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Below is a list of terms that are common to our industry and used throughout this document:

/d = per day Mcfe = thousand cubic feet of natural gas equivalents
Bbl = barrels MMBtu = million British thermal units

BBtu = billion British thermal units MMcf = million cubic feet

Bcfe = billion cubic feet of natural gas equivalents MDMcfe = million cubic feet of natural gas equivalents
MBbIs = thousand barrels MW = megawatt

Mcf = thousand cubic feet NGL = natural gas liquids

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 CGP”, we are describing El Paso CGP Company and/or our
subsidiaries.



PART I — FINANCIAL INFORMATION

Item 1. Financial Statements

EL PASO CGP COMPANY

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

OPETating TEVEIUES . . . ottt vttt ettt et e et e e e

Operating expenses

Cost of products and Services ...............oouuinrnenenn...
Operation and maintenance .. .. ...........ovrvrnrnenenenn...
Depreciation, depletion and amortization......................
Loss on long-lived assets ...............ciiriiiininiennnn...
Taxes, other than income taxes . ............. . ...,

Operating iNCOME . ...\ vttt ittt ettt
Earnings (losses) from unconsolidated affiliates
Other income, Net . . ... ...t e
Interest and debt expense .............c.iiiiiiiiiii
Affiliated interest income (expense), net........................

Income (loss) before income taxes
Income taxes

Income (loss) from continuing operations . ......................

Discontinued operations, net of income taxes

Net income (10SS) ...t

See accompanying notes.

(In millions)
(Unaudited)

Six Months Ended

Quarter Ended June 30,

June 30, 2004
2005 2004 2005 (Restated)
$419  $449 $ 929 $ 924

42 64 117 126
131 114 255 236
122 115 241 227

65 — 64 88

12 17 33 28
372 310 710 705
47 139 219 219
(71) 24 (85) 59

14 7 21 13
(77)  (91)  (150)  (192)

4 5 6 9)

(83) 84 11 90
(15) 29 25 31
(68) 55 (14) 59
4) (%) — %5)
$(72) $ 50 $ (14) $ (36)




EL PASO CGP COMPANY

CONDENSED CONSOLIDATED BALANCE SHEETS
(In millions, except share amounts)

(Unaudited)
June 30, December 31,
2005 2004
ASSETS
Current assets
Cash and cash equivalents. . ............. . i $ 63 $ 80
Accounts and notes receivable
Customers, net of allowance of $19 in 2005 and $27 in 2004............... 153 217
AfAteS ... 279 263
Other . .o 71 93
Inventory . ... 43 52
Assets from discontinued operations ................ . 193 185
Deferred InCOME taXeS . . .o\ vttt it e e 67 87
Other . . 57 41
Total current assets . ... ..... ..ottt 926 1,018
Property, plant and equipment, at cost
Natural gas and oil properties, at full cost ............ .. ... .. ... ... .... 7,304 7,153
Pipelines . ... 7,083 7,040
Power facilities . ... . 177 373
Gathering and processing SYStEMS . . ... ....ouutinntnntn i, 36 44
Other . . 134 89
14,734 14,699
Less accumulated depreciation, depletion and amortization .................. 8,057 7,981
Total property, plant and equipment, net ........................... 6,677 6,718
Other assets
Investments in unconsolidated affiliates................ .. ... .. .. .. ........ 764 894
Goodwill and other intangible assets, net .............. ... ..., 420 419
Other . .o e 489 295
1,673 1,608
Total ASSELS . . v vttt e $ 9,276 $ 9,344

See accompanying notes.



EL PASO CGP COMPANY

CONDENSED CONSOLIDATED BALANCE SHEETS — (Continued)
(In millions, except share amounts)

(Unaudited)
June 30, December 31,
2005 2004
LIABILITIES AND STOCKHOLDER’S EQUITY
Current liabilities
Accounts payable
Trade . . oo $ 121 $ 153
AHAteS . .o 40 61
Other . oo 183 211
Current maturities of long-term debt ........ ... ... ... ... .. . .. ... 135 310
Notes payable to affiliates. .. ......... .. 61 211
Liabilities from price risk management activities. .. .............. ... 104 148
Accrued INTETeSt . . . ..ottt e 58 59
Liabilities from discontinued operations .............. ... iuiniriininan.... 121 104
Other . o o 269 211
Total current liabilities ... ......... . .. .. . 1,092 1,468
Long-term financing obligations, less current maturities. ... ...................... 3,794 3,447
Other
Deferred inCOmMe taxes. .. ... vvut ittt e 711 692
OtheT . o o 307 388

1,018 1,080

Commitments and contingencies

Securities of Subsidiaries . . . ....... .o 151 158
Stockholder’s equity
Common stock, par value $1 per share; authorized and issued 1,000 shares .. ..... — —
Additional paid-in capital . ......... .. . 3,181 3,181
Retained €arnings ... ... .......ooiut 89 103
Accumulated other comprehensive 10ss. . ...... ... . (49) (93)
Total stockholder’s equity .. ..ot 3,221 3,191
Total liabilities and stockholder’s equity ...............oiiiiiineenio.n. $9,276 $9,344

See accompanying notes.



EL PASO CGP COMPANY

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In millions)

(Unaudited)
Six Months Ended
June 30,
2004
2005 (Restated)
Cash flows from operating activities
Nt 1088 . oottt $ (14) $ (36)
Less loss from discontinued operations, net of income taxes ................. — (95)
Net income (loss) from continuing operations ..................c.ceeuueunn... (14) 59
Adjustments to reconcile net income (loss) to net cash from operating activities
Depreciation, depletion and amortization ..., 241 227
Loss on long-lived assets. . ....... ... 64 88
Earnings from unconsolidated affiliates, adjusted for cash distributions ........ 155 (12)
Deferred income taxes. . ...ttt 4) 26
Other non-cash IteMS .. ... ...ttt e et e (13) 11
Asset and liability changes .. ........... i (45) 46
Cash provided by continuing operations . ..................ouiiiineenon.. 384 445
Cash provided by (used in) discontinued operations. ....................... (17) 166
Net cash provided by operating activities ... ............ccvveineen.... 367 611
Cash flows from investing activities
Additions to property, plant and equipment . ........ ... .. ... .. (268) (295)
Purchases of interests in equity investments. ...............viineunernnnnn... (7) (12)
Net proceeds from the sale of assets and investments ........................ 14 81
Net change in restricted cash. ........ .. ... . i (11) 34
Net change in notes receivable from affiliates ............. ... ... ... ... ..... (251) —
Increase in notes from unconsolidated affiliates . ........................ .. ... 6 20
Other . .o 54 31
Cash used in continuing Operations .. ...............uiuneuneeneennennen.. (463) (141)
Cash provided by discontinued operations .................ccviiuiinn.n.. 70 1,112
Net cash provided by (used in) investing activities. .................... (393) 971
Cash flows from financing activities
Payments to retire long-term debt and other financing obligations .............. (294) (460)
Net change in affiliated notes payable........... ... ... ... .. .. ... (150) (896)
Net proceeds from the issuance of long-term debt and other financing obligations 458 —
Proceeds from issuance of securities of subsidiaries .......................... — 74
Contributions from discontinued operations ..................coiuirirninn... 53 913
Ot . . o (5) 1
Cash provided by (used in) continuing operations ......................... 62 (368)
Cash used in discontinued Operations . ..............c.uuriininenernenan... (53) (1,278)
Net cash provided by (used in) financing activities .................... 9 (1,646)
Change in cash and cash equivalents ............ ... .. . ... ... (17) (64)
Cash and cash equivalents
Beginning of period . . ... .. .. 80 150
End of period . ... ... . $ 63 $ 86

()" Only individual line items within cash flows from operating activities have been restated. Total cash flows
from operating activities, investing activities, and financing activities, as well as discontinued operations
were unaffected by our restatements.

See accompanying notes.
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EL PASO CGP COMPANY

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(In millions)

(Unaudited)
Six Months Ended
Quarter Ended June 30,
June 30, 2004
2005 2004 2005 (Restated)
Net income (10SS) .« v voei e e $(72) $ 50 $(14) $(36)
Foreign currency translation adjustments (net of income taxes of
less than $1 in 2005 and less than $1 and $36 in 2004) . ..... 3 (1) 6 (33)

Unrealized net gains (losses) from cash flow hedging activity
Unrealized mark-to-market gains (losses) arising during
period (net of income taxes of $12 and $3 in 2005 and $7
and $15in2004) .. ... 21 (12) (4) (26)
Reclassification adjustments for changes in initial value to the
settlement date (net of income taxes of $15 and $24 in

2005 and $2 and $6 in 2004) .. ... ... 27 2 42 9
Other comprehensive income (loss) .................. 51 (11) 44 (50)
Comprehensive income (10SS) ..............ccooiiiein... $(21) $ 39 $ 30 $(86)

See accompanying notes.



EL PASO CGP COMPANY

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1. Basis of Presentation and Significant Accounting Policies
Basis of Presentation

We are a wholly owned, direct subsidiary of El Paso Corporation (El Paso). We prepared this Quarterly
Report on Form 10-Q under the rules and regulations of the United States Securities and Exchange
Commission. Because this is an interim period filing presented using a condensed format, it does not include
all of the disclosures required by generally accepted accounting principles. You should read this Quarterly
Report on Form 10-Q along with our 2004 Annual Report on Form 10-K, as amended, which includes a
summary of our significant accounting policies and other disclosures. The financial statements as of
June 30, 2005, and for the quarters and six months ended June 30, 2005 and 2004, are unaudited. We derived
the balance sheet as of December 31, 2004, from the audited balance sheet filed in our 2004 Annual Report on
Form 10-K, as amended. In our opinion, we have made all adjustments which are of a normal, recurring
nature to fairly present our interim period results. Due to the seasonal nature of our businesses, information for
interim periods may not be indicative of the results of operations for the entire year. During the second quarter
of 2005, El Paso’s Board of Directors approved the sale of our south Louisiana gathering and processing assets,
which represented substantially all of the remaining assets in our Field Services segment. These assets and the
results of their operations have been reclassified as discontinued operations for all periods presented.
Additionally, our financial statements for prior periods include reclassifications to conform to the current
period presentation. These reclassifications had no effect on our previously reported net income (loss) or
stockholder’s equity.

Restatement

Cumulative Foreign Currency Translation Adjustments (CTA). We determined that our CTA balances
in accumulated other comprehensive loss incorrectly contained amounts related to our businesses that had
been previously sold or abandoned. These businesses included our discontinued Canadian exploration and
production operations and certain of our discontinued petroleum markets activities. The adjustment of these
CTA balances also affected the loss we recorded in 2004 on the sale of our Canadian operations.

In conjunction with the revisions for CTA, we also determined that upon initially recognizing deferred
income taxes on our Canadian and exploration and production operations, we did not properly allocate taxes to
CTA in 2003. As a result, we should have recognized additional income tax expense in the first quarter of 2004
upon the sale of these operations.

The impact of these adjustments to CTA and their related tax impacts was a $32 million reduction in our
net loss from discontinued operations and net loss for the first quarter of 2004. As of December 31, 2004, the
effect of these adjustments to total stockholder’s equity was a decrease of $1 million.

Below are the effects of the restatement described above on our income statement, balance sheet and
statement of comprehensive income. We have also reflected these restatements in Note 2.
For the Six Months Ended June 30, 2004
As Reported” As Restated
(In millions)

Income Statement:

Discontinued operations, net of income taxes.......... $ (127) $ (95)

Net 10SS. oo (68) (36)
Statement of Comprehensive Income

Foreign currency translation adjustments ............. $ (1) $ (33)

Other comprehensive loss . ......................... (18) (50)

() Includes the impact of the reclassification of our south Louisiana assets as discontinued operations.
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Significant Accounting Policies

Our significant accounting policies are consistent with those discussed in our 2004 Annual Report on
Form 10-K, as amended.

New Accounting Pronouncements Issued But Not Yet Adopted

As of June 30, 2005, there were several accounting standards and interpretations that had not yet been
adopted by us. Below is a discussion of significant standards that may impact us.

Accounting for Deferred Taxes on Foreign Earnings. In December 2004, the Financial Accounting
Standards Board (FASB) issued FASB Staff Position (FSP) No. 109-2, Accounting and Disclosure Guidance
for the Foreign Earnings Repatriation Provision within the American Jobs Creation Act of 2004.
FSP No. 109-2 clarified the existing accounting literature that requires companies to record deferred taxes on
foreign earnings, unless they intend to indefinitely reinvest those earnings outside the U.S. This
pronouncement will temporarily allow companies that are evaluating whether to repatriate foreign earnings
under the American Jobs Creation Act of 2004 to delay recognizing any related taxes until that decision is
made. This pronouncement also requires companies that are considering repatriating earnings to disclose the
status of their evaluation and the potential amounts being considered for repatriation. The U.S. Treasury
Department has indicated that additional guidance for applying the repatriation provisions of the American
Jobs Creation Act of 2004 will be issued. We have not yet determined the potential range of our foreign
earnings that could be impacted by this legislation and FSP No. 109-2, and we continue to evaluate whether
we will repatriate any foreign earnings and the impact, if any, that this pronouncement will have on our
financial statements.

Accounting for Asset Retirement Obligations. In March 2005, the FASB issued FASB Interpretation
(FIN) No. 47, Accounting for Conditional Asset Retirement Obligations. FIN No. 47 requires companies to
record a liability for those asset retirement obligations in which the timing and/or amount of settlement of the
obligations are uncertain. These conditional obligations were not addressed by Statement of Financial
Accounting Standards (SFAS) No. 143, Accounting for Asset Retirement Obligations, which we adopted on
January 1, 2003. FIN No. 47 will require us to accrue a liability when a range of scenarios indicates that the
potential timing and/or settlement amounts of our conditional asset retirement obligations can be determined.
We will adopt the provisions of this standard in the fourth quarter of 2005 and have not yet determined the
impact, if any, that this pronouncement will have on our financial statements.

Accounting for Pipeline Integrity Costs. In June 2005, the Federal Energy Regulatory Commission
(FERC) issued an accounting release that will impact certain costs our interstate pipelines incur related to
their pipeline integrity programs. This release will require us to expense certain pipeline integrity costs
incurred after January 1, 2006, instead of capitalizing them as part of our property, plant and equipment.
Although we continue to evaluate the impact that this accounting release will have on our consolidated
financial statements, we currently estimate that we would be required to expense an additional amount of
pipeline integrity costs under the release in the range of approximately $5 million to $10 million annually.



2. Divestitures
Sales of Assets and Investments

During the six months ended June 30, 2005 and 2004, we completed the sale of a number of assets and
investments. We received cash proceeds from asset and investment sales of $14 million and $81 million in the
six months ended June 30, 2005 and 2004. Additionally, during the six months ended June 30, 2005 and 2004,
we received proceeds of $85 million and $1,261 million from sales of assets related to our discontinued
operations.

The following table summarizes the significant assets sold during the six months ended June 30:

2005 2004
Power » Eagle Point power facility * Mohawk River Funding IV
» Rensselaer power facility « Utility Contract Funding (UCF)
e Power turbine e Bastrop Company equity
investment
Discontinued e Interest in Paraxylene facility e Natural gas and oil production
¢ MTBE processing facility properties in Canada
o International natural gas and » Aruba and Eagle Point refineries
oil production properties and other petroleum assets

During the second and third quarters of 2005, we announced the sales of substantially all of our Asian
power assets. We expect to receive total proceeds of approximately $32 million for these assets.

Under SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets, we classify
assets to be disposed of as held for sale or, if appropriate, discontinued operations when they have received
appropriate approvals by El Paso’s management or its Board of Directors and when they meet other criteria.
As of December 31, 2004, we had two domestic power plants in assets held for sale that were fully impaired in
previous years, one of which was sold in the first quarter of 2005. We expect to sell the other power plant by
the end of 2005.

Discontinued Operations

South Louisiana Gathering and Processing Operations. During the second quarter of 2005, El Paso’s
Board of Directors approved the sale of our south Louisiana gathering and processing assets, which
represented substantially all of the remaining assets in our Field Services segment. During the third quarter of
2005, we announced the sale of these assets, for which we expect to receive proceeds of approximately
$500 million. This sale is expected to be completed by the end of 2005.

International Natural Gas and Oil Production Operations. During 2004, our Canadian and certain other
international natural gas and oil production operations were approved for sale. As of December 31, 2004, we
had completed the sale of all of our Canadian operations and substantially all of our operations in Indonesia
for total proceeds of approximately $389 million. We completed the sale of substantially all of our remaining
properties in 2005 for total proceeds of approximately $6 million.

Petroleum Markets. During 2003, El Paso’s Board of Directors approved the sales of our petroleum
markets businesses and operations. These businesses and operations consisted of our Eagle Point and Aruba
refineries, our asphalt business, our Florida terminal, tug and barge business, our lease crude operations, our
Unilube blending operations, our domestic and international terminalling facilities and our petrochemical and
chemical plants. In 2004, we completed the sales of our Aruba and Eagle Point refineries for approximately
$880 million.

The petroleum markets, international natural gas and oil production operations and south Louisiana
gathering and processing operations discussed above are classified as discontinued operations in our financial
statements. As of June 30, 2005 and December 31, 2004, the total assets of our discontinued operations were
$193 million and $274 million, and our total liabilities were $121 million and $135 million. All of the assets
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and liabilities of these discontinued businesses are classified as current assets and liabilities as of June 30,
2005. As of December 31, 2004, $89 million of these assets and $31 million of these liabilities were classified
as non-current. The summarized operating results of our discontinued operations were as follows:

Operating Results Data

Quarter Ended June 30, 2005

Revenues ....... .. ..
Costs and EXPenSES . ... v vvu vt
Loss on long-lived assets ..................cooiiiin. ..
Other eXpense ... .....ouuuiiini i

Income (loss) before income taxes......................
Income taxes ...

Income (loss) from discontinued operations, net of income
12D <1 P

Quarter Ended June 30, 2004

Revenues ...... ...
Costs and EXPEeNSES . ... vv ittt
Gain on long-lived assets . ................. ...

Income (loss) before income taxes......................
Income taxes ...

Income (loss) from discontinued operations, net of income
12D

Six Months Ended June 30, 2005

Revenues ...
Costs and EXPENSES .. .o vttt
Gain (loss) on long-lived assets ........................
Other inCome . . ......vi e

Income (loss) before income taxes......................
Income taxes ........ ..o

Income (loss) from discontinued operations, net of income
TAXES Lo

Six Months Ended June 30, 2004

Revenues ... . i
Costs and EXPEeNSES . .o v v vttt
Loss on long-lived assets ...............ccovvvininon...
Other eXpense . .......vuiieie ittt
Interest and debt expense..............ccoviiiiininan...

Income (loss) before income taxes......................
Income taxes ........ ...

Income (loss) from discontinued operations, net of income
LAXES Lo

South
International Louisiana
Natural Gas Gathering
and Oil and

Petroleum Production Processing

Markets Operations Operations Total
(In millions)

$ 30 $ — $ 90 $ 120
(33) (1) (76) (110)
— (4) — (4)
4) = (1) %)
(7 (5) 13 1
1 () _ 6 5
$ (8) $ 3) $ 7 8 (4
$ 54 $ 1 $ 65 $120
(76) (3) (56) (135)
__ 4 _= = __ 4
(18) (2) 9 (11)
3) _(© 3 (6)
$ay) %4 $ 6 80
$ 74 $ 2 $ 177  $ 253
(86) 2) (154) (242)
3 (5) — (2)
_ 1 = _ @ _10
2 (3) 22 19
13 (3) 9 19
$ (11) $ () $ 13§ —
$ 693 $ 28 $ 139 $ 860
(729) (47) (121)  (897)
(38) (16) — (54)
(10) — — (10)
3) _1 — (2)
(87) (34) 18 (103)
©) _0) 6 &)
$ (78) $(29) $ 12 $ (95)



Financial Position Data
June 30, 2005
Assets of discontinued operations

Accounts and notes receivables . .....................
Inventory ........ .. ...
Other current assets . ...........coiuiriinenennnnen..
Property, plant and equipment, net ...................
Other non-current assetS. . ............oovvennunan..

Total assets . ... vttt

Liabilities of discontinued operations

Accounts payable ............ .. ... ... ..
Other current liabilities. . .......... ... .. ...
Other non-current liabilities ... ......................

Total liabilities ... ... .

December 31, 2004
Assets of discontinued operations

Accounts and notes receivables . .....................
Inventory ........ .. ..
Other current assets . ...........coiuiriinenenennnn..
Property, plant and equipment, net ...................
Other non-current assetS. .. ...........vuvvuennunen..

Total assets . ... vttt

Liabilities of discontinued operations

Accounts payable ............ .. .. .. .. ..
Other current liabilities. . .......... ... .. o ..
Other non-current liabilities ... ......................

Total liabilities ... ... .

10

South

International Louisiana
Natural Gas Gathering
and Oil and

Petroleum Production Processing
Markets Operations Operations Total
$3 $ — $ 64 $ 67
— 6 9
— — 20 20
1 — 89 90
= = 7
$7 $ — $186  $193
$— $ — $ 85 $ 85
1 — 6 7
— — 29 29
s s~ s10 sl
$39 $ 2 $ 65 $106
8 — 6 14
3 1 8 12
14 6 81 101
33 — 8 41
$97 $ 9 $168  $274
$5 $ — $ 84 $ 89
3 — 9 12
3 — 31 34
$11 $ — $124  $135



3. (Gain) Loss on Long-Lived Assets

Our (gain) loss on long-lived assets consists of realized gains and losses on sales of long-lived assets and
impairments of long-lived assets. During each of the periods ended June 30, our (gain) loss on long-lived
assets was as follows:

Quarter Ended Six Months Ended
June 30, June 30,
2005 2004 2005 2004
(In millions)

Net realized gain......... ... ... i .. $ — $(2) $ (2) $(3)
Asset impairments. ......... ... ... o oL 65 2 66 91
Loss on long-lived assets ............. ... ... . ....... 65 — 64 88
(Gain) loss on investments in unconsolidated affiliates'” . . 92 _(3) 136 _(3)
(Gain) loss on long-lived assets and investments ......... $157 $(3) $200 $85

() See Note 10 for a further description of these gains and losses.

Our loss on long-lived assets for the quarter and six months ended June 30, 2005 was primarily
attributable to a $60 million impairment recorded by our Power segment on its power plant in El Salvador.
This impairment was recorded based on information received about the value we may receive as we evaluate
potential opportunities to sell this asset.

Our 2004 loss on long-lived assets occurred primarily in our Power segment, which recognized an
$89 million impairment in the first quarter of 2004 related to the sale of our subsidiary, UCF, which owned a
restructured power contract.

4. Income Taxes

Income taxes included in our income (loss) from continuing operations for the periods ended June 30
were as follows:

Six Months
Quarter Ended Ended
June 30, June 30,

2005 2004 2005 2004
(In millions, except rates)

INCOME taXES . oottt $(15)  $29 $ 25 $31

Effective tax rate . ..... ..ot 18% 35% 227% 34%

We compute our quarterly taxes under the effective tax rate method based on applying an anticipated
annual effective rate to our year-to-date income or loss, except for significant unusual or extraordinary
transactions. Income taxes for significant unusual or extraordinary transactions are computed and recorded in
the period that the specific transaction occurs.

During the quarter and six months ended June 30, 2005, our overall effective tax rates on continuing
operations were different than the statutory rate of 35% primarily due to the tax impact of impairments of
certain foreign investments for which there was only a partial corresponding income tax benefit. In addition,
we recorded net tax benefits on book versus tax differences related to our Asian power assets as discussed
below which partially offset the tax impact of our impairments. State income taxes (including valuation
allowances) and state tax adjustments to reflect income tax returns as filed, net of federal income tax effects,
also impacted our effective tax rate during these periods. During the six months ended June 30, 2005, our
effective rate was significantly higher than the statutory rate due to these items and the amount of tax expense
compared with minimal pretax income.

We have not historically recorded U.S. deferred tax assets or liabilities on book versus tax basis
differences for a substantial portion of our international investments based on our intent to indefinitely reinvest
earnings from these investments outside the U.S. However, based on current sales negotiations on certain of
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our Asian power assets, we currently expect to receive these sales proceeds within the U.S. Our effective tax
rate was impacted upon recording net deferred tax assets on book versus tax basis differences in these
investments primarily in the second quarter of 2005 based on the status of these negotiations. As of June 30,
2005, and December 31, 2004, we have deferred tax assets of $45 million and $6 million and deferred tax
liabilities of $2 million and $8 million related to these investments.

5. Inventory

We have the following inventory recorded on our balance sheets:
June 30, December 31,

2005 2004

(In millions)
Materials and supplies and other ......... ... . ... . .. i $41 $40
Natural gas liquids. .............. oo 2 12
Total inventory . ........... ... $43 $52

6. Debt, Other Financing Obligations and Other Credit Facilities

We had the following borrowings and other financing obligations on our balance sheets:
June 30, December 31,

2005 2004
(In millions)
Current maturities of long-term debt ............. ... . ... .. ... ......... $ 135 $ 310
Long-term financing obligations. ...............oi .. 3,794 3,447
Total .. $3,929 $3,757

Long-Term Financing Obligations

From January 1, 2005 through the date of this filing, we had the following changes in our long-term
financing obligations:
Cash Received/
Company Type Interest Rate  Book Value Paid
(In millions)

Issuances and other increases
Colorado Interstate Gas

Company (CIG) Senior notes due 2015 5.95% $200 $197

Cheyenne Plains Gas Pipeline
Company" Non-recourse term loan due 2015 Variable 266 261
Increases through June 30, 2005................... $466 $458

Repayments, repurchases,
retirements and other

CIG Debentures 10% $180 $180
ANR Pipeline Company

(ANR)® Debentures 7% 68 68

Other Long-term debt Various 46 46

Decreases through June 30, 2005 .................. 294 294

Other Long-term debt Various 2 2

Decreases through filing date . .................... $296 $296

() In addition to the borrowing, we have an associated letter of credit facility for $12 million, under which we issued $6 million of letters
of credit in May 2005. We also concurrently entered into swaps to convert the variable interest rate on approximately $213 million of
this debt to a current fixed rate of 5.94 percent.

@ Holders of the $75 million 7% debentures due 2025 redeemed approximately $68 million in June 2005.
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Credit Facilities

Certain of our subsidiaries, ANR and CIG, are eligible to borrow amounts available under El Paso’s
$3 billion credit agreement, under which our interests in ANR, CIG, Wyoming Interstate Company, Ltd.
(WIC) and ANR Storage Company, along with other El Paso interests, serve as collateral. In addition,
certain of El Paso’s and our subsidiaries guarantee amounts borrowed under the agreement. At June 30, 2005,
El Paso had borrowing capacity under its $3 billion credit agreement of $0.4 billion. El Paso had $1.2 billion
outstanding as a term loan and $1.4 billion of letters of credit issued under the $3 billion credit agreement,
none of which was borrowed or issued on behalf of ANR or CIG. For a further discussion of El Paso’s
$3 billion credit agreement and our restrictive covenants, see our 2004 Annual Report on Form 10-K, as
amended.

7. Commitments and Contingencies
Legal Proceedings

Grynberg. 1In 1997, a number of our subsidiaries were named defendants in actions brought by Jack
Grynberg on behalf of the U.S. Government under the False Claims Act. Generally, these complaints allege
an industry-wide conspiracy to underreport the heating value as well as the volumes of the natural gas
produced from federal and Native American lands, which deprived the U.S. Government of royalties due to
the alleged mismeasurement. The plaintiff seeks royalties, along with interest, expenses and punitive damages.
The plaintiff also seeks injunctive relief with regard to future gas measurement practices. No monetary relief
has been specified in this case. These matters have been consolidated for pretrial purposes (In re: Natural Gas
Royalties Qui Tam Litigation, U.S. District Court for the District of Wyoming, filed June 1997). Motions to
dismiss were argued before a representative appointed by the court. In May 2005, the representative issued its
recommendation, which, if adopted by the district court judge, will result in the dismissal on jurisdictional
grounds of six of the seven Qui Tam actions filed by Grynberg against El Paso subsidiaries. The seventh case
involves only a few midstream entities owned by El Paso, which have meritorious defenses to the underlying
claims. If the district court judge adopts the representative’s recommendation, an appeal by the plaintiff of the
district court’s order is likely. Our costs and legal exposure related to these lawsuits and claims are not
currently determinable.

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

MTBE. In compliance with the 1990 amendments to the Clean Air Act, we used the gasoline additive
methyl tertiary-butyl ether (MTBE) in some of our gasoline. We have also produced, bought, sold and
distributed MTBE. A number of lawsuits have been filed throughout the U.S. regarding MTBE’s potential
impact on water supplies. We and some of our subsidiaries are among the defendants in over 60 such lawsuits.
As a result of a ruling issued on March 16, 2004, these suits have been consolidated for pre-trial purposes in
multi-district litigation in the U.S. District Court for the Southern District of New York. The plaintiffs,
certain state attorneys general and various water districts, seek remediation of their groundwater, prevention of
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future contamination, a variety of compensatory damages, punitive damages, attorney’s fees, and court costs.
The plaintiff states of California and New Hampshire have filed an appeal to the 2nd Circuit Court of Appeals
challenging the removal of the cases from state to federal court. That appeal is pending. In April 2005, the
judge denied a motion by defendants to dismiss the lawsuits. In that opinion the Court recognized, for certain
states, a potential commingled product market share basis for collective liability. Our costs and legal exposure
related to these lawsuits are not currently determinable.

Reserves. We have been named as a defendant in a purported class action claim styled, GlickenHaus &
Co. et. al. v. El Paso Corporation, El Paso CGP Company, et. al., filed in April 2004 in federal court in
Houston. The plaintiffs have also sued several individuals. The plaintiffs generally allege that our reporting of
oil and gas reserves was materially false and misleading between February 2000 and February 2004. This
lawsuit has been consolidated with other purported securities class action lawsuits in Oscar S. Wyatt et. al. v.
El Paso Corporation et. al. pending in federal court in Houston.

Government Investigations

Power Restructuring. El Paso has cooperated with the SEC with regard to an investigation of our power
plant contract restructurings and the related disclosures and accounting treatment for the restructured power
contracts, including, in particular, the Eagle Point restructuring transaction completed in 2002. In July 2005,
El Paso was informed by the staff of the SEC that they do not intend to recommend any enforcement action
concerning this investigation.

Reserve Revisions. In March 2004, El Paso received a subpoena from the SEC requesting documents
relating to our December 31, 2003 natural gas and oil reserve revisions. El Paso and its Audit Committee have
also received federal grand jury subpoenas for documents with regard to these reserve revisions and we assisted
El Paso in cooperating with the U.S. Attorney’s investigation related to this matter. In June 2005, El Paso was
informed that the U.S. Attorney’s office closed this investigation and will not pursue prosecution at this time.
We will continue to assist El Paso and its Audit Committee in cooperating with the SEC in its investigation
related to such reserve revisions.

Iraq Oil Sales. In September 2004, we received a subpoena from the grand jury of the U.S. District
Court for the Southern District of New York to produce records regarding the United Nations’ Oil for Food
Program governing sales of Iraqi oil. The subpoena seeks various records related to transactions in oil of Iraqi
origin during the period from 1995 to 2003. In November 2004, we received an order from the SEC to provide
a written statement and to produce certain documents in connection with our and El Paso’s participation in the
Oil for Food Program. In June 2005, we received an additional request for documents and information from
the SEC. We have also received informal requests for information and documents from the United States
Senate’s Permanent Subcommittee of Investigations and the House of Representatives International
Relations Committee related to our purchases of Iragi crude under the Oil for Food Program. We are
cooperating with the U.S. Attorney’s, the SEC’s, the Senate Subcommittee’s and the House Committee’s
investigations of this matter.

In addition to the above matters, we and our subsidiaries and affiliates are named defendants in numerous
lawsuits and governmental proceedings that arise in the ordinary course of our business. There are also other
regulatory rules and orders in various stages of adoption, review and/or implementation, none of which we
believe will have a material impact on us.

Rates and Regulatory Matters

Selective Discounting Notice of Inquiry (NOI). In November 2004, the FERC issued a NOI seeking
comments on its policy regarding selective discounting by natural gas pipelines. In May 2005, the FERC
issued an order reaffirming its prior practice of permitting pipelines to adjust their ratemaking throughput
downward in rate cases to reflect discounts given by pipelines for competitive reasons when the discount is
given to meet competition from another natural gas pipeline.
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For each of our outstanding legal and other contingent matters, we evaluate the merits of the case, our
exposure to the matter, possible legal or settlement strategies and the likelihood of an unfavorable outcome. If
we determine that an unfavorable outcome is probable and can be estimated, we establish the necessary
accruals. While the outcome of these matters cannot be predicted with certainty and there are still
uncertainties related to the costs we may incur, based upon our evaluation and experience to date, we believe
we have established appropriate reserves for these matters. However, it is possible that new information or
future developments could require us to reassess our potential exposure related to these matters and adjust our
accruals accordingly. As of June 30, 2005, we had approximately $27 million accrued for all outstanding legal
and other contingent matters.

Environmental Matters

We are subject to federal, state and local laws and regulations governing environmental quality and
pollution control. These laws and regulations require us to remove or remedy the effect on the environment of
the disposal or release of specified substances at current and former operating sites. As of June 30, 2005, we
had accrued approximately $121 million, including approximately $119 million for expected remediation costs
and associated onsite, offsite and groundwater technical studies, and approximately $2 million for related
environmental legal costs. Of the $121 million accrual, $41 million was reserved for facilities we currently
operate, and $80 million was reserved for non-operating sites (facilities that are shut down or have been sold)
and Superfund sites.

Our reserve estimates range from approximately $121 million to approximately $191 million. Our accrual
represents a combination of two estimation methodologies. First, where the most likely outcome can be
reasonably estimated, that cost has been accrued ($36 million). Second, where the most likely outcome
cannot be estimated, a range of costs is established ($85 million to $155 million) and if no one amount in that
range is more likely than any other, the lower end of the expected range has been accrued. By type of site, our
reserves are based on the following estimates of reasonably possible outcomes.

June 30, 2005

Sites Expected High
(In millions)

OPETAtING . . oottt ettt e e e $ 41 $ 47

NON-0PETATING . . ottt ettt et e e et e 77 136

Superfund . .. ... 3 8

Total ..o $121 $191

Below is a reconciliation of our accrued liability from January 1, 2005, to June 30, 2005 (in millions):

Balance as of January 1, 2005 . ... ... $128
Additions/adjustments for remediation activities . ... .........coitiiiiii i 6
Payments for remediation activities . .. ...ttt (14)
Other changes, Net. ... ..ot e e 1
Balance as of June 30, 2005 . . . ...t $121

For the remainder of 2005, we estimate that our total remediation expenditures will be approximately
$17 million. In addition, we expect to make capital expenditures for environmental matters of approximately
$23 million in the aggregate for the years 2005 through 2009. These expenditures primarily relate to
compliance with clean air regulations.

CERCLA Matters. We have received notice that we could be designated, or have been asked for
information to determine whether we could be designated, as a Potentially Responsible Party (PRP) with
respect to 19 active sites under the Comprehensive Environmental Response, Compensation and Liability Act
(CERCLA) or state equivalents. We have sought to resolve our liability as a PRP at these sites through
indemnification by third-parties and settlements which provide for payment of our allocable share of
remediation costs. As of June 30, 2005, we have estimated our share of the remediation costs at these sites to
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be between $3 million and $8 million. Since the clean-up costs are estimates and are subject to revision as
more information becomes available about the extent of remediation required, and because in some cases we
have asserted a defense to any liability, our estimates could change. Moreover, liability under the federal
CERCLA statute is joint and several, meaning that we could be required to pay in excess of our pro rata share
of remediation costs. Our understanding of the financial strength of other PRPs has been considered, where
appropriate, in estimating our liabilities. Accruals for these issues are included in the previously indicated
estimates for Superfund sites.

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

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. See our 2004
Annual Report on Form 10-K, as amended, for a description of these commitments. As of June 30, 2005, we
had approximately $10 million of both financial and performance guarantees not otherwise reflected in our
financial statements.

8. Retirement Benefits

The components of net benefit cost for our pension and postretirement benefit plans for the periods ended
June 30 are as follows:

Quarter Ended June 30, Six Months Ended June 30,
Other Other

Pension Postretirement Pension Postretirement

Benefits Benefits Benefits Benefits
2005 2004 2005 2004 2005 2004 2005 2004

(In millions)

Interest cost................... $1 $1 $1 $1 $2 $2 $2 $2
Expected return on plan assets . .. — (@) — () 2 (2 (1)
Net benefit cost.............. $1 $— $— $1 §$1 — $— $1

In 2004, we adopted FSP No. 106-2, Accounting and Disclosure Requirements Related to the Medicare
Prescription Drug, Improvement and Modernization Act of 2003. This pronouncement required us to record
the impact of the Medicare Prescription Drug, Improvement and Modernization Act of 2003 on our
postretirement benefit plans that provide drug benefits that are covered by that legislation. The adoption of
FSP No. 106-2 decreased our accumulated postretirement benefit obligation by $5 million. In addition, it
reduced our net periodic benefit cost by less than $1 million for the first six months of 2005. Our actual and
expected contributions for 2005 were not reduced by subsidies under this legislation.

We made $6 million and $8 million of cash contributions to our other postretirement plans during the six
months ended June 30, 2005 and 2004. We expect to contribute an additional $9 million to our other
postretirement plans for the remainder of 2005. Contributions to our pension plan are expected to be less than
$1 million for the remainder of 2005.
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9. Business Segment Information

Our regulated business consists of our Pipelines segment, while our non-regulated businesses consist of
our Production, Power and Field Services segments. Our segments are strategic business units that provide a
variety of energy products and services. They are managed separately as each segment requires different
technology and marketing strategies. Our corporate operations include our general and administrative
functions, as well as various other contracts and assets, all of which are immaterial. During the second quarter
of 2005, El Paso’s Board of Directors approved the sale of our south Louisiana gathering and processing assets,
which represented substantially all of the remaining assets in our Field Services segment. As a result, we
reclassified these assets and the results of their operations as discontinued operations for all periods presented.

We use earnings before interest expense and income taxes (EBIT) to assess the operating results and
effectiveness of our business segments. We define EBIT as net income (loss) adjusted for (i) items that do
not impact our income (loss) from continuing operations, such as extraordinary items, discontinued operations
and the impact of accounting changes, (ii) income taxes, (iii) interest, which includes interest and debt
expense and affiliated interest income (expense). Our business operations consist of both consolidated
businesses, as well as investments in unconsolidated affiliates. We believe EBIT is useful to our investors
because it allows them to more effectively evaluate the operating performance of all of our businesses and
investments. Also, we exclude interest from this measure so that investors may evaluate our operating results
without regard to our financing methods. EBIT may not be comparable to measurements used by other
companies. Additionally, EBIT should be considered in conjunction with net income and other performance
measures such as operating income or operating cash flow. Below is a reconciliation of our EBIT to our
income (loss) from continuing operations for the periods ended June 30:

Quarters Ended Six Months Ended
June 30, June 30,
2005 2004 2005 2004
(In millions)

Total EBIT .. ... $(10) $170 $ 155 $ 291
Interest and debt expense ........... ..., (77) 91) (150) (192)
Affiliated interest income (expense), net ................ 4 5 6 9)
Income taxes .......... ... 15 (29) (25) (31)
Income (loss) from continuing operations ........... $(68) $ 55 $ (14) $ 59
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The following tables reflect our segment results for the periods ended June 30:

Regulated Non-Regulated
Field
Quarters Ended June 30, Pipelines  Production Power Services Corporate™ Total
(In millions)
2005
Revenues from external customers ............ $229 $116 ¢ 27 $24 $6 $402
Intersegment revenues . ..................... 7 19 S — 9) 17
Operation and maintenance ... ............... 70 41 20 (1) 1 131
Depreciation, depletion and amortization. ... ... 37 79 3 — 3 122
Loss on long-lived assets .................... — — 61 4 — 65
Operating income (108S) .................... $ 97 $ 14 $ (63) $2 $(3) $ 47
Earnings (losses) from unconsolidated affiliates 16 — (88) 1 — (71)
Other income (expense), net ................ 3 — 10 — 1 14
EBIT ... .. $116 $ 14 $(141) $3 $(2) $310)
2004
Revenues from external customers ............ $189 $174® ¢ 45 $18 $14 $440
Intersegment revenues ...................... — 9 — — — 90
Operation and maintenance .................. 54 38 22 — — 114
Depreciation, depletion and amortization. ... ... 30 80 2 1 2 115
(Gain) loss on long-lived assets .............. — — (D) 1 — —
Operating income . .............ccouuueun.... $ 71 $ 59 $ 6 $1 $2 $139
Earnings from unconsolidated affiliates ........ 17 — 6 1 — 24
Otherincome, net.......................... 1 — 4 — 2 7
EBIT ... .. $ 89 $ 59 $§ 16 §$2 $ 4 $170

) Tncludes eliminations of intercompany transactions. Our intersegment revenues, along with our intersegment operating expenses, were
incurred in the normal course of business between our operating segments. For the quarters ended June 30, 2005 and 2004, we
recorded an intersegment revenue elimination of $9 million and less than one million, which is included in the “Corporate” column, to
remove intersegment transactions.

@ Revenues from external customers include gains and losses related to our hedging of price risk with our affiliate associated with our
natural gas and oil production.

() Relates to intercompany activity between our continuing operations and our discontinued operations.
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Regulated Non-Regulated

Field

Six Months Ended June 30, Pipelines Production Power  Services Corporate”  Total

(In millions)
2005
Revenues from external customers ...................... $534 $226% $ 49 §$§ 71 $ 14 $ 894
Intersegment revenues. . .......... i i 15 39 — 1 (20) 350
Operation and maintenance ............................ 137 80 39 (1) — 255
Depreciation, depletion and amortization ................. 75 156 5 1 4 241
Loss on long-lived assets........... ..., — — 60 4 — 64
Operating income (10SS) .. ..., $261 $ 18 $ (66) $ 5 $ 1 $ 219
Earnings (losses) from unconsolidated affiliates ........... 35 — (119) (1) — (85)
Other income, net . ....... ...t 4 2 13 = 2 21
EBIT .. $300 $ 20 $(172) $ 4 $ 3 $ 155
2004
Revenues from external customers ...................... $426 $325%  § 99 § 23 $30 $ 903
Intersegment revenues. . ........... . i — 21 — — — 21
Operation and maintenance ....................coooun.. 113 77 45 1 — 236
Depreciation, depletion and amortization ................. 60 156 6 | 4 227
Loss on long-lived assets............ ... ccoiiiiiao... — — 87 1 — 88
Operating income (10SS) .. ......ooiiiiiiiiin .. $181 $104 $(74) $ 3 $ 5 $ 219
Earnings (losses) from unconsolidated affiliates ........... 39 (2) 18 4 — 59
Other income, net ...t 1 — 9 — 3 13
EBIT .. o $221 $102 $ @47 $ 7 $ 8 $ 291

) Includes eliminations of intercompany transactions. Our intersegment revenues, along with our intersegment operating expenses, were
incurred in the normal course of business between our operating segments. For the six months ended June 30, 2005 and 2004, we
recorded an intersegment revenue elimination of $20 million and less than one million, which is included in the “Corporate” column,

to remove intersegment transactions.

) Revenues from external customers include gains and losses related to our hedging of price risk associated with our natural gas and oil

production.

©) Relates to intercompany activity between our continuing operations and our discontinued operations.

Total assets by segment are presented below:

Regulated
Pipelines . ...
Non-regulated
Production .. ..... ... . .. . .
Power ...
Field Services . ... ..o

Total segment assets .. .......vuiienn i
COTPOTALE . ottt
Discontinued Operations .. ............oeuiineineineinaenaann.s

Total consolidated assetS. .. ...,

10. Investments in Unconsolidated Affiliates and Related Party Transactions

June 30,

2005

2004

December 31,

(In millions)

$5,712

2,048
522
108

$5,717

2,000
716
144

8,577
493
274

$9,344

We hold investments in various unconsolidated affiliates which are accounted for using the equity method
of accounting. Our principal equity method investees are interstate pipelines and power generation plants. Our
income statement reflects our share of net earnings from unconsolidated affiliates, which includes income or
losses directly attributable to the net income or loss of our equity investments as well as impairments and other
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adjustments. In addition, for investments we are in the process of selling, or for those that we have previously
impaired, we evaluate the income generated by the investment and record an amount that we believe is
realizable. For losses, we assess whether such amounts have already been considered in a related impairment.
Our net ownership interest and earnings (losses) from our unconsolidated affiliates are as follows:

Earnings Earnings
(Losses) from (Losses) from
Net Unconsolidated Unconsolidated
Ownership Affiliates Affiliates
Interest Quarter Ended Six Months
m June 30, Ended June 30,
2005 2005 2004 2005 2004
(Percent) (In millions)
Domestic:
Great Lakes Gas Transmission LP and Company
(Great Lakes) . ............ ... i .. 50 $14 $16 $ 31 $36
Midland Cogeneration Venture (MCV)™" ... .. 44 4) (2) (3) 3
Javelina ........ ... .. 40 1 2 5
Other Domestic Investments................... various 2 2 1 (1)
Total domestic............................. 13 18 31 43
Foreign:
Asia Investments™® .. ... ... .. L. various (28) 6 (67) 13
Central American Investments® ............... various (55) — (49) 3
Other Foreign Investments .................... various 1)y — — =
Total foreign .......... ... ... ... (84) 6 (116) 16
Total earnings (losses) from unconsolidated affiliates $(71) $24 $ (85)  $59

) Qur proportionate share of MCV’s losses was $17 million during the second quarter of 2005. We did not record our proportionate
share of MCV’s losses as these losses resulted primarily from changes in the fair value of their derivative contracts, which we believe
did not affect the value of our investment and would not be realized. We did not recognize substantially all of our proportionate share
of MCV’s earnings of approximately $75 million during the six months ended June 30, 2005 for the same reason.

@

Consists of our investments in six power plants, including Habibullah Power and Saba Power Company. Our proportionate share of
earnings reported by our Asia investments was $5 million and $11 million for the quarter and six months ended June 30, 2005. We
decreased our proportionate share of equity earnings for our Asia investments by $1 million and $5 million for the quarter and
six months ended June 30, 2005 to reflect the amount of earnings that we believe will be realized.

3

Consists of our investments in 6 power plants. Our proportionate share of earnings reported by our Central American investments was
$2 million and $8 million for the quarter and six months ended June 30, 2005.

During the quarter and six months ended June 30, 2005, we recognized $92 million and $136 million of
impairment charges on our equity investments, which was primarily attributable to our Power segment. We
recognized $32 million and $73 million of impairments on our Asian power investments for the quarter and six
months ended June 30, 2005, as well as $57 million of impairments on our interests in Central American
power assets for the quarter and six months ended June 30, 2005. These assets were impaired based on
information received about the value we may receive as we evaluate potential opportunities to sell these
investments. We did not recognize any impairment charges on our equity investments for the quarter or
six months ended June 30, 2004.

20



The summarized financial information below includes our proportionate share of the operating results of
our unconsolidated affiliates, including affiliates in which we hold a less than 50 percent interest as well as
those in which we hold a greater than 50 percent interest for the quarters ended June 30:

Quarter Ended June 30, Six Months Ended June 30,

Great Other Great Other
MCV Lakes Investments Total MCV Lakes Investments Total

(In millions)

2005
Operating results data:
Operating revenues .......... $ 62  $31 $102 $195 $127  $66 $166 $359
Operating expenses .......... 69 13 68 150 34 28 110 172
Income (loss) from continuing
operations . ............... (17) 10 8 1 75 21 22 118
Net income (loss) " ......... (17) 10 8 175 21 22 118
2004
Operating results data:
Operating revenues .......... $ 69  $32 $115 $216 $139  $68 $179 $386
Operating expenses .......... 60 13 96 169 113 26 146 285
Income (loss) from continuing
operations ................ (2) 11 7 16 3 24 19 46
Net income (loss) ......... (2) 11 7 16 3 24 19 46

@ Includes net income of $5 million and $7 million for the quarters ended June 30, 2005, and 2004, and $12 million and $15 million for
the six months ended June 30, 2005 and 2004, related to our proportionate share of affiliates in which we hold a greater than
50 percent interest.

We received distributions and dividends from our investments of $24 million and $23 million for each of
the quarters ended June 30, 2005 and 2004 and $70 million and $47 million for the six months ended June 30,
2005 and 2004. In January 2004, we also received $54 million of non-cash assets and liabilities as a liquidating
distribution of our equity investment in Noric Holdings I, LLC. We did not recognize a gain or loss on this
distribution.

Related Party Transactions

We enter into a number of transactions with our unconsolidated affiliates in the ordinary course of
conducting our business. The following table shows the income statement impact on transactions with our
affiliates for the periods ended June 30:

Quarter Ended Six Months Ended
June 30, June 30,

2005 2004 2005 2004

T (In millions)
Operating revenue .. .........couiuneeieeieena.. $65 $136  $159 $264
Costofsales........coiiiiiiiii i, 7 6 23 13
Reimbursement for operating expenses.................. — — 1 1
Charges from affiliates ............................... 67 55 119 106
Other inCome . ...t 3 3 7 7

Revenues and Expenses. Due to the sale of our affiliate by our parent, our operating revenue from
affiliates decreased significantly in 2005 versus 2004. We enter into transactions with other El Paso
subsidiaries and unconsolidated affiliates in the ordinary course of business to transport, sell and purchase
natural gas and NGL and various contractual agreements for trading activities. Substantially all of our
revenues and cost of sales from related parties for the quarters ended June 30, 2005 and 2004, were with
El Paso affiliates, and primarily related to transactions with our Production segment. We have also entered
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into a service agreement in which El Paso provides us with a reimbursement of 2.5 cents per MMBtu in 2005
for our administrative costs associated with hedging transactions we entered into in December 2004.

El Paso allocates a portion of its general and administrative expenses to us. The allocation is based on the
estimated level of effort devoted to our operations and the relative size of our EBIT, gross property and payroll.
El Paso Natural Gas Company and Tennessee Gas Pipeline Company allocates payroll and other expense to
us associated with our shared pipeline services based on the estimated level of staff and their expenses to
provide the services. In addition, an El Paso affiliate of ours provides our production segment with
administrative and other shared services and these costs, net of capitalized amounts, are allocated to us as
well.

The following table summarizes our affiliated receivables and payables.

June 30, December 31,
2005 2004

(In millions)

Current assets

Note receivable from affiliates'” ... ... .. .. . $124 $176
Accounts and notes receivable from affiliates. ... ... ... ... ... ... ... . ... .... 123 76
Receivables from unconsolidated affiliates ............ .. ... .. .. .. ... ....... 32 11
Accounts and notes receivable — Affiliates .......... .. .. ... .. .. ... .. ... $279 $263
Other non-current assets
Notes receivable from affiliates® ... ... .. . $303 $ —
Notes receivable from unconsolidated affiliates ............................. 48 69
Current liabilities
Accounts payable — Affiliates ........... .. $ 40 $ 61
Notes payable to related parties. . ..........oiuiin i $ 61 $ 45
Notes payable to affiliates® ... ... ... .. ... .. . . . — 166
Notes payable to affiliates........ ... ... o i $ 61 $211

() Note receivable from affiliates at June 30, 2004 and December 31, 2004 were at an interest rate of 3.7% and 2.7%.

) Noncurrent notes receivable from affiliates at June 30, 2005 were at an interest rate of 4.3% and notes payable to affiliates at
December 31, 2004 were at a rate of 2.0%.

Cash Management Program and Affiliate Receivables/Payables. We participate in El Paso’s cash
management program which matches short-term cash surpluses and needs of its participating affiliates, thus
minimizing total borrowing from outside sources. At December 31, 2004, we had borrowed $166 million,
which was included in current notes payable to affiliates in our consolidated balance sheet. However, at
June 30, 2005, we had a cash advance receivable from El Paso of $303 million under this program. This
receivable is due upon demand; however, since we do not anticipate settlement within the next twelve months,
the receivable was classified as a non-current note receivable from affiliates and is included in other assets on
our balance sheet.

Affiliate income taxes. We are a party to a tax accrual policy with El Paso whereby El Paso files U.S.
and certain state tax returns on our behalf. In certain states, we file and pay directly to the state taxing
authorities. We have U.S. federal and state income taxes payable of $62 million and $47 million at
June 30, 2005 and December 31, 2004, included in other current liabilities on our balance sheets. The majority
of these balances will become payable to El Paso.

Other. During the first quarter of 2004, Coastal Stock Company, our wholly-owned subsidiary, issued
68,000 shares of Class A Preferred Stock to a subsidiary of El Paso for $71 million. We included the proceeds
from the issuance of these shares as securities of subsidiaries in our balance sheet.
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Guarantees. In April 2005, we signed an agreement with our affiliate, El Paso Production Holding
Company (EPPH), in which EPPH agreed to be responsible for our financial obligations that Minerals
Management Service requires for oil spills and plug and abandonment liabilities. We agreed to reimburse
EPPH for any costs incurred associated with the guarantee and deposited $10 million with EPPH to cover our
obligations.

Contingent Matters that Could Impact Our Investments

Economic Conditions in the Dominican Republic. 'We have investments in power projects in the
Dominican Republic with an aggregate exposure of approximately $60 million. We own an approximate 25 percent
ownership interest in a 416 MW power generating complex known as Itabo. We also own an approximate
48 percent interest in a 67 MW heavy fuel oil fired power project known as the CEPP project. The country is
emerging from an economic crisis that developed in 2003 resulting in a significant devaluation of the Dominican
peso. As a result of these economic conditions, combined with the high prices on imported fuels, and due to their
inability to pass through these high fuel costs to their consumers, the local distribution companies that purchase the
electrical output of these facilities were delinquent in their payments to CEPP and Itabo, and to the other
generating facilities in the Dominican Republic. The government of the Dominican Republic has signed an
agreement with the IMF and World Bank that restores lending programs and provides for the recovery of the
power sector. This led to the government’s agreement to keep payments current and address the arrears to the
generating companies. In addition, a recent local court decision has resulted in the potential inability of CEPP to
continue to receive payments for its power sales, which may affect CEPP’s ability to operate. The local court
decision has been stayed pending our appeal to the Supreme Court of the Dominican Republic. We continue to
monitor the economic and payment situation in the Dominican Republic and, as new information becomes
available or future material developments arise, it is possible that future impairments of these investments may
oceur.

23



Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The information contained in Item 2 updates, and you should read it in conjunction with, information
disclosed in our 2004 Annual Report on Form 10-K, as amended, and the financial statements and notes
presented in Item 1 of this Quarterly Report on Form 10-Q. Certain historical financial information in this
section has been restated, as further described in Item 1, Financial Statements, Note 1.

During the second quarter 2005, El Paso’s Board of Directors approved the sale of our south Louisiana
gathering and processing operations, which represented substantially all of the remaining assets in our Field
Services segment. As a result, we reclassified these assets and the results of their operations as discontinued
operations for all periods presented. During the third quarter of 2005, we announced the sale of these assets,
which we expect to complete by the end of 2005.

Liquidity

Our liquidity needs have historically been provided by cash flows from operating activities and the use of
El Paso’s cash management program. Under El Paso’s cash management program, depending on whether we
have short-term cash surpluses or requirements, we either provide cash to El Paso or El Paso provides cash to
us. We reflect these advances or borrowings as investing activities in our statement of cash flows. At June 30,
2005, we had a cash advance receivable from El Paso of $303 million under this program. This receivable is
due upon demand; however, we do not anticipate settlement within the next twelve months. At June 30, 2005,
this receivable was classified as a non-current note receivable from affiliate and included in other assets on our
balance sheet. In addition to El Paso’s cash management program, certain of our subsidiaries, ANR and CIG,
are eligible to borrow amounts available under El Paso’s $3 billion credit agreement, under which our interests
in ANR, CIG, WIC and ANR Storage Company, along with other El Paso interests, serve as collateral. In
addition, certain of El Paso’s and our subsidiaries guarantee amounts borrowed under the agreement. We
believe that cash flows from operating activities and amounts provided by El Paso’s cash management
program, if necessary, will be adequate to meet our short-term capital and debt service requirements for our
existing operations.

Segment Results

Below are our results of operations (as measured by EBIT) by segment. Our regulated business consists
of our Pipelines segment, while our unregulated businesses consist of our Production, Power and Field
Services segments. Our segments are strategic business units that provide a variety of energy products and
services. They are managed separately as each segment requires different technology and marketing strategies.
Our corporate activities include our general and administrative functions, as well as various other contracts
and assets, all of which are immaterial.

We use earnings before interest expense and income taxes (EBIT) to assess the operating results and
effectiveness of our business segments. We define EBIT as net income (loss) adjusted for (i) items that do
not impact our income from continuing operations, such as extraordinary items, discontinued operations and
the impact of accounting changes, (ii) income taxes, (iii) interest, which includes interest and debt expense
and affiliated interest income (expense). Our business operations consist of both consolidated businesses, as
well as investments in unconsolidated affiliates. We believe EBIT is useful to our investors because it allows
them to more effectively evaluate the operating performance of all of our businesses and investments. Also, we
exclude interest from this measure so that investors may evaluate our operating results without regard to our
financing methods. EBIT may not be comparable to measurements used by other companies. Additionally,
EBIT should be considered in conjunction with net income and other performance measures such as operating
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income or operating cash flow. Below is a reconciliation
income (loss) for the periods ended June 30:

Regulated Business

Pipelines ......... ... .. .. i
Non-regulated Businesses

Production

Segment EBIT
Corporate

Consolidated EBIT from continuing operations
Interest and debt expense ......................
Affiliated interest income (expense), net
Income taxes

Income from continuing operations ............
Discontinued operations, net of income taxes

Net income (loss)

of our consolidated EBIT to our consolidated net

Six Months
Quarter Ended Ended
June 30, June 30,
2005 2004 2005 2004

(In millions)

......... $116 $8 $300 § 221
......... 14 59 20 102
......... (141) 16 (172)  (47)
......... 3 2 4 7
......... (8) 166 152 283
......... 2) 4 3 8
......... (10) 170 155 291
......... (77)  (91)  (150)  (192)
......... 4 5 6 )
......... 15 (290 (25  (31)
......... (68) 55 (14) 59
......... 4) (5 — (95)
......... $(72) $50 $ (14) $ (36)

Individual Segment Results

Regulated Business — Pipelines Segment

Our Pipelines segment consists of interstate natural gas transmission, storage and related services in the
United States. We face varying degrees of competition in this segment from other pipelines and proposed
LNG facilities, as well as from alternative energy sources used to generate electricity, such as hydroelectric

power, nuclear, coal and fuel oil. For a further discussion

see our 2004 Annual Report on Form 10-K, as amended.

Operating Results

of the business activities of our Pipelines segment,

Below are the operating results and analysis of these results for our Pipelines segment for the periods

ended June 30:

Operating revenues
Operating expenses

Operating income
Other income, net
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Quarter Ended Six Months Ended

June 30, June 30,
2005 2004 2005 2004
(In millions, except volume amounts)
. $ 236 $ 189 $§ 549 $ 426
. (139)  (118)  (288) (245)
- 97 71 261 181
. 19 18 39 40
.. $ 116 $ 8 $§ 300 $ 221
.. 8,479 7,654 9,024 8,278




The following contributed to our overall EBIT increase of $27 million and $79 million for the quarter and
six months ended June 30, 2005 as compared to the same periods in 2004:

Quarter Ended June 30, Six Months Ended June 30,
EBIT EBIT
Revenue Expense Other Impact Revenue Expense Other Impact
Favorable/ (Unfavorable) Favorable/ (Unfavorable)
(In millions) (In millions)

Contract modifications/

terminations/settlements ..  $12 $ — $1 $13 $ 41 $ — $1 $42
Gas not used in operations,

processing revenues and

other natural gas sales . ... 12 (5) — 7 48 (16) — 32
Pipeline expansions......... 18 (7 2) 9 29 (14) (D) 14
Higher allocated costs ...... — (8) — (8) — (14) — (14)

Equity earnings from our

investment in Great Lakes — — (1) (1) — — (4) (4)
Other™ ... .............. 5 a1 3 7 5 13 9
Total impact on EBIT $47 $(21) $1  $27  $123  $(43) $(U) $ 79

) Consists of individually insignificant items across several of our pipeline systems.

The following provides further discussion of some of the items listed above as well as an outlook on events
that may affect our operations in the future.

Contract Modifications/Terminations/Settlements. Included in this item are (i) the impact of ANR
completing the restructuring of its transportation contracts with one of its shippers on its Southwest and
Southeast Legs as well as a related gathering contract in March 2005, which increased revenues and EBIT by
$29 million in the first quarter of 2005 and (ii) the impact of ANR’s settlement in the second quarter of 2005
of two transportation agreements previously rejected in the bankruptcy of USGen New England, Inc., which
increased EBIT by $15 million. ANR’s settlement with US Gen will not have an ongoing impact on our
Pipeline segment results.

Gas Not Used in Operations, Processing Revenues and Other Natural Gas Sales. For some of our
regulated pipelines, the financial impact of operational gas, net of gas used in operations, is based on the
amount of natural gas we are allowed to recover and dispose of according to our tariffs or FERC orders,
relative to the amount of gas we use for operating purposes, and the price of natural gas. Gas not needed for
operations results in revenues to us, which are driven by volumes and prices during a given period. These
recoveries of gas on our systems relative to amounts we use are based on factors such as system throughput,
facility enhancements and the ability to operate the systems in the most efficient and safe manner. In addition,
we anticipate that recoveries of gas not used in operations will be significantly impacted by a FERC directive
to implement a fuel tracker with a true-up mechanism that will mitigate ANR’s risk for under-recovery of gas
needed for operations while limiting ANR’s recovery of gas not used in operations. In 2005, the sale of higher
volumes of natural gas made available by storage realignment projects was partially offset by higher volumes
of gas utilized in operations, resulting in an overall favorable impact on our operating results in 2005 versus
2004. We anticipate that this overall activity will continue to vary in the future and will be impacted by things
such as rate actions, some of which have already been implemented, the efficiency of our pipeline operations,
natural gas prices and other factors. For a further discussion of this area of our business, refer to our 2004
Annual Report on Form 10-K, as amended.

Expansions. As of January 31, 2005, our Cheyenne Plains pipeline was placed in-service. As a result,
revenues increased by $28 million and overall EBIT increased by $13 million during the first six months of
2005 compared to the same period in 2004.

In June 2005, the FERC issued a certificate authorizing CIG to construct the Raton Basin expansion,
which will add 104 MMcf/d of capacity to its system. The project is fully subscribed for 10 years, of which
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approximately 14 percent is held by an affiliate. Construction began in June and the project is expected to be
in service by October 2005. This expansion is currently expected to increase revenues by an estimated
$9 million in 2006 and an estimated $13 million annually thereafter.

Allocated Costs. El Paso allocates general and administrative costs to each business segment. The
allocation is based on the estimated level of effort devoted to our operations and the relative size of our EBIT,
gross property and payroll. During the quarter and six months ended June 30, 2005, we were allocated higher
costs than the same periods in 2004, primarily due to an increase in El Paso’s benefits accrued under its
retirement plan and higher legal, insurance and professional fees. In addition, we were allocated a larger
percentage of El Paso’s total corporate costs due to the significance of our asset base and earnings to the
overall El Paso asset base and earnings.

Accounting for Pipeline Integrity Costs. In June 2005, the FERC issued an accounting release that will
impact certain costs our interstate pipelines incur related to their pipeline integrity programs. This release will
require us to expense certain pipeline integrity costs incurred after January 1, 2006 instead of capitalizing them
as part of our property, plant and equipment. Although we continue to evaluate the impact that this
accounting release will have on our consolidated financial statements, we currently estimate that we would be
required to expense an additional amount of pipeline integrity costs under the release in the range of
approximately $5 million to $10 million annually.

Regulatory and Other Matters

Our pipeline systems periodically file for changes in their rates which are subject to the approval by
FERC. Changes in rates and other tariff provisions resulting from these regulatory proceedings have the
potential to negatively impact our profitability. For a further discussion of our current and upcoming rate
proceedings, refer to our 2004 Annual Report on Form 10-K, as amended.

Non-regulated Business — Production Segment
Overview

Our Production segment conducts our natural gas and oil exploration and production activities. Our
operating results in this segment 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 minimize our total administrative costs. We continue to manage our portfolio through
a more rigorous capital review process and a more balanced allocation of our capital to our existing
development and exploration projects.

Significant Operational Factors Since December 31, 2004
Since December 31, 2004, we have experienced the following:

e Change in realized prices. Realized natural gas prices, excluding hedges, increased eight percent
compared to 2004. However, under our hedge program, approximately 65 percent of our natural gas
production for the first six months of 2005 was hedged at an average price of $3.31 per MMBtu,
significantly below the market price of natural gas. Accordingly, we realized natural gas prices,
including hedges, that were 23 percent lower than in 2004. Realized prices for oil, condensate, and
NGL prices, which are not hedged, increased 31 percent compared to 2004.

o Average daily production of 298 MMcfe/d (excluding discontinued operations of 3 MMcfe/d). Our
average daily production in the second quarter of 2005 declined slightly from the fourth quarter of 2004
and first quarter of 2005.

e Capital expenditures of $163 million. Our capital expenditures for the six months ended June 30,
2005 include the acquisition of the interest held by one of our partners under a net profits interest
agreement and other offshore acquisitions for a total of $44 million. These acquisitions added
properties with approximately 18 Bcfe of proved reserves and 7 MMcfe/d of current production at the
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date of acquisition. We have integrated these acquisitions into our operations with minimal additional
administrative expenses.

Outlook for last six months of 2005

For the last six months of 2005, we estimate that approximately 70 percent of our anticipated natural gas
production will be hedged at an average price of $3.31 per MMBtu, which is significantly lower than current
market prices for natural gas and will continue to affect the revenues we realize. We expect our depletion rate
for the third quarter of 2005 to increase to $2.92 per Mcfe from the second quarter of 2005 rate of $2.79 per
Mcfe due to higher finding and development costs.

Production Hedge Position

As part of our overall strategy, we hedge our natural gas and oil production through our affiliate, El Paso
Marketing, L.P., to stabilize cash flows, reduce the risk of downward commodity price movements on our sales
and to protect the economic assumptions associated with our capital investment programs. Our current hedge
position, as further described in our 2004 Annual Report on Form 10-K, as amended, includes average hedge
prices that are significantly below the current market price for natural gas.

Overall, we experienced a significant decrease in the fair value of our hedging derivatives in the first six
months of 2005. These non-cash fair value decreases are generally deferred in our accumulated other
comprehensive income and will be realized in our operating results at the time the production volumes to
which they relate are sold. As of June 30, 2005, the fair value of these positions that is deferred in accumulated
other comprehensive income was a pre-tax loss of $102 million. The income impact of the settlement of these
derivatives will be substantially offset by the impact of a corresponding change in the price to be received
when the hedged natural gas production is sold.

Operating Results

Below are the operating results and analysis of these results for the periods ended June 30:

Quarter Ended Six Months Ended
June 30, June 30,
Production Segment Results 2005 2004 2005 2004

(In millions)

Operating revenues:

Natural gas . .......... $ 80 $ 148 § 166 $ 273
Oil, condensate and NGL . ........................... 54 35 98 72
Other . ... 1 — 1 1
Total operating revenues .. ....................... 135 183 265 346
Transportation and net product costs") . .................. (2) (2) (6) (7)
Total operating margin .......................... 133 181 259 339
Operating expenses:
Depreciation, dePletion and amortization ............... (79) (80) (156) (156)
Production costs'® .. ... ... (21) (22) (50) (43)
General and administrative eXpenses . .................. (16) (20) (32) (36)
Taxes, other than production and income taxes .......... (3) — (3) —
Total operating expenses'” . ... ... ... ... ... ....... (119) (122) (241) (235)
Operating inComMe . . ....ovvvine et eeeennns 14 59 18 104
Other income (€XPense) .. ......uvvuererneeneennennnn. — — 2 (2)
EBIT .. $ 4 $ 59 $ 20 $ 102
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Quarter Ended Six Months Ended

June 30, June 30,
Percent Percent
2005 2004 Variance 2005 2004 Variance
Volumes, prices and costs:
Natural gas
Volumes (MMcf) .............. 19,219 26,099 (26)% 39,857 50,874 (22)%
Average realized prices including
hedges ($/MchH)® ... ... ... $ 416 $ 565 (26)% $ 416 $ 5.37 (23)%
Average realized prices excluding
hedges ($/Mcf)® ... ... .. .. $ 6356 $ 599 10% $ 627 § 583 8%
Average transportation costs
($/Mcf) ..o $ 009 $ 0.05 80% $ 011 $ 0.09 22%
Oil, condensate and NGL
Volumes (MBbls) .............. 1,260 1,062 19% 2,347 2,260 4%
Average realized prices including
hedges ($/Bbl)® ... ... ... $ 4298 $ 33.17 30% $ 41.80 $ 31.81 31%
Average realized prices excluding
hedges ($/Bbl)® ... ... ... .. $ 4298 $ 33.17 30% $ 41.80 $ 31.81 31%
Average transportation costs
($/Bbl) oo $ 062 $ 1.26 GH% $ 068 $ 1.18 (42)%
Total equivalent volumes (MMcfe) ... 26,776 32,470 (18)% 53,937 64,435 (16)%
Production cost ($/Mcfe)
Average lease operating costs....... $ 088 $ 0.9 49% $ 087 $ 0.63 38%
Average production taxes .......... (0.12) 0.10 (220)% 0.05 0.03 67%
Total production cost® ........ $ 076 $ 0.69 10% $ 092 $ 0.66 39%
Average general and administrative
expenses ($/Mcfe) ............... $ 061 $ 0.60 2% $ 060 $ 0.56 7%
Unit of production depletion cost
($/Mcfe) ..o $ 279 § 232 20% $ 276 $§ 229 21%

() Transportation and net product costs are included in operating expenses on our consolidated statements of income.
@) Production costs include lease operating costs and production related taxes (including ad valorem and severance taxes).

) Prices are stated before transportation costs.

Quarter and Six Months Ended June 30, 2005 Compared to Quarter and Six Months Ended June 30,
2004

Our EBIT for the quarter and six months ended June 30, 2005 decreased $45 million and $82 million as
compared to the quarter and six months ended June 30, 2004. The table below lists the significant variances in
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our operating results in the quarter and six months ended June 30, 2005 as compared to the same periods in
2004:

Variance
Operating Operating EBIT
Revenue Expense Other" Impact

Favorable/ (Unfavorable)
(In millions)

Quarter Ended June 30,
Natural Gas Revenue

Higher prices in 2005 ... ........................ $ 11 $ — $— $ 11
Lower volumes in 2005 ......................... (42) — — (42)
Impact from hedge program in 2005 versus 2004 . . .. (37) — — (37)
Oil, Condensate, and NGL Revenue
Higher prices in 2005 ........... ... ... ... 12 — — 12
Higher volumes in 2005 ......................... 7 — — 7
Depreciation, Depletion, and Amortization Expense
Higher depletion rate in 2005 .................... — (13) — (13)
Lower production volumes in 2005 ................ — 13 — 13
Production Costs
Higher lease operating costs in 2005 .............. — (5) — (5)
Lower production taxes in 2005 .................. — 6 — 6
Other
Lower general and administrative costs in 2005 .. ... — 4 4
Other ... ... ... ... 1 ) i _
Total variances .............................. $(48) $ 3 $— $(45)
Variance
Operating Operating EBIT
Revenue Expense Other" Impact

Favorable/ (Unfavorable)
(In millions)

Six Months Ended June 30,
Natural Gas Revenue

Higher prices in 2005 .. ...............coovii... $ 18 $ — $— $ 18

Lower volumes in 2005 ......................... (64) — — (64)

Impact from hedge program in 2005 versus 2004 . . .. (61) — — (61)
Oil, Condensate, and NGL Revenue

Higher prices in 2005 ... ...... ... ... .. ... ... ... 23 — — 23

Higher volumes in 2005 . .............. ... ....... 3 — — 3
Depreciation, Depletion, and Amortization Expense

Higher depletion rate in 2005 .................... — (26) — (26)

Lower production volumes in 2005 ................ — 24 — 24
Production Costs

Higher lease operating costs in 2005 .............. — (6) — (6)

Higher production taxes in 2005 .................. — (1) — (1)
Other

Lower general and administrative costs in 2005 .. ... — 4 — 4

Other ........... ... . . = (D 5 4

Total variances ..............c..coouiiinneenin. $(81) $ (6) $ 5 $(82)

() Consists primarily of changes in transportation costs and other income.
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Operating Revenues. In the quarter and six months ended June 30, 2005, we experienced a significant
decrease in natural gas production volumes compared to the same periods in 2004. The Texas Gulf Coast
region experienced significant decreases in production due to normal production declines, mechanical well
failures and a lower capital spending program over the last several years. We continue to experience a strong
commodity pricing environment for natural gas and oil, condensate and NGL. However, higher prices were
offset by our hedging losses on our natural gas production of $46 million and $84 million for the quarter and
six months ended June 30, 2005, compared to $9 million and $23 million for the same periods in 2004.

Depreciation, depletion, and amortization expense. Depreciation, depletion and amortization expense
was relatively flat during 2005 compared to the same period in 2004 due to lower production volumes offset by
higher depletion rates due to higher finding and development costs.

Production costs. In 2005, we experienced higher workover costs due to the implementation of programs
to improve production in the offshore Gulf of Mexico and Texas Gulf Coast regions and higher saltwater
disposal and utility expenses. Our production taxes remained flat for the six month period as the impact of
higher commodity prices in 2005 was offset by lower production volumes, tax credits taken in the second
quarter of 2005 on high cost natural gas wells and lower advalorem taxes. The cost per unit increased primarily
due to the lower production volumes and higher lease operating costs mentioned above.

Other. Our general and administrative expenses decreased for the quarter and six months ended
June 30, 2005 compared to the same period in 2004 as lower capitalized costs were offset by lower
intercompany allocations from El Paso affiliates. These allocations include general and administrative costs
that are allocated to us based on the relative contribution of our activities to El Paso’s production activities as a
whole, and not based solely on our production volumes. The cost per unit increased due to lower production
volumes discussed above.

Non-regulated Business — Power Segment

As of June 30, 2005, our Power segment consisted of our Asian power assets, our investment in the
Midland Cogeneration Venture power facility in Michigan and other power businesses, primarily equity
investments in Central America. Historically, this segment also included a domestic power contract
restructuring business, which we sold in 2004. We have designated all of our power operations as non-core
activities and continue to evaluate potential opportunities to sell or otherwise divest many of our remaining
power assets. We will continue to assess the value of these assets, which may result in impairments.

Significant developments in our operations that occurred since December 31, 2004 include:

e Asia. During the second and third quarters of 2005, we announced the sale of substantially all of our
Asian power assets. We recorded impairments on certain of these assets based on information received
about the value we may receive when we sell them. We expect to receive total proceeds of
approximately $32 million from the sale of these assets, which we expect will be substantially
completed by the end of 2005. We will continue to assess the fair value of those assets throughout the
sales process, which may result in additional impairments or gains in future periods.

e Other International Power. During the second quarter of 2005, we engaged an investment banker to
facilitate the sale of our Central American power assets. We recorded an impairment in the second
quarter of 2005 based on information received about the value we may receive upon the sale of these
assets. We will continue to assess the value of these assets throughout the sales process, which may
result in additional impairments that may be significant. See item 1, Financial Statements, Note 2 for
further information on our divestitures.
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Operating Results

Below are the operating results and analysis of activities within our Power segment for the periods ended
June 30:

Quarter Ended Six Months Ended
June 30, June 30,
2005 2004 2005 2004
(In millions)
Overall EBIT:
Gross margin'" ... $ 21 $31 $ 38 $ 66
Operating expenses
Gain (loss) on long-lived assets..................... (61) 1 (60) (87)
Other operating eXpenses .. .............oeueeneen.. (23)  (26) (44) (53)
Operating income (loss) .............. ... .. (63) 6 (66) (74)
Earnings (losses) from unconsolidated affiliates
Impairments, net of gains (losses)................... (92) 3 (133) 3
Equity in earnings . .......... ... 4 3 14 15
Other income . ..........uiiin e, 10 4 13 9
EBIT .. $(141) $ 16  $(172) $(47)

) Gross margin for our Power segment consists of revenues from our power plants and the revenues, cost of electricity purchases and
changes in fair value of restructured power contracts. The cost of fuel used in the power generation process is included in operating
expenses.

Below are the significant factors impacting EBIT in our Power segment by area for the periods ended
June 30:
Quarter Ended Six Months Ended
June 30, June 30,
2005 2004 2005 2004
(In millions)

EBIT by Area:
Asia and Other International Power

Earnings from plant operations...................... $ 8 $ 7 § 16 $ 17
Impairments, net - Central America ................. (111) — (111) —
Impairments - Asia.......... ... . .. (32) — (73) —

Domestic Power
Domestic Power Contract Restructurings
Impairments, net of gains (losses)................. — 1 — (87)
Change in fairvalue ............................ — 19 — 36
Other Domestic Operations
Losses from consolidated and unconsolidated plant

OPETALIONS . vt v ettt et (2) (14) (1) (16)
Impairment, net of gains (losses) ................. (4) 3 (3) 3
EBIT .. $(141) $ 16 $(172) $(47)

Asia and Other International Power. During the six months ended June 30, 2005, we recorded
impairments, net of related minority interest, on certain of our Central American and Asian power assets
based on information received about the value we may receive as we evaluate potential opportunities to sell
these assets.

In addition to the impairments on our Asian power assets described above, we determined that the
earnings of certain of our equity investees in Asia did not increase the fair value of these equity investments
and could not be realized in the future. Accordingly, we did not recognize approximately $1 million and
$5 million of our proportionate share of these earnings for the quarter and six months ended June 30, 2005.
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Domestic Power Contract Restructurings. During the quarter ended March 31, 2004, we recorded a loss
of $89 million related to the announced sale of UCF and its restructured power contract and related debt. In
2004, we sold all of our remaining domestic restructured power contracts.

Other Domestic Operations. In 2004, we impaired our investment in MCV based on a decline in the
value of the investment due to increased fuel costs. During the quarter ended June 30, 2005, we recorded a
further impairment of our investment of $4 million based on a decrease in the fair value of the investment due
to delays in the timing of expected cash flow receipts from this investment. Our proportionate share of MCV’s
reported losses during the second quarter of 2005 was $17 million and our proportionate share of their earnings
during the six months ended June 30, 2005 was $75 million. A significant portion of these earnings (losses)
related to mark-to-market changes recorded by MCV on their unaffiliated fuel supply contracts. We
determined that these fair value changes did not increase or decrease the fair value of our equity investment
and could not be realized in the future. Accordingly, we decreased our proportionate share of MCV’s losses by
$17 million during the second quarter of 2005 and decreased our proportionate share of their earnings by
$74 million during the six months ended June 30, 2005. We will continue to assess our ability to recover our
investment in MCV and its related operations in the future.

Non-regulated Business — Field Services Segment

Our Field Services segment has historically conducted our midstream activities. In 2004, these activities
included our gathering and processing operations in south Texas and south Louisiana. We sold our south
Texas gathering and processing assets in the third quarter of 2004. During the second quarter of 2005,
El Paso’s Board of Directors approved the sale of our south Louisiana gathering and processing assets, which
represented substantially all of the remaining assets in our Field Services segment. These assets and the results
of their operations have been reclassified as discontinued operations for all periods presented.

Interest and Debt Expense

Interest and debt expense for the quarter and six months ended June 30, 2005, were $14 million lower and
$42 million lower than the same periods in 2004. This decrease was due to the retirement and disposition of
long-term debt during 2005 and 2004, net of issuances, including debt obligations associated with our
subsidiary, UCF, which we sold in the second quarter of 2004. See Item 1, Financial Statements, Note 6 for a
further discussion of our activities related to debt repayments and issuances.

Affiliated Interest Income (Expense), Net

Affiliated interest income for the quarter and six months ended June 30, 2005, were $1 million lower and
$15 million higher than the same periods in 2004. The quarterly decrease was due to lower average advances
partially offset by higher average interest rates. The six months increase was due to a change in the average
advance balance from a payable of $725 million in 2004 to a receivable of $284 million in 2005. The average
short-term interest rates for the quarter and six months increased from 2.3% in 2004 to 4.0% in 2005 and from
2.5% in 2004 to 3.5% in 2005.

Income Taxes

Income taxes included in our income from continuing operations and our effective tax rates for the
periods ended June 30 were as follows:

Quarter Ended Six Months Ended
June 30, June 30,
2005 2004 2005 2004
(In millions, except for rates)
Income taxes ... ........oouuiieiiiiii $(15) $29 $ 25 $31
Effective tax rate . ..., 18% 35% 227% 34%

For a discussion of our effective tax rate, see Item 1, Financial Statements, Note 4.
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In October 2004, the American Jobs Creation Act of 2004 was signed into law. This legislation creates,
among other things, a temporary incentive for U.S. multinational companies to repatriate accumulated income
earned outside the U.S. at an effective tax rate of 5.25%. The U.S. Treasury Department has indicated that
additional guidance for applying the repatriation provisions of the American Jobs Creation Act of 2004 will be
issued. We are currently evaluating whether we will repatriate any foreign earnings under the American Jobs
Creation Act of 2004, and are evaluating the other provisions of this legislation, which may impact our taxes in
the future.

Discontinued Operations

We have petroleum markets operations, international natural gas and oil production operations, and
gathering and processing operations in south Louisiana that are classified as discontinued operations in our
financial statements. During the second quarter of 2005, El Paso’s Board of Directors approved the sale of our
south Louisiana gathering and processing assets. Accordingly, these assets and the results of their operations
have been reclassified as discontinued operations for all periods presented.

The loss from our discontinued operations for the second quarter of 2005 was $4 million compared to a
loss of $5 million for the same period in 2004. The loss in 2005 consisted of losses of $11 million in our
petroleum markets and international production operations and income of $7 million in our south Louisiana
gathering and processing operations. The loss in 2004 consisted of losses of $15 million in our petroleum
markets operations, offset by income of $4 million in our international production operations and income of
$6 million from our south Louisiana gathering and processing operations.

For the six months ended June 30, 2005, our results from discontinued operations consisted of losses of
$13 million in our petroleum markets and international production operations offset by income of $13 million
from our south Louisiana gathering and processing operations. The loss from our discontinued operations for
the six months ended June 30, 2004 was $95 million, which consisted of losses of $78 million in our petroleum
markets operations, primarily related to losses on the completed sales of our Eagle Point and Aruba refineries
along with other operational and severance costs, and $29 million in our international production operations,
primarily from impairments and losses on sales. These losses were partially offset by income of $12 million in
our south Louisiana gathering and processing operations.

Commitments and Contingencies

See Item 1, Financial Statements, Note 7, which is incorporated herein by reference.

34



CAUTIONARY STATEMENTS FOR PURPOSES OF THE “SAFE HARBOR” PROVISIONS OF

THE PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995

We have made statements in this document that constitute forward-looking statements, as that term is
defined in the Private Securities Litigation Reform Act of 1995. Forward-looking statements include

information concerning possible or assumed future results of operations. The words “believe,
“estimate,

EEINTS

expect,”
anticipate” and similar expressions will generally identify forward-looking statements. These

LRI

statements may relate to information or assumptions about:

capital and other expenditures;

dividends;

financing plans;

capital structure;

liquidity and cash flow;

pending legal proceedings, claims and governmental proceedings, including environmental matters;
future economic performance;

operating income;

management’s plans; and

goals and objectives for future operations.

Forward-looking statements are subject to risks and uncertainties. While we believe the assumptions or
bases underlying the forward-looking statements are reasonable and are made in good faith, we caution that
assumed facts or bases almost always vary from actual results, and these variances can be material, depending
upon the circumstances. We cannot assure you that the statements of expectation or belief contained in the
forward-looking statements will result or be achieved or accomplished. Important factors that could cause
actual results to differ materially from estimates or projections contained in forward-looking statements are
described in our 2004 Annual Report on Form 10-K, as amended.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk

Omitted from this Report pursuant to the reduced disclosure format permitted by General Instruction H
to Form 10-Q.

Item 4. Controls and Procedures

Material Weaknesses Previously Disclosed

As discussed in our 2004 Annual Report on Form 10-K, as amended, we did not maintain effective
controls as of December 31, 2004, over (1) access to financial application programs and data in certain
information technology environments, (2) account reconciliations and (3) identification, capture and
communication of financial data used in accounting for non-routine transactions or activities. The remedial
actions implemented in 2005 related to these material weaknesses are described below.

Evaluation of Disclosure Controls and Procedures

As of June 30, 2005, we carried out an evaluation under the supervision and with the participation of our
management, including our Chief Executive Officer (CEO) and our Chief Financial Officer (CFO), as to the
effectiveness, design and operation of our disclosure controls and procedures (pursuant to Rules 13a-15(e)
and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the “Exchange Act”)). As discussed
below, we have made various changes in our internal controls which we believe remediate the material
weaknesses previously identified by the company. We are relying on those changes in internal controls as an
integral part of our disclosure controls and procedures. Based upon the results of the evaluation of our
disclosure controls and procedures and based upon our reliance on these revised internal controls,
management, including our CEO and CFO, concluded that our disclosure controls and procedures were
effective as of June 30, 2005.

Changes in Internal Control Over Financial Reporting

During the first quarter of 2005, we implemented the following changes in our internal control over
financial reporting:

e Implemented automated and manual controls for our primary financial system to monitor unauthorized
password changes;

» Developed a segregation of duties matrix for our primary financial system that documents existing role
assignments;

» Formalized and issued a company-wide account reconciliation policy;

» Implemented an account reconciliation monitoring tool that also allows for aggregation of unreconciled
amounts;

» Provided additional training regarding the company-wide account reconciliation policy and appropriate
use of the account reconciliation monitoring tool;

» Developed a process to improve communication between commercial and accounting personnel to
allow for complete and timely communication of information to record non-routine transactions related
to divestiture activity; and

e Implemented an accounting policy that requires a higher level of review of non-routine transactions.

During the second quarter of 2005, we implemented the following changes in our internal control over
financial reporting:

e Performed an in-depth analysis of the company’s primary financial accounting system to examine
existing functional access to identify any potentially incompatible duties.
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» Enhanced the segregation of duties matrix for our primary financial accounting system based on the
in-depth analysis of user access.

e Modified the primary financial accounting system to eliminate or modify potentially conflicting
functionality.

» Rewrote the computer programs for the mark-to-market accounting system to significantly reduce the
number of different combinations of user access and to modify remaining capabilities to eliminate
potentially conflicting duties.

» Implemented a process to evaluate all new user access requests against segregation of duties matrices
to ensure no new conflicts are created for our applications described above.

» Separated security administration rights from system update capabilities for our applications described
above.

e Implemented monitoring procedures to monitor activities of security administration roles for our
applications described above.

e Improved communications to establish the expectation that non-routine transactions must be
communicated to ensure timely identification and thorough review of transactions.

 Established periodic business unit meetings to ensure relevant information related to non-routine
transactions is captured and validated.

* Enhanced the Disclosure Committee Charter and meeting content to better address areas impacted by
non-routine transactions, including discussion of impairments, significant estimates and legal and
regulatory changes.

We believe that the changes in our internal controls described above have remediated the material
weaknesses. Our testing and an evaluation of the operating effectiveness and sustainability of the changes in
internal controls has not been completed at this time. As a result, we may identify additional changes that are
required to remediate or improve our internal controls over financial reporting.
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PART II — OTHER INFORMATION
Item 1. Legal Proceedings
See Part I, Item 1, Note 7, which is incorporated herein by reference. Additional information about our

legal proceedings can be found in Part I, Item 3 of our 2004 Annual Report on Form 10-K, as amended, filed
with the Securities and Exchange Commission.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

Omitted from this Report pursuant to the reduced disclosure format permitted by General Instruction H
to Form 10-Q.

Item 3. Defaults Upon Senior Securities

Omitted from this Report pursuant to the reduced disclosure format permitted by General Instruction H
to Form 10-Q.

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

Omitted from this Report pursuant to the reduced disclosure format permitted by General Instruction H
to Form 10-Q.

Item 5. Other Information

None.

Item 6. Exhibits

Each exhibit identified below is filed as a part of this report. Exhibits not incorporated by reference to a
prior filing are designated by an “*”. Exhibits designated by “**” are furnished with this report pursuant to
Item 601 (b) (32) of Regulation S-K. All exhibits not so designated are incorporated herein by reference to a
prior filing as indicated.

Exhibit
Number Description

*31.A  Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of

2002.

*31.B g(;:é;iﬁcation of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of
**32.A g(;:(;;i.ﬁcation of Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of
**32.B Certi‘ﬁcation of Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of

2002.
Undertaking

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

Pursuant to the requirements of the Securities Exchange Act of 1934, El Paso CGP Company has duly
caused this report to be signed on its behalf by the undersigned thereunto duly authorized.

EL PASO CGP COMPANY

Date: August 15, 2005 /s/  D. MARK LELAND

D. Mark Leland
Executive Vice President and
Chief Financial Officer
(Principal Financial Officer)

Date: August 15, 2005 /s/  JEFFREY I. BEASON

Jeffrey 1. Beason
Senior Vice President and Controller
(Principal Accounting Officer)
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