitlion, 9 milkon and %0 mitlion at

The accompanying Notes to Consciidated Financial Statemants are an integral part of these stalaments,
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FLORIDA POWER & LIGHT COMPANY
CONSOLIDATED STATEMENTS OF INCOME

OPERATING REVENUES

OPERATING EXPENSES
Fuel, purchased power and interchange
Other operations and maintenance
Disaliowed siorm costs
Storm cost amortization
Depreciation and amortization
Taxes cther than income iaxes
Total operating expenses

OPERATING INCOME

OTHER INCOME (DEDUCTIONS)
Interest charges
Allowance for equity funds used during construction
Interest Income
Cther — net
Total other deductions — net

INCOME BEFORE INCOME TAXES
INCOME TAXES

The accompanying Notes fo Coensolidated Financiai Statements are an integrai part of ihese statements.

{millions)
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Years Ended December 31,

2007 2006 2005
$11622 $11988 §9528
6.726 7116 4910
1,454 1,374 1,307
- 52 -
74 151 155
773 787 951
1,032 1,045 858
1,058  10.605 8,181
1,563 1463 1,347

(304) (278)  (224)
23 21 28
17 30 14

(12) (103 9

(275) 237) __ (181)
1,287 1,226 1,156
451 424 408
$ 836 802 § 748




FLORIDA POWER & LIGHT COMPANY
CONSOLIDATED BALANCE SHEETS

{millions)
December 31,
2507 2008
FLECTRIC UTILITY PLANT
Piant in service $ 25585 § 24,180
Nuclear fuel 565 423
Construction work in progress 1,101 1,113
| ess accumulated depreciation and amertization (10,681) (9,848)
Electric utitity plant — net 17,170 15,838
CURRENT ASSETS
Cash and cash eqguivaients 43 B4
Customer receivables, net of allowances of $13 and $15, respectively 807 872
Other receivables, net of allowances of §1 and $1, respectively 178 221
Materials, supplies and fossil fuel inventory ~ at average cost 583 568
Regulatory assets:
Deferred ciause and franchise expenses 103 167
Securitized stormerecovery costs/storm reserve deficiency 58 106
Derivatives 117 921
Derivalives 83 4
Other 260 99
Total current assets 2,253 3,012
OTHER ASSETS
Special use funds 2,488 2,264
Prepaid benefit costs 907 857
Regulatory assets:
Securitized storm-recovery cosis/storm reserve deficiency 756 762
Deferred clause expenses 121 -
Unamortized loss on reacquired debt 36 39
Other 72 a7
Other 230 161
Total other assets 4,621 4,120
TOTAL ASSETS 5 24,044 § 22,970
CAPITALIZATION
Common shareholder's equity $ 7.275 $ 7,539
Long-term debt 4,976 4,214
Tetal capitalization 12,251 11,753
CURRENT LIABILITIES
Commercial paper 842 830
Current maturities of long-term debt 241 -
Accounis payable 708 735
Customer deposits 531 500
Accrued interest and taxes 225 281
Reguiatory fiabilities ~ deferred clause and franchise revenues 18 37
Derivatives 182 GT7
Other - 531 423
Total current liabilities 3,276 3,283
OTHER LIABILITIES AND DEFERRED CREDITS
Asset retirement obligations 1,653 1,572
Accumuiated deferred income taxes 2,718 2581
Reguiatory liabilities:
Accruad asset removal cosis 2,098 2,044
Asset retirement obligation reguiatory expense differance g21 868
Cther 235 209
Other 894 580
Totat other lisbitities and deferred credits 8,517 7,934
COMMITMENTS AND CONTINGENCIES
TOTAL CAPITALIZATION AND LIABILITIES $ 24,044 $ 22970

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.
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FLORIDA POWER & LIGHT COMPANY
CONSOLIDATED STATEMENTS OF CASH FLOWS

(miliions)
Years Ended December 31,
2007 2006 20056
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 836 & 802 % 748
Adjustments 1o reconcile net income to net cash provided by {used in) operating activities:
Depreclation and amortization 773 745 S0¢
Nugiear fuel amortization 83 89 T2
Recoverable storm-related costs {3} (364) (659)
Amortization of storm reserve deficiency 74 151 155
Deferred income taxes 348 27 531
Cost recovery clauses and franchise fees (75) 940 {828)
Change in prepaid option premiums 142 (73) (433
Changes In operating assets and fiabilities:
Cusiomer receivables 65 (219} {68)
Cther receivabies (32) 40 {26}
Materiai, supplies ang foss!l fuel inventory (25} (110) {133}
Other current assels (12} g (9)
Other assals {50} (823 {43)
Accounts payabie (80) {124} 221
Customer deposits 31 T 35
Margin cash coilateral 75 (485} 382
income taxes (138) 157 {7t}
Interest and other taxes 26 24 17
Other current fiabilities 41 16 (44}
Other liabiilies (2) 10 a1
Other — net 88 39 58
Net cash provided by operating activities 2,163 1,668 1,238
CASH FLOWS FROM INVESTING ACTIVITIES
Capitai expenditures (1,828) {1,763) {1,816}
Nuclear fuel purchases {181} (105) (95)
Proceeds from sale of securities in special use funds 1,878 2,873 2,767
Purchases of securities in special use funds {2,186} {2,738} (2,870)
Other - net 1 - (2}
Net cash used in investing activities (2,214} (1,833) {1,816)
CASH FLOWS FROM FINANCING ACTIVITIES
Issuances of iong-term debt 1,230 937 588
Retirements of long-term debt (250} {135) (500)
Retirements of preferred stock : - - (25)
Net change in short-term debt 212 (529} 667
Dividends (1,100} - {161}
Funds held for storme-recovery bond payments (42} - -
Net cash provided by financing activilies 50 273 569
Net increase {decrease}in cash and cash equivalents ] o 8 ()
Cash and cash squivalents at beginning of year 64 56 65
Cash and cash equivatents at end of year 3 83 3 84 3 58

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION
Cash paid for interest (net of amount capitalized)
Cash paid (received) for income axes — net

267 % 257 8 217
246§ 339§ (46)

©9

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.
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FLORIDA POWER & LIGHT COMPANY
CONSOLIDATED STATEMENTS OF COMMON SHAREHOLDER'S EQUITY

{millions)
Common
Common Additional Retained Sharehelder's
Stock ™ Paid-In Capital Eamings Equity
Balances, December 31, 2004 $ 1,373 $ 4,318 $ 459
Net income - - : 748
Dividends to FPL Group - L {161}
Balances, December 31, 2005 1,373 4318 1,046 $ 6,737
Net income - - 802
Balances, December 31, 2006 1,373 4,318 1,848 $ 7539
Net income - - 836
Dividends to FPL Group - - {1,100)
Balances, December 31, 2007 $ 1,373 $ 4,318 % 1,584 $ 7.275

(=) FPL's comprehensive income is the same as reported net income.
Common stock, no par value, 1,000 shares authorized, issued and outstanding.

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.
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FPL GROUP, INC. AND FLORIDA POWER & LIGHT COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

1. Summary of Significant Accounting and Reporting Policies

Basis of Presentation — FPL Group, Inc.'s (FPL Group) operations are conducted primarily through its wholly-owned subsidiary
Elorida Power & Light Company {FPL) and its wholly-owned indirect subsidiary FPL Energy, LLC (FPL Energy). FPL, a rate-
reguiated public utifity, supplies electric service to approximately 4.5 million customer accounts throughout most of the east
and lower west coasts of Florida. FPL Energy invests in independent power projects through both controlled and consoiidated

entities and nan-controliing ownership interests in joint ventures essentially all of which are accounted for under the equity
method.

The consolidated financial statements of FPL Group and FPL include the accounts of their respective majority-owned and
controlied subsidiaries. All significant intercompany balances and iransactions have been eiiminated in consolidation.
Amounts included in the consclidated financial statements and the accompanying notes have been adjusiad to reflect the
retrospective application of a Financial Accounting Standards Beard (FASB) Staff Position (FSP) regarding the accounting for
offsetting amounts related to cerlain contracts. See Note 4. In addition, certain amounts included in prior years' consclidated
financial statements have been reciassified to conform to the current year's presentation. The preparation of financial
staternents requires the use of estimates and assumptions that affect the reported amounts of assets, fiabilities, revenues and
expenses and the disclosure of contingent assets and liabilities. Actual results could differ from those estimates.

Reguiation — FPL Is subject to reguiation by the Florida Public Service Commission (FPSC) and the Federal Energy Regulatory
Commission (FERC). its rates are designed to recover the cost of providing electric service 1o its customers including a
reasonabie rate of refurn on invested capital. As a resuit of this cost-based regulation, FPL follows the accounting practices
set forth in Statement of Financial Accounting Standards No. (FAS) 71, "Accounting for the tifects of Certain Types of
Regulation.” FAS 71 indicates that regulators can create assets and impose liabilities that would not be recorded by non-rate
reguated entities. Regulatory assets and liabilities represent probable future revenues that will be recovered from or refunded
10 customers through the ratemaking process.

Cost recovery clauses, which are designed fo permit full recovery of certain cosis and provide a return on ceriain assets
afiowad 1o be recoverad through the various clauses, include substantially ail fuel, purchased power and interchange
expenses, conservation and certain environmental-relaied expenses, cerain revenue faxes and franchise fees, Revenues
frome cost recovery clauses are recorded when billed: FPL achieves matching of costs and related revenues by deferring the
net underrecovery or overrecovery. Any underrecovered costs or overrecoversd revenues are collected from or retumed to
customers in subseguent periods. Although deferred clause revenues and expenses do not significantly affect net income, the
underrecoveries or overrecoveries can significantly affect FPL Group's and FPL's operating cash flows.

In June 2007, the FPSC denied FPL's need petition for two uitra super critical puiverized coad generating units in Glades
County, Florida. in July 2007, FPL filed a petition with the FPSC requesting authorization to defer, until the next retall base
rate proceeding, approximately $35 miliion of preconstruction costs associated with the coal units, with amoriization over &
five-year period beginning when new base rates are impiemented. These costs are currently reflected in other assets on FPL
Group's and FPL's consclidated balance sheets. FPL management believes the recovery of these costs s
probable. However, any portion of these costs not approved for recovery wouid be expensed. A decislon is expected in Apri
2008,

If FPL were no longer subject o cost-based rate reguiation, the regulatory assets and liabilities would be written off uniess
regulators specify an alternative means .of recovery or.refund. . in addition, the FPSC has the authority to disallow recovery of
costs that it considers excessive or imprudently incurred. The continued appiicability of FAS 71 is assessed at each reporting
period.

Revenues and Rates — FPL's relail and wholesale ulility rate schedules are approved by the FPSC and the FERC,
respectively, FPL records unbilled base reveénues for the estimated amount of energy delivered o cuslomers but not yet
niiled. Unbilled base revenues are included in customer receivables and amounted to approximately $119 miliion and $122
milion at Decembar 31, 2007 and 20086, respectively. FPL's operating revenues also include amounts resulting from cost
recavery clauses (see Regulation), franchise fess, gross receipts taxes and surcharges related to the recovery of storm
restoration costs associated with hurricanes and storm-recovery bonds (see Securitization). Franchise fees and gross receipts
taxes are imposed on FPL; however, the FPSC allows FPL to include in the amounids charged to customers the amount of the
gross receipts tax for all customers and the franchise amount for those customers located in the jurisdiction that imposes the
fee. Accordingly, franchise fees and gross receipls iaxes are reporied gross in operating fevenuss and taxes other than
income taxes on FPL Group's and FPL's consolidated staterments of income and were approximately $755 mitlion, $773 million
and $604 million in 2007, 2006 and 2005, respectively. FPL also coliects municipal utiity taxes which are reporied gross in
cuslomer receivables and accounts payable on FPL Group's and FPL's consolidated balance shests.
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FPL GROUP, INC. AND FLORIDA POWER & LIGHT COMPANY
NOTES TO CONSOLIDATED FiINANCIAL STATEMENTS (Continued)

in 2005, the FPSC approved a stipuiation and settlement agreement regarding FPL's retail base raies {2005 rate agreement),
signed by FPL and all of the interveners in its 2005 base rate proceeding, FPL expects the 2005 rate agreement to be in effect
through December 31, 2009; thereafier, it shall remain in effect until terminated on the date new retail base rates become
effective pursuant to an FPSC order. The 2006 rate agreement repiaced a rate agreement that was effective April 15, 2002
through December 31, 2005 (2002 rate agreement).

The 2005 rate agreement provides that retail base rates will not increase curing the term of the agreement except to allow
recovery of the revenue requirements of any power nlant approved pursuant to the Florida Power Plant Siting Act (Siting Act)
that achieves commercial operation during the term of the 2005 rate agreement. Retall base rates increased approximately
$86 million in 2007 when a 1,144 megawatt (mw) natural gas-fired plant at FPL's Turkey Point site {Turkey Point Unit No. B)
was placed in service on May 1, 2007, The 2005 rate agreement also continues the revenue sharing mechanism in FPL's
2002 rate agreement, whereby revenues from retail base operations in excess of certain thresholds wilt be shared with
customers on the basis of two-thirds refunded to customers and cne-third retained by FPL. Revenues from retail base
operations in excess of a secend, higher threshold (cap) will be refunded 100% to customers. The revenue sharing threshold
and cap are established by increasing the prior year's threshoid and cap by the sum of the following: (i) the average annual
growth rate in retail kilowatt-nour {kwh) sales for the ten-year period ending December 31 of the preceding year multipiied by
the prior year's retail base rate revenue sharing threshold and cap and (i} the amount of any incremental base rate increases
for power plants approved pursuant to the Siting Act that achieve commercial operation during the term of the 2005 rate
agreement. The revenue sharing threshold and cap for 2008 are estimaied to be 34349 miflion and 34,524 milion,
respectively.

Under both the 2005 and 2002 rate agreements, the accrual for the refund associated with the revenue sharing mechanism is
raquired to be computed monthly for each twelve-month period of the rate agreement. Atthe beginning of each twelve-month
period, planned revenues are reviewed to determine if it is probable that the thresholds wili be exceeded. if so, an accrual is
recorded each monih for a pertion of the anticipated refund based on the relative percentage of year-to-date planned revenues
1o the total estimated revenues for the twelve-month pericd, plus accrued interest. in addition, if in any month actual revenues
are above of below planned revenues, the accrual is increased or decreased as necessary to recognize the effect of this
variance on the expected refund amount. Under both the 2005 and 2002 rate agreements, the annual refund (including
interest) is required to be paid to customers as a credit to their February elsctric bill. For the years ended December 31, 2007,

2006 and 2005, there were no refunds due to customers.

Under the terms of the 2005 rate agreement: (i) FPL's electric property depreciation rates are based upon the comprehensive
depreciation studies it filed with the FPSC in March 2005; however, FPL may reduce depreciation by up 1o $125 miilion
annually which was alsc permitied under the 2002 rate agreement, (i} FPL suspended contributions of approximately $79
mifion per year to its nuclear decommissicning fund beginning in September 2005, {iily ¥PL suspended contributions of 520.3
mitlion per year to its storm and property insurance reserve beginning in January 2006 and has the abiiity {o recover prudently
incurred storm restoration costs, sither through securitization provisions pursuant to the Florida Statutes or through
surcharges, and {iv) FPL will be allowed to recover through a cost recovery clause prudently incurred incremental costs
associated with complying with an FPSC or FERC order regarding a regionat transmission organization.

FPL does not have an authorized regulatory return on common equity {ROE) under the 2005 rate agreement for the purpose of
addressing earmings levels. For ali other regulaiory purposes, FPL has an ROE of 11.75%. Under the 2005 rate agreement,
the revenue sharing mechanism described above is the appropriate and exclusive mechanism o address eamings
sevels. Mowever, if FPL's regulatory ROE, as reported to the EPSC in FPL's monthly earmings surveillance report, falls below

10% during the term of the 2005 rate agreemeant, FPL may petition the FPSC to amend its base rates.

FPL Energy's revenue is recorded as electricity is delivered, which is when revenue is garned. FPL Energy's retail energy
husiness records undilled revenues for the estimated amount of energy delivered to customers but not yet billed. Unbilled
revenues are included in customer receivabies and amounted 10 approximately $26 million and $28 million at December 31,
2007 and 2008, respectively.

Elactric Flant, Depreciation and Amortization — The cost of additions to units of utility property of FPL and FPL Energy is added
to electric utiity piant. In accordance with regulatory accounting, the cost of FPL's units of ulllity property retired, less
estimated net salvage value, is charged to accumulated depreciation. Maintenance and repairs of property as well as
replacements and renewals of items determined 1o be less than units of utility property are charged 10 other operations and
maintenance (O&M) expenses. At December 31, 2007, the electric generating, transmission, distribution and genera! facilities
of £PL represented approximately 45%, 12%, 38%, and 5%, respectively, of FPL's gross investment in ejectric utility plant in
service. Substantially ali of FPL's properties are subject io the lien of FPL's mortgage, which secures most debt securities
issued by FPL. A number of FPL Energy's generating faciiities are encumbered by liens against their assets securing various
financings. The net book value of FPL Energy's assets serving as coliateral was approximately $5.3 billion at December 31,
2007,
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Depreciation of FPL's electric property is orimarity provided on a straight-line average remaining life basis. FPL includes in
depreciation expense a provision for fossil piant dismantiement and nuclear piant decommissioning (see Decommissioning of
Muciear Plants, Dismantiement of Plants and Other Accrued Asset Removal Costs). For substantialty &ll of FPL's property,
depreciation studies are performed and filed with the FPSC at least every four years. Pursuant io the 2006 rate agreement,
FPL. implemented new depreciation rates on January 1, 2006 based on depreciation studies filed with the FPSC in March
2005. Under the 2002 and 2005 rate agreements (see Revenues and Rates), FPL reduced depreciation by $125 million
annually since 2002. The weighted annual composite depreciation rate for FPL's electric plant in service, including capitalized
software, but excluding the effects of decommissioning, dismantiemernt and the depreciation adjustments discussed above,
was approximately 3.6%, 3.7% and 4.3% for 2007, 2006 and 2005, respectively. FPL Energy's electric plants in service less
salvage value, if any, are depreciated primarily using the straight-line method over their estimated useful lives. FPL Energy's
effective depreciation rates, excluding decommissioning, were 4.4%, 4.1% and 3.9% for 2007, 2006 and 2605, respectively.

Nuclear Fuel — FPL ieases nuclear fuet for all four of its nuclear units. FPL Group and FPL consolidate the lessor entity in
accordance with FASE Interpretation No. (FIN} 46, "Consolidation of Variabie Interest Entities,” as revised (FIN 46{R}}. See
Note 8 - FPL.

FPi Energy's nuclear units have several contracts for the supply, conversion, enrichment and fabrication of nuciear fuel. See
Note 16 — Contracts. FPL Energy's nuclear fuel costs are charged to fuel expense on a unit of production method.

Construetion Activity — Allowance for funds used during construction (AFUDC) is a non-cash item which represents the allowed
cost of capital, including an ROE, used to finance FPL construction projects. The portion of AFUDC attributabie to borrowed
funds is recorded as a reduction of interest expense and the remainder ie recorded as other income. FPSC rules fmit the
recording of AFUDC to projects that cost in excess of 0.5% of a utilty's plant in service balance and require more than cne
year to complete. FPSC rules allow construction projects below the 0.5% tareshold as a component of rate base. During
2007, 2006 and 2005, AFUDC was capitalized at a rate of 7.42% in each year and amounted o approximately $36 million, $32
mitlion and $41 miliion, respectively. See Note 18 — Commitments.

FPL's construction work in progress includes construction materials, progress paymenis on major equipment contracts, third
party engineering costs and other costs diractly associated with the construction of various projects, Upon completion of the
projects, these costs are transferred to electric utility plant in service. At December 31, 2007 and 2006, FPL recorded
approximaiely $168 miliion and $152 million, respeciively, of construction accruals, which are included in other current liabilities
on FPL Group's and FPL's consolidated balance sheets.

FPL Energy capitaiizes project development costs once it is probabie that such costs will be realized through the uitimate
construction of a power plant. At December 31, 2007 and 2008, FPL Energy's capitalized development costs totaled
approximately $28 million and $22 milion, respectively, which are included in other assets on FPL Group's consolidated
hafance sheets. These costs include emission reduction credits, land rights and other third party costs directly associated with
the development of a new project. Upon commencement of construction, these costs either are transferred to construction
work in progress or ramain in other assets, depending upon the nature of the cost. Capitalized development costs are charged
to Q&M expenses when the deveiopment of a project is no longer protable.

FPL Energy's construction work in progress includes construction materials, prepayments on turbine generators, third party
engineering costs, capialized interest and other costs directly associated with the consiruction and developrment of the
project. Interest capitalized on construction projects amounted to $38 million, $17 million and $8 million during 2007, 2006 and
2005, respectively. FPL Energy's interest charges are based on & deemed capital structure of 50% debt for operating projects
and 100% debt for projects under construction. Upon commencement of plant operation, costs associated with construction
work in progress are transferred to eleciric utility piant in service and other property. Al December 31, 2007 and 2006, FPL
Energy recorded approximately 3106 midion and $38 million, respectively, of construction accruals, which are included in other
eurrent iiabilities on FPL Group's consclidated balance sheets.

Asset Refirement Obligations - FPL Group and FPL sach account for asset refirement obligations and conditicnal asset
retirement obiigations under FAS 143, "Accounting for Asset Retirement Obligations" and FIN 47, "Accounting for Conditional
Asset Retirement Obligations.” See Note 15.

61



FPL GROUP, INC. AND FLORIDA POWER & LIGHT COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Decommissioning of Nuciear Plants, Dismantlernent of Plants and Other Accrued Assef Removal Costs — Following are the
components of FPL. Group's and FPL's decommissioning of nuglear plants, dismantiement of plants and other accrued asset
removal costs:

FPL
interim Rermoval
Nuclear Fossil Costs
Decomimissioning Dismantiement and Other FPL Energy FPRL Group
Decamber 3%, December 31, December 31, December 31, Decembaer 31,
2007 2006 2607 2006 2007 2006 2007 2008 2007 2008
{rniffions)
Asset retirement obligations {ARCG) $ 41624 3 1540 % 24§ 27 % 5 % 5 § 504 § 248 § 2157 § 1820
Less capitalized ARQD asset net of
accumuiated depreciation 54 55 8 5 - - - - 62 80
Accrued asset removal costs ® 201 192 285 281 1,612 1,571 - - 2,088 2,044
Asset retirement obligation regulatory
expense diffarence @l 887 864 34 4 - - - - g21 868
Accrued decommissioning,
dismantiement and other accrued
asset removal costs $ 26580 § 2541™ ¢ 335§ apr™§ 1817 g 157E™ S 504 § 248§ 5,114 5 4672

@ Regulatory Habfity on FPL Group's and FPL's consoiidated balance sheets.
) Represents fotal amount accrued for ratemaking purposes.

£PL - For ratemaking purposes, FPL accrues for the cost of end of life retirement and disposal of its nuclear and fossil plants
over the expected service Jife of each unit based on nuclear decommissioning and fossil dismantlement studies periodically
fied with the FPSC. In addition, FPL accrues for interim removal costs cver the life of the related assets based on
depreciation studies approved by the FPSC. For financiai reporting purposes, FPL recognizes decommissioning and
dismanflement liabilities in accordance with FAS 143 and FIN 47. Any differences between expense recognized under FAS
143 and FIN 47 anc¢ the amount recoverabie through raies are reported as a reguiatory fiabifity in accordance with FAS
71. See Electric Plant, Depraciation and Amortization and Note 15.

Nuclear decommissioning studies are performed at least every five years and are submitted to the FPSC for approval. FPL
filed updated nuclear decommissioning studies with the FPSC in December 2005, The studies filed in December 2005 support
the suspension, effective September 2005, of the §79 million annual decommissioning accrual as provided for in the 2005 rate
agreement. These studies reflect FPL's current plans, under the extended operating licenses, for prompt dismantiement of
Turkey Point Unlts Nos. 3 and 4 following the end of plant operation with decommissioning activities commencing in 2032 and
2033, respectively, and provide for St. Lucie Unit No. 1 to be mothoalled beginning in 2036 with decommissioning activities to
be integrated with the prompt dismantlement of St. Lucie Unit No. 2 at the end of its useful life in 2043, These studies also
assume that FPL will be storing spent fuel on site pending removatl to a LLS. govemment facility. The studies indicate FPL's
porticn of the ultimate costs of decommissioning its four nuclear units, including costs associated with spent fuel storage, to be
approximaiely $10.9 biliion, FPL's portion of the ultimate cost of decommissioning fts four units, expressed in 2007 doliars, is
estimated by the studies t0 aggregate $2.2 billion.

During 2007, with respect to costs associated with nuclear decommissioning, FPL recognized approximately $84 million
related to ARD accretion expense, approximately $2 million reiated to depreciation of ihe capitalized ARO assel and
approximately $86 million to adjust the total accrual to reflect the suspension of the accrual by the FPEC effective September
1, 2005, During 2008, with respect to costs associated with nuclear decommissioning, FPL recoghized spproximately $80
million refated to ARO accretion expense, approximately $2 miliion refated to depreciation of the capitalized AROD asset and
approximately $82 mifion to adjust the total accrual 1o reflect the suspension of the accrual by the FPSC effective Seplember
1, 2005. During 2005, with respect to costs associated with nuclear decommissioning, FPL recognized approximately $112
million reiated to ARD accrefion expense, approximately $7 million related to depreciation of the capitalized ARO asset,
approximately $4 million related to the non-legal obligation included in accrued asset removal costs and approximately §70
million to adiust the total accrual to the $53 milion approved by the FPSC for decommissioning expense (included in
depreciation and amortization expense in FPL Group’s and FPL's consolidated statements of incoms).

Restricted trust funds for the payment of future expenditures to decommission FPL's nuclear units are included in nuctear
decommissioning reserve funds, which are included in special use funds on FPL Group's and FPL's consolidated balance
sheeis. Consistent with reguiatory treatment, marketable securities heid in the decommissioning funds asre classified as
available for saie and are carried at market value with market adjustments, including any other-than-temporatry impairment
losses, resulting in a corresponding adjusiment to the related regulatory Uability accounts. See Note 10. Contributions to the
funds were based on current period decommissioning expense and were suspended beginning September 2005, Additionaliy,
fund earnings, net of taxes, are reinvested in the funds, Earnings are recognized as income and an offseiting expense is
recorded to reflect a corresponding increase in the related regulatory iabllity accounts. As a result, there is no effect on net
income. The tax effects of amounts not yet recognized for tax purposes are included in accumulated deferred income taxes.
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FPL's jatest fossil fuel plant dismantiement studies became effective January 1, 2007 and indicate that FPL's portion of the
ultimate cost to dismantie its fossil units is $707 million. FPL's next fossil fuel piant dismantiement study is required to be filed
with the FPSC concurrently with its nexi depreciation study in March 2009, During 2007, with respect to cosis associated with
fossil dismantiement, FPL recognized approximately $2 miltion related to ARQ accretion expense and depreciation of the
capitalized ARO asset, approximately $14 miflion related to the non-legai obligation included in accrued asset removal costs
and approximately $1 milion credit to adjust the total accrual to the $15 million approved by the FPSC for dismantiement
expense (included in depreciation and amortization expense in FPL Group's and FPL's consolidated statements of
income). During 2008, with respect to costs assaciated with fossil dismantiement, FPL recognized approximately %1 miition
related to ARD accretion expense and depreciation of the capitalized ARC asset, approximately $17 million reiated to the non-
legal obligation included in accrued asset removal costs and approximately $1 million to adjust the total accrual to the 519
million approved by the FPSC for dismantiement expense (included in depreciation and amertization expense in FPL Group's
and FPL's consolidated statements of income). FPL recognized fossil dismanilement expense of approximately $1¢ million in
2005, which is inciuded in depreciation and amortization expense.

FPL Energy ~ FPL Energy records nuciear decommissioning liabilities for Seabrook Station (Seabrock). Duane Armold Energy
Center {Duane Arnold) and Point Beach Nuciear Power Plant (Point Beach) in accordance with FAS 143 and FIN 47. See
Note 15. At December 31, 2007 and 2008, FPL Energy's ARO related to nuclear decommissioning totaled approximately $456
million and $213 million, respectively, and was determined using various intemal and external data. FPL Energy's portion of
the uliimate cost of decommissioning its nuclear plants, inciuding costs associated with spent fuel storage, is approximately
$6.6 billion, or $1.4 billion expressed in 2007 doliars. The liability is being accreted using the interest method through the date
decommissioning activities are expected to be complete.

Seabrook's decommissioning funding pian is based on a comprehensive nuciear decemmissioning study filed with the New
Hampshire Nuclear Decommissicning Financing Committee (NDFC) in 2007 and is effective for four years. Currently, there
are no ongoing decommissioning funding reguirements for Duane Arnold and Point Beach, however, the U.S. Nuclear
Reguiatory Commission {NRC) has the authority to require additional funding in the future. FPL Energy's portion of
Seabrook's, Duang Arold's and Point Beach's restricted trusi funds for the payment of fulure expenditures to decommission
these piants is included in nuclear decommissioning reserve funds, which are included in special use funds on FPL Group's
consolidated balance shests. Marketable securities held in the decommissioning funds are ciassified as available for saie and
are carried at market value with market adjustments resulting in a corresponding adjustment to other comprehensive income
(DCH. All unrealized losses associated with marketable securilies are considered to be other-than-temporary and are
recognized as an expense in other - net in FPL Group’s consolidated statements of income, Fund sarnings are recognized in
income and are reinvested in the funds either on a pretax or afier-tax basis, See Note 10. The tax effects of amounts not yet
recognized for tax purposes are included in accumulated deferred income taxes.

Major Mainfenance Costs - FPL utilizes the accrue-in-advance method for recognizing costs associated with planned major
maintenance, in accordance with reguiatory treatmeni, and records the related accrual as a reguiatory lability. FPL Energy
utilizes the deferrai method to account for certain planned major mainienance costs.

FPL's estimated nuciear maintenance costs for each nuclear unit's next planned outage are accrued over the pericd from the
end of the last outage to the end of the next planned outage. Any difference between the estimated and actual costs is
included in O&M expenses when known, The accrued liabifity for nuclear maintenance costs at December 31, 2007 and 2006
totalad approximately $3¢ million and 347 million, respectively, and Is Included in regulatory liabliities — other. For the years
ended December 31, 2007, 2006 and 2005, FPL recognized approximately $77 milion, $72 milion and §89 midion,
respectively, in nuclear maintenance costs which are included in O8M expenses in FPL Group's and FPL's consolidated
statements of income. '

FPL Energy's major mainienance cosis for its combustion twrbines are capitalized and amortized on a unit of production
method over the period from the end of the last outage to the beginning of the next planned cutage. FPL Energy's major
maintenance costs for its nuclear generaiing units are capitalized and amortized on a straight-line basis over the period from
the end of the last outage o the beginning of the next planned outage, FRPL Energy’s deferred major maintenance cosis net of
accumutated depreciation totaled approximately $47 million and $51 million at December 31, 2007 and 2006, respectively, and
are included in other assets. For the years ended December 31, 2007, 2006 and 2005, FPL Energy recognized approximately
$43 million, $49 milion and $38 million in major maintenance costs which are inciuded in O&M expenses in FPL Group's
consolidated statements of income.

Cash Equivalents - Cash equivalents consist of short-term, highly liquid investments with original maturities of three months or
less.
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Restricted Cash — At December 31, 2007 and 2008, FPL Group had approximately $146 million {358 miflion for FPL) and $67
million (none for FPL), respectively, of restricted cash included in other current assets on FPL Group's and FPL's consolidated
balance sheets, essentially all of which is restricted for margin cash coliateral, escrow and debt service payments, Where
offsetting positions exisi, restricied cash related fo margin cash collaterai is netied against derivative instruments. See Note 4.

Allowance for Doubtful Accounts ~ FPL maintains an accumulated provision fer uncollectibie customer accounts receivable
that is determined by multiplying the previcus five months of revenues by the prior year's bad debt percentage, which
represents the relationship of last year's revenues 10 the actual write-cffs. Additional amounts are inciuded in the provision to
address specific items that are not considerad in the calcutation described above. FPL Energy regularly reviews collectivifity of
its receivables and establishes a provision for losses estimated as a percentage of revenue based on the historical bad debt
write-off trends for its retail energy business and, when necessary, using the spacific identification method for ail other
receivables.

Inventory — FPL vaiues materials, suppiies and fossil fue! inventory using & weighted-average cost method, FPL Energy's
materials, supplies and fossil fusl inventories are carried at the lower of weighted-average cost or market, unless evidence
indicates that the weighted-average cost (even if in excess of market) will be recovered with a normal profit upon sale in the
ordinary course of business.

Energy Trading - FPL Group provides full enetgy and capacity reguirements services primarily to distribution utilities, which
inciude lcad-following services and varicus ancillary services, in certain markets and engages in energy trading activites to
optimize the value of electricity and fuel contracts and generating facilities, as well as to take advaniage of expected favorable
commaodity price movements. Trading contracts that meet the definition of a Gerivative are accounted for at market value and
realized gains and |osses from alf trading contracts, including those where physical delivery is required, are recorded net for all
periods presented, See Note 4,

Fair Value Meastrements - In September 2008, the FASB issued FAS 157, "Fair Vaiue Measuremenis,” which clarifies how 1o
measure fair vaiue and reguires expanded fair value measurement disclosures. The standard emphasizes that fair value is a
market-based measurement, not an entity-specific measurement, and sets cut a falr value hierarchy, intended o disclose
information about the relative reliablily of fair valus measursments with the highest priority being quoted prices in active
markets for identicai assets or liabilities. FAS 157 is effective January 1, 2008 for financial assets and liabilities, and for any
other fair value measurements made on a recurring basis. For all other fair value measurements, FAS 157 wili be effective
January 1, 2008, While the implementation of the first phase of FAS 157 is not complete, the impact of adopting the standard
is not expected to be material to FPL Group and FPL. £PL Group and FPL are continuing to evaluate the impact of FAS 157
as it applies to non-financial assets and liabilities that are not remeasured at fair value on a recurring basis.

The Fair Vaiue Qption for Financial Assets and Financial Liabifities - in February 2007, the FASB issued FAS 158, "The Fair
Value Option for Financial Assets and Financial Liabilities,” which permits, but does not require, antities to account for financial
assets and labiities at fair vaiue, effective January 1, 2008. The standard does not extend to non-financial assets and
habiiities. The impact of adopting FAS 159 for existing financial assets and liabiliies was not material to FPL Group and
£P1. FPL Group and FPL may slect o account for new financial assets and liabilites at fair value in the future,

Securitization — FPL maintains a funded storm and property insurance reserve. FPL was affected by four hurricanes in 2005
and three hurricanes in 2004 which caused major damage in parts of FPL's service territory. Storm restoration costs incurred
py FPL during 2005 and 2004 exceeded the amount in the storm and property insurance reserve, resulting in a storm reserve
deficiency. In 2007, FPL formed a wholly-owned bankruptcy remote special purpose subsidiary for the purpose of issuing
storm-recovery bonds, pursuant to the securitization provisions of the Fiorida Statutes and an FPSC financing order. In May
2007, the FPL subsidiary issued $852 miliion aggregate principal amount of senior secured bonds {storm-recovery bonds)
primarily for the after-tax equivalent of the total of FPL's unrecovered balance of the 2004 storm restoration costs, the 2005
storm restoration costs and approximately $200 million to reestablish FPL's storm and property insurance reserve. The storm-
recovery bonds were issued in four franches with interest rates ranging from 5.0440% tc 5.2555% and final maturity dates
ranging from 2013 to 2021. Although principal on the storm-recovery bonds is due on the final maturity date (the date by which
the principal must be repaid to prevent a default) for each tranche, it is expected to be paid semiannually and sequentiaily
beginning February 1, 2008, when the first semiannual interest payment becomes due.
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in connection with this financing, net proceeds, after debt issuance costs, to the FPL subsidiary (approximately $844 miliion)
were used to acquire the siorm-recovery property, which includes the right ‘o impose, collect and receive a storm-recovery
charge from all customers receiving eiectric transmission or distribution service from FPL under rate schedules approved by
the FPSC or under special contracts, certain other rights and interests that arise under the financing order issued by the FPSC
and certain other collateral pledged by the FPL subsidiary that issued the bonds. The storm-recovery bonds are payable only
from and secured by the storm-recovery property. FPL, as the servicer, coliects storm-recovery charges on behalf of the
subsidiary through a surcharge to retail customers and remits them to the trustee under the indenture pursuant to which the
stormerecovery bonds were issued for payment of fees and expenses and payment of principal and interest on the storm-
recovery bonds, The revenues from the storm-recovery bonds surcharge and & 2004 storm damage surcharge through which
FPL had been recovering underrecovered 2004 siorm restoration costs prior 1o the issuance of these storme-recovery bonds
are included in operating revenues on FPL Group’s and FPL's consolidated statements of income. For the years ended
December 31, 2007, 2006 and 2005, both the amount billed o retail customers relaied to the 2004 storm damage surcharge
and the storm-recovery bonds surcharge amounted to approximately $94 million, $151 milion and $155 million,
respectively. The FPL subsigiary is consolidated for financial reporting purposes; however, the storm-recovery bonds do not
constitute a debt, liability or other tegal obiigation of, or interest in, FPL or any of its affiliates other than the FPL subsidiary that
issued the siorm-recovery bonds, The assets of the FPI. subsidiary that issued the storm-recovery bonds, including the storm-

recovery property, are not available to pay craditors of FPL or any of its affiliates other than the subsidiary that issued the
storm-recovery bonds.

In connection with this financing, the net proceeds to FPL from the sale of the storm-recovery property were used primarily {o
reimburse FPL for its estimated net of tax storm reserve deficiency as of May 31, 2007 {approximately $517 million) and
provide for a storm and property insurance reserve fund of approximately $127 million net of tax. Securities held in the storm
and property insurance reserve fund are carried at market value with market adjustments resulting in a corresponding
adjustment fo the storm and property insurance reserve. Fund sarnings, net of taxes, are reinvested in the fund. The tax
effects of amounts not yet recognized for tax purposes are included in accumilated deferred income taxes. The storm and
property insurance reserve fund is included in special use funds on FPL Groug's and FPL's consolidaied balance sheets and
was approximately $128 million at December 31, 2007. Upon the issuance of the storm-recovery bonds, the storm reserve
deficiency was reciassified to securilized storm-recovery costs on FPL Group's and FPL's consolidated balance sheets. As
storm-recovary charges are billed to customers, the securitized storm-recovery cosis are amortized, the amount of which is
included in storm cost amortization on FPL Group's and FPL's consolidated statemenis of income,

The storm and property insurance reserve of approximately $200 milfion that was resstablished in the FPSC financing order is
not reflected in FPL Group's and FPL's consclidated balance sheets as of December 31, 2007 because the associated
regutatory asset does not meet the specific recognition criteria under FAS 71. As a result, the storm and property insurance
reserve will be recognized as a regulatory liability as the stormerecovery charges are billed to customers and charged to storm
cost amortization on FPL Group's and FPL's consolidated statements of income. Although FRL. Group's and FPL's
consolidated batance sheets as of December 31, 2007 refiect a storm and property insurance reserve of approximately $16
miltion {included in reguiatery liabilities — other on FPL Group's and FPL's consolidated balance sheets), FPL has the capacity
to absorb up to approximately $213 miliion in future prudently incurred storm restoration costs without seeking recovery
“fHrough a rate adjustment from the FPSC. e

In 2006, the FPSC applied a different standard for recovery of 2005 stoerm costs than was used for the 2004 storm
costs. Accordingly, the FPSC made ceriain adjustments and disallowances 1o amounts sought to be recoverad by FPL. In
addition, the FPSC altowed FPL fo recover interest on 2005 storm restoration costs. These adjustments and disallowances
_reduced FPL Group's and FPL's net income for the year ended December 31, 2006 by approximately $27 miliion.

impairment of Long—!_!véo‘ Assets — FPL Group evaluates on an ongoing basis the recoverability of its assets for impairment

whenever events or changes in circumstances indicate that the carrying amount may not be recoverable as described in
FAS 144, "Accounting for the Impairment or Disposal of Long-Lived Assets." See Note 5.
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Goodwill and Other Intangible Assets ~ FPL Group's goodwili and other intangible assets are as follows:

Weighted Average

Useful Lives December 31,
(Years) 2007 2008
{millions)

Gooedwil!:

Merchant reporting unit 3 72 8 72

wind reporting unit 17 17
Total goodwiil 5 89 % 89
Other intangible assets:

Purchase power agreements 18 3 68 $ 5g

Customer lists 8 28 29

Other, primarily transmission and land rights, permits and licenses 28 87 58
Total 183 148
Less accumulated amortization 51 39
Total other intangible assets — net $§ 132 0§ 107

FPL Energy has recorded goodwil in its merchant reporting unit reiated to the acquisition of Gexa Gorp. in 2005 and in its wind
reporting unit related to the acquisition of & wind modeiing and analysis business in 2006. The acquisitions were accounted for
using the purchase method of accounting. FPL Energy's other intangible assets are amortized, primarily on a straight-line
basis, over their estimated useful iives. For the years ended December 31, 2007, 2006 and 2005, amortization expense was
approximately $12 milion, $12 miliion and $8 miliien, respectively, and is expected io be approximately $12 million, 11 million,
$11 mifiion, 311 million and $11 miflion for 2008, 2008, 2610, 2011 and 2012, respectively.

FPL Energy's goodwill and other intangible asseis are included in other assets on FPL Group's consolidated balance
sheets. in accordance with FAS 142, "Goodwill and Other Intangible Assats,” goodwit is assessed for Impairment at teast
annually by applying a fair vaiue-based iest. Other intangible asseis are periodically reviewed when impairment indicators are
present to assess recoverability from future operations using undiscounted futare cash flows in accerdance with FAS 144,

Stock-Based Compensation — On January 1, 2008, FPL Group adopted FAS 123(R), "Share-Based Payment.” The statement
requires costs related to share-based payment transactions to be recognized in the financial statements based on grant-date
fair vaiue, Because FPL Group adopted the fair value recognition provisions of FAS 123, "Accounting for Stock-Based
Compensation,” on January 1, 2004, the adoption of FAS 123(R) did not have a significant effect on FPL Group's financial
statements. See Note 12 — Stock-Based Compensation.

Retirement of Long-Term Debt ~ Gains and losses that result from differences in FPL's reacquisition cost and the book value
of iong-term debt which is retired are deferred and amortized to interest expense ratably over the remaining life of the originat
issue, which is consistent with ifs ireatment in the ratemaking process. FPL Group Capital inc (FPL Group Capital) recognizes
as expense any such excess at time of retirement.

Income Taxes — Deferred income taxes are provided on all significant temporary differences between the financial statement
and tax bases of assets and Habilities. .in connection with the iax sharing agreement between FPPL Group and its subsidiaries,
the income iax provision at each subsidiary reflects the use of the "separaie relum method," except that tax benefits that could
not be utilized on a separate return basis, but are utiized on the consolidated tax return, are recorded by the subsidiary that
generated the tax benefits. Any remaining consolidated income tax benefits or defriments are recorded at the corporate
teval, Inciuded in other regulatory assets on FPL Group's and FPL's consolidated balance sheets is the revenue equivaient of
the difference in accumulated deferred income taxes computed under FAS 109, "Accounting for income Taxes,” as compared
to regulatory accounting rules. This amount totaled $61 million and $26 million at Decemoer 31, 2007 and 2008, respectively,
and is being amortized in accordance with the regulatory treatment over the estimated lives of the assets or liabiiities for which
the deferred tax amount was initially recognized. Invesiment tax credits (ITCs} for FPL are deferred and amortized to income
over the approximate lives of the related praperty in accordance with the regulatory treatment. At December 31, 2007 and
2008, deferred 1TCs were approximately $31 million and $46 million, respectively, and are included in other regulatory liabiiities
on FPL Group's and FPL's consolidated balance sheets. FPL Energy recognizes iTCs as a reduction 1o income tax expense
when the related energy property is placed into service. Production tax credits (PTCs) are recognized as wing energy is
generated and soid based on a per kwh rate prescribed in applicable federal and state statutes. PTCs gensrated by cerain
wind oparations of FPL Energy are recorded as a reduction of current income taxes payable, unless kmited by tax law in which
instance they are recorded as deferred tax assets. A valsation aliowance is recorded to reduce the carrying amounts of
deferred tax assets uniess i is more likely than not that such assets wil! be realized. Al tax positions taken by FPL Group in its
income tax returns that are recognized in the financlal statements must satisfy a more-likety-than-not threshold established
under FIN 48, "Accounting for Uncartainty in income Taxes — an interprefation of FASB Statement No. 109." See Ncte &.
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Guarantees — FPL Group and FPL each account for payment guarantees and related contracts, for which it or a subsidiary is
the guarantor, under FIN 45, "Guarantor's Accounting and Disclosure Requirements for Guarantees Including Indirect
Guarantees of Indebtedness of Others,” which requires that the falr value of guarantees provided 1o unconsolidated entities
entered Inte after December 31, 2002 be recorded on the balance sheet. See Note 16 — Commitments.

Variable Interest Entities (VIEs) — FIN 48(R) requires FPL Group and FPL to assess the variable interests they hold and
determine if those entiiies are VIEs., See Note 9.

2. Point Beach Nuclear Power P.Iant

in September 2007, FPL Energy acquired Point Beach, a two-unit, 1,023 mw nuciear facility located in Wisconsin. The
acquisition of Point Beach supporis FPL Energy's business strategy to buiid its portfofic in part through asset acquisitions and
provides additional diversity to FPL Group's generating fleet. The transaction was financed using general funds of FPL Group
Capital. Since September 2007, Point Beach's results have been inchuded in FPL Group's consolidated financial
staterments. The followlng table summarizes the estimated fair value of the assets acquired and liabitities assumed at the date
of acquisition (milions). The purchase price allocations are preliminary and subject to revision.

Property, plant and equipment § 951
Nuciear fuet 137
Current asseis 48
Special use funds 390
Cther noncurrent assels 42

Total assets acquired 1,578
Current habilittes 10
Asset retirement obligation 225
Other noncurrent liabilities 410

Total llabilifies assumed 645
Net assets acouired $ 933

3. Employee Retirement Benefits

Employes Benefit Plans and Other Postrefirament Pian — FPL Group sponsors a gualified noncentributory defined benefit
pension plan for substantially ali employees of EPL Group and ite subsidiaries, including Duane Arnold since January 2006 and
Point Beach since September 2007. FPL Group allocates net periodic pension benefit income to its subsidiaries based on the
pensionable eamnings of the subsidiaries' empioyees. FPL Group also has a suppiemental executive retirement pian (SERP),
which includes a non-qualified supplementai defined beneiit pension component that provides penefits to a select group of
management and highly compensated employees. FPL Group ailocates net periodic SERP benefit costs to its subsidiaries
based upon actuarial calculations by participant, The impact of this SERP component is included within pension benefits in the
foliowing tabies, and was not material to FPL Group's financial statements for the years ended December 31, 2007, 2006 and
2005. In addition to pension benefits, FPL Group sponsars a contributory postretirement plan for health care and life insurance
penefits (other benefits) for retirees of FPL Group and its subsidiaries mesting certain eligibiity requirements, FPL Group
allocates other benefits net periodic benefit costs 1o is subsidiaries based upon the number of eiigibie employees at each
subsidiary.

implementation of FAS 158, "Empioyers’ Accounting for Defined Benefit Pension and Other Postratirement Plans” ~ FPL
Group adopted the recognition and disclosure provisions of FAS 158 effective December 31, 2006, The measurement date
provisions of FAS 158 require that FPL Group measure plan assets and fiabiiities as of its year end no later than December 31,
2008 with any resuling adiustments to plan assets, benefit obligations, and accumuiated other comprehensive ihcome
recorded to retained earnings. Since FPL Group is the pian sponsor, and its subsidiaries do not have separate rights {o the
plan assets or direct cbligations to their smployess, the results of implamenting all provisions of FAS 158 are reflected at FPL
Group and not allocated te the subsidiaries. The portion of previously unrecognized acluarial gains and losses, prior service
costs or credits and transition assets or obligations related to the recognition provision of FAS 158 that were estimated o be
aliccable to FPL as net periodic beneft {income) cost in future perinds and that otherwise would have been recorded in
accumuiated other comprehensive income were classified as regulatory assets and labilities at FPL Group in accordance with
regulatory treatment. in addition, adjustments {0 accumulated other comprehensive income as a result of implementing the
measuremsnt date provisions of FAS 158 that are estimated to be aillocable to FPL will be recorded as an adiustment {o the
previcusly established reguiatory assets and liabiiities.
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EPL Group currenily uses a measurement date of September 30 for its pension and other benefits plans. In leu of
remeasuring plan assets and obtigations as of January 1, 2008, FPL Group has alacted to calculate the net periodic benefit
{income) cost for the fifteen-month period from September 30, 2607 to December 31, 2008 using the September 30, 2007
measurement date. Upon adopiion of the measurement date provisions, FPL Group wiil record an adjustment to increase
2008 beginning retained earnings by approximately $13 miliion representing three-fitteenths of net periodic benefit (income)
cost for the fifteen-month period from September 30, 2007 to December 31, 2008. Included in the adjustment io retained
earnings is approximatety $1 miltien reiated to the reduction in accumulated other comprehensive iIncome and approximately
$3 miliion related to the reduction in net regulatory itabilities.

Plan Assets, Benefit Obligations and Funded Status — The foliowing table summarizes the changes in assets and benefit
obligations of the plans and a reconciliation of the plans' funded status to the amounts an the consolidated balance sheets:

Pension Benefits Other Benelits
2007 2008 2007 2006
{millions})

Change in plan assets:

Fair vaiue of plan assets at October 1 of prior year g 3,243 % 3,120 % 48 3% 49
Actual return on plan assels 445 250 8 1
Employer contributions - 1 27 30
Transfers for retiree medical expenses * (28} (24) - -
Acquisitions 33 13 - -
Participant contributions - . 5 5
Benefit payments ® {118) {117) (37) {37)

Fair value of plan assets at September 30 $ 3577 § 3,243 3 49 $ 48

Change in benefit obligation:

Obligation at October 1 of prior year $ 1621 & 1,588 3 425 § 435
Setvice cost 50 51 5 8
Interest cost a4 87 24 23
Participant contributions - - 5 4
Plan amendments © (1) (1) - -
Acguisitions 4z 38 5 6
Actuarial gains — net (36} (36) (21} {12}
Benefit payments {118} {117) {37} {37}

Obligation at September 30 $ 1652 & 1,621 $ 4086 5 425

Funded status at September 30 $ 1,925 § 1,622 $ (357) % (377)

Other S (28) (26) 8 6

Prepaid (accrued) benefit cost at FPL Group at December 31 $ 1897 §$ 1596 3 {349y § (371)

Prepaid (accrued) benefit cost at FPL at December 31 $ 901 § 851 $ (286) $ {286)

B Employer conlributions and benefits paid inciude only those amounts contriblted directly to, or paid directly from, plan assts. FPL's portion of contributions
- related io oiher henefits was $25 milion and $27 mifion for the 2007 -and 2008 plan years presented, respectively, o
®  Represents amounts that were iransferred from the gualified pension plan as relmbursement for aligible retires medical expenses paig by FPL Group
pursuanl 10 the provisions of the Internal Revenue Code (iIRC).
@ Primarily relates to union negotiated credits, IRC transfers and various SERP amendments.
@ FPL Group's accumulated benefit obfigation, which includes no assumption about future compensation levels, for its pension ptans at Seplember 30, 2007
and 2006 was $1,601 mition and $1,573 million, respectively.
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FPL Group's and FPL's prepaid (accrued) benefit cost shown above are inciuded in the consolidated balance sheets as
follows:

FPL Group FeL
Pension Benefits Otner Benefits Pension Benefits Other Benefits
2007 2006 20607 20086 2007 2006 2007 2006
(miliions)
Prepaid benefit costs $1911 $1608 § - 8 - % 807 § 85T 0§ - 5 -
Accrued benefit cost included
in other current liabilities (1) {1} {30} (29) (1) - (25} -
Accrued benefit cost inciuded
in other liabilites (13) {11) (319) (342) {5} {6} {261} (286)
Prepaid (accrued) benefit cost
at December 31 $1897 $1596 § (34%) § (371) § 601 $ 851 $ (286) § (286)

FPL Group's unrecognized amounts included in accumuiated other comprehensive income (loss} yet to be recognized as
components of prepaid {accrued) benefit cost are as follows:

Pension Benefits Other Benefits
2007 2008 2007 2006
(millions)
Components of accumulated other comprehensive income:
Unrecognized prior service benefit .
{net of $1 tax expense in 2008) $ 1t % 1 8 - 8 -
Unrecognized fransition obligation
(net of $1 and $1 tax benefit, respectively) - - {2) (2}
Unrecognized gain (joss)
{net of $90 and $63 tax expense
and $2 and $4 tax benefit, respectively) 142 100 2 {1}
Total $ 143% % 101 § - 5 {3)

@ Approximetely $8 milion of gains and $1 rillion of prior service benefits will be reciessified into earnings within the next 12 months.

FPL Group's unrecognized amounts included in regulatory assets (liabilities} yet to be recognized as compohents of nat
prepaid {accrued) benefit cost are as follows:

Regulatory Liabilities Regulatory Assets
{Pension) (SERP and Other)
2007 _ 2008 2007 2008
{miltions)

Unrecognized prior service (benefit) cost $ {7y & (10} % 2 % 2
Unrecognized transition obligation - - i4 17
Unrecognized (gain) loss (714} {£38) 10 27
Total 3 (721)° § (548) $ 260 3 48

W Approximately $3 million of prior service benefits and $21 million of gains wilt be reclassified into eamnings within the next 12 months.
@ Approximately $3 million of transition obligations will be reclassified inte earnings within the next 12 months.

The following table provides the weighted-average assumptions used to determine benefit obligations for the pians. These
rates are used in determining net periodic benefit cost in the following year,

Pansion Benefits Other Benefits
2007 2006 2007 2008

Discount rate 6.25% 5.85% 6.35% 590%
Rate of compensation increase 4.00% 4.00% 4.00% 4.00%
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A 7 5% annual rate of increase in the per capita cost of covered medical benefits and a 9.5% annual rate of increase in the per
capita cost of covered prescription drug benefits was assumed for 2008. The rates are assumed to decrease gradually fo
£.5% by 2012 and 2016 for medicai and prescription drug benefits, respectively, and remain at that leve! thereafter, Assumed
health care cost trend rates have an effect on the amounts reported for postretirement pians providing health care benefits. An
increase or decrease of one percentage point in assumed heatth care cost trend rates would have a corresponding effect on
the other benefits accumutated cbligation of approximatety $6 million and 35 million, respectively, at September 30, 2007,

FPL Group's current investment policy for the pension plan recognizes the benefit of protecting the plan's funded status,
thereby aveiding the necessity of future employer contributions. its broad objectives ars to achieve a high rate of total return
with a prudent level of risk taking while maintaining sufficient liquidity and diversification to avoid large losses and preserve
capiai,

FPL. Group's pension plan fund has a strategic asset allocation that currently targets a mix of 456% eguity investments, 45%
fived income investments and 10% convertible bonds. The fund's investment strategy emphasizes traditional investments,
broadly diversified across the globa! equity and fixed income markets, wtilizing a combination of different investment styles and
vehicles. The pension fund's equity investments inciude direct equity noldings and assets classified as equity commingied
vehicles. Similarly, its fixed income investments inciude direct debt security holdings and assets classified as debt security
commingled vehicles. These equity and debt security commingled vehicles include common and coileciive trusts, pooled
separate accounis, registered investment companies or other forms of pooled investment arrangements.

With regard to its other benefits pians, FPL Group's policy is to fund claims as incurred during the year through FPL Group
contributions, participant contributions and plan assets. The other benefits plans' assets are invested with a focus on assuring
the avaiiability of funds to pay benefits while maintaining sufficient diversification to avoid large iosses and preserve
capital. The other benefits plans' fund has a strategic asset aliocation that currently targets a mix of 60% equity investments
and 40% fixed income investments. The fund's investment strategy emphasizes traditicnal investments, diversified across the
global equity and fixed income markets. The fund's equity investments are comprised of assets ciassified as equity
commingled vehicies. Simitarly, its fixed income investments are comprised of assets classified as debt security commingled
yehicles, These equity and debt commingled vehicies include common and coliective trusts, pooied separate accounts,
registerad investment companies or ather forms of pooled investment arrangements.

At September 30, the asset aliocation for FPL Group's pension and other benefits funds were as foliows:

Other Benefits
Pension Fund Fund
2007 2006 2007 20086

Asset Category

Eguity 11% 12% -% - %
Equity commingled vehicles 34 35 62 66
Debt securities 27 26 - -
Debt security commingled vehicles 18 19 38 34
Convertible bonds 10 8 - -
Total 100% 100% 100% 100%

Expected Cash Flows — In December 2007, $28 milion was transferred from the qualified pension plan as reimbursement for
eligible retires medical expenses paid by FPL Group during the year pursuant to the provisions of -the IRC: FPL Group
anticipates paying approximately $30 million for eligible retiree medical expenses on behalf of the other benefits plan during
2008 with substantiaily ali amounts being reimbursed through a transfer of assets from the qualified pension plan. '

The following table provides information about benefit payments expected to be paid by the plans, net of government drug
subsidy, for each of the foliowing calendar years:

Pension Other
Benefits Benefits
{millions)

2008 $ 138 $ 35
2008 $ 136 $ 36
2010 $ 144 $ 36
2011 $ 148 $ 38
2012 $§ 154 § 35
2013-2017 $ 798 $ 154
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Net Periodic Cost ~ The following table provides the components of net pericdic benefit (income) cost for the pians:

Pension Benefits Qther Benefits
2007 2006 2005 2007 2006 2005
{millions)

Service cost $ 50 $ 51 § &2 $ 5 $ 6 $ 8
interest cost 94 86 87 24 23 25
Expected retum on plan assetls (221) (213) (214 {3) (3) (3
Amortization of transition obligation - - - 4 4 3
Amortization of prior setvice benefit {4) {5) {5} - - -
Amortization of {gains) losses (18} (16) (158) - - 4
Other - - 3 - 2 -
Net periodic bensfit {income) cost at FPL Group § (89) § (97) 3 (89) $ 30 $ 32 $ 37
Net pericdic benefit (incorme) cost at FPL 3 (76) $§ (80)Y § (71) 5 25 § 28 5 32

Other Comprehensive Income —~ The foliowing abie provides the components of net periodic benefit (income) cost recognized
in other comprehensive income for the plans:

Pensicn Benefits Other Benefits
2007 2006 2007 2008
{millions}
Prior service benefit
(net of $1 tax expense for 2008) $ - % 1 $ - & -
Transition obiigation
{net of $1 tax benefit for 2006) “ - - (2}
Net gains {iosses)
{net of $28 and 383 tax expense
and $2 tax expense and $4 tax benefit, respectively) 45 100 3 {1y
Amortization of prior service benefit {13 - -
Amortization of net gains
" {net of $2 tax benefit for 2007) (2) - - -
Total $ 42 § 101 3 3 %5 (3

Regulatory Assets (Liabilities) — The foliowing table provides the components of net periodic benefit (income) cost recognized
during the year in reguiatory assets (liabilities) for the plans:

Regulatory
Liabilities Regulatory Assets
{Pension) {SERP and Other)
2007 2006 2007 2008
{millions)
Prior service {benefil) cost _ _ 8 - % (10 S -5 2
Transition obligation - - - 17
Unrecognized {gains) losses (190} (538) (17) 27
Amortization of prior service benefit 3 - “ -
Amortization of gains 14 . - .
Amortization of transition cbligation - - 13 -
Total $ (173) § (548) § {20) § 46
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The following table provides the weighted-average assumptions used to determine net periodic benefit (income} cost for the
plans:

Pension Benefits Other Benefits
2007 2006 2005 2007 2008 2005
Biscount rate 5.85% 5.50% 5.50% 5.90% 550% 5.50%
Salary increase 4.00% 4.00% 4.00% 4.00% 4.00% 4.00%
Expected long-term rate of return ® 7.75% 7.75% 7.75% 8.00% 7.75% 7.75%

W |n developing the expected long-term rate of return on assets assumption for its plans, FPL Group evaluated input from its actuaries as well as information
available in the marketplace. FPL Group considered the 10-year and 20-year historical median returns for a porifoiic with an equity/bond asset mix simitar to
its funds. FPL Group also considered its funds' historical compounded returms. No specific adiustments were made to reflect expectations of future returns,

Assumed health care cost trend rates have an effect on the amounts reported for postretirement plans providing heaith care
penefits. An increase or decrease of one percentage paint in assumed health care cost trend rates wouid have affecied the
totat service and interest cost recognized at September 30, 2007 by less than $1 miltion.

Employee Coniribution Plans — FPL Group offers employee retirement savings plans which allow eligible participants to
contribute a percentage of qualified compensation through payroli deduciions. EPL Group makes, matching contributions 1o
participants' accounts. Defined contribution expense pursuant to these plans was approximately $35 million, $32 million and
§27 miflion for FPL Group {$27 miilion, $26 million and $25 millon for FPL) for the years ended December 31, 2007, 2006 and
2005, respactively, See Note 12 — Employee Stock Ownership Plan.

4. Derivative Instruments

Derivative instruments, when required to be marked to market under FAS 133, "Accounting for Derivative Instruments and

Hedging Activities,” as amended, are recerded on FPL Group's and FPL's consolidated balance sheets as either an asset or
tability measured at fair value,

FPL Group and FPL adopted FSP FIN 38-1, "Amendment of FASB Interpretation No. 39," effective December 31, 2007, which
amended certain provisions of FIN 39, "Offsetting of Amounts Related to Certain Contracis," and required the offsetting of
amounts recognized for the right to reclaim and obligation to return cash collateral against amounts recognized for derivative
insfruments executed with the same counterparty under the same master netting arrangement when such offsetting derivative
positions are presented on a net basis., FSP FIN 39-1 reguired reirospective application for all prior petiods presented and,
accordingly, FPL Group and FPL's consolidated balance sheet tine items decreased by the following amounts:

December 31, 2006

FPL Group FPL

(rriiitions)
Other current assels $ 151 § 103
Current derivative assets $ 18 $ -
Other current liabilities $ 18 $ “
Current derivative liabilities 3 148 $ 103
Other ligbilities $ 2 $ -
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FPL Group's and FPL's mark-tc-market derivative instrument assets (iiabiliies) are Included in the consolidated balance
sheets as follows:

FPL Group FPL
December 31, December 31,
2007 2006 2007 2008
{millions)

Current derivative assets $ 182 $ 358 3 83 5 4
Noncurrent other assets 99 78 - -
Current derivative liabilities * {289) (995) {182) (877}
Noncurrent derivative fiabilities © (351) (105) (5) (1@
Tota! mark-to-market derivative instrument

assets (liabilities} $ (3562) $ (664) $ (i04) $ (674)

@ At December 31, 2007 and 2006, FPL Group balances raflect the netting of $4 million and $18 miltion (none at FPL), respectively, in obiigations to retum margin
cash collateral.

(At December 31, 2007 and 2006, FPL Group batances reflect the netting of $43 million and 3148 mifion (316 miion and §103 million at FPL}, respectively, in
rights 1o reciaim margin cash collateral,

Al December 31, 2007 and 2006, FPL Group batances reflect the netling of %1 miffion and $2 million (rnone at FPL), respectivefy, in rights lo rectaim margin cash
coltaterat,

@) Included in other liablities on FPL's consolidated bafance sheels.

FPL Group and FPL use derivative instruments {primarily swaps, options and forwards) to manage the commodity price rigk
inherent in the purchase and sale of fuel and electricity, as well as interest rate risk associated with tong-term debt. in addition,
FPL Group, through FPL Energy, uses derivatives o optimize the vaiue of power generation assets. FPL Energy provides fuil
energy and capacity requirements services primarily to distribution utilities, which include load-foliowing services and various
anciflary services, in certain markets and engages in energy trading activities to take advantage of expected future favorable
price movemenis. At FPL, substantialiy alt changes in fair value are deferred as a regulatory asset or lability unill the
conifacts are setied, and upon seltlement, any gains or losses are passed through the fuel and purchased power cost
recovery ciause (fuel clause) or the capacity cost recovery clause (capacily clause). For FPL Group's non-rate regutated
operations, predominantly FPL Energy, sssentially all changes in the derivatives' fair value for power purchases and sales and
trading activities are recognized on a net basis in operating revenues; fuel purchases and sales are recognized on a net basis
in fuel, purchased power and interchange expense; and the equity method investees' related activity is recognized in equity in
garnings of equity method investees in FPL Group's consolidated statements of income unless hedge accouniing is
applied. While most of FPL Energy's derivative transactions are enterad into for the purpose of managing commodity price
risk, hedge accounting is only applied where specific criteria are met and it is practicable to do so. In order to apply hedge
accounting, the transaction must be designated as a hedge and it must be highly effective in offsetting the hedged
risk. Additionally, for hedges of commodity price sisk, physicai delivery for forecasted commodity transactions must be
probabie. FPL Group believes that where offsetting positions exist at the same location for the same time, the transactions are
considered to have been netied and therefore physical delivery has been deemed not to have occlred for financlal reporting
purposes. Transactions for which physical delivery is deemed 1o have not oecurred are presented on a net basis, Generally,
the hedging instrument's effectiveness is assessed utilizing regression analysis at the inception of the hedge and on &t least a
guarierly basis threughout its life.

At December 31, 2007, FPL Group had cash flow hedges with expiration dates through December 2012 for energy contract
derivative instruments, and interest rate cash flow hedges with gxpiration dates through January 2022, Tha effective poriion of
the gain or icss on a derivative instrument designated as a cash flow hedge is reported as a component of OCI and is
reclassified into earnings in the pericd(s) during which the transaction being hedged affects earnings. The ineffective portion
of net unrealized gains (losses) on these hedges is reported in earnings in the current perod and amounted to 3 million, 331
millions and ($33) miliion for the vears ended Docember 31, 2007, 2006 and 2005, respectively. Settiement gains and losses
are included within the line items in the statemenis of income to which they relate.

Urrealized mark-to-market gains {losses) on derivative transactions refiected in the consolidatad statements of income for beth
consoi_idated subsidiaries and equity method investees are as follows!

Years Ended December 31,

2007 2008 2005
{millions)
Consolidated subsidiaries 5 (134) ¢ 173 % {191}
Equity method investees 3 1 % {24) % 1
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5. Restructuring and Impairment Charges

FPL Energy — Dusing the fourth quarier of 2008, FPL Energy recorded an impairment charge of approximately $8 million {54
million after-tax), related to a coai piant in California, the fair value of which was determined based on a discounted cash flow
analysis. The impairment charge is related to unfavorable market pricing and accelerated equipmeant deterioration due to a design
flaw in the steam boiler and fluctuations in output requirements.

During 2005, FPL Energy recorded a net gain of approximately $13 million (§8 million after-tax) reiated {o the termination of a gas
supply contract at one of its investments in joint ventures, The gain is included in equity in earnings of equity method investees in
FPL Group's consolidated statements of income. This agreement was terminated in connection with an amended power purchase
agreement that allows the investee to source power from the whotesale market.

Corporate and Other — In 2007, as a result of an impending migration to a more efficient form of networking technology for
FPL, FPL FiberNet, LLC (FPL FiberNet) performed an impairment anatysis of existing assets used to provide long-haui
services to FPL. Due to the reduction In revenue associated with the significant change in the expected ussiul iife of these
assets, FPL FiberNet recorded an impairment charge of approximately $4 million (§2 million after-tax).

in 2008, as a result of significant changes in the business climate, FPL FiberNet performed an impairment analysis and concluded
that an impairment charge related to its metropolifar (metro) market assets, primarily property, plant and squipment and inventory,
was necessary. The business climate changes included customer consolidations, migration to & more efficient form of networking
tachnology and lack of future benefits to be achieved through competitive pricing, all of which had a negative impact on the value
of FPL FiberNet's metro market assets. While the metrc market business was sxpected to continue to generate positive cash
flows, management's expectaiion of the rate of future growth in cash flows was reduced as a result of these business climate
changes. Accordingly, FPL FiberNet recorded an impairment charge of approximatety $98 mition ($60 miliion after-tax) based on
a discounted cash flow analysis.

6. Income Taxes

The componenis of income axes are as foilows:

FPL Grodp FPL
Years Ended December 31, Years Ended December 31,
2007 2006 2005 2007 2008 2005
Faderak {millions}
Current $ (35" % 4 $ 26 $ o8 $ 360 § (B0
Deferred 358 are 234 302 12 445
Amortization of ITCs ~ FPL {15) {183 {(19) {15} (16) (19}
Total federal 306 364 241 385 356 346
State:
Current 6@ 15 (67} 22 53 {24}
Deferred 48 18 108 44 15 86
Totat state 62 33 41 66 68 82
Total income taxes $ 368 $ 387 $ 282 $ 451 $ 424 3 408
) includes FIN 48 income taxes.
A reconciliation between the effective income tax rates and the appiicable statutory rates is as foliows:
FPL Group FPL
Years Ended December 31, Years Ended December 31,
2007 2008 2005 2007 2006 2005
Statutory federal income tax rate 35.0% 35.0% 35.0% 35.0% 35.0% 35.0%
increases (reductions) resulting from:
State income taxes -~ net of federal income tax benefit 2.4 1.3 2.3 3.4 3.6 3.5
Allowance for other funds used during consiruction {C.8) {0.5) (1.0} {G.8) 0.7} (1.0}
Amortization of ITCs — FPL 0.9) (0.9} {1.6) 1.2) (1.3} 4.7}
PTCs and ITCs ~ FPL Energy (13.7}% (9.9} (10.5) - - -
Manufaciurers' deduction - (0.6} - (0.4} (1.0} -
Amoriization of deferred regulatory credit - income taxes (0.2} (0.3} {0.6) (0.3} {0.4) (0.6}
Other — net (0.1) (C.4) 0.3 (0.9) {0.6) 0.1
Effective income tax rate 21.9% 23.7% 23.9% 35.1% 34.6% 35.3%
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The income tax effects of temporary differences giving rise o consolidated deferred income tax linbilities and assets are as
follows:

FRL Group FPL
December 31, December 31,
2007 2006 2007 2006
Deferred tax liabilities: {millions)
Property-related $ 4,833 $ 4,663 $ 3,205 $ 3,283
investment-related 156 164 - -
Pension 737 617 350 330
Deferred fuel cosis 77 56 77 56
Storm reserve deficiency 321 311 321 311
Other 344 413 162 138
Total deferred tax Habilities 6,468 6,224 4,205 4128
Deferred tax assets and valuation allowance:
Decommissioning reserves 289 277 289 277
Reguiatory iiabifity ~ pension 278 211 - -
Posiretirement benefits 151 172 132 125
Neti operating joss carryforwards 68 80 - -
Tax credit carryforwards 50 541 - -
ARO and asset removal cost 837 815 752 725
Other £50 732 353 429
Valuation aliowance ® (48} (38) - -
Net deferred tax assets 2,734 2,792 1,526 1,658
Nei accumulated deferred income taxes § 3,734 $ 3,432 $ 2,679 § 2572

@ Amount is presented net of $149 miliion of tax carryforwards that ars available 10 offsat the FPL Group FIN 48 flabiity.
o Amount relates o the deferral of state lax credits and state sperating loss camyforweards,

Deferred tax assets and liabilities are inciuded in the consolidated balance sheets as follows:

FPL Group FPL
December 31, Decemper 31,
2067 2006 2007 2006
(millions}
Other current assets $ 87 § 1 5 37 $ -
Other current liabllities - 1 - 11
Accumulaied deferred income taxes 3,821 3,432 2,716 2,561
Net accumulated deferred income taxes § 3734 $ 3432 $ 2,679 $ 2,572

The components of FPL Group's deferred ax assets relating to net operating loss carryforwards anc tax credit carryforwards at
December 31, 2007 are as foliows:

Expiration
Amount Dates
{millicns}
Net operating loss carryforwards — state $ 68 2020-2027
Tax credit carryforwards:
Federal $ 460@ 2024-2027
Siate 49 2008-2014
Net tax credit carryforwards % 509

@ Amount is presented net of $148 million of tax carryforwards that are available to offset the FIN 48 fiability.
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On January 1, 2007, EPL Group and FPL adopied FIN 4B, The interpretation prescribes a more-likely-than-not recognition
threshold and establishes new measurement requirements for financial statement reporiing of an entity's income tax
positions. The adoption of FIN 48 on January 1, 2007 did not have a significant cumulative effect on FPL Group's and FPL's
baginning retained eamings or other components of common shareholders' aquity. Upon adoption, FPL Group recognized,
primarily by reclassification from accumulated deferred income taxes, approximately $316 million ($274 millien for FPL) of
liabilities for unrecognized tax benefils which are included in the consolidated balance sheets as other Habilities. As of
December 31, 2007, approximately $249 million of tax carryforwards and deposits that are available to offset tax adiustments
have been netted against the FPL Group FIN 48 liabllity, Prior to the netting agalnst unrecognized tax benefits, these tax
carryforwards and deposits were reported as a component of accumulated deferred income taxes and other assets. The
majority of the liabilities for unrecognized tax benefits represent tax positions for which the ultimate deductibility is highty
certain but for which there is uncertainty about the timing of such deductibiiity. A disailowance of the shorier deductibility
period for these tax positions would not affect the annual effective income tax rate. Included in the liabilities for unrecognized
tax benefits at December 31, 2007 is approximately $8 miilion at FPL Group ($7 million at FPL) that, if disallowed, couid impact
the annual effective income tax rate.

FPL Group recognizes interest income (expense) refated 1o unrecognized tax benefits {fiabilities) in interest income and
interest charges, respectively, net of the amount deferrad at FPL. At FPL, the offset to accrued interest receivable (payable)
on income taxes is classified as a regulatory liability (regutatory asset) which will he amartized to income {expense) over a five-
year period upon settlement in accordance with regulatory treatment. Al December 34, 2007, FPL Group accrued
approximately $91 miflion for net interest receivable {$28 million for FPL). For the year ended December 31, 2007, FPL Group
recorded $24 miltion of interest, $13 million of which was recognized as interest income in FPL Group's consclidated statement
of income and $11 million in regulatory fiabilities on FPL Group's and FPL's consolidated balance sheets.

A reconciiiation of unrecognized tax benefits is as foliows:

FPL Group FPL
{miliions)
Balance at January 1, 2007 $ 316 $ 274
Additions based on tax positions related to the current year 7i 1
Additions for tax positions of prior years 13 13
Reductions for tax positions of prior years (89) 77)
Balance before tax carryforwards and deposits 320 281
Tax carryforwards and deposits {249) -
Balance at December 31, 2007 3 71 $ 281

FPL Group and its subsidiaries file income tax returns in the tJ.S. federal jurisdiction and various states, the most significant of
which is Florida. EPL Group and FPL are no longer subject to U.8. federal, state and local examinations by taxing authorities
for years before 1988. FPL Group is disputing certain adiustments proposed by the Interna! Revenue Service (IRS) to its U.S,
income tax retumns fof™1988 through 2002, These IRS proposed adjustments primarily relate to FPL. Group's and FPL's
method for capitalizing indirect service costs and certain deductions for repairs, Additionally, income tax returns for 2083
through 2006 are still subject to examination. As such, the amount of unrecognized tax benefits and related interest accruais
may change within the next twelve months. FPL Group and FPL do not expect these changes to have a significant impact on
FPL Group's or FPL's financial statements.
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7. Comprehensive Income

The following table orovides the components of FPL Group's comprehensive income and accumulated other comprehensive

income (joss):

Balances, December 31, 2004
Net income of FPL Group
Net unreafized gains (losses} on commodity cash flow hedges:
Effective portion of net unrealized losses
{net of $142 tax benefit)
ReclassHication from QOC! to net income
{net of $37 tax expense}
Net unreafized gains (losses) on interest rate cash flow hadges:
Effective portion of net unrealized gaing
{net of $3 tax expense)
Reclassification from OCi to net income
{net of $1 tax expense}
Net unrealized Insses on avallable for sale sacurities
{net of $0.4 tax banefit}
SERP lizbility adiugiment
{net of $2 tax expense)}
Balances, Dacembar 31, 2005

Net income of FPL Group
Net unrealized gains (losses) on commodity cash flow hedges:
Effective portion of net unrealized gains
{net of $108 tax expense)
Reclagsification from OCH to nel income
{net of $23 tax expense)
Net unrealized gains {losses) on interest rate cash flow hedges:
Reclassification from OCl to net income
{net of $0.6 tax expense}
Net unrealized gains on available for sele securities
(net of $12 tax expense}
SERP lighility adjustment
{nel of §1 tax expense)
Defined benefit pension and other benefit plans
(net of 59 tax expense}
Balances, Decernber 31, 2006

et income of FPL Group
Net unrealized gains {losses) on commadity cash flow hedges:
Effective poriion of net unrealized josses .-,
{nel of 837 tax bensfit)
Reciassification from OC! to nel income
{net of $16 tax expense)
Net unrealized gains {losses} on interest rate cash flow hedges:
Effective portion of net unrealized losses
{net of $13 tax benefil)
Reclassification from OC! to net income
(net of $2 tax benefit)
Net unrealizad gains on avaiiable for sgle securities
{net of §8 tax expense;}
Dedined beneft pension and other benefil plans
(net of 528 tax expanse)
Balances, December 31, 2007

@ Approximately $27 million of losses will be reclassified into sarnings within the next 12 months as either the hedged fuel is consumed, electricity is sold or interest
payments are made, Such amount assumes noe change in fuel prices, power prices of interast rates.

®  Approximately $30 million of gains will be reclassified into sarnings within the next 12 months.
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Accumutated
Other Comprehensive Income (Loss)

Net Unrealized .
Gairs {Losses)  Pension and

Net On Cash Qther Comprehensive
income Flow Hedges Benefits Other Total Income
{rillions )
(87) § -8 24§ (46)
5 801 $ 901
(209} . - (2083 (209)
55 - - 55 85
4 - 4 4
2 - - 2 2
- - (1 1) {1}
. - 2 2 2
{215} 2 {(183) 754
$ 1,281 5 1281
155 B - 185 155
34 - - 34 34
1 - 1 1
B 19 18 19
- - 1 1 1
- 88 - a8 -
{25) 98 42 115 5 1,491
§ 1,312 5 1312
{55} - - (85) {88}
23 - - 23 23
{19} - - (19) {18)
(8) - - 5 (5)
- 12 12 12
- 45 - 45 45
5 (81" 3 143" § 54§ 116 § 1,313
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8. Jointly-Owned Electric Plants

Certain FPL Group subsidiaries awn undivided interests in the jointly-owned facilities described below, and are entitied 1o a
proportionate share of the output from these facliities. £PL and FPL Energy are responsible for their share of the operaling
costs, as well as providing their own financing. Accordingly, each subsidiary includes its proportionate share of the facilities
and related revenues and expenses in the appropriate balance sheet and statement of income captions, FPL Group's and
FPL's respective shares of direct expenses for these facilities are included in fuel, purchased power and interchange, C&M
expenses, depreciation and amoriization expense and taxes other than income taxes on FPL Group's and FPL's consolidated
statements of income.

FPL Group's and FPL's proportionate ownership interest in jointly-owned facilities is as follows:

December 31, 2007

Qwnership Gross Accumuiated Construction Work
Interest Investment ® Depreciation ™ in Progress
{milions)
FPL:
St. Lucie Unit No. 2 B85% $1,203 § 758 $ 2569
st Johns River Power Park units and
coal terminal 20% $ 332 $ 207 $ 26
Scherer Unit No. 4 76% $ 593 $ 383 $ 1ic
Transmission substation assets located
in Seabrook, New Hampshire 88.23% $ 31 $ 12 $ -
FPL. Energy:
. Duane Arnold 70% $ 318 § 22 $ 19
Seabrook 88.23% $ 740 $ 87 $ 51
Wyman Station Unit No. 4 76% $ 86 § 3z § 1

@  Excludes nuclear fusl.
g. Variable Interest Entities

FIN 48(R) reguires the consolidation of entities which are determined to be VIES when the reporting cocmpany determines that
it will absorb a majority of the VIE's expected losses, receive a majority of the VIE's residual returns, of both. The company
that is required io consociidate the VIE is calied the primary beneficiary. Conversely, the reporting company would not
consolidate VIEs in which it has a majority ownership interest when the company is not considered to be the primary
neneficiary. Variabie interests are contractuai, ownership or other monetary interests in an entity that change as the fair value
of the entity’s net assets, excluding variable interests, change. An entity is considered to be a VIE when its capital is
insufficient to permit it to finance its activities without additional subordinated financia! support or its equity investors, as a8
group, lack the characteristics of having a controlling financial interest. As of December 31, 2007, FPL Group has one VIE
which it consolidates.

FP — FPL consolidates a ViE from which it leases nuclear fuel for its nuciear units. For ratemaking purposes, these leases
are traated as operating jeases. For financial reporting,.the cost of nuclear fuel Is capitalized and amortized 1o fug! expense on
a unit of production method except for the interest component, which is recorded as interest expense. These charges, as well
as & charge for spent nuciear fuel, are racovered through the fuel clause. FPL makes quarterly payments to the lessor for the
iease commitments. The lessor has issued commercial paper to fund the procurement of nuclear fue! and FPL has provided a
$600 miltion guarantee to support the commercial paper program. Under certain lease termination circumstances, the
associated debt ($313 mitfion at December 31, 2007}, which was recorded in commercial paper on FPL Group's and FPL's
consolidated balance sheets, would become due. The consoildated assets of the VIE consist primarily of nuciear fuel, which
had a net carrying value of $314 miltion and $204 milion at December 31, 2007 and 2008, respectively.
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EPL. identified two potentiai VIEs, both of which are considered qualifying facilities as defined by the Public Utility Regulatory
Policies Act of 1678, as amended (PURPA). PURPA requires FPL fo purchase the electricity output of the projects. FPL
entered into a power purchase agreement (PPA) with one of the projects in 1990 fo purchase substantially alf of the project's
electrical output over a substantial portion of its estimated useful life. For each megawati-hour (mwh) provided, FPL pays a
per mwh price (energy paymant) bassd upon FPL's avoided cost, which was determined at the time the PPA was executed,
and was based on the cost of avoiding the construction and operation of a coal unit. The energy component is primarily based
on the cost of coal at an FPL joindy-owned coal-fired facility. The avoided cost is the incremental cost to the uiflity of the
electric energy or capacity, or both, which is avoided by neither generating the electricity nor purchasing it from ancther
source. The project has a capacity of 250 mw. After making exhaustive efforts, FPL was unabie {0 obtain the information from
the project necessary to determine whether the project is a VIE or whether FPL is the primary bensficiary of the project. The
PPA with the project contains no provision which legally obligates the project to release this information to FPL. The energy
payments paid by FPL will fuctuate as coal prices change. This does not expose FPL to losses since the energy payments
paid by FPL to the project are passed on to FPL's cusiomers through the fuel clause as approved by the
FPSC. Notwithstanding the fact that FPL's energy payments are recovered through the fuel clause, if the projecl was
determined to be a VIE, the absorption of some of the project's fuel price varfabllity might cause FPL to be considered the
primary beneficiary. During the years ended December 31, 2007, 2006 and 2005, FPL purchased 1,694,810 mwh, 1,672,106
mwh and 1,813,114 mwh, respectively, from the project at a total cost of approximaiely $153 millon, $147 millicn and $144
miflion, respectively. FPL will continue to make exhaustive efforts to obtain the necessary information from the project in order
to determine if it is a VIE and, if so, whether FPL is the primary beneficiary. FPL also entered into a PPA with a 330 mw coal-
fired cogeneration facility (the Fadiiity) in 1995 to purchase substaniially all of the Facility's electrical output through
2025. During the fourth guarter of 2007, a change in ownership of the Facility occurred, iriggeting the need to reevaluate
whether the Facility is siili a VIE and, if so, whether EPL Is the Facifity's primary beneficiary. After making exhaustive efforts,
£P1 was unabie to obtain the information necessary to perform this reevaluation. The PPA with the Facliity contains no
provisions which legally obligate the Facility to release this information to FPL. During the years ended December 31, 2007,
2008 and 2005, FPL purchased 2,320,991 mwh, 2,090,088 mwh and 2,332,000 mwh, respectively, from the Facility at a total
cost of approximately $220 million, $200 mitiion and £191 milion, respectively. Additionally, the PPA does not expose FPL 1o
losses since the energy paymenis made by FPL to the Faciiity are passed on io FPL's cusiomers through the fuel clause as
approved by the FPSC. FPL will continue 10 make exhaustive efforts to obtain the necessary information from the Facility in

order to dotorming if it is still 8 VIE and, if se, whether FPL is the Facility's primary beneficiary.

FPL Energy - in December 2007, a wholiy-owned FPL Energy subsidiary purchased a 55C mw combined-cycie powey
generation plant from a special purpose entity (SPE) from which it had jeased the generating plant since 2002. The FPL
Energy subsidiary purchased the generating piant for approximately $345 mittion, which represented the lessor's outstanding
principal balance on the related lvans, equity contributions made 1o the SPE, ali accrued and unpaid interest and yield, and all
other fees, costs and amounts then due and owing pursuant to the provisions of the related financing documents. Prior to the
purchase of the plant, FPL Energy consolidated the SPE and reported the equity interests of the SPE not owned by the FPL
Energy subsidiary as minority interest. At December 31, 2008, the asseis of the SPE primarily consisted of the power
generation plant, which had a net carrying value of $317 million and is reported in electric utility plant in service and other
property on FPL Group's 2006 consolidated balance shegei, At December 31, 2008, the labilities of the SPE consisted
primarily of debt (which was secured by the power generation plant), which had & net carrying value of $327 million and is
reported in surrent maturities of long-term debt on EPL Group's 2006 consofidated balance sheet.

FPL Group — in 2004, a trust created by FPL Group sold 12 million 5 7/8% preferred {rust securities to the pubiic and common
trust securities to FPL Group. The trust is considered a VIE because FPL Group's investment through the common frust
securities is not considered equity at risk.in-accordance .with £IN 45(R).. The proceeds. from the sale of the preferred and
common trust securites were used to buy 5 7/8% junior subordinated debeniuras maturing in March 2044 from FPL Group
Capital. The trust exists only io issue is preferred trust securities and common trust securities and to hoid the junior
subordinated debentures of FPL Group Capital as trust assets. Since FPL Group, as the common security holder, is not
considered to have equity at risk and will therefore not absorb any variability of the frust, FPL Group is not the primary
beneficiary and does not conselidate the trust in accordance with FiN 46(R). FPL Group includes the junicr subordinated
debentures issuad by FPL Group Capital on its consolidated balance sheets, See Note 11 — FPL Group.

410. Financial Instruments

The carrying amounts of cash equivaients and commercial paper approximate their fair values. At December 31, 2007 and 2006,
other investments of FPL Group, not included in the table below, included financial instruments of approximately $30 million and
360 million, respectively, which primarily consist of notes receivable that are carred at estimated fair value or cost, which
approximates fair vaiue, See Note 11,
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The foliowing estimates of the fair value of financia! instruments have been made using available market information. However,
the use of different market assumptions or methods of valuation could resuli in different estimated fair values.

December 31, 2007 Necember 31, 2008
Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value
(miltions)
FPL Group:
Long-term debt, including current maturities $ 12681 § 12642¢ § 11,236 $ 11,349
Special use funds § 3482 § 3482 § 2824 § 2824®
Other investments $ M1 B8 1% $ 93 3 g3e
Interest rate swaps — net unrealized gain (loss) % (28) % (283" § 6 3 g
FeL:
Long-term debt, including current matusities $ 5217 § 5/185% $ 4214 $§  4,208%
Spectal use funds $ 2499 § 2400 $ 22864 % 2,2640

@ Based on markel prices provided by external sources,
) Rased on guoted market prices for these of similar issues.
© Based on market prices modeted intermnally.

Special Use Funds and Other Investments — The special use funds consist of FPL's storm fund assets and FPL Group's and
FPL's nuclear decommissioning fund assets, Secuwities heid in the special use funds and other investments are carried at
estimated fair value based on quoted market prices. FPL Group's nuclear decommissioning funds consist of approximately
43% equity securities and 57% municipal, government, corporate and morigage- and other asset-backed deht securities (45%
and 55% for FPL, respectively} with a weighted-average maturity at December 31, 2007 of approximately six years at FPL
Group and seven years at FPL. FPL's storm fund primarily consists of municipal debt securities with a weighied-average
maturity of approximately three years. All of FPL Group's other investments consist of debt securities. The cost of securities
sold is determined on the specific identification method.

The following iables provide the approximate realized gains and losses and proceeds from ihe sale of securities for special use
funds and other investments.

FPL Group ) FPL
Years Ended December 31, Years Ended December 31,
2007 2006 2005 2007 2006 2005
{millions)
Realized gains $ 59 5 51 $ 18 $ 52 $ 39 $ 14
Realized losses § 40 $ 38 $ 17 $ 37 $ 38 $ 18
Proceeds from sale of securities $ 2,349 $ 3,231 $ 2,937 $ 1,978 $2673 $2,767

The following table provides the unrealized gains for the special use funds and other investments.

FPL Group FPL
December 31, December 31,
2007 2008 2007 2006
(miliions}
Unrealized gains
Equity securiiies $ 577 % 522 $ 491 % 452
Debt securities % 25 $ 31 g 18 % 30

Reguiations issued by the FERC and the NRC provide general risk management guidelines to protect nuciear decommissioning
trust funds and to allow such funds to eam 2 reasonabie return. The FERC regulations prohibit investments in any securities of
FPL Group o its subsidiaries, affiiates or associates, excluding investments tied to market indices or other mutual funds. Similar
restrictions applicable to the decommissioning trust fund for FPL Ensrgy's nuclear piants are contained in the NRC operating
licenses for those faciiies. NRC regulations applicable to NRC licensees not in cost-of-service environments require similar
investment restrictions. The NRC's regulations permit licensees with operating licenses containing conditions restricting the use of
decommissioning trust funds to rely on those conditions in lieu of compliance with NRC regulations. FPL Energy's nuclear plants
cortain such restrictions in their NRC operating licenses. With respect to the decommissioning trust fund for FPL Energy's
Seabrook nuciear piant, decommissioning trust fund contributions and withdrawais are aiso regulated by the NDFC pursuant to
New Hampshire law.
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The nuclear decommissioning reserve funds are managed by investment managers who must comply with the guidelines and
rules of the applicabie regulatory authorities, FPL Group and FPL. The funds' assefs are invested in order to optimize the
after-tax earnings of these funds, giving consideration to liguidity, risk, diversification and other prudent investment objectives.

Inierest Rate Swaps - FPL Group and its subsidiaries use a combination of fixed rate and variable rate debt to manage
interest rate exposure. Interest rate swaps are used to adjust and mitigate interest rate exposure when deemed appropriate
based upon market conditions or when required by financing agreements. At December 31, 2007, the estimated fair value for
FPL Group interest rate swaps was as follows!

Notionai Effective Maturity Rate Rate Estimated
Amount Date Date Paid Received Fair Value
{miflions) ) {miliions)
Cash flow hedges — FPL Energy:
$ 164 February 2005 June 2008 4.255% Variahig*® $ -
3 70 December 2003 December 2017 4.245% Variable™ -
§ 23 Aprii 2004 December 2017 3.845% Variable® ) -
$ 207 December 2005 November 2019 4,905 % Vatiable® {8)
% 527 January 2007 January 2022 5.300% Variable®™ (23)
Total cash flow hedges §_(28)

W Three-month Londen InterBank Offered Rate (LIBOR)
1 Six-month LIBOR

In January 2008, an indirect wholly-owned subsidiary of FPL Energy entered into an interest rate swap agreement 1o pay &
fixed rate of 3.2050% on $195 mitlion of its variable rate limited recourse debt in order to limit cash flow exposure.

11. Investments in Partnerships and Joint Ventures

EPL Energy — FPL Energy has non-controlling non-majority owned interests in various partnerships and joint ventures, essentiaily
all of which are eleciricity producers. At December 31, 2007 and 2006, FPL Energy's investment in: partnerships and joint ventures
totaled approximately $216 million and $361 million, respectively, which is included in other invesimenis on FPL Group’s
consolidated balance sheets. FPL Energy's interest in these parinerships and joint ventures range from approximately 5.5% to
50%. At December 31, 2007, the principal operating entities included In FPL Energy's investments in partnerships and joint
ventures were Norheast Energy, LP, TPC Windfarms LLC, Mojave 16/17/18 LLC, Luz Solar Partners LTD., V and Luz Solar
Pariners LTD., IX, and in 2008 also included Cherokee County Cogeneration Partners, LP. FPL Energy acquired an additionai
ownership interest in Cherokee County Cogeneration Partners, LP in 2097 and now accounts for its operations in the consclidated
financial statemenis.

Summarized combined information for these principal entities is as follows:

2007 2006
{millions
108
957

)
Net income 5
Total assets $ 1,237
Total liabilities 514 3 687
&
$

$ 144
$
$
Pariners'/members' equily $ 443 550
$
3

FPL Energy's share of underlying equity in the principal entities 221 274
Differance between investrment carrying amount and underlying equity in net assets ® (23} {24)
FPL Energy's investment carrying amount for the principat entities 198 $ 250

@ The majority of the difference between the investment carrying amount and the underlying equity in net assels is being amortized over the remaining iife of he
investee's assets.

Certain subsidiaries of FPL Energy provide services to the partnerships and joint ventures, including O&M expenses and business
management services. FPL Group's operating revenues for the years ended December 31, 2007, 2006 and 2005 intlude
approximaiely $20 miliion, $20 million and $10 million, respectively, relaied to such services, The nel receivables at December 31,
2007 and 2008, for these services, as weli as for affiliate energy commodity transactions, payroll and other payments magde on
behalf of these investees, were approximately $31 million and 324 million, respectively, and are inciuded in other current assels on
FPL Group's consolidated balance sheets.
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Notes recelvable (long- and short-term} include approximately $33 million and $24 milion at December 31, 2007 and 2008,
respactively, due from parnerships and joint ventures in which FPL Energy has an ownership interest. Approximately $19
mitlion of the notes receivable balance at December 31, 2007 mature in 2008 and bear interest at variable rates which
averaged approximately 15.3% in 2007. The remaining 314 million mature in 2011 and bear interest at a fixed rate of
8.5%. The notes receivable balance at December 31, 2006 mature in 2008 through 2011 and the majority bear interest at a
fixed rate of 8.5%. Interest income related to notes receivable totaled approximately $4 miliion, 32 millien and $7 miition for the
years ended December 31, 2007, 2006 and 2005, respectively, and is included in interest income in FPL Group's consolidated
statements of income. Interest receivable associated with these noles as of Decembar 31, 2007 and 2006 was not materiai.

in addition, FPL Energy owns an eguity interest in Karaha Bodas Company, LLC (KBC) which totaled approximately $90 miliion at
December 31, 2006 and is included in the $361 million of invesiment in partnerships and joint ventures discussed abave. During
2008, KBC received approximately $290 million as a result of & court judgment zgainst Indonesia's state-owned oil/energy
company to recover KBC's investment in a project suspended indefinitely by the Indonesian government in 1998 and for lost
profits. All appeals with respect to the judgment have been exhausted. FPL Energy's portion of the final judgment, or
approximately $97 milion pretax, is included in equity in sarnings of equity method investees in FPL Group's consoelidated
statemenis of income for 2006. During 2008, KBC distributed approximately $7 million of the judgment funds to FPL Energy,
and in Fepruary 2007, KBC distributed the remaining amount of approximately $80 million: to FPL Energy.

Sale of Differential Membership Interests — In December 2007, an indirect wholly-owned subsidiary of FPL Energy sold its
Ciass B membership interests in a subsidiary that owns five wind facilities totaling 598 mw of wind generation for approximately
$705 million. In exchange for the cash received, the holders of the Class B membership interests witl receive a portion of the
economic attributes of the facilities, including tax atiributes, for a variable period, Recognition of the proceeds from the sale of
the differential membership interests was defarred and is recorded in other fiabilities on FPL Group's consolidated balance
sheet. FPL Group continues to operate and manage the wind tacilities, and consolidaies the entity that owns the wind
facilities.

FPL Group — In 2004, a trust created by FPL Group soid $300 million of preferred trust secusities to the pubdlic and $9 mitiion of
common *rust securities 1o FPL Group. The trust is an unconsofidated 100%-owned finance subsidiary. The trust used the
procesds lo purchase $309 milien of 5 7/8% junior subordinated debentures maturing in March 2044 from FPL Group
Capital. FPL. Group has fully and unconditionaly guaranieed the preferred frust securities and the junior subordinated
debentures,

12. Commeon Stock

Earnings Per Share — The reconciiation of FPL Group's basic and diluted earnings per share of common stock is shown below.

Years Ended December 31,

2007 2006 2005
(millions, except per share amounts)
Numerator — net income $ 1,312 3 1,281 $ 901
Denominator: .
Weighied-average number of common shares outstanding — basic 3977 3935 380.1
Restricted stock, performance share awards, options, warrants and equity units ® 29 3.0 5.6
‘Weighted-average number-of common shares-outstanding — assuming dilution. .. . - - ...400.8 . 398.5 3857
Earnings per share of common stock:
Basic $ 330 § 325 $ 237
Assuming dilution $ 327 $ 323 $ 234

W Performance share awards are included In dituted weighted-average number of shares outstanding based upon what would be issued if the end of the reporiing
period was the snd of the term of the award. Restricted stock, serformance share awards, options, warrants and equity units {known as Corporate Units, see Note
14) are included in diluted weighted-averags number of commen shares cutstanding by applying the treasury stock method,

In 2007, 2006 and 2005, there were no securities that could potentially dilute basic samings per share in the future that were nol
included in the computation of diiuted eamings per share because to do so wouid have been antiditulive.

In February 2008, FPL Group's Board of Directors approved a two-for-one stack split of FPL Group's common stock effective

March 15, 2005 (2005 stock spiit). FPL Group's authorized common stock increased from 400 million 1o 800 million shares. Al
share of per share information included in FPL Group's consolidated financial statements refiect the effect of the 2005 stock spiit.
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Common Stock Dividend Restrictions — FPL. Group's charter does not fimit the dividends that may be paid on its common
stock. FPL's morigage securing FPL's first morigage bonds contalns provisions which, unger certain conditions, restrict the

payment of dividends and other distibutions to FPL Group. These restrictions do not currently imit FPL's ability to pay dividends
to FPL Group.

Employee Stock Ownership Plan — The employee retirement savings plans of FPL Group inciude & leveraged ESOP
feature. Shares of common stock held by the trust for the employee retirement savings plans (Trust) are used to provide allor a
portion of the employers' matching contributions. Dividends received on all shares, along with cash contributions from the
employers, are used fo pay principal and interest on an ESOP lean heid by a subsidiary of FPL Group Capital. Dividends on
shares allocated to employee accounis and used by the Trust for debt service are replaced with shares of common siock, at
prevailing market prices, in an equivalent amount. For purposes of computing basic and fully diluted eamings per share, ESOP
shares that have been commitied fo be released are considered outstanding.

ESOP-related compensation expense of approximately $35 million, $32 milion and $27 milion in 2007, 2006 and 2005,
respectively, was recognized based on the fair value of shares allocated to employee accounts during the period. interest income
on the ESOP loan is eliminated in consoiidation. ESOP-related unearned compensation included as a reduction of common
sharshoiders® equity at December 31, 2007 was approximately $114 milion, representing unailocated shares at the original issue
price. The fair value of the ESOP-related unearned compensation account using the closing price of FPL Group common stock at
December 31, 2007 was approximately $533 million.

Stock-Based Compensation — Effective January 1, 2008, FPL Group adopted FAS 123(R) using the modified prospective
application transition method. Accordingly, the consolidated statement of income and consolidated statement of cash flows for
the year ended December 31, 2005 do not reflect any restated amounts. Because FPL Group adopted the fair valee
recognition provisions of FAS 123 in 2004, the adoption of FAS 123(R) did not have a significant effect on FPL Group's
financial statements.

Net income for the years ended December 31, 2007, 2006 and 2005 includes approximately $39 million, $34 million and $30
miflion, respectively, of compensation costs and $15 miilion, $13 million and $12 million, respectively, of income tax benefits
related to stock-based compensation arrangements. As of Decamber 21, 2007, there were anproximately 66 milion of
unrecognized compensation cosis related 1o nonvested/nonexarcisable share-based compensation arrangements. These
costs are expecied 10 be recognized over a weighted-average period of 1.6 years. For awards granted subssguent o
December 31, 2005, compensation costs for awards with graded vesting are recognized on a straight-line basis over the
requisite service period for the entire award. For awards granted prior to that date, compensation costs for awards with graded
vesting are recognized using the graded vesting attribution method.

At December 31, 2007, approximately 26.5 million shares of common stock were authorized and 15.9 million were availabie for
awards (including outstanding awards) to officers, empioyees and non-empioyee directors of FPL Group and its subsidiaries
under FPL Group's amended and restated long-term ingentive plan and non-employee directors stock plans. FPL Group
satisfies restricted stock and performance share awards by issuing new shares of its commen stock or by purchasing shares of
its common stock in the open market. FPL Group satisfies stock option exercises by issuing new shares of its common stock
and grants most of its stock options in the first quarter of each year.

Restricted Stock and Performance Share Awards — Restricted stock typically vests within three years after the date of grant
and is subject to, among other things, restrictions on transferability prior to vesting. The fair value of restricted stock is
measured based upen the ciosing market price of FPL Group common siock as of the dale of grant. Performance share
awards are typically payable at the end of a three-year performance period if the specified performance criteria are met. The
fair value of performance share awards is eslimated based upon the closing market price of FPL Group common stock as of
the date of grant less the present value of expected dividends, multiplied by an estimated performance multiple determined on
the basis of historical experience, which is subsequently trued up at vesting based on aciual performance,
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The activity in restricied stock and performance share awards for the year ended December 31, 2007 was as follows:

Weighted-Average

Grant Date
Fair Value
Shares Per Share
Restricted Stock:

Nonvesied balance, January 1, 2007 1,031,736 $ 38.71
Granted 508,186 $ 61.08
Vested (303,602} § 3685
Forfeited §54,508) $ 45.26

Nonvestad balance, December 31, 2007 1,181,812 $ 4850

Performance Share Awards:

Neonvestad balance, January 1, 2007 4,133,383 3 3355
Granted 517,652 $ 45.04
Vested (559,223) § 2797
Forfeited {40,889) $ 4142

Nonvested balance, December 31, 2007 1,050,823 % 4166

The weighted-average grant date fair value per share of restricted stock granted for the years ended Decembper 31, 2006 and
2005 was $41.08 and $39.93, respectively. The weighted-average grant date fair value per share of performance share
awards granied for the years ended Dacember 31, 2005 and 2005 was $34.08 and $34.75, respectively.

The total fair value of resiricied stock and performance share awards vested was $51 milfion, $40 million and $23 million for
the years ended December 31, 2007, 2006 and 2008, respectively.

Opiions — Options typically vest within three years after ihe date of grant and have 2 maximum term of fen years, The exercise
price of each option granted equals the closing market price of FPL Group commen stock on the date of grant. The fair value
of the options is estimated on the date of the grant using the Biack-Scholes option-pricing model and based on the following
assumplions:

2007 2008 2005
Expected volatility 18.60% 19.56% 20.060%
Expected dividends 2.54% 3.40% 368%
Expected term (years) * & B 7

Risk-free rate 464% 4,80% 4.08%

@) Rased on historical experience.
®  n 2007 and 2006, FPL Group used the "simplified” method to calculate the expected term. in 2005, the expected torm was derived from historical axperienca.

Option activity for the year ended December 31, 2007 was as follows:

Weighted
Weighted- Average
Average Remaining Aggregate
Shares Exercise Contractuat Intrinsic
Underlying Price Term Value
Cptions Per Share (vears} {millicns)
Balance, January 1, 2007 6,344,801 $ 30.22
Granted 264,868 $ 508.08
Exercised {B08B,333) $ 2899
Expired {23,712) $ 27.44
Balance, December 31, 2007 5,777,624 $ 31.72 5.1 $ 208
Exercisable, December 31, 2007 5,169,428 $ 2977 4.7 § 197

The weighted-average grant date fair value of options granted was $10.96, $7.48 and $6.30 per share for the years ended
December 31, 2007, 2006 and 2005, respectively. The total intrinsic value of stock options exercised was approximately $26
million, $21 million and $27 miilion for the years ended December 31, 2007, 2008 and 2004, respectively.
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Cash received from option exercises was approximately $23 miliion, $34 million and $60 millien for the years ended December
31, 2007, 2006 and 2005, respeclively. The tax benefils realized from options exercised were approximately $6 millicn, $6
miltion and $10 miliion for the years ended December 31, 2007, 2006 and 2005, respectively.

Other ~ In June 2005, a wholly-owned subsidiary of FPL Group completed the acquisition of Gexa Corp., a retait electric
provider in Texas. Each share of Gexa Corp.'s cutstanding commoen stock was converted into 0.1682 of a share of FPL Group
comman stock. Assuming the exercise of Gexa Corp.'s options and warrants net of cash to be received upon exercise, the
aggregate value of the consideration for the acquisition of Gexa Corp. was approximately $73 miliion, payable in shares of FPL
Group common steck. At December 31, 2007, there were Gexa Corp. options and warranis outstanding for a totat of 58,276
shares of FPL Group common stock.

13. Preferred Stock

FPL Group's charter authorizes the issuance of 100 miliion shares of serial preferred stock, $0.01 par value. None of FPL
Group's preferred shares were outstanding as of December 31, 2007 or 2606. FPL's charter authorizes the issuance of
10,414,100 shares of preferred stock, $100 par vaiue; 5 milion shares of subordinated preferrad stock, no par value and 5
million shares of cumulative preferred stock, no par vaiue, There were no FPL preferred shares outstanding as of December
31, 2007 or 2006. in Januasy 2005, FPL redeemed all 250,000 shares of its $100 Par Value 4 1/2% (Series A and Series V)
preferred stock outstanding at December 31, 2004.

14. Debt

Long-term debt consisis of the following:
December 31,

2007 20086
FPL: {millions)
First mortgage bonds:
Maturing 2008 through 2017 - 4.85% to 6.00% ‘ $ 1125 $ 825
Waturing 2033 through 2037 - 4.85% 1o 8.20% 2,840 2,540
Storm-recovery bonds:
Maturing 2013 through 2021 - 5.0440% to 5.2555% 652 -
Poilution contre!, solid waste disposal and industrial development revenue bonds — maturing 2020
through 2028 — variable, 3.7% and 4.0% weighied-average annual interest rates, respectively 533 633
Term loan - variable, 5.6% weighted-average annual interest rate - 250
Unamortized discount {33} (34}
Total long-term debt of FPL 5,217 4214
i.ess current maturities of long-term debt 241 -
Long-term debt of FPL, excluding current maturities 4,976 4,214
FPL Group Capital:
Debentures ~ maiuring 2008 through 2011 — 5.625% to 7.375% 1,225 2,300
Debeniures, relaied to FPL Group's equity units — maturing 2008 ~ 5.551% 508 506
Junior Subordinated Debentures — maturing 2044 through 2087 — 5 7/8% to 7.45% 2,000 1,009
Term loan - maturing 2009 - variable, 5.4% and 5,5% weighted-average annua interest rate 200 150
Fair vaiue swaps - {2)
Unarmoriized discount (3} . {3}
~Totat long-term debt of FPL Group Capital 3,837 3,980
Less current maturities of long-term debt 508 1,075
Less falr vakue swaps on current maturities of long-term debt - (2)
Long-term debt of FPL Group Capital, exciuding current maturities 3,431 2,887
FPL Energy.
Senior secured limited recourse bonds — matuzring 2017 through 2024 - 5.808% t0 7.52% 988 1,091
Senior secured limied recourse notes — maturing 2015 through 2037 - 8.31% to 7.51% 992 310
Other long-term debt - maturing 2008 through 2022 - primarily limited recourse and
variable, 6.0% and 6.8% weighted-average annual interest rates, respectively 1,546 1,661
Uinamortized premium 1 -
Total long-term debt of FPL Energy 3,627 3,062
Less current maturities of long-term debt 654 572
Long-term debt of FPL Energy, excluding cument maturities 2,873 2,480
Total long-term debt $ 11,280 $ 8,591

W Adthough principal on the storm-recovery bonds is due on the final matudity date (the dale by which the principal must be repaid to pravent a defautt) for each tranche,
it is expected to be paid semiznnually and sequentially beginning February 1, 2008, when the first sermiannual interest payment became dus.

Minimum annual maturities of fongderm debt for FPL Group are approximately $1,401 million, $1,333 million, $286 mitlion, $882
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mition and $320 million for 2008, 2009, 2010, 2011 and 2012, respectively. The amounts for FPL are approximately $241 million,
%263 million, $42 milion, $45 million and $48 million for 2008, 2008, 2010, 2011 and 2012, respeciively,

At December 31, 2007, commercial paper borrowings had a weighted-average interest rate of 4.39% for FPL Group (4.41% for
FPL). Avaiiable lines of credit aggregated approximately $6.5 biflion ($4.0 biiion for FPL Group Capital and $2.5 billion for
FPL) at Decernber 31, 2007, ali of which were nased on firm commitments. These facilities provide for the issuance of letters
of credit of up to $6.5 billion. The issuance of letters of credit is subject to the aggregate commitment under the applicable
facility. While no direct borrowings were outstanding at December 31, 2007, letters of credit totaling $358 million and §48
mitlior: were outstanding under the FPL Group Capital and FPL credit facifities, respectively.

FPL Group has guaranteed certain payment obfigaticns of FPL. Group Capital, including most of those under FPL Group Capital's
debt, including all of its debentures and commerciai paper issuances, as well as most of its guarantees. FPL Group Capital has
guarantzed cerain debt and ather obligations of FPL Energy and its subsidiaries,

in June 2002, FPL Group sold 10.12 million 8% Corporate Units. In connection with the 8% Corparate Units financing, FPL
Group Capital issued $506 million principal amount of 5% debentures due February 16, 2008, which were absolutely,
irrevocably and unconditionally guaranteed by FPL Group. During 2005, FPL Group Capital remarketed these debentures and
the annual interest rate was reset to 5.551%. Each 8% Corporate Unit initially consisted of a $50 FPL Group Capital
debenturs and a purchase confract pursuant to which the holder was required to purchase $50 of FPL. Group common shares
on or before February 16, 2006, and FPL Group made payments of 3% of each unit's $50 stated vaiue until the shares were
purchased. In Fepruary 2008, FPL Group paid approximately $48 million net to cancel approximately 4.2 miliion of its 8%
Corporate Units. Also in February 2006, FPL Group issued approximaigly 8.7 million shares of common stock in return for
approximately $296 million in proceeds upon settlement of the siock purchase contracts issued in connection with the
remainder of the 8% Corporate Units.

Prior to the issuance of FPL Group's commaon stock, the purchase contracts were reflected in FPL. Group's diluted earnings per
share calcuiations using the treasury stock method. Under this method, the number of shares of FPL Group common §i0CK
used in calculating diluied earnings per share was deemed to be increased by the excess, if any, of the number of shares that
would be issued upon settlement of the purchase coniracis over the number of shares that could be purchased by FPL Group
in the markat, at the average market price during the period, using the proceeds receivable upon settlement,

in January 2008, FPL issued $600 miliion principal amount of 5.95% first mortgage bonds maturing in 2038. Vhe proceeds
ware used to repay FPL's shori-term borrowings and for other corporate purposes.

15, Asset Retirement Obligations

FPL Group and FPL each account for asset retirement obligations and conditional asset retirement obligations under FAS 143
and FIN 47. FAS 143 and FIN 47 require that a liability for the fair value of an ARQ be recognized in the period in which it is
incurred if it can be reasonably estimated, with the offsetting associated asset retirement costs capitalized as part of the
carrying amount of the long-fived: assets. The asset retiroment cost s subsequently allocated to expense using a systematic
and rationa! method cver its useful e, Changes in the ARO resulling from the passage of time are recognized as an increase
in the carrying amount of the iiabllity and as accretion expense, which is included in cepraciaton and amertization expense in
ihe consolidated statements of income. Changes resulting from revisions to the timing or amount of the original estimate of
cash flows are recognized as an increase or a decrease in the asset retirement cost and ARO.

FeL Group and FPL have identified -but not-recognized ARO fiabilities related fo electric transmission and distribution. and
selecommunications assets resulting from easements over property not owned by FPL Group or FPL. tn addition, FPL Group
has identified but not recognized ARQ liabilities related io the majority of FPL Energy's hydro facifities. These easements are
generally perpetual and, along with the hydro facilites, only require retirement action upon abandonment or cessation of use of
the property or facility for its specified purpose. The ARQ fiability is not estimable for such easements and hydro facilities as
EPL Group and FPL intend to utiiize these properties and facilities indefinitely. In the evant FPL Group and FPL decide 1o
abandon or cease the use of & particutar easement and/or hydro facility, an ARO liability would be recorded at that {ime.

FPL's ARO relates primarily to the nuclear decommissioning obligation of its nuclear units. FPL's AROs other than nuciear
decommissioning are not significant. The provisions of FAS 143 and FIN 47 resuit in timing differences in the recognition of
legal assei retrement costs for financial reporting purposes and the method the FPSC allows FPL to recover in
rates. Accordingly, any differences between the ongoing expense recognized under FAS 143 and FIN 47 and the amount
recoverable through rates are deferred in accordance with FAS 71, See Note 1 — Decommissioning of Nucikear Plants,
Dismantlement of Plants and Other Accrued Asset Removal Costs,

FPL Energy's ARC relates primarily o the nuctear decommissioning obligation of its nuclear plants and obligations for the
dismantiement of its wind facilities located on leased property. See Note 1 - Decommissioning of Nuclear Plants,
Dismantiements of Plants and Other Accrued Asset Removal Costs.
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The following table provides a roltforward of FPL Group's and FPL’s ARO from Decembear 31, 2005 to December 31, 2007:

FPL FPL Energy  FPL Group
{rniflions)
Balance, December 31, 2005 $ 1474 $ 211 $ 1,685
Liabilities incurred:
Puane Armold acquisition - 118 118
Other 1 1 2
Accretion expense 81 23 104
Revision in estimated cash flows — net 16 (105} (89)
Balance, December 31, 2006 1,672 248 1,820
Liabilities incurred:
Point Beach acguisition - 225 225
Other - 9 9
Accretion expense 86 21 107
Revision in estimated cash flows — net (5) : 1 {43
Balance, December 31, 2007 3 1,653 $ 504 $ 2,157

@ Primarity refllects the effect of decreasing the escalation rate used o determine the uitimate projecied costs of decommissioning Seabrook and Duane Amoid.

Resiricted trust funds for the payment of fuiure expenditures fo decommission FPL Group's and FPL's nuciear units included in
special use funds on FPL Group's and FPL's consolidated balance sheets are as foliows (ses Note 10):

FPL FPL. Energy FPL Group
(millions)
Balance, December 31, 2007 $ 2,371% $ 982 $ 3,353
Baiance, December 31, 2006 $ 2,284 § 580w g 2,824

3l Seabrook and Duane Arncid only.
16. Commitments and Contingencies

Commitments — FPL Group and its subsidiaries have made commitments in connection with a poriion of their projected capilal
expenditures. Capital expenditures at FPL include, among other things, the cost for construction or acquisition of additional
facilities and eguipment to meet customer demand, as well as capital improvements 0 and maintenance of existing facilities. At
FPL Energy, tapital expenditures inciude, among other things, the cost, including capitalized interesi, for construction of wind
projects and the procurement of nuciear fueli EPL FiberNet's capital expenditures primarily Include costs io meet customer
specific requirements and sustain its fiber-optic network.
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At December 31, 2007, planned capital expenditures for 2008 through 2012 were estimated as foilows:

2008 2009 2010 2011 2012 Total
FPL: (millions)
Generation, @
New @ $ BG5S $ 340 % 5 E - $ - $ 1,210
Existing 780 1,015 1,115 895 710 4,515
Transmission and distribution 915 1,080 1,120 1,160 1,130 5,405
Nuclear fue! 128 185 ° 200 175 195 860
General and other 150 150 175 165 165 805
Total $ 2,835 § 2,750 g 2,615 $ 2,395 $ 2,200 $12,785
FPL Energy: '
Wind = $2,085 $ 5 $ 5 $ 5 $ 5 $ 2,105
Nuclear 280 345 75 305 250 1,655
Gas 8C 85 115 35 25 350
Other 45 40 25 20 20 150
Total $ 2,490 § 485 $ 520 3 365 § 300 $ 4,160
FPL FiberNet $ 23 $§ 23 $ 23 3 18 $ 18 3 101

@ includes AFUDC of approximately $54 milion and $55 million in 2006 and 2008, respectively,

&  Includes land, generating structures, transmission interconnection and integration, ficensing and AFUDC,

fo  Exciudes essentally ali estimated capital costs associated with FPL's announced plan to invest in sotar generating faciities. Also excludes capital
expenditures for two propesed nuclear units at FPL's Turkey Point site. These cosls are not incluged in the table above because they are subject to,
among ofher things, various regulatory and other approvals, as well as the sofar genesating facilities meeting cerain performance standerds on a smaller
scale.

#  includes estimated capilal costs asscciated with Storm Sacure®. These capital costs are subject 1o change over time based on, among other things,
productivity enhancemeants and prioritization,

) Capital expenditures for new wind projecis are estimated through 2008, when aligibiiity for PTCs for new wind projects is scheduled to expire, FPL Energy
sxpacts to add approximately 1,500 mw to 2,000 mw of new wind generation per year from 2008 through 2012, subject to, among other things, continued
public policy suppor, the cost of which s estimated to be approximately $3 billion for 2008 and $4 billion to $5 bildon in each of 2010, 2011 and 2012.

inciudes nuciear fuei.

In addition to the estimated capital expenditures listed above, FPL and FPL Energy have jong-term contracts related to
purchased power and/or fuel (see Contracts below). At December 31, 2007, FPL Energy had approximately $2.8 billion in firm
commitments, primarily for the purchase of wind turbines and towers, natural gas transportation, purchase and storage, firm
transmission service, nuclear fuet and a portion of its projected capitai expenditures. In addition, FPL Group has guaranieed
certain payment obligations of FPL Group Capital, including most payment obligations under FPL Group Capital's debt.

Additionally, FPL Group has announced pians fo invest up to $1.5 biliton in new solar generating facilities in Florida and
California from 2008 to 2014, including plans by FPL to buiid approximately 300 mw in Florida. FPL is evaluating new solar
technology, and intends to initially construct & 10 mw facility, with expansion of the project to a 300 mw facility subject to the
receipt of regulatory and other approvals as well as the technology meeting agreed-upon cost and technical
specifications. FPL has also announced plans to invest up to 3500 milion from 2008 to 2013 for an advanced metering
intiative that will provide enhanced energy management capabililies to FPL customers and enable FPL to develop better
energy management programs. If the advanced metering inftiative is proven successful in small geographic areas, it is
expected o be broadened io cover FPL's service terrifory. FPL Energy has announced plans to launch a renewable energy
-~ program-in 2008, with-the-revenue-generated-from this program 10-be used to develop renewable energy sources..Because
these projected investments are subject to, ameng other things, various regulatory and other approvals as well as meeting
certain performance standards on a smaller scale, essentially afi the costs associated with these projected investments are not
inciuded in the capital expenditures table above.

Alsc, FPL Energy through its wholly-owned subsidiary, Lone Star Transmission, LLC, has proposed to huild, own and operate
a 180 to 200 mile, high voltage, direct current, open access transmission line located between west Texas and the Dallas/Fort
Worth area with a capacity of 2,000 mw. The construction of the transmission dine is contingent upon, among cther things,
receipt of all applicable regulatory approvals. The estimated cost of the transmission line is expected to range from $635
milion to $655 million. Due to the contingencies discussed above {inciuding their impact on the timing of construction), these
estimated costs are not included in the capital expenditures table above.

in February 2008, a wholly-owned subsidiary of FPL Greup Capital committed to tend to a third party up to 5500 million under a
construction and term loan. The loan provides for a single $500 million draw, which is expected to occur in jate 2009. The
loan will initially bear interest at a variable rate and will be converted to a 20-year, fixed rate term loan upon compietion of
censtruction.
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EPL Group and FPL each account for payment guarantees and related contracts, for which it or a subsidiary is the guarantor,
under FIN 45, which requires that the fair vaiue of guarantees provided fo unconsolidated entities entered into after December 31,
2002 be recorded on the balance sheet. At December 31, 2007, subsidiaries of FPL Group, other than FPL, have guaranieed
debt service paymenis relating to agreements that existed at December 31, 2002. The terms of the guarantees are equai {6 the
terms of the related debt, with remaining terms ranging from 1 year to 11 years. The maximum potential amount of future
payments that could be required under these guaraniees at December 31, 2007 was approximately $16 mifion. At December
31, 2007, FPL Group did not have any liabilities recorded for these guarantees. In certain instances, FPL Group can seek
recourse from third parties for 50% of any amount paid under the guarantees. Guarantees provided to unconsolidated entities
antered into subsegquent to December 31, 2002, and the related fair valse, were not material as of December 31, 2007,

Certain subsidiaries of FPL Energy have coniracts that require certain projects to meet annuai minimum generation
amounts. Faiure to mest the annual minimum generation amounts would result in the FPL Energy subsidiary becoming liable
for liquidated damages. Based on past performance of these and simiiar projects and current forward prices, management
believes that the exposure associated with these liquidated damages provisions is not material.

Contracts ~ FPL has entered into long-term purchased power and fue! confracts. FPL is obligated under take-or-pay

" purchased power contracts with JEA and with subsidiaries of The Southern Company (Southern subsidiaries) to pay for
approximately 1,300 mw of power annually through mid-2015 and 375 mw annually thergafier through 2021, and one of the
Southern subsidiaries' contracts is subject to minimum quantities. FPL also has various firm pay-for-performance contracts 1o
purchase approximatety 740 mw from certain cogenerators and small power producers (qualifying facilities) with expiration
dates ranging from 2009 through 2028. The purchased power contracts provide for capacity and energy payments. Energy
payments are based on the actual power taken under these contracts, Capacity payments for the pay-for-performance
contracts are subject to the qualifying facilities mesting certain contract conditions. FPL. has various agreements with several
electricity suppliers tc purchase an aggregate of up to approximately 820 mw of power with expiration dates ranging from 2009
through 2012, in general, the agreements require FPL. fo make capacity payments and supply the fuel consumed by the plants
under the contracts. FPL has contracts with expiration dates through 2028 for the purchase and transportation of natural gas
and coal, and storage of natural gas.

FPL Energy has entered into several contracts for the purchase of wind turbines and towers in support of a portion of its
planned new wind generation. in addition, £PL Energy has contracts primarily for the purchase, transportation and storage of
natural gas and firm transmission service with sxpiration dates ranging from 2008 through 2036. FPL Energy also has several
contracts for the supply, conversion, enrichment and fabrication of nuclear fuei with expiration dates ranging from 2008 to
2018.

The required capacity and minimum payments under these contracts as of December 31, 2007 were estimated as follows:

2008 2009 2010 2011 2012 Thereafler
FPL: (mifiions)
Capagity payments: © ;

- JEA and Southern subsidiaries ® $ 2107 % 220 § 220 § 210 5 210 5 750
Qualifying facililies b $ 320 $ 320 $ 290 $ 260 § 270 $ 2920
Other electricity suppliers © 5 55 & &5 § 10 % 10 § 5 $ -

Minimum payments, at projected prices:
Southem subsidiaries — energy ® $ 80 $ 90 % 40 % - % - 8 .
Natural gas, including transportation and storage i $783% $1810 § 260 § 280 5 260 3 1,885
Coal™®- Ce R 3 B85 $ 55 §. 45 $ 10 % - $ -
FPL Energy $1460 $ 100 $ 90 § 50 $ 50 0§ 665

@ Capacity payments under these contracts, the rajority of which are recoverable through the capacity clause, totaled approximately $578 million, $810 milion
and $616 rmition for the years ended December 31, 2007, 2006 and 2005, respectively.

) Energy paymenis under these contracts, which are recoverable through the fuel clause, totaled approximately §447 mition, $421 million and $363 millon for
the years ended December 31, 2007, 2008 and 2008, respectively.

) Recoverable through the fuel clause.

In addition, FPL has entered into several long-term agreements for storage capacity and transportation of natural gas from
facilities that have not yet begun, or if begun have not yet cempleted, construction. These agreements range from 12 1o 25
years in jength and contain firm commitments by FPL totaling up to approximately $289 millien annually or $6.3 billion over the
terms of the agreemenis. These firm commitments are confingent upon the occurrence of certain events, including approval
by the FERC and compietion of construction of the facilities in mid-2008 and 2011,
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Insurance — Liability for accidents at nuciear power plants is governed by the Price-Anderson Act, which limits the Hability of
nuclear reactor owners to the amount of insurance available from both private sources and an industry retrospective payment
plan. In accordance with this Act, FPL Group maintains $300 millicn of private liability insurance per site, which is the
maximum obtainable, and participates in a secondary financiai protection system under which it is subject to retrospective
assessments of up to $805 million ($402 miliion for FPL), plus any applicable taxes, per incident at any nuciear reactor in the
United States, payable at a rate not to exceed $120 million ($60 million for FPL) per incident per year. FPL Group and FPL are
contractually entitied to recover a proportionate share of such assessments from the owners of minority interests in Seabrook,
Nuane Arnold and St Lucie Unit No. 2, which approximates $12 million, $30 milfion and $15 million, pius any applicable taxes,
per incident, respectively.

FPL Group participates in nuclear insurance mutual companies that provide $2.75 billion of limited insurance caverage per
sccurrence per site for properly damage, decontamination and premature decommissioning riske at its nuclear plants. The
proceeds from such insurance, however, must first be used for reactor stabifization and site decontamination before they can
pe used for plant repair. FPL Group also participates in an insurance program that provides limited coverage for reptacement
power costs if a nuclear pant is out of service for an exiended period of time pecause of an accident. In the event of an
accident at one of FPL Group's or another participating insured's nuclear plants, FPL Graup could be assessed up to $169
mifiion (87 miliion for FPL}, plus any applicable taxes, in retrospective pramiums. FPL Group and FPL are contractually
entitled to recover a proportionate share of such assessments from the owners of minority interests in Seabrook, Duane Arnold
and St. Lucie Unit Na. 2, which approximates $2 million, $5 million and $4 million, plus any applicable taxes, respectively.

Due to the high cost and limited coverage availabie from third-party insurers, FPL does not have insurance coverage for a
substantial portion of its transmission and distribution property and FPL Group has no insurance coverage for FPL FiperNet's
finer-optic cable located throughout Florida, Should FPL's future storm restoration costs exceed the reserve amount (see Note
1 — Securitization), FPL may recover prudently incurred storm restoration costs either through securitization provisions
pursuant to the Fiorida Statutes or through surcharges approved by the FPSC.

In the event of a loss, the amount of insurance available might not be adequate o cover proparty damage and other expenses
incurred. Uninsured iosses and other expenses, to the extent not recovered from customers in the case of FPL, would be
borne by FPL Group and FPL and could have 3 material adverse effect on FPL Group's and FPL's financial condition and
results of operations.

Litigation — In November 1600, the Afiorney General of the United States, on behalf of the U8, Environmental Protaction
Agency (EPA), brought an action in the U.S. District Court for the Northern District of Georgia against Georgia Power
Company and other subsidlaries of The Southern Company for cortain alleged violations of the Prevention of Significant
Deterioration (PSD) provisions and the Mew Source Performance Standards {NSPS) of the Clean Air Act. In May 2001, the
EPA amended its complaint to allege, among other things, that Georgia Power Company constructed and is continuing to
operate Scherer Unit No. 4, in which FPL owns a 76% interest, without obiaining a PSD permit, without complying with NSPS
requirements, and without applying best available control technology for nitrogen oxides, suifur dioxides and particulate matter
as required by the Clean Air Act. It also alieges that unspecified major modifications have been made at Scherer Unit No. 4
that require its compliance with the aforementionad Clean Air Act provisions. The EPA seeks injunciive rellef requiring the
installation of best available contral technalogy and civil penalties of up to 425,000 per day for each violation from an
unspecified date after June 1, 1975 through January 30, 1997 and §27,500 per day thereafter for each vioiation. The EPA
further revised its civil penalty rule in February 2004, such that the maximum penaity is $32.500 per day for each violation after
March %5, 2004. Georgia Power Company has answered the amended compiaint, assering thai it has compiied with all
-requirements-of the Clean Alr Act, denying the plaintiff's aliegations of liability, denying that the piaintiff is entitled to any of the
relief that It seeks and raising various other defenses. in June 2001, a federal district court stayed discovery and
administratively closed the case and the EPA has notf yet moved fo reopen the case. i April 2007, the U.S. Supreme Court in
a separate unrelaied case rejected an argument that a "major modification” occurs at a piant only when there is a resulting
inerease in the hourly rate of air emissions, Georgia Power Comgpany has made a similar argument in defense of its cage, but
has other factual and lega! defenses that are unaffected by the Supreme Court's gecision,

in August 2001, Florida Municipal Power Agency (FMPA) filed with the U.S. Court of Appeals for the District of Columbia (DC
Circuit) a petition for review asking the DC Circuit to reverse and remand orders of the FERC denying FMPA's request for
credits for transmission facilities owned by EMPA members, This matier arcse from a 1993 FPL filing of 2 comprehensive
restructuring of its then-existing tariff struciure. Al issues related to that filing were sattled in September 2000 except for three
issues reserved by FMPA: (i} FMPA's request for tfransmission credits related to the costs of its transmission facilities (the
crediting issue), {i} reatment of behind-the-meter generation and load ratio pricing for network integration transmission service
{the behind-the-meter issue}, and (i} exclusions from FPL's transmission rates of the costs of FPL's facilities that fail to meet
the same Integration test that was applied to FMPA's facilities with respect to the crediting issue {the rate base issue). The
EERC and the DC Circuit have rejacted FMPA's claim for transmission credits, which would have reduced FMPA's payment
obligation to FPL for network integration transmission service.
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With regard to the behind-the-meter issue, the FERC rejected FMPA's argument that its obligation io pay for network
integration transmission service sheuld be reduced to the extent that FPL allegedly cannot provide transmission service
because of "physical trangmission limitations.” In June 2005, the DC Circuit remanded the case to the FERC for further
consideration. In December 2005, the FERC issued an order on remand finding that load ratio share pricing is appropriate
notwithstanding constraints on a third-party's system. In January 2006, FMPA filed a rehearing request of this order with the
FERC, which the FERC denied in July 2008, FMPA submitled a petition for review of the FERC's December 2005 and July
2008 orders at the DC Circuit, In January 2008, the DC Circuit denied FMPA's petition for review,

With regard to the rate base issue, in May 2004 FPL made a compliance filing of a proposed rate schedule that does not
include those faciiities of FPL that fail to meet the same integration test that was appiied o the FMPA facilities. Pursuant 10
that fiing, FPL's current network fransmission rate wouid have been reduced by $0.02 per kilowatt (xw) per month. In June
2004, FMPA filed a protest to FPL's compliance filing, arguing that FPUs current network fransmission rate should be reduced
by approximately $0.41 per kw per month. In January 2005, the FERC issued an order on FPL's compliance fiting. in {he
order, the FERC accepted FPL's standards for analyzing the transmission system and agreed that FPL's "Georgia Ties" and
"Turkey Point Lines" are part of FPL's integrated grid. The FERGC required FPL to make an additional compliance filing
removing the cost of alf radial transmission fines from transmission rates, analyzing the FPL transmission system to remove
the cost of any transmission facilities that provide only "unneeded redundancy,” and calouiating rate adjusiments using 1983
data rather than 1998 data. FPL made this compliance filing in April 2005, under which FPL's current rate would be reduced
by $0.04 per kw per menth, In May 2005, FMPA orotested FPL's compliance filing and argued that FPL's rates should be
reduced Dy an additional $0.20 per kw per month, potentially resulting in a refund cbligation to FMPA of approximately $26
million at December 31, 2007, Any reduction in FPL's network service rate also would apply effective January 1, 2004 to
Seminole Eiectric Cooperative Inc. (Seminole), FPL's other network customer. The potential refund obligation to Seminole
based on FMPA's position is approximately $13 million at December 31, 2007.

in December 2005, the FERC issued an order accepting FPL's Aprit 2005 compliance fiing in pari, rejecting it in par, and
directing the submission of a further compliance filing. The FERC concluded that it is not ciear whether FPL failed to test its
non-radial facilities in a manner comparable to the way it tested FMPA's faciiities. FPL filed a rehearing request in January
2008, which the FERC denied in July 2006, FPL filed a request for rehearing of the FERC’s July 2006 order. In September
2008, FPL made the required compliance filing, remaoving additional transmission facifities from rates. In February 2008, the
FERC granted FPL's request for rehearing of the July 2006 order and reconsidered the December 2005 order. Upen
reconsideration, the FERC accepted FPL's April 2005 compliance filing in full and dismissed as moot FPL's September 2006
compliance filing. The refund liability under the April 2005 compliance filing is approximately 34 million to FMPA and
approximately $2 milfion to Seminoie at December 31, 2007.

In 1895 and 1998, FPL Group, through an indirsct subsidiary, purchased from Adelphia Communications Corporation
{Adelphia) 1,081,524 shares of Adelphia commaon stock and 20,000 shares of Adelphia preferred stock (convertible into
2,358.49C shares of Adeiphia commen stock) for an aggregate price of approximately $35,800,600. On January 29, 1999,
Adelphia repurchased ail of these shares for $149,213,130 in cash, OnJune 24, 2004, Adelphia, Adeiphia Cablevision, L.L.C.
and the Official Committee of Unsecured Creditors of Adelphia filed a complaint against FPL Group and its indirect subsidiary
in the U.S. Bankruptcy Court, Scuthern District of New York, The complaint alleges that the repurchase of these shares by
Adeiphia was a fraudulent transfer, in that at the time of the transaction Adelphia (i) was insclveri or was rendered insolvent,
i) did not receive reasonably equivaient value in exchange for the cash it paid, and (i} was engaged or about to engage in a
nysinese or transaction for which any property remaining with Adeiphia had unreasonably small capital. The complaini seeks
the recovery for ihe benefit of Adelphia's bankrupicy estate of the cash paid for the repurchased shares, plus interest. FPL
.Group has filed an answer fo the compiaint. FP|. Group believes that the compiaint is without merit because, among other
reasons, Adeiphia will be unable o demonstrate that (i} Adelphia's repurchase of shares from FPL Group, which repurchase
was at the market vaiue for those shares, was not for reasonably equivalent value, (i) Adeiphia was insolvent at the time of the
repurchase, or (iif) the repurchase left Adelphia with unreasonably small capital. The case is in discovery and has been
scheduled for trial in March 2009.

tn February 2603, Scott and Rebecea Finestone brought an action on behalf of themselves and their son Zachary Finestone in
the U.S. District Gourt for the Southern District of Florida alleging that their son hag deveioped cancer {neuroblastoma) as a
result of the release and/or dissipation into the air, water, soit and underground areas of radicactive and non-radicactive
nazardous materals, inciuding strontium 8C, and the release of other toxic materials from FPL's St. Lucie nuclear power
plant. The complaint, as subsequently amended, includes counts against FPL for strict liabiflty for allegedly engaging in an
ultra-hazardous activity and for alleged negligence in operating the plant in & manner that allowed emissions of the foregoing
materials and failing to limit its release of nuclear fission products as prescribed by federal and state laws and regulations. The
nlaintiffs seek damages in excess of $1 million. In January 2006, the court granted FPL's motion for finai summary judgment
and dismissed the case. In February 2008, the plaintiffs fled a notice of appeal of the court's decision, which appeal is
pending befere the U.S. Court of Appeals for the Eleventh Circuit. Oral argument was held in November 2007.
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in May 2003, Tish Blake and John Lowe, as personal representatives of the Estate of Ashion Lowe, on behaif of the estate and
themselives, as surviving parents, brought an actien in the U.S, District Court for the Southern District of Florida alieging that
their son developed cancer (medulo-blastoma) as a result of the relsase and/or dissipation into the air, water, soit and
underground areas of radivactive and nen-radioactive hazardous materials, including strontium 90, and the release of other
toxic materials from FPL's St. Lucie nuclear power plant. The aliegations, counts and damages demanded in the complaint, as
subsequently amended, are virtually identical to those contained in the Finestone lawsuit described above. In January 2008,
the court granted FPL's motion for finai summary judgment and dismissed the case. In February 2008, the plaintiffs filed a
notice of appeal of the court's decision, which appeat is pending before the U.8. Court of Appeals for the Eieventh Circuil, Oral
argument was held in November 2007.

In August 2003, Pedro €. and Emilia Reig brought an aciion on behalf of themselves and their son, Pedro Anthony Roig, in the
Circuit Court of the Eleventh Judicial Circuit in and for Miami-Dade County, Florida (the state court), which was removed in
October 2003 to the U.S. District Court for the Southern District of Florida, against Aventis Pasteur and a number of cther
named an¢ unnamed drug manufacturing and distribution companies and FPL, alleging that their son has suffered toxic
neurological effects from mercury poisoning. The sources of mercury exposure are alleged to be vaccines containing a
preservative called thimerosal that were allegedly manufactured and distributed by the drug companies, mercury amaigam
dental fillings, and emissions from FPL power plants in southeast Floriga. The complaint ihciudes counts against all
defendants for civil battery and against FPL for alieged negligence in operating the piants such that the son was exposed o
mercury and other heavy metals emissions, The damages demanded from FPL are for injuries and losses allegedly suffered
py the son as a result of his exposure 1o the plants' mercury emissions and the parents' alleged pain and suffering, medical
expenses, loss of wages, and loss of their son's services and companionship. No amount of damages is spacified. The U.S.
District Court remanded the action back to the state court. The drug manufacturing and distribution companies have moved o
dismiss the action. Piaintiffs and FPL have agreed that FPL will not respend to the compiaint until requested by the plaintiffs,

in December 2003, Edward and Janis Shiflett brought an action on nehalf of themselves and their son, Phillip Benjamin
Shiflett, in the Circuit Court of the Elghteenth Judicial Circuit in and for Brevard County, Fiorida (the state court), which was
removed in January 2004 to the U.8. District Court for the Middie District of Florida, against Aventis Pasteur and a number of
other named and unnamed drug manufacturing and distribution companies, FPL and the Orandc Utliities Commission,
sHieging that thelr son has suffered toxic neurological effects fram mercury poisoning. The allegations, counts and damages
demanded in the compiaint with respect to FPL are virlually identical io those contained in the Roig lawsuit described
above. EPL's motion to dismiss the complaint was denied. The U S, District Court subssquently remanded the action back to
the state court. The state court subseguently dismissed the drug manufacturing and distribution companies from the
action. Plaintiffs appeal of that order is pending before the Florida Fifth District Court of Appeal. Plaintiffs and FPL have
agreed that FPL will not respond to the complaint until requested by the plaintiffs,

in October 2004, TXU Portfolic Management Company (TXU) served FPL Energy Pecos Wind I, LP, FPL Energy Pecos Wind i
GP, LLC, FPL Energy Pecos Wind 11, LP, FPL Energy Pecos Wind [} GP, LLC and Indian Mesa Wind Farm, LP {FPL Energy
Affiliates) as defendants in a civil action filed in the District Court in Daltas County, Texas, FPL Energy was added as a
defendant in 2005. The petition alleged that the FPL Energy Affitiates had a contractual obligation to produce and sell to TXU
a minimum guantity of energy each year and thal the FPL Energy Affiliates failed to meet this obiigation. The plaintiff asserted
claims for breach of contract and declaratory judgment and sought damages of approximately $34 million, The FPL Energy
Affiliates filed their answer and counterclaim in November 2004, denying the allegations. The counterclaim, as amended,
asserted claims for conversion, breach of fiduciary duty, breach of warranty, conspiracy, breach of coniract and fraud and
sought termination of the contract and damages. Following a jury trial in June 2007, among other findings, both TXU and the
FPL. Energy Affiliates were found io have breached the contrast. .in January 2008, the judge entered a ruling pursuant {o which
the contract is not terminated and neither party will recover any damages.

In addition to those legal proceedings discussed above, FPL Group and its subsidiaries, including FPL, are iavolved in a
number of other legal proceedings and claims in the ordinary course of their businesses. Generating plants in which FPL
Group or FPL have an ownership interest are also involved in tegal proceedings and claims, the liabilities from which, if any.
would be shared by FPL Group or FPL.

in the event that FPL Group and FPL, or their affiliates, do not prevail in these lawsuits, there may be a material adverse effect
on their financial siatemenis. However, FPL Group and FPL believe that they, or their affiliates, have meritorious defenses to
all the pending litigation and proceedings discussed above under the heading Litigation and are vigorously defending the
lawsuits. While management is unabie to predict with certainty the outcome of the legal preceedings and claims discussed or
described herein, based on current knowledge it is not expected that their uliimate resolution, individually or collectively, will
nave a materal adverse effect on the financial statements of FPL Group or FPL.
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17. Segment Information

FPL Group's repariabie segments include FPL, a raie-
and Other represents other business activities, other segments that are not separate
Group's operating revenues derived from the sa
operating revenues for the years ended Decem
foreign sources for each of the three years ended December 31, 2007, 2008 an

than 1% of long-lived assets were located in foreign couniries,

FPL Group's segment information is as follows:

Operating revenues

Operating expenses

interest charges

interest income

Depreciation and amortization

Equity in earnings of equity
method investees

income lax expense
{penefit) @

Net income (loss}

Capita! expenditures, independent
power investments and
nuglear fuel purchases

Property, plant and equipment

Accumulated deprecialicn
and amortization

Total assets

Investment in equity
methed invesiees

{a}

io of slectricity represented approximate
ber 31, 2007, 2006 and 2005. Less than 1% of operating revenues were from
d 2005, At December 31, 2007 and 2008, less

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

regulated ufility, and FPL Energy, a competitive energy business. Corporate
iy reportable and eliminating entries. FPL
ty 98%, 97% and 96% of FPL Group's

FPL Energy's interest charges are based on a deemed capilal structure of 30% debt for operating projects and 100%

2007 2008 2005
Corp. Corp. Com.
FPL and FPL and FPi. and
FPL, Energy™ _Other Total FPL, Energy ®  Cther Total EPL Erergy ™ Otper  _ Tolal
{millions)
$11522 § 3474 F 167 $15263 $11988 § 3558 § 184 0 §I5710 $ 9528 § 222t 97 $11,848
$10059 § 2753 & 168 $12880 $10525 & 2803 § 285 $13613 $ 8181 $ 2067 § 108 $103%6
< 304 § 32 & 146 § 76z 5 278 § 269 § 158§ VOE S P24 § 223 % 146 5 503
5 17 % 40 % 32 % 8 § 30 % 2% & 7 % 82 § 4 % 28 § 27 5 69
¢ 773 § 473 & 15 § 1,261 5 77T § 375 0§ 23§ 1186 5 o8] $ 31t $§ 23 % 1285
$ - % 88§ - % 688 3% -5 1P § 181 § - % 124 % § 124
§ 45t $ (357 5 48) § 368 $ 424 MO 3 {97 397 § 408 % (56} § (71) § 282
$ 838 § 540§ (64) 5 1312 0§ 80z §  610% 5 (L s 128t 5 T4B S 203§ (80) 3 ot
§ 2007 $ 2831 § a1 3 501 § 1866 § 1809 § 62§ 37§ 7T § 822 § 13 § 2548
§27251 § 12534 § 255 41040 $25886 § 10224 § 242 836152 $24407 & B568 § 334 $33309
$10081 § 2167 $ 140 512388 § 9848 § 1678 § 126 §11.883 $ 8530 $ 1253 § 105 §10888
$24044 § 14505 §1574 $40123 $22970 § 11308 $1547 335822 go2347 $ 9383 § 869 $32,508
$ 5 28 § ¢ § 225 § - % 381 § % 0§ 370 S . % 320 % 9 % 320

intevest charges are included in Corporate ang Other.

{b}
ic}

includes a $98 million ($60 miflion after-ax}
Includes an indonesian project gain of $87 million {$63 miliion
FEL Energy's tax expense (benefit) includes preduction tax cre

impairment charge recorded at FPL

18. Summarized Financial Information of FPL Group Capital

FPL Group Capital, 2 100%
operating subsidiasies other
fully ang uncenditionally guaranteed b

Condensed Consolidating Statements of income

owned subsidiary of FPL Group,
thart FPL. Most of FPL Group Capital's debt, including its d

debt for projects under construction, Residual non-utiiity

“ibarNet. See Note 5 — Corporate and Other.
after-ax). Sea Note 11~ FPL Energy.
dits that were recognized based on its tax sharing agreement w

ith FRL Group. See Note 1 — income Taxes.

provides funding for and holds ownership interest in FPL Group's
ebentures, and payment guarantees are
y FPL Group, Condensed consolidating financiai information is as follows:

Year Ended Year Ended Year Ended
December 31, 2007 December 31, 2006 December 31, 2005
FPL FRL FPL FPL FPL FPL
Group FPL Group Group FPL Group Group FpPL Group
{Guarar- Group Consoli-  {Guaran-  Group Conscil-  {Guaran-  Group Consol-
lor) Capital _Othes™ dated tor) Capital _Other™ daied tor) Capitat  Othet® dated
{miflions)
Operating revenues $ . % 3546 % 11817 3 15263 % - % 3728 § 11882 § 18¥10 5 - % 2323 § 9523 § 11846
Operating £xpenses - 2,926y {10,054} (12,880} (23) (3,070) (10,820) {13613} - {2,180} 8,178)  (10,358)
interes! charges {19} (458} {285) (762) (21} (428) (257) {706) (25} (368) (202} (593)
Other income (de-
ductions) - net 1.322 133 (1,296} 159 1,202 263 {1,268} 287 908 275 {888) 286
inceme (loss} before
income taxes 1,303 395 (18) 1,880 1,248 493 (83} 1,678 884 52 247 1,183
income tax expense
{benefit) {3} {75) 452 388 {33} 7 423 357 {(17) {109) 408 282
Net ncome (loss) $ 1312 & 470 % 470y § 1312 & 1,281 S 486 $ (486} § 1287 § 801 § 161§ {(161) § 80

]

Represents FPL and consolidating adjustments.
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Condensed Consolidating Balance Sheets

PROPERTY, PLANT AND EQUIPMENT
Electric utility plant in service and other property
Less accumulated depreciation and amortization
Total property, plant and equipment - net
CURRENT ASSETS
Cash and cash equivalenis
Receivabies
Other
Total current assets
OTHER ASSETS
Investmant in subsidiaries
Other
Total other assels
TOTAL ASSETS

CAPITALIZATION
Commeon shareholders’ equity
Long-term debt
‘fota! capitalization
CURRENT LIABILITIES
Dabt due within one year
Accounts payabie
Cther
) Total current lisbilities
OTHER LIABILITIES AND DEFERRED CREDITS
Assel retirement chliggtions
Accumutated deferred income taxes
Regulatory iiabilities
Other
Total other liabilites and deferred credits
COMMITMENTS AND CONTINGENCGIES
TOTAL CAPITALIZATION AND LIABILITIES

" Represents FPL and consclidating adjustments.

December 31, 2007

December 31,2006

FPL FPL FEL FPL
Group FPL Group Group FiL Group
{Guaran- Group Congoil-  {Guaran- Group Consoli-
tor) Capital Other™ dated 1or) Capital  _Othec™ dated
(millions)
3 - $13790 § 27,250 § 41040 3 - % 10466 25686 § 36152
- (2,308) _ (10,080) _ (12,388) - (1,805} _ (9.848) _(11,683)
- 11,482 17,170 28,652 - 3,681 15,838 24,488
- 227 83 280 556 64 620
39 816 866 1721 170 683 803 1,656
12 528 1,227 1,768 10 700 1,844 2,554
51 1,672 2,168 3,778 180 1,939 2,711 4 B3
10,474 - (10,474} - 9,892 - {9,892} -
1,832 2,121 3,838 7.692 1,166 1,748 3,578 6,483
12,108 2,421 (6,5635) 7,682 11,068 1.748 {6,313} 5,493
5 12,157 $15175 § 12,791 % 40423 § 11,238 § 12348 $12,238 § 35,822
$ 10,735 $ 3,198 § (3.188) $ 10735 § 9930 $ 2354 $ (2.354) 5 9,930
- 6,305 4,875 11,280 - 5,377 4,214 9,581
10,735 5,503 1,777 22,015 8,930 7,731 1,860 19,5271
- 1,335 1,083 2,418 - 2112 830 2,742
3 495 7086 1,204 - azs 735 1,080
68 700 1,368 2,136 222 885 1,617 2,524
71 2,530 3,157 5,758 222 3,122 2,982 6,326
- 504 4,883 2187 - 248 1,572 1,820
367 870 2484 3,821 269 845 2,218 3432
696 - 3,255 3,951 531 - 3,121 3,662
288 1,668 485 2421 286 a0z 483 1,071
1,351 3,142 7.857 12,350 1,086 1,485 7,384 9875
$ 12,4587 $15175 § 12,791 $ 40423 0§ 11,238 § 12,348 $12,236 § 35822
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Condensed Consolidating Statements of Cash Flows

Year Ended
December 31, 2007

Year Ended
December 31, 2006

Year Ended
December 31, 2008

FPL FPL FPL FPL FRL FPL
Group FPL Group Group FPL Group Group FPL Group
{Guar- Group Consoli- {Guar- Group Consoii- {Guar- Group Cornsoli-
antor) Capital  Other®™ _dated antor} Capital  Othe™ dated antor} Capital  Other™ dated
{rnillions)
NET CASH PROVIDED BY
COPERATING ACTIVITIES $ 103t § 1489 § 1,083 § 3593 § 363 § 791 $ 1354 §$ 2498 § 191 § 278 0§ 1078 $ 1,547
CASH FLOWS FROM
INVESTING ACTIVITIES
Capital expendiures,
independent power
investments and
nuclear fusl purchases {i2) (3,000} (2007}  (5019) {40) {(1.833)  (1,866) (3739} {834) (1,712} (2,546}
Sale of independent
power investments - 700 760 - 20 - 20 - 68 - 89
Loan repayments and
capitat distrbutions from
squity method invesiees " 11 - 11 - - B . - 199 - 199
Funding of secured loan . - - - - - - . - 143} - {43}
Proceeds from termination
and sale of leveraged
eases - . - - . - - - - 58 - 58
Other ~ nal {405) (58} 193 (270) - 7) (81) (85} (298} 195 202 o8
Net cash used in
investing activities (417 (2,347) _ (1814} {4578} (40} _ {1,820) {1,047} (3,807} {289) (358} {1510} {2,%85)
CASH FLOWS FROM
FINANCING ACTINITIES
{ssuances of long-
term debt - 1,969 1,230 3,199 - 2,470 238 3,408 - 203 583 1,301
Retiraments of
long-term debt and
FPL. preferred stock - {1,616} (250) (1,866} “ {1,530} (135} (1,865) - (715) (505) (1,220}
Proceeds from purchased
Corporate Units - . - - 210 - 210 - - -
Payments io terminate
Corporate Units - - - {258} - {268} - B - -
Net change in
short-term debt - {292) 212 (80) - 467 (528} {82} - - 667 667
Issuances of common stock 48 - - 48 333 - - 333 G3g - - 634
Dividends on common stock B54) - - {654} {583) - " 593) (544} - - (544)
Other - net B 458 {442} 10 {12} {289} 327 28 {8) 323 {327} {10}
Net cash provided by S :
{used in} financing
activities (614} 519 750 £55 {320} 1,118 601 1,358 BY 411 423 923
Net increase {decrease) in
cash and cash equivaternits B {329) {1} {330} 7 89 B 90 {18} 333 ) 308
Cash and cash equivalents
&l beginning of year 556 B4 520 7 467 56 530 26 134 65 225
Cash and cash equivalents
at end of year 3 - 0§ 22T % 63 $ 29 % - % 838 § g4 § 620 § 7 § 487 % 56 § 530

@ Represenis FPL and consolidating adjustments,
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19. Quarterly Data (Unaudited)

Condensad consolidated quarterly inancial information is as follows:

June 30

September 30 @ December 31 ™

March 31 ©

FPL GROUP:

2007
Operating revenues ® $3,075
Operating income ® $ 298
Net income ® $ 150
Earnings per share @ $ 038
Earnings per share — assuming dilution @ $ 038
Dividends per share $ 041
High-low common stock sales prices $63.07-53.72

2006
Operating revenuas ™ $3,584
Operating income * § 473
Net income ® $ 251
Earnings per share © $ 0.64
Earnings per share — assuming dilution © $ 084
Dividends per share $0.375
High-low common stock saies prices $43.42-38.85
FPL:

2007
Operating revenues " $2,448
Operating income ® $ 247
Net income ™ $ 126

2008
Qperating revenues ™ $2584
Operating income ™ § 246
Net income ¥ $ 122

@ in the opinion of FPL Group and FPL, all adjustments,
periods, have been made, Resuits of operations for an

5 The sum of the quarlerly amounts may not equal the total for the ysar due to rounding.

© The sum of the quarterly amounts may not equal the totel for the year dus 1 rounding an

i Includes impairment charges. See Note &,

{millions, except per share amounts)

$3,928
$ o664
$ 405
$ 1.02
§ 1.01
$ 041
$66.52-56.18

$3.800
$ 435
$ 236
$ 060
% 06C
$0.375
$41.97-37.81

$2.905
3 383
$ 21

$2,999
$ 330
$ 182

$4,675
$ 200
$ 533
$ 1.34
$ 1.33
$ oM
$64.20-54.61

54,804
3 872
$ 527
$ 1.33
$ 132
$0.375
$45.87-40.58

$3,445
$ 591
$ 326

$3,513
§ 565
$ 328

$3,683
5 421
$ 224
$ 0.56
% 0.56
$ 0.41
§72.77-60.26

$3,623
$ 317(6}
§ 268@
§ 0.88™
3 0.67™
$0.375
$55.57~44.97

§2824
§ 342

~ Ao

b1} Lro

$2,892
§ 313
$ 170

which consist of normal recurring accruals necessary lo present a fair statement of the amounts shown for such
interim pering generally will not give a true indication of results for the year.

¢ changes in weighted-average number of comman shares cutstanding.

®  inciudes impatrment charges and an indonesian project gain. See Note 5 and Note 11 — FPL Energy.
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ltem 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure
None

ltem 9A. Controls and Procedures

Disclosure Controls and Procedures

As of December 31, 2007, sach of FPL Group and FPL had performed an evaiuation, under the supervision and with the
participation of its management, including FPL Group's and FPL's chief executive officer and chief financial officer, of the
effectiveness of the design and operation of each company's disclosure controis and procedures (as defined in Exchange Act Rule
13a-15(e) or 15d-15(e}). Based upon that gvaluation, the chief executive officer and chief financial officer of each of FPL Group and
FPL conciuded that the company's disclosure controls and procedures are effective in timely aterting them to material information
relating to the company and its consolidated subsidiaries required to be included in the company’s reports filed or submitted under
the Exchange Act and ensuring that information required to be disclosed in the company's raports filed or submitted under the
Exchange Act is accumulaied and communicated to management, including its principal executive and principat financiai officers, o
aliow timely decisions regarding required disciosure, FPL Group and FPL sach have a Disclosure Committee, which is made up of
several key management employees and reports directy o e chief executive officer and chief financial officer of each company, t¢
monitor and evaiuate these disclosure controls and procedures. Due to the inherent limitations of the effectiveness of any
established disclosure controls and procedures, management of FPL Group and FPL cannot provide absoiute assurance that the
objectives of their respective disclosure conirols and procedures will be met.

Internal Controf Over Financial Reporting

(a) Management's Annual Report on Internal Conirot Over Financial Reporting
See tem 8. Financial Staiements and Supplementary Data.

()  Atestation Report of the Independent Registered Public Accounting Firm
See ftem 8. Financia! Staiements and Supplementary Data.

() Chanaes in internal Confrol Over Financial Reportin
() g o

wr

FPL Group and FPL are continuously seeking to improve the efficiency and effectiveness of their operations and of their
internal contrals. This results in refinements o processes throughout FPL Group and FPL. However, there has been no
change in FPL Group's or FPL's internal control over financial reperting that occurred during FPL Group's and FPL's most
recent fiscal guarter that has materially affected, or is reasonably likely to materially affect, FPL Group's or FPL's interna
control over financial reporting.

ltem 9B. Other Information

None

PART il

item 10. Directors, Executive Officers and Corporate Governance

The information required by this ltem will be included in FPL Group's Proxy Statement which will-be filed with the S8EG-in

connection with the 2008 Annual Mesting of Sharehoiders (FPL Group's Proxy Statement) and is incorporated herein by

reference, or is included in item 1, Business — Executive Officers of FPL Group.

item 11. Executive Compensation

The information required by this item wili be included in FPL Group's Proxy Statement and is incorporated herein by reference.

ltem 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

The information required by this item relating to security ownership of certain beneficial owners and management wil be
inciuded in FPL Group's Proxy Siatement and is incorporated herein by reference.
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SECURITIES AUTHORIZED FOR ISSUANCE UNDER EQUITY COMPENSATION PLANS
FPL Group's equity compensation plan information as of December 31, 2007 is as follows:

Number of securities remaining

Number of securities {o be available for future issuance
issued upon exercise of Weighted-average exercise under equity compensation
outstanding options, warrants price of outstanding options, plans (excluding securities
and righis warrants and rights reflected in column (a}}
Plan category {a) (o) {c)

Equity compensation

plans approved by

security holders 5,777,624 $31.72 10,075,551
Equity compensaticn

plans not approved by

security hoiders © 11,769 $16.32 -

8 Represents aptions granted by Gexa Corp. under its Amended and Restated 2004 incentive Plan and pursuant to various individual grants, all of which were
madge prior to the acguisition of Gexa Corp. All such options were assumed by FPL Group in connection with the acquisition of Gexa Gorp. and are fully vested
and exercisable for shares of FPL Group common stack. Ne further grants of stock options will be made under this plan.

item 13. Certain Relationships and Related Transactions, and Director Independence

The information required by this item, to the extent applicable, will be included in FPL Group's Proxy Statement and is
incorporated herein by reference.

item 14. Principal Accountant Fees and Services

FPL Group — The information required by this tem will be inciuded in FPL Group's Proxy Statement and is incorporated herein
by reference,

FPL - The following table presents fees billed for professional services rendered by Deloiite & Touche LLP, the member firms
of Deloitte Touche Tohmatsu, and iheir respective affiiates (coflectively, Deloille & Touche) for the fiscal years ended
December 31, 2007 and 2006, The amounts presented betow reflect aflocations from FPL Group for FPL's portion of the fees,
as well as amounis billed directly o FPL.

2007 2006
Audit fees ™ $ 2,426,000 $ 2,571,000
Audit-reiated fees ™ 169,000 252,000
Tay fees 38,000 37,000
Ali other fees - -
Total $ 2,633,000 $ 2,860,000

& Audil fees consist of fees billed for professional services rendered for the audil of FPL's and FPL Group's annual consolidated financial statements for the fiscal
year, the reviews of the financial statements included in FPL's and FPL Group's Quarterly Raeports on Form 10-Q) for the fiscal year, sttestaiion of management's
assessment of Internal control over financiat reporiing (2006 only) and the audit of the effectiveness of internal control over financial reporting, comfort letters,
consents, and other services related to SEC matters, services in connection with annual and semi-annuat filings of FPL Group's financial stalements with the
Japanese Minisiry of Finance -and -accounfing consultations 1o the extent necessary for Deloitte & Touche to fulfill its responsibilty under Pubfic Company
Accounting Oversight Board standards.

#  Audit-related fees consist of fees billed for assurance and related services that are reasonably refated to the performance of the audit or review of FPL's and FPL
Group's consofidated financial statements and are not reported under audit fees. These fees primarily refaled to audits of subsidiary financial statements, cormfort
ietters, consents and other services retated o subsidiary {non-SEC registrant) financing activities, audits of employee beneflt plans and consultation on accounting
standards and on transactions.

©  Tax fees consist of fess billed for professional services rendered for tax compliance, tax advice and tax planning. In 2007 and 2008, ali tax fees paid related to lax
compliance services.

@ All other fees consist of fees for products and services other than the services reported under the other named categories, In 2007 and 2008, there were no other
{fess incurred in this category.
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In accordance with the requirements of Section 404 of the Sarbanes-Oxiey Act of 2002 (Sarbanes-Oxiey), FPL Group's Audit
Committee’s pre-approval palicy for services provided by the Independent auditor and the Charter of the Audit Commitiee, all
services performed by Deloitte & Touche are approved in advance Dy the Audit Comemities. Audit and audit-related services
specificaliy identified in an appendix fo the pre-approval policy are pre-approved by the Audit Commiitee each year. This pre-
approval aflows management to request the specified audit and audit-related services on an as-needed basis during the year,
provided any such services are reviewed with the Audit Commitiee at its next reguiarly scheduled mseting. Any audit or audit-
related service for which the fee is expected to exceed $250.000, or that involves a service not listed on the pre-approval list,
must be specifically appraved by the Audit Committee prior fo commencement of such work. in addition, the Audit Committee
approves all services other than audit and audit-related services performed by Deloitte & Touche in advange of the
commencement of such work or, in cases which meet the de minimus pre-approval exception established by Sarbanes-Oxley,
prior to completion of the audil. The Audit Committee has delegated to the chairman of the commitiee the right 1o approve
audit, audit-reiated, tax and other services, within certain Ymitations, between meetings of the Audit Committee, provided any
such decision is presented to the Audit Committee at its next regularly scheduted meeting. The Audit Committee reviews on a
guarierly basis a schedule of ali services for which Deloitte & Touche has been engaged and the estimated fees for those
services, In 2007, no services provided by Deloitte & Touche to FPL or allocated to FPL were approved by the Audit
Commitiee after services were rendered pursuant to the de minimus exception established by Sarbanes-Oxley, In 2006,
approximately $5,800 {16% of total tax fees and 0.2% of total fees pald to Deloitie & Touche during 2008} of services included
in the tax fees category described above were approved by the Audit Committee affer the services were rendered, pursuant to
the de minimus exception established by Sarbanes-Oxley.
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PART IV

Kkem 15. Exhibits and Financial Statement Schedules

() 1. Financial Statements

Managemeni's Report on internal Control Over Financial Reporting
Attestation Report of Independent Registered Public Accounting Firm
Report of Independent Registered Public Accounting Firm

FPL. Group:

Consolidated Statements of Income

Consolidaied Balance Sheets

Consolidated Statements of Cash Flows

Consolidated Statements of Common Sharehoiders’ Equity

FPL:

Consclidated Statements of lncome

Consolidated Balance Sheets

Consolidated Statements of Cash Flows

Consolidated Statements of Common Shareholder's Equity
Notes io Consolidated Financial Statements

2 Financial Statement Schedules — Schedules are omitled as not applicable or not required.

3. Exhibits {inciuding {hose incorporated by reference)

Exhibit
Number

*3{i)a

*3(i)p

*3iye

*3{id

*3(ije

30

"3i)g

*3(hh

*3(i

Description

Restated Articies of incorporation of FPL Group dated December 31, 1984,
as amended through March 10, 2005 (filed as Exhibit 3{i) to Form 5-4,
File No. 333-124438)

Amendment to FPL Group's Restated Articles of Incarporation dated July 3, 2006

(filed as Exhibit 3(i) to Form 8-K dated June 30, 2006, File No. 1-8841)

Restated Articles of Incorporation of FPL dated March 23, 1992 (filed as
Exhibit 3(i)a tc Form 10-K for the year ended December 31, 1993, File No,
1-3545)

Amendment to FPL's Restated Articles of incorporaticn dated March 23,1902
{filed as Exhibit 3{i}b to Form 10-K for the year ended December 31, 1983,
Fite No. 1-3545} '

Amendment to FPL's Restated Articies of incorporation dated May 11, 1992
(filed as Exhibit 3(})c to Form 10-K for the year ended December 31, 1983,
File No. §-3545)

Amendment to FPL's Restated Articies of Incorporation dated March 12, 1993 ..

{filed as Exhibit 3(i)d to Form 10-K for the year ended December 31, 1993,
Fiie No. 1-3545)

Amendment to FPL's Restated Articies of Incorporation dated June 16, 1993
(filed as Exhibit 3(i)e to Form 10-K for the year ended December 31, 1993,
File No. 1-3545)

Amendment to FPL's Restated Articles of incorporation dated August 31, 1983
(filad as Exhibit 3(i)f to Form 1C-K for the year ended December 31, 1893,
File No. 1-3545)

Amendment to FPL's Resiated Articies of incorparation dated November 30,

1693 (filed as Exhibit 3(i)g to Form 10-K for the year ended December 31,
1993, File No. 1-3545)
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Gexa Energy New Hampshire, LLC
Application for Coempetitive Eleciric
Power Supplier

Attachment 6

Graphical Grg Chart - FPL Groug, Inc. (1758437907) Config § Close | Print :

FPi. Group, Inc, (1758437507)

CQrgenization: Corporation
Statust ACTIVE
Where Inc: Florida
When fncr 9/10/ 1984
EIM: £6-24494 19
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¥ -

FPL Group Capital Inc (3386910047}

Organization: Corporation

Status: ACTIVE :
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FPL Energy, LLC {3347513045)

Qrganization: Limited Liablity Company
Status: ACTIVE
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Where Inc:  Delowere
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Graphical Org Chart -

Graphical Org Chart - GEXA Energy Holdings, LLC (C28656)
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Gexa Energy New Bampshire, LLC
Application for Competitive Electric

Power Supplier

Attachment 10
Fllad

Date Filed: 02/27/2008
, Business ID:; 592087
Wikliam M. Gardner

SBtate of Nefo Hampshire Secratay of St

Filing fee: $ 50.00 Form FLLC-1
Fee for Form SRA;  $.50.00 RSA 304-C:12
Total fees: $100.00

Use black print or type.

Form must be single-sided, on 8 > pa

ouble sided copies will not be accepted,

APPLICATION FOR REGISTRATION AS A
FOREIGN LIMITED LIABILITY COMPANY

PURSUANT TO THE PROVISIONS OF THE NEW HAMPSHIRE LIMITED LIABILITY COMPANY
LAWS, THE UNDERSIGNED HEREBY APPLIES FOR REGISTRATION TO TRANSACT
BUSINESS IN NEW HAMPSHIRE AND FOR THAT PURPOSE SUBMITS THE FOLLOWING
STATEMENT: '

FIRST: The name of the limited liability company is _Gexa Encrgy New Hampshire, LLC

SECOND: The name which it proposes to register and do business in New Hampshire is
Gexa Energy New Hampshire, LLC ‘ '

THIRD: It is formed under the taws of _Delaware

FOURTH: The date of its formation is _February 19, 2008

FIEYH: The nature of the business or purposes to be conducted or promoted in New Hampshire is
Sale of Retai} Power

C T Corporation System

SIXTH: The name of its registered agent in New Hampshire is

and the street address, towr/eity (including zip code and post office bux, if any) of its registered office is
(agent's business address jn New Hampshire) 9 Capitol Street, Concord, NH 03301

SEVENTH: The sale or offer for sale of any ownership interests in this business will comply with the
requirements of the New Hampshire Uniform Securities Act (RSA 421-B).

State of New Hampshire
- Fonm FLLG § - Application for Farwign Registration FLLC 4 Fage(s)

R

7
NHDSE 09052007 T T Syatem Online iaguw LUl e
Form FLLC-1 Prge 1 V1.0




APPLICATION FOR REGISTRATION AS A Form FLLC-}
FOREIGN LIMITED LIABILITY COMFANY OF (Cont.}

Y

?ﬁ\‘\\?"e + [ S

o W) (Bl

Print or type name: Rita W, Costantino
Title: Assistant Secretary

Date signed: n?, / o &‘/ of

Complete address of person signing: 700 Universe Boulevard
Juno Beach, FL 33408

% Shall be executed on behalf of the foreign limited lability company by a person with authority to do
5o under the laws of the state or other jurisdiction of its formation, of, if the foreign Himited Hability
company is in the hands of a receiver, executor, or other court appointed fiduciary, trustee, or other
fiduciary, it must be signed by that fiduciary.

DISCLAIMER: All documents filed with the Corparate Division beeome public records and will be
available for public inspection in cither tangible or electronic form.

Mail fees, DATED AND SIGNED ORIGINAL, CERTIFICATE OF EXISTENCE OR DOCUMENT OF
SIMILAR IMPORT 1SSUED BY, THE STATE OR COUNTRY OF FORMATION AND FORM SRA to:

Corporate Division, Department of State, 107 North Main Street, Concord NH 033014989,

Page 2 0f2 3107

NHOSD - 09/0572007 € T Syiton Onllne Ferm FLLCY1 Page Z VL0




Delaware ...

The First State

I, HARRIET SMITE WINDSOR, SECRETARY OF STAYE OF THE STATE OF
DELAWARE, DO HEREBY CERTIFY "GEXA ENERGY NEW HAMPSHIRE, LLC" IS
DULY FORMED UNDER THE LAWS OF THE STATE OF DELAWARE AND IS. IN
GOOD STANDING AND HAS A LEGAL EXISTENCE S0 FAR AS THE RECORDS or
PHIS OFFICE SHOW, AS OF THE TWENTY-FIR5ST DAY OF FEBRUARY, A.D.

‘ I 2008.
AND I DO HEREBY FURTHER CERTIFY THAT THE ANNUAL TAXES HAVE

NOT BEEN ASSESSED TO DATE.

Lonnat sdmatocPbol oo
Harriet Smith Windsor, Secretary of State
AUTHENTICATION: 6396921

4507047 B300

080195998 DATE: 02-21-08

You may verify this certificste online
it corp.delavare.gov/authear, shtal




Form SRA — Addendum to Business Organization and Regisiration Forms
’ Statement of Compliance with New Hampshire Securities Laws
Part - Business Identification and Contact Information

Buginess Name:  ‘O¢xe Energy New Hampshire, LLC

Business Address (inelude city, state, zip): 700 Universe Boulevard, Juno Beach, FL 33408

Telephone Number: (56} ) 5917267 E-mail; Fita_costantino@fpl.com

Contact Person;_ Rita Costantino

Contact Person Address (If Different);

Part 11 - Check ONE of the following ites in Part EL ¥ more than one item is checked, the form will be rejected.
[PLEASE NOTE: Most small businesses registering in New Hampshire qualify for the exemption in Part I, item 1 below.
However, you must insure that your business meets all of the requirements spelled out in A}, B), and C):

1. Owaership interests in this business are exempt from the regisiration requirements of the state of New Hampshire
because the busincss meets ALL of the following three requiremants:

A} This business has 1¢ or fewer owners; and
B) Advertising refating to the sale of ownership interests has not been circutated; and
©) Sales of ownership interests — if any — will be completed within 60 days of the formation of this business,

2. This business wilf offer securities in New Hampshire under another exemption from registration or will notice file
for federal covered securities. Enter the citation for the exemption or notice filing claimed -

3. This business has registered or wil register its securities for sale in New Hampshire, Enter the date the registration
statement was or will be filed with the Bureau of Securities Regulation - .

4. x This business was formed in & state other than Mew Hampshire and will not offer or sell securities in New
Hampshire.

Part I - Check ONE of the followlng items ln Part HI:

1. >< This business is nof being formed in New Hampshire,

2, This business i being formed in New Hampshire and the rogisiration docurnent states that any sale or offer for sale
of ownership interests in the business will comply with the requirements of the New Hampshire Uniform Securities
AT, :

Part [V — Certification of Accuracy

{NOTE: The information in Part [V must be certified by: 1) all of the incorporators of a gorporation to be formed; o1 2) an

executive officer of an existing corporation; or 3} all of the general partners or intended general partners of a limited

partaership; o7 4} one or morg authorized members o managers.of a imited liability company; or 3) gng or more authorized
parmers of a registered limited liability partnership or foreign registered limited Hability parthership.}

1 (We) certify that the information provided in this form is true and complete. iginal signaturesond
Name (print): Rita W, Costantino : Signature: 7 i % @ . m ,>

Name {print}: Signature:

Namsz (prini): Signature:

Date: ;;‘)7/[40//0200;/

WHO30 « 03052001 T Sytiem Oatine







Covten, Eronyy ﬂw—%}t&w@w,m

MM%&& Ctﬁ}u;)

CERTIFICATE OF COMPLETION

Awarded to:

Gexa Energy New Hampshire, LLC

This certificate of completion acknowledges that you have completed EDI system testing with
National Grid in New Hampshire.

D\E& A Rooy Q&«D L. “\_z%rm\%@ :

Date Q Jean R. Mangini




Gexa Energy New Hampshire, LL.C

Application for Competitive

Power Supplier
Attachment (d)(2)

NEPETIL

David T. Doot
Secretary

March 14, 2608

FPL Energy Power Marketing, Inc.
Gexa Bnergy, LLC

c/o Fernando DaSilva

Director of Market Affairs

FPL Energy, LLC

8 Woodlawn Road

Assonet, MA 02702

Fernando DaSilva@ipl.com

Dear Fernando:

You have requested that the New England Power Pool (“NEPQOL™), a voluntary association of
entities that participate in the wholesale electric markets in the six New England states, indicate to you
whether FPL Energy Power Marketing, Inc.(“FPLE PMI”) and Gexa Energy, LLC (“Gexa”) are members

BTTIYER V' S 4

“in good standing in NEPOOL.” This letter is in response 1o that request.

As of the date of this letter, FPLE PMI and Gexa are NEPOOL. members entitled o full rights
and subject to full obligations of members as set forth in the Second Restated NEPOOL Agreement,
which is NEPOOL’s governing document. FPLE PMI was accepted for membership in NEPOOL
effective as of January 1, 1999 pursuant to an order of the Federal Energy Regulatory Commission issued
December 4, 1998 in Docket No. ER99-451-000, subject to the conditions and waivers agreed to between
NEPOOL and FPLE PMI as filed with the Commission in that Docket. Gexa was accepted for
membership in NEPOOL effective as of February 1, 2005 pursuant to an order of the Federal Energy
Regulatory Commission issued February 23, 2005 in Docket No. ER05-402-000, subject to the conditions
and waivers agreed to between NEPOOL and Gexa as filed with the Commission in that Docket. Neither
FPLE PMI nor Gexa has requested termination of its membership and NEPOOL has no application
pending for termination of either membership in NEPOOL.

Respectfully,

—

f‘/ - -
David T. Doot
Secretary

™

<

4178063212

New England Power Pool - ¢/o Day Pitney LLP - 242 Trumbull Street - Hartford, CT 06103-1212 - (860} 275-0102

Electric



Gexa Energy New Hampshire, LLC’s Response to 2003.01 (d)(2)

Gexa Encrgy New Hampshire, LLC's (“Gexa Energy”) supply obligations will be
managed by its affiliate, FPL Energy Power Marketing, Inc. (PMI). PMI is a NEPOOL
member and performs the bidding and scheduling for approximately 2,800 MWs of
NEPOOL generation owned by FPL Energy, LLC. PMI will serve Gexa Energy's
supply obligations through a combination of third party bilateral purchase transactions,
supplies from FPL Energy, LLC's portfolio of generation assets located in the
Northeast, and purchases from ISO-NE. Gexa, utilizing a sirict load hedging program,
will, as customers are acquired, perform load analyses and forecasts to project the
customers' expected usage and hedging requirements. The supplies to hedge the load
will be purchased from third parties or supplied from FPL Energy, LLC's generation
assets located within NEPOOL. Daily balancing of the load and supply will be
managed by PMI by way of purchases and sales through the ISO-NE daily and hourly

markets

Application of Gexa Energy New Hampshire, LLC for Certification as a Competitive Electric Power

Supplier
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Guaranty

This Guaranty (this “Guaranty™), dated effective as of {\'\(’;\\{ 6\ , 2008 (the
“Effective Date™), ts made and entered into by FPL GROUP CAPITAL ]N(¥ a Florida corporation
(“Guarantor™).

WITNESSETH:

WHEREAS, Gexa Energy New Hampshire, LLC, a limited liability company organized under the
laws of the State of Delaware (“GEXA™) and an indirect, wholly-owned subsidiary of Guarantor, is
required to meet certain minimum financial requirements in order to be certified as a Compsetitive Electric
Power Supplier by the New Hampshire Public Utilities Commission (“PUC™) and

WHEREAS, GEXA is able to meet such requirements through provision of this Guaranty n
accordance with the applicable rules of the PUC; and

WHEREAS, Guarantor will directly or indirectly benefit from certification of GEXA as a
Competitive Electric Power Supplier by the PUC;

_ NOW THEREFORE, in consideration of the certification of GEXA as a Competitive Electric
Power Supplier by the PUC , Guarantor hereby covenants and agrees as follows:

1. GUARANTY. Subject to the provisions hereof, Guaranter hereby irrevocably and
ynconditionally guaraniees to the PUC {hereinafter refeired o as “Counterparty”™) the timely payment
when due of the obligations of GEXA to meet its costs of providing slectricity to customers as a certified
Competitive Electric Power Supplier (the “Obligations™). This Guaranty shall constitute a guarantee of
payment and not of collection. The Hability of Guarantor under this Guaranty shall be subject to the

following limitations:
(a) The aggregate amount covered by this Guaranty shali not exceed U.S. $100,000.00

(b) Guarantor’s hability hereunder shall be and is specifically limited to payments
expressly required to be made pursuant to the Obligations (even if such payments are deemed to
be damages) as well as costs of collection and enforcement of this Guaranty (including attorney’s
fees) to the extent reasonably and actually incurred by the Counterparty (all of which such
lability in the aggregate will be subjsct to the limitation set forth in Section 1{a} above) but in no
event shall Guarantor be subject hereunder to consequential, exemplary, equitable, loss of profits,
punitive or fort damages, or, except fo the extent pursuant to the Obtligations, any other damages.

2. DEMANDS AND NOTICE. If GEXA fails or refuses to pay any Obligations and
Counterparty has elected to exercise its rights under this Guaranty, Counterparty shall make a demand
upon Guarantor (hereinafter referred 1o as a “Payment Demand™). A Payment Demand shali be in writing
and shall reasonably and briefly specify in what manner and what amount GEXA has failed fo pay and an
explanation of why such payment is due, with a specific statement that Counterparty is calling upon
Guarantor to pay under this Guaranty. A Payment Demand satisfying the foregoing requirements shalj be
required with respect to Obligations before Guarantor is required to pay such Obligations hereunder and
shall be deemed sufficient notice to Guarantor that it must pay the Obligations within five (5) Business
Days after its receipt of the Payment Demand. A single written Payment Demand shall be effective as to
any specific default during the continuance of such default, until GEXA or Guarantor has cured such




default, and additional written demands concerning such default shall not be required until such defanlt is
cured. As used herein, the term “Business Day” shall mean a day on which commercial banks or
financial institutions are open for business in the States of Florida and New York.

3. REPRESENTATIONS AND WARRANTIES, Guarantor represents and warrants that:

(a) it is a corporation duly organized and validly existing under the laws of the State of
Florida and has the corporate power and authority to execute, deliver and carry out the terms and
provisions of the Guaranty;

{b) no authorization, approval, consent or order of, or registration or filing with, any
court or other governmental body having jurisdiction over Guarantor is required on the part of
Guarantor for the execution and delivery of this Guaranty; and

(c) this Guaranty, when executed and delivered, will constitute a valid and legally
binding agreement of Guarantor, except as the enforceability of this Guaranty may be limited by
the effect of any applicable bankruptcy, insolvency, reorganization, moratorium or similar laws
affecting creditors’ rights generally and by general principles of equity.

4. SETOFFS AND COUNTERCLAIMS. Without limiting Guaranior’s own defenses and
rights hereunder, Guarantor reserves to itself all rights, setoffs, counterclaims and other defenses o which
GEXA or any other affiliate of Guarantor is or may be entitled to arising from or out of the Obligations or
otherwise, except for defenses arising out of the bankrupicy, insolvency, dissolution or liquidation of
GEXA or the lack of power or authority of GEXA to perform the Obligations. '

5. AMENDMENT OF GUARANTY. WNo term or provision of this Guaranty shail be
amended, modified, altered, waived or supplemented except in a writing signed by Guarantor and
Counterparty.

6. WAIVER: TERMINATION, Except as required in Section 2 above, Guarantor hereby
waives (a) notice of acceptance of this Guaranty; (b) presentment and demand concerning the Habilities of
Guarantor; and (¢) any right to require that any action or proceeding be brought against GEXA or any
other person, or to require that Counterparty seek enforcement of any performance against GEXA or any
other person, prior to any action against Guarantor under the terms hereof.

Except as to applicable statutes of limitation, no delay of Counterparty in the exercise of, or
fatlure to exercise, any rights hereunder shall operate as a waiver of such rights, a waiver of any other
rights or a release of Guarantor from any obligations hereunder.

Guarantor consents to the renewal, compromise, extension, acceleration or other changes in the
time of payment of or other changes in the terms of the Obligations, or any part thereof or any changes or
modifications to the terms of the Obligations.

Guarantor agrees that this Guaranty shall continue to be effective or shall be reinstated, as the
case may be, if all or any part of any payment made hereunder is at any time avoided or rescinded or must
‘otherwise be restored or repaid by Counterparty as a result of the bankruptcy of GEXA, or otherwise, all
as though such payments had not been made,

Guarantor may terminate this Guaranty by providing written notice of such termination to

Counterparty and upon the effectiveness of such termination, Guarantor shall have no further Lability
hereunder, except as provided in the last sentence of this paragraph. No such termination shall be

a0



effective until five (5) Business Days after receipt by Counterparty of such termination notice. No such
termination shall affect Guarantor's Hability with respect 1o any Obligations arising prior to the time the
termination is effective, which Obligations shall remain guaranteed pursuant to the terms of this
Guaranty.

Unless terminated eartier, this Guaranty and the Guarantor’s obligations hereunder will terminate
automatically and immediately upon the second anniversary of the Effective Date; provided, however,
that no such termination shall affect Guarantor's liability with respect to any Obligations arising prior to
the time such termination is effective, which Obligations shall remain guaranteed pursuant to the terms of
this Guaranty.

1. NOTICE. Any Payment Demand, notice, request, instruction, correspondence or other
docurnent fo be given hereunder by any party to another (herein collectively called “Notice™) shall be in
writing and delivered personally or mailed by certified mail, postage prepaid and return receipt requested,
or by telegram or telecopier, as follows:

To.Counterparty:  New Hampshire Public To Guarantor:  FPL Group Capital Inc
Utility Commission

21 South Fruit Sireet, 700 Universe Blvd.

Suite 10

Concord, NH 03301 Juno Beach, Florida 33408
Attn; Treasurer

Fax WNo: (603 271- Fax No.: (561) 694-6269

3878

Copies of Notices sent to Guarantor shall also be sent via facsimile to ATTN: Contracts Group,
Legal, Fax No. (561) 625-7504 and ATTN: Credit Department, Fax No. (561} 625-7642.

Notice given by personal delivery or mail shail be effective upon actual receipt, Notice given by
telegram or telecopier shall be effective upon actual receipt if received during the recipient's normal
business hours, or at the beginning of the recipient's next business day after receipt if not received during
the recipient's normal business hours. All Notices by telegram or telecopier shall be confirmed promptly
after transmission in writing by certified mail or personal delivery. Any party may change any address to
which Notice is to be given to it by giving notice as provided above of such change of address.

8. MISCELLANEQUS. This Guaranty shall in all respects be governed by, and construed
in accordance with, the law of the State of New York, without regard to principles of conflicts of laws.
This Guaranty shall be binding upon Guarantor and its permitted successors and assigns and inure to the
benefit of and be enforceable by Counterparty and its permitted successors and assigns. The Guarantor
may not assign this Guaranty in part or in whole without the prior written consent of the Counterparty.
The Counterparty may not assign its rights or benefits under this Guaranty in part or in whole except with
the prior written consent of the Guarantor,, The Guarantor's liability hereunder with respect to any and
all such assignments, together with any other liability of the Guarantor hereunder, will in all cases be
subject. to the Guarantor’s meximum aggregate liability set forth in Section 1(a) herein. Neither the
Guarantor nor the Counterparty will unreasonably withhold or delay consent o assignment.

This Guaranty embodies the entire agreement and understanding between Guarantor and

Counterparty and supersedes all prior agreements and understandings relating to the subject matier hereof,
The headings in this Guaranty are for purposes of reference only, and shall not affect the meaning hereof.

3.



Time is of the essence of this Guaranty. The remedies provided to Counterparty in this Guaranty
are cumulative and not exclusive of any other remedies provided by law.

Words importing the singular number hereunder shall include the plural number and vice versa
and any pronouns used herein shall be deemed to cover all genders. The term "person” as used herein
means any individual, corporation, partnership, joint venture, association, joint-stock company, trust,
unincorporated association, or government (or any agency or political subdivision thereof).

Wherever possible, any provision in this Guaranty which is prohibited or unenforceable in any
jurisdiction shall, as to such jurisdiction, be ineffective only to the extent of such prohibition or
unenforceability without invalidating the remaining provisions hereof, and any such prohibition or

unenforceability in any one jurisdiction shall not invalidate or render unenforceable such provision in any
other jurisdiction.

[SIGNATURE ON NEXT PAGE]



IN WITNESS WHEREOF, the Guarantor has executed this Guaranty on , 2008,
but it is effective as of the Effective Date,

FPL GROUP CAPITAL INC

.7 [o

Name;

Treasuret
Title:







Gexa Energy New Hampshire, LLC
Application for Competitive Electric
Power Supplier

Attachment 20

ssavssiary o FL G BUSINESS ELECTRICITY AUTHORIZATION
NEW HAMPSHIRE SMALL COMMERCIAL SALES

SERVICE INFORMATION

Service Type: [ 1 New Service [] Switching Service Provider  [_] Renewal
Business Name ("Customer”): L.DU Account No:

Service Address: [ ] See Attached Addendum A For Multiple Account Nos.
City: State: Zip Code:

Billing Mailing Address:

Street: City: State: Zip Code:
Contact Name: Primary Phone: Fax:

Tax |ID#: Secondary Phone: Email:

Duns #: Prior Electricity Supplier:

Tax Exemption: If a non-renewing customer, a completed tax exemption certificate must
accompany this Agreement. If no certificate is attached, Gexa Energy will assume that sales to
Customer are subject to Taxes and will process Customer’'s account accordingly.

Initial Term of service: Months Start Month/Year:

Agreement: This Business Electricity Authorization and all addenda attached hereto (the
“BEA"), together with the Electric Supply Terms of Service (‘TOS") attached hereto as Exhibit A
and incorporated herein by reference wiill form the Electiicity Sales Agreement (the
“Agreement”) between Gexa Energy New Hampshire, LLC (“Gexa Energy”) and Customer. Any
capitalized terms not defined in this BEA shall have the meanings set forth in the TOS. Any

inconsistency between the BEA and the TOS shall be governed by the BEA.

Term: This Agreement shall become effective when the BEA is signed by both Parties (the
“Effective Date”) and shall continue for the Initial Term (as defined in the TOS). After the Initial
Term expires, this Agreement shall continue on a month-to-month basis at the Holdover Price
unless and until either Party terminates this Agreement, as provided in the TOS, and the LDU
successfully switches Customer's Account(s) to another competitive electricity supplier or to the
LDU’s generation service. :

Termination: If Customer terminates this Agreement before the end of the initial Term,
Customer will be assessed the Early Termination Fee.

Rescission: Customer has the right to rescind this BEA within three business days from
the date on which the Agreement is delivered to Customer personally or through
electronic means and within five business days from the date on which the Agreement is
postmarked for delivery to Customer though the mail, whichever is applicable.

Price: The unit price for electric service provided to Customer by Gexa Energy during the Initial
Term (the “Price”) is set forth in Addendum B. The total monthly charge for electric service (the
“Gexa Energy Electricity Charge”) is the sum of (i) the product of Customer’s total metered
Energy Usage during a Billing Cycle and the Price or Holdover Price, whichever is applicable,
New Hampshire License No. ECALLALLNHSMOBEASGC1a
20 Greenway Plaza, Suite 600, Houston, TX 77046

Customer Service; $66.960.4392; Fax: 866.901.4392; Emaik NH@gexaenergy.com
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(i) the Monthly Base Charge, (iii) Pass-Through Charges, if applicable, and (iv) Taxes. The
Gexa Energy Electricity Charge does not include Delivery Charges.

Billing and Payment: Customer will be billed monthly for the Gexa Energy Electricity Charge.
If Customer's bill is not paid when due, Customer will be charged the Late Fee and other
charges, as provided in the TOS.

Switching Fee: Gexa Energy does not charge a fee to switch to its service.

Authorization and Acknowledgement: Customer hereby acknowledges that it is changing its
electricity supplier from that set forth above to Gexa Energy and hereby authorizes Gexa
Energy, for the duration of this Agreement, to become its electricity supplier and to act as its
limited agent to perform the necessary tasks to establish electricity service with Gexa Energy.
By signing this BEA (facsimile signature accepted as if it were an original), Customer hereby
agrees, as of the Effective Date, that Customer has read the Agreement and agrees to the
terms and conditions set forth herein. The undersigned below warrants and represents that
he/she is legally authorized to enter into this Agreement on behalf of Customer. This
Agreement is not valid or binding unless and until signed by both Parties.

Customer - Authorized Signature: Gexa Energy Hampshire, LLC:
Printed Name: Effective Date:
Title: Sales Representative/Code:
Date:
New Hampshire License No. ECALLALLNHSMOBEAOOC1a
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Exhibit A

GEXA ENERGY NEW HAMPSHIRE, LLC

ELECTRIC SUPPLY TERMS OF SERVICE
_(SMALL COMMERCIAL SALES)

THE FOLLOWING ARE THE ELECTRIC SUPPLY TERMS OF SERVICE (“TOS"), which are
a part of the Eleciricity Sales Agreement by and between Gexa Energy New Hampshire, LLC
(“Gexa Energy”} and Customer.

1. DEFINITIONS:

“Account(s)’ means the Customer Account(s) identified in the Business Electricity
Authorization.

“Agreement” means the Electricity Sales Agreement between Gexa Energy and Customer,
which is comprised of the Business Electricity Authorization and these TOS, including all exhibits
and Addenda.

“Average Monthly Bill" means the sum of (i) the product of the average monthly Energy
Usage by Customer (or if an average cannot be computed due to limited service by Gexa Energy
or other circumstances, such average monthly usage as is reasonably determined by Gexa
Energy) and the Price or Holdover Price, whichever is applicabie, and (i) the Monthly Base
Charge.

“Billing Cycle” means, for each Account(s), the period between successive monthly meter
read dates during the term of this Agreement.

“Business Electricity Authorization” or “BEA” means the Business Electricity Authorization
signed by the Parties, including any related Addenda, and attached hereto.

“Capacity” means any cost imposed upon Gexa Energy by ISO-NE to serve the capacity
obligation of Customer’s load, including, but not limited to, costs associated with installed capacity
(“ICAP"), the locational forward reserve market, the forward capacity market, reliability-must-run
contracts and their respective successor costs.

“Change in Law” means a change in law, regulation, rule, ordinance, order or decree by a
governmental authority or 1SO-NE, including, without limitation, LDU tariffs and ISO-NE tariffs,
market rules, operating protocols, nodal definitions and zonal definitions. A “change’, as used
above, includes, without limitation, any amendment, modification, nullification, suspension, repeal,
finding of unconstitutionality or unlawfulness or any change in construction or interpretation.

“Congestion Costs” means locational marginal price differentials, uplift costs and their
respective successor costs.

“Delivery Charges” means those charges payable by Customer to the L.DU for transmission
and distribution services provided by the LDU, ISO-NE or other third parties and for the systems
benefit charge, charges associated with the restructuring of the electric markets and other similar
charges assessed by the LDU under applicable law.
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“Delivery Point” means the point of interconnection between a third-party transmission or
delivery system and the LDU transmission or delivery system.

“Early Termination Fee” means (i) for termination of the entire Agreement, two (2) Average
Monthly Bills for all Account(s) for each year or partial year of the remaining Initial Term, or (ii} for
termination or deletion of an Account, fwo (2) Average Monthly Bills for such terminated or deleted
Account for each year or partial year of the remaining initial Term.

“Effective Date” is defined in the BEA.

“Energy Usage” means Customer’s total metered energy usage for the Account(s) subject to
this Agreement measured in kilowatt hours (*kWh") for the applicable period.

“Gexa Energy Electricity Charge” means the sum of (i) the product of Customer's monthly
Energy Usage during a Billing Cycle and the Price or Holdover Price, whichever is applicable, (ii)
the Monthly Base Charge, (i) Pass-Through Charges, if applicable, and (iv) Taxes.

“Holdover Period” means the period of the Agreement between the expiration of the Initial
Term and the termination of the Agreement.

“Holdover Price” means the price for electricity delivered during the Holdover Period,
as set forth on Gexa Energy’s website at www.gexaenerdgy.com under “legal notices and
terms.”

“Initial Term” means the period commencing on the Effective Date and continuing for the
respective LDU Account Number(s) until expiration, from and after the Service Commencement
Date, of the number of months specified for the Initial Term of service in the BEA.

“Insufficient Notice Fee” means (i) for termination of the entire Agreement, one-half (1/2) of
the Average Monthly Bill for all Account(s) for each year or partial year of the remaining Initial
Term, or (i) for termination or deletion of an Account, one-half (1/2) of the Average Monthly Bill for
such terminated or deleted Account for each year or partial year of the remaining Initial Term,

“ISO-NE” means the New England Independent System Operator or any successor thereto.

“L ate Fee” means a fee of one and one-half percent (1.5%) per month or the maximum rate
permitted by law, whichever is lower, assessed on invoices for the Gexa Energy Electricity Charge
that are not paid when due.

“Local Distribution Utility” or “LDU” means a public utility that owns electric transmission
and/or distribution facilities that deliver electricity to the facilities to which the Account(s) pertain.

“Monthly Base Charge” means (i) for the Initial Term, a fixed monthly charge per LDU
Account Number, if any, as set forth in the BEA, and (ii) for the Holdover Period, a fixed
monthly charge per LDU Account Number, as set forth on Gexa Energy’'s website at
www.gexaenergy.com under “legal notices and terms.”

“Party” means either Gexa Energy or Customer, and “Parties” means both Gexa Energy and
Customer.
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“Pass-Through Charges” means (i) during the Initial Term, the electric supply costs listed in
the BEA that are excluded from the Price and passed through directly to Customer by Gexa
Energy, and (ii) during the Holdover Period, the electric supply costs listed on the Gexa
Energy website at www.gexaenergy.com that are excluded from the Holdover Price, if any,
and passed through directly to Customer by Gexa Energy. Pass-Through Charges do not
include Delivery Charges.

“Price” means the unit price for electric service offered to Customer by Gexa Energy during
the Initial Term, as set forth in the BEA.

“Retail Adder” means the component of the Price that is set forth in the BEA.

“Service Commencement Date” means the first meter reading date in or after the Start Month
on which the LDU successfully switches Customer's respective LDU Account Number(s) to Gexa
Energy.

*Start Month” is the calendar month as specified in the BEA, provided, however, that if the
Start Month is not specified as a month subsequent to the month during which the Effective Date
occurs, then "Start Month” means the month during which the Effective Date occurs.

“Taxes” means all federal, state, municipal or other governmental taxes, duties, fees, levies,
premiums, assessments, surcharges, withholdings, or any other charges of any kind relating to
the sale, purchase or delivery of electricity, together with all interest, penalties or other additional
amounts imposed thereon, but excluding taxes on net income.

2. SERVICES. During the Initial Term and any Holdover Period, Gexa Energy shall provide
Customer's full electricity requirements for the Account(s) specified in this Agreement, and
Customer shall obtain its full electricity requirements for such Account(s) exclusively from Gexa
Energy on the terms and conditions specified in this Agreement.

3. ENERGY CONSUMPTION INFORMATION. At Gexa Energy's request, Customer will
provide an authorization which grants Gexa Energy the authority to obtain Customer’s current and
historical electricity cost and usage data from the LDU, Customer's payment and credit history and
other information specified in the authorization. Customer hereby agrees, upon request, to
provide Gexa Energy with facility descriptions, operating information, meter identification numbers
and locations, and such other information available to Customer as Gexa Energy may reasonably
require to provide electric service pursuant to this Agreement. Customer agrees to notify Gexa
Energy in writing whenever it believes that its usage will depart materially from its historical usage
and shall provide good faith estimates of such departures.

4. ENROLLMENT. Upon execution of this Agreement, Gexa Energy shall use commercially
reasonable efforts to promptly enroll Customer's Account(s) with the LDU in accordance with the
intended Service Commencement Date, and Customer agrees to take steps to cooperate with
Gexa Energy's efforts to perform such enroliment. Gexa Energy shall not be held liable to
Customer for delay or failure in enrolling Customer's Account(s) if such delay or failure was due to
any cause beyond Gexa Energy’s control.

5. TERM OF AGREEMENT. This Agreement shall become effective on the Effective Date
with service commencing for each respective Account(s) on the Service Commencement Date
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and shall continue for the Initial Term. After the Initial Term expires, this Agreement shali continue
on a month-to-month basis at the Holdover Price unless and until either Party terminates this
Agreement upon at least thirty (30) days written notice, in which event such termination shall be
effective after the noticed termination date on the date on which the LDU successfully switches
Customer's Account(s) to another competitive electricity supplier or to the LDU’s generation
service.

6. PRICING. The Price during the Initial Term is set forth in the BEA and is hereby
incorporated herein by reference. Upon expiration of the Initial Term and absent written
agreement by the Parties to new pricing terms, the price for delivered electricity shall be the
Holdover Price. The Holdover Price may change without prior written notice to Customer at the
sole discretion of Gexa Energy until either Party terminates the Agreement pursuant to the “Term
of Agreement” Section of this Terms of Service. The total charge for service provided hereunder
is the Gexa Energy Electricity Charge (as defined herein). The Gexa Energy Electricity Charge
does not include Delivery Charges.

7. BILLING AND FEES. Unless the Parties agree in writing to alternate payment
arrangements, Customer consents to be billed monthly for services provided hereunder through
one of the following billing options, as permitted by law, at Gexa Energy's discretion: (i) Customer
will receive one invoice from the LDU that includes the Gexa Energy Electricity Charge and the
Delivery Charges and applicable Taxes, (the “Consolidated Billing Option®); or (ii) Customer will
receive two invoices, one from Gexa Energy for the Gexa Energy Electricity Charge and one from
the LDU for the Delivery Charges, each with applicable Taxes (the “Dual Billing Option”). Under
the Consolidated Billing Option, Customer will make payments directly to the LDU pursuant to the
applicable LDU tariff. Under the Dual Billing Option, payments are due to Gexa Energy within
sixteen (16) days from the date of the invoice. If, under the Consolidated Billing Option or Dual
Billing Option, any payment for the Gexa Energy Electricity Charge made by Customer to Gexa
Energy or to the LDU is late under the applicable payment terms, Customer may be assessed the
Late Fee and its delinquent balances may be reported to a credit agency. Further, in addition to
any other rights of Gexa Energy hereunder, if, during the Dual Billing Option, any payment for the
Gexa Energy Flectricity Charge is late under the applicable payment terms, then Gexa Energy
shall have the right, without prior notice to the customer, to convert all billing hereunder to the
Consolidated Billing Option and convert the Price as necessary, on a commercially reasonable
basis, to a unit price sufficient to enable such Consolidated Billing. Gexa Energy may assess a
twenty five dollar ($25) fee against any transaction not processed due to insufficient funds or
credit availability for any method of payment, including checks, bank drafts or credit card. If the
LDU fails to timely obtain or transmit a meter reading, Gexa Energy reserves the right to issue or
cause to be issued a bill to Customer based on its estimated Energy Usage and charges during
the Billing Cycle. Gexa Energy will include or cause to be included in any subsequent bill from
Gexa Energy, adjustments related to previous billings, including estimates, previous billing errors,
meter read errors, or other errors or omissions. In the event that Customer disputes a bill for the
Gexa Energy Electricity Charge, Customer must pay any undisputed portion of the bill by the due
date specified in the applicable payment terms. If the unpaid, disputed portion of the bill is
subsequently resolved in favor of Gexa Energy, the Late Fee will be applied to such unpaid
amounis.

8. DISPUTES OR COMPLAINTS. Customer should contact Gexa Energy at 866-960-4392
(toll free) with any questions or complaints regarding its generation service or bills for the (GGexa
Energy Electricity Charge. In the event that the Gexa Energy customer service representative
cannot resolve Customer's complaint in a timely and satisfactory fashion, Customer may request a
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review by a Gexa Energy customer service manager. Customer may also contact the Consumer
Affairs Division of the New Hampshire Public Utilities Commission at 800-852-3793 to obtain
information about its consumer protection rights. Customer should contact its LDU directly in the
event of a power outage or if Customer has questions regarding the Delivery Charges on its bill.

9. CREDIT AND DEPOSIT REQUIREMENTS. Gexa Energy reserves the right to request a
credit history on an applicant for service prior to offering service and to refuse service to anyone
who does not meet Gexa Energy’s credit standards. |f Gexa Energy determines, prior to offering
service or at any time during the term of this Agreement, that Customer’s credit is unsatisfactory,
Gexa Energy has the right to require Customer to make alternate payment or credit arrangements
to ensure prompt payment of amounts owed or otherwise payable under this Agreement including,
without limitation, the posting of an initial or subsequent security deposit, or an increase in the
amount of the deposit. In addition, if Customer's Energy Usage increases during the term of this
Agreement, Gexa Energy may require a security deposit or an increase in the amount of an
existing security deposit. The posting or amount of any security deposit hereunder shall be
subject to any limitations imposed by applicable law. A security deposit in the form of cash that is
held for more than six months from the date of deposit shall earn simple interest thereon at the
rate payable on two-year, United States Treasury notes. A security deposit shall be refunded by
means of a credit to Customer's bill once Customer has made twenty-four (24) consecutive
payments without assessment of any Late Fees. Upon termination of service, Gexa Energy will
apply any security deposit plus accrued and unpaid interest thereon toward any outstanding
balance on Customer's final bill and will refund any remaining security deposit.

10. TERMINATION OF AGREEMENT BY CUSTOMER. Customer has the right to switch to
another electricity supplier at any time during the term of this Agreement; provided, however, that
if Customer terminates this Agreement, in whole or as relating to any single Account(s), before the
end of the Initial Term, Customer shall pay Gexa Energy the Early Termination Fee. in addition, if
Customer terminates this Agreement with less than thirty (30) days advance written notice,
Customer shall be assessed the Insufficient Notice Fee. In the event that Customer terminates
this Agreement as provided for in this Section, Customer shall be obligated to pay for the
electricity and related services provided to Customer pursuant to this Agreement prior to the date
that such termination becomes effective, including Late Fees, if applicable. The Parties agree that
the amounts recoverable hereunder are a reasonable estimate of loss and not a penalty.

11. TERMINATION OF AGREEMENT BY GEXA ENERGY. Gexa Energy reserves the right
to terminate this Agreement if Customer (i) fails to make timely payment of all amounts due Gexa
Energy; or (i) fails to post a security deposit under the provisions of the Credit and Deposit
Requirements Section herein within ten (10) days of a request for deposit; or {iii) breaches any
warranty or representation to Gexa Energy; or (iv) defaults on any material obligation under this
Agreement; or (v){(A) makes an assignment for the benefit of creditors, (B) files a petition or
otherwise authorizes the commencement of a proceeding under the Bankruptcy Code or similar
law for protection of creditors, or has such petition filed against it, (C) otherwise becomes bankrupt
or insolvent, or (D) is unable to pay its debts as they fall due; or (vi) enters into a merger with, or
sells substantially all of its assets to, another entity that fails to assume Customer’s obligations
under this Agreement. In the event service is terminated in accordance with this Section,
Customer shall pay the Early Termination Fee. Gexa Energy will notify Customer of its intent to
terminate service at least ten (10) business days prior to the effective date of termination and,
unless another competitive electricity supplier is chosen by Customer, Customer's electricity will
be provided by the LDU under its applicable generation service tariff. Customer’s electric service
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will not be physically disconnected upon termination of this Agreement by Gexa Energy pursuant
to the provisions of this section.

12. TITLE, RISK OF LOSS AND INDEMNIFICATION. Title and risk of loss to the electricity
sold hereunder shall pass from Gexa Energy when it is delivered to the Delivery Point for each
Account(s). Customer shall indemnify and defend Gexa Energy from all claims for any loss,
damage, or injury to persons or property, including without limitation all consequential, incidentals,
exemplary, or punitive damages arising from or relating to the distribution or consumption of
electricity at and after the point at which the LDU delivers the electricity to Customer's facilities to
which the Account(s) pertain.

13. FORCE MAJEURE. In the event that either Party’s performance of its obligations under
this Agreement is interrupted or delayed by any occurrence not caused by either Party, whether
such occurrence is an act of God or public enemy, or whether such occurrence is caused by
storm, earthquake, or other natural forces, or by war, riot, public disturbance, labor action, or the
acts or omissions of anyone not a Party to this Agreement, then the Party affected by such
oceurrence shall be excused from such performance and any further performance required under
this Agreement for whatever period is reasonably necessary to remedy the effects of that
oceurrence.

14. CHANGE IN LAW. In the event that there is a Change in Law and such Change in Law
results in Gexa Energy incurring additional costs and expenses in providing the services
contemplated herein, such additional costs and expenses shall be the Customer’s responsibility
and will be assessed o Customer in Gexa Energy’s monthly bills as an additional Pass-Through
Charge.

15. REPRESENTATIONS AND WARRANTIES, Each Party warrants and represents to the
other Party that: (i) it is duly organized, validly existing and in good standing under the laws of the
jurisdiction of its formation; (i) it is authorized and qualified to do business in the jurisdictions
necessary to perform this Agreement; (i) the execution, delivery and performance of this
Agreement have been duly and validly authorized by all necessary corporate or other actions and
do not violate any agreement to which it is a party or any laws or reguiations applicable to it; and
(iv) the Agreement, when delivered, will be valid and legally binding upon it and enforceable in
accordance with its respective terms (subject to equitable defenses). Customer further warranis
and represents to Gexa Energy that it has full power and authority over the provision of electricity
to the facilities to which the Account(s) pertain.

16. DISCLAIMER OF WARRANTY. GEXA ENERGY EXPRESSLY DISCLAIMS ALL
WARRANTIES REGARDING THE QUALITY OF ELECTRICITY DELIVERED TO CUSTOMER
PURSUANT TO THIS AGREEMENT, WHETHER WRITTEN, ORALLY EXPRESSED, OR
IMPLIED, INCLUDING, WITHOUT LIMITATION, MERCHANTABILITY AND FITNESS FOR A
PARTICULAR PURPOSE.

17. LIMITATION OF LIABILITY. UNLESS OTHERWISE EXPRESSLY PROVIDED HEREIN,
ANY LIABILITY UNDER THIS AGREEMENT WILL BE LIMITED TO DIRECT ACTUAL
DAMAGES AS THE SOLE AND EXCLUSIVE REMEDY, AND ALL OTHER REMEDIES AND
DAMAGES AT LAW OR IN EQUITY ARE WAIVED AND NEITHER PARTY WIiLL BE LIABLE
FOR CONSEQUENTIAL, INCIDENTAL, SPECIAL, PUNITIVE, EXEMPLARY OR INDIRECT
DAMAGES, INCLUDING LOST PROFITS OR OTHER BUSINESS INTERRUPTION DAMAGES,
WHETHER IN TORT OR CONTRACT, UNDER ANY INDEMNITY PROVISIONS OR
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OTHERWISE IN CONNECTION WITH THIS AGREEMENT. THE LIMITATIONS IMPOSED ON
REMEDIES AND DAMAGE MEASUREMENT WILL BE WITHOUT REGARD TO CAUSE,
INCLUDING NEGLIGENCE OF ANY PARTY, WHETHER SOLE, JOINT, CONCURRENT,
ACTIVE OR PASSIVE, PROVIDED NO SUCH LIMITATION SHALL APPLY TO DAMAGES
RESULTING FROM WILLFUL MISCONDUCT OF ANY PARTY.

18. FORWARD CONTRACT. The Parties agree that this Agreement is a “forward confract’
and that Gexa Energy is a “forward contract merchant” for purposes of the United States
Bankruptcy Code, as amended, (the “Bankruptcy Code”) any payment related hereto will
constitute a “settlement payment” as defined in Section 101 (51A) of the Bankruptcy Code.

19. ATTORNEY’S FEES. If Customer fails to timely pay amounts due under this Agreement
and Gexa Energy refers Customer's outstanding balance to an attorney or collection agent for
collection, or if Gexa Energy files a lawsuit in connection with this Agreement, or collects
Customer's outstanding balance through bankruptcy or judicial proceedings, Customer agrees to
pay Gexa Energy its reasonable fees and expenses (including reasonable aftorney's fees)
incurred by Gexa Energy in connection therewith.

20. DO NOT CALL LIST. The New Hampshire Public Utilities Commission requires
electricity suppliers to notify their residential and small commercial customers that they can be
placed on a Do Not Call list by registering with the Federal Trade Commission at
www.donotcall.gov. or by telephone at 866-382-1222.

21. AMENDMENT. This Agreement may not be amended except by a written amendment
signed by both Customer and Gexa Energy.

22. SEVERABILITY. If any provision of this Agreement is held to be void or unenforceabie
by a court of competent jurisdiction, the remaining provisions of this Agreement shall remain in full
force and effect to the extent that the intended essential purposes of this Agreement are not
materially altered.

23, HEADINGS. Headings are for the convenience of the parties and shall be ignored for
purposes of interpreting this Agreement.

24. ASSIGNMENT. Gexa Energy may assign its rights and obligations under this Agreement
to a third party. Customer may not assign its rights and obligations under this Agreement to a
third party without the prior written consent of Gexa Energy, which consent shall not be
unreasonably withheld. Gexa Energy may deny such assignment based on the creditworthiness
of the assignee.

25. COUNTERPARTS. This Agreement may be executed in any number of counterparts,
each of which shall be deemed to be an original and all of which shall be deemed to be one and
the same instrument.

26. WAIVER. No waiver by any Party hereto of any one or more defaults, by the other Party
in the performance of any of the provisions of this Agreement shall be construed as a waiver of
any other default or defaults whether of a like kind or different nature.

27. GOVERNING LAW OR VENUE. This Agreement shall be governed by and construed,
enforced and performed in accordance with the laws of the state of New Hampshire. Each party
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hereby designates the New Hampshire state courts of competent jurisdiction or the United States
District Court for the District of New Hampshire as the exclusive courts of proper jurisdiction of any
suit, claim, action or other proceedings, whether at law or in equity, relating to this Agreement, and
venue for any such suit, claim action or other proceedings shall be in Concord, New Hampshire.

28. CONFIDENTIALITY. Parties agree to keep all terms and provisions of this Agreement
confidential and not to disclose the terms of the same to any third parties without the prior written
consent of the other Party; provided, however, each Party shall have the right to make such
disclosures, if any, to governmental agencies and to its own agents, attorneys, auditors,
accountants and shareholders or members as may be reasonable necessary. if disclosure is
sought through process of a court, or a state or federal regulatory agency, the Party from whom
the disclosure is sought shall provide reasonable notice thereof to the other Party. Gexa Energy
will not release any Customer confidential information without obtaining prior written authorization
of the Customer unless required by law.

29. LIMITED AGENT. Gexa Energy’s responsibility as Customer’s limited agent is limited to
the tasks authorized for Gexa Energy to provide the services under this Agreement and does not
result in imposition on Gexa Energy, and Customer hereby waives, any other duties of any kind or
nature, including fiduciary duties which may otherwise arise by operation of law.

20. ENTIRE AGREEMENT. This Agreement embodies the entire Agreement and
understanding between the Parties, and supersedes all prior agreements and understandings
between the Parties, whether written or oral, with respect to the subject matter hereof.

31. NOTICES. Any notice or other document to be given or served hereunder or under any
document or instrument executed pursuant hereto shall be in writing and shall be delivered to the
receiving Party by prepaid registered mail, courier service or facsimile. Gexa Energy’s mailing
address and facsimile number to be used for any notices that shall be given to or served on Gexa
Energy by Customer are set forth below. Customer's mailing address and facsimile number to be
used for any notices that shall be given to or served on Customer by Gexa Energy are set forth on
the BEA. Notice delivered by prepaid registered mail shall be deemed to have been received at
the end of the third business day after the date of mailing, or such earlier time as is confirmed by
the receiving Party, except that when there is a strike affecting delivery of mail, all notices shall be
delivered by courier or by facsimile. Notice delivered by courier shall be deemed to have been
received on the business day after it was sent or such earlier time as is confirmed by the receiving
Party. Notice sent by facsimile shall be deemed to have been received at the close of the
business day on which it was transmitted (or, if transmitted after the close of business, then on the
next business day) or such earlier time as is confirmed by the receiving Party.

Notice Information:
For registered mail and courier service — Gexa Energy, 20 Greenway Plaza, Suite 600, Houston,
TX 77046
For facsimile — 866.901.GEXA

Additional Contact information:
For billing and customer service inquiries, email custserv@gexaenergy.com, call 866.960.GEXA,
or fax 800.627.8813
For sales or pricing inquiries, email NH@gexaenergy.com, call 866.490.GEXA or fax
866.796.GEXA
For contract inquiries, email NH.contracts@gexaenergy.com or fax 866.901.GEXA
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Internet address: www.gexaenergy.com
Mailing address: 20 Greenway Plaza, Suite 600, Houston, TX 77046
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a ubsiiary of L Group BUSINESS ELECTRICITY AUTHORIZATION
NEW HAMPSHIRE MEDIUM AND LARGE COMMERCIAL SALES

SERVICE INFORMATION

Service Type: ] New Service [] Switching Service Provider [ _| Renewal
Business Name (“Customer”): LDU Account No:

Service Address: [ ] See Attached Addendum A For Multiple Account Nos.
City: State: Zip Code:

Billing Mailing Address: |

Street: City: State: | Zip Code:
Contact Name: Primary Phone: Fax:

Tax |D#: Secondary Phone: Email:

Duns #: Prior Electricity Supplier:

Tax Exemption: If a non-renewing customer, a completed tax exemption certificate must
accompany this Agreement. If no certificate is attached, Gexa Energy will assume that sales to
Customer are subject to Taxes and will process Customer’s account accordingly.

Initial Term of service: Months Start Month/Year:

Agreement: This Business Electricity Authorization and all addenda attached hereto (the
“BEA”), together with the Electric Supply Terms of Service (“TOS") attached hereto as Exhibit A
and incorporated herein by reference will form the Electricity Sales Agreement (the
“Agreement’) between Gexa Energy New Hampshire, LLC (“Gexa Energy”) and Customer. Any
capitalized terms not defined in this BEA shall have the meanings set forth in the TOS. Any
inconsistency between the BEA and the TOS shall be governed by the BEA.

Term: This Agreement shall become effective when the BEA is signed by both Parties (the
“Effective Date”) and shall continue for the Initial Term (as defined in the TOS). After the Initial
Term expires, this Agreement shall continue on a month-to-month basis at the Holdover Price
unless and until either Party terminates this Agreement, as provided in the TOS, and the LDU
successfully switches Customer’s Account(s) to another competitive electricity supplier or to the
L.DU’s generation service.

Termination: If Customer terminates this Agreement before the end of the Initial Term,
Customer will be assessed the Early Termination Fee or pay Gexa Energy's damages, as
provided in the TOS.

Price: The unit price for electric service provided to Customer by Gexa Energy during the initial
Term (the “Price”) is set forth in Addendum B. The total monthly charge for electric service (the
“Gexa Energy Electricity Charge”) is the sum of (i) the product of Customer’s total metered
Energy Usage during a Billing Cycle and the Price or Holdover Price, whichever is applicable,
(i) the Monthly Base Charge, (iii) Pass-Through Charges, if applicable, and (iv) Taxes. The
Gexa Energy Electricity Charge does not include Delivery Charges.

Billing and Payment: Customer will be billed monthly for the Gexa Energy Electricity Charge.
If Customer's bill is not paid when due, Customer will be charged the Late Fee and other
charges, as provided in the TOS.
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Switching Fee: Gexa Energy does not charge a fee to switch to its service,

Authorization and Acknowledgement; Customer hereby acknowledges that it is changing its
electricity supplier from that set forth above to Gexa Energy and hereby authorizes Gexa
Energy, for the duration of this Agreement, to become its electricity supplier and to act as its
limited agent to perform the necessary tasks to establish electricity service with Gexa Energy.
By signing this BEA (facsimile signature accepted as if it were an original}, Customer hereby
agrees, as of the Effective Date, that Customer has read the Agreement and agrees to the
terms and conditions set forth herein. The undersigned below warrants and represents that
he/she is legally authorized to enter into this Agreement on behalf of Customer. This
Agreement is not valid or binding unless and until signed by both Parties.

Customer - Authorized Signature: Gexa Energy New Hampshire, LLC:
Printed Name: Effective Date:
Title: Sales Representative/Code:
Date:
New Hampshire License No. ECLRGALLNHSMOBEAODO1a
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Exhibit A

GEXA ENERGY NEW HAMPSHIRE, LLC

ELECTRIC SUPPLY TERMS OF SERVICE
{(MEDIUM AND LARGE COMMERCIAL SALES)

THE FOLLOWING ARE THE ELECTRIC SUPPLY TERMS OF SERVICE ("TOS8"), which are a part of the
Electricity Sales Agreement by and between Gexa Energy New Hampshire, LLC (“Gexa Energy”) and Customer.

1. DEFINITIONS:
“Account” means the Customer Account(s) identified in the Business Electricity Authorization.

*Agreement” means the Electricity Sales Agreement between Gexa Energy and Customer, which is comprised
of the Business Electricity Authorization and these TOS, including ali exhibits and Addenda.

“Average Monthly Bill" means the sum of (i) the product of the average monthly Energy Usage by Customer (or
if an average cannot be computed due to limited service by Gexa Energy or other circumstances, such average
monthly usage as is reasonably determined by Gexa Energy) and the Price or Holdover Price, whichever is
applicable, and (i} the Monthly Base Charge.

“Billing Cycle” means, for each Account(s), the period between successive monthly meter read dates during the
term of this Agreement,

“Business Flectricity Authorization” or “BEA” means the Business Electricity Authorization signed by the Parties,
inciuding any related Addenda, and attached hereto,

“Capacity” means any cost imposed upon Gexa Energy by ISO-NE fo serve the capacity obligation of
Customer’s load, including, but not limited to, costs associated with installed capacity (“ICAP"), the locational forward
reserve market, the forward capacity market, reliability-must-run contracts and their respective successor costs.

“Change in Law” means a change in law, regulation, rule, ordinance, order or decree by a governmental
authority or {SO-NE, including, without fimitation, LDU tariffs and I1SO-NE tariffs, market rules, operating protocols,
nodal definitions and zonal definitions. A “change’, as used above, includes, without limitation, any amendment,
medification, nullification, suspension, repeal, finding of unconstitutionality or unlawfulness or any change in
construction or interpretation.

“Congestion Costs” means locational marginal price differentials, uplift costs and their respective successor
costs.

"Delivery Charges” means those charges payable by Customer to the LDU for transmission and distribution
services provided by the LDU, ISO-NE or other third parties and for the systems benefit charge, charges associated
with the restructuring of the electric markets and other similar charges assessed by the LDU under applicabie law..

“Delivery Point” means the point of interconnection between a third-party transmission or delivery system and
the LDU transmission or delivery system.

“Early Termination Fee” means (i) for termination of the entire Agreement, two {2) Average Monthly Bills for all
Account{s) for each year or partial year of the remaining Initial Term, or (i) for termination or deletion of an Account,
two (2) Average Monthly Bills for such terminated or deleted Account for each year or partial year of the remaining
Initial Term.

"Effective Date" is defined in the BEA.

“Energy Usage” means Customer's total metered energy usage for the Account(s) subject to this Agreement
measured in kilowatt hours (“*kWh"} for the applicable period.
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“Gexa Energy Electricity Charge” means the sum of (i) the product of Customer's monthly Energy Usage during
a Billing Cycle and the Price or Holdover Price, whichever is applicable, (i} the Monthly Base Charge, (iii) Pass-
Through Charges, if applicable, and (iv) Taxes.

“Holdover Pericd” means the period of the Agreement between the expiration of the Initial Term and the
termination of the Agreement. :

“Holdover Price” means the price for electricity delivered during the Holdover Period, as set forth on
Gexa Energy’s website at www.gexaenergy.com under “legal notices and terms.”

“Initial Term” means the period commencing on the Effective Date and continuing for the respective LDU
Account Number(s} until expiration, from and after the Service Commencement Date, of the number of months
specified for the Initial Term of service in the BEA.

“Insufficient Notice Fee" means (i) for termination of the entire Agreement, one-half {1/2) of the Average Monthly
Bill for all Account(s) for each year or partial year of the remaining initial Term, or (i) for termination or deletion of an
Account, one-half (1/2) of the Average Monthly Bill for such terminated or deleted Account for each year or partial
year of the remaining Initial Term.

“ISO-NE” means the New England independent System Operator or any successor thereto.

“L ate Fee” means a fee of one and one-half percent (1.5%) per month or the maximum rate permitted by law,
whichever is lower, assessed on invoices for the Gexa Energy Electricity Charge that are not paid when due,

“Local Distribution Utility” or “LDU" means a public utility that owns electric transmission and/or distribution
facilities that deliver electricity to the facilities o which the Account(s) pertain.

“Monthly Base Charge” means (i) for the Initial Term, a fixed monthly charge per LDU Account Number,
if any, as set forth in the BEA, and (ii) for the Holdover Period, a fixed monthly charge per LDU Account
Number, as set forth on Gexa Energy’s website at www.gexaenergy.com under “legal notices and terms.”

“Party” means either Gexa Energy or Customer, and “Parties” means both Gexa Energy and Customer.

“Pass-Through Charges” means (i) during the Initial Term, the electric supply costs listed in the BEA that are
exciuded from the Price and passed through directly to Customer by Gexa Energy, and (ii) during the Holdover
Period, the electric supply costs listed on the Gexa Energy website at www.gexaenergy.com that are
excluded from the Holdover Price, if any, and passed through directly to Customer by Gexa Energy. Pass-
Through Charges do not include Delivery Charges.

“Price” means the unit price for electric service offered to Customer by Gexa Energy during the Initial Term, as
set forth in the BEA.

“Retaii Adder” means the component of the Price that is set forth in the BEA.

“Service Commencement Date” means the first meter reading date in or after the Start Month on which the LDU
sticcessfully switches Customer’s respective LDU Account Number(s) to Gexa Energy.

“Start Month” is the calendar month as specified in the BEA; provided, however, that if the Start Month is not
specified as a month subsequent to the month during which the Effective Date occurs, then "Start Month” means the
month during which the Effective Date ocours.

“Taxes” means all federal, stale, municipal or other governmental taxes, duties, fees, levies, premiums,
assessments, surcharges, withholdings, or any other charges of any kind relating to the sale, purchase or delivery of
electricity, together with all interest, penalties or other additional amounts imposed thereon, but excluding taxes on net
income.

2. SERVICES. During the Initial Term and any Hoidover Period, Gexa Energy shall provide Customer’s full
electricity requirements for the Account(s) specified in this Agreement, and Customer shall obtain its full electricity
requirements for such Account(s) exclusively from Gexa Energy on the ferms and conditions specified in this
Agreement.
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3. ENERGY CONSUMPTION INFORMATION. At Gexa Energy's request, Customer will provide an
authorization which grants Gexa Energy the authority to obtain Customer’s current and historical electricity cost and
usage data from the LDU, Customer’s payment and credit history and other information specified in the authorization.
Customer hereby agrees, upon request, to provide Gexa Energy with facility descriptions, operating information,
meter identification numbers and locations, and such other information available to Customer as Gexa Energy may
reasonably require to provide electric service pursuant to this Agreement. Customer agrees to notify Gexa Energy in
writing whenever it believes that its usage will depart materially from its historical usage and shall provide good faith
estimates of such departures.

4. ENROLLMENT. Upon execution of this Agreement, Gexa Energy shall use commercially reasonable
efforts to promptly enroll Customer's Account(s) with the LDU in accordance with the intended Service
Commencement Date, and Customer agrees to take steps to cooperate with Gexa Energy’s efforts to perform such
enroliment. Gexa Energy shall not be held liable to Customer for delay or failure in enrolling Customer’s Account(s) if
such delay or failure was due to any cause beyond Gexa Energy’s control.

5. TERM OF AGREEMENT. This Agreement shall become effective on the Effective Date with service
commencing for each respective Account(s) on the Service Commencement Date and shall continue for the Initial
Term. After the Initial Term expires, this Agreement shall continue on a month-to-month basis at the Holdover Price
uniess and until either Party terminates this Agreement upon at least thirty (30) days written notice, in which event
such termination shail be effective after the noticed termination date on the date on which the LDU successfully
switches Customer's Account(s) fo another competitive electricity supplier or to the LDU's generation service.

6. PRICING. The Price during the Initial Term is set forth in the BEA and is hereby incorporated herein by
reference. Upon expiration of the Initial Term and absent written agreement by the Parties to new pricing terms, the
price for delivered electricity shall be the Holdover Price. The Hoidover Price may change without prior wriiten notice
to Customer at the sole discretion of Gexa Energy until either Party terminates the Agreement pursuant o the "Term
of Agreement” Section of this Terms of Service. The total charge for service provided hereunder is the Gexa Energy
Electricity Charge (as defined herein). The Gexa Energy Electricity Charge does not include Delivery Charges.

7. BILLING AND FEES. Unless the Parties agree in writing to alternate payment arrangements, Customer
consents o be bilied monthly for services provided hereunder through one of the following billing options, as permitted
by law, at Gexa Energy’s discretion; {i) Customer will receive one invoice from the LDU that includes the Gexa
Energy Electricity Charge and the Delivery Charges and applicable Taxes, (the “Consoclidated Billing Option”); or (#)
Customer will receive two invoices, one from Gexa Energy for the Gexa Energy Electricity Charge and one from the
LDU for the Delivery Charges, each with applicable Taxes (the “Dual Billing Option”). Under the Consolidated Billing
Option, Customer will make payments directly to the LDU pursuant to the applicable LDU tariff. Under the Dual Billing
Option, payments are due to Gexa Energy within sixteen (16) days from the date of the invoice. If, under the
Consolidated Billing Option or Dual Biling Option, any payment for the Gexa Energy Electricity Charge made by
Customer to Gexa Energy or to the LDU is late under the applicable payment terms, Customer may be assessed the
Late Fee and its delinguent balances may be reported to a credit agency. Further, in addition to any other rights of
Gexa Energy hereunder, if, during the Dual Billing Option, any payment for the Gexa Energy Electricity Charge is late
under the applicable payment ferms, then Gexa Energy shall have the right, without prior notice to the customer, to
convert all billing hereunder to the Consolidated Billing Option and convert the Price as necessary, on a commercially
reasonable basis, to a unit price sufficient to enabie such Consolidated Billing. Gexa Energy may assess a twenly
five dollar ($25) fee against any transaction not processed due to insufficient funds or credit availability for any method
of payment, inciuding checks, bank drafis or credit card. If the LDU fails to timely obtain or transmit a meter reading,
Gexa Energy reserves the right to issue or cause to be issued a bill to Customer based on its estimated Energy
Usage and charges during the Billing Cycle. Gexa Energy will include or cause to be included in any subsequent bill
from Gexa Energy, adjustments related to previous billings, including estimates, previous billing errors, meter read
errors, or other errors or omissions.  in the event that Customer disputes a bill for the Gexa Energy Electricity
Charge, Customer must pay any undisputed postion of the bill by the due date specified in the applicable payment
terms. f the unpaid, disputed portion of the bill is subsequently resolved in favor of Gexa Energy, the Late Fee will be
applied to such unpaid amounts,

8. DISPUTES OR COMPLAINTS. Customer should contact Gexa Energy at 866-960-4392 {toil free) with any
questions or complaints regarding its generation service or bills for the Gexa Energy Electricity Charge. Customer
should contact its LDU directly in the event of a power outage or if Customer has questions regarding the Delivery
Charges on ifs biil.
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9, CREDIT AND DEPOSIT REQUIREMENTS. Gexa Energy reserves the right to request a credit history on
an applicant for service prior to offering service and to refuse service to anyone who dees not meet Gexa Energy's
credit standards. |f Gexa Energy determines, prior to offering service or at any time during the term of this
Agreement, that Customer’s credit is unsatisfactory, Gexa Energy has the right to require Customer to make alternate
payment or credit arrangements to ensure prompt payment of amounts owed or otherwise payable under this
Agreement including, without limitation, the posting of an initial or subsequent security deposit, or an increase in the
amount of the deposit. In addition, if Customer’'s Energy Usage increases during the term of this Agreement, Gexa
Energy may require a security deposit or an increase in the amount of an existing security deposit. The posting or
amount of any security deposit hereunder shall be subject to any limitations imposed by applicable law. A security
deposit in the form of cash that is held for more than six months from the date of deposit shall earn simple interest
thereon at the rate payable on two-year, United States Treasury notes. A security deposit shall be refunded by
means of a credit to Customer's bill once Customer has made twenty-four (24) consecutive payments without
assessment of any Late Fees. Upon termination of service, Gexa Energy will apply any security deposit plus accrued
and unpaid interest thereon toward any outstanding balance on Customer's final bill and will refund any remaining
security deposit.

10, TERMINATION OF AGREEMENT BY CUSTOMER. If Customer terminates this Agreement, in whole or as
relating to any single Account(s), before the end of the Initial Term, Customer shall pay Gexa Energy the Early
Termination Fee. In addition, if Customer terminates this Agreement with less than thirty (30} days advance written
notice, Customer shall be assessed the Insufficient Notice Fee. In the event that Customer terminates this Agreement
as provided for in this Section, Customer shall be obligated to pay for the electricity and related services provided to
Customer pursuant to this Agreement prior to the date that such termination becomes effective, including Late Fees, if
applicable. Should Gexa Energy incur damages greater than the Early Termination Fee as a result of such
termination of this Agreement by Customer before the end of the Initial Term, Customer shall pay to Gexa Energy
such damages. Such damages will be calculated based upon the net present value of the product of (i) the difference
between the Price and the market prices that are commercially available fo Gexa Energy for the same quantities of
energy which would have been supplied hereunder for the remainder of the Initial Term, and (2) the estimated Energy
Usage by Customer, as determined by Gexa Energy, during the remainder of the Initial Term. To determine “market
prices,” as used above, Gexa Energy may consider, among other things, settiement prices of applicable NYMEX
power futures contracts, quotations from leading dealers in energy swap contracts and other bona fide offers from
parties participating in the wholesale andfor retail power markets, which may include Gexa Energy and/or its affiliates,
all as commercially available to Gexa Energy and all as adjusted for the length of the remaining Initial Term and
differences in transmission costs and volume. Gexa Energy will not be required to enter into any replacement
transaction in order to determine such market prices or actual damages. The Parties agree that the amounts
recoverable hereunder are a reasonable estimate of ioss and not a penalty.

11. TERMINATION OF AGREEMENT BY GEXA ENERGY. Gexa Energy reserves the right to terminate this
Agreement if Customer (i) fails to make timely payment of all amounts due Gexa Energy; or (i) fails to post a security
deposit under the provisions of the Credit and Deposit Requirements Section herein within ten {10) days of a request
for deposit; or (iii) breaches any warranty or representation to Gexa Energy; or (iv) defaults on any material obligation
under this Agreement; or (v)(A) makes an assignment for the benefit of creditors, (B) files a petition or otherwise
authorizes the commencement of a proceeding under the Bankruptcy Code or similar law for protection of creditors, or
has such petition filed against it, (C) otherwise becomes bankrupt or insolvent, or (D) is unable to pay its debts as they
fall due; or {vi) enters into @ merger with, or sells substantially all of its assets to, ancther entity that fails to assume
Customer's obligations under this Agreement. In the event service is terminated in accordance with this Section,
Customer shall pay the Early Termination Fee or, if applicable, damages incurred by Gexa Energy as provided in this
Agreement. Gexa Energy will notify Customer of its intent to terminate service at least five () business days pricr to
the effective date of termination and, unless another competitive electricity supplier is chosen by Customer,
Customer's electricity will be provided by the LDU under its applicable generation service tariff. Customer's electric
service wili not be physically disconnected upon termination of this Agreement by Gexa Energy pursuant {o the
provisions of this section.

12. TITLE, RISK OF LOSS AND INDEMNIFICATION. Title and risk of loss to the electricity sold hereunder
shall pass from Gexa Energy when it is delivered to the Delivery Point for each Account(s). Customer shall indemnify
and defend Gexa Energy from all claims for any loss, damage, or injury to persons or property, including without
limitation all consequential, incidentals, exemplary, or punitive damages arising from or relating to the distribution or
consumption of electricity at and after the point at which the LDU delivers the electricity to Customer's facilities to
which the Account(s) pertain.
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13. FORCE MAJEURE. |n the event that either Party’s performance of its obligations under this Agreement is
interrupted or delayed by any occurrence not caused by either Party, whether such occurrence is an act of God or
public enemy, or whether such occurrence is caused by storm, earthguake, or other natural forces, or by war. riot,
public disturbance, labor action, or the acts or omissions of anyone not a Party to this Agreement, then the Party
affected by such occurrence shall be excused from such performance and any further performance required under
this Agreement for whatever period is reasonably necessary to remedy the effects of that occurrence.

14. CHANGE IN LAW. In the event that there is a Change in Law and such Change in Law results in Gexa
Energy incurring additional costs and expenses in providing the services contemplated herein, such additional costs
and expenses shall be the Customer’s responsibility and will be assessed to Customer in Gexa Energy’s monthly biiis
as an additional Pass-Through Charge.

15. REPRESENTATIONS AND WARRANTIES, FEach Party warrants and represenis fo the other Party that:
(i) it is duly organized, validly existing and in good standing under the faws of the jurisdiction of its formation; (i itis
authorized and qualified to do business in the jurisdictions necessary to perform this Agreement; (iii} the execution,
delivery and performance of this Agreement have been duly and validly authorized by al! necessary corporate or other
actions and do not violate any agreement to which it is a party or any laws or regulations applicable to it; and {iv) the
Agreement, when delivered, will be valid and legally binding upon it and enforceable in accordance with its respective
terms (subject to equitable defenses). Customer further warrants and represents to Gexa Energy that it has full power
and authority over the provision of electricity to the facilities to which the Account(s) pertain.

16. DISCLAIMER OF WARRANTY. GEXA ENERGY EXPRESSLY DISCLAIMS ALL WARRANTIES
REGARDING THE QUALITY OF ELECTRICITY DELIVERED TO CUSTOMER PURSUANT TO THIS AGREEMENT,
WHETHER WRITTEN, ORALLY EXPRESSED, OR IMPLIED, INCLUDING, WITHOUT LIMITATION,
MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE.

17. LIMITATION OF LIABILITY. UNLESS OTHERWISE EXPRESSLY PROVIDED HEREIN, ANY LIABILITY
UNDER THIS AGREEMENT WILL BE LIMITED TO DIRECT ACTUAL DAMAGES AS THE SOLE AND EXCLUSIVE
REMEDY, AND ALL OTHER REMEDIES AND DAMAGES AT LAW OR IN EQUITY ARE WAIVED AND NEITHER
PARTY WILL BE LIABLE FOR CONSEQUENTIAL, INCIDENTAL, SPECIAL, PUNITIVE, EXEMPLARY OR
INDIRECT DAMAGES, INCLUDING LOST PROFITS OR OTHER BUSINESS INTERRUPTION DAMAGES,
WHETHER IN TORT OR CONTRACT, UNDER ANY INDEMNITY PROVISIONS OR OTHERWISE IN CONNECTION
WITH THIS AGREEMENT. THE LIMITATIONS IMPOSED ON REMEDIES AND DAMAGE MEASUREMENT WILL
BE WITHOUT REGARD TO CAUSE, INCLUDING NEGLIGENCE OF ANY PARTY, WHETHER SOLE, JOINT,
CONCURRENT, ACTIVE OR PASSIVE, PROVIDED NO SUCH LIMITATION SHALL APPLY TO DAMAGES
RESULTING FROM WILLFUL MISCONDUCT OF ANY PARTY.

18. FORWARD CONTRACT. The Parties agree that this Agreement is a “forward contract” and that Gexa
Energy is a “forward contract merchant” for purposes of the United States Bankruptcy Code, as amended, (the
“Bankruptcy Code”) any payment related hereto will constitute a “settlement payment’ as defined in Section 101 {51A)
of the Bankruptcy Code.

19. ATTORNEY'S FEES. If Customer faiis to timely pay amounts due under this Agreement and Gexa Energy
refers Customer’s outstanding balance to an attorney or coliection agent for coliection, or if Gexa Energy files a
lawsuit in connection with this Agreement, or collects Customer's outstanding balance through bankruptey or judicial
proceedings, Customer agrees to pay Gexa Energy its reasonable fees and expenses (including reasonable
attorney's fees) incurred by Gexa Energy in connection therewith.

20. AMENDMENT. This Agreement may not be amended except by a written amendment signed by both
Customer and Gexa Energy. :

21, SEVERABILITY. |f any provision of this Agreement is held to be void or unenforceable by a court of
competent jurisdiction, the remaining provisions of this Agreement shall remain in full force and effect to the extent
that the intended essential purposes of this Agreement are not materially altered.

22. HEADINGS. Headings are for the convenience of the parties and shail be ignored for purposes of
interpreting this Agreement.

23, ASSIGNMENT. Gexa Energy may assign its rights and obligations under this Agreement to a third party.
Customer may not assign its rights and obligations under this Agreement to a third party without the prior written
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consent of Gexa Energy, which consent shall not be unreasonably withheld. Gexa Energy may deny such
assignment based on the creditworthiness of the assignee.

24. COUNTERPARTS. This Agreement may be executed in any number of counterparts, each of which shall
be deemed to be an original and all of which shall be deemed to be one and the same instrument.

25. WAIVER. No waiver by any Party hereto of any one or more defauits, by the other Party in the
performance of any of the provisions of this Agreement shall be construed as a waiver of any other default or defaults
whether of a like kind or different nature,

26. GOVERNING LAW OR VENUE. This Agreement shall be governed by and construed, enforced and
performed in accordance with the laws of the state of New Hampshire. Each party hereby designates the New
Hampshire state courts of competent jurisdiction or the United States District Court for the District of New Hampshire
as the exclusive couris of proper jurisdiction of any suit, claim, action or other proceedings, whether at law or in
equity, relating to this Agreement, and venue for any such suit, claim action or other proceedings shall be in Concord,
New Hampshire.

27. CONFIDENTIALITY. Parties agree to keep all terms and provisions of this Agreement confidential and not
to disciose the terms of the same to any third parties without the prior written consent of the other Party; provided,
however, each Party shafl have the right to make such disclosures, if any, to governmental agencies and to its own
agents, attorneys, auditors, accountants and shareholders or members as may be reasonable necessary. if
disclosure is sought through process of a court, or a state or federal regulatory agency, the Party from whom the
disclosure is sought shall provide reasonable notice thereof to the other Party.

28. LIMITED AGENT. Gexa Energy's responsibility as Customer’s limited agent is limited to the tasks
authorized for Gexa Energy to provide the services under this Agreement and does not result in imposition on (Gexa
Energy, and Customer hereby waives, any other duties of any kind or nature, including fiduciary duties which may
otherwise arise by aperation of law.
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29, ENTIRE AGREEMENT. This Agreement e the entire Agreement and understanding between the

s
tandings between the Parties, whether written or oral, with

EY i sk} ~ : A 11 i
Parties, and supersedes all prior agreements and under

ties,
respect to the subject matter hereol.

30. NOTICES. Any notice or other document to be given or served hereunder or under any document or
instrument executed pursuant hereto shall be in writing and shall be delivered to the receiving Party by prepaid
registered mail, courier service or facsimile. Gexa Energy’s mailing address and facsimile number to be used for any
notices that shall be given to or served on Gexa Energy by Customer are set forth below. Customer's mailing address
and facsimile number to be used for any notices that shall be given to or served on Customer by Gexa Energy are set
forth on the BEA. Notice delivered by prepaid registered mail shall be deemed to have been received at the end of
the third business day after the date of mailing, or such earlier time as is confirmed by the receiving Party, except that
when there is a sirike affecting delivery of mail, aif notices shall be delivered by courier or by facsimile. Notice
delivered by courier shall be deemed to have been received on the business day after it was sent or such earlier time
as is confirmed by the receiving Party. Notice sent by facsimile shall be deemed to have been received at the ciose of
the business day on which i was transmitted (or, if transmitted after the close of business, then on the next business
day) or such earlier time as is confirmed by the receiving Party.

Notice Information:
For registered mail and courier service — Gexa Energy, 20 Greenway Plaza, Suite 600, Houston, TX 77046
For facsimile — 866.801.GEXA

Additional Contact Information:
For billing and customer service inquiries, email custserv@gexaenergy.com, call 866.960.GEXA, or fax 800.627.8813
For sales or pricing inquiries, email NH@gexaenergy.com, call 866.490.GEXA or fax 866.796. GEXA
For contract inquiries, email NH.contracis@gexaenergy.com or fax 866.901.GEXA
Internet address: www.gexaenergy.com
Mailing address: 20 Greenway Plaza, Suite 600, Housion, TX 77046
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Attachment 21

STATE OF TEXAS §
COUNTY OF HARRIS §

Before me the undersigned Notary, on this day personally appeared Lawrence
Boisvert, a person whose identity is known to me, who being first duly sworn by me
stated under oath that he is authorized to make this affidavit and that the statements
made herein are true and correct to the best of his knowledge.

Lawrence Boisvert, Affiant, being duly affirmed according to law, deposes and says
as follows:

1.My name is Lawrence Boisvert and 1 am the Vice President of Gexa Energy New
Hampshire, LLC. [ am of legal age and reside in Texas; and

2.That the Applicant herein, Gexa Energy New Hampshire. LLC has answered the

questions on the application correctly, truthfully, and completely and provided

Lsl

supporting documentation as required;

Signature of Affiant

Sworn and subscribed before me this ;2 /st =7 day of ?7755{—}’ , 2008.
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e, RHONDA BANNING
Notary Pubtic, State of Taxas
g My Commission Expires
,f“;m\‘ Aptll 29, 2010
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Application of Gexa Energy, New Hampshire, LLC for Certification as Competitive
Electric Power Supplier





