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Cautionary Statement Regarding Forward-looking Statements

This report includes forward-looking statements and projections, made in reliance on the safe harbor provisions of the Private Securities Litigation Refarm Act of 1995. The company has made
every reasonable effort to ensure that the information and assumptions on which these statements and projections are based are current, reasonable, and complete. However, a variety of factors
could cause actual results to differ materially from the projections, anticipated results or other expectations expressed in this repon, including, without limitation, our abitity to attract and
retain qualified members of the Board of Directors; the successful recruitment and retention of a qualified CEQ; the successful implementation of the 2003 operational and financial plan; the
successful impiementation of the settlement related to the Western Energy Crisis; actions by the credit rating agencies; material and adverse impacts fram our proxy contest with Selim
Zitkha/Oscar Wyatt; the successful close of financing transactions; our ability to successfully exit the energy trading business; cur ability to divest of certain non-core assets; changes in
commodity prices for oil, natural gas, and power; general economic and weather conditions in geographic regions or markets served by El Paso Corporation and its affiliates, or where operations
of the cornpany and its affiliates are located:; the uncertainties asscciated with governmental regulation; political and currency risks associated with international operations of the company and
its affiliates; inability to realize anticipated synergies and cost savings associated with restructurings and divestitures on a timely basis; difficulty in integration of the operations of previously
acquired companies; competition; and other factors described in the company's (and its affiliates’) Securities and Exchange Commission filings. While the company makes these statements and
projections in good faith, neither the company nor its management can guarantee that anticipated future results will be achieved. Reference must be made to those filings for additional important
factors that may affect actual results. The company assumes no obligation to publicly update or revise any forward-looking statements made herein or any other forward-looking statements made
by the company, whether as a result of new information, future events, or otherwise.

Additional Impeortant Information
On April 8, 2003, Ei Paso Carporation filed a preliminary proxy statement refating to its 2003 annual meeting with the Securities and Exchange Commission. Prior to the annual meeting, £l Paso will
furnish a definitive proxy statement to its shareholders, together with a WHITE proxy card. Shareholders are strangly advised to read Ei Paso's proxy statement as it contains important information.

Shareholders may obtain a copy of El Paso's preliminary proxy statement, any amendments or supplements to the proxy statement and any other documents filed by El Paso with the Securities and
Exchange Commission for free at the internet Web site maintained by the Securities and Exchange Commission at www.sec.gov. Copies of the preliminary proxy statement and any amendments and
supplements are available for free at Ei Paso’s Internet Web site at www.elpaso.com or by writing to El Paso Corporation, Investor Refations, P.O. Box 2511, Houston, TX 77252. In addition, copies of
El Paso's proxy materials may be requested by contacting E! Paso’s proxy solicitor, MacKenzie Partners, Inc. at (800) 322-2885 tolHree or by email at proxy@mackenziepartners.com.

To the extent that individual customers, independent industry researchers, financial analysts, or El Paso commissioned research, are quoted in this document, it is El Paso's policy to use reasonable
efforts to verify the source and accuracy of the quote. El Paso has not, however, sought or obtained the consent of the quoted source to the use of such quote as proxy soliciting material. This
document may contain expressions of opinion and belief. Except as otherwise expressly attributed to another individual or entity, these opinions and beliefs are the opinions and bellefs of El Paso.

information regarding the names, affiliation and interests of individuals who may be deemed participants in the solicitation of proxies of El Paso's shareholders is contained in Ei Paso’s preliminary
proxy statement.
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LETTER FROM THE CHAIRMAN
AND CHIEF EXECUTIVE OFFICER

Te Qur Shareholders

The past year was a pivotal one for El Paso Corporation, a
year that tested our ability to perform in an exceptionally
difficult business environment. Some of the difficulties we
faced were the result of an industry in turmoil; others
were the result of poor performance from past investments.
In March 2003, | was appointed chairman of the board

of directors and chief executive officer of El Paso.

Since then | have worked closely with our board and
management team to meet the challenges facing El Paso.
We are making steady progress on our plan to reduce
expenses, strengthen our balance sheet, and enhance
liguidity while continuing to invest in and enhance the value
of our core businesses. El Paso is comprised of exceptional
individuals and assets, and we are committed to restoring
the value inherent in our company. We have assembled

a board-level, long-range planning committee to ensure
that we maximize all the opportunities available to the
company. In addition, we are actively searching for a new
chief executive officer to direct the operations of the
company. | will work closely with whomever is selected
for this position to ensure a smooth transition for the
company and continuity for all our stakeholders.

1 undertook this position with full confidence in El Paso’s
ability to address the financial, operational, and regulatory
challenges that face us. That confidence is supported

by the significant progress we made during 2002.

We completed $3.9 billion of non-core assets sales,
renewed our revolving credit facility, and issued

$2.5 billion of equity and equity-linked securities.

In addition, we cut $300 million of operating expenses
and began an orderly exit from the trading business.

Core Business Review

Our 2002 financial accomplishments were backed by the
strong performance of our core businesses—pipeline,
production, and midstream—which generated solid
earnings for the company during the year. El Paso’s
Pipeline Group—El Paso Natural Gas, Colorado Interstate
Gas, ANR Pipeline, Tennessee Gas Pipeline, and
Southern Natural Gas—continued to serve its diverse
customer base and provide stable, fee-based cash flows
from long-term contracts. El Paso Production solidified its
position as an industry leader in deep drilling, accessing
gas supplies in areas as diverse as the deep shelf of the
Gulf of Mexico and South Texas. El Paso’s Midstream
Group delivered value from the solid performance of its

extensive portfalio of gathering, processing, and
natural gas liquids assets. The strong natural gas price
environment and renewed focus on the need for new
energy infrastructure provide a firm base for these
businesses in 2003 and beyond.

2003 Business Plan

To enhance the potential of El Paso’s unique set of
businesses and effectively address many of the issues
affecting our industry and our business, the company
announced a five-point business plan in early February
2003. The plan includes financing and liquidity
components as well as specific plans for each of

our business units.

We will preserve and enhance the value of El Paso’s
core businesses. We plan to continue investing
efficiently in these businesses to maintain their
leadership positions. Our capital expenditure plan
reflects that commitment with nearly 90 percent of
2003 capital devoted to the core pipeline, production,
and midstream businesses.

We plan to exit non-core businesses quickiy, but
prudently. In 2002, we announced we would exit the
energy trading business, and we are aggressively
working to liquidate our remaining trading portfolio.
In addition to the $3.9 billion of non-core assets sold
in 2002, we plan to sell $3.4 billion of non-core assets
in 2003, including the majority of our remaining
petroleum assets. Exiting the petroleum business
will provide cash to pay down debt and reduce our
working capital requirements. We also intend to
reduce our involvement in the liquefied natural gas
business, which has credit and capital demands that
are not consistent with our current financial capacity.
Finally, we plan to take advantage of opportunities to
sell additional assets from our power portfolio.

We will continue to strengthen and simplify our
balance sheet while maximizing liguidity. For example,
in March 2003 we retired $1 billion of guaranteed
notes associated with the Limestone Electron Trust
financings. The notes were retired on schedule using
cash on hand and proceeds that were generated from
asset sales. We repaid $813 million in obligations
under our Trinity River financing arrangements with
existing working capital and the excess proceeds from
closing a $1.2-billion term financing. We demonstrated

2 EL PASO CORPORATION 2002 ANNUAL REPORT




our access to the capital markets by issuing $700 million
in new pipeline debt. In April 2003, we announced

a new $3-billion revolving credit facility through

June 2005. This facility replaces our previous
$3-billion facility. Our existing $1-billion revolving facility,
which matures in August 2003, and approximately

$1 billion of other bank facilities (including leases,
letters of credit, and other facilities) will remain in
place with no change in maturity. We also established
an extended amortization schedule for our $753 million
Clydesdale financing arrangement.

substantial recurring cost reductions, bringing our
costs in line with what we are going to be—not what we
were. Cost reduction is, and will continue to be, an
ongoing effort for the company.

We plan to continue to work diligentiy to resolve
litigation and regulatory matters. On March 21,
we reached an agreement in principle to resolve the
principal litigation and claims against the company
relating to the sale or delivery of natural gas and
electricity in the Western United States from
September 1896 to the present.

These actions provide significant
value to all our stakeholders by
further improving our liquidity
position while simplifying and e T
strengthening our balance sheet. G
They also provide us fiexibility to

aggressively reduce our leverage
with cash flow from operations and
the proceeds from our asset sales
program over the remainder of 2003
and 2004. In addition to our financing
activities, we reduced capital
expenditures substantially to

$2.6 billion for 20083, a decrease

of 35 percent from 2002 levels

and a 54-percent decrease from

T
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This settlement, which is subject
to the negotiation of definitive

T settlement documents and review
and approval by the courts and the
Federal Energy Regulatory
Commission, is truly a milestone.

It removes significant market
uncertainties surrounding the
company, and we are pleased

that we were able to achieve our
primary goal in this agreement—
namely, minimal demands on our
current liquidity. This was a major
accomplishment given the number
of parties, the complexity of the
issues involved, and the financial

2001. Finally, as part of our ongoing
effort to improve liquidity, we
announced a reduction in our common stock dividend
to $.16 per share annually. While this decision was
difficult for the board of directors, the reduction will
provide us with approximately $425 million in cash per
year and reduce our balance sheet leverage by more
than 1.6 percentage points per year.

We will aggressively pursue additional cost
reductions. In 2002, we achieved our goal of

$300 million in cost reductions. For 2003, we have
targeted $150 million in cost reductions, and we are
targeting at least $250 million of additional pre-tax cost
savings and business efficiencies by the end of 2004,
We plan to aggressively attack this matter with the same
resolve as we have in the past. Accordingly, we have
launched a company-wide initiative to develop—from
the ground up—a cost structure that will be appropriate
for the future size of the company and its activities
going forward. The goal of this initiative is to achieve
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| exposure it eliminates.

El Paso Corporation weathered the storm of 2002 despite
its many chailenges. Although much remains to be done,
we have made significant progress on our business plan.
The board and management of El Paso will continue to

be strong, focused, and flexible as we implement this

plan. This focus, along with the consistent, competitive
operation of our core businesses, provides a ciear line

of sight to a solid future for El Paso Corporation as

North America’s leading provider of natural gas services.

o) cueén.dz:

Ronald L. Kuehn, Jr.
Chairman of the Board
and Chief Executive Officer
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REPORT OF MANAGEWMENT

To the Board of Directors and Stockhoiders of Ei Paso Corporation

The management of El Paso Corporation is responsible for the preparation, integrity and fairness of the
accompanying financial statements as well as other information presented in this Annual Report. This
responsibility includes judgments, estimates, the selection of appropriate generally accepted accounting
principles, the consistent application of these principles and devising and maintaining adequate internal
control.

In the opinion of management, the financial statements are fairly stated and have been prepared in conformity
with generally accepted accounting principles, and, to that end, the Company and its subsidiaries maintain

a system of internal control which: provides reasonable assurance that transactions are recorded properly for
the preparation of financial statements; safeguards assets against unauthorized acquisition, use or disposition;
maintains accountability for assets; requires proper authorization and accountability for all transactions;
provides for a comparison of the recorded and existing assets at reasonable intervals and requires appropriate
action with respect to any differences; and promotes compliance with applicable laws and regulations.

The financial statements have been audited by the independent accounting firm, PricewaterhouseCoopers LLP,
which was given unrestricted access to all financial records and related data. Their audit was conducted

in accordance with generally accepted auditing standards and included a review of internal control to the
extent deemed necessary for the purpose of their audit.

Management is responsible for the effectiveness of its system of internal control. This is accomplished through
established codes of conduct, accounting and other control systems, policies and procedures, employee
selection and training, appropriate delegation of authority and segregation of responsibilities. To further ensure
compliance with established standards and related control activities, the Company conducts an ongoing,
substantial corporate audit program. Corporate auditors monitor the operation of the Company’s internal
control system and report findings and recommendations to management, including corrective action taken
to address control deficiencies and opportunities for improving the system. Even an effective internal control
system has inherent {imitations, including the possibility of circumvention or overriding of controis, and
therefore can provide only reasonable assurance with respect to financial statement preparation. A more
extensive discussion of our internal control and control procedures is set forth in Item 14 of our annual report
in Form 10-K for the year ended December 31, 2002.

The Audit Committee of the Board of Directors, composed entirely of Directors who are not employees

of El Paso Corporation, has met privately and separately with PricewaterhouseCoopers LLP, our independent
accountants, internal audit, and management of the Company to review accounting, auditing, internal control
and financial reporting matters.

March 31, 2003

‘Dﬁﬂ/

D. Dwight Scott
Executive Vice President and
Chief Financial Officer

Jeffreyl. Beason

Senior Vice President, Controlier
and Chief Accounting Officer
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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K
(Mark One)

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934
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THE SECURITIES EXCHANGE ACT OF 1934
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1001 Louisiana Street
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Common Stock, par value $3 per share New York Stock Exchange
Pacific Exchange

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
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was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.
Yes No 0O

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
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incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K.

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Act).
Yes No [

State the aggregate market value of the voting and non-voting common equity hkeld by non-affiliates of the
registrant.

Aggregate market value of the voting stock (which consists solely of shares of common stock) held by non-affiliates
of the registrant as of June 28, 2002, computed by reference to the closing sale price of the registrant’s common stock on
the New York Stock Exchange on such date: $12,055,450,292.

Indicate the number of shares outstanding of each of the registrant’s classes of common stock, as of the latest
practicable date.

Common Stock, par value $3 per share. Shares outstanding on March 27, 2003: 599,435,088

Decuments Incorporated by Reference

List hereunder the following documents if incorporated by reference and the part of the Form 10-K (e.g., Part I,
Part 11, etc.) into which the document is incorporated: Portions of our definitive Proxy Statement for the 2003 Annual
Meeting of Stockholders, to be filed not later than 120 days after the end of the fiscal year covered by this report, are
incorporated by reference into Part II1.
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Below is a list of terms that are common to our industry and used throughout this document:

/d = per day MMBbls = million barrels

Bbl = barrels MMBtu = million British thermal units

BBtu = billion British thermal units MMcf = million cubic feet

BBtue = billion British thermal unit equivalents MMcfe = million cubic feet of gas equivalents
Bef = billion cubic feet MMDth = million dekatherm

Bcfe = billion cubic feet of gas equivalents MTons = thousand tons

MBbls = thousand barrels MW = megawaltt

Mcf = thousand cubic feet MWh = megawatt hours

Mcfe = thousand cubic feet of gas equivalents MMWh = thousand megawatt hours

Mgal = thousand gallons Tcfe = trillion cubic feet of gas equivalents

When we refer to natural gas and oil in “equivalents,” we are doing so to compare quantities of oil with quantities of
natural gas or to express these different commodities in a common unit. In calculating equivalents, we use a generally
recognized standard in which one Bbl of oil is equal to six Mcf of natural gas. Also, when we refer to cubic feet
measurements, all measurements are at a pressure of 14.73 pounds per square inch.
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When we refer to “us”, “we”, “our”, “ours”, or “El Paso”, we are describing El Paso Corporation and/or
our subsidiaries.




ITEM 1. BUSINESS

General

We are an energy company originally founded in 1928 in El Paso, Texas. For many years, we served as a
regional pipeline company conducting business mainly in the western United States. Since 1996, we have
grown into an international energy company whose operations extend from natural gas production and
extraction to power generation. Our growth during this period has been accomplished through several
significant acquisitions and internal growth initiatives, each of which has expanded our competitive abilities in
energy markets in the United States and abroad. Some of the significant highlights during this period were:

Year Transaction Impact
1996 Acquisition of the energy businesses of Expanded our U.S. interstate pipeline system
Tenneco Inc. from coast to coast and signaled our entry into

the international energy market.

1998 Acquisition of DeepTech International, Inc. Expanded our U.S. onshore and offshore
gathering capabilities. Established us as the
general partner for El Paso Energy Partners, L.P.

1999 Merger with Sonat Inc. Expanded our pipeline operations into the
southeast portion of the U.S. and signaled our
entrance into the exploration and production
business.

2001 Merger with The Coastal Corporation Placed us as a top tier participant in every aspect
of the wholesale energy marketplace.

Since the fourth quarter of 2001, our industry and business have been adversely impacted by a number of
industry changing events, including:

s The bankruptcy of Enron Corp.;
» The decline in the energy trading industry;

» Credit ratings downgrades of us and other industry participants by Moody’s and Standard & Poor’s
to “below investment grade” status, and we remain on negative outlook; and

e Regulatory and political pressure arising out of the western energy crisis of 2000 and 2001.

Beginning in December 2001 and continuing throughout 2002 and the first quarter of 2003, we responded
to these industry developments by focusing on activities that would enhance our liquidity and strengthen our
capital structure. These activities involved:

» selling marginally performing assets and businesses that were not core to our fundamental base
business of natural gas and pipelines;

* exiting complex areas that require higher credit support, such as energy trading, and focusing instead
on core cash generating businesses; and

 pursuing resolution of regulatory and litigation matters, which led to a March 2003 agreement in
principle to settle our primary exposure to the western energy crisis (Western Energy Settlement).

In February 2003 we announced what we refer to as our 2003 Operational and Financial Plan. This plan is
based upon five key principles:

» Preserving and enhancing the value of our core businesses;
+ Exiting non-core businesses quickly, but prudently;

» Strengthening and simplifying our balance sheet while maximizing liquidity;
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o Aggressively pursuing additional cost reductions; and
o Continuing to work diligently to resolve litigation and regulatory matters.
Our ongoing critical areas of focus are:

s Pipelines: Protecting and enhancing asset value in our natural gas transportation business through
continuous efficiency gains and prudent and necessary capital spending.

o Production: Developing production opportunities in North America that maximize volumes produced
and minimize costs, thereby optimizing cash flow per unit produced.

o Field Services: Optimizing stable cash flows from our investment in El Paso Energy Partners, L.P.

o Global Power:. Enhancing cash flows from existing projects, while selling non-strategic power
generation facilities.

We will also continue to focus on winding down our non-core businesses including energy trading and
petroleum markets as well as other capital intensive businesses such as liquefied natural gas (LNG)
operations.

Segments

QOur operations are segregated into four primary business segments: Pipelines, Production, Field Services
and Merchant Energy. These segments are strategic business units that provide a variety of energy products
and services. We manage each segment separately, and each segment requires different technology and
marketing strategies. As future developments in our businesses occur, and as we carry out our ongoing strategy
and plans, we will continue to assess the appropriateness of our business segments. For the operating results
and identifiable assets by segment, you should see Part I1, Item 8, Financial Statements and Supplementary
Data, Note 24, which is incorporated herein by reference.

Our Pipelines segment owns or has interests in approximately 60,000 miles of interstate natural gas
pipelines in the U.S. and internationally. In the U.S., our systems connect the nation’s principal natural gas
supply regions to the five largest consuming regions in the U.S.: the Gulf Coast, California, the Northeast, the
Midwest and the Southeast. These pipelines represent one of the largest integrated coast-to-coast mainline
natural gas transmission systems in the U.S. Our U.S. pipeline systems also own or. have interests in
approximately 440 Bcf of storage capacity used to provide a variety of services to our customers and own and
operate an LNG terminal at Elba Island, Georgia. Qur international pipeline operations include access
between our U.S. based systems and Canada and Mexico as well as interests in three operating natural gas
transmission systems in Australia.

Our Production segment conducts our natural gas and oil exploration and production activities.
Domestically, we lease approximately 4 million net acres in 16 states, including Louisiana, Oklahoma, Texas
and Utah, and in the Gulf of Mexico. We also have exploration and production rights in Australia, Bolivia,
Brazil, Canada, Hungary, Indonesia and Turkey. During 2002, daily equivalent natural gas production
exceeded 1.6 Befe/d, and our reserves at December 31, 2002, were approximately 5.2 Tcfe.

QOur Field Services segment conducts our midstream activities. As part of our plan to strengthen our
capital structure and enhance our liquidity, we completed a number of asset sales during 2002, including the
sale of our San Juan Basin gathering, treating and processing assets and our Texas and New Mexico
midstream assets, including the intrastate natural gas pipeline system we acquired from Pacific Gas & Electric
in 2000, to El Paso Energy Partners. El Paso Energy Partners is a publicly traded master limited partnership
for which our subsidiary serves as general partner. As a result of asset sales to the partnership and others
during 2002, our remaining Field Services assets consist of 23 processing plants and related gathering facilities
located in the south Texas, Louisiana, Mid-Continent and Rocky Mountain regions, as well as our interests in
El Paso Energy Partners. The partnership provides natural gas, natural gas liquids (NGL) and oil gathering,
transportation, processing, fractionation, storage and other related services.
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Our Merchant Energy segment consists of three primary divisions: global power, petroleum and energy
trading. We are a significant owner of electric generating capacity and own or have interests in 88 power plants
in 18 countries. We operate three refineries that have the capacity to process approximately 438 MBbls of
crude oil per day and produce a variety of petroleum products. We also produce agricultural and industrial
chemicals at four facilities in the U.S. and one in Canada. On February 5, 2003, we announced our intent to
sell our remaining petroleum and chemicals assets, except for our Aruba refinery, as well as reduce our
involvement in the LNG business. On November 8, 2002, we announced our plan to exit the energy trading
business and pursue an orderly liquidation of our trading portfolio as a result of diminishing business
opportunities and higher capital costs for this activity. During 2002 and the first part of 2003, we also
completed or announced several asset sales including the sale of our coal mining assets and operations,
petroleum assets and interests in power projects.

Pipelines Segment

Our Pipelines segment provides natural gas transmission, storage, gathering and related services in the
U.S. and internationally. We conduct our activities primarily through seven wholly owned and seven partially
owned interstate transmission systems along with six underground natural gas storage entities and an LNG
terminalling facility. The tables below detail our wholly owned and partially owned interstate transmission
systems:

Wholly Owned Interstate Transmission Systems
As of December 31, 2002

Average Throughput(”

Transmission Supply and Miles of Design Storage
System Market Region Pipeline Capacity Capacity 2002 2001 2000
‘ (MMcf/d) (Bef) (BBtu/d)
Tennessee Gas Extends from Louisiana, the Gulf of 14,200 6,487 97 4,596 4,405 4,354

Pipeline (TGP) Mexico and south Texas to the northeast
section of the U.S., including the
metropolitan areas of New York City and

Boston.
ANR Pipeline Extends from Louisiana, Oklahoma, 10,600 6,450 207 3,691 3,776 3,807
(ANR) Texas and the Gulf of Mexico to the

midwestern and northeastern regions of
the U.S., including the metropolitan areas
of Detroit, Chicago and Milwaukee.

El Paso Natura] Gas Extends from the San Juan, Permian and 10,600 5,3301% — 3,799 4,253 3,937
(EPNG) Anadarko Basins to California, which is
EPNG’s single largest market, as well as
markets in Arizona, Nevada, New
Mexico, Oklahoma, Texas and northern

Mexico.
Southern Natural Extends from Texas, Louisiana, 8,000 2,963 60 2,020 1,877 2,132
Gas (SNG) Mississippi, Alabama and the Gulf of

Mexico to Louisiana, Mississippi,
Alabama, Florida, Georgia, South
Carolina and Tennessee, including the
metropolitan areas of Atlanta and
Birmingham.

() Includes throughput transported on behalf of affiliates.

(2 This capacity is comprised of 4,530 MMcf/d of west-flow capacity (which includes 230 MMcf/d added by our Line 2000 expansion
project) and 800 MMcf/d of east-end delivery capacity.




As of December 31, 2002

Average Throughput“)

Transmission Supply and Miles of Design Storage
System Market Region Pipeline Capacity Capacity 2002 2001 2000
(MMecf/d) (Be (BBtu/d)
Colorado Interstate  Extends from most production areas in 4,000 3,100 29 1,563 1,448 1,383
Gas (CIG) the Rocky Mountain region and the
Anadarko Basin to the front range of the
Rocky Mountains and multiple
interconnects with pipeline systems
transporting gas to the Midwest, the
Southwest, California and the Pacific
Northwest.
Wyoming Interstate  Extends from western Wyoming and the 600 1,860 — 1,194 1,017 832
(WIC) Powder River Basin to various pipeline
interconnections near Cheyenne,
Wyoming.
Mojave Pipeline Connects with the EPNG and 400 400 — 266 283 407
(MPC) Transwestern transmission systems at
Topock, Arizona, and the Kern River Gas
Transmission Company transmission
system in California, and extends to
customers in the vicinity of Bakersfield,
California.
M Includes throughput transported on behalf of affiliates.
Partially Owned Interstate Transmission Systems
As of December 31, 2002 Average W
Transmission Supply and Ownership Miles of  Design  __inroughput =
System Market Region Interest  Pipeline Capacity'” 2002 2001 2000
(Percent) (MMct/d) (BBtu/d)
Florida Gas Transmission  Extends from south Texas to Florida. 30 4,804 1,950 2,004 1616 1,524
Alliance Pipeline'? Extends from western Canada to Chicago. 2 2,345 1,537 1476 1479 105
Great Lakes Gas Extends from the Manitoba-Minnesota border to the 50 2,115 2,895 2,378 2,224 2477
Transmission Michigan-Ontario border at St. Clair, Michigan.
Dampier-to-Bunbury Extends from Dampier to Bunbury in western Australia. 33 1,152 570 573 555 523
pipeline system
Moomba-to-Adelaide Extends from Moomba to Adelaide in southern 33 685 383 271 261 231
pipeline system Australia.
Ballera-to-Wallumbiila Extends from Ballera to Wailumbilla in southwestern 33 470 115 72 71 71
pipeline system Queensland, Australia.
Portland Natural Gas Extends from the Canadian border near Pittsburg, New 308 294 214 144 123 110

Transmission

Hampshire to Dracut, Massachusetts.

) Volumes represent the systems’ total design capacity and average throughput and are not adjusted for our ownership interest.

) The Alliance pipeline project commenced operations in the fourth quarter of 2000. We sold 12.3 percent of our equity interest in the
system during the fourth quarter of 2002, and the remaining 2.1 percent equity interest in the first quarter of 2003.

©) Qur ownership interest increased from 19 percent to 30 percent effective June 2001.




In addition to the storage capacity on our transmission systems, we own or have interests in the following
natural gas storage entities:

Underground Natural Gas Storage Entities
As of December 31, 2002

Ownership Storage
Storage Entity Interest Capacity(” Location
(Percent) (Bcf)
Bear Creek StOrage .. ...t 100 58 Louisiana
ANR St0rage . . ... co o 100 56 Michigan
Blue Lake Gas Storage. ...ttt 75 47 Michigan
Eaton Rapids Gas Storage .. .......c.oiiiiiiiiin i, 50 13 Michigan
Steuben Gas S1OTaE. . . ... i 50 6 New York
Young Gas StOrage . ..o vuii it 48 6 Colorado

) Includes a total of 139 Bef contracted to affiliates. Storage capacity is under long-term contracts and is not adjusted for our
ownership interest.

In addition to our operations of natural gas pipeline systems and storage facilities, we own an LNG
receiving terminal located on Elba Island, near Savannah, Georgia. The facility is capable of achieving a peak
send-out of 675 MMcf/d and a base load send-out of 446 MMcf/d. The terminal was placed in service and
began receiving deliveries in December 2001. The capacity at the terminal is currently contracted to our
affiliate, El Paso Merchant Energy, under a contract that extends through 2023. In September 2001, we
announced plans to expand the peak send out capacity of the Elba Island facility by 540 MMcf/d and the base
load send out by 360 MMcf/d (for a total peak send out capacity once completed of 1,215 MMcf/d and a
base load send out of 806 MMcf/d). The expansion will cost approximately $145 million and has a planned
in-service date of late 2005.

We have a number of transmission system expansion projects that have been approved by the Federal
Ernergy Regulatory Commission (FERC) as follows:

Transmission Anticipated
System Project Capacity Description'V Completion Date
(MMcf/d)
TGP CanEast 127 Extend TGP’s mainline system through a combination April 2003
of lease capacity and facilities modifications, to the
Leidy Hub.
TGP South Texas 312 Construct pipeline, compression and border crossing September 2003
Expansion facilities to fuel four electric power generation plants
in the Northern Mexico Municipalities of Rio Bravo
and Valle Hermoso, State of Tamaulipas.
ANR Westleg Wisconsin 218 To increase capacity of ANR’s existing system by November 2004
Expansion looping the Madison lateral and by enlarging the
Beloit lateral through abandonment and replacement.
SNG South System 1 196 Installation of compression and pipeline looping to June 2003
(Phase 2) increase firm transportation capacity along SNG’s
south mainline in Alabama, Georgia and South
Carolina.
SNG South System 11 330 Installation of compression and pipeline looping to June 2003,
increase firm transportation capacity along SNG’s November 2003
south mainline to Alabama, Georgia and South and May 2004
. Carolina.
SNG North System 11 33 Installation of compression and additional pipeline June 2003
looping to increase capacity along SNG’s north
mainline in Alabama.
CIG Valley Line 92 Installation of additional natural gas compression and December 2003

air blending facilities to expand the deliverability of
the Front Range system.

& Pipeline looping is the installation of a pipeline, parallel to an existing pipeline, with tie-ins at several points along the existing pipeline.

Looping increases the transmission system’s capacity.




Our transportation, storage and related services (transportation services) revenues consist of reservation
and usage revenues. In 2002, approximately 87 percent of our transportation services revenues were
attributable to a capacity reservation or a demand charge paid by firm customers. These firm customers 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 13 percent of our transportation services revenue was attributable to
usage charges, based largely on the volumes of gas actually transported or stored on our pipeline systems.

Regulatory Environment

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

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

o certification and construction of new facilities;

e extension or abandonment of facilities;

o maintenance of accounts and records;

o relationships between pipeline and marketing affiliates;

o terms and conditions of service;

o depreciation and amortization policies;

o acquisition and disposition of facilities; and

o 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, including a reasonable return on our invested capital. Consequently, our financial results have
historically been relatively stable. However, these 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
creditworthiness of our customers.

In Canada, our pipeline activities are regulated by the National Energy Board. Similar to the FERC, the
National Energy Board governs tariffs and rates, and the construction and operation of natural gas pipelines in
Canada. In Australia, various regional and national agencies regulate the tariffs, rates and operating activities
of natural gas pipelines.

Our interstate pipeline systems are also subject to federal, state and local pipeline and LNG plant safety
and environmental statutes and regulations. Our systems have ongoing programs designed to keep our facilities
in compliance with pipeline safety and environmental requirements. We believe that our systems are in
material compliance with the applicable requirements.

A discussion of significant rate and regulatory matters is included in Part I1, [tem 8, Financial Statements
and Supplementary Data, Note 20, and is incorporated herein by reference.




Markets and Competition

The following table details our markets and competition on each of our wholly owned pipeline systems as
of December 31, 2002:

Transmission
System

Customer Information®

Contract Information

Competition

TGP

ANR

EPNG

SNG

Approximately 434 firm and
interruptible customers

Major Customers:

None of which individually

represents more than
10 percent of revenues

Approximately 238 firm and
interruptible customers

Major Customer:
We Energies
(1,138 BBtu/d)

Approximately 230 firm and
interruptible customers

Major Customer:
Southern California Gas
Company
(1,235 BBtu/d)
(95 BBtu/d)

Approximately 260 firm
and interruptible
customers

Major Customers:

Atlanta Gas Light
Company
(959 BBtu/d)

Alabama Gas Corporation
(394 BBtu/d)

Scana Resources Inc.
(253 BBtu/d)

Approximately 436 firm contracts
Contracted capacity: 93%
Weighted average remaining
contract term of approximately five
years

Approximately 643 firm contracts
Contracted capacity: 98%
Weighted average remaining
contract term of approximately four
years

Contract terms expire in 2003-2010.

Approximately 180 firm contracts
Contracted capacity:

Weighted average remaining
contract term of approximately five
years

Contract term expires in 2006.

Contract terms expire in 2004-2007.

Approximately 170 firm contracts
Contracted capacity: 100%
Weighted average remaining
contract term of approximately five
years

Contract terms expire in 2005-2007.
Contract terms expire in 2005-2008.

Contract terms expire in 2003-2017.

TGP faces strong competition in the
Northeast, Appalachian, Midwest and
Southeast market areas. It competes with
other interstate and intrastate pipelines for
deliveries to multiple-connection
customers who can take deliveries at
multiple connection points. Natural gas
delivered on the TGP system competes
with alternative energy sources such as
electricity, hydroelectric power, coal and
fuel oil. It also competes with pipelines
and local distribution companies to deliver
increased quantities of natural gas to our
market areas. In addition, TGP competes
with pipelines and gathering systems for
connection to new supply sources in
Texas, the Gulf of Mexico and at the
Canadian border.

In the Midwest markets, ANR competes
with other interstate and intrastate pipeline
companies and local distribution
companies in the transportation and
storage of natural gas. In the Northeast
markets, ANR competes with other
interstate pipelines serving electric
generation and local distribution
companies. Also, Wisconsin Gas, which
operates under the name We Energies, is
a sponsor of Guardian Pipeline, which was
placed in service in December 2002.
Guardian will serve a portion of

We Energies transportation requirements
and will compete directly with ANR.

EPNG faces competition from other
pipelines that deliver natural gas to
California and the southwestern U.S,, as
well as alternative energy sources that
generate electricity such as hydroelectric
power, nuclear, coal and fuel oil.

Competition is strong in a number of
SNG’s key markets. SNG’s three largest
customers are able to obtain a significant
portion of their natural gas requirements
through transportation from other
pipelines. Also, SNG competes with
several pipelines for the transportation
business of many of its other customers.

) Includes natural gas producers, marketers, end-users and other natural gas transmission, distribution and electric generation

companies.

@ A discussion of significant rate and regulatory matters regarding EPNG’s capacity is included in Part II, Item 8, Financial Statements
and Supplementary Data, Note 20.




Transmission

System )

Custemer Information!

Contract Information

Competition

CIG Approximately 125 firm
and interruptible
customers

Major Customer:
Public Service Company of
Colorado
(1,095 BBtu/d)
(462 BBtu/d)

WIC Approximately 43 firm
and interruptible

customers

Major Customers:
Williams Energy Marketing
and Trading
(340 BBtu/d)
Western Gas Resources
(272 BBtu/d)
Colorado Interstate Gas
Company
(247 BBtu/d)
CMS Field Services
(234 BBtu/d)

MPC Approximately 35 firm and

interruptible customers

Major Customers:

Texaco Natural Gas Inc.
(185 BBtu/d)

Burlington Resources
Trading Inc.
(76 BBtu/d)

Los Angeles Department
of Water and Power
(50 BBtu/d)

Approximately {70 firm contracts
Contracted capacity: 100%
Weighted average remaining
contract term of approximately seven
years

Contract term expires in 2007.
Contract terms expire 2008-20235.

Approximately 47 firm contracts
Contracted capacity: 100%
Weighted average remaining
contract term of approximately six
years

Contract terms expire in 2003-2013.

Contract terms expire in 2003-2013.

Contract terms expire in 2003-2007.

Contract terms expire in 2004-2013.

Eight firm contracts

Contracted capacity: 98%

Weighted average remaining
contract term of approximately four
years

Contract term expires in 2007.
Contract term expires in 2007.

Contract term expires in 2007.

CIG serves two major markets, the
“on-system” market, consisting of utilities
and other customers located along the
front range of the Rocky Mountains in
Colorado and Wyoming, and the “off-
system” market, consisting of the
transportation of Rocky Mountain
production from multiple supply basins to
interconnections with other pipelines
bound for the Midwest, the Southwest,
California and the Pacific Northwest.
Competition for the on-system market
consists of local production from the
Denver-Julesburg basin, an intrastate
pipeline, and long-haul shippers who elect
to sell into this market rather than the
off-system market. Competition for the
off-system market consists of other
interstate pipelines that are directly
connected to CIG’s supply sources and
transport these volumes to markets in the
West, Northwest, Southwest and Midwest.

WIC competes with eight interstate
pipelines and one intrastate pipeline for its
mainline supply. The Overthrust supply
basin, which historically supplies the WIC
mainline, has been declining and there has
been increased competition from the
pipelines serving the West and Northwest
market areas for this gas supply. To
replace these volumes, WIC is pursuing
access to new supply sources. Additionally,
WIC’s one Bcf expandable Medicine Bow
lateral is the primary source of
transportation for increasing volumes of
Powder River Basin supply. Currently
there are two other interstate pipelines
that transport limited velumes out of this
basin. Upon the approval and construction
of the new Cheyenne Plain project®,
WIC will have an increased outlet to mid-
continent markets.

MPC faces competition from other
pipelines that deliver natural gas to
California and the southwestern U.S. as
well as alternative energy sources that
generate electricity such as hydroelectric
power, nuclear, coal and fuel oil.

) Includes natural gas producers, marketers, end-users and other natural gas transmission, distribution and electric generation

companies.

@ The Cheyenne Plain project is a new 30-inch diameter pipeline proposed by us to transport natural gas from the Cheyenne hub to the
confluence of several pipelines near Greensburg, Kansas. This pipeline is anticipated to be in service in mid-2005 depending on the

timing of regulatory approval.




Electric power generation is one of the fastest growing demand sectors 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 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 generation efficiency and more effective use of surplus electric capacity as a result of open market
access. In addition, in several regions of the country, new capacity additions have exceeded load growth and
transmission capabilities out of those regions. This will result in lower growth in the gas demand in those
regions associated with new power generation facilities.

Imported LNG is one of the fastest growing supply sectors of the natural gas market. Terminals and other
regasification facilities can serve as important sources of supply for pipelines, enhancing the delivery
capabilities and operational flexibility and complementing traditional supply and market areas. These LNG
delivery systems also may compete with pipelines for transportation of gas into market areas.

As our pipeline contracts expire, our ability to extend our existing contracts or re-market expiring
contracted capacity is dependent on the competitive alternatives, the regulatory environment at the federal,
state and local 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. Subject to regulatory constraints, we
attempt to re-contract or re-market our capacity at the maximum rates allowed under our tariffs, although we,
at times, discount these rates to remain competitive. The level of discount varies for each of our pipeline
systems.

As a result of the rating agencies downgrading the credit rating of several members of the energy sector,
including energy trading companies, and placing them on negative credit watch, the creditworthiness of some
customers has deteriorated. We have taken actions to mitigate our exposure by requesting these companies
provide us with letters of credit or prepayments as permitted by our tariffs. Our tariffs permit us to request
additional credit assurance from our shippers equal to the cost of performing transportation services for various
periods as specified in each tariff. If these companies experience financial difficulties, or file for Chapter 11
bankruptcy protection, and our contracts are not assumed by other counterparties, or if the capacity is
unavailable for resale, it could have a material adverse effect on our financial position, operating resuits or cash
flows.

Production Segment

Our Production segment is engaged in the exploration for, and the acquisition, development and
production of natural gas, oil and natural gas liquids, primarily in North America. In the U.S., we have
onshore and coal seam operations and properties in 16 states and offshore operations and properties in federal
and state waters in the Gulf of Mexico. Internationally, we have exploration and production rights in Australia,
Bolivia, Brazil, Canada, Hungary, Indonesia and Turkey.

Strategically, Production emphasizes disciplined investment criteria and manages its existing production
portfolio to maximize volumes and minimize costs. It employs geophysical technology and seismic data
processing to identify economic hydrocarbon reserves. Production’s deep drilling capabilities and hydraulic
fracturing technology allow it to optimize production with high-rate completions at competitive reserve
replacement costs. Production maintains an active drilling program that capitalizes on its land and seismic
holdings. It also acquires production properties subject to acceptable investment return criteria.

Natural Gas and Oil Reserves

The table below details Production’s proved reserves at December 31, 2002. Information in this table is
based on the reserve report dated January 1, 2003, prepared internally by Production and reviewed by
Huddleston & Co., Inc. This information is consistent with estimates of reserves filed with other federal
agencies except for differences of less than five percent resulting from actual production, acquisitions, property
sales, necessary reserve revisions and additions to reflect actual experience. These reserves include 465,783
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MDMcfe of production delivery commitments under financing arrangements that extend through 2042. The
financing arrangement supported by these reserves matures in 2006. Total proved reserves on the fields with
this dedicated production were 919,265 MMcfe. In addition, the table excludes the following equity interests:
Production’s interest in UnoPaso (Pescada in Brazil); Merchant Energy’s interests in Sengkang in Indonesia,
CAPSA and CAPEX in Argentina and Aguaytia in Peru; and Field Services’ interest in El Paso Energy
Partners. Combined proved natural gas reserves balances for these equity interests were 435,713 MMcf,
liquids reserves were 39,693 MBbls and natural gas equivalents were 673,871 MMcfe, all net to our ownership
interests.

Net Proved Reserves'"

Natural Gas Liquids'? Total
(MMcf) (MBbls) (MMcfe)
United States
Producing ..o e 2,235,877 50,712 2,540,145
Non-Producing . ... i, 448,303 20,094 568,368
Undeveloped . ....... ... i 1,528,726 45,923 1,804,267
Total proved ....... .. ... . 4,212,906 116,729 4,913,280
Canada
Producing ..... ... 89,144 4,213 114,422
Non-Producing . .......... .o i 14,555 233 15,953
Undeveloped . ....... ... i i 26,701 1,694 36,865
Total proved ......... .o 130,400 6,140 167,240
Other Countries'®
Producing ...... ... e — — —
Non-Producing .. ... — — —
Undeveloped.......... ... ... 76,032 12,652 151,944
Totalproved ....... ... . oo, 76,032 12,652 151,944
Worldwide
Producing ...t e 2,325,021 54,925 2,654,567
Non-Producing . ..., 462,858 20,327 584,821
Undeveloped . .......... i, 1,631,459 60,269 1,993,076
Total proved ....... ... ... . .. 4,419,338 135,521 5,232,464

) Net proved reserves exclude royalties and interests owned by others and reflects contractual arrangements and royalty obligations in
effect at the time of the estimate.

) Includes oil, condensate and natural gas liquids.

) Includes international operations in Brazil, Hungary and Indonesia.

During 2002, as a result of our efforts to enhance our liquidity position, we sold reserves totaling 1.8 Tcfe
to various third parties. The reserves sold were primarily located in Colorado, Texas, Utah and western
Canada.

There are numerous uncertainties inherent in estimating quantities of proved reserves and in projecting
future rates of production and timing of development expenditures, including many factors beyond
Production’s control. The reserve data represents only estimates. Reservoir engineering is a subjective process
of estimating underground accumulations of natural gas and oil that cannot be measured in an exact manner.
The accuracy of any reserve estimate is a function of the quality of available data and of engineering and
geological interpretations and judgment. As a result, estimates of different engineers often vary. Estimates are
subject to revision based upon a number of factors, including reservoir performance, prices, economic
conditions and government restrictions. In addition, results of drilling, testing and production subsequent to
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the date of an estimate may justify revision of that estimate. Reserve estimates are often different from the
quantities of natural gas and oil that are ultimately recovered. The meaningfulness of reserve estimates is
highly dependent on the accuracy of the assumptions on which they were based. In general, the volume of
production from natural gas and oil properties owned by Production declines as reserves are depleted. Except
to the extent Production conducts successful exploration and development activities or acquires additional
properties containing proved reserves, or both, the proved reserves of Production will decline as reserves are
produced. For further discussion of our reserves, see Part II, Item 8, Financial Statements and Supplementary
Data, Note 28.

Wells and Acreage

The following table details Production’s gross and net interest in developed and undeveloped onshore,
offshore, coal seam and international acreage at December 31, 2002. Any acreage in which Production’s
interest is limited to owned royalty, overriding royalty and other similar interests is excluded.

Developed Undeveioped Total
Gross™” Net®? Gross'" Net® Gross'” Net®

United States
Onshore . ............ 1,142 805 445,427 1,278,683 928,135 2,421,488 1,373,562
Offshore............. 626,705 407,121 1,026,358 952,736 1,653,063 1,359,857
Coal Seam .......... 217,412 119,674 1,204,020 781,462 1,421,432 901,136
Total ........... 1,986,922 972,222 3,509,061 2,662,333 5,495,983 3,634,555

International
Australia .. .......... — — 1,770,364 677,350 1,770,364 677,350
Bolivia.............. — — 154,840 19,355 154,840 19,355
Brazil............... — — 6,757,164 4,690,446 6,757,164 4,690,446
Canada ............. 338,971 174,533 881,353 698,905 1,220,324 873,438
Hungary ............ — — 568,100 568,100 568,100 568,100
Indonesia............ — — 1,213,170 378,397 1,213,170 378,397
Turkey.............. — — 4,047,508 2,023,754 4,047,508 2,023,754
Total ............. 338,971 174,533 15,392,499 9,056,307 15,731,470 9,230,840

Worldwide Total ... 2,325,893 1,146,755 18,901,560 11,718,640 21,227,453 12,865,395

) Gross interest reflects the total acreage we participated in, regardless of our ownership interests in the acreage.
@) Net interest is the aggregate of the fractional working interest that we have in our gross acreage.

The U.S. domestic net developed acreage is concentrated primarily in the Gulf of Mexico (42 percent),
Oklahoma (15 percent), Utah (14 percent), Texas (12 percent), and Louisiana (10 percent). Approximately
20 percent, 21 percent and 12 percent of our total U.S. net undeveloped acreage is held under leases that have
minimum remaining primary terms expiring in 2003, 2004 and 2005. During 2002, we sold approximately
421,316 net developed and 887,391 net undeveloped acres primarily in Colorado, Texas, Utah and western
Canada as a result of our efforts to enhance our liquidity position.
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The following table details Production’s working interests in onshore, offshore, coal seam and
international natural gas and oil wells at December 31, 2002:

Productive Productive Total Number of
Natural Gas Wells Otl Wells Productive Wells Wells Being Drilled
GrossV Net'? Gross™  Net® Gross™  Net? Gross'! Net®
United States
Onshore ........... 1,937 1,502 335 257 2,272 1,759 47 36
Offshore........... 386 167 93 36 479 203 11 9
Coal Seam......... 1,756 1,001 — = 1,756 1,001 _6 4
Total.......... 4,079 2,670 ﬁ 2& 4,507 2,963 @ 4_9
International
Canada............ 267 170 135 77 402 247 6 5
Other ............. 1 1 _— _— 1 1 - -
Total.......... 268 171 135 71 403 248 6 5
Worldwide Total .. 4,347 2,841 563 370 4910 3,211 70 54

) Gross interest reflects the total number of wells we participated in, regardless of our ownership interests in the wells.
2) Net interest is the aggregate of the fractional working interest that we have in our gross wells.

During 2002, as a result of our efforts to enhance our liquidity position, we sold approximately 2,055 net
wells located primarily in Colorado, Texas, Utah and western Canada.

The following table details Production’s exploratory and development wells drilled during the years 2000
through 2002:

Net Exploratery Net Development
Welis Drilled Wells Drilied

2002 2001 2000 2002 2001 2000

United States

Productive. ... ... .. . 15 17 16 523 449 424
Dy 10 8 17 _9 23 18
Total ... e 25 25 33 532 472 442
Canada
Productive . . ... i 18 21 3 5 38 10
DIy e 27 35 3 13 1
Total ... 45 56 6 6 41 11
Other Countries‘"
Productive. .. ... .. ... 1 — — — — —
DI'y ........................................... _1 _9 _1 _— _1 —
Total .. _2 _9 _1 i _1 _—
Worldwide
Productive. . ... ... .. 34 38 19 528 487 434
Dry 38 52 21 10 27 19
Total ... 72 90 40 538 514 453

) Includes international operations in Australia, Brazil, Hungary, Turkey and Indonesia.

The information above should not be considered indicative of future drilling performance, nor should it be
assumed that there is any correlation between the number of productive wells drilled and the amount of
natural gas and oil that may ultimately be recovered.
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Net Production, Sales Prices, Transportation and Production Costs

The following tables detail Production’s net production volumes, average sales prices received, average
transportation costs, average production costs and production taxes associated with the sale of natural gas and

oil for each of the three years ended December 31:

Net Production Volumes
United States
Natural Gas (Bef) .. .o
Oil, Condensate and Liquids (MMBbIs) ....................
Total (Befe) ... o
Canada
Natural Gas (Bef) ...
Oil, Condensate and Liquids (MMBbls) ....................
Total (Befe) ..o
Worldwide
Natural Gas (Bef) ..o
Qil, Condensate and Liquids (MMBbIs) . ...................
Total (Befe) ..o

Natural Gas Average Sales Price (per Mcf) "
United States
Price excluding hedges .. ....... ... . . L
Price including hedges ........ ... . ... . i,
Canada
Price excluding hedges .. ........ ... ... ..
Price including hedges ............ ... ..o i
Worldwide
Price excluding hedges .. ........ ... ... ... ..
Price including hedges .......... ... . ... ..o il

Oil, Condensate, and Liquids Average Sales Price (per Bbl) )
United States
Price excluding hedges .. ....... ... . il
Price including hedges ........... ... ... L
Canada
Price excluding hedges .. ... ... ... ... . i it
Price including hedges ......... ... ... i
Worldwide
Price excluding hedges . . ........... . ... ... L.
Price including hedges . ........ ... .. .. o il

M Prices are stated before transportation costs.
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2002 2001 2000
470 552 516
17 13 12
569 634 586
17 13 1

l 1 —

23 17 1
487 565 517
18 14 12
592 651 587

$ 319 $426 $ 397
$ 364 $357 §$273
$28 §$28 § 427
$284 $ 285 $427
$ 316 $423 $397
$ 361 $35 $273
$21.38  $23.08 $28.39
$21.28  $22.39  $21.97
$21.56 $1768 § —
$21.55 §$1852 § —
$21.39  $22.87  $28.39
$21.30  $22.24  $21.97



2002 2001 2000

Average Transportation Cost (per Mcfe)
United States

Natural gas ... $ 018 $01t $0.11

Oil, condensate and liquids ............ ... .. .. i, $097 $057 §$0.15
Canada

Natural gas .. ..o e $019 %017 $0.17

Oil, condensate and liquids ................. ... ... ..., $039 $026 $§ —
Worldwide '

Natural gas .. ..ot $018 $ 012 $o0.11

Oil, condensate and liquids ........... ... ... ... ... $093 3056 §$015

Average Production Cost and Production Taxes (per Mcfe) ("
United States

Average Production Cost . ....... ... i $050 §$051 $041

Average Production Taxes .............. oo, $ 008 $014 $0.12
Canada : L

Average Production Cost ........................... PO $08 $074 $0.66
Worldwide ’

Average Production Cost . ........... e S $051 $052 $ 041

Average Production Taxes ..., $008 $014 So0.12

' Production costs include direct lifting costs (labor, repairs and maintenance, materials and supplies) and the administrative costs of
field offices, insurance and property and severance taxes.

Acquisition, Development and Exploration Expenditures

The following table details information regarding Production’s costs incurred in its development,
exploration and acquisition activities for each of the three years ended December 31:

2002 2001 2000
(In millions)

United States
Acquisition Costs:

Proved ... $ 362 $ 91 $ 201
Unproved . ... e 29 44 171
Development CostS .. ... ouit i e 1,520 1,529 1,229
Exploration Costs:
Delay Rentals . ...t 7 14 12
Seismic Acquisition and Reprocessing .................... 35 37 64
Drlling . . oo ve 204 126 214
Total ..o e $2,157 $1,841  $1,891
Canada
Acquisition Costs:
Proved ... . o $ 6 $ 232 § 3
Unproved .. ..oooi i e e 7 16 6
Development Costs .. ...t i e 80 105 69
Exploration Costs:
Seismic Acquisition and Reprocessing .................... 21 10 10
Drilling . ..o e 49 9 32
Total .o e $ 163 8§ 372 § 120
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2002 2001 2000

(In millions)
Other Countries”
Acquisition Costs:

Proved ... $§ — $ — 5 —
Unproved . ...t e 10 26 —
Development Costs ... ...ooiviiiiiii i 3 14 —
Exploration Costs:
Seismic Acquisition and Reprocessing . ................... 34 6 18
Drilling . ..o 24 97 17
Total . § 71 $ 143 § 35
Worldwide
Acquisition Costs:
Proved ...t e $ 368 § 323 § 204
Unproved ... ..o e 46 86 177
Development Costs . ... .ottt 1,603 1,648 1,298
Exploration Costs:
DelayRentals ... 7 14 12
Seismic Acquisition and Reprocessing . ................... 90 53 92
Drilling . ... e 271 232 263
Total ..o $2,391  $2,356  $2,046

M Includes international operations in Australia, Brazil, Hungary, Indonesia and Turkey.

The table below details approximate amounts spent to develop proved undeveloped reserves that were
included in our reserve report as of January 1 of each year:

Cost to Develop Proved Undeveloped Reserves 2002 2001 2000
(In millions)

United States . ... oottt $482  $559  $286

Canada ... e e e 11 17 24

Total $493  $576  $310

Regulatory and Operating Environment

Production’s natural gas and oil activities are regulated at the federal, state and local levels, as well as
internationally by the countries around the world in which Production does business. These regulations
include, but are not limited to, the drilling and spacing of wells, conservation, forced pooling and protection of
correlative rights among interest owners. Production is also subject to governmental safety regulations in the
jurisdictions in which it operates.

Production’s domestic operations under federal natural gas and oil leases are regulated by the statutes and
regulations of the U.S. Department of the Interior that currently impose liability upon lessees for the cost of
environmental impacts resulting from their operations. Royalty obligations on all federal leases are regulated
by the Minerals Management Service, which has promulgated valuation guidelines for the payment of
royalties by producers. Production’s international operations are subject to environmental regulations
administered by foreign governments, which include political subdivisions and international organizations.
These domestic and international laws and regulations relating to the protection of the environment affect
Production’s natural gas and oil operations through their effect on the construction and operation of facilities,
drilling operations, production or the delay or prevention of future offshore lease sales. We believe that our
operations are in material compliance with the applicable requirements. In addition, we maintain insurance on
behalf of Production for sudden and accidental spills and oil pollution liability.
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Production’s business has operating risks normally associated with the exploration for and production of
natural gas and oil, including blowouts, cratering, pollution and fires, each of which could result in damage to
life or property. Offshore operations may encounter usual marine perils, including hurricanes and other
adverse weather conditions, governmental regulations and interruption or termination by governmental
authorities based on environmental and other considerations. Customary with industry practices, we maintain
insurance coverage on behalf of Production with respect to potential losses resulting from these operating
hazards.

Markets and Competition

Our Production segment primarily sells its natural gas to third parties through our Merchant Energy
segment at spot market prices. As a result of our plan to exit the energy trading business announced in
November 2002, our Production segment is currently evaluating how it will sell its production in the future,
Alternatives being considered include whether to cancel its agreement with Merchant Energy and assume
responsibility for natural gas sales to third parties or enter into new marketing agreements with third parties
engaged in the marketing of natural gas. Production sells its natural gas liquids at market prices under monthly
or long-term contracts and its oil production at posted prices, subject to adjustments for gravity and
transportation. Production also engages in hedging activities on its natural gas and oil production to stabilize
its cash flows and reduce the risk of downward commodity price movements on sales of its production. This is
achieved primarily through natural gas and oil swaps. Under our hedging program, we may hedge up to
50 percent of our anticipated production for a rolling 12-month forward period.

The natural gas and oil business is highly competitive in the search for and acquisition of additional
reserves and in the sale of natural gas, oil and natural gas liquids. Production’s competitors include major and
intermediate sized natural gas and oil companies, independent natural gas and oil operations and individual
producers or operators with varying scopes of operations and financial resources. Competitive factors include
price, contract terms and quality of service. Ultimately, our future success in the production business will be
dependent on cur ability to find or acquire additional reserves at costs that allow us to remain competitive.

Field Services Segment

Cur Field Services segment provides customers with wellhead-to-mainline services, including natural gas
gathering, products extraction, fractionation, dehydration, purification, compression and transportation of
natural gas and NGL. It also provides well-ties and real-time information services, including electronic
wellhead gas flow measurement.

Field Services’ assets include natural gas gathering and NGL pipelines, treating, processing and
fractionation facilities, in the south Texas, Louisiana, Mid-Continent and Rocky Mountain regions.

El Paso Energy Partners Company, a subsidiary in our Field Services segment serves as the sole general
partner of El Paso Energy Partners. We currently own 26.5 percent, or 11,674,245 of the partnership’s
common units and the one percent general partner interest. The remaining 73.5 percent of the common units
of the limited partnership are owned by public unit holders (including small amounts owned by the general
partner’s management and employees), none of which exceeds a 10 percent ownership interest. Field Services
also owns all 125,392 of the outstanding Series B preference units and all 10,937,500 of the outstanding
Series C units issued in November 2002, which are non-voting. Our overall voting interest in El Paso Energy
Partners is 26.5 percent.

As the general partner, Field Services manages the partnership’s daily operations. Employees of Field
Services perform all of the limited partnership’s administrative and operational activities under a general and
administrative services agreement or, in some cases, separate operational agreements. El Paso Energy Partners
contributes to our income through our general partner interest and our ownership of common and preference
units. We do not have any loans to or from El Paso Energy Partners. In addition, we have not provided any
guarantees, either monetary or performance, on behalf of or for the benefit of El Paso Energy Partners nor do
we have any other liabilities other than those arising in the normal course of business or those arising out of
our role as the general partner in El Paso Energy Partners.
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El Paso Energy Partners provides a capital-efficient means of expanding our midstream business, and
through our general partner relationship, we have used the partnership as our primary means of growth of our
midstream natural gas business. El Paso Energy Partners manages a balanced, diversified portfolio of interests
and assets related to the midstream energy sector, which includes:

» offshore oil and natural gas pipelines, platforms, processing facilities and other energy infrastructure in
the Gulf of Mexico, primarily offshore Louisiana and Texas;

 onshore natural gas pipelines and processing facilities in Alabama, Colorado, Louisiana, Mississippi,
New Mexico and Texas;

e onshore NGL pipelines and fractionation facilities in Texas; and
= onshore natural gas and NGL storage facilities in Mississippi, Louisiana and Texas.

We enter into transactions with El Paso Energy Partners in the normal course of business for the
purchase of natural gas and for services such as transportation and fractionation, storage, processing and other
types of operational services. For a further discussion of these activities and the impact of El Paso Energy
Partners on our Field Services operations, see Part II, Item 7, Management’s Discussion and Analysis of
Financial Condition and Results of Operations.

The following tables provide information on Field Services’ natural gas gathering and transportation
facilities, its processing facilities and the facilities of its equity method investees:

As of December 31, 2002

Miles of Throughput Average Throughput
Gathering & Treating Pipeline Capacity 2002 2001 2000
(MMcfes/d) (BBtue/d)
El Paso Field Services ..........oovivirvrninn.. 4,048 1,563 3,023 6,109 3,868
El Paso Energy Partners™® . ... ... .............. 15,764 10,345 6,686V 1,946 1,714
As of
December 31,
2002 Average Natural Gas
" Inlet Average Inlet Velume Liquids Sales
Processing Plants Capacity 2002 2001 2000 2002 2001 2000
(MMcfe/d) (BBtue/d) (Mgal/d)
El Paso Field Services. .. 4911 3,920 4,360 2,930 6,635 7,122 4,664
El Paso Energy
Partners® . .......... 950 729 — — 266 — —

% During 2002, we sold a number of assets to El Paso Energy Partners including gathering and processing assets in the San Juan Basin of
New Mexico and our Texas midstream assets, most of which we acquired in December 2000.

) The increase in activity from 2000 to 2001 is a result of our acquisition of PG&E’s Texas Midstream operations in December 2000.

) All volumetric information for El Paso Energy Partners reflects 100 percent of El Paso Energy Partners’ interest. Mileage and
volumetric information have not been reduced to reflect our net ownership.

Regulatory Environment

Some of Field Services’ operations are subject to regulation by the FERC in accordance with the Natural
Gas Act of 1938 and the Natural Gas Policy Act of 1978. Each entity subject to the FERC’s regulation
operates under separate FERC approved tariffs with established rates, terms and conditions of service.

Some of Field Services’ operations are also subject to regulation by the Railroad Commission of Texas
under the Texas Utilities Code and the Common Purchaser Act of the Texas Natural Resources Code. Field
Services files the appropriate rate tariffs and operates under the applicable rules and regulations of the
Railroad Commission.
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In addition, some of Field Services’ operations, owned directly or through equity investments, are subject
to the Natural Gas Pipeline Safety Act of 1968, the Hazardous Liquid Pipeline Safety Act and various
environmental statutes and regulations. Each of the pipelines has continuing programs designed to keep the
facilities in compliance with pipeline safety and environmental requirements, and Field Services believes that
these systems are in material compliance with the applicable requirements.

Markets and Competition

Field Services competes with major interstate and intrastate pipeline companies in transporting natural
gas and NGL. Field Services also competes with major integrated energy companies, independent natural gas
gathering and processing companies, natural gas marketers and oil and natural gas producers in gathering and
processing natural gas and NGL. Competition for throughput and natural gas supplies is based on a number of
factors, including price, efficiency of facilities, gathering system line pressures, availability of facilities near
drilling activity, service and access to favorable downstream markets.

Merchant Energy Segment

Our Merchant Energy segment consists of three primary divisions: global power, petroleum and energy
trading.

Global Power

Our global power division includes the ownership and operation of domestic and international power
generation facilities. Our commercial focus in the power generation business has been to either develop
projects in which new long-term power purchase agreements allow for an acceptable return on capital, or to
acquire projects with existing attractive power purchase agreements. Under this strategy, we have become a
significant U.S.-based independent power generator and currently own or have interests in 88 power plants in
18 countries. These plants represent 20,665 gross megawatts of generating capacity, 72 percent of which is sold
under power purchase or tolling agreements with terms in excess of five years. Of these facilities, 60 percent
are natural gas fired, 11 percent are geothermal and the remaining 29 percent use coal or NGL as fuel or are
hydroelectric plants. As part of our 2003 Operational and Financial Plan, we have announced the planned
sales of some of these power generation assets. Most of our power plants are partially owned by us through
either a direct equity investment or through our unconsolidated affiliates, Chaparral Investors, L.L.C. (Chaparral)
and Gemstone. As of December 31, 2002, we had a direct investment in the following power plants:

El Paso
Gross Ownership
Project Megawatts)  Interest
(Percent)
Aguaytia Energy . ... o 155 24
Bastrop Company, LLC ... ... .. e e 534 50
Berkshire Power Company LL.C.%D .. ... ... ... ... ... ........... 261 25
CAPSA/CAPEX .. . e 650 27
CDECCA Y 62 50
CE Generation .. ... ... . . 823 50
O AN A .\ oottt et e 2,302 12
Eagle Point Cogeneration Partnership® .. ... ... ... .. ... ... .......... 233 84
East Asia POWeET . ...t i 236 46
EGE Fortuna .. ..o e e e e e 300 25
BEGE tabo . ..o 513 25
Enfield Power. ... ... i 378 25
Fauji Kabirwala . ... ... e 157 42

1) Gross megawatts represent tested generating capacity of these facilities.
) Chaparral also owns an interest in these projects.
) These projects were sold in 2003.
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El Paso

Gross Ownership
Project Megawatts'”  Interest
- (Percent)
Habibullah Power ... ... . 136 50
Kladno Power™® .. . . 365 18
Korea Independent Energy Corporation ..o, 1,720 50
Manaus® .. 238 100
MASSPOWER™ .. 270 18
Meizhou Wan Generating . ... ..., 734 25
Mid-Georgia Cogeneration . ... ........uuiviun e, 308 50
Midland Cogeneration Venture ..........oouuiuinnirenenennnnnann 1,575 44
Milford Power Company™®@® . 540 25
Nejapa Power ... 144 87
PPN e 325 26
Rio Negro® . 158 100
Saba Power Company . . ... ... i i 128 93
Sengkang . ... 135 48
OtheT PrOJECTS « oottt e e 1,271 various

Total .. e 14,651

Gross megawaltts represent tested generating capacity of these facilities.
These projects were sold in 2003.

Gemstone also owns an interest in these projects.

Chaparral also owns an interest in these projects.

This plant is under construction.

We conduct a significant portion of our domestic power activity through our investment in Chaparral. At
December 31, 2002, we owned 20 percent of Chaparral, and Limestone Electron Trust (Limestone), an
unrelated party capitalized by private equity and debt, owned the remaining 80 percent. Limestone is
controlled by investment affiliates of Credit Suisse First Boston Corporation. In March 2003, we notified
Limestone that we will exercise our right under the partnership agreements to acquire all of the outstanding
third party equity in Limestone. On March 17, 2003, we contributed $1 billion to Limestone in exchange for a
non-controlling interest. Limestone used the proceeds from the contribution to pay off $1 billion of the
Limestone notes that matured on that date. Following our additional investment of $1 billion in Limestone,
our effective ownership of Chaparral increased to approximately 90 percent, but neither our rights nor the
rights of Limestone to participate in the operating decisions of Chaparral changed. As a result, we continue to
account for our investment in Chaparral as an equity investment. We will consolidate Chaparral upon the
purchase of the remaining third party equity interest in Limestone, which we expect to occur in May 2003.

Chaparral was formed during 1999 to obtain low-cost financing to fund the growth of our unregulated
domestic power generation and related businesses. During 2002, Chaparral’s primary focus was on
restructuring power contracts. A power contract restructuring is accomplished typically by amending an
above-market power contract that requires delivery of power from a dedicated power plant and replacing it
with low-cost power obtained from the market. Chaparral also operates power plants whose contracts have
been previously restructured on a merchant basis, which means that these plants operate and sell power to the
wholesale market in periods where power prices are high enough that it is economical to do so. Through
Chaparral, we have investments in 34 U.S. power generation facilities with a total generating capacity of
approximately 5,592 gross megawatts. Most of Chaparral’s plants provide power under long-term contracts.
We serve as the manager of Chaparral under a management agreement that expires in 2006, and we were paid
a management fee for the services we performed under this agreement through the end of 2002. This fee was
based on how well we performed as the manager of Chaparral, and was determined by evaluating the present
value of the portfolio of power assets held by Chaparral. Our management fee is subject to the approval of our
joint venture partner annually. In 2002, the management fee was $205 million consisting of a $185 million
performance fee plus a $20 million annual cost reimbursement. We will not earn a fee from Chaparral in 2003.
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As of December 31, 2002, Chaparral owned or had interests in the following power plants:

Chaparral
Gross Ownership
Project Megawatts  Interest
——— (Percent)
Berkshire Power Company L.L.C.%® ... ... ... . ... ... ... .. ... ...... 261 31
Cambria Cogen Company, G.P....... ... ... i, 80 100
CDECCA Y L 62 50
Dartmouth Power Associates, L.P. . ...... ... ... . ... ... ... ... .. ... 68 100
Eagle Point Cogeneration Partnership® ... ... ... ... ... .......... 233 16
East Coast Power L.LL.C.Y) ... ... ... ... 1,131 82
El Paso Golden Power, LL.C.% . ... .. .. .. ... . 435 32
Front Range ™ . ... .. .. . 500 50
Juniper Generation, LL.C.®) . ... ... ... ... .. ... 682 25
Linden 6 Expansion. ... ... ... i 169 99
MASSPOWER® L. 270 33
Milford Power Company @™ . 540 70
Nevada Cogeneration Associates #1......... ... ... ....cciviiin... 85 50
Newark Bay Cogeneration Partnership LP. ......................... 147 100
Orlando CoGen Limited, L.P. ... ... ... .. i, 115 50
Pawtucket Power Associates L.P. ..... ... . ... ... ... .. .l 69 100
Prime Energy Limited Partnership .............. ... ... .. ... ..... 52 S0
San Joaquin CoGen L.L.C. ... .. ... i i i 48 100
Vandolah. ... ... 645 100
Total o 5,592

) Gross megawatts represent the tested generating capacity of these facilities.
2 We also own a direct interest in these projects.

©® These project companies own interests in multiple plants.

) These plants are under construction.

Internationally, our focus has been on building and acquiring energy infrastructure in developed
economies, and to a lesser degree in selected emerging markets. Qur primary areas of focus historically have
included Brazil, Europe and Asia. We principally conduct our Brazilian development activities within an
investment that we refer to as Gemstone. We own approximately 50 percent of Gemstone, and Gemstone
Investors, an uunrelated party capitalized by private equity (Rabobank International) and debt, owns the
remaining 50 percent. Gemstone Investor Limited also indirectly purchased preferred interests in two of our
consolidated power projects in Brazil. The Gemstone structure owns or has interests in five Brazilian power
generation facilities with a total generating capacity of approximately 2,184 gross megawatts. We serve as the
manager of Gemstone under a management agreement that expires in 2004, under which we are paid a fee
that reimburses us for the cost to provide the management services, which cannot exceed $2 million on an
annual basis. Cur activities as manager of Gemstone include:

° management of the operations and commercial activities of the facilities;
e project financings, sales and acquisitions; and

e daily administration activities of accounting, tax, legal and treasury functions.
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As of December 31, 2002, Gemstone owned or had interests in the following power plants:

Project

Porto Velho®

ATAUCATIA .ot ittt ittt et e e ettt e e e e e

Rio Negro

ManaUS . oo e

(0

Gross megawatts represent the tested generating capacity of these facilities.

@ The second phase of this project is under construction.
©) These are consolidated power projects in which Gemstone owns a preferred ownership interest.

Gemstone

Gross Ownership
Megawatts'! Interest
895 100%

409 50%
484 60%

158 &

238 @

2,184

Rabobank International, the third party investor in Gemstone, has the right to remove us as manager of
Gemstone. In January 2003, Rabobank notified us that it planned to remove us as manager. We retained our
management rights by agreeing to purchase Rabobank’s $50 million of equity in Gemstone on or before
April 17, 2003. We will consolidate Gemstone, its related power plants and its debt on the purchase date,
unless we replace Rabobank with another partner.

For a further discussion of both Chaparral’s and Gemstone’s activities, see Part I1, Item 7, Management’s
Discussion and Analysis of Financial Condition and Results of Operations and Part II, Item 8, Financial
Statements and Supplementary Data, Note 26.

Detailed below are our power generation projects, by region (segregated by those that are consolidated
and those that are not) as of December 31, 2002:

Consolidated Power Projects

North America
East Coast
South America

Asia
Central America

Europe

O

Project Status

Operational ..................
Operational ..................
Operational ..................
Operational ..................

Operational ..................

Gross megawatts represent the tested generating capacity of these facilities.

(& Net megawatts represent our net ownership in the facilities.
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Number of Gross Net
Facilities Megawatts') Megawatts®
4 429 429
2 396 396
2 108 95
1 144 125
1 69 35
10 1,146 1,080




Unconsolidated Power Projects

Number of Gross Net
Region Project Status Facilities Megawatts" Megawatts'®
North America

East Coast QOperational . . ............... 20 4,050 2,891
Under Construction. . ........ 1 540 513
Central Operational. ................ 3 2,309 1,052
Under Construction.......... 1 500 250
West Coast Operational. . ............... 25 1,363 514
South America Operational. ................ 6 4,698 1,780
Under Construction.......... 1 197 99
Asia Operational. . ............... 13 4,023 1,842
Central America Operational . . ............... 5 1,046 294
Under Construction.......... 1 50 11
Europe Operational ... .............. 2 743 _ 159
Total ... . 78 19,519 9,405

() Gross megawatts represent the tested generating capacity of these facilities.
@) Net megawatts represent our net ownership in the facilities.

Petroleum

In February 2003, we announced our intent to sell substantially all of our petroleum business (with the
exception of our Aruba refinery) since it is not core to our primary natural gas business. In addition, we also
announced our intent to minimize our invelvement in a developing LNG business because the significant
capital and credit requirements associated with this business were in excess of our current financial capacity.

Our existing petroleum division: (i) owns or has interests in four crude oil refineries and five chemical
production facilities; (ii) has petroleum terminalling and related marketing operations; and (iii) has blending
and packaging operations that produce and distribute a variety of lubricants and automotive related products.
Of the four refineries we own, we operate three of them. The three refineries we operate have a throughput
capability of approximately 438 MBbls of crude oil per day to produce a variety of gasolines, diesel fuels,
asphalt, industrial fuels and other products. Our chemical facilities have a production capability of 3,800 tons
per day and produce various industrial and agricultural products.

In 2002, our refineries operated at 64 percent of their average combined capacity, at 70 percent in 2001
and at 93 percent in 2000. The aggregate sales volumes at our wholly owned refineries were approximately
110 MMBDbIs in 2002, 131 MMBbIs in 2001 and 182 MMBDbIs in 2000. Of our total refinery sales in 2002,
38 percent was gasoline, 41 percent was middle distillates, such as jet fuel, diesel fuel and home heating oil,
and 21 percent was heavy industrial fuels and other products.

The following table presents average daily throughput and storage capacity at our wholly owned refineries
at December 31:

Average At December 31,
Daily 2002
Throughput Daily Storage
Refinery Lecation 2002 2001 2669  Capacity Capacity
(In MBbls)

Aruba Aruba ....... .. ... o 146 178 229 280 15,320
Eagle Point Westville, New Jersey ........... 127 118 143 140 8,492
Corpus Christi'"’  Corpus Christi, Texas............ — 38 9 — —
Mobile Mobile, Alabama ............... 9 10 12 18 600
Total ... 282 344 483 438 24 412

() In June 2001, we leased our Corpus Christi refinery to Valero Energy Corporation for 20 years. In February 2003, Valero exercised its
option to purchase the plant and related assets. These volumes only reflect those produced prior to our lease of the facilities.
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Our chemical plants produce agricultural fertilizers, gasoline additives and other industrial products from
facilities in Nevada, Oregon and Wyoming. The following table presents sales volumes from our wholly owned
chemical facilities in the U.S. for each of the three years ended December 31:

2002 2001 2000

(MiTons)
Industrial .. ... . 512 492 547
Agricultural ... ... . e 380 378 389
Gasoline additives . ... i 199 173 214
Total .. e 1,091 1,043 1,150

Since January 2003, we have sold the majority of our interests in our Florida petroleum terminals, our tug
and barge operations, our leasehold crude business and asphalt operations and all of our interests in the Corpus
Christi refinery. We expect to sell the rest of the assets associated with our petroleum business in 2003, with
the exception of the Aruba refinery.

Our LNG business contracts for LNG terminalling and regasification capacity, coordinates short and
long-term LNG supply deliveries and, prior to our announced intent to minimize our involvement in this
business, was developing an international LNG supply, marketing and infrastructure business. As of
December 31, 2002, our LNG business had contracted for 163 Bcf per year of LNG regasification capacity at
the Elba Island location in Georgia, which is contracted through 2023.

We have contracted for 103 Bef per year of LNG supplies at market sensitive prices, under the terms of a
long-term Caribbean supply agreement. Initial deliveries under this agreement are scheduled to commence in
June 2003. In May 2002, we received final approval from the Norwegian and United States governments for
an LNG purchase and sale agreement signed in October 2001 with Snghvit, which is a consortium of natural
gas production companies led by Statoil ASA. In the fourth quarter of 2002, we completed a sale of our
position in the LNG purchase and sale agreement and an assignment of our capacity rights at the Cove Point
LNG regasification facility to Statoil for $210 million.

During 2001 and 2002, we contracted to charter four LNG tankers, with an option to charter a fifth ship,
to transport LNG from supply areas to domestic and international market centers. In February 2003, following
our announced plan to minimize our involvement in the LNG business, we entered into various agreements
with the ship owners under which all four of the ship charters and our option for chartering the fifth ship were
cancelled in consideration of payments by us totaling $24 million. On two of the ship charters, the ship owners
assumed responsibility for the charter of those vessels, and we paid $20 million for the capital costs associated
with fitting those two ships with regasification capabilities. In connection with transferring the chartering
responsibilities back to the ship owners, we agreed to provide letters of credit, fully collateralized by cash,
equal to $120 million that could be drawn on by the ship owners. These letters of credit are intended to cover
additional capital costs and any shortfalls in the rates at which they are able to charter the vessels, compared
to the rates provided for in the original charter agreements, as adjusted for capital costs we have already paid.
In the event that the ship owners are able to charter the ships at rates in excess of the original rates, as
adjusted, we will share in the benefits. We also retained rights to charter some of the vessels for our use in
potential future LNG activities. In connection with these transactions, our future exposure to the ship
arrangements is limited to $120 million. We also transferred our interest in our Baja LNG development
project to an unaffiliated third party in connection with these transactions. We are exploring our options with
respect to the remainder of our LNG business, including the sales of assets and supply and sales contracts, and
participating in joint ventures that would use our Energy Bridge technology (technology which uses
regasification capability on board the LNG transport ships in combinaticn with or instead of using land-based
facilities).

Energy Trading

At the beginning of 2002, we were one of the largest energy marketers in North America. Our trading
activities included providing both short and long-term supplies of energy commodities to a broad range of

23



wholesale customers worldwide. We traded natural gas, power, crude oil, other energy commodities and
related financial instruments in North America and Europe and provided pricing and valuation analysis for the
entire Merchant Energy segment. Detailed below is our marketed and traded energy commodity sales volumes
that were settled during each of the three years ended December 31:

Volumes 2002 2001 2000
Physical
Natural gas (BBtu/d) ...... ..., 11,879 9,230 7,768
Power (MMWh) ... .. .. .. . . . 469,477 217,387 115,303
Financial settlements (BBtue/d) ......................... 188,467 143,095 98,630

Due to deterioration of the energy trading environment, we decided in November 2002 to exit the energy
trading business and pursue an orderly liquidation of our trading portfolio. We anticipate this liquidation will
continue through 2004. Our liquidation strategy is intended to:

e maximize cash flow from the trading portfolio;

o reduce our risk in an uncertain environment; and

o avoid inefficient sales of the portfolio in the current distressed environment.

We will execute this strategy in several ways, including:

o negotiating early settlements pursuant to contractual terms with counterparties;

o actively pursuing the sales of transactions or the entire portfolio with third parties;
o matching and transferring offsetting positions with different counterparties;

= transferring activities to other El Paso segments or divisions; and

e liquidating through scheduled settlements.

In late 2002, we began actively liquidating our trading portfolio. As of December 31, 2002, we had
approximately 40,000 transactions to be settled in the future. Included in our portfolio at that time was
approximately 4.4 Bcf/d of natural gas transportation capacity and natural gas storage rights of approximately
125 Bef. As of December 31, 2002, we had contracted to sell 2.1 Bcf/d of this transportation capacity and
70 Bef of those gas storage rights. Additionally, in the first quarter of 2003, we sold our European natural gas
trading portfolio and completed the liquidation of all of our open trading positions in Europe. We are
continuing to work with numerous counterparties to liquidate the remainder of our portfolio through 2004.

Historically, our energy trading division purchased a significant portion of the Production segment’s
natural gas production and a smaller amount of the Field Services segment’s natural gas and NGL volumes, as
well as power generated from the global power division’s merchant power plants. These purchases comprised
approximately 20 percent and 1 percent of the energy trading division’s 2002 natural gas and power volumes
included in the above table. With our announcement that we will exit the trading business, these affiliated
activities are being evaluated to determine if they should be assumed by the individual segment or whether
each segment will separately contract for those services with third parties that are actively engaged in that
business.

Regulatory Environment

Merchant Energy’s domestic power generation activities are regulated by the FERC under the Federal
Power Act with respect to its rates, terms and conditions of service. In addition, exports of electricity outside
of the U.S. must be approved by the Department of Energy. Merchant Energy’s cogeneration power
production activities are regulated by the FERC under the Public Utility Regulatory Policies Act (PURPA)
with respect to rates, procurement and provision of services and operating standards. [ts power generation and
refining, chemical and petroleum activities are also subject to federal, state and local environmental
regulations. We believe that our operations are in material compliance with the applicable requirements.
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Merchant Energy’s foreign operations are regulated by numerous governmental agencies in the countries
in which these projects are located. Many of the countries in which Merchant Energy conducts and will
conduct business have recently developed or are developing new regulatory and legal structures to
accommodate private and foreign-owned businesses. These regulatory and legal structures and their
interpretation and application by administrative agencies are relatively new and sometimes limited. Many
detailed rules and procedures are yet to be issued, and we expect that the interpretation of existing rules in
these jurisdictions will evolve over time. We believe that our operations are in material compliance with all
environmental laws and regulations in the applicable foreign jurisdictions.

Markets and Competition

During 2002, Merchant Energy’s activities served over 2,200 suppliers and 3,800 customers around the
world.

Merchant Energy’s businesses operate in a highly competitive environment. Its primary competitors
include:

o affiliates of major oil and natural gas producers;

» multi-national energy infrastructure companies;

o large domestic and foreign utility companies;

» affiliates of large local distribution companies;

- affiliates of other interstate and intrastate pipelines;

« independent energy marketers and power producers with varying scopes of operations and financial
resources; and

« independent refining and chemical companies.

Merchant Energy competes on the basis of price, operating efficiency, technological advances, experience
in the marketplace and counterparty credit. Each market served by Merchant Energy is influenced directly or
indirectly by energy market economics.

Many of Merchant Energy’s power generation facilities sell power pursuant to long-term agreements with
investor-owned utilities in the U.S. The terms of its power purchase agreements for its facilities are such that
Merchant Energy’s revenues from these facilities are not significantly impacted by competition from other
sources of generation. The power generation industry is rapidly evolving and regulatory initiatives have been
adopted at the federal and state level aimed at increasing competition in the power generation business. As a
result, it is likely that when the power purchase agreements expire, these facilities will be required to compete
in a significantly different market in which operating efficiency and other economic factors will determine
success. Merchant Energy is likely to face intense competition from generation companies as well as from the
wholesale power markets.

As a part of our strategy to exit the energy trading business, we will seek to sell a portion or all of our
trading price risk management assets and liabilities to other energy marketers or financial institutions which
engage in energy trading activities. With the deterioration of the profitability and credit standing of entities in
the energy trading business, many industry participants have announced their decision to exit the energy
trading business. We may face competition for limited resources in liquidating our trading price risk
management assets and liabilities from these other energy trading companies, and this competition may
impact the amounts we will be able to realize through our liquidation efforts.

Corporate and Other Operations

Through our corporate group, we perform management, legal, accounting, financial, tax, consulting,
administrative and other services for our operating business segments. The costs of providing these services are
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allocated to our business segments. Our telecommunications business and discontinued operations, including
coal and retail, are also included in Corporate and Other Operations.

Telecommunications

QOur on-going telecommunication business, which we conduct through our subsidiary, El Paso Global
Networks, focuses on providing Texas-based metro transport services and collocation and cross-connect
services in Chicago. Cur Texas-based metro transport services business provides bandwidth transport services
to wholesale and commercial customers in Austin, San Antonio, Dallas, Ft. Worth and Houston. Our
collocation and cross-connect services are available through space we lease in Lakeside Technology Center, a
Chicago-based telecommunications facility. This facility provides space for telecommunication carriers that is
designed for their unique equipment needs and provides access to multiple network connections of various
telecommunication carriers.

Regulatory Environment

The passage of the 1996 Telecommunications Act created a legal framework for competitive
telecommunications companies to provide local, analog and digital communications services in competition
with the traditional telephone companies. The 1996 Telecommunications Act eliminated a substantial barrier
to entry for competitive telecommunications companies by enabling them to leverage the existing
infrastructure built by the traditional telephone companies rather than constructing a competing infrastructure
at significant and uneconomic cost.

A critical aspect of our Texas-based metro business is our interconnection agreement with SBC
Communications Inc. (SBC). We have pending arbitration proceedings in Texas relating to the various terms
of our new interconnection arrangements. Although we have received a favorable decision from an
administrative law judge (ALJ) that supports the requirements needed in our current business plan, the
Public Utility Commission of Texas (PUC) is reviewing the new language of the interconnection arrangement
and is having ongoing proceedings to determine the rates, charges and terms, and conditions for collocation
and unbundled network elements. Unbundled network elements are the various portions of a traditional
telephone company’s network that a competitive telecommunications company can lease for purposes of
building a facilities-based competitive network, including end loops, central office collocation space, and
interoffice transport. The interconnection agreement is ultimately subject to PUC, Federal Communications
Commission (FCC) and judicial oversight. These government authorities may modify the terms of the
interconnection agreements in a way that significantly disadvantages our business.

The FCC has commenced a rulemaking proceeding as part of its triennial review of its unbundling rules.
In this proceeding, the FCC has undertaken a reexamination of its unbundling rules. These rules provide the
legal means by which we obtain access to collocation, interoffice transport, and other unbundled network
elements that are vital to our business plan and our ability to serve current and future customers. In particular,
we rely on unbundled network elements, leased from SBC pursuant to FCC rules, in order to reach customers.
Should the FCC decide to change its rules to limit our access to such elements, our ability to provide our
Texas-based metro services could be significantly impacted. Additionally, legislative changes, either from
Congress or the Texas legislature, may occur, which could also limit our access to unbundled network
elements and significantly impact our business.

Markets and Competition

The markets for wholesale and commercial telecommunication services are intensely competitive, and we
expect that these markets will continue to be competitive in the future. In the Texas markets, SBC offers
similar services to ours and represents competition in all of our target service areas.

Not many competitive telecommunications companies offer services using a business strategy similar to
ours. However, some competitive telecommunications companies have adopted the same or modified versions
of our interconnection agreement, and other companies may continue to do so in the future. As a result, some
of these competitors offer similar services and are likely to do so in the future.

26




Environmental

A description of our environmental activities is included in Part 11, Item 8, Financial Statements and
Supplementary Data, Note 20, and is incorporated herein by reference.

Employees

As of March 26, 2003, we had approximately 11,855 full-time employees, of which 900 are subject to
collective bargaining arrangements.

Executive Officers of the Registrant

Our executive officers as of March 28, 2003, are listed below. Prior to August 1, 1998, all references to
El Paso refer to positions held with El Paso Natural Gas Company.

Officer
Name - Office Since _Age

Ronald L. Kuehn, Jr. ........ Chairman and Chief Executive Officer of 2003 67
El Paso

H. Brent Austin............. President and Chief Operating Officer of 1992 48
El Paso

D. Dwight Scott ............ Executive Vice President and Chief Financial =~ 2002 39
Officer of El Paso

John W. Somerhalder II ..... Executive Vice President of El Paso and 1990 47
President of El Paso’s Pipeline Group

Peggy A. Heeg.............. Executive Vice President and General Counsel 1997 43
of El Paso

Robert W, Baker............ Executive Vice President of El Paso and 1996 46
President of El Paso Global Power

Greg G. Jenkins............. Executive Vice President of El Paso 1996 45

David E. Zerhusen .......... Executive Vice President of El Paso 2000 47

Rodney D. Erskine .......... President of El Paso Production 2001 58

Robert G. Phillips ........... President of El Paso Field Services 1995 48

Clark C. Smith ............. President of El Paso’s Trading Group 2000 48

Mr. Kuehn has been Chairman of the Board and Chief Executive Officer since March 2003. From
September 2002 to March 2003, Mr. Kuehn was the Lead Director of El Paso. From January 2001 to March
2003, he was a business consultant. Mr. Kuehn served as non-executive Chairman of the Board of El Paso
from October 1999 to December 2000. Mr. Kuehn served as President and Chief Executive Officer of Sonat
Inc. from June 1984 until his retirement in October 1999, He was Chairman of the Board of Sonat Inc. from
April 1986 until his retirement. He is a director of AmSouth Bancorporation, Praxair, Inc. and The Dun &
Bradstreet Corporation.

Mr. Austin has been President and Chief Operating Officer of El Paso since October 2002. He was an
Executive Vice President of El Paso from May 1995 to September 2002 and was Chief Financial Officer of
El Paso from April 1992 to September 2002. Prior to that period, he served in various positions with
Burlington Resources Inc. and Burlington Northern Inc.

Mr. Scott has been Executive Vice President and Chief Financial Officer of El Paso since October 2002.
Mr. Scott served as Senior Vice President of Finance and Planning for El Paso from July 2002 to
September 2002, He has held various other positions within El Paso since October 2000. Prior to that time, he
served as a managing director in the energy investment banking practice of Donaldson, Lufkin and Jenrette.

Mr. Somerhalder has been an Executive Vice President of El Paso since April 2000, and President of our
Pipelines segment since January 2001. He has been Chairman of the Board of TGP, EPNG and SNG since
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January 2000. He was President of TGP from December 1996 to January 2000, President of El Paso Energy
Resources Company from April 1996 to December 1996 and Senior Vice President of El Paso from August
1992 1o April 1996.

Ms. Heeg has been Executive Vice President and General Counsel of El Paso since January 2002. She
was Senior Vice President and Deputy General Counsel from April 2001 to December 2001 and Vice
President and Associate General Counsel for regulated pipelines from 1997 to 2001. Ms. Heeg has held
various positions in the legal department of Tenneco Energy and El Paso since 1989.

Mr. Baker has been Executive Vice President of El Paso and President of El Paso Global Power since
February 2003. He was Senior Vice President and Deputy General Counsel of El Paso from January 2002 to
February 2003. Prior to that time he held various positions in the legal department of Tenneco Energy and
El Paso since 1983,

Mr. Jenkins has been Executive Vice President of El Paso since January 2002. He was President of
El Paso Global Networks from August 2000 to January 2002. He was President of El Paso Merchant Energy
from December 1996 to August 2000. He was Senior Vice President and General Manager of Entergy Corp.
from May 1996 to December 1996. Prior to that period, he was President and Chief Executive Officer of
Hadson Gas Services Company.

Mr. Zerhusen has been Executive Vice President of El Paso since November 2002. He was Senior Vice
President and Deputy General Counsel of El Paso from April 2001 to November 2002. Prior to joining
El Paso, Mr. Zerhusen served as Vice President of Law for Tenneco Europe in London and held various
positions with Tenneco in Houston. Prior to that time, he was a litigation partner with the law firm of Jenner
and Block.

Mr. Erskine has been President of El Paso Production since our merger with Coastal in January 2001. He
was Senior Vice President of Coastal from August 1997. He has held various positions with Coastal Oil & Gas
Corporation, a subsidiary of Coastal, since 1994.

Mr. Phillips has been President of El Paso Field Services since June 1997. He was President of El Paso
Energy Resources Company from December 1996 to June 1997, President of Field Services from April 1996
to December 1996 and was Senior Vice President of El Paso from September 1995 to April 1996. Prior to that
period, Mr. Phillips was Chief Executive Officer of Eastex Energy, Inc. Mr. Phillips is the Chairman of the
Board of Directors of El Paso Energy Partners Company, the general partner of El Paso Energy Partners, L.P.

Mir. Smith has been President of El Paso’s Trading Group since January 2003. He was President of El
Paso Merchant Energy North America from August 2000 to January 2003. He served as President and CEO
of Engage Energy Inc. since 1997. Prior to that period, he held the position of President and CEO of Coastal
Gas Marketing Company and held several positions with Enron Corp.

Executive officers hold offices until their successors are elected and qualified, subject to their earlier
removal. Each of these elected officers also hold officer and/or director positions with our affiliated entities.

Available Information

Our website is http://www.elpaso.com. We make available, free of charge on or through our website, our
annual, quarterly and current reports, and any amendments to those reports, as soon as is reasonably possible
after these reports are filed with the Securities and Exchange Commission (SEC). Information contained on
our website is not part of this report.

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
casements and restrictions that do not materially detract from the value of these properties, our interests in
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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 20, and is incorporated herein by reference.

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

None.




PART HI

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

QOur common stock is traded on the New York Stock Exchange and the Pacific Exchange under the
symbol EP. As of March 27, 2003, we had 52,489 stockholders of record, which does not include beneficial
owners whose shares are held by a clearing agency, such as a broker or bank.

The following table reflects the quarterly high and low sales prices for our common stock based on the
daily composite listing of stock transactions for the New York Stock Exchange and the cash dividends we
declared in each quarter:

High Low Dividends
(Per share)
2002
Fourth Quarter ....... .. .. . $11.91  $ 439 $0.2175
Third Quarter ........ ... i e 21.07 5.30 0.2175
Second Quarter. . ...t 46.80 18.88 0.2175
First Quarter .. ... ... s 46.89 31.70 0.2175
2061
Fourth Quarter . ...vvovii et $54.05  $36.00 $0.2125
Third QUATIET .. ..o e i e 54.48 38.00 0.2125
Second Quarter. .. ... 71.10 49.90 0.2125
First Quarter . ... .. e s 75.30 57.25 0.2125

In February 2003, our Board of Directors declared a quarterly dividend of $0.04 per share of common
stock, payable on April 7, 2003, to stockholders of record on March 7, 2003. Future dividends will be
dependent upon business conditions, earnings, our cash requirements and other relevant factors.

We have an odd-lot stock sales program available to stockholders who own fewer than 100 shares of our
common stock. This voluntary program offers these stockholders a convenient method to sell all of their
odd-lot shares at one time without incurring any brokerage costs. We also have a dividend reinvestment and
common stock purchase plan available to all of our common stockholders of record. This voluntary plan
provides our stockholders a convenient and economical means of increasing their holdings in our common
stock. Neither the odd-lot program nor the dividend reinvestment and common stock purchase plan have a
termination date; however, we may suspend either at any time. You should direct your inquiries to Fleet
National Bank, our exchange agent at 1-877-453-1503.

Equity Compensation Plan Information

The following table provides information concerning our equity compensation plans as of
December 31, 2002. The table is divided into two categories: plans that have been approved by stockholders
and equity compensation plans that have not been approved by stockholders. The table includes (a) the
number of securities to be issued upon exercise of options, warrants and rights outstanding under the equity
compensation plans, (b) the weighted-average exercise price of all outstanding options, warrants and rights
and (c) additional shares available for future grants under all of our equity compensation plans.
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Number of

Number of securities Weighted-average securities remaining
to be issued upon exercise price of available for
exercise of cutstanding future issuance
outstanding optionsf options, warrants under equity
Plan Category warrants and rights and rights compensation plans
Equity compensation plans approved by
stockholders . ..., 7,820,635 $40.904 7,087,410
Equity compensation plans not approved by
stockholders . ..........o.ooiiiiiiii. 32,107,007 $52.562 19,775,268
Total . ... 39,927,642 26,862,678

) Amounts do not include 3,279,772 shares with a weighted-average exercise price of $35.788 per share which we assumed under the
Executive Award Plan of Sonat Inc. as a result of the merger with Sonat in October 1999. The Executive Award Plan of Sonat Inc.
has been terminated and no future awards can be made under it.

) Amount includes 2,831,050 shares available for future issuance under the Employee Stock Purchase Plan.

#) Amount includes 69,250 shares available for future awards granted under the Restricted Stock Award Plan for Management
Employees.

Non-Stockholder Approved Plans
The following is a discussion of the plans that have not been approved by our stockholders:

Strategic Stock Plan. This plan provides for the grant of stock options, stock appreciation rights, limited
stock appreciation rights and shares of restricted common stock to non-employee members of our Board of
Directors, officers and key employees primarily in connection with our strategic acquisitions. As the plan
administrator, we determine which employees are eligible to participate, the amount of any grant and the
terms and conditions (not otherwise specified in the plan) of the grant. If a change in control, as it is defined in
the plan, occurs: (1) all outstanding stock options become fully exercisable (2) stock appreciation rights and
limited stock appreciation rights become immediately exercisable; and (3) all restrictions placed on awards of
restricted common stock automatically lapse.

Restricted Stock Award Plan for Management Employees. The plan provides for the granting of
restricted shares of our common stock to our management employees (other than executive officers and
directors) for specific accomplishments beyond that which are normally expected and which will have a
significant and measurable impact on our long-term profitability. As the plan administrator, we designate
which employees are eligible to participate, the amount of any grant and the terms and conditions (not
otherwise specified in the plan) of the grant.

Omnibus Plan for Management Employees. This plan provides for the grant of stock options, stock
appreciation rights, limited stock appreciation rights and shares of restricted common stock to our salaried
employees (other than employees covered by a collective bargaining agreement). If a change in control, as it
is defined in the plan, occurs: (1) all outstanding stock options become fully exercisable; (2) stock
appreciation rights and limited stock appreciation rights become immediately exercisable; and (3) all
restrictions placed on awards of restricted common stock automatically lapse.

For a further discussion of these plans, as well as plans that have been approved by our stockholders, see

our proxy statement for the 2003 Annual Meeting of Stockholders, which has been incorporated by reference
into this Form 10-K.
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ITEM 6. SELECTED FINANCIAL DATA

Year Ended December 31,

2002

2001 2000 1999

1998

(In millions, except per common share amounts)

Operating Results Data:

Operating TeVenUEs . . ..o v\ttt $12,194 $13,649 $19,271 $13,318 $13,399
Income (loss) from continuing operations before

preferred stock dividends'” ........ ... .. ... ... (1,289) 72 1,237 251 176
Income (loss) from continuing operations available to

common stockholders'™ . ... ... ... . (1,289) 72 1,237 251 170
Basic earnings (loss) per common share from continuing

OPETALIONS .« o oot ettt e e $ (230)$ 0.14 § 250 $ 051 $ 035
Diluted earnings (loss) per common share from

continuing operations ............vevrrirrerrein.. $(230)% 014 § 243 § 051 $ 0.34
Cash dividends declared per common share® ......... $ 087 $ 085 $ 082 $ 080 $ 0.76
Basic average common shares outstanding............. 560 505 494 490 487
Diluted average common shares outstanding ........... 560 516 513 497 495

As of December 31,
2002 2001 2000 1999 1998
(In millions)
Financial Position Data:

Total aSSES .o\t $46,224 $48,546 $46,903 $32,090 $26,759
Long-term financing obligations ..................... 16,106 12,891 11,603 10,021 7,691
Non-current notes payable to affiliates................ 201 368 343 — —
Securities of subsidiaries ............... ... .. ... ..., 3,420 4,013 3,707 2,444 999
Stockholders’ equity . ......... oot 8,377 9,356 8,119 6,884 6,913

" In March 2003, we entered into an agreement in principle to settle claims associated with the western energy crisis of 2000 and 2001.
We also incurred losses related to impairments of assets and equity investments and incurred restructuring charges related to industry
changes. We also incurred a ceiling test charge on our full cost natural gas and oil properties. During 2001, we merged with The
Coastal Corporation and incurred costs and asset impairments related to this merger. In 1999, we incurred $557 million of merger
charges primarily related to our merger with Sonat, Inc. and incurred $352 million of ceiling test charges. In 1998, we incurred
$1,035 million of ceiling test charges. For a further discussion of events affecting comparability of our results in 2002, 2001 and 2000,

See Item 8, Financial Statements and Supplementary Data, Notes 2, 4, 5, 6 and 7.

@ Cash dividends declared per share of common stock represent the historical dividends declared by El Paso for all periods presented.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Our Management’s Discussion and Analysis includes forward-looking statements that are subject to risks
and uncertainties. Actual results may differ substantially from the statements we make in this section due to a
number of factors that are discussed beginning on page 76.

QOverview

We are an energy company whose operations encompass natural gas and oil production; gathering,
processing and interstate and intrastate transmission of natural gas; power generation; petroleum refining; and
energy trading. Our business is divided into four distinct business segments: Pipelines, Production, Field
Services and Merchant Energy.

During the last five years, we experienced substantial growth from mergers and acquisitions, and organic
growth of our marketing and trading and global power businesses. Growth through mergers and acquisitions
has included significant transactions, such as our DeepTech International acquisition in 1998, Sonat merger in
1999, and the Coastal merger in 2001. These transactions, the growth of trading and power activities and the
capital needs of our other businesses required substantial financial resources. During this five-year period, we
frequently accessed the capital markets to fund our growth through a wide variety of financings.

During 2002, we experienced dramatic changes in our industry as well as in the financial markets on
which we rely, and we continue to operate in a very challenging environment. In response to industry events,
the credit rating agencies, including Moody’s and Standard & Poor’s, re-evaluated the ratings of companies
involved in energy trading activities. As a result, the ratings of many of the largest participants in the energy
trading industry, including us, were downgraded to below investment grade. Several experienced significant
financial distress. Also impacting us was a preliminary decision reached by a FERC ALJ that one of our
subsidiaries withheld pipeline capacity from the California market during 2000 and 2001. Reacting to the
changes in the market, our leverage and a preliminary decision related to our California matters, Moody’s and
Standard & Poor’s initiated a series of ratings actions lowering our senior unsecured debt rating to Caal and B
{both “below investment grade” ratings), and we remain on negative outlook.

Several negative outcomes resulted from these downgrades. First, cash generated in 2002 from the sales
of assets, which had originally been identified for debt reductions, was instead: required to be posted as
additional cash collateral in connection with our commercial trading activities; paid to satisfy financial
guarantees; and used to retire other arrangements. Additionally, our access to capital markets and commercial
paper markets became much more restricted because of our lower credit ratings. Finally, the credit
downgrades resulted in the net cash generated by assets and businesses that collateralize two of our minority
interest financing arrangements being largely unavailable to us for general corporate purposes. Instead, we
were required to use this cash to redeem preferred securities issued in connection with those arrangements and
for the operation of those assets and businesses. In March 2003, we issued a $1.2 billion two-year term loan.
The proceeds were used to retire the outstanding amounts under the Trinity River preferred interest financing
arrangement, partially freeing up these cash usage restrictions. For a further discussion of this redemption, see
Item 8, Financial Statements and Supplementary Data, Note 19.

Since the fourth quarter of 2001, we have taken several steps to address the issues affecting us, and we
have made significant progress in our plans to meet the demands on our liquidity and to strengthen our capital
structure.

Some of our more significant accomplishments include:
+ The sale of over $2.5 billion of equity or equity-linked securities;

¢ The completion or execution of contracts for the sale of over $5.5 billion of non-core assets
and investments;
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» The removal of rating triggers from over $4 billion of our investment and financing programs, which,
because of our credit rating downgrades, would have resulted in the issuance of our stock or the
liquidation of assets, the proceeds from which would have been used to repay those arrangements;

o The issuance of $700 million in senior unsecured notes at Southern Natural Gas Company
($400 million) and ANR Pipeline Company ($300 million);

o The completion in March 2003 of a new $1.2 billion term loan, which enabled the retirement of our
Trinity River preferred interest financing arrangement and eliminated the cash restrictions and
accelerated amortization of that arrangement;

o The establishment of an exit strategy for our trading business, including the planned orderly liquidation
of our existing trading portfolio;

» The substantial reduction of our credit exposure to our LNG business;
o The repayment of over $1.9 billion of financial obligations, including Electron and Trinity River; and

¢ The achievement of the Western Energy Settlement in March 2003, which was designed to resolve our
principal exposure relating to the western energy crisis while minimizing the impact on our current
liquidity.

On February 5, 2003, we announced our 2003 Gperational and Financial Plan. This plan is based on five
key principles:

o Preserve and enhance the value of our core businesses;

o Exit non-core businesses quickly but prudently;

o Strengthen and simplify the balance sheet while maximizing liquidity;
s Aggressively pursue additional cost reductions; and

> Continue to work diligently to resolve litigation and regulatory matters.

In the following sections of our Management’s Discussion and Analysis, we address these events and our
outlook in greater detail. In the section entitled Liquidity and Capital Resources, we discuss the impact of
changes in our credit standing and our current liquidity, including our ability to generate cash from operations
and capital market transactions. In the section entitled Off-Balance Sheet Arrangements and Contractual
Obligations, we discuss the various financing and contractual arrangements in which we are involved that
commit us under guarantees and other commercial and contractual obligations. In Results of Cperations, we
analyze operating results for each of our business segments and identify unusual and infrequent events that
have impacted and, in some cases, may continue to impact, the operations of our business segments.

Our discussions of Liquidity and Capital Resources, Off-Balance Sheet Arrangements and Contractual
Obligations and Results of Operations are based on our consolidated financial statements, which have been
prepared through the application of accounting principles that are generally accepted in the U.S. The
preparation of our financial statements reflect the selection and application of accounting policies, many of
which require us to use assumptions, estimates and judgments that involve complex processes. Actual results
can, and often do, differ from these estimates. Beginning on page 70 is a discussion of our Critical Accounting
Policies, which discuss those policies that are significant to our financial position and operating results that are
presented in our financial statements. You should also read our significant accounting policies in Item 8,
Financial Statements and Supplementary Data, Note 1, to understand all of the policies that impact our
financial presentation included in this discussion and analysis and in the presentation of our financial
statements as a whole.
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Liquidity and Capital Resources

Liquidity
Overview of Current Liquidity

We rely on cash generated from our internal operations as our primary source of liquidity, as well as
available credit facilities, bank financings, asset sales and the issuance of long-term debt, preferred securities
and equity securities. From time to time, we have also used structured financings sometimes referred to as
off-balance sheet arrangements. We expect that our future funding for working capital needs, capital
expenditures, long-term debt repayments, dividends and other financing activities will continue to be provided
from some or all of these sources. Each of these sources are impacted by factors that influence the overall
amount of cash generated by us and the capital available to us. For example, cash generated by our business
operations may be impacted by changes in commodity prices or demands for our commodities or services due
to weather patterns, competition from other providers or alternative energy sources. Collateral demands or
recovery of collateral posted are impacted by natural gas prices, hedging levels and our credit quality and that
of our counterparties. Liquidity generated by future asset sales may depend on the overall economic conditions
of the industry served by these assets, the condition and location of the assets and the number of interested
buyers. In addition, our credit ratings or general market conditions can restrict our ability to access capital
markets, which can have a significant impact on our liquidity.

The following tables, which reflect our available liquidity at the beginning of the year and estimated
sources and uses of liquidity throughout 2003, indicate the adequacy of our liquidity to meet our immediate
needs.

At the beginning of 2003, our available liquidity was as follows (in billions):

Sources
Available Cash .. ... e $1.1
Availability under 364-day bank facility' . .. ... ... .. .. . 1.5
Availability under multi-year bank facility”® ... ... . 0.5
Net available liquidity . ... $3.1

1) Our 364-day bank facility matures in May 2003, with amounts outstanding at that time becoming due in May 2004, and our
multi-year bank facility matures in August 2003.

@ An additional $0.5 billion was drawn in February 2003

Other sources of cash we expect for 2003 include (in billions):

Cash flow from operating activities before working capital

and non-working capital changes .......... ... . i i $2.1-%24
Return of working capital . ... ... .. .. 0.3
Debt issuances ) ... 3.1
Other finanCINgS . . ..ottt e e e 0.4
Asset sales'?) L 3.1-33
Total .. $9.0 - $9.5

() Issuances of $1.9 billion occurred in March 2003,
@) As of March 31, 2003, we have completed or executed contracts for the sale of over $1.7 billion of non-core assets
and investments.
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For 2003, our anticipated cash needs include (in billions):

Dbt TEPAYINICILS « . v vttt et et et ettt i e s e et e e e e e e $3.0
Minority interest redemptions’ ... ... 1.6
Other financing obligations® . . ... .. .. 1.2
Maintenance capital . ... ... ...ttt 1.8
Discretionary capital . .. ... ..o e 0.7
DVIdEndS . .o 02

Anticipated cash needs . .. .. ... .. . . $8.5

M Includes redemption of Trinity River preferred interest of $980 million that occurred in the first quarter of 2003
@) Includes repayment of Limestone notes of $1 billion that occurred in March 2003 and the purchase of Limestone’s equity for
$175 million that is expected to occur in May 2003.

Our anticipated requirements may change significantly, and our analysis is intended to provide you with
an understanding of our cash needs, both required and discretionary, to better understand our liquidity outlook.
The factors that could impact our outlook are identified beginning on page 76.

Overview of Cash Flow Activities for 2002

For the years ended December 31, 2002 and 2001, our cash flows are summarized as follows:

2002 2001
(In millions)

Cash flows from operating activities

Netincome (108S) ..ot e $(1,467) $ 93
Non-cash income adjustments . ............ ..o, 3,516 2,320
Cash flows before working capital and non-working capital changes. ... 2,049 2,413
Working capital changes . ......... . i (1,436) 1,914
Non-working capital changes and other ............................. (177) (207)
Cash flows from operating activities ............ ... . ... ... ... .... 436 4,120
Cash flows from investing activities .. ...t en.. (1,255)  (5,023)
Cash flows from financing activities. . ........... ... ... it 1,272 1,300
Changeincash...... ... i i $§ 453 $§ 397

During the year ended December 31, 2002, our cash and cash equivalents increased by approximately
$0.5 billion to approximately $1.6 billion. We generated a substantial amount of cash from various sources,
including cash flows from our principal operations, sales of assets and financing transactions, including
long-term debt and equity securities issuances. We also used a major portion of that cash to fund our capital
expenditures, to repay maturing financial obligations and to meet the increased demand for cash collateral as a
result of our credit downgrade.

In summary, we generated cash from our principal business operations (before working capital demands
and other changes) of $2.0 biilion. We also raised $5.4 billion of cash through the issuance of debt and equity
securities and borrowings under our revolving credit facility. Cash proceeds from the sale of assets and
investments amounted to approximately $2.9 billion. With the cash we received from these sources, we
invested approximately $4.0 billion in our property, plant and equipment and equity investments and we paid
$2.8 billion on maturing long-term debt and other obligations. Additionally we paid $0.5 billion in dividends
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and $0.9 billion to redeem minority and preferred interests. We also met net working capital and other
demands of $1.6 billion primarily for margin payments related to our energy trading activities, hedging
activities on our natural gas production and other collateral requirements. A more detailed analysis of our cash
flows from operating, investing and financing activities follows.

Cash From Operating Activities

We generated almost $2.0 billion in cash from operations in 2002 before working capital and other
changes, as compared to $2.4 billion in 2001. Net cash provided by operating activities was $0.4 billion for the
year ended December 31, 2002, compared to net cash provided by operating activities of $4.1 billion for the
same period in 2001.

Margin call requirements and trading activities have been a volatile source, or use, of working capital for
us, and are the primary reasons for the significant differences in our 2002 operating cash flows compared to
2001. Where we had substantial net cash outflows for margins in 2002 of $0.9 billion, we had net cash inflows
in 2001 for margins of almost $0.3 billion. Operating cash flows in 2002 also reflected significantly lower cash
inflows from settlements of trading positions of $0.3 billion compared to $1.5 billion in 2001.

Our margin positions are significantly impacted by two factors: credit and commodity prices. Following
our downgrade, credit extended to us by our counterparties was lowered requiring us to post additional
margins. Many of our counterparties also posted letters of credit with us requiring us to return their margin
deposits. In addition, the impact on our operating cash flows from changes in commodity prices depends on
whether our hedged prices are above or below market prices. For most of 2001, our hedged prices were above
market, which resulted in margins being deposited with us. When our hedged prices go below market, as they
did in 2002, we are required to make margin deposits. However, the margin deposits will be recovered when
we sell the underlying commodities and settle the positions or when natural gas prices decrease. At
December 31, 2002, we held $0.1 billion of cash and $0.4 billion of letters of credit as collateral from third
parties related to our price risk management activities and have provided $1.0 billion of cash and $0.2 billion
letters of credit to third parties related to those activities.

Cash From Investing Activities

Net cash used in our investing activities was $1.3 billion for the year ended December 31, 2002. Our
investing activities consisted primarily of capital expenditures and equity investments of $4.0 billion offset by
net proceeds from sale of assets and investments and cash received for repayment of notes receivable of
$2.9 billion. Our capital expenditures and equity investments included the following (in billicns):

Production exploration, development and acquisition expenditures. ..................... $2.2
Pipeline expansion, maintenance and integrity projects .................coovevion.. .. 0.9
Investments in and net advances to unconsolidated affiliates. .......................... 0.3
Other (primarily petroleum and power Projects) ..........ooverernernnnnennnnnennn. 0.6

Total capital expenditures and equity investments .......... ... .. ... . ....... $4.0

Cash received from our investing activities includes $2.9 billion from the sale of assets and investments.
Our asset sales proceeds are primarily attributable to the sale of natural gas and oil properties in Texas,
Colorado, Utah and western Canada for $1.3 billion, the sales of Texas and New Mexico midstream assets for
$0.5 billion and San Juan assets of $0.4 billion to El Paso Energy Partners and the sale of other power,
petroleum and processing assets of $0.7 billion.
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Cash From Financing Activities

Net cash provided by our financing activities was $1.3 billion for the year ended December 31, 2002.
Cash provided from our financing activities included the net proceeds from the issuance of long-term debt of
$4.3 billion, including $0.8 billion of nonrecourse debt issued in connection with our Ultility Contract Funding,
L.L.C. (UCF) power contract restructuring and $0.6 million associated with an equity security units issuance.
Additionally, we issued $1.0 billion of common stock. We also received net proceeds under our commercial
paper and short-term credit facilities of $0.2 billion. Cash used by our financing activities included payments
made to retire third party long-term debt and other financing obligations of $2.3 billion. We also redeemed
$700 million of preferred securities previously issued by our subsidiaries and made other minority interest
payments of $161 million, primarily to Chaparral which holds a 16 percent minority interest in the UCF
project. Further, we repaid $513 million of notes payable to affiliates and paid dividends of $470 million. Also,
during the year ended December 31, 2002, El Paso Tennessee Pipeline Co., our subsidiary, paid dividends of
approximately $25 million on our Series A cumulative preferred stock that accrues at a rate of 8'4% per year
(2.0625% per quarter).

A summary of our significant borrowing and repayment activities during 2002 and 2003 is presented
below. These amounts do not include borrowings or repayments on our short-term financing instruments with
an original maturity of three months or less, which are referred to above under cash from financing activities.

Issuances
Net
Company Interest Rate Principal ProceedsV Due Date
(In millions)
20602
EIPaso «oooveeiinnae, 6.14%-7.875% $2,707 $2,580 2007-2032
SNG © i 8.00% 300 297 2032
EPNG ..., 8.375% 300 297 2032
TGP. .. 8.375% 240 238 2032
Mohawk River Funding IV® ... ... 7.75% 92 90 2008
Utility Contract Funding® ........ 7.944% 829 792 2016
Total ..o, $4,468 $4,294
2003
ANR .. 8.875% $ 300 $ 288 2010
SNG ot 8.875% 400 385 2010
EPCW LIBOR+4.25% 1,200 1,179 2004-2005
Total ..., $1,900 $1,852

(1

Net proceeds were primarily used to repay maturing long-term debt, short-term borrowings, for repayment of intercompany
borrowings, to meet capital requirements of the borrower, to redeem preferred interests in consolidated subsidiaries and for general
corporate purposes.

2

Includes $82 million change in value on our €500 million Euro notes from May 2002 to December 2002 due to a change in the Euro to
U.S. dollar foreign currency exchange rate.

G

These notes are collateralized solely by the cash flows and contracts of these consolidated subsidiaries, and are non-recourse to our
other consolidated subsidiaries. The Mohawk River Funding IV financing relates to our Capitol District Energy Center Cogeneration
Associates power restructuring transaction, and the Utility Contract Funding financing relates to our Eagle Point Cogeneration power
restructuring transaction.

4

We have collateralized this term loan with natural gas and oil reserves of approximately 2.3 Tcfe. The minimum LIBOR rate is 3.5%.
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Retirements

Net
Company Interest Rate Principal Payments Due Date
(In millions)
2002 :
ElPaso......oooviniia .. 6.75%-8.78% $ 109 $ 8o 2002-2011
ElPaso CGP ..o, 6.20%-8.125% 720 284 2002-2004
ElPaso CGP......... ... ... oo, Variable 1,262 1,262 2002-2028
El Paso Tennessee ...................... 7.88% 12 12 2002
SNG ... 7.85%-8.625% 200 200 2002
EPNG ... 7.75% 215 215 2002
El Paso Oil and Gas Resources ........... Variable 215 216 2002-2005
Other ......... .. ... .. . Various 51 50 2002
Total........ ... ... .. .. ..., $2,784 $2,328
2003
ElPasoCGP........................... 4.49% $ 240 $ 240 2004
Other ... .. i Various 47 47 2003
Total. ..o $ 287 $§ 287

) We bought back $109 million of our bonds in the open market during the second half of the year for $89 million. We anticipate we will
continue to repurchase debt, subject to available liquidity and ongoing market opportunities.

) Includes exchange of $435 million of senior debentures for common stock as discussed below.

In June 2002, we issued 51.8 million shares of our common stock at a public offering price of $19.95 per
share. Net proceeds from the offering were approximately $1 billion and were used to repay short-term
borrowings and other financing obligations and for general corporate purposes.

In June 2002, we issued 11.5 million, 9% equity security units. Equity security units consist of two
securities: (i) a purchase contract on which we pay quarterly contract adjustment payments at an annual rate
of 2.86% and that requires its holder to buy our common stock to be settled on August 16, 2005, and (ii) a
senior note due August 16, 2007, with a principal amount of $50 per unit, and on which we pay quarterly
interest payments at an annual rate of 6.14% beginning August 16, 2002. The senior notes we issued had a
total principal value of $575 million and are pledged to secure the holders’ obligation to purchase shares of our
common stock under the purchase contracts.

When the purchase contracts are settled in 2005, we will issue common stock. At that time, the proceeds
will be allocated between common stock and additional paid-in capital. The number of common shares issued
will depend on the prior consecutive 20-trading day average closing price of our common stock determined on
the third trading day immediately prior to the stock purchase date. We will issue a minimum of approximately
24 million shares and up to a maximum of 28.8 million shares on the settlement date, depending on our
average stock price. We recorded approximately $43 million of other non-current liabilities to reflect the
present value of the quarterly contract adjustment payments that we are required to make on these units at an
annual rate of 2.86% of the stated amount of $50 per purchase contract with an offsetting reduction in
additional paid-in capital. The quarterly contract adjustment payments are allocated between the liability
recognized at the date of issuance and additional paid-in capital based on a constant rate over the term of the
purchase contracts.

Fees and expenses incurred in connection with the equity security units offering were aliocated between
the senior notes and the purchase contracts based on their respective fair values on the issuance date. The
amount allocated to the senior notes is recognized as interest expense over the term of the senior notes. The
amount allocated to the purchase contracts is recorded as additional paid-in capital.

In August 2002, we issued 12,184,444 shares of common stock to satisfy purchase contract obligations
under our FELINE PRIDES®™ program. In return for the issuance of the stock, we received approximately
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$25 million in cash from the maturity of a zero coupon bond and the return of $435 million of our existing
6.625% senior debentures due August 2004 that were issued in 1999. The zero coupon bond and the senior
debentures had been held as collateral for the purchase contract obligations. The $25 million received from the
maturity of the zero coupon bond was used to retire additional senior debentures. Total debt reduction from
the issuance of the common stock was approximately $460 million.

Credit Facilities

We have historically used commercial paper programs to manage our short-term cash requirements.
Under our programs we could borrow up to $3 billion through a combination of individual corporate, TGP and
EPNG commercial paper programs of $1 billion each. However, as a result of our credit downgrade, we are
not currently issuing commercial paper to meet our liquidity needs.

In May 2002, we renewed our existing $3 billion 364-day revolving credit and competitive advance
facility. EPNG and TGP are also designated borrowers under this facility and, as such, are jointly and
severally liable for any amounts outstanding. This facility matures in May 2003 and provides that amounts
outstanding on that date are not due until May 2004. We also maintain a 3-year, $1 billion, revolving credit
and competitive advance facility under which we can conduct short-term borrowings and other commercial
credit transactions. In June 2002, we amended this facility to permit us to issue up to $500 million in letters of
credit and to adjust pricing terms. This facility matures in August 2003. Our subsidiaries, El Paso CGP
Company (formerly Coastal), EPNG and TGP, are designated borrowers under the facility and, as such, are
jointly and severally liable for any amounts outstanding. The interest rate under both of these facilities varies
based on our senior unsecured debt rating, and as of December 31, 2002, borrowings under the facility have a
rate of LIBOR plus 1.00% plus a 0.25% utilization fee. At December 31, 2002, we had $1.5 billion outstanding
under the $3 billion facility and issued approximately $456 million letters of credit under the $1 billion facility.
In February 2003, we borrowed $500 million under the $1 billion facility.

We are currently negotiating an amendment to our $3 billion 364-day revolving credit facility. If we are
successful in negotiating this amendment, we expect the terms and conditions of the amended revolving credit
facility to include an extension of the maturity date, an increase in the unused commitment fee and margin,
collateral to support the financing, and new and amended financial ratios and covenants. It is expected that
ANR, TGP and EPNG would also be borrowers under this facility. We are also currently negotiating an
amendment to our $1 billion multi-year facility, which we expect to be conformed to the amended $3 billion
364-day revolver, except for the commitment amount, the identity of lenders and the maturity.

The availability of borrowings under our credit and borrowing agreements is subject to specified
conditions, which we currently meet. These conditions include compliance with the financial covenants and
ratios required by such agreements, absence of default under such agreements, and continued accuracy of the
representations and warranties contained in such agreements.

Restrictive Covenants. We and our subsidiaries have entered into debt instruments and guaranty
agreements that contain covenants such as restrictions on debt levels, restrictions on liens securing debt and
guarantees, restrictions on mergers and on the sales of assets, capitalization requirements, dividend restrictions
and cross-payment default and cross-acceleration provisions. A breach of any of these covenants could result
in acceleration of our debt and other financial obligations and that of our subsidiaries. Under our revolving
credit facilities, the significant debt covenants and cross defaults are:

(a) the ratio of consolidated debt and guarantees to capitalization (excluding certain project financing
and securitization programs and other miscellaneous items as defined in the agreement) cannot
exceed 70 percent;

(b) the consolidated debt and guarantees (other than excluded items) of our subsidiaries cannot exceed
the greater of $600 million or 10 percent of our consolidated net worth;
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(c) we or our principal subsidiaries cannot permit liens on the equity interest in our principal subsidiaries
or create liens on assets material to our consolidated operations securing debt and guarantees (other
than excluded items) exceeding the greater of $300 million or 10 percent of our consolidated net
worth, subject to certain permitted exceptions; and

(d) the occurrence of an event of default for any non-payment of principal, interest or premium with
respect to debt (other than excluded items) in an aggregate principal amount of $200 million or
more; or the occurrence of any other event of default with respect to such debt that results in the
acceleration thereof.

We were in compliance with the above covenants as of the date of this filing, including our ratio of debt to
capitalization (as defined in our credit facilities), which was 63.2% at December 31, 2002.

We have also issued various guarantees securing financial obligations of our subsidiaries and
unconsolidated affiliates with similar covenants as in the above credit facilities.

With respect to guarantees issued by our subsidiaries, the most significant debt covenant, in addition to
the covenants discussed above, is that El Paso CGP must maintain a minimum net worth of $1.2 billion. If
breached, the amounts guaranteed by the guaranty agreements could be accelerated. The guaranty agreements
also maintain a $30 million cross-acceleration provision. El Paso CGP’s net worth at December 31, 2002, was
$4.3 billion.

In addition, three of our subsidiaries have indentures associated with their public debt that contain
$5 million cross-acceleration provisions. These cross-acceleration provisions generally state that if an event of
default occurs that exceeds $5 million, then amounts outstanding for the securities that contain these
indentures also become due and payable.

Available Capacity Under Shelf Registration Statements

In February 2002, we filed a new shelf registration statement with the SEC that allows us to issue up to
$3 billion in securities. Under this registration statement, we can issue a combination of debt, equity and other
instruments, including trust preferred securities of two wholly owned trusts, El Paso Capital Trust Il and
El Paso Capital Trust II1. If we issue securities from these trusts, we will be required to issue full and
unconditional guarantees on these securities. As of December 31, 2002, we had $818 million remaining
capacity under this shelf registration statement.

Letters of Credit

We enter into letters of credit in the ordinary course of our operating activities. As of December 31, 2002,
we had outstanding letters of credit of approximately $852 million versus $465 million as of
December 31, 2001. The increase is primarily due to the issuance of letters of credit in connection with the
management of our trading activities. At December 31, 2002, $456 million of our outstanding letters of credit
were supported by our revolving credit facility.

Off-Balance Sheet Arrangements and Contractual Obligations

In the course of our business activities, we enter into a variety of financing arrangements and contractual
obligations. The following discusses first those contingent obligations, often referred to as off-balance sheet
arrangements, that are not part of the consolidated obligations reflected in our financial statements. Second,
we present aggregated information on our contractual cash obligations, some of which are reflected in our
financial statements, such as short and long-term debt, and others, such as operating leases and capital
commitments, which are not reflected in our financial statements.
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Off-Balance Sheet Arrangements

The following table summarizes our off-balance sheet arrangements by date of expiration as of
December 31, 2002. These commitments are discussed in further detail below:

Total
Amounts
Off-Balance Sheet Arrangements Committed
{In millions)
Credit faCIIItIES . . L .\ttt e e e e e $ 300
L T E: ) 2N L 2,508
Residual value guarantees . .. ... ...ttt i e 570
TOtal .o e e e e $3,378

Credit Facilities

We have a credit facility with Gemstone that allows Gemstone to borrow up to $300 million from us at a
variable interest rate, which was 6.8% at December 31, 2002. Gemstone owed us $25 million under this facility
as of December 31, 2002, and did not utilize this facility in 2001. We earned less than $1 million of interest
income from this facility in 2002 and 2001.

Guarantees

We are involved in various joint ventures and other ownership arrangements that sometimes require
additional financial support that results in the issuance of financial and performance guarantees. In a financial
guarantee, we are obligated to make payments if the guaranteed party fails to make payments under, or
violates the terms of, the financial arrangement. In a performance guarantee, we provide assurance that the
guaranteed party will execute on the terms of the contract. If they do not, we are required to perform on their
behalf. For example, if the guaranteed party is required to deliver natural gas to a third party and then fails to
do so, we would be required to either deliver that natural gas or make payments to the third party equal to the
difference between the contract price and the market value of the natural gas.

As of December 31, 2002, we had approximately $2.5 billion of both financial and performance
guarantees outstanding. Of this amount, approximately $1.0 billion relates to our Chaparral investment and
$950 million relates to our Gemstone investment, both of which are discussed below. The remaining
$558 million relates to other global power equity investments, including some of the projects under Chaparral
and Gemstone, and pipeline and petroleum activities.

Chaparral. We entered into the Chaparral investment (also referred to as Electron) in 1999 to expand
our domestic power generation business. At the time Chaparral was formed, we were interested in
participating in the deregulation of the power industry that was occurring across the U.S. Qur objective was to
acquire a number of nonregulated power plants that were built because of PURPA. With these plants and
their related power contracts, there were opportunities to improve existing income and cash flows by lowering
the cost of power sold to the regulated utility under the plant’s power sales agreement. This was accomplished
by purchasing the power supplied to the utility from the wholesale power market, rather than generating power
at the plant. Consequently, Chaparral’s investors, and our shareholders would benefit from these improved
economics. In establishing this business, there were a number of objectives we hoped to achieve, including:

¢ Portfolio management. QCur goal was to establish an investment, not unlike a mutual fund or other
investment portfolio, that held a number of assets, and on which we could earn a performance-based
management fee determined by the value we delivered to all investors. Furthermore, this portfolio
approach allowed us to reduce the volatility of earnings and enhance the cash flows in this business.

o Flexibility and efficiency. Given the complexity of acquiring, managing and renegotiating existing
power contracts, we sought investors whose business strategies were aligned with ours, to allow us
maximum flexibility and efficiency.
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 Liability segregation and separation of non-recourse financing and other liabilities from our balance
sheet. Many of the power projects in which we would hold interests were funded through partnerships
and non-recourse project financings which, on average, had higher leverage in terms of their debt to
total equity. Had this business been developed on our balance sheet, it could have negatively impacted
our ratios and possibly our credit ratings. Consequently, we did not want to reflect this higher leverage
in our overall capitalization given that the debt is non-recourse to us. Furthermore, separation of these
entities and their related debt and other obligations more appropriately reflected the nature of the
recourse, which was solely to the projects.

Chaparral’s corporate structure is a limited liability company that, at December 31, 2002, was owned
approximately 20 percent by us and approximately 80 percent by an unaffiliated investor, Limestone.
Limestone is capitalized by private equity contributions of $150 million from a group of unrelated financial
investors through Credit Suisse First Boston Corporation and $1 billion of senior secured notes issued to
institutional investors. Limestone is controlled by subsidiaries or affiliates of Credit Suisse First Boston
Corporation.

In March 2003, we notified Limestone that we will exercise our right under the partnership agreements to
purchase all of the outstanding third party equity in Limestone on May 31, 2003, for $175 million. Cn
March 31, 2003, we contributed $1 billion to Limestone in exchange for a non-controlling interest. Limestone
used the proceeds from the contribution to pay off $1 billion of the notes that matured on that date. With this
note repayment, we cancelled our $1 billion guarantee related to our Chaparral investment. Following our
additional investment of $1 billion in Limestone, our effective ownership of Chaparral increased to
approximately 90 percent, but neither our rights nor the rights of Limestone to participate in the operating
decisions of Chaparral changed. As a result, we continue to account for our investment in Chaparral under the
equity method. We will consolidate Chaparral upon the purchase of the remaining third party equity interest
in Limestone, which we expect to occur in May 2003. At that time, we will record the acquired assets and
liabilities at their fair values. The fair value of assets and liabilities acquired will be impacted by changes in the
unregulated power industry as a whole, as well as by changes in regional power prices in the U.S. Any excess
of the proceeds paid over the fair value of net assets acquired will be reflected as goodwill. Goodwill is not
subject to amortization but it will be tested for impairment. While we cannot currently estimate the ultimate
amount of goodwill that will be recorded, we believe goodwill of up to $450 million may result. If goodwill
were to be fully impaired we would report a charge to earnings of approximately $300 million after income
taxes. If, on the other hand, the carrying amount of the acquired assets and liabilities, when aggregated with
our other power assets and liabilities, is below the fair value of the reporting unit (reporting unit being defined
as the entire global power business), there would be no impairment of goodwill.

As of December 31, 2002, Chaparral had $4.2 billion of total assets and $1.8 billion of consolidated third
party debt. Chaparral’s debt is related to specific assets it owns or has interests in, and is recourse solely to
those assets. Cur equity investment in Chaparral at December 31, 2002 was $256 million, but we also had
additional net receivables from Chaparral which totaled $448 million, resulting in a total net investment in
Chaparral of $704 million at December 31, 2002.

For a further discussion of Chaparral and its activities, see Item 8, Financial Statements and
Supplementary Data, Note 26.

Gemstone. We entered into the Gemstone investment in 2001 to finance five major power plants in
Brazil. Gemstone was established to accomplish the following objectives:

> Portfolio management. Like Chaparral, our goal was to establish an investment portfolio that held a
number of assets in which we participate in the earnings of these equity investments. Unlike
Chaparral’s performance-based management fee, however, our primary objective in this investment
was to have the flexibility to acquire or sell additional assets into or out of the overall portfolio of
projects.

o Flexibility and efficiency. Given the complexity of acquiring, operationally managing and negotiating
power contracts with foreign governments, we sought investors whose interests were primarily financial
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(return driven), to allow us maximum flexibility and efficiency. Furthermore, this allowed us to share
risk in a foreign country and partially mitigate our foreign investment risk.

Gemstone is a generic term used to describe several entities. The first is the joint venture in which we
have an equity investment named Diamond Power Ventures, LLC (Diamond). Diamond is owned by us and
Gemstone Investor. Gemstone Investor is 100 percent owned by a subsidiary of Rabobank International,
which, in addition to its $50 million equity investment, issued $950 million of senior secured notes to
institutional investors. Gemstone Investor used the entire $1 billion to (a) invest up to $700 million in
Diamond, and (b) purchase a $300 million preferred interest in a company called Topaz Power Ventures LLC
(Topaz), our consolidated subsidiary. Topaz indirectly owns and operates two Brazilian power plants. We
account for Gemstone Investor’s preferred investment in Topaz as minority interest. We do not consolidate
Diamond, which owns three power plants in Brazil.

Gemstone owns interests in five power generation facilities in Brazil with a total power generation
capacity of 2,184 megawatts. As of December 31, 2002, Gemstone had total assets of $1.7 billion, including a
$304 million investment in Topaz, and $122 million in receivables from us. Our total investment in Gemstone
at December 31, 2002, was $663 million, excluding the payables of $304 million and minority interest of
$122 million mentioned above.

Our consolidated subsidiary, Gemstone Administracao Ltda, serves as the managing member of
Diamond and provides management services to Diamond under a fixed-fee administrative services agreement.
The fixed fee reimburses us for legal, accounting and general and administrative expenses incurred on behalf
of Diamond.

In January 2003, Rabobank notified us that they planned to remove us as manager of Gemstone, in
accordance with their rights under our partnership agreements. We, in turn, notified Rabobank that we were
exercising our right under the partnership agreements to purchase all of Rabobank’s $50 million of equity in
Gemstone. We will consolidate Gemstone upon the purchase of Rabobank’s equity in Gemstone by April
2003, unless we replace them with a new partner.

For a further discussion of Gemstone and its activities, see Item 8, Financial Statements and
Supplementary Data, Note 26.

Residual Value Guarantees

Under two of our operating leases, we have provided residual value guarantees to the lessor. Under the
leases, we can either choose to purchase the asset at the end of the lease term for a specified amount, which is
typically equal to the outstanding loan amounts owed by the lessor, or we can choose to assist in the sale of the
leased asset to a third party. Should the asset not be sold for a price that equals or exceeds the amount of the
guarantee, we would be obligated for the shortfall. The levels of our residual value guarantees range from
86.2 percent to 89.9 percent of the original cost of the leased assets. Accounting for these residual value
guarantees will be impacted effective July 1, 2003, by our adoption of the new accounting rules on
consolidations. For a discussion of the accounting impact of these new rules, see New Accounting
Pronouncements Issued But Not Yet Adopted below.
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As of December 31, 2002, we had purchase options and residual value guarantees associated with
operating leases for the following assets:

Purchase Residual Value Lease
Asset Description Option Guarantee Expiration
(In millions)
Lakeside Technology Center telecommunications facility...  $275 $237 2006
Facility at Aruba refinery ............................. 370 333 2006

Contractual Cash Obligations

The following table summarizes our contractual cash obligations as of December 31, 2002, for each of the
years presented.

Contractual Cash Obligations 2003 2004 2005 2006 2007 Thereafter Total
(In millions)

Long-term debt!" .. ... ... ... .. $ 575 $ 586 $ 610 $1,234  $1,133  $12,590  $16,728
Preferred interests of consolidated

subsidiaries™ ... ...... . ..., 400 900 380 950 — 625 3,255
Western Energy Settlement® .. .. 100 132 129 67 67 1,072 1,567
Operating leases™ .. ............ 174 147 113 89 56 265 844
Transportation and storage

capacity® ... . 169 175 151 139 126 674 1,434
Commodity purchases'® ......... 4 3 3 3 3 20 36
Obligations to affiliates'” ........ 189 10 12 6 — 173 390
Other commitments and purchase '

obligations®™®® ... L. 462 190 59 19 9 86 825

Total contractual cash

obligations .. ............... $2,073  $2,143 81,457  $2,507 $1,394  $15,505  $25,079

)
(2

See Item 8, Financial Statements and Supplementary Data, Note 8.

See Item 8, Financial Statements and Supplementary Data, Note 19.

See Item 8, Financial Statements and Supplementary Data, Notes 2 and 20.

We maintain operating leases in the ordinary course of our business activities. These leases include those for office space and operating
facilities and office and operating equipment, and the terms of the agreements vary from 2003 until 2053

I

4

(s

Amounts include payments for firm access to natural gas transportation and storage capacity.

Amounts include purchase commitments for electricity that are not part of our trading activities.

Amounts include obligations of $252 million to Chaparral, $122 million to Gemstone and $16 million to other affiliates. Our obligation
to Chaparral consists of $79 million of debt securities and $173 million of contingent interest promissory notes. The debt securities are
payable on demand and carry a fixed interest rate of 7.443%. The contingent interest promissory notes carry a variable interest rate not
to exceed 12.75% and mature in 2019 through 2021. Qur obligation to Gemstone consists of $122 million of debt securities, which are
payable on demand and carry a fixed interest rate of 5.25%.

Amounts include primarily other purchase and capital commitments such as maintenance contracts, engineering, procurement and
construction costs.

Other commitments exclude $2.5 billion associated with our LNG ship charter agreement. These obligations were restructured in
March 2003 and resulted in issuance of letters of credit equal to $120 million, which was fully collateralized by cash.

(6

(7

=

[€3

¢

Results of Operations

We use earnings before interest and income taxes (EBIT) to assess the operating results and
effectiveness of our business segments. We define EBIT as operating income, adjusted for earnings on equity
investments, capitalized returns on equity and other miscelianeous non-operating items. Items that are not
included in this measure are financing costs, including interest and debt expense, income taxes, discontinued
operations, extraordinary items and cumulative effect of accounting changes. The following is a reconciliation
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of our operating results to EBIT and income (loss) from continuing operations for the years ended
December 31:

2002 2001 2000
(In miltions)

Operating revenues . ...........ooeveen..... e, $ 12,194 % 13,649 §$ 19,271
OPpLrating EXpPeNSES . . .« v vt v vt e et e e et (12,266)  (12,728)  (16,856)
Operating income (10S8) .. ...t (72) 921 2,415
Earnings (losses) from unconsolidated affiliates .................... (234) 450 428
Minority interest in consolidated subsidiaries ...................... (58) 2) —
Other INCOmMeE . .. ... e 248 396 234
Other €XPEnses . ...ttt e e (109) (136) (57)

E BT o e (225) 1,629 3,020
Interest and debt expense ......... ...ttt (1,400) (1,156) (1,040)
Returns on preferred interests of consolidated subsidiaries ........... (159) (217) (204)
INCOmME (aXES .. .ot e e e 495 (184) (539)

Income (loss) from continuing operations ....................... $ (1,289) § 72§ 1237

We believe EBIT is a useful measurement for our investors because it provides information that can be
used to evaluate the effectiveness of our businesses and investments from an operational perspective, exclusive
of the costs to finance those activities and exclusive of income taxes, neither of which are directly relevant to
the efficiency of those operations. This measurement may not be comparable to measurements used by other
companies and should not be used as a substitute for net income or other performance measures such as
operating cash flow.

Overview of Results of Operations

Below are our results of operations (as measured by EBIT), by segment for each of the years ended
December 31. These results include the impacts of restructuring and merger-related costs, asset impairments,
and other charges (including our estimated Western Energy Settlement) and gains on sales of assets, which
are discussed further in Item 8, Financial Statements and Supplementary Data, Notes 2, 4, 5 and 26 See
Item 8, Financial Statements and Supplementary Data, Note 24, for a reconciliation of our operating results to
ERBIT by segment.

EBIT by Segment 2002 2001 2000
(In millions)

PIpelines . ..ot $ 818 $ 1,038 $1,323

Production . ... .. .. 534 920 609

Field Services ... ..o e 287 195 214

Merchant Energy . ...t e (1,638) 904 930
Segment EBIT ... ... 1 3,057 3,076

Corporate and other .. ... .. ... i e (226)  (1,428) (56)
Consolidated EBIT from continuing operations ...................... $ (225) $ 1,629 $3,020
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Segment Results

Our four segments: Pipelines, Production, Field Services and Merchant Energy are strategic business
units that offer a variety of different energy products and services, each requires different technology and
marketing strategies. Below is a discussion and analysis of the operating results of each of our business
segments. These results include the impact of our significant acquisitions and dispositions, the restructuring
and merger-related costs, asset impairments and other charges discussed above for all years presented.

Pipelines

Our Pipelines segment consists of interstate natural gas transmission, storage, gathering and related
services in the U.S. and internationally. Our interstate natural gas transportation systems face varying degrees
of competition from other pipelines, as well as from alternate energy sources used to generate electricity, such
as hydroelectric power, nuclear, coal and fuel oil. In addition, some of our customers have shifted from a
traditional dependence solely on long-term contracts to a portfolio approach which balances short-term
opportunities with long-term commitments. The 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 to supply power plants.

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 our existing
customer contracts or re-market expiring contracted capacity is dependent on the competitive alternatives, the
regulatory environment at the federal, state and local 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. Subject to regulatory constraints, we attempt to re-contract or re-market our capacity at the
maximum rates allowed under our tariffs, although we, at times, discount these rates to remain competitive.
The level of discount varies for each of our pipeline systems.

As discussed in Item 8, Financial Statements and Supplementary Data, Note 20 under the subheading
Rates and Regulatory Matters, the FERC issued an order related to the allocation of capacity on the EPNG
system. This order required EPNG to:

e give reservation charge credits prospectively to its firm shippers if it fails to schedule the shippers’
confirmed volumes (except in the case of force majeure);

o refrain from entering into new firm contracts or remarketing turned back capacity under contracts
terminating or expiring after May 31, 2002; and

o add additional compression to its Line 2000 project increasing the capacity by 320 MMcf/d without
the opportunity to recover these costs in its rates until its next rate case which will be effective
January 1, 2006.

Our Pipelines segment’s future results of operations will be impacted as a result of the capacity allocation
proceeding. The order prohibits EPNG from remarketing approximately 471 MMDth/d of its capacity, of
which approximately 200 MMDth/d was rejected by Enron Corp. in May 2002 in its bankruptcy proceeding.
The remaining 271 MMDth/d relates to capacity that EPNG is unable to remarket from contracts that
expired within the time frame specified under the FERC’s order. Prior to the rejection and expiration of the
471 MMDth/d contracts, EPNG was earning approximately $3.5 million per month, net of revenue credits,
related to this capacity. EPNG has requested rehearing of the September 20 FERC order relating to this and
other aspects of the order. This request for rehearing is pending before the FERC.
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In December 2001, Enron Corp. and a number of its subsidiaries, including Enron North America Corp.
and Enron Power Marketing, Inc., filed for Chapter 11 bankruptcy protection in the United States Bankruptcy
Court for the Southern District of New York. Enron’s subsidiaries had transportation contracts on several of
our pipeline systems (including the EPNG contract discussed above). All these transportation contracts have
now been rejected, and our pipeline subsidiaries have filed proofs of claim totaling approximately $137 million.
EPNG filed the largest proof of claim in the amount of approximately $128 million, which included
$18 million for amounts due for services provided through the date the contracts were rejected and
$110 million for damage claims arising from the rejection of its transportation contracts, which EPNG is
prohibited from remarketing under the capacity allocation orders discussed above. We have fully reserved for
all amounts due from Enron through the date the contracts were rejected, and we have not recognized any
revenues from these contracts since the rejection date.

In November 2002, we sold 12.3 percent of our 14.4 percent equity interest in the Alliance pipeline
system, and net proceeds were $141 million. We completed the sale of our remaining equity interest in
Alliance during the first quarter of 2003. Income earned on our investment in Alliance for the year ended
December 31, 2002 and 2001, was approximately $21 million and $23 million.

Results of operations of the Pipelines segment were as follows for each of the three years ended
December 31:

Pipelines Segment Results 2002 2001 2008
(In millions, except volume
amounts)

OPerating TEeVENUES . . . . . ettt vttt ettt e e e $ 2605 §$ 2748 § 2,741

OPETAtiNG EXPEMSES . + o . vt vttt et ettt e et e e (1,815)  (1,862)  (1,591)
Operating iMCOME . . . ...ttt i 790 886 1,150

Other INCOMIE . .o\ttt et e e e 28 152 173
BB .ttt e $ 818 $ 1,038 § 1,323

Throughput volumes (BBtu/d)"
TGP e 4,596 4,405 4,354
EPNG and MPC ... o e e e e 4,065 4,535 4,310
AN R L e 3,691 3,776 3,807
CIG and WIC ... e e e 2,644 2,341 2,106
SNG o e 2,020 1,877 2,132
Equity investments (our ownership share) ......................... 2,731 2,470 2,315

Total throughput ... ... ... e 19,747 19,404 19,024

) Throughput volumes exclude those related to pipeline systems sold in connection with Federal Trade Commission orders related to our
Coastal and Sonat mergers including the Midwestern Gas Transmission, East Tennessee Natural Gas and Sea Robin systems; and the
Destin, Empire State and Iroquois pipeline investments. Throughput volumes exclude intrasegment activities.

Year Ended December 31, 2002 Compared to Year Ended December 31, 2001

Operating revenues for the year ended December 31, 2002, were $143 million lower than in 2001. The
decrease was due to lower natural gas and liquids sales of $49 million resulting from lower prices in 2002 and
$67 million due to the impact of lower natural gas prices in 2002 on net natural gas recovered and used in
operations. Also contributing to the decrease were lower revenues of $49 million from natural gas sales and
from gathering and processing activities due to the sale of CIG’s Panhandle field in July 2002, lower
transportation revenues of $49 million due to lower revenues from capacity sold under short-term contracts
and lower throughput due to lower electric generation demand and milder winter weather in 2002. In addition,
an $11 million decrease in operating revenues was due to the favorable resolution of regulatory issues related
to natural gas purchase contracts in 2001, a $4 million decrease was due to lower rates on the Mojave pipeline
system as a result of a rate case settlement effective October 2001, and a $6 million decrease due to the sale of
our Midwestern Gas Transmission system in April 2001. These decreases were partially offset by $51 million
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of additional revenues due largely to transmission system expansion projects placed in service in 2001 and
2002, $13 million due to a larger portion of EPNG’s capacity contracted at maximum tariff rates in 2002,
$32 million from the Elba Island LNG facility placed in service in December 2001 and $18 million from the
favorable resolution of measurement issues at a processing plant serving the TGP system in 2002.

Operating expenses for the year ended December 31, 2002, were $47 million lower than in 2001 primarily
as a result of $41 million lower fuel and system supply purchases costs resulting from lower natural gas
volumes and prices in 2002, $22 million from the impact of price changes in natural gas imbalances,
$27 million due to lower employee benefit costs in 2002 due to cost efficiencies following the merger with
Coastal, lower amortization of goodwill of $18 million due to the adoption of SFAS No. 142 in January 2002,
$22 million decrease related to the sale of CIG’s Panhandle field in July 2002 and $27 million from lower
electricity, legal, environmental and overhead costs. Also contributing to lower operating expenses was
$11 million due to a gain on the sale of pipeline expansion rights in February 2002. Offsetting these lower costs
were charges of $7 million to our reserve for bad debts in 2002 related to the bankruptcy of Enron Corp.,
$10 million in contributions to a charitable foundation associated with EPNG’s pipeline rupture, $13 million
of higher amortization of additional acquisition costs assigned to a utility plant in 2002 and higher operating
expenses of $16 million due to the Elba Island LNG facility returning to service in 2002. Also during 2002, we
accrued $412 million for our Western Energy Settlement, and in 2001 we had merger-related costs of
$291 million in connection with our Coastal merger. For a discussion of these charges, see Item 8, Financial
Statements and Supplementary Data, Notes 2 and 4.

Other income for the year ended December 31, 2002, was $124 million lower than in 2001 primarily due
to a $153 million asset impairment charge associated with our western Australia investment. Offsetting this
charge was $11 million due to the resolution of uncertainties associated with the sales of our interests in the
Empire State, Iroquois pipeline systems, and our Gulfstream pipeline project in 2001 offset by lower equity
earnings of $6 million on Empire State and Iroquois pipeline systems due to the sale of our interests in 2001.
Also offsetting the lower income were higher equity earnings in 2002 of $16 million primarily due to higher
equity earnings from our investment in Great Lakes Gas Transmission.

Year Ended December 31, 2001 Compared to Year Ended December 31, 2000

Operating revenues for the year ended December 31, 2001, were $7 million higher than in 2000. The
increase was due to higher reservation revenues of $67 million on the EPNG system as a result of a larger
portion of its capacity sold at maximum tariff rates versus the same period in 2000 and the impact of
completed system expansions and new storage and transportation contracts during 200! on CIG of
$33 million. Also contributing to the increase were the impact of higher natural gas prices in the first and
second quarters on sales of segment-owned production of $29 million, sales of excess natural gas and sales
under regulated natural gas sales contracts of $27 million, as well as higher throughput from increased
deliveries to California and other western states of $6 million. These increases were partially offset by lower
2001 revenues of $44 million from contract remarketing in the TGP system in late 2000 and $42 million from
the impact of the sales of the Midwestern Gas Transmission system in April 2001, Crystal Gas Storage in
September 2000 and the East Tennessee Natural Gas and Sea Robin systems in the first quarter of 2000. Also
partially offsetting the increase were lower 2001 sales of $22 million related to base gas from abandoned
storage fields, the favorable resolution in 2000 of natural gas price-related contingencies on CIG of
$28 million, $11 million from lower transportation revenues in 2001 on TGP as a result of higher proportion of
throughput earnings from short versus long hauls compared to 2000 and $6 million from lower remarketed
rates on seasonal turned-back capacity in 2001 as a result of SNG’s 2000 rate case settlement allowing some
customers to partially reduce their firm transportation capacity.

Operating expenses for the year ended December 31, 2001, were $271 million higher than in 2000
primarily as a result of the merger-related and other charges of $334 million in 2001 discussed previously. Also
contributing to the increase was the impact of higher natural gas prices in the first half of 2001 on natural gas
purchase contracts of $12 million, higher purchase gas costs of $8 million due to a natural gas imbalance
revaluation in 2001 as a result of falling gas prices during the second half of the year, increases to our reserve
for bad debts as a result of our exposure in connection with the bankruptcy of Enron Corp., and a one-time
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favorable adjustment to depreciation expense during the first quarter of 2000 of $10 million resulting from the
FERC approval to reactivate the Elba Island LNG facility. Also contributing to the increase was the impact of
gains in 2000 from the sales of non-pipeline assets of $8 million. Partially offsetting the increase were lower
operating and maintenance expenses of $83 million due to cost efficiencies following the merger with Coastal
and reduced operating and lower depreciation expenses of $19 million due to the sales of the Midwestern Gas
Transmission system in April 2001, Crystal Gas Storage in September 2000 and East Tennessee and Sea
Robin in the first quarter of 2000.

Other income for the year ended December 31, 2001, was $21 million lower than in 2000 due to lower
equity earnings of $13 million on our Australian pipelines and Citrus Corp., which owns the Florida Gas
Transmission System. Also contributing to the decrease was the impact on equity earnings due to the sales of
our investments in the Empire State and Iroquois pipeline systems in 2001 of $8 million and the sale of our
one-third interest in Destin Pipeline Company in 2000 of $2 million. Partially offsetting the decrease was
increased earnings from our investment in the Alliance pipeline project of $9 million which commenced
operations in the fourth quarter of 2000.

Production

The Production segment conducts our natural gas and oil exploration and production activities. Cur
operating results are driven by a variety of factors including the ability to locate and develop economic natural
gas and oil reserves, extract those reserves with minimal production costs, sell the products at attractive prices
and operate at the lowest total cost level possible.

Production has historically engaged in hedging activities on its natural gas and oil production to stabilize
cash flows and reduce the risk of downward commodity price movements on its sales. This is achieved
primarily through natural gas and oil swaps. In the past, our stated goal was to hedge approximately 75 percent
of our anticipated current year production, approximately 50 percent of our anticipated succeeding year
production and a lesser percentage thereafter. As a component of our strategic repositioning plan in May 2002,
we modified this hedging strategy. Under our modified strategy, we may hedge up to 50 percent of our
anticipated production for a rolling 12-month forward period. This modification of our hedging strategy will
increase our exposure to changes in commodity prices which could result in significant volatility in our
reported results of operations, financial position and cash flows from period to period. As of
December 31, 2002, we have hedged approximately 215 million MMBtu’s of our anticipated natural gas
production for 2003 at a NYMEX Henry Hub price of $3.43 per MMBtu before regional price differentials
and transportation costs.

During 2002, we continued an active onshore and offshore development drilling program to capitalize on
our land and seismic holdings. This development drilling was done to take advantage of our large inventory of
drilling prospects and to develop our proved undeveloped reserve base. We also completed asset dispositions in
Colorado, Utah, western Canada and Texas as part of our balance sheet enhancement plan. Primarily due to
our asset dispositions, we have a lower reserve base at January 1, 2003 than we did at January 1, 2002. See
Item 8, Financial Statements and Supplementary Data, Note 28, for a discussion of our natural gas and oil
reserves. Since our depletion rate is determined under the full cost method of accounting, a lower reserve base
coupled with additional capital expenditures in the full cost pool will result in a higher depletion rate in future
periods. For the first quarter of 2003, we expect our domestic unit of production depletion rate to be
approximately $1.59 per Mcfe.

We currently expect to reduce our total capital expenditures from approximately $2.4 billion in 2002 to
approximately $1.4 billion in 2003. We continually evaluate our capital expenditure program and this estimate
is subject to change based on market conditions. We will continue to pursue strategic acquisitions of
production properties and the development of projects subject to acceptable returns. In July 2002, we acquired
natural gas properties in the Raton Basin for approximately $140 million. These properties were acquired to
expand our interest in the current coal seam project in the area.
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Below are the operating results and analysis of these results for each of the three years ended
December 31:

Production Segment Results 2602 2001 2000
(In millions, except volumes and prices)

Operating Revenues:

Natural gas ... .o $ 1,758 % 2,005 $ 1412
Oil, condensate and liquids ........... ... .. ... . .. ... 373 320 255
Other . o (5) 22 19
Total Operating reVenUeS . ... ..........evvrrueneennnenn. 2,126 2,347 1,686
Transportation and net product costs ..., (113) (97) (78)
Total operating margin .. .......... ... v, 2,013 2,250 1,608
Operating expenses'’) . ... ... (1,484) (1,331) (995)
Operating inCOME . ...ttt it e et e e eeans 529 919 613
Other income (10SS) .« oottt e 5 1 (4)
EBIT . $ 534 § 920 § 609

Volumes and Prices:
Natural gas

Volumes (MMcf) ... ..o i 486,923 564,740 516,917
Average realized prices with hedges ($/Mcf)™® ................ $§ 361 $§ 35 3 273
Average realized prices without hedges ($/Mcf)® ... .. ... .. $ 316 $ 423 § 397
Average transportation costs ($/Mcf) .......... ... $ 018 §$§ 012 §$§ 0.11
Oil, condensate and liquids
Volumes (MBBIS) . ..ot 17,514 14,382 11,626
Average realized prices with hedges ($/Bbl)™® ................ $ 2130 § 2224 § 21.97
Average realized prices without hedges ($/Bbl)®.............. $ 2139 § 2287 § 28.39
Average transportation costs ($/Bbl) .......... . ...l $ 093 §$§ 056 $ 0.15

M Includes production costs, depletion, depreciation and amortization, ceiling test charges, merger-related costs, asset impairments,
changes in accounting estimates, corporate overhead, general and administrative expenses and severance and other taxes.

@ Prices are stated before transportation costs.

Year Ended December 31, 2002 Compared to Year Ended December 31, 2001

For the year ended December 31, 2002 operating revenues were $221 million lower than in 2001. A 14
percent decrease in natural gas volumes and a 25 percent decrease in natural gas prices before hedges and
transportation costs account for $848 million of the decrease in revenues, offset by a $599 million favorable
variance from natural gas hedging activity in 2002 when compared to 2001. The decline in natural gas volumes
is primarily attributable to the sale of properties in Colorado, Utah, and Texas. The decrease in operating
revenues is partially offset by a 22 percent increase in oil, condensate and liquids volumes, net of a six percent
decrease in their prices before hedges and transportation costs, resulting in a $46 million increase in revenues.
In addition, oil hedging activity had a $7 million favorable variance in 2002 when compared to 2001. Further
decreasing operating revenues was a loss of $13 million in 2002 resulting from a mark-to-market adjustment of
derivative positions that no longer qualify as cash flow hedges. These hedges no longer qualify for hedge
accounting treatment since they were designated as hedges of anticipated future production from natural gas
and oil properties that were sold in March 2002.

Transportation and net product costs for the year ended December 31, 2002, were $16 million higher than
in 2001 primarily due to a higher percentage of gas volumes subject to transportation fees, offset by lower costs
incurred to meet minimum payment obligations under pipeline agreements.
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Operating e¢xpenses for the year ended December 31, 2002, were $153 million higher than in 2001.
Contributing to the increase in expenses were non-cash full cost ceiling test charges totaling $269 million
incurred in 2002 for our Canadian full cost pool and other international properties, primarily in Brazil, Turkey
and Australia, offset by 2001 non-cash full cost ceiling test charges on international properties totaling
$135 million. The unit of production depletion expense was higher by $93 million with $153 million due to
higher depletion rates in 2002, offset by a $60 million decrease resulting from lower production volumes in
2002. The higher depletion rate resulted from higher capitalized costs in the full cost pool and a lower reserve
base. Also contributing to the increase in 2002 expenses were increased oilfield service costs of $9 million due
primarily to higher labor, workovers and production processing fees, asset impairments of $4 million and
higher corporate overhead allocations of $34 million. Partially offsetting the increase in expenses were
merger-related costs of $63 million incurred in 2001 relating to our combined production operations and
$10 million for write-downs of materials and supplies recognized in 2001 resulting from the reduction in
inventory values due to the implementation of consistent operating standards, strategies and plans following
the Coastal merger. For a discussion of these merger-related costs and changes in accounting estimates, see
Item 8, Financial Statements and Supplementary Data, Notes 4 and 6. In addition, the increase in expenses
was offset by $49 million of lower severance and other taxes in 2002. The severance taxes decreased primarily
because of lower natural gas volumes and prices, and for tax credits taken in 2002 for qualified natural gas
wells.

Other income for the year ended December 31, 2002, was $4 million higher than in 2001 primarily due to
higher earnings in 2002 from Pescada, an equity investment in Brazil.

Year Ended December 31, 2001 Compared to Year Ended December 31, 2000

Operating revenues for the year ended December 31, 2001, were $661 million higher than in 2000. A nine
percent increase in natural gas volumes and a six percent increase in natural gas prices before hedges and
transportation costs, account for $335 million of the increase in revenues. In addition, natural gas hedging
activity had a $261 million favorable impact in 2001 when compared to 2000. A 19 percent decrease in oil,
condensate and liquids prices before hedges and transportation costs, net of a 24 percent increase in oil,
condensate and liquids volumes, decreased revenues by $1 million. This decrease was offset by a $66 million
favorable impact from oil hedging activities in 2001 versus 2000.

Transportation and net product costs for the year ended December 31, 2001, were $19 million higher than
in 2000 primarily due to a higher percentage of gas volumes subject to transportation fees and costs incurred to
meet minimum payments on pipeline agreements.

Operating expenses for the year ended December 31, 2001, were $336 million higher than in 2000.
Contributing to the increase were full cost ceiling test charges of $135 million on international properties,
higher depletion expense of $80 million, with $64 million resulting from increased production and $16 million
from higher depletion rates due to higher capitalized costs in the cost pool. Also contributing to the higher
expenses in 2001 were merger-related costs of $63 million related to our combined production operations and
$10 million for write downs of materials and supplies resulting from the reduction in inventory values due to
the implementation of consistent operating standards, strategies and plans following the Coastal merger. Also
increasing expenses in 2001 were higher oilfield service costs of $8 million and higher severance and other
production taxes of $40 million, resulting from higher production volumes and higher natural gas prices.

Field Services

Assets in our Field Services segment primarily consist of our investment in El Paso Energy Partners and
gathering and processing facilities in the south Texas, Louisiana, Mid-Continent and Rocky Mountain regions.

As the general partner of El Paso Energy Partners, we manage the partnership’s day-to-day operations. In
addition, we own through various subsidiaries 26.5 percent of the partnership’s common units, all of the
Series B preference units and all of the Series C units acquired for $350 million in November 2002. We
recognize earnings and receive cash from the partnership in several ways, including through a share of the
partnership’s cash distributions and through our ownership of limited, preferred and general partner interests.
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We are also reimbursed for costs we incur to provide various operational and administrative services to the
partnership. In addition, we are reimbursed for other costs paid directly by us on the partnership’s behalf.
During 2002, we were reimbursed approximately $59 million for expenses incurred on behalf of the
partnership. At December 31, 2002, our common units had a market value of $325 million, our preference
units had a liquidation value of $158 million, and our Series C units had a value of $351 million. During 2002,
our earnings and cash from El Paso Energy Partners were as follows:

Earnings Cash
Recognized Received
(In millions)
General partner’s share of distributions .......... ... ... ... ... ... $ 42 3 43
Proportionate share of income available to common unit holders ................ 10 30
Series B preference units......... ... 15
Series C UNItS . ..o ot 2

$ 6 & 73

(" The partnership is not obligated to pay distributions on these units until 2010.

) We received our first cash distributions in February 2003 for the Series C units since we acquired these units in November 2002.

During 2000 through 2002, we entered into several asset sales transactions with El Paso Energy Partners.
Specific procedures have been instituted for evaluating these transactions to ensure that they are in the best
interests of us and the partnership and are based on fair values. These procedures require our Board of
Directors to evaluate and approve, as appropriate, transactions with the partnership. In addition, a special
committee comprised of the general partner’s independent directors evaluates the transactions on the
partnership’s behalf. This typically involves engaging an independent financial advisor to assist with the
evaluation and to opine on its fairness.

In 2000, we sold an intrastate pipeline system in Alabama and storage facilities in Mississippi for
$197 million, which included $170 million of Series B preference units issued to us in exchange for the storage
facilities.

During 2001, we also sold several assets to the partnership, including NGL transportation and
fractionation assets we acquired from PG&E and an investment in Deepwater Holdings, an entity that owned
several pipeline gathering systems in the Gulf of Mexico. During 2001, the partnership also acquired rights to
the Chaco processing facility from its previous owners, and we leased this facility under an agreement that
expired in December 2002.

In 2002, as part of our plan to strengthen our capital structure and enhance our liquidity, we entered into
additional transactions to sell various midstream assets to El Paso Energy Partners. In April 2002, we sold
gathering and processing assets, including the intrastate natural gas pipeline system we acquired in our
acquisition of PG&E’s midstream operations in December 2000. We also sold substantially all our natural gas
gathering, processing and treating assets in the San Juan Basin in November 2002. One of the San Juan Basin
assets included in this transaction was our remaining interests in the Chaco cryogenic natural gas processing
plant. As part of this transaction, we have an agreement that requires us to repurchase the Chaco processing
plant from El Paso Energy Partners for $77 million in October 2021, and at that time, El Paso Energy Partners
has the right to lease the plant from us for a period of ten years with the option to renew the lease annually
thereafter. In addition to $416 million of cash, we received approximately 11 million Series C units valued at
$350 million. The Series C units represent a new class of the partnership’s limited partner interests and have
no voting rights. Including the Series C units, our limited partner ownership interest in El Paso Energy
Partners has increased to approximately 41 percent. For a discussion of our other transactions with El Paso
Energy Partners, see Item 8, Financial Statements and Supplementary Data, Note 26.

In 2002, we also identified midstream assets to be sold to third parties as part of our plan to strengthen
our capital structure and enhance our liquidity. We have also received interest from a number of parties
interested in merging with and/or purchasing all or a portion of our general partner interest in E1 Paso Energy
Partners. At this time, we cannot predict the outcome of these discussions.
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In December 2002, we announced the sale of our gathering systems located in Wyoming to Western Gas
Resources, Inc. This transaction was completed in January 2003. In March 2003, we received approval from
our Board of Directors to sell our assets in the Mid-Continent and north Louisiana regions. Our
Mid-Continent assets primarily include our Greenwood, Hugoton, Keyes and Mocane natural gas gathering
systems, our Sturgis, Mocane and Lakin processing plants and our processing arrangements at three additional
processing plants. Our north Louisiana assets primarily include our Dubach processing plant and Gulf States
interstate natural gas transmission system. We expect this sale to close before the end of 2003. After this sale
is completed, our remaining assets will consist primarily of processing facilities in the south Texas, Louisiana
and Rocky Mountain regions. See Part 11, Item 8, Financial Statements and Supplementary Data, Note 3 for
a discussion of our other asset sales to third parties during 2002.

As a result of our asset sales and the resulting decline in our gathering and treating activities, we expect
our future EBIT to decrease considerably. However, we expect the increase in earnings from our interests in
El Paso Energy Partners to partially offset the anticipated decrease in EBIT.

We attempt to balance our earnings from our operating activities through a combination of fixed-fee
based and market-based services. A majority of our gathering and transportation operations earn margins from
fixed-fee-based services. However, some of our operations earn margins from market-based rates. Revenues
from these market-based rate services are the product of the market price, usually related to the monthly
natural gas price index and the volume gathered.

Processing and fractionation operations earn a margin based on fixed-fee contracts, percentage-of-proceeds
contracts and make-whole contracts. Percentage-of-proceeds contracts allow us to retain a percentage of the
product as a fee for processing or fractionation service. Make-whole contracts allow us to retain the extracted liquid
products and return to the producer a Btu equivalent amount of natural gas. Under our percentage-of-proceeds
contracts and make-whole contracts, we may have more sensitivity to price changes during periods when natural
gas and NGL prices are volatile.

We provide a variety of midstream services, including gathering and transportation of natural gas, and
processing and fractionation of natural gas, NGL and natural gas derivative products, such as butane, ethane
and propane.

Our operating results and an analysis of those results are as follows for each of the three years ended
December 31:

Field Services Segment Results 2602 2001 2000

(In millions, except volumes
and prices)

Gathering, transportation and processing gross margins . ................... $ 349 $§ 561 $§ 437
OPeratimg EXPeNSES « o ot v ettt ettt e e e (78) (437) (271)
Operating iNCOME . .. ...\ttt et e et 271 124 166
Other INCOME. . . ... ittt e es 16 71 48
EBIT o e e $ 287 $ 195 § 214

Volumes and prices
Gathering and transportation

Volumes (BBtu/d) ... ... e 3,023 6,109 3,868

Prices ($/MMBtU) ..., .o e $017 $014 $0.16
Processing

Volumes (inlet BBtu/d) ........ ... i 3,920 4,360 2,930

Prices ($/MMBtU) . ..ot i e e $010 $015 $0.18
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Year Ended December 31, 2002 Compared to Year Ended December 31, 2001

Total gross margins for the year December 31, 2002, were $212 million lower than in 2001. Margins
decreased by approximately $134 million due to our sales of midstream assets to El Paso Energy Partners in
April 2002 and November 2002. In addition, processing margins decreased $58 million due to lower NGL
prices in 2002, which primarily impacted our margins and volumes in the San Juan Basin, south Louisiana,
south Texas and Rocky Mountain regions. Higher processing costs associated with a new processing
arrangement at the Chaco processing facility entered into in the fourth quarter of 2001 with El Paso Energy
Partners and the sale of the Dragon Trail processing plant in May 2002 also reduced our processing margins
by $18 million and $6 million. This processing agreement with El Paso Energy Partners was terminated in
November 2002 in connection with El Paso Energy Partners’ acquisition of our San Juan Basin assets. Lower
natural gas prices in the San Juan Basin in 2002 also resulted in a $22 million decrease in our gathering and
treating margins. Partially offsetting these decreases were favorable resolutions of fuel, rate and volume
matters of $13 million in the first quarter of 2002, $8 million of unfavorable resolutions of fuel matters which
occurred in 2001 and $14 million due to higher realized transportation rates and increased system efficiency
related to the pipeline system acquired in our acquisition of PG&E’s midstream operation in December 2000.
This pipeline system was one of the assets sold to El Paso Energy Partners in April 2002.

Operating expenses for the year ended December 31, 2002, were $359 million lower than in 2001. This
decrease was primarily due to the sales of our San Juan Basin assets, our Natural Buttes and Ouray gathering
systems and our Dragon Trail processing plant, resulting in a net gain of $245 million, lower operating costs of
$48 million and lower depreciation expense of $35 million. Also contributing to the decrease was $46 million
of merger-related costs in 2001, which included payments to El Paso Energy Partners related to Federal Trade
Commission ordered sales of assets owned by the partnership, and a $9 million increase in our estimated
environmental remediation liabilities in 2001. In addition, our 2002 cost reduction plan contributed
$17 million to our lower operating costs. Our depreciation expense was also lower by $9 million due to the
assets held for sale classification of the San Juan Basin assets in 2002 and $9 million associated with lower
amortization of goodwill due to the adoption of SFAS No. 142 in January 2002 (see Item 8, Financial
Statements and Supplementary Data, Note 1). Partially offsetting these decreases was an impairment charge
of our north Louisiana facilities in the fourth quarter of 2002 of $66 million. We believe that these facilities are
likely to be sold before the end of their estimated useful lives. For a further discussion of the asset sales and
merger-related costs, see Item 8, Financial Statements and Supplementary Data, Notes 3 and 4.

Other income for the year ended December 31, 2002, was $55 million lower than in 2001. The decrease
was due to the losses on the sale in 2002 of our investment in the Aux Sable NGL plant and our investment in
the Blacks Fork natural gas processing plant of $47 million and $3 million. Also contributing to the decrease in
other income for 2002 was a $13 million gain on the sale of our investment in Deepwater Holdings in
October 2001, a gain of $8 million recorded in May 2001 from the sale of our 1.01 percent non-managing
interest in El Paso Energy Partners and $6 million of lower equity earnings from Deepwater Holdings as a
result of the sale of our interest to El Paso Energy Partners in October 2001. Offsetting these decreases were
higher earnings of $22 million in 2002 from our interests in El Paso Energy Partners.

Year Ended December 31, 2001 Compared to Year Ended December 31, 2000

Total gross margins for the year ended December 31, 2001, was $124 million higher than in 2000. An
increase of $133 million was due to higher gathering and processing volumes following our acquisition of
PG&E’s Texas Midstream operations in December 2000. Higher volumes also increased our margin by
$14 million as a result of our acquisition of the Indian Basin processing plant in the second quarter of 2000
combined with an increase in Indian Basin’s treating capacity by 23 percent in 2001. The increase in margin
was partially offset by higher processing costs of $5 million associated with the new processing arrangement
with El Paso Energy Partners at the Chaco processing facility in the fourth quarter of 2001. For the year ended
December 31, 2001, lower average gathering, treating and processing rates resulted in a reduction in total
margins of $17 million compared to 2000 due primarily to the different mix of assets and contract terms
resulting from the acquisition of PG&E’s Texas Midstream operations.
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Operating expenses for the year ended December 31, 2001, were $166 million higher than in 2000. The
increase was due to higher operating, depreciation and other expenses of $117 million primarily resulting from
the acquisition of PG&E’s Texas Midstream operations, as well as merger-related costs and other charges of
$45 million. For a discussion of merger-related costs, see Item 8, Financial Statements and Supplementary
Data, Note 4.

Other income for the year ended December 31, 2001, was $23 million higher than in 2000. The increase
was primarily due to increased earnings from El Paso Energy Partners of $27 million and $13 million from a
gain on the sale of our interest in Deepwater Holdings in October 2001, partially offset by lower 2001 equity
earnings from Deepwater Holdings of $3 million as a result of the sale. The increase was also partially offset by
equity investment losses of $7 million from our Mobile Bay and Aux Sable liquids processing facilities due to
lower natural gas liquids prices and a decrease in equity earnings in other projects of $8 million.

Merchant Energy

QOur Merchant Energy segment consists of three primary divisions: global power, petroleum and energy
trading. In May 2002, we announced plans to limit our energy trading and mitigate our exposure to working
capital demands. Our credit downgrades in the third and fourth quarter and a further deterioration of the
energy trading environment led to our decision in November 2002 to exit the energy trading business and
pursue an orderly liquidation of our trading portfolio. We anticipate this liquidation may occur through 2004.
Our liquidation strategy is intended to maximize cash flow from the trading portfolio and reduce our cash
liquidity risk in an uncertain environment. Early in 2003, we also announced our intent to reduce our
involvement in the LNG business and exit substantially all of our petroleum activities (excluding our Aruba
refinery).

Below are Merchant Energy’s operating results and an analysis of those results for each of the three years
ended December 31:

Total

Division Merchant
Energy Energy
Merchant Energy Segment Results Global Power Petroleum  Trading Eliminations Segment
(In millions)
2002
Gross Margin . .....ovviieenennninenennn.. $ 1,139 $ 687 $ (862) $(49) $ 915
Operating eXpemnses . .........ovvurvereeennnnns (716) (906) (678) 49 (2,251)
Operating income (loss) . ................... 423 (219) (1,540) — - (1,336)
Other income (€Xpense)................v..... (429) 112 15 — (302)
EBIT. .o $ (6) $ (107) $(1,525) $§ — $(1,638)
2001 ‘

Gross MArgin . ....ovver i, $ 421 $§ 894 $ 604 $ — $ 1,919
Operating eXpenses .. .......c..coeeveinneennn.. (329) (1,055) (137) — (1,521)
Operating income (loss).................... 92 (161) 467 — 398
Otherincome . .......cooviiiininniinennnn.. 369 111 26 — 506

EBIT. ... $ 461 $§ (30) § 493 $ — $ 904
2000
Gross Margin ... ....oovriiiiee e iiieeennnnns $ 367 § 895 § 441 $ — $ 1,703
Operating expenses . ......ooovveuueeiernnnnn.. (271) (796) (64) — (1,131)
Operating income . ......... ..o ... 96 99 377 — 572
Otherincome...........o i, 298 39 21 — 358
EBIT .. o e $ 394 $§ 138 § 398 $ — $ 930
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‘Global Power

Our global power division includes the ownership and operation of domestic and international power
generating facilities. In most cases, we partially own our power generating facilities and account for them using
the equity method. We conduct most of our domestic power business through Chaparral. Internationally, we
have invested in the Brazil power market through our equity investment in Gemstone. For a further discussion
of our Chaparral and Gemstone investments, see Off-Balance Sheet Arrangements and Contractual
Obligations above and Item 8, Financial Statements and Supplementary Data, Note 26. We also have
interests in a number of other power facilities in Asia, Central America and Europe.

Power Contract Restructuring Activities. Many of our domestic power plants, and the power plants
owned by Chaparral, have long-term power sales contracts with regulated utilities that were entered into under
PURPA. The power sold to the utility under these PURPA contracts is required to be delivered from a
specified power generation plant at power prices that are usually significantly higher than the cost of power in
the wholesale power market. Qur cost of generating power at these PURPA power plants is typically higher
than the cost we would incur by obtaining the power in the wholesale power market, principally because the
PURPA power plants are less efficient than newer power generation facilities.

In the past, we have been successful at renegotiating or restructuring these long-term power contracts.
Typically, in a power contract restructuring, the PURPA power sales contract is amended so that the power
sold to the utility does not have to be provided from the specific power plant. Because we have been able to
buy lower cost power in the wholesale power market, we had the ability to reduce the cost paid by the utility,
thereby inducing the utility to enter into the power contract restructuring transaction. Following a contract
restructuring, the power plant operates on a merchant basis, which means that it is no longer dedicated to one
buyer and will operate only when power prices are high enough to make operations economical. In addition,
we may assume, and in the case of Eagle Point Cogeneration we did assume, the business and economic risks
of supplying power to the utility to satisfy the delivery requirements under the restructured power contract
over its term. When we assume this risk, we manage these obligations by entering into transactions to buy
power from third parties that mitigate our risk over the life of the contract. These activities are reflected as
part of our trading activities and reduce our exposure to changes in power prices from period to period. Power
contract restructurings generally result in a higher rate of return on our investment in our power generation
business because we can deliver reliable power at lower prices than our cost to generate power at these
PURPA power plants. In addition, we can use the restructured contracts as collateral to obtain financing at a
cost that is comparable to, or lower than, our existing financing costs.

During the last three years, we have successfully completed the restructuring of a number of long-term
power contracts held by unconsolidated affiliates or, in some cases, held by us. As a result of our credit
downgrades, our decision to exit the energy trading business, and disruption in the capital markets, it is
unlikely we will pursue additional power contract restructurings in the near term. For a further discussion of
these activities, see Item 8, Financial Statements and Supplementary Data, Note 13.

Global Power Division Resuits 2002 2601 2000
(En millions)
GTOSS TNATZIN . vttt i i i it ittt i et $ 1,139 8§ 421 § 367
OPETating EXPENSES « o v vttt ettt ettt e e e e (716)  (329) (271)
Operating INCOIME . . . ..o\ttt e e e e it ea 423 92 96
Other inCome {EXPENSE) .. ...\ttt ittt ettt (429) 369 298
EBIT $ (6) $ 461 § 394

Year Ended December 31, 2002 Compared to Year Ended December 31, 2001

Gross margin consists of revenues from our power plants and the net results from our power restructuring
activities. The cost of fuel used in the power generation process is included in operating expenses. For the year
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ended December 31, 2002, gross margin for the global power division was $718 million higher than in 2001.
Gross margin from power contract restructurings comprised $628 million of the increase. During 2002, we
completed power contract restructurings or contract terminations at our Eagle Point Cogeneration, Mount
Carmel and Nejapa power plants. The Eagle Point restructuring transaction, completed in March 2002, was
our most significant power contract restructuring transaction and contributed $476 million to our net 2002
results.

The Eagle Point restructuring involved several steps and all revenues, expenses, fees and impairments
were reported in our 2002 gross margin. First, we amended the existing PURPA power sales contract with
Public Service Electric and Gas (PSEG) to eliminate the requirement that power be delivered specifically
from the Eagle Point power plant. This amended contract has fixed prices with stated increases over the
14-year term that range from $85 per MWh to $126 per MWh. We entered into the amended power sales
contract through a consolidated subsidiary, UCF. UCF was created to hold and execute the restructured
power sales contract, to enter into a supply contract to meet the requirements of the restructured agreement
and to monetize the net cash flows of these contracts by issuing debt. In keeping with its purpose, UCF
entered into a power supply agreement with our energy trading division (EPME) who usually participates in
our power restructuring activities by taking on the obligation to supply power. The terms of the EPME power
supply contract were identical to the amended power sales contract, with the exception of price, which was set
at $37 per MWh over its 14-year term.

For credit enhancement purposes, in anticipation of the financing transaction associated with the
restructuring, UCF terminated the EPME supply contract in the second quarter of 2002 and replaced it with a
supply contract with a Morgan Stanley affiliate. UCF entered into the Morgan Stanley contract solely for the
purpose of reducing the cost of debt UCF would issue. EPME continued to supply power for the restructured
transaction by entering into a power supply agreement with the Morgan Stanley affiliate. As a result of the
steps we have taken in this transaction, we have replaced the high-cost of the power generated from the Eagle
Point plant, which had averaged over $75 per MWh, with power that we purchased in the open market at an
average cost of $31 per MWh. We have also shifted the collection and credit risks to third parties over the
term of the restructured power sales agreement. The estimated improvement in margins associated with this
restructuring is approximately $136 million over the life of the contracts.

The actions taken to restructure the contract required us to mark the contract to its fair value. As a result,
we recorded non-cash revenue representing the estimated fair value of the derivative contract of approximately
$978 million. We also amended or terminated other ancillary agreements associated with the cogeneration
facility, such as gas supply and transportation agreements, a steam contract and existing financing agreements.
We also paid $103 million to the utility to terminate the original PURPA contract. Also included in our
operating results for 2002 were a $98 million non-cash charge to adjust the Eagle Point Cogeneration plant to
fair value based on its new status as a peaking merchant plant and a non-cash charge of $230 million to write
off the book value of the original PURPA contract. The transaction included closing and other costs of
$21 million and the minority interest owner’s share of this transaction of $50 million. Total operating cash
flows from this transaction amounted to approximately $124 million of cash paid to the utility to amend the
original contract and other costs and total financing cash flows included $829 million of proceeds from the
issuance of 7.944% senior notes collateralized solely by the contracts and cash flows of UCF.

The other two power restructuring transactions during 2002 were the Nejapa and the Mount Carmel
transactions. In 2002, an arbitration award panel approved the termination of the power purchase agreement
between Comision Ejecutiva Hydroelectrica del Rio Lempa and the Nejapa Power Company, one of our
consolidated subsidiaries, in exchange for a cash payment of $90 million. We recorded, as gross margin, a
$90 million gain and also recorded $13 million in other expense for the minority owner’s share of this gain. We
applied the proceeds of the award to retire a portion of Nejapa’s debt. The Mount Carmel restructuring
involved the termination of the existing PURPA power purchase contract for a fee from the utility of
$50 million. In addition, we recorded a non-cash adjustment to reflect fair value of the Mount Carmel facility
of $25 million, resulting in a total net benefit on the restructuring transaction of $25 million.
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Due to increasing market power prices in 2002, the net increase in gross margin from power contract
restructurings of $628 million from our initial power restructuring transactions was partially offset by a
decrease in the fair value of our restructured power contracts and related power supply contracts of
$114 million from the initial gains through December 31, 2002. In addition to the net increase in gross margin
relating to restructuring activities discussed above, gross margin increases of $147 million were realized from
domestic and international power facilities that were consolidated in the fourth quarter of 2001 and the first
quarter of 2002, partially offset by decreased revenues from the sale of the ManChief facility in 2001 to
Chaparral. Also contributing to the increase were higher management fees in 2002 of $42 million primarily
from Chaparral. Partially offsetting these increases were increased losses in other investments of $22 million
during 2002.

Operating expenses include the cost of fuel used in the power generation processes, asset impairments
and other costs we incur in operating and maintaining our power plants. Operating expenses for the year ended
December 31, 2002, were $387 million higher than in 2001 primarily as a result of asset impairments that were
recorded in 2002, In 2002, we wrote down our capitalized turbine costs by $162 million as we reduced our
capital expenditure plans related to future power development as a result of our liquidity concerns, and
accordingly our ability and intent to use the turbines in international and domestic power development projects
changed. These reduced capital expenditure plans also impacted our ability to fund future financial
investments, resulting in a $44 million impairment of goodwill by EnCap and Enerplus, our investment
management subsidiaries. Plant operation and maintenance expenses increased by $156 million primarily
resulting from the consolidation of international and domestic power-related entities in the fourth quarter of
2001 and the first quarter of 2002, and the expansion of our South America, Central America and Mexico
operations in 2002,

Other income for the year ended December 31, 2002, was $798 million lower than in 2001 primarily due
to higher write downs on our equity investments over those that were recorded in 2001. Due to weak economic
conditions in Argentina in 2002, we recorded a $342 million impairment of our CAPSA/CAPEX equity
investment and Costanera cost investment. Also in 2002, we recorded a writedown of our PPN equity
investment in India of $41 million due to PPN’s sole customer failing to pay for power generated by the plant
and significant difficulties encountered with operating the plant, and a $17 million impairment of our Milford
equity investment where construction problems and disputes with our contractors and lenders have further
delayed completion of the plant. In addition, we recognized a $74 million writedown of our CE Generation
equity investment in December 2002 resulting from the sale of the underlying power plants, which was
completed in the first quarter of 2003. The 2002 write downs were partially offset by impairments of
$74 million on our Fife and East Asia equity investments in 2001. Contributing to the overall decrease was a
decrease in equity earnings from Chaparral of $136 million, from Enfield due to unexpected plant shutdowns
of $22 million, and from projects consolidated in the fourth quarter of 2001 and first quarter of 2002 of
$52 million. Other income also decreased by $51 million due to the minority owner’s interest in income of
projects consolidated by us in 2002, and a $22 million decrease in operating lease income as a result of the
consolidation of Nejapa in 2002. Other income also decreased due to $75 million in fees earned for
engineering, construction management and other services for the Macae power project during 2001 that did
not recur in 2002 because the power plant became operational after it was contributed to Gemstone in late
2001. These decreases were partially offset by higher equity earnings of $107 million from Gemstone during
2002.

Year Ended December 31, 2001 Compared to Year Ended December 31, 2000

Gross margin for the year ended December 31, 2001, was $54 million higher than in 2000. This increase
was primarily due to an increase of $67 million in management fees earned from Chaparral during 2001. Also
contributing to the increase were higher margins of $55 million from a Philippine power project that was
consolidated in the first quarter of 2001. Partially offsetting these increases was a decrease of $61 million in
margins associated with our West Georgia facility, which we sold to Chaparral in the fourth quarter of 2000.

Operating expenses for the year ended December 31, 2001, were $58 million higher than in 2000. This
increase was primarily due to an increase in plant operation and maintenance expenses of $100 million
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resulting from the consolidation of a Philippine power project in 2001 and expansion of our operations in
Mexico and Brazil during 2001. In addition, we recorded $12 million in merger-related costs and other charges
in 2001 associated with combining our operations with Coastal’s operations. See Item 8, Financial Statements
and Supplementary Data, Notes 4 and 5, for a discussion of these merger-related costs and asset impairments
of our long-lived assets. These increases were partially offset by lower costs of $33 million at our West Georgia
facility, which was sold in the fourth quarter of 2000.

Other income for the year ended December 31, 2001, was $71 million higher than in 2000. This increase
was primarily due to $75 million of fees earned for engineering, construction management and other services
related to the development of the Macae power project in Brazil in 2001. Also contributing to this increase was
an increase in equity earnings from Chaparral of $80 million during 2001 and from other equity investments of
$28 million during 2001. Partially offsetting these increases were an impairment of $74 million of our Fife and
East Asia equity investments in 2001 and gains of $36 million from the sale of our interests in East Asia and
Guatemalan power projects in 2000.

Petrolenm

In addition to exiting our energy trading business, we announced in February 2003 our intent to reduce
our involvement in the LNG business and exit substantially all of our petroleum businesses, except for our
Aruba refinery. We currently own or have interests in oil refineries, chemical production facilities, petroleum
terminalling and marketing operations, and blending and packaging operations for lubricants and automotive
products. Our refinery operations are cyclical in nature and sensitive to movements in the price of crude oil.
During the last two years, we have operated in an environment where the differences in the price of our crude
oil input and the price we can realize for the resulting products output has been so narrow that we have
experienced losses in our refinery operations. While the condition has improved during the first quarter of
2003, our results in the future may continue to be volatile. Also contributing to losses in 2002 and 2001 were
operational difficulties following a fire at our Aruba facility in 2001.

Petroleum Division Results 2002 2001 2000
(In millions)
GroSS MATEIN « . . o vttt e e e e e $ 687 $ 894 §$ 895
Operating E€XPENSES . . v o\t vttt e et ettt e e (906)  (1,055)  (796)
Operating income (1058) . ... ii it i (219) (161) 99
Other INCOME . . . ... e e e 112 111 39
BB . $(107) $ (50) $ 138

Year Ended December 31, 2002 Compared to Year Ended December 31, 2001

Gross margin consists of revenues from our refineries and commodity trading activities, less costs of the
feedstocks used in the refining process and the costs of commodities sold. For the year ended
December 31, 2002, our gross margin was $207 million lower than in 2001. This decrease was primarily due to
a $67 million decline in the fair value of our LNG supply contract derivatives in 2002 compared to a
$86 million increase in the fair value of these contracts in 2001. Also contributing to this decrease was lower
refining margins of $84 million resulting from lower throughput at our Aruba refinery. Also, we recorded
$57 million of insurance claims and recoveries in 2001 related to our refinery losses associated primarily with a
fire at our Aruba facility in April 2001, a decrease of $143 million in marine revenues resulting from lower
marine freight rates and number of operating vessels and a decrease of $86 million associated with the lease of
our Corpus Christi refinery and related assets to Valero in June 2001. These decreases were partially offset by
increased refining margins of $74 million at our Eagle Point refinery and a gain of $210 million from the sale of
a long-term LING supply contract and capacity rights at a regasification terminal to Snghvit during 2002.

Operating expenses for the year ended in December 31, 2002, were $149 million lower than in 2001. The
decrease was primarily due to $244 million of merger-related costs, asset impairments and other charges in
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2001 primarily associated with combining our operations with Coastal’s operations. See Item 8, Financial
Statements and Supplementary Data, Notes 4 and 5 for a discussion of our merger-related costs and asset
impairments. This decrease was partially offset by a $91 million impairment of our MTBE chemical
processing plant in 2002 and a $7 million increase in operating costs associated with the expansion of our LNG
operations during 2002.

Other income for the year ended December 31, 2002, was $1 million higher than in 2001. The increase
was primarily due to $46 million of insurance claims and recoveries from our insurers recorded in 2002
compared to $40 million, net of writeoffs of damaged properties in 2001, primarily associated with the assets
destroyed in a fire at our Aruba facility in April 2001.

Year Ended December 31, 2001 Compared to Year Ended December 31, 2000

For the year ended December 31, 2001, our gross margin was $! million lower than in 2000. The
decreases from year to year were the result of a $105 million decrease in margins in crude based refined
products and lower margins and throughput at the Eagle Point refinery as a result of decreased demand for jet
fuel following the events of September 11, 2001. Also contributing to the decrease was a $48 million decrease
in margins associated with the lease of our Corpus Christi refinery and related assets to Valero in June 2001.
Partially offsetting these decreases was a $86 million increase in the fair value of our LNG supply contract
derivatives during 2001 compared to a $54 million decrease in the fair value of these contracts in 2000, and
$22 million of margins earned on Coastal Liquid Partners, which was consolidated during early 2001. Also
offsetting these decreases were $57 million of insurance claims and recoveries from our insurers on losses
incurred related primarily to a fire at our Aruba facility in April 2001. This fire was the primary reason for a 25
percent decrease in output between 2000 and 2001 resulting in a $53 million reduction, year over year, in
refining margins.

Operating expenses for the year ended in December 31, 2001, were $259 million higher than in 2000. The
increase was primarily due to $249 million of merger-related costs, asset impairments and other charges in
2001 associated with combining our operations with Coastal’s operations. See Item 8, Financial Statements
and Supplementary Data, Notes 4 and 5 for a discussion of our merger-related costs and asset impairments of
our long-lived assets. Also contributing to this increase was a $26 million increase in operating expenses
associated with our LNG business in 2001 and higher fuel costs of $29 million at our refineries due to higher
natural gas prices. These increases were partially offset by lower operating expenses of $64 million resulting
from the lease of our Corpus Christi refinery and related assets to Valero in June 2001.

Other income for the year ended December 31, 2001, was $72 million higher than in 2000. The increase
was primarily the result of $77 million of insurance claims and recoveries, net of writeoffs of damaged
properties of $37 million, from our insurers associated primarily with the assets destroyed in the Aruba fire.

Energy Trading

Our energy trading activities have historically included actively managing the inherent risk across
Merchant Energy’s asset portfolios as well as providing customers with risk management solutions involving
natural gas, power, crude oil, refined products, chemicals and coal. This division also conducted a substantial
energy trading business that executed proprietary trading strategies and managed the segment’s risk across
multiple commodities and over seasonally fluctuating energy demands using consistent methodologies. In
November 2002 we announced that we would exit the energy trading business due to the increasing and
volatile cash demands inherent in that business, which were magnified by our credit downgrade. We are in the
process of liquidating our trading price risk management portfolio and anticipate that this effort will continue
through 2004.

Our liquidation strategy is being executed in a variety of ways including:
 negotiating early settlements pursuant to contractual terms with our counterparties;

» actively pursuing the sale of transactions or the entire portfolio to third parties;
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e matching and transferring offsetting positions with different. counterparties;
o transferring transactions to other El Paso segments or divisions; and
o liquidating through scheduled settlements.

In late 2002, we began actively liquidating our trading portfolio. As of December 31, 2002, we had
approximately 40,000 transactions to be settled in the future. Included in our portfolio at that time was
approximately 4.4 Bcf/d of natural gas transportation capacity and natural gas storage rights of approximately
125 Bef. As of December 31, 2002, we had contracted to sell 2.1 Bcef/d of that transportation capacity and
70 Bef of those gas storage rights. The sale resulted in a loss of approximately $25 million. Additionally, in the
first quarter of 2003, we sold our European natural gas trading portfolio and completed the liquidations of all of
our open trading positions in Europe. We incurred a loss of approximately $4 million on this sale and
liquidation. We are continuing to work with numerous counterparties to liquidate the remainder of our
portfolio through 2004.

Fair Value of Price Risk Management Contracts as of December 31, 2002

The following table details the net estimated fair value of our energy contracts (both trading and
non-trading) by year of maturity and valuation methodology as of December 31, 2002. We classify as trading
activities those price risk management activities that we enter into with the objective of generating profits or
benefiting from exposure to shifts or changes in market prices. We classify all other derivative-related
activities, including those related to power restructuring activities, as non-trading price risk management
activities.

Maturity Maturity  Maturity  Maturity  Matarity Total
Less Than 1to3 4to05 6 to 10 Beyond Fair
Source of Fair Value 1 Year Years Years Years 10 Years Value

(In millions)

Trading contracts

Exchange-traded positions" .. ... ... .. $ (16) $ (80) $ 3 $ 3 $ — $(90)
Non-exchange traded positions‘? ... ... 42 77 (12) (52) (24) 31
Total trading contracts, net ....... 26 (3) (9) (49) 24y (59)
Non-trading contracts®
Non-exchange traded positions'® ... ... (148) (35) 122 329 191 459
Total energy contracts ............... $(122) § (38)  $113 $280 $167 $400

) Exchange-traded positions include positions that are traded on active exchanges such as the New York Mercantile Exchange,
International Petroleum Exchange and London Clearinghouse.

) Non-exchange traded positions include positions based on exchange prices, third party pricing data and valuation techniques that
incorporate specific contractual terms, statistical and simulation analysis and present value concepts.

(3 Non-trading energy contracts include derivatives from our power contract restructuring activities of $968 million and derivatives
related to our natural gas and oil producing activities of $(509) million. Earnings related to the natural gas and oil producing activities
are included in our Production segment results.

The energy trading industry experienced dramatic changes during 2002, especially in the fourth quarter.
These changes included the credit downgrades of many of the major industry participants and actions taken by
most of the major industry participants to reduce their trading activities or completely exit the business.
Because of our own actions to limit our trading activities and exit the trading business, our accessibility to
reliable forward market data for purposes of estimating fair value was significantly limited in late 2002. As a
result, we obtained valuation assistance from a third party valuation specialist in determining the fair value of
our trading and non-trading price risk management activities as of December 31, 2002. Based upon the
specialist’s input, our estimates of fair value are based upon price curves derived from actual prices observed in
the market, pricing information supplied by the specialist and independent pricing sources and models that
rely on this forward pricing information. These estimates also reflect factors for 