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PART 1
ITEM 1. BUSINESS
General

We are a Delaware corporation incorporated in 1947 and a wholly owned indirect subsidiary of El Paso
Corporation (EI Paso). Our primary business consists of the interstate transportation and storage of natural
gas. We conduct our business activities through our natural gas pipeline system and storage facilities, each of
which are discussed below.

The Pipeline System. The Tennessee Gas Pipeline system consists of approximately 14,200 miles of
pipeline with a design capacity of approximately 6,937 MMcf/d. During 2003, 2002 and 2001, our average
throughput was 4,710 BBtu/d, 4,596 BBtu/d and 4,405 BBtu/d. This multiple-line system begins in the
natural gas producing regions of Louisiana, the Gulf of Mexico and south Texas and extends to the northeast
section of the U.S., including the metropolitan areas of New York City and Boston. Our system also has
interconnects at the U.S.-Mexico border and the U.S.-Canada border.

During the fourth quarter of 2003, we completed the construction of pipeline, compression and border
crossing facilities which expanded the deliverability of our South Texas system by approximately
312 MMcf/d.

Storage Facilities. Along our pipeline system, we have approximately 90 Bef of underground working
natural gas storage capacity, of which 1 Bef is contracted from ANR Pipeline Company and 29 Bef from Bear
Creek Storage Company (Bear Creek), both of whom are our affiliates.

Bear Creek is a joint venture that we own equally with our affiliate, Southern Gas Storage Company, a
subsidiary of Southern Natural Gas Company (SNG). Bear Creek owns and operates an underground natural
gas storage facility located in Louisiana. The facility has a capacity of 50 Bcf of base gas and 58 Bcf of working
storage. Bear Creek’s working storage capacity is committed equally to Southern Natural Gas Company and
us under long-term contracts.

Regulatory Environment

Our interstate natural gas transmission system and storage operations are regulated by the FERC under
the Natural Gas Act of 1938 and the Natural Gas Policy Act of 1978. Our pipeline system and storage
facilities operate under FERC-approved tariffs that establish rates, terms and conditions for services to their
customers. Generally, the FERC’s authority extends to:

« rates and charges for natural gas transportation, storage and related services;

« certification and construction of new facilities;

 extension or abandonment of facilities;

» maintenance of accounts and records;

« relationships between pipeline and energy affiliates;

e terms and conditions of services;

« depreciation and amortization policies;

 acquisition and disposition of facilities; and

« initiation and discontinuation of services.

The fees or rates established under our tariffs are a function of our costs of providing services to our
customers, and include provisions for a reasonable return on our invested capital. Approximately 67 percent of
our 2003 transportation and storage revenue is attributable to a capacity reservation, or demand charge, paid
by firm customers. Firm customers are those who are obligated to pay a monthly demand charge, regardless of

the amount of natural gas they transport or store, for the term of their contracts. The remaining 33 percent of
our revenue is attributable to charges based solely on the volumes of natural gas actually transported or stored
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on our pipeline system. Consequently, our financial results have historically been relatively stable. However,
our results can be subject to volatility due to factors such as weather, changes in natural gas prices and market
conditions, regulatory actions, competition and the credit-worthiness of our customers.

Our interstate pipeline system is also subject to federal, state and local statutes and regulations regarding
pipeline safety and environmental matters. Our system has an ongoing inspection program designed to keep all
of our facilities in compliance with environmental and pipeline safety requirements. We believe that our
system is in material compliance with the applicable requirements.

We are subject to regulation over the safety requirements in the design, construction, operation and
maintenance of our interstate natural gas transmission system and storage facilities by the U.S. Department of
Transportation. Our operations on U.S. government land are regulated by the U.S. Department of the Interior.

A discussion of our significant rate and regulatory matters is included in Part II, Item 8, Financial
Statements and Supplementary Data, Note 10 and is incorporated herein by reference.

Markets and Competition

We have approximately 406 firm and interruptible customers, including distribution and industrial
companies, electric generation companies, natural gas producers, other natural gas pipelines and natural gas
marketing and trading companies. We provide transportation services in both our natural gas supply and
market areas. We have approximately 481 firm transportation contracts with remaining terms that extend from
one month to 22 years and with a weighted average remaining contract term of approximately five years.
Approximately 87 percent of our total capacity is subscribed under firm transportation agreements.
Substantially all of the natural gas that we transport or store is owned by our shippers and accordingly we do
not assume any material natural gas commodity price risk related to this gas.

Our interstate natural gas transmission system and natural gas storage businesses face varying degrees of
competition from other pipelines, as well as from alternative energy sources such as electricity, hydroelectric
power, coal and fuel oil. We compete with other interstate and intrastate pipelines for deliveries to customers
who can take deliveries at multiple connection points. Our system faces strong competition in the Northeast,
Appalachian, Midwest and Southeast market areas. In addition, we compete with pipelines and gathering
systems for connection to new supply sources in Texas, the Gulf of Mexico and from the Canadian border.

A number of large natural gas consumers are electric utility companies who use natural gas to fuel
electric power generation facilities. Electric power generation is the fastest growing demand sector of the
natural gas market. The potential consequences of proposed and ongoing restructuring and deregulation of the
electric power industry are currently unclear. Restructuring and deregulation potentially benefit the natural gas
industry by creating more demand for natural gas turbine generated electric power, but this effect is offset, in
varying degrees, by increased efficiency in generation and the use of surplus electric capacity as a result of
open market access.

In response to changing market conditions, we have shifted from a traditional dependence solely on
long-term contracts to an approach that balances short-term and long-term commitments. This shift is due to
changes in market conditions and competition driven by state utility deregulation, local distribution company
mergers, new supply sources, volatility in natural gas prices, demand for short-term capacity and new markets
in power plants.

Our existing contracts mature at various times and in varying amounts of throughput capacity. Our ability
to extend our existing contracts or re-market expiring capacity is dependent on competitive alternatives, access
to capital, the regulatory environment at the local, state and federal levels and market supply and demand
factors at the relevant dates these contracts are extended or expire. The duration of new or re-negotiated
contracts will be affected by current prices, competitive conditions and judgments concerning future market
trends and volatility. While we are allowed to negotiate contracts at fully subscribed quantities and at
maximum rates allowed under our tariffs, we must, at times, discount our contracts to remain competitive.
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Environmental

A description of our environmental activities is included in Part II, Item 8, Financial Statements and
Supplementary Data, Note 10, and is incorporated herein by reference.

Employees

As of March 9, 2004, we had approximately 1,780 full-time employees, none of whom are subject to a
collective bargaining arrangement.

ITEM 2. PROPERTIES
A description of our properties is included in Item 1, Business, and is incorporated herein by reference.

We believe that we have satisfactory title to the properties owned and used in our businesses, subject to
liens for taxes not yet payable, liens incident to minor encumbrances, liens for credit arrangements and
easements and restrictions that do not materially detract from the value of these properties, our interests in
these properties, or the use of these properties in our businesses. We believe that our properties are adequate
and suitable for the conduct of our business in the future.

ITEM 3. LEGAL PROCEEDINGS

A description of our legal proceedings is included in Part II, Item 8, Financial Statements and
Supplementary Data, Note 10, and is incorporated herein by reference.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

Item 4, Submission of Matters to a Vote of Security Holders, has been omitted from this report pursuant
to the reduced disclosure format permitted by General Instruction I to Form 10-K.

PART II

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS

All of our common stock, par value $5 per share, is owned by an indirect subsidiary of El Paso and,
accordingly, our stock is not publicly traded.

We pay dividends on our common stock from time to time from legally available funds that have been
approved for payment by our Board of Directors. During 2002, a $67 million non-cash dividend of affiliated
receivables was declared and paid to our parent. No dividends were declared or paid in 2003 or 2001.

ITEM 6. SELECTED FINANCIAL DATA

Item 6, Selected Financial Data, has been omitted from this report pursuant to the reduced disclosure
format permitted by General Instruction I to Form 10-K.

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The information required by this Item is presented in a reduced disclosure format pursuant to General
Instruction I to Form 10-K. The notes to our consolidated financial statements contain information that is
pertinent to the following analysis, including a discussion of our significant accounting policies.
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General

Our business consists of interstate natural gas transmission and storage operations and related services.
Our interstate natural gas transmission system and natural gas storage businesses face varying degrees of
competition from other pipelines, as well as from alternate energy sources, such as electricity, hydroelectric
power, coal and fuel oil. We are regulated by the FERC which regulates the rates we can charge our
customers. These rates are a function of our costs of providing services to our customers, and include a return
on our invested capital. As a result, our financial results have historically been relatively stable. However, they
can be subject to volatility due to factors such as weather, changes in natural gas prices and market conditions,
regulatory actions, competition and the credit-worthiness of our customers. In addition, our ability to extend
existing customer contracts or re-market expiring contracted capacity is dependent on competitive
alternatives, the regulatory environment and supply and demand factors at the relevant dates these contracts
are extended or expire. We make every attempt to negotiate contracts at fully-subscribed quantities and at
maximum rates allowed under our tariff, although at times, we discount our rates to remain competitive.

Results of Operations

Our management, as well as El Paso’s management, uses earnings before interest and income taxes
(EBIT) to assess the operating results and effectiveness of our business. We define EBIT as net income
adjusted for (i) items that do not impact our income from continuing operations, such as the impact of
accounting changes, (ii) income taxes, (iii) interest and debt expense and (iv) affiliated interest income. Our
business consists of consolidated operations as well as investments in unconsolidated affiliates. We exclude
interest and debt expense from this measure so our management can evaluate our operating results without
regard to our financing methods. We believe the discussion of our results of operations based on EBIT is useful
to our investors because it allows them to more effectively evaluate the operating performance of both our
consolidated business and our unconsolidated investments using the same performance measure analyzed
internally by our management. EBIT may not be comparable to measurements used by other companies.
Additionally, EBIT should be considered in conjunction with net income and other performance measures
such as operating income or operating cash flow. The following is a reconciliation of our operating income to
our EBIT and our EBIT to our net income for the year ended December 31:

2003 2002

(In millions, except
volume amounts)

OPErating TEVENUES . . . o\ v vttt ettt et et et et et e e $ 726 $ 702
OPETating EXPEIMSES . .« v o et et ettt et e e e e e e (450) (466)
Operating iNCOME . .. ..ottt ettt e 276 236
Other INCOME. . . ..ot e e e e 22 25
EBIT . 298 261
Interest and debt eXpense . ............iiiiiii i (130) (126)
Affiliated interest income, NEt ... ... .ttt 4 9
INCOME taXES . o\ ottt (61) (42)
Income before cumulative effect of accounting change ............ 111 102
Cumulative effect of accounting change, net of income taxes. . ..... — 10
NEtINCOME . .ottt et ettt e e e e et $ 111 $ 112
Throughput volumes (BBtu/d)™ ... ... ... .. ... ... .. .. ... 4,710 4,596

(1) Throughput volumes exclude those related to our sale of our 30 percent equity investment in Portland Natural Gas Transmission
which we sold in the fourth quarter of 2003.



Operating Results (EBIT)

Our EBIT for the year ended December 31, 2003 increased $37 million compared to 2002. The increase
was due to higher throughput resulting from a colder winter season and favorable interruptible rates during the
summer season offset by the impact of contract conversions and renewals which resulted in higher
transportation revenues and EBIT of $10 million. Also contributing directly to the increase in EBIT was
higher revenues of $33 million in 2003 from recoveries of natural gas on our system in excess of gas used on
our system. In addition, gas prices were generally higher during 2003 versus 2002. Partially offsetting these
revenue-related increases was the favorable resolution of a measurement dispute at a processing plant serving
our system during 2002 of $18 million. In addition, lower environmental remediation, legal and other related
costs resulting primarily from a reduction in the estimated costs to complete our internal PCB remediation
project directly increased EBIT by $11 million in 2003 and lower overhead costs allocated to us by our parent
increased EBIT by $26 million. Higher depreciation expense of $8 million as a result of an adjustment to our
depreciation expense for a facility that is being depreciated at an incremental rate of 6.67% per year instead of
the general system rate of 1.62% per year and higher electric compression costs of $8 million reduced our
overall EBIT in 2003.

Our business is primarily driven by contracts with shippers transporting or storing natural gas on our
pipeline system. Our tariff structure, which is regulated by the FERC, requires shippers to pay us on the basis
of stated transportation and storage rates. Under our tariff structure, approximately 67 percent of our 2003
transportation and storage revenue was attributed to a capacity reservation, or demand charge, paid by firm
customers. Firm customers are those who are obligated to pay a monthly demand charge, regardless of the
amount of natural gas they actually transport or store on our pipeline system, for the term of their contracts.
As these contracts expire, our revenue varies depending on the rates at which they are renewed.

Interest and Debt Expense

Year Ended

December 31,

2003 2002

(In millions)

Long-term debt . ... .. $122  $113
Short-term bOITOWINGS . . . .« ¢\ttt e e e e e — 7
Other . o 9 9
Less: Capitalized interest . ... ...ttt e (1) (3)
Total interest and debt expense . .......... ...t $130  $126

Interest and debt expense was $4 million higher for the year ended December 31, 2003, than in 2002 due
to higher average debt balances outstanding in 2003 than in 2002. In June 2002, we issued $240 million
aggregate principal amount 8.375% notes due 2032, resulting in $9 million of increased interest expense in
2003. Also contributing to the increase was a $2 million decrease in capitalized interest due to a lower
capitalization base in 2003. These increases were offset by lower interest expense of $7 million due to the
discontinuation of commercial paper activities in late 2002.

Affiliated Interest Income, Net

Affiliated interest income, net for the year ended December 31, 2003, was $5 million lower than the same
period in 2002. The decrease was due to lower average advances to El Paso under our cash management
program. The average advances to affiliates participating in our cash management program were $166 million
in 2003 versus $459 million in 2002. The average short-term interest rates increased from 1.9% in 2002 to 2%
in 2003.



Income Taxes

Year Ended
December 31,
2003 2002

(In millions,
except for rates)

INCOME tAXES . o . vttt $61 $42
Effective tax rate . . ... ..o 35% 29%

Our effective tax rate for 2003 was impacted by current year state net operating losses which reduced the
effective tax rate, offset by the change in the realizability of state net operating loss carryovers and the sale of
an equity investment. In 2002, our effective tax rate was different than the statutory rate of 35% primarily due
to state net operating losses which reduced the effective tax rate. For a reconciliation of the statutory rate to
the effective rates, see Item 8, Financial Statements and Supplementary Data, Note 3.

Liquidity and Capital Resources
Liquidity

Our liquidity needs have been provided by cash flow from operating activities and the use of a cash
management program with our parent company, El Paso. Under El Paso’s cash management program,
depending on whether we have short-term cash surpluses or requirements, we either provide cash to El Paso or
El Paso provides cash to us. We have historically provided cash advances to El Paso, and we reflect these
advances as investing activities in our statement of cash flows. As of December 31, 2003, we had advanced
$841 million as a result of this program. These receivables are due upon demand; however, as of
December 31, 2003, we classified this amount as non-current notes receivable from affiliates because we do
not anticipate settlement within the next twelve months. We believe that cash flows from operating activities
will be adequate to meet our short-term capital requirements for existing operations. However, as a result of
recent announcements by El Paso related to a revision of its estimates of its natural gas and oil reserves, our
ability to borrow or recover the amounts advanced under El Paso’s cash management program could be
impacted. See Item 8, Financial Statements and Supplementary Data, Note 2 for a discussion of these
matters. Our cash flows for the years ended December 31 were as follows:

2003 2002
(In millions)
Cash flows from operating activities ................coiiiiirninenennnn.. $ 304 $ 140
Cash flows from investing activities . .. ....... ... oot (304) 42
Cash flows from financing activities. .. ...t ... — (186)

In a series of credit rating agency actions beginning in 2002, and contemporaneously with the downgrades
of the senior unsecured indebtedness of our parent company, El Paso, our senior unsecured indebtedness was
downgraded to below investment grade and is currently rated Bl by Moody’s (with a negative outlook and
under review for a possible downgrade) and B— by Standard & Poor’s (with a negative outlook). These
downgrades will increase our cost of capital and collateral requirements and could impede our access to capital
markets in the future.



Capital Expenditures

Our capital expenditures during the periods indicated are listed below:

Year Ended
December 31,
2003 2002
(In millions)
MaIntenancCe . . . . ..ottt et $120  $158
Expansion/Other ........ ... . . . . 43 76
Total ... $163  $234

Under our current plan, we expect to spend between approximately $137 million and $151 million in each
of the next three years for capital expenditures primarily to maintain the integrity of our pipelines and ensure
the reliable delivery of natural gas to our customers. In addition, we have budgeted to spend between
$42 million and $146 million in each of the next three years to expand the capacity and services of our pipeline
system. In the current environment, we will require contract commitments for capital intensive projects. We
expect to fund our maintenance and expansion capital expenditures through internally generated funds and
external financing.

Debt

As of December 31, 2003, we had long-term debt outstanding of $1,597 million, net of a $29 million
discount, $300 million of which may mature within the next five years. For a discussion of our debt and other
credit facilities, see Item 8, Financial Statements and Supplementary Data, Note 9, which is incorporated
herein by reference.

Commitments and Contingencies

For a discussion of our commitments and contingencies, see Item 8, Financial Statements and
Supplementary Data, Note 10, which is incorporated herein by reference.

New Accounting Pronouncements Issued But Not Yet Adopted

As of December 31, 2003, there were a number of accounting standards and interpretations that had been
issued, but not yet adopted by us. Based on our assessment of those standards, we do not believe there are any
that could have a material impact on us.



RISK FACTORS AND CAUTIONARY STATEMENT FOR PURPOSES OF THE “SAFE HARBOR”
PROVISIONS OF THE PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995

This report contains or incorporates by reference forward-looking statements within the meaning of the
Private Securities Litigation Reform Act of 1995. Where any forward-looking statement includes a statement
of the assumptions or bases underlying the forward-looking statement, we caution that, while we believe these
assumptions or bases to be reasonable and in good faith, assumed facts or bases almost always vary from the
actual results, and the differences between assumed facts or bases and actual results can be material,
depending upon the circumstances. Where, in any forward-looking statement, we or our management express
an expectation or belief as to future results, that expectation or belief is expressed in good faith and is believed
to have a reasonable basis. We cannot assure you, however, that the statement of expectation or belief will
result or be achieved or accomplished. The words “believe,” “expect,” “estimate,” “anticipate,” and similar
expressions will generally identify forward-looking statements. Our forward-looking statements, whether
written or oral, are expressly qualified by these cautionary statements and any other cautionary statements that
may accompany those statements. In addition, we disclaim any obligation to update any forward-looking
statements to reflect events or circumstances after the date of this report.

99 ¢ LR N1

With this in mind, you should consider the risks discussed elsewhere in this report and other documents
we file with the Securities and Exchange Commission (SEC) from time to time and the following important
factors that could cause actual results to differ materially from those expressed in any forward-looking
statement made by us or on our behalf.

Risks Related to Our Business

Our success depends on factors beyond our control.

Our business is the transportation and storage of natural gas for third parties. As a result, the volume of
natural gas involved in these activities depends on the actions of those third parties and is beyond our control.
Further, the following factors, most of which are beyond our control, may unfavorably impact our ability to
maintain or increase current revenues, to renegotiate existing contracts as they expire, or to remarket
unsubscribed capacity:

o future weather conditions, including those that favor alternative energy sources such as hydroelectric
power;

e price competition;

o drilling activity and supply availability of natural gas;

* expiration and/or turn back of significant contracts;

e service area competition;

 changes in regulation and actions of regulatory bodies;

 credit risk of our customer base;

* increased cost of capital;

* opposition to energy infrastructure development, especially in environmentally sensitive areas;
« adverse general economic conditions; and

 unfavorable movements in natural gas and liquids prices.

The revenues of our pipeline businesses are generated under contracts that must be renegotiated periodically.

Our revenues are generated under contracts which expire periodically and must be renegotiated and
extended or replaced. Although we actively pursue the renegotiation, extension and/or replacement of these
contracts, we cannot assure you that we will be able to extend or replace these contracts when they expire or
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that the terms of any renegotiated contracts will be as favorable as the existing contracts. Currently, a
substantial portion of our revenues are under contracts that are discounted at rates below the maximum rates
allowed under our tariff. For a further discussion of these matters, see Part I, Item 1, Business — Markets and
Competition.

In particular, our ability to extend and/or replace contracts could be adversely affected by factors we
cannot control, including:

« competition by other pipelines, including the proposed construction by other companies of additional
pipeline capacity in markets served by us;

e changes in state regulation of local distribution companies, which may cause them to negotiate
short-term contracts or turn back their capacity when their contracts expire;

» reduced demand and market conditions in the arecas we serve;
« the availability of alternative energy sources or gas supply points; and
* regulatory actions.

If we are unable to renew, extend or replace these contracts or if we renew them on less favorable terms,
we may suffer a material reduction in our revenues and earnings.

Fluctuations in energy commodity prices could adversely affect our business.

If natural gas prices in the supply basins connected to our pipeline system are higher than prices in other
natural gas producing regions, our ability to compete with other transporters may be negatively impacted.
Revenues generated by our contracts depend on volumes and rates, both of which can be affected by the prices
of natural gas. Increased natural gas prices could result in a reduction of the volumes transported by our
customers, such as power companies who, depending on the price of fuel, may not dispatch gas fired power
plants. Increased prices could also result in industrial plant shutdowns or load losses to competitive fuels and
local distribution companies’ loss of customer base. The success of our operations is subject to continued
development of additional oil and natural gas reserves in the vicinity of our facilities and our ability to access
additional reserves, primarily in the Gulf of Mexico, to offset the natural decline from existing wells connected
to our systems. A decline in energy prices could precipitate a decrease in these development activities and
could cause a decrease in the volume of reserves available for transmission or storage on our system. If natural
gas prices in the supply basins connected to our pipeline systems are higher on a delivered basis to our off-
system markets than delivered prices from other natural gas producing regions, our ability to compete with
other transporters may be negatively impacted. Pricing volatility may also impact the value of under or over
recoveries of excess gas. Fluctuations in energy prices are caused by a number of factors, including:

« regional, domestic and international supply and demand;

« availability and adequacy of transportation facilities;

 energy legislation;

 federal and state taxes, if any, on the transportation and storage of natural gas;
» abundance of supplies of alternative energy sources; and

« political unrest among oil-producing countries.

The agencies that regulate us and our customers affect our profitability.

Our pipeline business is regulated by the FERC, the U.S. Department of Transportation and various state
and local regulatory agencies. Regulatory actions taken by those agencies have the potential to adversely affect
our profitability. In particular, the FERC regulates the rates we are permitted to charge our customers for our
services. If our tariff rates were reduced in a future rate proceeding, if our volume of business under our
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currently permitted rates was decreased significantly or if we were required to substantially discount the rates
for our services because of competition, our profitability and liquidity could be reduced.

Further, state agencies and local governments that regulate our local distribution company customers
could impose requirements that could impact demand for our services.

Costs of environmental liabilities, regulations and litigation could exceed our estimates.

Our operations are subject to various environmental laws and regulations. These laws and regulations
obligate us to install and maintain pollution controls and to clean up various sites at which regulated materials
may have been disposed of or released. We are also party to legal proceedings involving environmental matters
pending in various courts and agencies.

It is not possible for us to estimate reliably the amount and timing of all future expenditures related to
environmental matters because of:

« the uncertainties in estimating clean up costs;
« the discovery of new sites or information;

« the uncertainty in quantifying liability under environmental laws that impose joint and several liability
on all potentially responsible parties;

* the nature of environmental laws and regulations; and
« the possible introduction of future environmental laws and regulations.

Although we believe we have established appropriate reserves for liabilities, including clean up costs, we
could be required to set aside additional reserves in the future due to these uncertainties, and these amounts
could be material. For additional information, see Item 8, Financial Statements and Supplementary Data,
Note 10.

Our operations are subject to operational hazards and uninsured risks.

Our operations are subject to the inherent risks normally associated with those operations, including
pipeline ruptures, explosions, pollution, release of toxic substances, fires and adverse weather conditions, and
other hazards, each of which could result in damage to or destruction of our facilities or damages to persons
and property. In addition, our operations face possible risks associated with acts of aggression on our assets. If
any of these events were to occur, we could suffer substantial losses.

While we maintain insurance against many of these risks, to the extent and in amounts that we believe
are reasonable, our financial condition and operations could be adversely affected if a significant event occurs
that is not fully covered by insurance.

Risks Related to Our Affiliation with El Paso

El Paso files reports, proxy statements and other information with the SEC under the Securities
Exchange Act of 1934, as amended. Each prospective investor should consider this information and the
matters disclosed therein in addition to the matters described in this report. Such information is not
incorporated by reference herein.

Our relationship with El Paso and its financial condition subjects us to potential risks that are beyond our
control.

Due to our relationship with El Paso, adverse developments or announcements concerning El Paso could
adversely affect our financial condition, even if we have not suffered any similar development. The senior
unsecured indebtedness of El Paso has been downgraded to below investment grade, currently rated Caal by
Moody’s (with a negative outlook and under review for a possible downgrade) and CCC+ by Standard &
Poor’s (with a negative outlook), Our senior unsecured indebtedness is rated Bl by Moody’s (with a negative
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outlook and under review for a possible downgrade) and B— by Standard & Poor’s (with a negative outlook).
These downgrades will increase our cost of capital and collateral requirements, and could impede our access to
capital markets. As a result of these recent downgrades, El Paso has realized substantial demands on its
liquidity. These downgrades are a result, at least in part, of the outlook generally for the consolidated
businesses of El Paso and its needs for liquidity.

El Paso has embarked on its 2003 Long-Range Plan that, among other things, defines El Paso’s future
businesses, targets significant debt reduction and establishes financial goals. An inability to meet these
objectives could adversely affect El Paso’s liquidity position, and in turn affect our financial condition.

Pursuant to El Paso’s cash management program, surplus cash is made available to El Paso in exchange
for an affiliated receivable. In addition, we conduct commercial transactions with some of our affiliates. As of
December 31, 2003, we have net receivables of approximately $839 million from El Paso and its affiliates.
El Paso provides cash management and other corporate services for us. If El Paso is unable to meet its
liquidity needs, there can be no assurance that we will be able to access cash under the cash management
program, or that our affiliates would pay their obligations to us. However, we might still be required to satisfy
affiliated company payables. Our inability to recover any intercompany receivables owed to us could adversely
affect our ability to repay our outstanding indebtedness. For a further discussion of these matters, see Item 8,
Financial Statements and Supplementary Data, Note 13.

Furthermore, in February 2004, El Paso announced that it had completed a review of its estimates of
natural gas and oil reserves. As a result of this review, El Paso announced that it was reducing its proved
natural gas and oil reserves by approximately 1.8 Tcfe. El Paso also announced that this reserve revision would
result in a 2003 charge of approximately $1 billion if the full impact of the revision was taken in that period. In
March 2004, El Paso provided an update and stated that the revisions would likely result in a restatement of its
historical financial statements, the timing and magnitude of which are still being determined. El Paso has
retained a law firm to conduct an internal investigation, which is ongoing. Also, as a result of the reduction in
reserve estimates, several class action suits have been filed against El Paso and several of its subsidiaries, but
not against us. The reduction in reserve estimates may also become the subject of an SEC investigation or
separate inquiries by other governmental regulatory agencies. These investigations and lawsuits may further
negatively impact El Paso’s credit ratings and place further demands on its liquidity. See Item 8, Financial
Statements and Supplementary Data, Note 2 for a further discussion of the possible impacts of this
announcement.

We may be subject to a change in control under certain circumstances.

In connection with its guarantee of El Paso’s $3 billion revolving credit facility and approximately
$1 billion of other transactions our direct parent pledged its equity interests in us and our equity in Bear Creek
to collateralize those facilities. As a result, our ownership, as well as Bear Creek’s ownership is subject to
change if El Paso’s lenders under these transactions exercise rights over their collateral.

A default under El Paso’s $3 billion revolving credit facility by any party could accelerate our future
borrowings, if any, under the facility and our future issuances of long-term debt, which could adversely
affect our liquidity position.

We are a party to El Paso’s $3 billion revolving credit facility. We are only liable, however, for our
borrowings under the facility, which were zero as of December 31, 2003. Under the facility, a default by
El Paso, or any other party, could result in the acceleration of all outstanding borrowings under the facility,
including the borrowings of any non-defaulting party. El Paso’s revisions to its reserve estimates would likely
result in a restatement of its historical financial statements. Any such material restatement would result in an
event of default under El Paso’s credit facility, which could result in the acceleration of any outstanding
borrowings by El Paso, and would preclude us from borrowing under the facility in the future. The acceleration
of our future borrowings, if any, under the credit facility, or the inability to borrow under the credit facility,
could adversely affect our liquidity position and, in turn, our financial condition.
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We could be substantively consolidated with El Paso if El Paso were forced to seek protection from its
creditors in bankruptcy.

If El Paso were the subject of voluntary or involuntary bankruptcy proceedings, El Paso and its other
subsidiaries and their creditors could attempt to make claims against us, including claims to substantively
consolidate our assets and liabilities with those of El Paso and its other subsidiaries. The equitable doctrine of
substantive consolidation permits a bankruptcy court to disregard the separateness of related entities and to
consolidate and pool the entities’” assets and liabilities and treat them as though held and incurred by one entity
where the interrelationship between the entities warrants such consolidation. We believe that any effort to
substantively consolidate us with El Paso and/or its other subsidiaries would be without merit. However, we
cannot assure you that El Paso and/or its other subsidiaries or their respective creditors would not attempt to
advance such claims in a bankruptcy proceeding or, if advanced, how a bankruptcy court would resolve the
issue. If a bankruptcy court were to substantively consolidate us with El Paso and/or its other subsidiaries,
there could be a material adverse effect on our financial condition and liquidity.

We are a wholly owned subsidiary of El Paso TGPC Investments, LLC, an indirect subsidiary of El Paso.
As an indirect subsidiary of El Paso, El Paso has substantial control over:
* our payment of dividends;
« decisions on our financings and our capital raising activities;
» mergers or other business combinations;
e our acquisitions or dispositions of assets; and
e our participation in El Paso’s cash management program.

El Paso may exercise such control in its interests and not necessarily in the interests of us or the holders
of our long-term debt.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Our primary market risk is exposure to changing interest rates. The table below shows the carrying value
and related weighted average effective interest rates of our interest bearing securities, by expected maturity
dates, and the fair value of these securities. The fair values of our long-term debt securities have been
estimated based on quoted market prices for the same or similar issues.

December 31, 2003 December 31, 2002
Expected Fiscal Year of Maturity of Carrying Value Carrying
2007 Thereafter Total Fair Value  Amounts  Fair Value
(Dollars in millions)
Liabilities:
Long-term debt'"” —fixed rate .............. $297  $1,300  $1,597  $1,633  $1,595  $1,350
Average interest rate ................ 7.1% 7.7%

(1) Holders of $300 million of our long-term debt, which has a stated maturity date of 2027, have the option to redeem these securities in
2007 at par value. As a result, we assume these amounts will mature in 2007.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

TENNESSEE GAS PIPELINE COMPANY

CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME
(In millions)

Year Ended December 31,

2003 2002 2001
OPErating FEVEIMUES . . ..o v vttt et ettt e e e e e et et $ 726 $ 702 § 728
Operating expenses

Operation and MaiNteNANCe ... ... .....uuireirntrnenn e, 240 271 238
Depreciation, depletion and amortization ............ ... ..., 161 149 132
Taxes, other than Income taxes .. ...........iuinii .. 49 46 44
450 466 414

OPErating INCOME . . . .ttt t et e et e e e e e et et e e e e e 276 236 314
Earnings from unconsolidated affiliates ................ ... ... ... .. ..... 15 16 14
Other INCOME . . ..ot e e e e e e 7 9 9
Interest and debt eXPense . ...ttt (130)  (126)  (112)
Affiliated interest INCOME, NEL. . . ... vttt e e e e 4 9 1
Income before income taxes and cumulative effect of accounting change ...... 172 144 226
Income taxes .. ... ... . 61 42 72
Income before cumulative effect of accounting change...................... 111 102 154
Cumulative effect of accounting change, net of income taxes ................ — 10 —
NEt INCOME . . v ottt t ettt et e e e e e e e e e e e $ 111 $ 112 $ 154
Other comprehensive gain (10SS) .. ......ooi i 3 (3) —
Comprehensive INCOME . . ..ottt ettt ettt ettt et $ 114 $ 109 §$ 154

See accompanying notes.
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TENNESSEE GAS PIPELINE COMPANY

CONSOLIDATED BALANCE SHEETS
(In millions, except share amounts)

ASSETS
Current assets

Cash and cash equivalents .............. . ittt

Accounts and notes receivable

Customer, net of allowance of $4 in 2003 and 2002 .. .......... ... ... ...
ARTLAtES . ..
Other . .
Materials and SUPPLES . .. ...ttt
Deferred INCOME taXES . . . oottt ettt e e e e
O T . . e
Total current assets . ... ...ttt

Property, plant and equipment, at COSt . ... ...ttt
Less accumulated depreciation, depletion and amortization ......................

Additional acquisition cost assigned to utility plant, net of accumulated amortization . .
Total property, plant and equipment, net .................cooiriinon...

Other assets

Notes receivable from affiliates .......... ... . .. . . .
Investments in unconsolidated affiliates. ... .......... .. .. .. ... ... .. .. .. .. .. ...
O T . . e

LIABILITIES AND STOCKHOLDER’S EQUITY
Current liabilities
Accounts and notes payable

Trade . . ..o
ARRAteS . ..
Other . o
Taxes payable . . . ..ot
AcCrued INTETESt . . . .ttt
O her . .

Long-term debt ... ...

Other liabilities

Deferred INCOME taXES . . . ..t v ittt e e e e e e e
OtheT . .

Commitments and contingencies

Stockholder’s equity

Common stock, par value $5 per share; authorized 300 shares; issued 208 shares . ..
Additional paid-in capital . ........ ...
Retained €arnings. . . ... ..ottt e
Accumulated other comprehensive 1oSs. ...t

Total stockholder’s equity .. ...t

Total liabilities and stockholder’s equity . ......... ... ... ...,

See accompanying notes.
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December 31,

2003 2002
$ — $ —
96 119
6 110
47 76
23 24
32 47
10 14
214 390
3,238 3,074
540 448
2,698 2,626
2,198 2,236
4,896 4,862
841 599
138 179
43 51
1,022 829
$6,132  $6,081
$ 47 $ 82
8 88
11 17
113 37
25 25

59 61
263 310
1,597 1,595
1,212 1,196
208 237
1,420 1,433
2,205 2,210
647 536
— )
2,852 2,743
$6,132  $6,081




TENNESSEE GAS PIPELINE COMPANY

CONSOLIDATED STATEMENTS OF CASH FLOWS
(In millions)

Year Ended December 31,

2003 2002 2001
Cash flows from operating activities
NEt INCOME . .« v ottt ettt e e e e e e e e e e $ 111 $ 112 $ 154
Adjustments to reconcile net income to net cash from operating activities
Depreciation, depletion and amortization ............................ 161 149 132
Undistributed earnings from unconsolidated affiliates .................. (7) (16) (14)
Deferred income tax €Xpense .. .........ueieineinerneeneennnna. 24 81 23
Cumulative effect of accounting change ............... ... .. ... .. .... — (10) —
Other non-cash income itemMS. . .. ..ottt 1 (1) 1
Current asset and liability changes, net of non-cash transactions
Accounts and notes receivable ......... ... ... i 94 (123) 127
Accounts payable .. ... ... (122) (7) (49)
Taxes payable . .. ... 76 (62) (24)
Other working capital changes
A St ot 3 40 (17)
Liabilities . ... ...t 2) 2 5
Non-current asset and liability changes
A SSCES o it (7) 11 9
Liabilities . ... .o (28) (36) (86)
Net cash provided by operating activities . ....................... 304 140 261
Cash flows from investing activities
Additions to property, plant and equipment ........... ... ... ... .. ... (163) (234) (327)
Proceeds from the sale of investments and assets ....................... 57 2 5
Other . o 5 — 9)
Net change in affiliated advances............. ... ... ... i, (203) 274 (139)
Net cash provided by (used in) investing activities................ (304) 42 (470)
Cash flows from financing activities
Net borrowings (repayments) of commercial paper ..................... — (424) 209
Net proceeds from the issuance of long-term debt ...................... — 238 —
Net cash provided by (used in) financing activities ............... — (186) 209
Decrease in cash and cash equivalents .................................. — 4) —
Cash and cash equivalents
Beginning of period . ...... .. ... — 4 4
Endof period .. ... ... ... . . . .. . $ — $ — $ 4

See accompanying notes.
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TENNESSEE GAS PIPELINE COMPANY

CONSOLIDATED STATEMENTS OF STOCKHOLDER’S EQUITY
(In millions, except share amounts)

Accumulated
Additional other Total
Common stock paid-in Retained comprehensive stockholder’s
Shares Amount capital earnings income (loss) equity
January 1, 2001 .................... 208 $— $1,405 $337 $— $1,742
Netincome ..................... 154 154
Allocated tax benefit of El Paso
equity plans ................... . . 5 o o 5
December 31,2001 ................. 208 — 1,410 491 — 1,901
Netincome ..................... 112 112
Allocated tax benefits of El Paso
equity plans ................... 2 2
Contribution from parent .......... 798 798
Non-cash dividend to parent ....... (67) (67)
Other comprehensive loss, net of tax
of $1 ... L L L (3 (3)
December 31,2002 ................. 208 — 2,210 536 (3) 2,743
Netincome ..................... 111 111
Allocated tax expense of El Paso
equity plans . .................. (5) (5)
Sale of Portland Natural Gas
investment, net of tax of §1...... L L _ 3 3
December 31,2003 .. ... 208 $— $2,205 $647 $— $2,852

See accompanying notes.

17



TENNESSEE GAS PIPELINE COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Summary of Significant Accounting Policies

Basis of Presentation

Our consolidated financial statements include the accounts of all majority-owned controlled subsidiaries
after the elimination of all significant intercompany accounts and transactions. Our financial statements for
prior periods include reclassifications that were made to conform to the current year presentation. Those
reclassifications had no impact on reported net income or stockholder’s equity.

Principles of Consolidation

We consolidate entities when we have the ability to control the operating and financial decisions and
policies of that entity. Where we can exert significant influence over, but do not control, those policies and
decisions, we apply the equity method of accounting. We use the cost method of accounting where we are
unable to exert significant influence over the entity. The determination of our ability to control or exert
significant influence over an entity involves the use of judgment of the extent of our control or influence and
that of the other equity owners or participants of the entity.

Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting principles
requires the use of estimates and assumptions that affect the amounts we report as assets, liabilities, revenues
and expenses and our disclosures in these financial statements. Actual results can, and often do, differ from
those estimates.

Regulated Operations

Our natural gas system and storage operations are subject to the jurisdiction of the Federal Energy
Regulatory Commission (FERC) in accordance with the Natural Gas Act of 1938 and the Natural Gas
Policy Act of 1978, and we currently apply the provisions of Statement of Financial Accounting Standards
(SFAS) No. 71, Accounting for the Effects of Certain Types of Regulation. We perform an annual study to
assess the ongoing applicability of SFAS No. 71. The accounting required by SFAS No. 71 differs from the
accounting required for businesses that do not apply its provisions. Transactions that are generally recorded
differently as a result of applying regulatory accounting requirements include the capitalization of an equity
return component on regulated capital projects, post retirement employee benefit plans and other costs
included in, or expected to be included in, future rates.

Cash and Cash Equivalents
We consider short-term investments with an original maturity of less than three months to be cash
equivalents.

Allowance for Doubtful Accounts

We establish provisions for losses on accounts receivable and for natural gas imbalances due from
shippers and operators if we determine that we will not collect all or part of the outstanding balance. We
regularly review collectibility and establish or adjust our allowance as necessary using the specific
identification method.

Materials and Supplies

We value materials and supplies at the lower of cost or market value with cost determined using the
average cost method.
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Natural Gas Imbalances

Natural gas imbalances occur when the actual amount of natural gas delivered from or received by a
pipeline system or storage facility differs from the amount of natural gas scheduled to be delivered or received.
We value these imbalances due to or from shippers and operators at specific index prices. Imbalances are
settled in cash or in-kind, subject to the terms of our settlement.

Imbalances due from others are reported in our balance sheet as either accounts receivable from
customers or accounts receivable from affiliates. Imbalances owed to others are reported on the balance sheet
as either trade accounts payable or accounts payable to affiliates. In addition, we classify all imbalances as
current.

Property, Plant and Equipment

Our property, plant and equipment is recorded at its original cost of construction or, upon acquisition, at
either the fair value of the assets acquired or the cost to the entity that first placed the asset in service. We
capitalize direct costs, such as labor and materials, and indirect costs, such as overhead, interest and an equity
return component on regulated businesses as allowed by the FERC. We capitalize the major units of property
replacements or improvements and expense minor items.

We use the composite (group) method to depreciate property, plant and equipment. Under this method,
assets with similar lives and other characteristics are grouped and depreciated as one asset. We apply the
FERC-accepted depreciation rate to the total cost of the group until its net book value equals its salvage value.
Currently, our depreciation rates vary from one to 24 percent. Using these rates, the remaining depreciable
lives of these assets range from 1 to 30 years. We re-evaluate depreciation rates each time we redevelop our
transportation rates when we file with the FERC for an increase or decrease in rates.

When we retire property, plant and equipment, we charge accumulated depreciation and amortization for
the original cost, plus the cost to remove, sell or dispose, less its salvage value. We do not recognize a gain or
loss unless we sell an entire operating unit. We include gains or losses on dispositions of operating units
in income.

Additional acquisition cost assigned to utility plant represents the excess of allocated purchase costs over
historical costs of these facilities. These costs are amortized on a straight-line basis using FERC approved
rates, and we do not recover those excess costs in our rates.

At December 31, 2003 and 2002, we had approximately $88 million and $115 million of construction
work in progress included in our property, plant and equipment.

As a FERC-regulated company, we capitalize a carrying cost (an allowance for funds used during
construction) on funds invested in our construction of long-lived assets. This carrying cost consists of a return
on the investment financed by debt and a return on the investment financed by equity. The debt portion is
calculated based on our average cost of debt. Debt amounts capitalized during the years ended
December 31, 2003, 2002 and 2001, were $1 million, $3 million and $11 million. These amounts are included
as a reduction to interest expense in our income statement. The equity portion is calculated using the most
recent FERC approved equity rate of return. The equity portion capitalized during the year ended
December 31, 2003, was $3 million (exclusive of any tax related impacts) and none was capitalized in the
years ended December 31, 2002 and 2001. These amounts are included as other non-operating income on our
income statement. Capitalized carrying costs for debt and equity financed construction are reflected as an
increase in the cost of the asset on our balance sheet.

Asset Impairments

We evaluate our assets for impairment when events or circumstances indicate that a long-lived asset’s
carrying value may not be recovered. These events include market declines, changes in the manner in which
we intend to use an asset or decisions to sell an asset and adverse changes in the legal or business environment
such as adverse actions by regulators. At the time we decide to exit an activity or sell a long-lived asset or
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group of assets, we adjust the carrying value of those assets downward, if necessary, to the estimated sales
price, less costs to sell. We classify these assets as either held for sale or as discontinued operations, depending
on whether they have independently determinable cash flows.

Revenue Recognition

Our revenues consist primarily of transportation and storage services. For our transportation and storage
services, we recognize reservation revenues on firm contracted capacity ratably over the contract period. For
interruptible or volumetric based services, we record revenues when we complete the delivery of natural gas to
the agreed upon delivery point and when gas is injected or withdrawn from the storage facility. Revenues for
all services are generally based on the thermal quantity of gas delivered or subscribed at a price specified in the
contract. We are subject to FERC regulations and, as a result, revenues we collect may possibly be refunded in
a final order of a future rate proceeding or as a result of a rate settlement. We establish reserves for these
potential refunds.

Environmental Costs and Other Contingencies

We record environmental liabilities when our environmental assessments indicate that remediation efforts
are probable, and the costs can be reasonably estimated. We recognize a current period expense for the
liability when the clean-up efforts do not benefit future periods. We capitalize costs that benefit more than one
accounting period, except in instances where separate agreements or legal and regulatory guidelines dictate
otherwise. Estimates of our liabilities are based on currently available facts, existing technology and presently
enacted laws and regulations taking into account the likely effects of inflation and other societal and economic
factors, and include estimates of associated legal costs. These amounts also consider prior experience in
remediating contaminated sites, other companies’ clean-up experience and data released by the Environmen-
tal Protection Agency (EPA) or other organizations. These estimates are subject to revision in future periods
based on actual costs or new circumstances and are included in our balance sheet in other current and long-
term liabilities at their undiscounted amounts. We evaluate recoveries from insurance coverage, rate recovery,
government sponsored and other programs separately from our liability and, when recovery is assured, we
record and report an asset separately from the associated liability in our financial statements.

We recognize liabilities for other contingencies when we have an exposure that, when fully analyzed,
indicates it is both probable that an asset has been impaired or that a liability has been incurred and the
amount of impairment or loss can be reasonably estimated. Funds spent to remedy these contingencies are
charged against a reserve, if one exists, or expensed. When a range of probable loss can be estimated, we
accrue the most likely amount, or at least the minimum of the range of probable loss.

Income Taxes

We report current income taxes based on our taxable income and we provide for deferred income taxes to
reflect estimated future tax payments and receipts. Deferred taxes represent the tax impacts of differences
between the financial statement and tax bases of assets and liabilities and carryovers at each year end. We
account for tax credits under the flow-through method, which reduces the provision for income taxes in the
year the tax credits first become available. We reduce deferred tax assets by a valuation allowance when, based
on our estimates, it is more likely than not that a portion of those assets will not be realized in a future period.
The estimates utilized in the recognition of deferred tax assets are subject to revision, either up or down, in
future periods based on new facts or circumstances.

El Paso maintains a tax accrual policy to record both regular and alternative minimum taxes for
companies included in its consolidated federal and state income tax returns. The policy provides, among other
things, that (i) each company in a taxable income position will accrue a current expense equivalent to its
federal and state income taxes, and (ii) each company in a tax loss position will accrue a benefit to the extent
its deductions, including general business credits, can be utilized in the consolidated returns. El Paso pays all
consolidated U.S. federal and state income taxes directly to the appropriate taxing jurisdictions and, under a
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separate tax billing agreement, El Paso may bill or refund its subsidiaries for their portion of these income tax
payments.

2. Liquidity

In February 2004, El Paso announced that it had completed a review of its estimates of natural gas and oil
reserves. As a result of this review, El Paso announced that it was reducing its proved natural gas and oil
reserves by approximately 1.8 Tcfe. El Paso also announced that this reserve revision would result in a 2003
charge of approximately $1 billion if the full impact of the revision was taken in that period. In March 2004,
El Paso provided an update and stated that the revisions would likely result in a restatement of its historical
financial statements, the timing and magnitude of which are still being determined.

A material restatement of El Paso’s prior period financial statements may result in an “event of default”
under El Paso’s revolving credit facility and various other financing transactions; specifically under the
provisions of the facility related to representations and warranties on the accuracy of its historical financial
statements and its debt to total capitalization ratio. EI Paso has received waivers on its revolving credit facility
and two other transactions. These waivers have a condition that provides for the expiration of the waiver in
thirty days, unless El Paso successfully receives waivers on other specified transactions within that time period.
El Paso is pursuing these additional waivers and expects to receive them. However, if El Paso is unable to
obtain these additional waivers, and there is an existing event of default, El Paso could be required to
immediately repay the amounts outstanding under the revolving credit facility, and El Paso and we would be
precluded from borrowing under this facility. We currently have no outstanding borrowings under the facility,
have never borrowed under the facility and do not believe we will need to borrow from the facility in the
future. In addition, based upon a review of the covenants and indentures of our other outstanding
indebtedness, we do not believe that a default on the revolving credit facility would constitute an event of
default on our other debt securities.

El Paso is a significant potential source of liquidity to us. We participate in El Paso’s cash management
program. Under this program, depending on whether we have short-term cash surpluses or requirements, we
either provide cash to El Paso or El Paso provides cash to us. We have historically and consistently provided
cash to El Paso under this program, and as of December 31, 2003, we had a cash advance receivable from
El Paso of $841 million, classified as a non-current asset in our balance sheet. If El Paso were unable to meet
its liquidity needs, we would not have access to this source of liquidity and there is no assurance that El Paso
could repay the entire amounts owed to us. In that event, we could be required to write-off some amount of
these advances, which could have a material impact on our stockholder’s equity. Furthermore, we would still
be required to repay affiliated company payables. Non-cash write-downs that cause our debt to EBITDA (as
defined in our agreements) ratio to fall below 5 to 1 could prohibit us from incurring additional debt. However,
this non-cash equity reduction would not result in a default under our existing debt securities. In addition,
based on our current estimates of cash flows, we do not believe we will need to seek repayment of all or part of
these advances in the next year.

El Paso’s ownership interest in us and our equity investment in Bear Creek serve as collateral under
El Paso’s revolving credit facility and other of El Paso’s borrowings. If El Paso’s lenders under this facility or
those borrowings were to exercise their rights to this collateral, our ownership could change and our
investment in Bear Creek could be liquidated. However, this change of control and liquidation would not
constitute an event of default under our existing debt securities.

If, as a result of the events described above, El Paso were subject to voluntary or involuntary bankruptcy
proceedings, El Paso and its other subsidiaries and their creditors could attempt to make claims against us,
including claims to substantively consolidate our assets and liabilities with those of El Paso and its other
subsidiaries. We believe that claims to substantively consolidate us with El Paso and/or its other subsidiaries
would be without merit. However, there is no assurance that El Paso and/or its other subsidiaries or their
creditors would not advance such a claim in a bankruptcy proceeding. If we were to be substantively
consolidated in a bankruptcy proceeding with El Paso and/or its other subsidiaries, there could be a material
adverse effect on our financial condition and our liquidity.
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3. Income Taxes

The following table reflects the components of income tax expense included in income before cumulative
effect of accounting change for each of the three years ended December 31:

2003 2002 2001
(In millions)

Current
Federal . ...... ... $ 37 $(35) $ 58
N 721 P — (4) (9)
37 (39) 49
Deferred
Federal ... ... o 27 89 25
S ottt e (3) (3) (2)
24 81 23
Total InCOmMe tax EXPENSE .« . ..o vt vttt et $ 61 $ 42 $ 72

Our income tax expense included in income before cumulative effect of accounting change differs from
the amount computed by applying the statutory federal income tax rate of 35 percent for the following reasons
for each of the three years ended December 31:

2003 2002 2001
(In millions)

Income tax expense at the statutory federal rate of 35% ................. $60 $50 $79
Items creating rate differences:
State income tax, net of federal income tax effect .................... (6) (8) (7
Change in the realizability of deferred tax assets for:
Federal net operating loss carryover of an acquired company ......... — 2 —
State net operating 10SS CAITYOVETS ... .....viiunieirnn e 4 — —
Sale of INVESTMENT ... ..ottt 3 — —
Valuation allowances ............ ... ... . ... ... o il = 2 -
INnCome tax EXPEenSE ... ........oiiiiiiiii i $61  $42  §72
Effective tax rate.......... ... .. i 35%  29%  32%
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The following are the components of our net deferred tax liability as of December 31:

2003 2002
(In millions)

Deferred tax liabilities

Property, plant and equipment . ............. .. i $1,404 $1,402
Other . oo 144 147
Total deferred tax liability............... ... ... .. .. 1,548 1,549

Deferred tax assets
Net operating loss and credit carryovers

U.S. Federal . ... . .. . 156 183
At .o 89 84
Accrual for regulatory ISSUES. . . ... oottt 10 23
Environmental liability ......... ... .. .. .. . . 56 61
Other labilities. . ... ..o 57 49
Total deferred tax asset.............. i, 368 400

Net deferred tax liability........ ... ... ... . . . ... $1,180 $1,149

Under El Paso’s tax accrual policy, we are allocated the tax effects associated with our employees’
non-qualified dispositions of employee stock purchase plan stock, the exercise of non-qualified stock options
and the vesting of restricted stock as well as restricted stock dividends. This allocation increased taxes payable
by $5 million in 2003 and reduced taxes payable by $2 million in 2002 and $5 million in 2001. These tax
effects are included in additional paid-in capital in our balance sheet.

As of December 31, 2003, we had $1 million of alternative minimum tax credit carryovers and
$443 million of federal net operating loss carryovers. The alternative minimum tax credits carryover
indefinitely. The carryover period for the net operating loss ends as follows: approximately $130 million in
2018; $75 million in 2019; $17 million in 2020; $179 million in 2021 and $42 million in 2023. Usage of these
carryovers is subject to the limitations provided under Sections 382 and 383 of the Internal Revenue Code as
well as the separate return limitation year rules of IRS regulations.

As of December 31, 2003, we had $1,128 million of state net operating loss carryovers. These carryovers,
if not utilized, will expire in varying amounts over the period from 2004 to 2021.

4. Financial Instruments

The carrying amounts and estimated fair values of our financial instruments are as follows at
December 31:

2003 2002

Carrying Carrying
Amount Fair Value Amount Fair Value

(In millions)

Balance sheet financial instruments:
Long-term debt'" .. ... ... ... .. ... ... ... $1,597  $1,633 $1,595  $1,350

) We estimated the fair value of debt with fixed interest rates based on quoted market prices for the same or similar issues.

As of December 31, 2003 and 2002, the carrying amounts of cash and cash equivalents, short-term
borrowings, and trade receivables and payables are representative of fair value because of the short-term
maturity of these instruments.
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5. Cumulative Effect of Accounting Change

We apply the provisions of SFAS No. 141, Business Combinations, and SFAS No. 142, Goodwill and
Other Intangible Assets. SFAS No. 141 requires that upon adoption of SFAS No. 142, any negative goodwill
should be written off as a cumulative effect of an accounting change. Prior to adoption of the standards, we
had negative goodwill associated with our 30 percent investment in Portland Natural Gas Transmission
System (PNGTS), that we amortized using the straight-line method. As a result of our adoption of these
standards on January 1, 2002, we stopped this amortization and recognized a gain of $10 million (before and
after-tax) related to the write-off of negative goodwill as a cumulative effect of an accounting change. Had we
continued to amortize negative goodwill, our reported income for the year ended December 31, 2002, would
not have been materially different. In addition, had we applied the amortization provisions of these standards
on January 1, 2001, our reported income for the year ended December 31, 2001, would not have materially
differed.

6. Accumulated Other Comprehensive Loss

Our accumulated other comprehensive income at December 31, 2002, included a loss of $3 million, net of
$1 million in income taxes, representing our proportionate share of amounts recorded in other comprehensive
loss by PNGTS, our equity investees related to their derivative hedging activities. For the year ended
December 31, 2003, and 2002 PNGTS did not record any ineffectiveness in earnings on its cash flow hedges.
In the fourth quarter of 2003, we sold our 30 percent ownership interest in PNGTS and eliminated the
accumulated other comprehensive loss associated with this investment.

7. Regulatory Assets and Liabilities

Below are the details of our regulatory assets and liabilities at December 31:

Remaining
Description 2003 2002 Recovery Period
(In millions)
Current regulatory assets" .. .. ................... $ 2 $ 3 1 year
Non-current regulatory assets
Postretirement benefits" . ... ... .. .. L. 15 17 9 years
Grossed-up deferred taxes on capitalized funds
used during construction” ... ... .. ... L. 15 13 14 years
Under-collected state income tax................ — 3 1 year
Unamortized net loss on reacquired debt" ... .. .. 3 4 14 years
Other" ... 2 5 1 year
Total regulatory assets................... $ 37 $ 45
Current regulatory liabilities
Cashout imbalance settlement™ ... ... ... ... ... $ 9 $ 8 N/A
Excess deferred federal income taxes ............ 1 — 1 year
Non-current regulatory liabilities
Postretirement benefits") ....... ... .. ... ... ... 11 9 N/A
Excess deferred federal income taxes ............ — 9 1 year
Plant regulatory liability" ..................... 11 11 N/A
Cost of removal of off-shore assets .............. 34 36 N/A
Environmental liability" ...................... 87 55 N/A
Total regulatory liabilities . ............... $153 $128

M These amounts are not included in our rate base on which we earn a current return.

Our regulatory assets and liabilities are included in other current and non-current assets and liabilities in
our balance sheet.
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8. Property, Plant and Equipment

As of December 31, 2003, additional acquisition costs assigned to utility plant was approximately
$2 billion and accumulated depreciation was approximately $180 million. These excess costs are being
amortized over the life of the related pipeline assets. Our amortization expense during 2003 was approximately
$38 million and during 2002 it was $34 million.

9. Debt and Other Credit Facilities

Our long-term debt outstanding consisted of the following at December 31:

2003 2002
(In millions)

7.0% Debentures due 2027 ... ... $ 300 $ 300
6.0% Debentures due 2011 ... ... .. ... .. ... 86 86
7.5% Debentures due 2017 . ... ... . 300 300
7.0% Debentures due 2028 . ... ... ... ... 400 400
8.375% Notes due 2032. .. ...t 240 240
7.625% Debentures due 2037 ... ... ... 300 300
1,626 1,626
Less: Unamortized discount .. .......... .. ... .. ..., 29 31
Long-term debt ............... .. ... $1,597 $1,595

The holders of the $300 million 7.0% debentures due 2027 have the option to require us to redeem their
debentures at par value in 2007. The maturity schedule of our long-term debt presented below assumes the
holders will exercise this option.

(In millions)

2007 . o $ 300
Thereafter . . ... .. 1,326
$1,626

Credit Facilities

In April 2003, El Paso entered into a new $3 billion revolving credit facility, with a $1.5 billion letter of
credit sublimit, which matures on June 30, 2005. The credit facility has a borrowing cost of LIBOR plus
350 basis points, letter of credit fees of 350 basis points and a commitment fee of 75 basis points on the unused
portion of the facility. This facility replaces El Paso’s previous $3 billion revolving credit facility. El Paso’s
$1 billion revolving credit facility (which matured in August 2003) and approximately $1 billion of other
El Paso financing arrangements (including leases, letters of credit and other facilities) were also amended to
conform El Paso’s obligations under those arrangements to the new credit facility. We, along with El Paso and
our affiliates, ANR Pipeline Company, Colorado Interstate Gas Company and El Paso Natural Gas Company
(EPNG), are borrowers under the $3 billion revolving credit facility and El Paso’s equity in several of its
subsidiaries, including its equity in us and our equity in Bear Creek, collateralizes the credit facility and the
other financing arrangements. We are only liable for amounts we directly borrow. As of December 31, 2003,
$850 million was outstanding and $1.2 billion in letters of credit were issued, none of which were borrowed by
or issued on behalf of us. See Note 2 for a discussion regarding El Paso’s possible default on the $3 billion
revolving credit facility.

We were jointly and severally liable for any outstanding amounts under El Paso’s $1 billion revolving
credit facility through its maturity in August 2003, and El Paso’s $3 billion revolving credit facility through
August 2003.

Under the new $3 billion revolving credit facility and other indentures, we are subject to a number of
restrictions and covenants. The most restrictive of these include (i) limitations on the incurrence of additional
debt, based on a ratio of debt to EBITDA (as defined in the agreements); (ii) limitations on the use of
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proceeds from borrowings; (iii) limitations, in some cases, on transactions with our affiliates; (iv) limitations
on the incurrence of liens; (v) potential limitations on our ability to declare and pay dividends; and
(vi) potential limitations on our ability to participate in the El Paso cash management program discussed in
Note 13. For the year ended December 31, 2003, we were in compliance with these covenants.

10. Commitments and Contingencies
Legal Proceedings

Grynberg. 1In 1997, we and a number of our affiliates were named defendants in actions brought by Jack
Grynberg on behalf of the U.S. Government under the False Claims Act. Generally, these complaints allege
an industry-wide conspiracy to underreport the heating value as well as the volumes of the natural gas
produced from federal and Native American lands, which deprived the U.S. Government of royalties. The
plaintiff in this case seeks royalties that he contends the government should have received had the volume and
heating value been differently measured, analyzed, calculated and reported, together with interest, treble
damages, civil penalties, expenses and future injunctive relief to require the defendants to adopt allegedly
appropriate gas measurement practices. No monetary relief has been specified in this case. These matters have
been consolidated for pretrial purposes (In re: Natural Gas Royalties Qui Tam Litigation, U.S. District Court
for the District of Wyoming, filed June 1997). Discovery is proceeding. Our costs and legal exposure related to
these lawsuits and claims are not currently determinable.

Will Price (formerly Quinque). We and a number of our affiliates are named defendants in Will Price,
et al. v. Gas Pipelines and Their Predecessors, et al., filed in 1999 in the District Court of Stevens County,
Kansas. Plaintiffs allege that the defendants mismeasured natural gas volumes and heating content of natural
gas on non-federal and non-Native American lands and seek to recover royalties that they contend they should
have received had the volume and heating value of natural gas produced from their properties been differently
measured, analyzed, calculated and reported, together with prejudgment and postjudgment interest, punitive
damages, treble damages, attorneys’ fees, costs and expenses, and future injunctive relief to require the
defendants to adopt allegedly appropriate gas measurement practices. No monetary relief has been specified in
this case. Plaintiffs’ motion for class certification of a nationwide class of natural gas working interest owners
and natural gas royalty owners was denied on April 10, 2003. Plaintiffs were granted leave to file a Fourth
Amended Petition, which narrows the proposed class to royalty owners in wells in Kansas, Wyoming and
Colorado and removes claims as to heating content. A second class action has since been filed as to the heating
content claim. Our costs and legal exposure related to these lawsuits and claims are not currently
determinable.

In addition to the above matters, we and our subsidiaries and affiliates are named defendants in numerous
lawsuits and governmental proceedings that arise in the ordinary course of our business.

For each of our outstanding legal matters, we evaluate the merits of the case, our exposure to the matter,
possible legal or settlement strategies and the likelihood of an unfavorable outcome. If we determine that an
unfavorable outcome is probable and can be estimated, we establish the necessary accruals. As this
information becomes available, or other relevant developments occur, we will adjust our accrual amounts
accordingly. While there are still uncertainties related to the ultimate costs we may incur, based upon our
evaluation and experience to date, we believe our current reserves are adequate. As of December 31, 2003, we
had no material accruals for our outstanding legal matters.

Environmental Matters

We are subject to federal, state and local laws and regulations governing environmental quality and
pollution control. These laws and regulations require us to remove or remedy the effect on the environment of
the disposal or release of specified substances at current and former operating sites. As of December 31, 2003,
we had accrued approximately $46 million, including approximately $45 million for expected remediation
costs and associated onsite, offsite and groundwater technical studies and approximately $1 million for related
environmental legal costs, which we anticipate incurring through 2027. Our accrual at December 31, 2003 was

26



based on the most likely outcome that can be reasonably estimated. Below is a reconciliation of our accrued
liability as of December 31, 2003 (in millions):

Balance as of January 1, 2003 .. ... ... e $ 84
Additions/adjustments for remediation activities'" .. ... ... ... ... ... ... L. (31)
Payments for remediation activities . . ...........oi i e (7)
Balance as of December 31, 2003 .. ... .. $ 46

() Represents a reduction in the estimated costs to complete our internal PCB remediation project as discussed below.

In addition, we expect to make capital expenditures for environmental matters of approximately
$42 million in the aggregate for the years 2004 through 2008. These expenditures primarily relate to
compliance with clean air regulations. For 2004, we estimate that our total remediation expenditures will be
approximately $6 million. All of this amount is being expended under government directed clean-up plans.

Internal PCB Remediation Project. Since 1988, we have been engaged in an internal project to identify
and address the presence of polychlorinated biphenyls (PCBs) and other substances, including those on the
EPA’s List of Hazardous Substances (HSL), at compressor stations and other facilities we operate. While
conducting this project, we have been in frequent contact with federal and state regulatory agencies, both
through informal negotiation and formal entry of consent orders. We executed a consent order in 1994 with
the EPA, governing the remediation of the relevant compressor stations and are working with the EPA and the
relevant states regarding those remediation activities. We are also working with the Pennsylvania and New
York environmental agencies regarding remediation and post-remediation activities at our Pennsylvania and
New York stations. In May 2003 we finalized a new estimate of the cost to complete the PCB/HSL Project.
Over the years there have been developments that impacted various individual components, but our ability to
estimate a more likely outcome for the total project has not been possible until recently. The new estimate
identified a $31 million reduction in our estimated cost to complete the project.

PCB Cost Recoveries. In May 1995, following negotiations with our customers, we filed an agreement
with the FERC that established a mechanism for recovering a substantial portion of the environmental costs
identified in our internal remediation project. The agreement, which was approved by the FERC in November
1995, provided for a PCB surcharge on firm and interruptible customers’ rates to pay for eligible costs under
the PCB remediation project, with these surcharges to be collected over a defined collection period. We have
twice received approval from the FERC to extend the collection period, which is now currently set to expire in
June 2004. The agreement also provided for bi-annual audits of eligible costs. As of December 31, 2003, we
had pre-collected our PCB costs by approximately $119 million. The pre-collection will be reduced by future
eligible costs incurred for the remainder of the remediation project. To the extent actual eligible expenditures
are less than the amounts pre-collected, we will refund to our customers the pre-collection amount plus
carrying charges incurred up to the date of the refunds.

As of December 31, 2003, we have recorded a regulatory liability (included in other non-current
liabilities on our balance sheet) of $87 million for future refund obligations, of which $25 million was recorded
in 2003 related to the reduction in the estimate to complete our PCB remediation project.

Kentucky PCB Project. In November 1988, the Kentucky environmental agency filed a complaint in a
Kentucky state court alleging that we discharged pollutants into the waters of the state and disposed of PCBs
without a permit. The agency sought an injunction against future discharges, an order to remediate or remove
PCBs and a civil penalty. We entered into interim agreed orders with the agency to resolve many of the issues
raised in the complaint. The relevant Kentucky compressor stations are being remediated under a 1994
consent order with the EPA. Despite our remediation efforts, the agency may raise additional technical issues
or seek additional remediation work in the future.

CERCLA Matters. We have received notice that we could be designated, or have been asked for
information to determine whether we could be designated, as a Potentially Responsible Party (PRP) with
respect to three active sites under the Comprehensive Environmental Response, Compensation and Liability
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Act (CERCLA) or state equivalents. We have sought to resolve our liability as a PRP at these sites through
indemnification by third parties and settlements which provide for payment of our allocable share of
remediation costs. As of December 31, 2003 we have estimated our share of the remediation costs at these
sites to be between $1 million and $2 million. Since the clean-up costs are estimates and are subject to revision
as more information becomes available about the extent of remediation required, and because in some cases
we have asserted a defense to any liability, our estimates could change. Moreover, liability under the federal
CERCLA statute is joint and several, meaning that we could be required to pay in excess of our pro rata share
of remediation costs. Our understanding of the financial strength of other PRPs has been considered, where
appropriate, in estimating our liabilities. Reserves for these matters are included in the environmental reserve
discussed above.

It is possible that new information or future developments could require us to reassess our potential
exposure related to environmental matters. We may incur significant costs and liabilities in order to comply
with existing environmental laws and regulations. It is also possible that other developments, such as
increasingly strict environmental laws and regulations and claims for damages to property, employees, other
persons and the environment resulting from our current or past operations, could result in substantial costs and
liabilities in the future. As this information becomes available, or other relevant developments occur, we will
adjust our accrual amounts accordingly. While there are still uncertainties relating to the ultimate costs we
may incur, based upon our evaluation and experience to date, we believe our reserves are adequate.

Rates and Regulatory Matters

Order No. 637. We filed our compliance proposal in August 2000 and received an order on compliance
from the FERC in April 2002. Most of our compliance proposal was accepted, but the FERC rejected our
proposals regarding overlapping capacity segments, discounting and the priority of capacity. In response, we
sought rehearing and have made another compliance filing. On October 31, 2002, FERC issued its order
responding to the United States Court of Appeals for the D.C. Circuit’s order remanding the various aspects of
Order No. 637. On December 2, 2002, we submitted a compliance filing with FERC to comply with the
October 31 order. We also filed for rehearing of the October 31 order.

On July 11, 2003, the FERC issued an order on our rehearing request and compliance filing as to the
April 3, 2002 Order, denying our request for rehearing regarding a replacement shipper’s ability to select
additional primary points, forwardhauls and backhauls to the same delivery point, and discounting. We filed
certain required tariff revisions in response to that order and sought further rehearing of certain issues. The
Commission has not yet issued an order on these filings. We have implemented most of Order No. 637
provisions on October 1, 2003, except for point elevations, for which we have sought an April 1, 2004 effective
date. On February 20, 2004, the Court of Appeals for the D.C. Circuit vacated certain Commission orders that
applied its Order No. 637 discounting policy to Williston Basin pipeline. We cannot predict the outcome of the
compliance filings or the requests for rehearing.

There are other regulatory rules and orders in various stages of adoption, review and/or implementation,
none of which we believe will have a material impact on us.

While the outcome of our outstanding rates and regulatory matters cannot be predicted with certainty,
based on current information and our existing accruals, we do not expect the ultimate resolution of these
matters to have a material adverse effect on our financial position, operating results or cash flows. However, it
is possible that new information or future developments could require us to reassess our potential exposure and
accruals related to these matters. The impact of these changes may have a material effect on our results of
operations, our financial position, and on our cash flows in the period the event occurs.

Capital Commitments and Purchase Obligations

At December 31, 2003, we had capital and investment commitments of $3 million. Our other planned
capital and investment projects are discretionary in nature, with no substantial capital commitments made in
advance of the actual expenditures. We have entered into unconditional purchase obligations for products and
services, including financing commitments with one of our joint ventures, totaling $162 million at
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December 31, 2003. Our annual obligations under these agreements are $37 million for 2004, $34 million for
2005, $24 million for 2006, $14 million for 2007, $11 million for 2008 and $42 million in total thereafter.

Operating Leases

We lease property, facilities and equipment under various operating leases. Minimum future annual
rental commitments on operating leases as of December 31, 2003, were as follows:

Year Ending
December 31, Operating Leases

(In millions)

2004 . $3
2005 . 2
2000 .. 2
2007 . 1
2008 .. 1
Thereafter ............ ... 9

Total ... $18

Rental expense for operating leases for each of the years ended December 31, 2003, 2002 and 2001 was
$6 million, $5 million and $6 million.

11. Retirement Benefits

Pension and Retirement Benefits

El Paso maintains a pension plan to provide benefits determined under a cash balance formula covering
substantially all of its U.S. employees, including our employees. El Paso also maintains a defined contribution
plan covering its U.S. employees, including our employees. Prior to May 1, 2002, El Paso matched 75 percent
of participant basic contributions up to 6 percent, with matching contributions being made to the plan’s stock
fund, which participants could diversify at any time. After May 1, 2002, the plan was amended to allow for
matching contributions to be invested in the same manner as that of participant contributions. In March 2003,
El Paso suspended the matching contribution. Effective July 1, 2003, El Paso began making matching
contributions again at a rate of 50 percent of participant contributions up to 6 percent. El Paso is responsible
for benefits accrued under its plans and allocates the related costs to its affiliates.

Other Postretirement Benefits

We maintain responsibility for postretirement medical and life insurance benefits for a closed group of
retirees who were eligible to retire on December 31, 1996, and did so before July 1, 1997. Medical benefits for
this closed group may be subject to deductibles, co-payment provisions, and other limitations and dollar caps
on the amount of employer costs. We have reserved the right to change these benefits. Employees who retire
after July 1, 1997 will continue to receive limited postretirement life insurance benefits. Postretirement benefit
plan costs are prefunded to the extent these costs are recoverable through our rates. In 1992, we began
recovering through our rates the other postretirement benefits (OPEB) costs included in the June 1993 rate
case settlement. To the extent actual OPEB costs differ from the amounts funded, a regulatory asset or
liability is recorded. We expect to contribute $4 million to our other postretirement benefit plan in 2004.

On December 8, 2003, the Medicare Prescription Drug Improvement and Modernization Act of 2003
was signed into law. The benefit obligations and costs reported below, which include benefits related to
prescription drug coverage, do not reflect the impact of this legislation. Current accounting standards that are
not yet effective may require changes to previously reported benefit information once they are finalized.
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The following table sets forth the change in benefit obligation, change in plan assets, reconciliation of
funded status, and components of net periodic benefit cost for other postretirement benefits as of and for the
twelve months ended September 30 (the plan reporting date):

2003 2002

(In millions)

Change in benefit obligation

Benefit obligation at beginning of period................. ... ... ... ... ..... $ 26 $ 26
Interest CoSt . ... ot 2 2
Participant contributions . ...........ou ittt 1 1
Actuarial [oSS . . ..o 1 1
Benefits paid . . ... ..o (4) (4)
Benefit obligation at end of period......... ... .. ... ... .. .. .. $ 26 26
Change in plan assets
Fair value of plan assets at beginning of period ........................... $ 11 $ 9
Actual return on plan assets .. ... ... 2 —
Employer contributions ... .........ooouiiun i 4 5
Participant contributions ... ........... . 1 1
Benefits paid . . ... .. (4) (4)
Fair value of plan assets at end of period ............... ... ... .. ........ $ 14 11
Reconciliation of funded status
Under funded status at September 30, ........... ... ... .. .. ... $(12)  $(15)
Fourth quarter contributions and income ........................oion... 2 1
Unrecognized net actuarial gain................ i (5) 4)
Unrecognized prior SEIVICE COST .. vt vttt ettt et e eeeenns — (1)
Net accrued benefit cost at December 31, ............................... $(15)" $(19)

) Based on our current funded status, we have reflected approximately $2 million of our accrued benefit obligation as a current liability
at December 31, 2003 and 2002.

Our postretirement benefit costs recorded in operating expenses include the following components for the
year ended December 31:

2003 2002 2001
(In millions)

INtETESt COSt. . ..ottt $2 §$2 $2
Expected return on plan assets ................ ... ... . oL ) = =
Net periodic benefit cost ..... ... $1 $2 $2

The following table details the weighted average assumptions we used for our other postretirement plans
for 2003, 2002 and 2001:

003 2002 2001
Assumptions related to benefit obligations at September 30:
DisSCoUnt Tate . .. ..ottt 6.00% 6.75%
Assumptions related to benefit costs at December 31:
DisSCOUnt Tate . .. ..ottt e 6.75% 1.25% 1.75%
Long-term rate return on plan assets") ........ ... ... .. ... .. ... .. 7.50% 7.50% 7.50%

) The expected return on plan assets is a pre-tax rate (before a tax rate ranging from 38% to 39% on postretirement benefits) that is
primarily based on an expected risk-free investment return, adjusted for historical risk premiums and specific risk adjustments
associated with our debt and equity securities. These expected returns were then weighted based on our target asset allocations of our
investment portfolio.
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Actuarial estimates for our postretirement benefits plans assumed a weighted average annual rate of
increase in the per capita costs of covered health care benefits of 10.0 percent in 2003, gradually decreasing to
5.5 percent by the year 2008. Assumed health care cost trends can have a significant effect on the amounts
reported for other postretirement benefit plans. However, it does not affect our costs because our costs are
limited by defined dollar caps.

Other Postretirement Plan Assets

The following table provides the actual asset allocations in our postretirement plan as of September 30:

Asset Category Actual 2003 Actual 2002
Equity SECUTIHES ..\ttt et e e e 24% —%
Debt SECUTTLIES « . v vttt ettt et e e 51 —
Other........... . 25 100
Total ... e 100% 100%

The target allocation for the invested assets is 65% equity/35% fixed income. In late 2003, we modified
our target asset allocations for our postretirement plan to increase our equity allocation to 65 percent of total
plan assets. As of September 30, 2003, we had not yet adjusted our portfolio’s investments to reflect this
change in strategy. Other assets are held in cash for payment of benefits upon presentment. Any El Paso stock
held by the plan is held indirectly through investments in mutual funds.

The primary investment objective of our plan is to ensure, that over the long-term life of the plan, an
adequate pool of sufficiently liquid assets exists to support the benefit obligation to participants, retirees and
beneficiaries. In meeting this objective, the plan seeks to achieve a high level of investment return consistent
with a prudent level of portfolio risk. Investment objectives are long-term in nature covering typical market
cycles of three to five years. Any shortfall or investment performance compared to investment objectives is
generally the result of general economic and capital market conditions.

12. Supplemental Cash Flow Information

The following table contains supplemental cash flow information for each of the three years ended
December 31:

2003 2002 2001

(In millions)
Interest paid, net of capitalized interest ........................... $119 $107 $ 89
Income tax payments (refunds) .......... ... ... ... ... ... ... (65) 43 81

13. Investments in Unconsolidated Affiliates and Transactions with Affiliates

As of December 31, 2003, we have a 50 percent ownership interest in Bear Creek, a joint venture with
Southern Gas Storage Company, our affiliate. Bear Creek owns and operates an underground natural gas
storage facility located in Louisiana. The facility has a capacity of 50 Bcf of base gas and 58 Bcf of working
storage. Bear Creek’s working storage capacity is committed equally to SNG, and our pipeline system under
long-term contracts. Our investment in Bear Creek as of December 31, 2003 and 2002, was $138 million and
$128 million. We recognized equity earnings of $12 million in 2003 and 2002 and $14 million in 2001.

In the fourth quarter of 2003, we sold our 30 percent interest in PNGTS to TransCanada Corporation for
approximately $56 million. We recorded a pre-tax loss of approximately of $2 million related to this sale in our
earnings from unconsolidated affiliates. As of December 31, 2002 our investment in PNGTS was $51 million.
We recognized equity earnings of $5 million in 2003, $4 million in 2002 and equity losses of less than
$1 million in 2001.

Summarized financial information of our proportionate share of unconsolidated affiliates are presented
below. The difference in our carrying amount and our equity in the net assets of these investments as of
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December 31, 2002, was due to a $3 million other comprehensive loss, which was eliminated in 2003 with the
sale of our investment in PNGTS.

Year Ended December 31,
2003 2002 2001

(Unaudited)
(In millions)

Operating results data:"

OPperating TeVENUES . ... vttt ittt ettt et e e e e $31 $34 $28
OPpErating EXPENSES . . .. vttt ettt et e e e e e e 12 14 12
Income from continuing operations .................oouiininenan... 12 11 8
NEt INCOME .« o ettt et e e e e e e e 12 11 8

™ Includes PNGTS through September 2003.

December 31,
2003 2002

(Unaudited)
(In millions)

Financial position data:

CUITENT ASSETS . . o vt ettt et e e e e e e e $ 73 $ 71
NON-CUITENT ASSEES . . . vttt ettt et et e e e e e e e 89 214
Other current lHabilities . ... ... ot 20 102
Other non-current liabilities ... ... ... ... i 4 7
Equity in net @ssets .. ..ottt e 138 176

Transactions with Affiliates

We participate in El Paso’s cash management program which matches short-term cash surpluses and
needs of its participating affiliates, thus minimizing total borrowing from outside sources. As of
December 31, 2003 and 2002, we had advanced to El Paso $841 million and $599 million. The market rate of
interest at December 31, 2003 was 2.8% and at December 31,2002, was 1.5%. These receivables are due upon
demand; however, as of December 31, 2003 and 2002, we have classified these amounts as non-current notes
receivable from affiliates because we do not anticipate settlement within the next twelve months. In addition,
we had a demand note receivable with El Paso of $38 million at December 31, 2002, at an interest rate
of 2.21%. See Note 2 for a discussion regarding our participation in and the collectibility of these receivables.

At December 31, 2003 and 2002, we had accounts receivable from related parties of $6 million and
$72 million. In addition, we had accounts payable to related parties of $8 million and $88 million at
December 31, 2003 and 2002. These balances arose in the normal course of business. We have received
$5 million in deposits related to our transportation contracts with El Paso Merchant Energy L.P. (EPME)
which is included in our balance sheet as other current liabilities as of December 31, 2003 and 2002. These
deposits were required as a result of the credit rating downgrade of El Paso.

During 2002, we received a capital contribution of $798 million of affiliate accounts payable to our parent
and other El Paso affiliates. We accounted for the contribution as an increase in additional paid-in capital. In
addition, we declared a non-cash dividend totaling $67 million, representing a distribution of affiliate
receivables, to our parent. The dividend was recorded as a reduction of retained earnings.

During 2003, 2002 and 2001 we transported gas for an affiliate, EPME, and recognized revenues of
$27 million, $74 million and $79 million.

El Paso allocates a portion of its general and administrative expenses to us. The allocation is based on the
estimated level of effort devoted to our operations and the relative size of our EBIT, gross property and payroll.
For each of the years ended December 31, 2003, 2002, and 2001 the annual charges were $69 million,
$97 million and $67 million. During 2003 and 2002, we performed operational, financial, accounting and
administrative services for El Paso’s other pipeline systems. For each of the years ended December 31, 2003,
2002 and 2001, the amounts received for these services were $51 million, $39 million and $38 million. We
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record these amounts as reimbursements of operating expenses. We believe the allocation methods are
reasonable.

We store natural gas in an affiliated storage facility and utilized an affiliated pipeline (ANR Pipeline
Company) to transport some of our natural gas during 2003 and 2002. These costs were $2 million and
$5 million for these periods and are recorded as operating expenses. These activities were entered into in the
normal course of our business and are based on the same terms as non-affiliates.

The following table shows revenues and charges from our affiliates for each of the three years ended
December 31:

2003 2002 2001
(In millions)

Revenues from affiliates. ........ ... ... i $37 $ 82 $81
Operation and maintenance expense from affiliates ................... 71 102 69
Reimbursement for operating expenses from affiliates ................. 51 39 38

14. Supplemental Selected Quarterly Financial Information (Unaudited)

Financial information by quarter is summarized below:

Quarters Ended
March 31 June 30 September 30 December 31 Total
(In millions)

2003
Operating revenues ................ $212 $168 $161 $185 $726
Operating income ................. 95 54 50 77 276
Income before cumulative effect of
accounting change . .............. 49 20 17 25 111
Netincome ........... ... .. 49 20 17 25 111
2002
Operating revenues ................ $188 $165 $180 $169 $702
Operating income ................. 79 41 63 53 236
Income before cumulative effect of
accounting change ............... 42 14 25 21 102
Cumulative effect of accounting
change, net of income taxes....... 10 — — — 10
Netincome ..............ccooun... 52 14 25 21 112
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REPORT OF INDEPENDENT AUDITORS

To the Board of Directors and Stockholder of
Tennessee Gas Pipeline Company:

In our opinion, the consolidated financial statements listed in the Index appearing under Item 15(a) (1)
present fairly, in all material respects, the consolidated financial position of Tennessee Gas Pipeline Company
and its subsidiaries (the “Company”) at December 31, 2003 and 2002, and the consolidated results of their
operations and their cash flows for each of the three years in the period ended December 31, 2003 in
conformity with accounting principles generally accepted in the United States of America. In addition, in our
opinion, the financial statement schedule listed in the Index appearing under Item 15(a) (2) presents fairly, in
all material respects, the information set forth therein when read in conjunction with the related consolidated
financial statements. These financial statements and the financial statement schedule are the responsibility of
the Company’s management; our responsibility is to express an opinion on these financial statements and the
financial statement schedule based on our audits. We conducted our audits of these statements in accordance
with auditing standards generally accepted in the United States of America, which require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

As discussed in Note 2 to the consolidated financial statements, the Company’s indirect parent, El Paso
Corporation, may be in default of covenants contained in its revolving credit facility and other financing
transactions. Such an event of default could have a material impact on the Company’s liquidity. Certain
waivers have been obtained by El Paso Corporation, however, additional waivers must be obtained and certain
conditions must be satisfied to continue the effectiveness of the waivers.

As discussed in Note 5, the Company adopted Statement of Financial Accounting Standards No. 141,
Business Combinations, and Statement of Financial Accounting Standards No. 142, Goodwill and Other
Intangible Assets, on January 1, 2002.

/s/ PricewaterhouseCoopers LLP

Houston, Texas
March 15, 2004
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SCHEDULE II

TENNESSEE GAS PIPELINE COMPANY
VALUATION AND QUALIFYING ACCOUNTS

Years Ended December 31, 2003, 2002 and 2001
(In millions)

Balance at Charged to Charged to Balance
Beginning Costs and Other at End
Description of Period Expenses Accounts Deductions of Period
2003
Allowance for doubtful accounts .......... $ 4 $ — $ — $ — $ 4
Legal reserves ................cooou.... 4 4) — — —
Environmental reserves . ................. 84 31" — (H® 46
Regulatory reserves . .................... 6 4) — (1) 1
2002
Allowance for doubtful accounts .......... $ 6 $ (1) $ 1 $(2)® ¢ 4
Valuation allowance on deferred tax
ASSELS . ¢ vt 2 — — (2) —
Legal reserves ............ .. ... ... ... 4 — — — 4
Environmental reserves . ................. 102 (4) — (14)® 84
Regulatory reserves .. ................... 10 (5) 1 — 6
2001
Allowance for doubtful accounts .......... $ 4 $ 2 $ — $ — $ 6
Valuation allowance on deferred tax
ASSBLS . o i 2 — — — 2
Legal reserves .............ccoiiin.... 7 3) — — 4
Environmental reserves . ................. 109 — — (H® 102
Regulatory reserves . .................... 33 (12)@® (11)@® — 10

() Represents a reduction in the estimated costs to complete our internal PCB remediation project.

@) Primarily accounts written off.
) Payments for remediation activities.

) Upon favorable resolution of issues related to natural gas purchase contracts, we reversed the regulatory reserve to revenue and the
regulatory asset account.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES

Evaluation of Controls and Procedures. Under the supervision and with the participation of
management, including our principal executive officer and principal financial officer, we have evaluated the
effectiveness of the design and operation of our disclosure controls and procedures (Disclosure Controls) and
internal controls over financial reporting (Internal Controls) as of the end of the period covered by this Annual
Report pursuant to Rules 13a-15 and 15d-15 under the Securities Exchange Act of 1934 (Exchange Act).

Definition of Disclosure Controls and Internal Controls. Disclosure Controls are our controls and other
procedures that are designed to ensure that information required to be disclosed by us in the reports that we
file or submit under the Exchange Act is recorded, processed, summarized and reported, within the time
periods specified under the Exchange Act. Disclosure Controls include, without limitation, controls and
procedures designed to ensure that information required to be disclosed by us in the reports that we file under
the Exchange Act is accumulated and communicated to our management, including our principal executive
officer and principal financial officer, as appropriate to allow timely decisions regarding required disclosure.
Internal Controls are procedures which are designed with the objective of providing reasonable assurance that
(1) our transactions are properly authorized; (2) our assets are safeguarded against unauthorized or improper
use; and (3) our transactions are properly recorded and reported, all to permit the preparation of our financial
statements in conformity with generally accepted accounting principles.

Limitations on the Effectiveness of Controls. Tennessee Gas Pipeline Company’s management,
including the principal executive officer and principal financial officer, does not expect that our Disclosure
Controls and Internal Controls will prevent all errors and all fraud. The design of a control system must reflect
the fact that there are resource constraints, and the benefits of controls must be considered relative to their
costs. Because of the inherent limitations in all control systems, no evaluation of controls can provide absolute
assurance that all control issues and instances of fraud, if any, within the company have been detected. These
inherent limitations include the realities that judgments in decision-making can be faulty, and that
breakdowns can occur because of simple errors or mistakes. Additionally, controls can be circumvented by the
individual acts of some persons, by collusion of two or more people, or by management override of the
controls. The design of any system of controls also is based in part upon certain assumptions about the
likelihood of future events. Therefore, a control system, no matter how well conceived and operated, can
provide only reasonable, not absolute, assurance that the objectives of the control system are met. Our
Disclosure Controls and Internal Controls are designed to provide such reasonable assurances of achieving our
desired control objectives, and our principal executive officer and principal financial officer have concluded
that our Disclosure Controls and Internal Controls are effective in achieving that level of reasonable assurance.

No Significant Changes in Internal Controls. We have sought to determine whether there were any
“significant deficiencies” or “material weaknesses” in Tennessee Gas Pipeline Company’s Internal Controls,
or whether the company had identified any acts of fraud involving personnel who have a significant role in
Tennessee Gas Pipeline Company’s Internal Controls. This information was important both for the controls
evaluation generally and because the principal executive officer and principal financial officer are required to
disclose that information to our Board’s Audit Committee and our independent auditors and to report on
related matters in this section of the Annual Report. The principal executive officer and principal financial
officer note that there has not been any change in Internal Controls that occurred during the most recent fiscal
quarter that has materially affected, or is reasonably likely to materially affect, Internal Controls.

Effectiveness of Disclosure Controls. Based on the controls evaluation, our principal executive officer
and principal financial officer have concluded that the Disclosure Controls are effective to ensure that material
information relating to Tennessee Gas Pipeline Company and its consolidated subsidiaries is made known to
management, including the principal executive officer and principal financial officer, on a timely basis.
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Officer Certifications. The certifications from the principal executive officer and principal financial
officer required under Sections 302 and 906 of the Sarbanes-Oxley Act of 2002 have been included as Exhibits
to this Annual Report.

PART III

Item 10, “Directors and Executive Officers of the Registrant;” Item 11, “Executive Compensation;”
Item 12, “Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters;” and Item 13, “Certain Relationships and Related Transactions;” have been omitted from this report
pursuant to the reduced disclosure format permitted by General Instruction I to Form 10-K.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The Audit Fees for the years ended December 31, 2003 and 2002, of $500,000 and $470,000 were for
professional services rendered by PricewaterhouseCoopers LLP for the audits of the consolidated financial
statements of Tennessee Gas Pipeline Company. No other audit-related, tax or other services were provided
by our auditors for the years ended December 31, 2003 and 2002.

We are an indirect wholly-owned subsidiary of El Paso and do not have a separate audit committee.
El Paso’s Audit Committee has adopted a pre-approval policy for audit and non-audit services. For a
description of El Paso’s pre-approval policies for audit and non-audit related services, see El Paso
Corporation’s proxy statement.

PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K
(a) The following documents are filed as a part of this report:
1. Financial statements.

The following consolidated financial statements are included in Part II, Item 8 of this report:

Page
Consolidated Statements of Income and Comprehensive Income .................... 14
Consolidated Balance Sheets ............ . i 15
Consolidated Statements of Cash Flows .. ..... ... ... .. . i .. 16
Consolidated Statements of Stockholder’s Equity ............. ... .. ... .. ... ... 17
Notes to Consolidated Financial Statements . ........... ... ... ... . oo, 18
Report of Independent Auditors. . .......... o 34

2. Financial statement schedules.
Schedule II — Valuation and Qualifying Accounts . ........... ... ... ... 35
All other schedules are omitted because they are not applicable, or the required
information is disclosed in the financial statements or accompanying notes.

3. Exhibit HiSt ..o 38

(b) Reports on Form 8-K:

None.
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TENNESSEE GAS PIPELINE COMPANY

EXHIBIT LIST
December 31, 2003

Exhibits not incorporated by reference to a prior filing are designated by an asterisk; all exhibits not so
designated are incorporated herein by reference to a prior filing as indicated.

Exhibit
Number

3.A

3.B
4.A

10.A

10.B

10.C

21

*31.A
*31.B
*32.A

*32.B

Description

Restated Certificate of Incorporation dated May 11, 1999 (Exhibit 3.A to our 1999 Second
Quarter Form 10-Q).

By-laws dated as of June 24, 2002 (Exhibit 3.B to our 2002 Form 10-K).

Indenture dated as of March 4, 1997, between TGP and Wilmington Trust Company (as
successor to JPMorgan Chase Bank, formerly known as The Chase Manhattan Bank), as
Trustee (Exhibit 4.1 to EPTP’s Form 10-K for 1997); First Supplemental Indenture dated as of
March 13, 1997, between TGP and the Trustee (Exhibit 4.2 to EPTP’s 1997 Form 10-K);
Second Supplemental Indenture dated as of March 13, 1997, between TGP and the Trustee
(Exhibit 4.3 to EPTP’s 1997 Form 10-K); Third Supplemental Indenture dated as of March 13,
1997, between TGP and the Trustee (Exhibit 4.4 to EPTP’s 1997 Form 10-K); Fourth
Supplemental Indenture dated as of October 9, 1998, between TGP and the Trustee
(Exhibit 4.2 to our Form 8-K filed October 9, 1998); Fifth Supplemental Indenture dated
June 10, 2002, between TGP and the Trustee (Exhibit 4.1 to our Form 8-K filed June 10,
2002).

$3,000,000,000 Revolving Credit Agreement dated as of April 16, 2003 among El Paso
Corporation, El Paso Natural Gas Company, Tennessee Gas Pipeline Company and
ANR Pipeline Company, as Borrowers, the Lenders Party hereto, and JPMorgan Chase Bank,
as Administrative Agent, ABN Amro Bank N.V. and Citicorp North America, Inc., as
Co-Document Agents, Bank of America, N.A. and Credit Suisse First Boston, as
Co-Syndication Agents, J.P. Morgan Securities Inc. and Citigroup Global Markets Inc., as
Joint Bookrunners and Co-Lead Arrangers. (Exhibit 99.1 to El Paso Corporation’s Form 8-K
filed April 18, 2003).

$1,000,000,000 Amended and Restated 3-Year Revolving Credit Agreement dated as of
April 16, 2003 among EI Paso Corporation, El Paso Natural Gas Company and Tennessee Gas
Pipeline Company, as Borrowers, The Lenders Party thereto, and JPMorgan Chase Bank, as
Administrative Agent, ABN Amro Bank N.V. and Citicorp North America, Inc., as
Co-Document Agents, Bank of America, N.A., as Syndication Agent, J.P. Morgan Securities
Inc. and Citigroup Global Markets Inc., as Joint Bookrunners and Co-Lead Arrangers.
(Exhibit 99.2 to El Paso Corporation’s Form 8-K filed April 18, 2003).

Security and Intercreditor Agreement dated as of April 16, 2003 among El Paso Corporation,
the persons referred to therein as Pipeline Company Borrowers, the persons referred to therein
as Grantors, each of the Representative Agents, JPMorgan Chase Bank, as Credit Agreement
Administrative Agent and JPMorgan Chase Bank, as Collateral Agent, Intercreditor Agent, and
Depository Bank. (Exhibit 99.3 to El Paso Corporation’s Form 8-K filed April 18, 2003).

Omitted pursuant to the reduced disclosure format permitted by General Instruction I to
Form 10-K.

Certification of Chief Executive Officer pursuant to sec. 302 of the Sarbanes-Oxley Act of 2002.
Certification of Chief Financial Officer pursuant to sec. 302 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Executive Officer pursuant to 18 U.S.C. sec. 1350 as adopted pursuant to
sec. 906 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Financial Officer pursuant to 18 U.S.C. sec. 1350 as adopted pursuant to
sec. 906 of the Sarbanes-Oxley Act of 2002.
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Reports on Form 8-K

None.

Undertaking

We hereby undertake, pursuant to Regulation S-K, Item 601 (b), paragraph (4) (iii), to furnish to the
U.S. Securities and Exchange Commission upon request all constituent instruments defining the rights of
holders of our long-term debt and our consolidated subsidiaries not filed herewith for the reason that the total
amount of securities authorized under any of such instruments does not exceed 10 percent of our total
consolidated assets.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized
on the 15th day of March, 2004.

TENNESSEE GAS PIPELINE COMPANY

By: /s/ JOHN W. SOMERHALDER II

John W. Somerhalder II
Chairman of the Board

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below
by the following persons on behalf of the registrant and in the capacities and on the dates indicated:

Signature Title Date
/s/ JOHN W. SOMERHALDER II Chairman of the Board and March 15, 2004
(John W. Somerhalder II) Director (Principal

Executive Officer)

/s/  STEPHEN C. BEASLEY President and Director March 15, 2004
(Stephen C. Beasley)
/s/  GREG G. GRUBER Senior Vice President, Chief March 15, 2004
(Greg G. Gruber) Financial Officer, Treasurer and

Director (Principal Financial
and Accounting Officer)
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