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PANHANDLE EASTERN PIPE LINE COMPANY, LiL.C
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -

Financial Statements

All dollar amounts in the tables herein are stated in thousands, unless otherwise indicated. Certain prior period
amounts have been reclassified to conform with the current period presentation. -

1 Corporate Structure

Panhandle Eastern Pipe Line Company, LLC (formerly Panhandie Eastern Pipe Line Company), a Delaware
limited liability company, including all of its subsidiaries (collectively, Panhandie), is an indirect wholly-owned
subsidiary of Southern Union Company (Southern Union Corpany and fogether with its subsidiaries, Southern
Union) since Southern Union's June 11, 2003 acquisition of Panhandie (Panhandie Acquisition) from CMS Gas
Transmission Company (CMS Gas Transmission), a subsidiary of CMS Energy Corporation (together, CMS).
Panhandte is primarily engaged in the interstate transportation and storage of natural gas and also provides
liquefied natural gas (LNG) terminalling and regasification services and is subject to the rules and regulations of
the Federal Energy Regulatory Commission (FERC). The Panhandle entities include Panhandle Eastern Pipe
Line Company, LLC {Panhandle Eastern Pipe Line), Trunkline Gas Company, LLC (Trunkline) a wholly-owned
subsidiary of Panhandle Eastern Pipe Line, Sea Robin Pipeiline Company (Sea Robin), a Louisiana
unincorporated joint venture and an indirect wholly-owned subsidiary of Panhandle Eastern Pipe Line, Trunkline
LNG Company, LLC (Trunkline LNG) which is a wholly-owned subsidiary of Trunkline LNG Holdings, LLC (LNG
Holdings), an indirect wholly-owned subsidiary of Panhandie Eastern Pipe Line and Pan Gas Storage, LLC (d.b.a.
Southwest Gas Storage), a wholly-owned subsidiary of Panhandie Eastern Pipe Line. Collectively, the pipeline
assets include more than 10,000 miles of .interstate pipelines that transport natural gas from the Gulf of Mexico,
South Texas and the Panhandle regions of Texas and Okiahoma to major U.S. markets in the Midwest and Great
Lakes region. The pipelines have a combined peak day delivery capacity of 5.4 billion cubic feet {(bcf) per day
and 72 bef of owned underground storage capacity. Trunkiine-LNG, located on Louisiana's Guif Coast, operates
one of the largest LNG import terminals in North America and has 6.3 bef of above ground LNG storage capacity.

On June 11, 2003, Southern Union acquired Panhandle (Panhandle Acquisition) from CMS for approximately
$581,729,000 in cash and 3,000,000 shares of Southern Union common stock (before adjustment for subsequent
stock dividend distribution) valued at approximately $48,800,000 based on market prices at closing of the
Panhandle Acquisition and in connection therewith incurred fransaction costs of approximately $30,448,000.
Southern Union also incurred additional deferred state income tax liabilities estimated at $18,338,000 as a result
of the transaction. At the time of the acquisition, Panhandle had approximately $1,157,228,000 of debt principal
outstanding that it retained. Southem Union. funded the cash portion of the acquisition with approximately
$437,000,000 in cash proceeds it received for the January 1, 2003 sale of its Texas operations, approximately
$121,250,000 of the net proceeds it received from concurrent common stock and equity units offerings and with
working capital availabie to Southern Union. Southern Union structured the Panhandle Acquisition and the sale of
its Texas operations to qualify as a like-kind exchange of property under Section 1031- of the Internal Revenue
Code of 1986, as amended. Panhandie and five of its subsidiaries, as well as the Southern Union subsidiary that
became Panhandle's direct parent upon the acquisition, converted from Delaware corporations to Delaware
fimited liability companies in June 2003.

Under the terms of the Panhandle sale agreement, CMS retained Panhandie’s ownership interests in and
obligations associated with the Centennial Pipeline, LLC (Centennial) and Guardian Pipeline, LLC (Guardian)
pipeline projects, as well as certain of Panhandie’s net deferred tax assets of $28,124,000, all tax liabilities of
$17.405,000, net pension liabilities recorded of $42,965,000, certain other net postretirement liabilities recorded of
$16,351,000 and other net liabilities of $2,214,000. CMS also retained financial responsibility for all existing stock
options. Panhandle disposed of its interest in Centennial and Guardian and certain cash collateral related to
Guardian was transferred to CMS. Such dispositions to CMS were recorded at Panhandle's net book value with
no gain or loss recognized. The Note Receivable from CMS Capital Corp. (CMS Capital), a subsidiary of CMS
was eliminated in the sale as the purchase by Southem Union fram CMS included the offsetting Note Payable of
CMS Capital and thus the note was eliminated in pushdown accounting and subsequently extinguished. For
further information, see Note V — Related Party Transactions. On March 1, 2003, certain assets previously held
by CMS with a net book value of $15,149,000 were contributed to Panhandie by CMS and were included in the
Southern Union purchase.

As noted above, Panhandle was acquired by Southern Union effective June 11, 2003. The acquisition was
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