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Smith Barney e

Master Limited Partnerships
Master Limited Partnership Monthly Update [October 2004)

October 6, 2004 SUMMARY
» In September, our composite of 19 energy-related MLPs generated a 4.9%
total retum, its best one-month total return of the year. For comparison, the
S&F 500 Index generated a total return of 1.1% last month.
David LaBonte > We atiribute much of this strength 1o the relatively high yields offered by
MLPs in a yield-starved market,

» Our investment thesis conlinues Lo be that MLP performance will depend more
on the direction of interest rates than on underlying business fundamentals.

> Investors should differentiate between which MLPs have good distribution
growih prospects since such growth can: 1) lead to higher overall total returns,
and 2) help offset the potentially adverse consequences of an eventual risc in
interest rates.

United States

» The opportunity to caplure a rising income stream is the primary reason we
would favor MLPs over bonds or preferred stocks.

I opmion
Figure 1. MLP Compasite: Expected Total Return Potential (View Using PDF Format)
Est Total Est
Prics Targel Car. Praj. Dist  Retumibo Retam Tax
Partrership Name Rating  10/6/04 Pice Dt Din Yield  Targel  Polenisl  Deleral
Aliance Resource (SALRA M =350 5150 2R 0 5.7% -134% 2% TS
e (AR ™ e SE00 5220 £ TA% -IZE% 55% B
Baxckeye (BPL a 500 SO0 FE 0 NH BM L% A% i 3
Enitwicigs Ensrgy (EEF M $48.07 $600 S0 8N T -43% 4% £
Sy Trapesfier (ETF) ™ =] SE0 BIN BW 7% 8.8% 16.4% =%
Enlerprise Procucts [EPD) M 53135 $600 %40 $1B0  T% 8% 105% £y
Fernedr: (FOF) ™ =l 200 =00 10 A5% 0.4% 01% =
¥aneh Fipe Line (KFF) a 55277 HI00  $342 8350 G6% -I0D9% -4 T gt
¥inder Morpzn [KMF a WIS $350 5284 8305 Gd% B% 2% =%
Magalan Missreamn (MMPy L LS e B4 BS TH 4% 105% 3
Hahral Respunce (NAF) M $42 74 Has) 40 2O G66% 135% 20.2% T
Forihesn Sordzr (WBF . $45. 78 $4000  $320  S1XM BIN -1IE% £ 7% °,
Paific Engsgry (PP) ™ LR 2850 S5 5215 T4 LE% S0 %
Plains A Amerizan [P 1M S £37.00 5240 $2B0 7% 05% 76% s
Sutwrban Propana (57H) ™ <2 $2S)  R4F 5255 T HE5 LE% B
Sunoct Loxgistics {SEL i $3960 L3800 5235 2250 BI% 3. 1% -2 % are
TC PipsLines {TELF ™ SIAE) $H00 230 S24D 6% -0 57% =%
TEPPCO (TPRY . $2m I RS S22 6% -108% A% =1
Viaero (VL) P 5735 $4ES)  £E0 34 5DR% -153% 3% EFe

Hear-fenm merked wolalility g Sl lerm bading pefiems may cause e Expecied Total Reburn 20 baoome lemponily msalored relzfe o e
Ferrdie lor Ihese shocks” lundxmental raing 2% defined onder oor cerent svsiem
Source: Smith Bamey

Smith Barney is 2 division of Citigroup Global Markets Inc. (the "Firm™), which does and seeks to do business with wmpénlﬁ
coversd in its research reports. As a result, investors should be aware that the Firm may have a conflict of interest that could affect
the objectivity of this report. Investors should consider this report as only a single faclor in making their investment decision.

Citigroup Global Markets
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MLP COMPOSITE: PERFORMANCE REVIEW AND INVESTMENT THESIS

In September, our composite of 19 energy-related MLPs gencrated a 4.9% total return, its
best one-month total return of the year. For comparison, the broad equity market, as
measured by the S&P 500 Index, generated a total return of 1.1% last month. We atiribute
much of this strength to the relatively high yields offered by MLPs in a yicld-starved market.
Another factor that seems to have helped boost performance was an initial public offering of
an MLP dedicated closed-end investment company that raised about $750 million in gross
proceeds, In this regard, we suspect some investors may have tried to “front-run™ some of
the investment company's potential purchases.

Since experiencing a sell-off of 8.1% between April and May (compared to a decline of less
than 1% for the S&P 500 Index), our composite has gencrated a 16.2% total retern. (The
equity benchmark has posted a positive total return of less than 1% during this period.) The
selling pressure between April and May was largely related to the sharp upward move in
interest rates during that period and concerns among investors that the Federal Reserve
would continue raising interest rates to head off inflationary pressures. However, with the
yield of the 10-year U.S. Treasury dropping from 4.9% to 4.2% over the past several months,
investors have continued to allocale money to this unique asset class. Year to date, our
composite is up 11.7% on a tolal return basis, which compares favorably to the 1.5% total
return generated by the S&P 500 Index during the same period. -

Qur investment thesis continues to be that MLP performance will depend more on monetary
policy and the direction of interest rates than on underlying business fundamentals.
However, with interest rates seemingly reversing their upward trend in recent months and
possibly heading lower, it seems that MLPs may be poised to continue their recent strong
performance. MNonetheless, investors who are looking to put money to work in this group
should focus on MLPs that have visible disiribulion growth prospects. Indeed, investors
should differentiate between which MLPs have good distribution growth prospects since
such growth can: [) lead to higher overall total returns, and 2} help offsct the potentially
adverse consequences of an eventual rise in intercst rates. The average distribution growth
rate for the MLPs in our universe has historically cxceeded 5% annually. Our research
suggests that annual distribution increases should remain in this range. The opportunity to
caplure a rising income stream is the primary reason we would favor MLPs over bonds or
preferred stocks, which only provide lixed income streams.

Figure 2. MLP Composite vs. S&P 500 Index with Dividend Reinvested (View Using PDF Formaf)

700% ————— — — —

BOD% ———
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Source: Smith Bamey
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l THE IMFACT OF CHANGING INTEREST RATES ON VALUATION

Owr research indicates the statistical correlation between changes in the direction of interest
rates and MLP performance is relatively low. For example, using monthly data points since
the inception of our composite in 1993, we derived a correlation coefficient of 0.38 between
the MLP Composite Yield and 10-year U.S. Treasury. (A comrelation coefficient close to 1.0
indicates a strong posilive correlation between two random variables.) We attribute this low
correlation primarily to the ability of most MLPs o incrcase cash distributions. Mot
surprisingly, we believe this unigue ability for growth will generally have a greater influence
on valuation than changing interest rates. (The correlation is tighter today than it has been
historically given the amount of capital that poured into the group last year given the
unusually low interest rate environment.) Nonetheless, we are not suggesting that investors
should completely disregard the prevailing inlerest rate environment.

We believe that analyzing the term structure of intercst rates can provide insight for
anticipating whether investors may be more or less likely to allocate capital to this asset
class. To illustrate, we think the relative appeal of the yiclds offered by MLPs is likely to
increase during periods of low interest rates. (In our opinion, the period of low interest rates
between 2002 and 2004 is 2 good example of how the demand for MLPs can increase.)
Conversely, we think the altractiveness of owning MLPs can become diminished during
periods of strong economic growth and rising interest rates. (We believe the final two years
of the stock market bubble between 1998 and 1999 highlights how invesiors may look
elsewhere for total return.) As a result, we feel that yield spread analysis can be useful for
identifying value.

MLP COMPOSITE YIELD ¥5. 10-YEAR LLS. TREASURY

To help identify periods of relative under- and over-valuation, we like to examine the
historical relationship between the yields of our MLP Composite and 10-year LS. Treasury.
We believe that understanding a change in the historical yield spread can help identify
factors that may influence future performance. In our opinion, the narrowing and widening
of the yield spread is primarly explained by fluctuations in the term structure of interest
rates and changes in both the specific and market-related risks associated with each MLP in
our group. Specific risks relate 1o factors that are unigue Lo a partnership, such as its
earnings power or ability to cover its cash distribution. Market-related risks are associated
with macro factors affecting the overall industry, such as the adverse consequences of a
warm winler for a retail propane distribution company. We believe these risks may, from
lime to Lime, exert a greater influence on the risk premiuvm of an MLP than the expectation
regarding the general direction of interest rates,

The current spread of our MLP Composile compared to the Treasury benchmark is about
240 basis points (bps), which is 45 bps narrower than its historical average. However, the
current spread between our Pipeline MLP Composite and [0-year LS, Treasury is about 235
bps, which is 20 bps wider than its historical average. This spread suggests that the market
is valning our Pipeline MLP Composite as if the yield of the 10-year U.S. Treasury will
increase 1o 4.4% [rom 4.2% over the next 12 months. {The historical spread of our Pipeline
MLP Composite to the 10-year US. Treasury is approximalely 215 bps.) Assuming that
cash distributions increase as we expect over the next 12 months and the unit prices of the
pipeline MLFs in our composite remain flat, the market could be valuing these MLPs as if
the yicld of the 10-year U.5. Treasury could rise more than 50 bps 10 4.75% over the next
year. This relatively large spread to the Treasury benchmark may suggest that current
valuations are reasonable,
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The historical yield
spread between our
MLFP Composite and

10-Year U.S. Treasury
has averaged aboul
285 basis points.

The historical yield
spread between our
Pipeline MLP
Compaosite and 10-
Year ULS. Treasury
has averaged about
215 basis poinis.

The historical yield
spread between our
Propane MLP
Composite and 10-
Year UL5. Treasury
has averaged about
480 basis points.
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Figure 3. MLP Composite vs. 10-Year U.S. Treasury (View Using PDF Format)
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Figure 4. Pipeline MLP Composite vs. 10-Year U.5. Treasury (View Using PDF Format)
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Figure 5. Propane MLP Composite vs. 10-Year U.5. Treasury (View Using PDF Format)
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Figure 6. MLP Composite Annual Total Returns, 1938A-Present (View Using PDF Format)
Partnership Name _lms W 2000 2001 2002 2003 _m
Alfance Resource -33.8% BA.A% B4 4% -28% 585.5% B9.Z%
Amerifas -0.5% -265.7% 26.0% 4E.3% 17.6% 7% 119%
Buckeye TT% 21% 20.9% 3B.0% 4% i 1.5%
Enbridge Energy 19.0% 22 1% 23.8% 10.2% 2.0% 2% 4%
Energy Transier 0% -LT% 0% 47.7% 4.4% 57.6% 200%
Enterprise Products -3L1% 5% BALT% BR6% -12.3% 35.4% -0L5%
Femellgas -15.2% -175% 20.4% Bl.4% 18.8% 29.1% 3%
Kaned Fipe Ling -0.4% -18.2% 41.9% 40.7% -T.0h 57 6% T5%
Kinder Morgan 14.4% Z2E% A5.4% 42 B% 0% 50.2% 3%
Magelian Midsiream 102.5% -16.8% 05.4% 15.4%
Nalural Resounce 1.5% 114.8% 16%
Horthemn Border 25% - -235% S0L1% 34 4% 5.7% 12.3% Z3E%
Pacific Energy 30% 60.7% 2%
Plainz All American -13.4% -18.3% B3.0% 46.8% 21% 43.4% 16.8%
Suburban Propans 13.5% 2% 40.2% 30.2% 17.6% 220% 14.2%
Sunoco Logistics 24.5% H.E% 11.6%
TC PipaLines -2B.T% 51.5% 43 6% 10.8% ME% 190%
TEPPCD -0.8% -151% 38.E% 31.3% -0.2% 56.3% B6%
Valero 439% 5.5% MHI% 17.2%
MLP Camposile 0.9% -9.8% 45.9% ITT% 2.8% 47.0% 11.7%
S&F 500 Index 28.6% 21.0% -S1% -11.9% -22.1% 28.7% 1.5%
Source: Smilh Bamey
Figure 7. Annual Cash Distribution Growth Rates, 1998A-2004E (View Using PDF Formaf)
Partnership Name 1958 1939 2000 2001 2002 2003 YTD 2004
Alliance Resaurce [1:9 1 0% 0% 5% 4% 4%
Amerias % % L] 0% % 0% 1. 5
Buckeye % 5% o 4% (7% % 4% 4%
Entaidge Energy 1% % s 0% kv % i3 0%
Energy Transfar (r% ki 0% 9% 4% 5% 7% TR
Enlerprise Products % [1:1 ™ 19% 103 B% 0% ™%
Femallgas s [ 0% % % 0% s 5%
Faneh Pipe Line 0% % [ ™% o 6% % e ]
Kinder Margan 265% 15% s 295 1% A% B% 10%
Magailzn Medsiream 0% 21% 16% ™ 0%
Halwral Resource % 5% 12% 2%
Mortharn Border 5% 6% 15% % L% 0% & rs
Pacifc Energy ¥ 5% 0% 5%
Plzinz All &rnarican % 4% 1% 5% 2% e %
Subarban Propane L1 Th 5% 5% % % 4% 4%
Sunoto Logslics 0% 145% 15% 15%
TG Pipelinag {171 % 5% L% % a %
TEPPLOD 2% % 1% 10% A% 8% 2% %
Walera 08 7% % 5 i ]
MLF Composite 55% 4% 5% TE% 5.71% 52% B5% 5%

1. Reflects our current cash gistribution projechions, which also factors info par 12-menth price targets

Souece: Smilh Barney
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DOES IT MAKE SENSE TO OWHN MLPS IN A RETIREMENT ACCOUNT?

Generally, all the taxable net income received by a tax-exempt investment vehicle such as an
IRA, Keogh, or 401(k) plan from an MLP may be considered unrelated business taxable
income (UBTI). Such income is usually subject (o federal income tax if the total amount of
UBTI from all partnership interests exceeds 1,000 in any taxable year, Therefore, a partner
may be subject to income taxes in an otherwise tax-cxempt retirement account. Investors
should consult with their tax advisers regarding any retirement account investing.
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ANALYST CERTIFICATIGi\J APPENDIX A-1

I, David L LaBonte, hareby cerity that all of the views expressed in this research report accurately reflact my parsonal views about any
and all of the subject issuer(s) or securilies. | also certify that no pant of my compensation was, is, or will be directly or Indirectly related 1o
the specific recommeandation(s) or view(s) in this repodt.

IMPORTANT DISCLOSURES

Analfysts’ compensation is determined based upon aclivilies and senvices intendad 10 benelit the investor clients of Citigroup Giobal
Markets Inc. and its affiliates ("the Firm®). Like all Firm employees, analysis receive compansation that is impacied by overall firm
preditabity, which includes revenues from, among other business units, the Private Client Division, Instilutional Equities, and Imvestmant

Banking.

Smith Barmmey Equity Research Ratings Distribution

Data current as of 30 Seplember 2004 Buy Hold Sell

Smith Bamey Global Equity Research Coverage (2473) 40%% 44% 1%
% of companies in sach raling category that are investment banking chisnts 55% 55% 47%

Guide To Investment Ratings:

Smith Bamey's slock recommendations include a risk raling and =n investment rating.

Risk ratings, which take ino account beth price volatility and fundamental criteriz, are; Low [L), Medium [M], High [H], and Speculative
[}

Investment ratings are 2 function of Smith Bamey's expeciztion of total retum (forecast price appreciation and dividend yield within the
next 12 months) and risk raling.

For securities in developed markets (US, UK, Europe, Japan, and Australia™ew Zealand), investment ratings are: Buy [1] {expected totzl
retum of 10% or more for Low-Risk slocks, 15% or more for Medivm-Aisk stocks, 20% or more for High-Fisk stocks, and 35% or more for
Speculative stocks); Hold [2] (%6-10% for Low-Risk stocks, 0%6-15% for Medium-Bisk siocks, 0%-20% for High-Risk stocks, and (Me-35%
for Speculalive stocks); and Sell [3] (negative tatal retum).

For securities in emerging markels (Asia Pacilic, Emerging Europe/Middle East/Alrca, and Latin America), investment ratings are: Bury
[1] {expecied total retum of 15% or more for Low-Risk siocks, 20% or more for Medium-Risk stocks, 30°% or more for High-Risk stocks,
and 40% or more for Speculative stocks); Hold [2] (5%-15% for Low-Risk stocks, 109:-20% for Medium-Risk stocks, 15%-30%% for
High-Fisk stocks, and 20%-40% for Speculalive stocks): and Sell [3] (5% or kess for Low-Hisk stocks, 10% or less for Medium-Risk
stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks).

Investment rafings are delermined by the ranges described above al the time of iniliation of coverage, a change in risk rating, or a

change in target price. At other times, the expacled tolal retums may {28 cutside of these ranges because of price movement andior
wolglility. Such inlesim deviations from specified ranges will be permitied bul will become subject 1o review by Research Mznagement.
¥our decision o buy or s2ll a security should be based upon your personal investmen! objectives and should be made only after
evaluating the slock’s axpacted performance and rigk,

OTHER DISCLOSURES

Fer securities recommended in this repoert in which the Firm is not a market meker, the Firm usually provides bids and oflers and may act
as principal in connection with such lransactions. The Firm is a regular issuer of raded financial instruments linked to securities that may
have been recommended in this repor. The Firm regularly trades in, and may, at any time, hold a rading position {long or shor) in, the
shares of the subjec! company(ies) discussed in this reporl. The Firm may engage in securifies fransactions in a manner inconsistent with
this reseanch report and, with respect 1o securities covered by this repor, wall buy or ssll from customers on a principal basis,

Securities recommended, offered. of sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (i} are not
deposits or other obligations of any insured depository institution (incleding Citibank); and (ill) are subject to investment risks, including
the possibie loss of the principal amount invested. Althowgh information has been obtained from and is based upon sources Smith
Bamey believes 1o be refiable, we do not guarantee its accuracy and i may be incompilale or condansed. All apinions, projections and
esfimates conslitils the judgment of the author a5 of the date of the repon and ars subject to change without notics. Prices and
availability of financial instruments also are subject to change without notice. If this is a lundamental research report, | is the intention of
Smith Bamey to provide research coverage of this/these issuer(s), including in response 1o news affecting this issuer, subject to
applicable quietl periods and capacity constraints. This report is for informational purposes only and is not inlended as an oller or
solicitation for the purchase or sale of a security. Any decision lo purchase securities mentioned in this research must take into account
existing pubbc information on such securily or any registered prospectus

Investing in non-U_S. sacwrities, including ADRs, may entai certain risks. The secusilies of non-U_S. issuers may nol be regestered with,
nor be subject 1o the reporting requirements of the U.S. Securities and Exchange Commission. There may be limiled informalion
available on forsign securities. Foreign companies are generally nol subject fo uniform 2udit and reponing standards, practices and
requirements comparable (o those in the U.S. Securities of $ome lorsign companies may be kess liquid and their prices mare wolalils than
secunties ol comparable ULS. companies. In addition. exchangs rate movements may have an adverse effect on the value of an
investment in a fpresgn slock and ils corresponding dividend payment for ULS. investors. Met dividends to ADR investors are estimated,
using withholding tax rates conventions, deemed accurate, but invesions are urged o consul? their tax advisor for exact dividend
computalions. Irvestors who have received this report from the Firm may be prohibiled in certain states or other jurisdictions from
purchasing securifies mentioned in this repor from the Firm, Please ask your Financial Consubtand for additional details.

The UK’s Financizl Services Aulhority rules require that a firm musl eslablish, implement znd make available a palicy for managing
confficts of interest ansing 25 a result of publication or distribution of investment research. The policy applicable to Glligroup's equity
research products can b lound al www.citigroupges.com. This report may have been distributed simultanecusly, in multiple fomats, 1o
the Fimm's wordwide institutional and retail cuslomars. I this repon is being made avadable via the Smith Barney Private Chent Group in
the United Kingdom and Amstardam, please note that Ihis repord is distributed in the UK by Gitigroup Global Markets Lid._ a firm
Authansed and regulaled by he Financial Services Authority (FSA) for the conduct of Investmen! Business in tha UK. This document is
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not to be construed as providing invesiment senvices in any jurisdicBon where the provision of such services would be illegal. Subject to
the nature and contents of this document, the investments described herein are subject to fluctuations In price andor value and investors
may get back less than originally invested, Certain high-volatility irvestments can be subject 1o sudden and large falls in value that could

equal or excead the amounl invested. Cerain investments contained hersin may have fax implications for private customers in the UK
whereby levels and basis of taxation may be subject 1o change. If in doubt, investors should seek advice from a tax adviser. This material
may redale lo invesimeants or services of a person oulside of the UK or fo other matiers which are not reguiated by the Financial Services
Authority and further details as to where this may be the case are available upon request in respect of this material. This repon may not
b distributed to private chents in Germany. If this publication & being made avaiiable in certain provinces of Canada by Ciigroup Global
Marksts {Canada) Inc. ("CGM Ganada”), CGM Canada has approved this publication. If this report was prepared by Smith Bamey and
distributed in Japan by Nikko Citigroup Ltd., it is being so distributed under cense. This report ks made available in Austraka o wholessle
clients through Citigroup Global Markets Australia Pty Litd. (ABN 64 003 114 832 and AF5L No. 240992) and to retail clients through
Smith Bamey Citigroup Australia Pty Uid, (ABN 19 009 145 555 and AFSL No. 240813), Paricipants of tha ASX Group. This advice has
been prepared withoud taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors
shouid, before acting on the advice, consider the appropriateness of the advice, having regard to their objectives, financial situation and
nesds. In Naw Zealand this report is made available through Cligroup Global Marksts New Zealand Lid., a member firm of the New
Zealand Stock Exchange. Ciligroup Global Markets (Pty) Lid. is incorporated in the Republic of South Africa (company registration
number 2000025866/07) and s registered office ks at Citibank Flaza, 145 West Street, Sandown, Sandion, Johannesburg 2196, The
invesiments and sarvices contained herein are not available to private cuslomers in South Africa. If this report is made availabis in Hong
Kong by, or on behall of, Citigroup Global Markels Asia Lid, it is attributable to Citigroup Global Markels Asia Lid,, Cilibank Tower,
Citibank Pl=za, 3 Garden Road, Hong Kong. If this report is made available in Hong Kong by The Citigroup Privale Bank to its clients, itis
afiributable lo Cilibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Foad, Hong Keng. This publication is made available In Singapore
throwgh Ciligroup Global Markets Singapore Pte. Lid., a Capital Markets Sarvices Licence holder.

© 2004 Citigroup Global Markets Inc. Member SIFC, Smith Bamey is a division and service mark of Citigroup Global Markels Inc. and s
affiliztes and iz used and registered throughaut the world. Cifigroup and the Umbrella Device are trademarks and service marks of
Citicorp or its affiliates and are used and registered throughout the workd. Nidko is a registered trademark of Nikko Cordial Corporalion.
All rights reserved. Any unauthorized use, duplication, redistribution or disclosure is prohibited by law and will result in prosecution. The
Firm actepts no lability whatsoaver lor the actions of third parties. The Firm makes no representations ar warranties whatsoever as 10
the data and information provided in any third party referenced website and shall have no liability or responsibility arising out of, or in
connaction with, amy such referenced website.

ADDITIONAL INFORMATION 15 AVAILABLE UPON REQUEST
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d November 10, 2002 Master Limited Partnerships: A Primer

Key Polnts

« This report is 3 quick reference guide to famillaize invesiors with publicly traded Mastsr Limiled
Parinershéips [MLPz). We have siruclured this reporl a5 a quesion and answer guide lo make N essy lo
reference specific lBsues or concepls.

»  MLPs are Bmiled parinerships whose inlerests (limiled pariner unils) are braded on public exchanges
just Eke corporale stock (shares). MLPs consist of a genera! pariner (GF) and limited pariners (LPs).
The GP (1} manages e parinership, (2) genarally has a 2% ownership stake In the parinarship, and
{3} ks efigible to recsive an incentive distibulion. The LPs (1) provide capilal, (2} have no role i the
parinership'’s operations and management, and (3) recalve cash disiibutions.

+  Due lo ils parinership struchure, MLPs generally do nol pay income laxes. Thus, unlike comorals
inveslors, MLP investors are not subject io double taxation on dividends. LPs typleally recelve a tax
shield equivalen! lo (in mas! casas) B0-80% of their cash distibutions In 2 given year. Thus, an investor
is fyplcally paying incoms taxes roughly equal to 10-20% of hisfher disidbution. The Eax-defemed porfion
of the disiribulion ks not laxable unil the unitholder sells the security,

*  During the pasl one and fve years (as of November 7, 2003), our MLP composile has delivered lolal
relurns of 43.6% and 17.6%, respectively, versus the S5&F 500 Index tolal refurns of 18.8% and
negalive 0.2% and the Dow Jones 15 UGiSes Index relums of 13.7% and negafive 4.0%, respechively.
Year lo dale, our MLP composite has appreciated 28.6%,

+  In our view, MLPs are appropriale for yield-orenled inveslors seeking cument income and modes! prhcs
appreciation. Cur MLP universe has typically been priced lo yield in the 6-9% range. Assuming an MLP
raises jts disiribuion in the 3-7% rangs (the estimaled disidbution growlh range for our coversge
universe), the expecied fotal rmium would be in the low double digits.

*  Risks lo MLF invesimenis underperiorming the overall stock markel include rising inlerest rales, abiity
\o access extemal capital o fund growth, an adverse regulalory envirenmenl, lerorist 2lizcks on energy
infrastruciure, and an overall economic downlum.

.-
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Infroduction

This goal of this quick reference guids Is lo famillarize investors wilh the MLP investment vehicz, We have
structured this report in 2 guestion and answer formal to make it easy lo relerence specific Esues o
concepls, As shways, feel e lo 28 us with any queslions,

What Is An MLF7

Masler Limiled Parinerships (MLPg) ane lmiled parinerships whose Interests (limiled pariner unils) are
{raded on pubfic exchanges just lke corporate siock (shares). MLPs consist of 3 general pariner (GP) and
limited parinars (LPs). The GP (1} man2ges tha parinership, (2) generally hes a 2% ownership siake in the
parinership, and (3) i5 eligible lo receive an inceniive distibufion. The LPs (1) provide capital, (2) have no
role in the parinership’s operaiions and maragament, and (3] recelve cash distributions.

What Quallfles As An MLP?

To qualify as an MLP, a parinership musl recebve at Isast 90% of s income from qualifying sources such as
natural resource aclvifies, inleres!, dividends, real eslate rents, ncome from sale of real properdy, gal on
sale of assels, and income and gsin from commodiies or commodily fulures. Nalural resource aclivilies
bndude ncome exploralion, development, mining or production, processing, refining, lransporiation, siorags
and markefing of any miners! or natural resource. Cumently, most MLPs ane involved in ensrgy, Gmber, or
real-gsiato-rolated businesses.

How Have MLP= Performed Relative To Other Investments?

During the past one and ive years (25 of November 7, 2003), our MLP composile has defivered lolal retums
of 45.6% and 17.6%, respeciively, versus the S&F 500 Index lolal refums of 18.8% and negalive 0.2% and
the Dow Jones 15 Uilies Index retums of 13.7% and negative 4.0%, mspeclively. Year lo dale, cur MLP
composile has apprecialed by 28.6%.

What Are The Advenlages Of The MLP Structure?

Due 1o s parinership struclure, MLPs generally do not pay income faxes, Thus, unlike corporate investors,
MLP fnvaslors are nol subjecd 1o double taxation on dividends. In addifion, the slimination of double laxalion
affieclively lowers the parinership’s cost of capital. This, in tum, enhances the parnership’s compeliive
posilion vis-awis corporalions in the pursull of expansion projects and acquisitions, For example, the
parinership can derive more value than 2 corporation from an Idenlical acquisition or effeciively pay more for
acquisilions and realize the sams accrefion (hat a corporation could only achieve at a lower purchase price.

Who Pays Taxes?

Bacause the MLP Is a parinership and nol a corporalion, the pariners In the business-~the LPs (unithalders)
and the GP-are required io pay tax on thekr aliocable share of the parinership's income, gaing, lesses, and
deduclions, including accelersled deprecialion and amordizalion deductions. The amount of laxes slocaled
lo each LP is delermined by several faciors including the LP's parcentage ownership in the parinership when
Lhe investmen! was made and pricz 2l thal lims.
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What Are The Tax Advantages For The LP Unltholder [The Invesior)?

Due lo the MLP strecdure, LPs bypicafy receive 3 tax shiedd equivalent o (in mast cases) 80-00% of thelr
cash distributions In 2 given year. Thus, an investor typically pays Income (axes roughly equal to 10-20% of
hisher disiribuion. The tax-defemed porfion of the distibution ks not taxabla until the unitholder sefs e
security. This s how | works:

{1} LP unitholders recaive quaredy cash distibutions from the parinership each year. Distibufions reduca
the unitholder's original basis in hister units. The unitholdar pays capital gains taxes as well 25 ordinary
income (2 on deferred income when hefshe selis the security.

{2) Nelincoms from the parinership is allocalad each year lo unitholders, who are then required lo pay tax
on hisfher share of allocaled net income regardless of whether they receive distibutions. In gensral,
dislributions are wed in-excess of any lax iabfily. However, Ihe unltholder ks also allocaled 2 share of
the MLP's deductions (such as deprediation and amorfization), losses, and lax oredis. These
deductions often offsel a majority of the aliocated income, thereby reducing the amount of cumanl
taxable income. Taxes are nol paid on the porfion of allocaled income thal s shislded by deduclions
unill the invesior sefis the sacurify. This is Ihe tax-deferral benefit of owning an MLP. When the inveslor
sells the security, there &5 a recaplure of the deductions {depreciation, elc.), meaning e Income that
was deferred by tha deduciions becomes taxabla income and i taxed as ordinary income.

An Inveslor's tax bask is adjusied downward by dislibulion and sllocation of deduclions (such as
depreciation) and losses, and upward by the allocation of income. The nel effect (i.e., the difierence betwean
cash dislribulions and allocaled fzable income) creales a lax defermal for the nveslor. When the unlls are
sold, @ portion of the gain is paid &t the capital gains rate and a porflen of the gsin (resulfing from the tax
shield crealed by allocatad deducBons) ks taxed at the erdinary Income lax rals.

While this all may seem a bif confusing, the botom line Is this. In a given year, an invesior will
typleally anly pay erdinary Income tax equal to 10-20% of cash distrlbutlons recalved, The remaining
80-30% |5 deferred until the investor sells the security.

Investors should consull with 2 kax advisor conceming thelr individual tax slalus,
Example Of Purchase And Sale Mechanics

We provide an example in order to flustrale the mechanics of a purchase and & sale. Assume an individuzl
had purchased 100 unils of MLP XYZ for $20 per unit, held the unils for three years, and then sold them for
322 per unil. Over this three-year perind, MLP XYZ had a yield of 7% {l.e., Il paid & distribution of $1.40 per
urdt in year 1) and grew ils distribulion af an annual 1ale of 5%. Alsc assume thal the siock price apprediates
I fine willy 1he dislibution increases, maintaining a T9% yield. Thus, when lhe distribulion is increased 5% b
year 2, fo $1.47 per unit, the slock price appraciates to 521 (§1.47/.07), malniaining & 7% vield.

When the individual sells (he secuity 2fler thres years, the lax consequences would be as foliows. In years
1, 2, and 3, assuming the lax-deferal rle is 30%, the investor would have to pay l2x on allecable income
equivalent io approximalely 10% of hisfher cash dislribulions. In year 1, based on 100 unils, The invesior
would pay taxes of roughly 33 (30.05 per unit), assuming a 35% lax brackel on 10% of 5140 {or $1.40 per
unlt). The invaslor's fax basis would be reduced by $1.40 per unil in year 1 besed on cash distibuGions
recelved bul would also be increased by 30.14 per unil (i.e., Ihe amounl of allocaled faxable incoms). Thus,
the neft effect in year 1 would be a reduclion of the inveslor's basis in the securily by roughly 2126 (or $1.26
per unil).
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[Uindls 100 i it L
[Purchass Frica 52 |Diirbton 5140 FAL ] 5147 51410 15 1504
Arresa] Dislrilation 5180 |Tax Dedpored] Income (Tax Shinhd) b3l 51260 i) 51323 3] Sims
Yiedd Assrmpbon T | Tamnisls o 5014 Hi] 2015 15 S0S s
Diebbubon Growth Rate 5% | Curesd Texes Faid 50U S8 oSt 551 Soosd i54
Parsonal Tax Aala 5% |Empiied Elock Frice 2000 520000 | 53100 BLI000 | S20E BRGS0
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Soure; Wachovia Capilal Markrix, LLE ess=ales

After three years, the nveslor's lax basis in the unfis would be $16.03 per unif,

Tax Implications — Per LP Uinit Year1 Year2 - . Yeard
Driginal Basls +20.00 $18.74 1742
MINUS: Cash Distribufions £1.40 3147 3.5
PLUS: Taxable Income 5 $0.14 50.15 $0.15
Mel Reduction In Cosl Basls £1.26 $1.32 $1.38
Adjusted Basls $18.74 $17.42 $16.03

Source, Wachovia Capilal Markels, LLC esfimsies

Tharefare, when fhe invesior sefis the secunfy for $22.05 per unl! at the end of year 3, helshe would reafize a
lotal gain of approximatety $6.00 par unil in addilion 1o having received $4.41 per unit in cash diskbulions
over the three year perod. This includes 2 capital galn of $2.05 (the difference between the seling price of
$22.05 and the purchase price of $20.00 per unit) and crdinary income of about $4.00 per unit (the difierence
between the purchase prics of 320,30 per unil and the adjusied cost basls of $16.03 per uni), which k= lhe
recaplure of deprecizfion and amoriizafion deduclions. Thus, taxes would lolal $1.70 per unil, consisting of
$0.31 capital gains lax and $1.39 of ondinary income. On 100 unlts, this would ba roughly $170. Therefore,
on a §2,000 investment over three years, an Inveslor would eam 2 gross profil of 5205 from the salke of he
security, pay taxes on allocable nel income over thige years of $15.45, and pay long-term capital gains and
ordinary income laxes lolafing $170 at the Gme of sale. This represents an inlemal rzle of refum (IRR) of
appraximaiely 8.2%.

Perlinil =~ Tokl- Galn From Copfal Agprociation™-- - Per Uit -~ Tkl -

Yoir 3 Tax Comsequensys - - -

Prcneds From Sale L.t 22050 apial Gzin 5205 5205
Coasl Bagis 54603 51,503 Tases On Capilsi Gain {15%) bkl 53
Pretax Gan O Sale [[TH [

Pratax IRA 112%. Galn From RetctisnIn Basls - Perlinlf - -Total
ANer-Tax Geln On Sale Hn 32 Recaplurs of Tax Shisld E=TH L=
Afer-Tzx IRR s o Taxes On Crdisary bvcome [35%) 5135 518

Source: Wechowia Capital Mariess, LLC estnates
Nole: [RA is intemal rete of reham,

YWhatls The K-1 Slalement?

Tha K-1 form Is the stalement thal an MLP inveslor receives each year from the parinerships Tha! shows
hisfer share of (he parinership's income, gain, loss, deductions, and credils. It is similar fo 2 Form 1039
racefved from a corporation. The Inveslor pays tax on the porion of net income allocaled lo himher fwhich is
shielded by bosses, deductions, and credits) at hisfher individual tax rate. If (he parinership repods 2 nel loss
{afer deductions), il is considered & “passive loss” under the tax code and may nof be vsad lo offset income
from clher sources. However, e kbes can be carmed forward and used o offsel fulure Incomz from the
same MLP. K-1 fomms are ususly distibuled in February, and some can be relrisved online.

Who Can Orwn MLPs?

MLPs have lraditionally been owned by retsil invesiors. Inshtutional inveslors such as matual funds eannol
own MLPs because distibuSions and allocated incoma from parinerships are considered nonqualying
income. Under the cumenl tax code, mulual funds are required lo receive 90% of their income from
qualifying sources such &5 inlerest and dividends. Of nole, there & polenfial legislation in the energy bl thal
would make MLPs 3 qualifying sowrcs of income for mutual funds, bul the passage of such legistalon is
unceriain.
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In addition, iax-axampt invesiment wehicles such a5 pension funds generally cannol own MLP units becauss
they generate unrelaled business taxable income (UBTI). This means MLP income ks considersd incoma
eamed from business aclivilies unvelsled o the pension’s lax-exempl purposs. If 2 taxx-zxempl invesior
receives annusl income iom an MLP In excess of $1,000, he inveslor would be required o pay tax on iis
share. In addon 1o priveie-clen! money mansgers, some hedge funds have recenlly begun i nves! n
MLPs on behslf of T individo=! ivesion chenls.

Wheo Is An Appropriate Investor in MLPs?

In our view, MLPs are approgeisie for yield-onenled investors seeking cumenl income and modes! price
apprecialion. Our MLP universe has typically been priced lo yield in Ihe 6-9% rmnge. Assuming an MLP
ralses fis distibufion in the 3-T% range (Ihe eslimated distdbulion growth range for our coverage universe),
Ihe lotal refum would be in the low doubla digils.

Can MLPs Be Held In An [RA? .

Yes, bui income from MLPs and ofher sources of UBTI should nol exceed 51,000 per yearman RA As
previously explained, income fom =n MLP ks considesed UBTI for tex-exampt endlies sch 25 an IRA
Thenelore, income exceeding §1,000 would be subjec o tax. We recommend placing MLF orits in radiional
brokerage accounts fo evold s i5sus and bo ensure Bal the investor receives the ful lax scvantages of he
sacurily.

What Are Disiributions?

MLPs generally dislibule all avaliabla cash flow (defined a8 cash flow from operalions lass mainlenance
capllal expendilures fcapex]) lo unitholders In the form of quarlerly distrbulions (simiar lo dividends).

Vihat Is The Incentive Distribution Agresment?

Al incepion, MLPs establish agreements between = GP and the LPs fhat cuffine the percentage of tofal
cash disirbusions fal are sllocsi=d between e GP and LP uvnitholders. As e GF inceases Bw cash
disrbulions o | Ps, he GP recsives an increasingly higher percentage of fe incrementsl coch distbutions.
In mosi parinarships, s agreemant can mach 2 Ger where the GP ks receiving 50% of every incremental
dollar paid 1o the LP unifholders. This is known as The 50/50 or “high spilis™ Ber. The Seory behind Dis
amangement is that the GP i molivaled Io grow tha parinarship, increase (he parinership’s cash flow, and
raise the quariedy cash disbibufion lo reach higher iers, which benefils the LP enitholders as wel. Several
pipeline MLFs are already &l the "high splits” level, including Kinder Morgan Energy Pariners, GuiiTera
Energy Pariners, and TEPPCO Pariners. (A complele Bist of energy MLPs wilh split levels is included al the
end of this report.)

Hypothetical Incentive Distribution Arrangement

Below we Eusisle a hypothelicsl spit amangement. In our example, e MLP daciares & disiribulion of
$4.00 per LPrdl As oulined in B labie below, 2 Bor 1, between $0.00 and 51.00, e LP rmceives $1.00,
which represenls 38% of e dsiiwion of et B The GP receives 7%, or 50.02 per und, of fhal
distribuion 2 Ber 1. This $0.02 & derived by grossing up the $1.00 distribofion i LP unihvlders by 35% and
then mulliplying by 2% (I$1.004.58] X .02). In olher words, the $1.00 received by LP unitholders represents
98% of the 1otal cash distribufion paid 1o pariners. This same formula is applied al the subsequent Bers.
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Distribution
Distribution Schadule LP % GP % Up to
Tier 1 98% % 44 1.00
Ther 2 85% 15% 5 200
Tier 3 5% 25% $ 3.00
Tier 4 (High Spils) 50% 50%  labove $3.00

Source: Wachovia Capilal Markels, 1LC estimales

AL tier 2, which is the incrementsl cash fliow above $1.00, up lo $2.00, the LP receives $1.00, which
represents 85% of the disiibution al thal Ger. The GP receives 15% of the mcremental cash flow, which
mguates lo $0.18 perunit. At this kevel, the LP receives $2.00 per unil and the GP recaives $0.20 per unil In
olher words, the GP recehves approcdmately 9.1% of the Intal distribufion paid.

Al fier 3, which Is (he incremental cash flow above $2.00, up o $3.00, the LP receives $1.00, which
represenis 75% of the distrbution at that Ber. The GP recsives 25% of the incremenial cash flow, which
equates lo $0.33 per unil

Al lier 4, which is the incremental cash flow above $3.00, the LP receives $1.00, which represenis 50% of
the distribudion at thal fizr. The GP receives 50% of the Incremantal cash flow, which equates o 51.00 per

unilt.

Al the declared distibution of $4.00 in our example, he LP unitholders would receive T2% of the net cash
diztributions while the GP would receive 28%. As lhe cash dislibution 13 Increazed beyond $4.00, the GP
would receive 50% of the incremanial cash. Thus, if the distribulion Is increased lo $5.00 per Emied unil, the
formulas for Bers 1-4 would apply 2nd for tha incremental §1.00 {$4.00-+35.00), the LP would recshe §1.00
and the GP woudd recelfve an sddiional 31.00 as well.

Imeremental Cash Distributions Per LF Unilt
Paymenl Tlars LF GP
Tier 1 ($0.00-51.00) $1.00 5002
Tler 2 ($1.00-32.00) $1.00 $0.18
Tier 3 (32.00-53.00) $1.00 $0.33
Tier 4 {High Splils- >§3.00) $1.00 1.00
Tofal £4.00 §1.53
4% of Total Cash Distribulion T2% 5%

Sourcs: Wachoviz Capiisl Markels, LLC estimates
What Is Distributable Cash Flow?

In general, distribulzble cash flew ks defined a5 the cash flow available io the parinership to pay distibutions
lo LP wnitholders znd the GP, as defined in the parinership agreement. Mos! MLPs define dislributable cash

flow 25 folows:
He! Income + Deprecizlion and Amoriizalion - Mainlenance Capex
DistAbutable cash fow can aleo ncude oiher noncash ilems such as equity income received from affiliales.

For purposes of defermining cash avaliable to pay common unilholders, we calculate distributable cash Dow
jor common unitholders 25 dizlibulatle cash Bow less cash paid to the GP.
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What Is The Coverage Ratio And Why Is i So Important?

A parinership's coverage mibio is e r=bo of distibulable cash flow available lo common unilholders to what
Ihe parinership actually pays to Bs comman unitholders (distibulable cash flow avalable per common umit
divided by distribuliens declared per unil). The averags coverage rallo varies depending on Ihe bypa of MLP
and the risk inherenl in the underying assels of the parnarship, For example, propane MLPs whosa cash
flow slream is more sensifive lo westher sk typicaly camy coverage ralios of 1.2-1.3x. In conirast, most i
pipeline MLPs have coverage rafies in the 1.0-1.1x range, reflecting the stable, fee-based cash Rows that ;
underpin thelr businesses. !

The distibulion coverage =i ks signiicant for bwo reasons:

(1) Tradilionally, nvestors have considered the coveraga ratio lo be representalive of the cushion that a
partnership has in paying lis cach disirbulion, b this contexd, the higher the rafio, the greater fhe salaty
of the distribution. -

{2) All else being equai, 2 higher coverage rallo will give management increased fexibiity to raise the
disiribution.

What Is The Difference Befween Maintenance Capex And Growth Capex?

Mainlanance capex includes investments a parinership must make In order to sustzin Hs cumrent sssst base
and cash flow strsam. Growdh capex is the investment a parnership can make Io enhance or expand
capacily and increase cash flow. Management typleally has some discrelion in delermining what can be
designzled mainlenance cepex versus growth capex,

What About Yleld?

From 1898-2002, our MLP univarse has had an average yield of 8.7%, ranging From & high of 12.1% lo alow
of 6.8%. The dispariy In yield among MLPs can be explained by several feclors including risk profile
{financial and operationsl), growlh prospecis, and inferest rale envimament.

Risk profile. MLPs with profiles that are perceived to be riskisr (e.., assels subject lo commodity price risk,
wealher risk, or more variablity In cash flow) typleally frade at a higher yield in the markst as invesiors
require grealer relurn lo compensats for the increased risk.

Growth prospects. We befieve the dispanity in yield can also be parlially exptained by the growth profie of
various MLPs. For example, faster-growing MLPs should command a fower yield because it is assumed Bt
iha growth In cash flow would generzle increases in digtibulions that, in fum, would kanslzls ko grealer
apprectation of the underlying security, resulfing in a Wigher total refumn,

Interest rate. According lo our anslysis, the movemen! in inlerest rate can explaln roughly 25-30% of MLP
price movements, over the pasl ln ysars. Over hal fime period, the spread between the yield for the len-
year lreasury (2 proxy for interest rales) and MLP yields has averaged roughly 213 basis poinls. Thus, in
periods of rising Interest rales (Le., when "risk free” money is available 2l higher rales), MLP yields have
lended to Increase, in kind. An increass in yisld for MLPs implies a decrease in the price of MLPs.

Mote: For purposes of the yield celculation, our MLP universe inchides AmeriGas Pariness, LP., Bucksys
Parlnars, L.P., Enbridge Energy Pariners, LP., Enlerprise Producls Pariners, L.P., Femeligas Pariners, LP.,
Guierra Energy Fariners, L.P., Herlage Propsne Parners, L.P., Kinder Morgan Energy Pariners, LP.,
Kaneb Pipe Line Pariners, LP., Mzgsllsn Midslream Pariners, L P, Morthem Bosder Partners, LP., Inengy,
L.P., Plains All American Pipefine, LP., Pacific Energy Partners, LP,, Slar Gas Parners, L.P., Suburban
Propane Parners, LP., Sunoco Logislics Pariners LP., TEPPCO Parners, LP., TC Pipelines, LP, and
Valero, LP.
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Master Limiied Partnerships: A Primer %

What Are -Uniis?

In omder lo expand the universe of polential investors i MLPS to Inslitulional investors and tex-defemed
accounts such as IRAs, an invesiment vehicle similar to LP unfls was created known as Funils (he | stands
for Instifutional). Kinder Morgan was fhe first io offer -unils with the creation and Issuance of Kinder Morgan
Management, LLC (KMR), a Emiled Eabiity company, in May 2001. Curmrently, the only olher unit securily is
Enbridge Energy Parners, LP. (EEQ).

The Funils are equivalent fo MLP undls in most aspects, excepl the paymenl of distibuBons is in slock
inslead of cash. Distributions to Funt holders are trealed similar to stock splils. The cost basis of the ikl
mvestment does not change, but miher & spread among more units, One year zfler purchase, all gains
(inciuding the most eeent share distibuBon) are lrezled 85 long-lem capital galns. Unlike MLP securifies, -
units do not require the filing of K-1 slalements and do nol generate UBTI. Thus, l-unils can be owned inan
IRA pecount without penaly. In cur visw, the funit struclure s analogous lo 2n aulomalic dividend-
reinvestment plan. Thus, for investors who prefer lo reinvest dividends, the i-umit securty could be an
appropriaie invesiment.

What About The MLPs In The 19303 Thal Went Bust?

In the 1980s, MLPs wers formed that were Involved in various businesses inchading explorsfion and
producilon (E&P) of of and nafural gas, resiauranis, sporls teams, and olher consumer achvilies. These
bushesses were more cydical in nature, or In the case of EAP companles, had asssls thal depleted and
were (herefore nol well suiled lo an enfity thal essenfially dislibuled afl of s cash fow. Withoul
reinvestment, these MLPs were essenfially selfiquidating partnerships and were unable fo susisin fheir
dislributions.

The modem MLP gol its start with the Tax Reform Act of 1986, This legislation gave companies an incenfive
lo resiructure thelr companies a5 publicy treded partnerships In order to take advantage of cerain kax sheller
benefis. In 1387, tha Revenue Act was enacled, which required pubficly traded parinerships o eam income
from specilic sources.

In the 19305, the MLFs were reincamaled as enfities that generally own midstream azsels that ame vsed 1o
transpor, process, end slore neture] ges, cruda of, and refined petroleum producls and have Emiled
exposure lo commodiy price risk. Thase assels were fypically spun oul of larger enfities that could realize a
higher value from thase assals as publicly raded MLPs. The early MLPs consisted primarily of refined-
product pipelines that were characienzed as mature assels thal required modes! meinlenance capilal and
generated significant cash fows (hat were dislibuled lo unilholdears,

Beginning in the lale 1590s, MLPs began reorieniing their fpcus loward growth, making signiicani
acquisilions, acceleraling thekr inlemal growth projects, and aggressively raising distibuBions. This change in
focus was parially due lo the sudden avallability of midstream assats on the markel 25 majors and ke
diversified energy players sought o rafionalize thelr assels, by monetizing their matura zssels with e isnt
of redeploying those proceeds inlo faster-growing enfilizs. MLPs were zble Io lake advantzgs of thekr unigua
lax-exempt slruclure, which afiords them 3 lower cos! of capilal, lo achieve superior relums compared lo
corparslions.

What Are The Risks7

Distribulion growih's dependence on abillty fo access extemnal capital. Because MLPs pay oul viruslly
2l of Iheir cash to unitholders, they must confinually access the debl and equily markets lo fnance growih. If
MLPs were unable I access hese markels or could not access hess markets on Eavorable terms, this could
inhibil long-1erm distribution growth.

An increase in interest rales. As seen in 1998.99, MLPs have underperdormed during periods of fsing
inferest rales. With interest rales cumently af all-ime fows, we believe an increase in inleres! rsles could
adversely affect MLFs® periormance in fhe near kerm,
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An adverse reguialory environmenl Many plpeiines are regulated by the Federal Energy Regulslony
Commisslon (FERC), which seis Lariff rales on these systems. The FERC also hears all larff disputes arising
bstween pipeline operalors and shippers. If the FERC rules apains! pipefine MLPs or lowers [20f rales,
MLPs' cash flow performance over the long lerm could be adversely affecled.

Conflicts of Inlerest with the GP. For carlain MLPs, the GP of the parnership and the paren! company
that owns the GP are conirofied and run by the same management leams (sxamples include KMP and EEF).
Thus, some Invesiors have rightfully questioned the independence and legiBmacy of the MLP struchurs and
have been reluctan! to Inves! in a securiy with cerlain inherent conflicls. Some polential aress of confiicd
include (1) the price at which tha MLP i= acquirng assats from the GP, (2) the GP aggressively Encreasing
{he distribulion to achieve (he S0%/50% splil level ralher than assuming a more conservalive growth slralegy
thal ensures Ihe long-lerm sustzinabity of the cash disiibuiion, and (3) the polential for managemant o
piace the Interests of the pareni corporation of the GF above the interests of the LP unitholders.

Environmental incidents end ferrorism. Many MLPs have assels thal have been designaled by he
Department of Homeland Security as potenfial ferrorist targels, such as pipalines and slorage assals. A
temorist attack or environmental incident could disrupl the operations of an MLP, which could negafively
affact cash fiow and eamings in the near lerm.  In addifion, the FERC recenlly mandaled cerizin pipeline
Integrity and salely requirements, which should increase operallon and mainlenance expense over bhe nex!
sevaral years and reduce eamings. Additional required maintenance expense could lead to further raduclon

in samings.

A severe economic downturn. Energy demand is closely linked fo overzll economic growlh, A severs
economic downtum could reducs the demand for energy and commodily products, which could cause lower
eamings and cash fiow.

Acguisitions. Many MLPs have besn able lo grow cach flow and distibufions by making sccrelive
acquisions, Dificulfies in localing afiraclive acquisition lamgels or integraling frure acquisifons could
negatively afiect fulure cash flows.

Execution risk. Many MLPs have been able to grow cash flow and distdbution by invesfing in organic
expansion projecis. If these projecis are not kep? within budgel and on schedule, future cash Bow growth
could be affecled.

Weather risk. Some MLPs, padiculady those Invelved In the propane Industry, are dependent on cold
weather for thelr eamings. Becauss propane is moslly consumed for heating purposas, some MLPs rely on
cold wealher lo stimulzte demand. In addifion, some MLPs operale pipelines thal iransport propane. 1f an
MLP's service lamilories experiencs pnssasonably wamm wealher, propans demand, and Therefors
Iransportation volumes, could be negalively affecled,
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Additlonal information Avalizble Upon Request

I cerify Bt
1) Ml views expressed in Bis resaasch repor acoumalely reliect my parsonsd views sboul any and ol of the eublad pacuBes or issuars dscussad: and
£) o part of my compensalion was, is, of will ba, diescly of indirecly, relled Ip Fue speciic meaemmerndalions of views expressad by me in s reseamh repor,

Wachoyis Caplal Markels, LLC dozs nol compansaka lis resesrch personnel for speciic ivesimen banking senices ransacions. The (28] sutharis) of this notafeped receives
compinsaion Bal i based on {among olher lackors) Wachowa Capilsl Markels, LLCs oversd invesimend banking mvenyes.

1 = Dulperfonm: The sock eppeary ptiacively valved, and wa balizve (he siock's lela! riom wil e Bial of e market over the nest 12 months. BUY
2 = Harkel Perform: The slock appears appoprisiely valued, and we beSieve bha slock’s ol rmiom w3 be in Ena wilh the markel over tha mext 12 months, HOLD
1 = Underperion: The siock appesrs ovenvalued, and wa beflava ihe sleck’s ol refum wil be beiow Sie markel over B ned 12 months. SELL

A% ok Movsaber L, 200

A of companien covened by Wactieds Equily Pt aseth am rated Owiparom, Wiachovis has provided invesiment basking sanviess iof 43% of iy Ouipariorm-raled companies.
5% of companies coversd by Wachova Equity Research me raded Marke! Perlors, Wachorl bt provided invesimenl hanking sevicas for 36% of i Matal Parom-raisd compasies.
% of eompried Soessted by Wachowia Equly Receerth am risd Lredsmasom, Wiachory Fus provigied Investmend banking senvices for 37% of B Undemerform-ried companies.

SECURITEES: NOT FDICNSUREIVNOT BANKGUARANTEEDALAY LOSE VALLE |
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Energy MLPs: Emerging As Stronger
Force in US Energy Markets

Master Limited
Partnerships

B Benefitting from lower costs of capital (multiple advantage) and a significant
portfolio shift towards income-oriented investments, master limited
partonerships (MLP) are becoming an increasingly improtant force in energy
markets.

B The recent roll-over in MLP valuations likely reflects heightened competition
for "MLP-qualified” assets, stricter rating agency guidelines (increase cost of
debt-financing, impact on distribution growth), and liquidity issues at selected
parent companies.

B With payout ratios approximating 100% of distributable cash flow (DCF)
project and/or acquisition backlog coupled with capital market access remains
critical to future growth prospects. We currently favor El Paso Energy
Partners, Kinder Morgan Partners and Heritage Propane.

B Through I-Shares MLPs now have access to institutional investors, a new pool
of capital to drive future growth. With portfolios now targeting income as a
larger percentage of total return, the MLP vehicle should attract intrerest from
income, utility, value and even growth funds.
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Energy MLPs Emerging As New Force in US Energy
Markets

Energy Master Limited Partnerships (MLPs) have emerged as a significan
force in U.S. energy markets, controlling an expanding base of long-lived
“hard asset” natural gas and petroleum related infrastructure. The trend
primarily reflects the cost-of-capital advantage “higher multiple” MLP
securities command, the subsequent transfer of significant assets from
corporate parents to MLP-created entities, and rising demand for income
oriented investments with investors seeking yield and stability. Since
1998, the universe of pipeline/mid-stream MLPs have increased from
about $5B to $20B in total market capitalization (see Exhibit 1).

Exhibit 1.

Pipeline MLPs - Market Capitalization Trends 5B
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MLPs have generally benefit from the following trends in recent years:

B Investment shift to income vs. growth. With the sharp decline in
growth stock sectors since March 2000, investors have increasingly
targeted income as a key component of total return. MLPs are designed
to payout approximately 100% of distributable cash flow (defined as
cash flow from operations less maintenance capital and reserves).
Energy MLPs generally control long-lived fee-based assets that provide
stable and predictable cash flows with little to no commodity exposure.
While varying by MLP, a high proportion of fixed costs result in
significant operating leverage to rising volumes.

B Multiple, cost-of-capital advantage. Energy MLPs currently
command P/CF and EV/EBITDA multiples sigmficantly higher than th
majority of merchant energy, diversified gas/power and utility common
stocks. An advantageous cost-of-capital has generally allowed
managements to execute accretive acquisitions.

B Attractive vehicle for parent companies. MLPs have become an

attractive vehicle for parent companies, normally the General Pariner
and operator to raise capital. They have become a preferred means of
raising capital by parent companies seeking to improve balance sheets.
El Paso, Williams, Enbridge and Kinder Morgan have been the most
active in transferming assets. With rating agencies expected to maintain
pressure on the larger energy merchants to strengthen balance sheets,
optimization of asset ownership between MLPs and parent companies
should continue for the next several years.

M Access to new source of capital. Interestingly, through Institutional I-

shares (qualified MLP investments for institutional investors), a new
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Recent valuation trends in
electric utility sector back
up rising investor appetite
for income-oriented
investments.

Trend suggests institutional
demand for MLPs should
materialize.

Recent valuation trends in
the Electric Utility/Power
sector back the “high
payout” MLP model

B PP

demand force (and source of capital) has emerged. With new rules
allowing for the purchase of MLPs by institutional investors, we expect
income and utility funds to increasingly target Energy MLPs to round
out portfolios. These institutional investors are expected to become an
important source for MLPs seeking growth capital. The potential is
validated by recent valuation trends in the Electric Utility and Power
Sectors, a sector traditionally targeted by income investors.

Within the electric utility and power sector, a recent CIBC analysis has
shown a significant change in the relationship between payout ratios and
P/E ratios. Specifically, in contrast to historical trends, there is now a
positive correlation between dividend payout ratios and P/E ratios. Since
corporate growth rates (critical P/E driver) are negatively correlated to
payout ratios (higher the payout, lower the growth rate), an inverse
relationship would be expected given long-term sector cost-of-capital
requirements and targeted ROEs. This is illustrated graphically (Exhibit 2
where we plot theoretical P/E’s for a company targeting 12% ROEs with
an equity discount rate of 11%, inputs we view appropriate for integrated
electrics in today’s interest rate and market environment.

Exhibit 2. Theoretical P/E Based On Payout Ratios

Theoretical PIE for Given Payout
(Targeted ROE=12%, Discount Rate:11% )
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As'shown Exhibit 3, contrary to expectations, higher dividend payouts no
translate into higher P/E’s as investors have questioned growth strategies.
Obviously investors are wary of future ROE trends or are assuming much
higher risk premiums in discounting future growth prospects.

Exhibit 3. Electric Sector, Payouts vs. P/E Ratios (June 2002)

Electric Utility, Power Sector
Relationship Between Payouts and PE (June-02)

Farward PE
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Exhibit 4, which looks at the same relationship 18 months ago (January

Docket No. RP05- 2001) shows an entirely different picture. With power prices firm and the
Exhibit No. EPG-164D return outlook for reinvestment high, investors were willing to pay big
Page 4 of 14 - premiums for growth strategies. Hence P/E’s fell with rising payouts.

Exhibit 4. Electric Sector, Payouts vs. P/E Ratios (January 2001

Electric Utility, Power Sector
Relationship Between Payout and PE (Jan-01)
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B Tax-advantaged investment vehicle. For retail investors, energy
MLPs generally offer tax-advantages with as much as 90% of income
tax-deferred. A significant portion of income is normally treated as a
return of capital.

Valuation of MLPs

MLP’s are unique in that they generally payout all of their available cash
(cash from operations less maintenance capital and reserves) to limited an
general partners. While they lack the “obligation to pay™ characteristic of
fixed-income securities, with essentially 100% DCF payouts, MILPs draw
some comparisons to debt instruments that pay a regular coupon.
Accordingly, similar to fixed income instruments MLPs tend to move
counter to interest rate trends. In light of the interest rate sensitively, a
closely watched valuation metric for MLPs is the relative spread between
Treasury bonds and distribution yields.

Exhibit 5.

CIBC Pipeline MLP Index Historical Distribution
With increased growth Yields Vs. 10 Year Treasury
visibility, the spread '
between Treasuries and
MLP Index has been
narrowing since 2000,
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Results presented should not and cannot be viewed as an indicator of funure performancs.
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While interest rate trends
remain a valuation driver,
growth prospects strongly
differentiate Energy MLPs
from fixed income
investments

Energy MLP performance
relative to fixed income and
equity indices suggests the
MLP growth component is 2
key valuation factor.

While we do not expect valuations to completely de-couple from interest
raie mends, unlike debt instruments, organic and acquisiion growth
prospects allow MLPs to grow distributions. The narrowing in the MLP-
to-Treasury yield over the past 18 months reflects this growth element not
seen in pormal fixed income investments. Energy MLPs perhaps can best
be described as hybrid equity/fixed income vehicles drawing
characteristics of both security types. While MLPs carry equity nisk
elements, Energy MLFs have significantly outperformed fixed income
benchmarks and the S&P 500 over the last 5 years (Exhibit 6).

Exhibit &.

YTD Total 2081 Totl 5Yr
Return Retwm  Annusskred

BUCKEVE FARTNERS LF 021 BN 168
EL PASO ENERGY PARTNERS [1.00) an
ENERIDGE ENERGY PARTNERS LP 743 10.45 1062
ENTERPRISE PRODUCTS PARTINERS LP ET3 570

¥.ANEE FPE LINE PARTERS LP {258) 4208 12.47
KINDER. MORGAN ENERGY PARTNERS LP (11.25) 4116 =
WORTEERN BORDER, PARTNERS LF 443 EE Rk
PLATNS ALL AMERICAN FIPELINES LP 05 4584

TEPFCO 453 3062 1407
WILLIAMS ENERGY PARTMERSLF [1623) 10100

Everagt e21) e 165
SLP 5N 243 o7 L
PIMCO Total Retur Bond Fund 13 ] B0
PICO Corp High Yield Bond Fund 0.5 ] 189

Source: StockVal, Bloomben
Fsults pressmted should nat and canned be viewed 25 an indicater of fiunares performance.

Key growth drivers which differentiate MLPs include
B Excess capacity of existing asset base

B Backlog of growth projects or acquisitions

B Presence of asset-rich parent company available to sell or “wransfer”
assets o the partnership

Exhibit 7. Annual Digtribution Increases

A Drrrianons
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o LAMEE FPE LINE FARTHERS LF % s m i im 3
En EINDER MORGAK ENERGT PARTRERE LF 1.1 L = ] b1 -] H- ] "
HE MORTHERN BORDER PARTHLES LF s im FE ] in i T
LR FLAME ALL AMERMCAK FFILNES L = e i i e 4
™ TEFFCO: -1 1% ¥ -3 = 15 7
WEG WILLLAMS ENERCY FARTWERS L F < z & = 1
* CAGE oy e § yuars.

Source: CIBC, StockVal, Company Regorts
Fesalts presemied shewdd noend cannol be viewsd 25 an indicator of fitars performnce.

Background on the MLP Structure

Master limited parinerships are modified forms of the imited partnership
designed to trade as securities in secondary markets. Publicly traded MLP
provide liquidity not available to traditional private limited partnerships.
The motivation to create MLPs is ofien driven by the need to deleverage o
to optimize the valuation of assets that generate high cash flow but low
camnings. The surge in new MLPs by Merchant Energy companies is 2




Docket No. RP05- good example of this motivation to optimize market valuation and de-
Exhibit No. EPG-164D leverage balance sheets. Assets viewed ideal for the MLP structure tend
Page 6 of 14 to be high-cash flow businesses that do not require large amounts of capita
spending (low maintenance) to remain competitive.

MLPs in the natural resources sector are primarily involved in the
ownership of pipeline/midstream energy assets, propane distributors, the
forest/lumber products group, and, to a lesser degree oil and gas
exploration and production. In addition to providing exposure to different
segments of natural resources they also offer varying risk profiles.
Pipeline MLPs generally have the lowest risk asset profile. Retail propane
MLPs, which are more weather sensitive, tend to have a higher risk profile
Finally, given higher capital requirements to reflect reserve depletion,
E&P parinerships tend to have the highest risk profile. Pipeline MLPs tend
to be safer investments because their revenues are fee based and they also
tend to be regulated by either federal or local authorities.

The pipeline MLPs are common carrier transporters of crude oil, petroleum
products, natural gas or natural gas liquids (butane, ethane, natural gasolin
and propane). Primary pipeline customers are refiners and marketers of th
product being shipped and end users (utility companies, commercial
businesses, airports, agricultural enterprises and households).

With regards to corporate governance, MLP’s have two key stakeholders,
the General Partner (GP) and the Limited Partner (LP). Under the
partmership arrangement the GP operates the assets for the benefit of the
limited partners and also has an ownership stake in the MLP (See Exhibit
8, illustrative Example of El Paso Partners). In addition to operating the
assets, the GP in many cases 15 also the pnmary source of assets for
acquisition.

Exhibit 8. Partnership Structure

El Pass Parnters | T 0
Equity (billoa) il4 Febiic LF
Dol (rillliom) H.E TI. N
Emarprize Valoe 527 |

Source: Company Reports

Although the overall pantnership structure conforms to traditional
partnership norms, it is the close tie between the GP as operator and soure
of acquisitions that has caused some “conflict of interest” concerns among
investors. We believe that these concerns are mitigated by the partnership
incentive structure whereby GP payments are directly related to the payou
of the LP shares. As the distributions increase and LP moves into “high
splits™, the GP receives a greater portion of the incremental distributions.
The direct link to LF payments provides the GP with the incentive to
increase LP payouts overtime to participate in the upside.

Worsd Mo
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Exhibit No. EPG-164D Split Min Max Locked Amt GP
Page 7 of 14 1 - 130 1.30 1%

2 130 1.50 0.20 14%

3 1.50 1.70 0.20 24%

4 1.70  unlimited 45%

Source: EPN Company Reports

By distributing available cash flow directly to unit holders, MLPs avoid
the double taxation of dividends seen in the corporate structure. As
discussed earlier, high payouts on available cash flows has led investors to
value MLPs partly as a tax-advantaged fixed-income instruments. The
relative yield variance among different MLPs reflects the expected long-
term growth rate in distributions, a function of the growth dimension.

Issues and Risks

B Diminishing marginal returns to LP. The majority of MLPs are
structured to reward the General Partner with increased incentive
payouts as distributions are increased to pre-determined target levels. A
each successive target distribution in reached, under the incentive
structure the GP is entitled to an increasing share of incremental cash
flow. Given the diminishing marginal returns to LP unitholders, as
incentive payouts increase MLPs will require larger EBITDA inflows t
sustain growth rates. Naturally, the incentive to the GP is a key catalyst
however, driving rising distribution streams. Although we believe
backlog opportunities remain higher for the sector, MLPs currently in
the *high split” incentive levels could find it more difficult to grow in

the future.
2002 Exit Rate Splits

GP Split LF Sp
BFL DUCKEYE PARTINERS LF 5% 55
EPN EL PASO ENERGY PARTNERS 40% 51
EEF ENBRIDGE ENERGY PARTNERS LP 258 75
EFD ENTERFRISE FRODUCTS PARTNERS LF 25% 75
KPP KANEE PIPE LINE PARTNERS LP 30% 70
KMFP KINDER MORGAN ENERGY PARTNERS LP S0% 50
NEP NORTHERM BORDER PARTNERS LP Pl 75
FAS PLADNE ALL AMERICAMN PIPELINES LP 5% 75
TPP TEPPCO 50% 50
WEG WILLIAMS ENERGY PARTNERS LF 2% 75

Source: Company Reports, CIBC

B Increased Competition for “MLP qualified™ assets. With the
growing number of parent companics now sponsonng MLPs, the
competition for is likely to increase. Moreover, with parent companies
using MLPs as a vehicle to de-leverage their balance sheets without
complete EBIT loss—parent companies can *“re-capture™ portion of so
EBIT through its ownership and GP interest—it may be difficult for
independent MLPs to compete on pnice against MLPs of parent
companies.
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Exhibit 11. Parent Co Relationship

Farent Co w/

Assets Geaersl Parta
BPFL BLUCEEYE PARTHERS LP MA Buckeye Pipe Line C
EFH EL PASD ENERGY PARTHERS El Paso Corp El Fazso Corp
EEP EMBRIDGE ENERGY PARTHERS LP Esbridge Enbridg
EFD ENTERPRISE FRODUCTS PARTHMERS LP HA EPCO
KPP EANESB FIFE LINE FARTHERS LP MA Kaneh Servie
EMP EINDER MORGAN ENERGY PARTHERS LP MHA Einder Morga
NEBP MORTHERM BEORDER, FARTMERS LP HNa Enro
PAA PLADNS AL AMERICAM PIPELINES LP A Amerigas Propan
TPF TEFFCO Dhake Druk
WEG WILLIAMS ENERGY FPARTHNERSLF Williams William

Source: CIBC, Bloomberg

B Credit Rating Issues, Availability of Capital With stricter guidelines
from rating agencies MLPs may re-evaluate and adjust distribution
growth targets downward in favor of stronger balance sheet strength. In
essence keeping free cash reserves to accelerate debt repayment or to
build cash reserves and enhance liquidity. This may actually have a
favorable impact by lowering cost of debt-financing

Exhibit 12.Credit Ratings

S5&F Rating

Credit Rating
BFL BUCFEYE FARTNERS LF A
EFN EL PASO ENERGY PARTNERS BB+
EEP ENBRIDGE ENERGY PARTHERS LP A-
EFD ENTERPRISE PRODUCTS PARTNERS LP BEE
KFF KANER PIPE LINE PARTNERS LP Ha
KMP KINDER MORGAN ENERGY PARTNERS LP A "
NBFP NORTHERN BORDER PARTHNERS LP A-
FAA PLAINS ALL AMERICAM FIPELINES LP BB+
TFP TEFFCD BBB
WEG WILLIAME EWNERGY FPARTHERSL P BEB

Source: Bloomberg

M Interest Rates. The high payout (yield characteristics) of MLFs result
in interest rate sensitivity. Although the yields are expected to narrow,
MLPs are expected to continue to provide premium yields to US
Treasuries. The premium can be volatile since it is affected by the
general interest rate trends and growth prospects of the MLP. Moreove
most M1LPs finance growth with at least 50% debt financing,
Accordingly, a significant rise in rates can raise the cost-of-capital. .

El Paso Energy Partners (EPN $31.75, Buy, Yield: 8.2%)

Offering an attractive 8.2% yield (90% tax-deferred) and a strong
portfolio of organic and acquisition growth projects, EPN remains a
top recommendation within our MLF universe. Issues concerning the
energy merchants and EPN’s parent, El Paso Corp, have obviously
been a factor depressing the valuation and raising uncertainty at the
parmership. Nonetheless, we expect EPN 1o deliver 8-10% annual
distribution growth for the next several years, yielding expected annua
returns of 15-20%. Our target price is $40.

Stable cash flows, strong backlog of value-added projects, acquisition
El Paso Partners (EPN) offers investors the benefit of stable cash flows an
disciplined growth, centered around a diversified and growing portfolio of
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midstream natural gas assets. The partnerships strong asset position
provides both internal growth opportunities as well as accretive
acquisitions financed with the “cost of capital advantage” inherent via the
MLP structure. EPN’s growth over the next several years will be
spearheaded by the transfer of El Paso Corp’s (EP) midstream asset
portfolio, the General Partner and 27% owner of the partnership. While
operating as a separate entity, EPN draws on the extensive operating
expenence of El Paso Corp’s management.

General Partner remains key growth driver. EPN is expected to
continue to acquire assets from El Paso, the partnership’s GP and owner o
about 27% of the outstanding units. EP management currently estimates
that up to $2.5 billion of assets could be transferred to the partmership.
Access to a sizable inventory of MLP qualified assets is a distinct
competitive advantage for EPN, particularly in light of the heightened
competition for assets. From EP’s perspective, selling assets to EPN
represents the best financial option given the GP incentive and its
ownership stake, factors allowing the parent to de-leverage but still retain
meaningful portion of the earnings power of divested assets. This is
highlighted by the recent announcement (5/29/02) by EP to sell its natural
gas gathering assets in the San Juan Basin for $800 million, as EP embark
on a strategic restructuring. With a number of energy merchants seeking to
de-leverage balance sheets we expect EPN to see acquisition opportunities
beyond assets now controlled by EP.

Kinder Morgan Partners (KMP $31 Buy, Yield: 7.6%)

While compertition for quality assets has heightened, a combination of
internal growth and acquisitions should sustain above average
distribution growth for the next several years. Our estimated exit rate
distribution 1o limited partners is $2.50 for 2002 and $2.70 for 2003, u
from the current rate of $2.36. We are maintaining a price target of $3
implying a target yield of about 7.0% on a projected 2003 distribution
of $2.70.

Kinder Morgan (KMP) continues to execute its strategy of operating fee-
based natural gas and NGL products midstream assets, which have stable
fee based revenues. KMP’s operating strategy is focused on improving
operating leverage through enhanced asset utilization and economies of
scale. Key growth drivers remain greenfield expansions and acquisitions.
KMP is also able to take advantage of the operating leverage of its existin
assets due to significant excess capacity and strategic position in growth
markets.

KMP assets tend to have high fixed costs and low variable costs, factors
which zllow high operating leverage as incremental revenue (above fixed
costs) flows straight to the bottom line. As highlighted below, marginal
improvement in the top line can provide large incremental growth for LP
and GP distributions. With assets that have significant excess capacity in
growing markets this leverage provides growth opportunities and increase
return on capital.
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i P Operating Leverage - Impact of Internal Growth and Utilizatlon Improvements
Exhibit No. EPG-164D

Yeard Year 2 To¥
Page’ 1[} ﬂf 14 Gross Margin 100 . 104 4%
Operaling Expenses 50 50
Operating Income 50 54 B%
GRA 1} 5}
MHet Befare Debt A4 48
Interest Expeanse 11 11
Hel After Debt 33 37 12%
LF Dist 20 22 10% LP 0% of wotal and S0% of incremela

GF Dist 13 15 15% GP 40% of lotsl and 50% of incremel
Source: Company Reports

Excess capacity on KMP’s products pipeline approximates 25% to 30%.
Matural gas pipelines boast excess capacity of about 25%.

Exhibit 14.
KMP Internal Growth Targets

Internal
EBITDA 2002 Growth
2001 Change Target
Products 3478 396 350
Maturzal Gas 2184 113.4 25.0
co2 108.4 1.9 25.0
‘Terminals 144.6 333 5.0
Total B19.2 188.2 90.0
Growth 23% 11% Significant intemal Growth

Source: Company Reports

Heritage Propane Partners (HPG %25, Buy, Yield: 10.2%)

With coverage ratios projected at 0.8-0.9X for fiscal 2002, HPG units hav
stalled. Despite 25% customer growth, 20% warmer than normal weathe
is expected to push EBITDA down to 380 MM in fiscal 2002, well down
Jfrom 392 MM a year ago. Weather normalized EBITDA, is estimated at
3100 million (based on 400 MM gal., $0.25 margins), $20 million or
§1.25/unit higher than 2002E levels. Imporiantly, an aggressive cost-
cutting program is in place. II is designed to save up to 310 million per
year, or about 80.60 per unit. Our current estimate for 2003 is $96
million in EBITDA, a number which still assumes warmer than normal
weather. Considering the cost-cutting effort, projections could easily
prove conservative; for 2003, our estimated DCF rises to 33.18,
suggesting a more comfortable 1.25X coverage ratio. Our target price
remains at 330-31 range.

Warm weather, weaker economy key culprits in 2002. Fiscal 2002 ha
been pressured by unusually warm weather (retail volumes), a slowdown
in economic activity and losses on inventories purchased in summer (for
winter delivery). The company’s NGL marketing also felt pressure from
the weaker economy and mild weather which lowered the value of
inventories. Exceptionally mild weather (20% warmer than normal) on to
of the added costs associated with a 25-30% growth in customers from
recent acquisitions pressured margins.

.mf‘_ﬁ'
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L.T. business model remains intact, although weather patterns

important through 2003. Easy weather comparisons coupled with the
aggressive cost-cutting program should result in easy DCF comparison in
fiscal 2003. While near term upside (through the summer) could be limite
as 2002 coverage ratios (<1) negatively impact valuation, the high 9.5% .
current yield (90% tax-deferred) coupled with prospects for a strong 2003
recovery suggests an attractive risk/reward relationship. Our 12-month

target price is $30-$31.

Exhibit 15. Heritage Propane - ERITDA, Coverage Ratios

Heritage Propane (in thousands) 2001 2002 200
- EBITD- Retail 392,750 £80,500 $95.68
EBITD- Wholesale/Tther 2,100 0 S00
84 850 80,500 96,180
Coverage Ralio Anzlysis

- EBITDA 84 850 80,500 86,180
Interest Expense {35,567) (36.000) (35,000
EBIT 58,283 44,500 61,180
GP Interest (831) 226 {az7
Maintenance Capital {7.500) (9,000) (10,000
Awvazilable Cash Flow 50,952 35,726 50,853
LP Distributions (32.397) (40,220) (40,800
Surplus Cash Flow 18,555 [4.564) 10,053

DCF Axzilable Per Unit 3.8B5 226 3.18

LP Distribution/Unit 2.45 255 255

Coverage Ratio 1.6 08 125
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Stock prices as of 6/10/02 of other companies mentioned in this report: Exhibit N;' EPG-164D
Duke Energy, DUK-Hold, $29.09 (4) age 14 of 14
El Paso Corp., EP-Buy, $21.00 (4, 6)
El Paso Energy Partners, EPN-Buy, $31.86
idge Energy Partners, EEP-Hold, $43.75
Heritage Propane Partners, HPG-Buy, $26.60 (3, 6)
Kinder Morgan Energy Partners,, KMP-Buy, $30.90
Northermn Border Pariners, NBP-Buy, $37.70
Williams Cos Inc., WMB-Hold, $8.59 (3, 4, 6)
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El Paso Energy Partners, LP

Reuters: EPMLN Exchange: NYSE Ticker: EPN

Outlook improving, but many
overhangs remain
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Initiated coverage with a Hold rating -
We have initiated coverage of El Paso Energy Partners, LP with a
Hold rating and a twelve-month price target of 331 per unit.

EPN has exciting growth prospects . ..

Due to its strong competitive position in the growing Guif of
Mexico market, EPN has amongst the best internal growth
prospects in the Master Limited Partnership group. The Partnership
has committed to internal projects totaling almost $600 million
{$350 million after joint venture project finance), with estimated
Investment/EBITDA's ranging from 2.0x-4.5x.

. . . But also has many risks/negatives

First and foremost, distressed El Paso Corporation owns EPN's
general partner (GP). In our opinion, this has clearly weighed on the
units and remains a key issue. Further, at 66%, EPN has the
highest debt/capitalization in the MLP group. We also forecast 4%—
6% growth in distributions during 2003/2004, as EPN focuses on
increasing cash flow coverage and improving its balance sheet.

Relatively high yield reflects overhangs

While EPN is trading at a significantly higher spread relative 1o its
historical yield differential vs. US 10-year Treasuries, we do not
foresee many catalysts 1o reduce this spread in the near-term. As
the Partnership's debt continues to trend upward until its next
equity offering, and concern over its GP persist, we believe the
differential will remain significant. Our $31 price target i1s based on
a yield of 8.7%.
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to hold the units back

EPN has the highest debt/
capitalization in its peer
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Investment thesis

Outlook

EPN is one of the largest independent mid-stream players focused on the
deepwater Gulf of Mexico, one of the fastest growth areas for oil and gas
development in the US. Accordingly, EPN has amongst the best internal growth
prospects in the industry. Incremental returns on new projects appear to be very
attractive.

As a result of several factors, however, we expect very slow growth in distributions
from EPMN over the next few years. EPN has historically paid out about 100% of
distributable cash flow. Management, however, now intends to increase its
coverage ratio to 1.1x from 1.0x over time. While clearly a positive in the long run,
as it will provide more capital for internal growth, in the near-term it is negative for
distribution growth. Further, since EPN's leverage is the highest in its peer group
and the unit prices are likely below management expectations at the time of their
last two acquisitions, EPN may need to issue units at lower prices than originally
anticipated. This higher unit count makes distribution growth more difficult.

We note, however, that management appears focused on several of the key issues
facing the Partnership, including leverage, corporate governance, and the need to
distance itself from El Paso Corporation (EP). EPN has also made strides to minimize
the volatility of its cash flow through a greater portion of firm pipeline revenue as
well as minimize “keep whole” exposure in gas processing. Meveriheless, we
believe the high leverage, lack of expected growth in distributions, and affiliation
with distressed El Paso Corporation will continue to hamper the valuation.

Valuation

Our 12-month stock price target on EPN is $31 based on a vield of 8.7%. This vield
assumes that EPN continues to trade at a discount {one standard deviation) from its
historic yield differentials relative 1o 10-year US Treasury Notes and that Treasury
Mote yields increase slightly. We believe EPN will continue 1o trade at a discount to
its peers uniil it strengthens its balance sheet, reduces its cost of capial, distances
itself from El Paso Corporation and distribution growth becomes more apparent.

Risks

Volumetric risk on assets. Given that many of EPN’s assets are gathering facilities,
these are much closer to the wellhead and carry significant volumetric risk as fields
experience natural decling curves. However, new discoveries in nearby fields are
typically tied back 10 these same gathering facilities, somewhat mitigating this risk.

Leverage. Since EPN is truly one of the faster growth MLPs, and since it distributes
nearly all of its cash flow, it will need 1o access the equity markets frequently in
arder to maintain a balanced capital structure.

Rising interest rates. EPN units are sensitive to changes in interest rates,
Distressed El Paso Corp. owns EPN's general partner. EPN has historically traded

down in sympathy with El Paso Corporation, which has consistently disappointed
over the last few months.

Fage 4
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The bull case

The bull case for EPN units is really quite simple. The Partnership has some of the
best organic growth prospects in the industry, and the units are perhaps the most
attractively valued they have been in the history of the Partnership. We expand
more below:

EPN is well-positioned in a growing market. EPN is a leading player in midstream
services in one of the highest growth energy markets in the world, the deepwater
Gulf of Mexico. EPN's strong position in this market has provided the Partnership
with a first class portiolio of high return expansion projects. EPN may have the best
organic growth prospects in the entire MLP group. The Partnership’s ability to grow
at high rates in this market appears 10 only be limited by its access to capital.

Attractive yield/valuation. EPN is undervalued relative 1o historical ranges.

1. The units are currently yielding 8.4% ws. 7.5% for the peer group. The
qifierentsal is now 104 basis points vs. a historic spread of 87 basis points.

2. EPN's yield differential over the 10-year US Treasury Note of 462 basis points is
well above its historical average of 310 basis points.

Other key points in the bull case include:

Strong commodity price outlook. The strong natural gas price outlook (12-month
strip of $5.78/mcf) bodes well for activity on land and in the shallow water Gulf of
Mexico. We believe activity will continue to increase in deepwater somewhat
irrespective of shor-term commodity prices, as those projects are very long-term in
nature,

Corporate governance improving. Over the last several months EPN has taken
several steps to improve corporate governance, including removing two El Paso
executives from its Board and resolving to add two more outside directors. The new
Board will consist of two insiders and five outsiders.

Despite high debt, near-term liquidity appears adequate. EFN has only %7
million of debt maturities over the next year. 115 next significant maturities are the
5600 million revolving credit facility (3491 million outstanding) and the $238 million
senior secured facility that matures in May 2004, We expect EPN will negotiate an
extension on these facilities within the next three months. The Partnership’s $160
million EFM holding acquisition facility matures in April 2005. All other significant
maturities are greater than five years out.

Figure 1: Debt maturities -
Amount [($MM)  Maturity Description
£491 May-04 S600MM Revolving Credit Facility
238 May-04 Senior Secured Loan due May 2004
160 Apr-05 EPN Holding Acquisition Facility
160 Oct-07 Senior Secured Term Loan
175 Jun-08 10 3/8% Senior Subordinated Motes issued May 1955, due June 2009
250 Jun-11 8 1/2% Senior Subordinated MNotes issued May 2001, due June 2011
235 Jun-11 8 12% Senior Subordinated Notes issued May 2002, due June 2011
28 various Wilson natural gas storage facilty operating lease
204 Mow-12 10.63% Senior Subordinated Notes due 2012

%£1,837 Totzl Debt
Spuree: Devizche Bant Saconter lnc. esmmanes 3o COMmSay ST TR0
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EFN has the highest
leverage in an overleveraged

industry

EFN faces potential ratings
downgrades

Recent scquisition
exemplifies importance of a
clean balance sheet
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The bear case

The bear case for EPN units canters around several key issues:

1. Ilts high debt to capital;
Low expected distribution growth;

lts relatively high distribution pay out ratio, particularly given the Parinership's
level of capital expenditures and asset mix;

Association with distressed El Paso Corp. (owner of its GP);

Feturns lagging its peers: and :

Corporate governance issues.
The highest leverage in the peer group. With a 66% debt to capitalization ratio
{projected to increase to 70% by mid-2003 without any equity offerings), EPN has
the highest leverage in the MLP group. While high leverage is common in this

industry, (average debt to capitalization of 59%), we believe the entire MLP industry
is overleveraged and prefer MLP's with below average leverage.

Figure 2: EPN, MLP Index and S&P 500 leverage

Debt to Capitalization
Q0% -

80% -
70% 1
60% - e
50% - e et
408 4 -mmee--- Reoi E e ey i e ke

Cg . T t?‘” & &
> cﬁq.‘:‘% o & e{‘ﬁ@fﬁ’ R a{"@q{“@*ﬂ&ﬁa ﬂ;{"g e{‘? S

===+ S&P 500 =——EPN — — — MLP Index (ex EPN]

Saurce! Factie!

Standard & Poor's recently placed EPN's BB+ corporate credit rating on
CreditWatch with negative implications based on its recent downgrades of general
partner, El Paso Corporation. Moody's is also reviewing its long-term senior implied
Ba1l rating on EPN for & possible downagrade. Should EPN get downgraded below
BE+ by S&P or Bal by Moody’s, the interest rate on its $160 million senior secured
loan would increase by 1% (or about £0.03 per share annually). We are not aware of
any other negative trigger mechanisms in any of the Partnership’s debt covenants.

In the company’s recent $782 million acquisition of El Paso Corporation’s San Juan
Basin assets, EPN funded the purchase with $200 million in 10.63% senior
subordinated notes, $238 million in & senior secured credit facility, and issued El
Paso Corporation 10.9 million Series C limited partner units. While, the Partnership
ultmately pulled the acguisition off, the financing arrangements were less than
ideal. EF's ownership stake of the LP units increased to 41% from 26.5%.

Page B
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The Series C units are non-voting. After April 30, 2003, however, EP has the right to
cause EPN 1o propose a vote of their common unit holders as to whether the Series
C units should be converted into common units. If the common unit holders do not
approve the conversion within 120 days after EP requests a wvote, then the
distribution rate for the Series C units will increase to 105% of the cormnmon unit
distribution rates. Thereafter, the distribution rate would increase on April 30, each
of the two following years, by another 5%.

Slow distribution growth. Given the combination of EPN's high debt load, and the
Fartnership's relatively high level of capex in 2003, management will likely keep
distributions relatively flat over the coming year in order to limit its leverage and
provide more margin for error. While raising equity will reduce EPN's leverage,
increasing distributions becomes more difficult given that the higher unit count will
result in a greater nominal pay out.

Distressed El Paso Corp. owns EPN’s general partner. EF was recently
downgraded to "junk” status by both Moody's and Standard & Poor's, in Novemnber
2002 causing EP to post over $2.0 billion in additional coliateral on various contracts.
It has since been downgraded 1o B by S&P and Caal by Moody's triggering another
3200 million in collateral postings. As of January 31, EP had $2.6 billion in liquidity,
however, many challenges remain, including:

1. Decision from the full FERC regarding the case of The State of California, et al
vs. El Paso Corporation and the pending related litigation;

2. Sale of trading book:
3. Sale of refining and chemical assets: and
4. Refinancing of over $1 billion in debt in 2003.

Returns lagging peers. While not commonly analyzed for MLPs, EPN's return on
assets, equity and capital are generally less than its peers that we follow. Further,
ROE based on income available to limited partners is also generally below that of its
peers. However, we note that there are shortcomings to this type of analysis
including the fact that MLPs are managed for cash, not income. When reviewing
EPN's EBITDAfassets and return on eguity based on LP distributions, rather than
income, EPM is much more comparable 1o its peers, even exceeding them in certain
periods.

Corporate governance issues. El Paso Corporation owns the general partner of
EPN and also owns a 41% interest in the limited partner units. The two key issues
where potential conflicts may arise are the question of transfer asset pricing and the
management fee that EPN pays EP. The two companies mitigate these potential
conflicts by:

1. The EPN board of directors has a Conflicts and Audit Committee with three
independent directors to review any transaction over $10 million.

2. Both EP and EPN obtain independent fairness opinions from firms that do work
for just one side or the other.

3. EP and EPN's interests are aligned, since EP is by far the largest unit holder in
EFN with 41% of the LP units.

In a recent move to further strengthen corporate governance that we applaud, EPN
announced that it plans to add two more outside Directors to its Board. EPN's
current Board consists of two inside Directors and three outsiders. We obviously
prefer to see larger Boards with more outsiders.

Deutsche Bank Securities, Inc
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Our view

We agree completely with the first point in the bull case, that EPN has superior
growth prospects vs. its peers. It is well positioned as the key midstream player in
the deepwater Gulf of Mexico, one of the fastest growing arenas in the US, and one
of the world's greatest new oil provinces.

However, all of this potential growth is meaningless unless EPN reduces its cost of
capital and gains improved access to capital. In the company’s recent $782 million
acquisition of EP's San Juan Basin assets, EPN funded the purchase with $200
rmillion in 10.63% senior subordinated notes, $238 million in a senior secured credit
facility, and issued EP 10.9 million Series C limited partner units. While, the
Partnership ultimately pulled the acquisition off, the financing arrangements were far
less than ideal. EF's ownership stake of the LP units increased to 41% from 26.5%.
An additional equity infusion from EP and 10.6% debt highlights the capital
constraints that face EPN due to its high leverage and perceived risk.

EPN's debt to capitalization ratio of 65%, projected to be 70% by mid-2003 (without
any equity offerings), is the highest in a peer group that we believe is already over-
leveraged. Generally, the only way for MLP's to grow beyond the 3% to 5% range is
through internal expansion projects or acquisitions, both of which require capital.
Given the fact that MLP's distribute the vast majority of their cash flow, they must
raise equity periodically in order to maintain a conservative capital structure.
Therefore. rmaintaining below average leverage is the best way to ensure that a
Partnership can continue to grow through internal projects should the equity
markets be weak at a given time.

While obviously there are other factors involved, the stock traded up significantly
with the Partnership’s reduction of debt in mid-2000. However, since the beginning
of 2002, as leverage has continued 1o edge upward and the disiress on El Paso
Corp. has increased, the units have traded down again.

Figure 3: EPN stock price vs. debt-to-capitalization
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While the first point in the bull case (good organic growth) has merit, we find cause
to quarrel with the second point—attractive valuation. It goes without saying that a
8.4% yield is attractive in the current interest rate environment. However, given its
high leverage (66% debt/capitalization), slow growth (49%-6%) in distributions for
several years, and distress of El Paso Corp. lowner of its GP), we believe an above-
awverage yield is currently warranted.

That said we do not believe all of EPN's problems are impossible 1o fix. Most
importantly, the Parinership’'s underlying business model appears solid and
incremental returns are attractive. While leverage is high, interest coverage is
adequate, maturities are manageable, and plans to issue new eguity will improve
debt/capitalization. Further, we believe decreasing the payout ratio is a longterm
positive, as it will provide capital for expansion projects and leverage will not
necessarily increase every time EPN takes on a new project. While the situstion for
El Paso Corporation appears relatively bleak, EPN has stated that EP is exploring its
alternatives including the sale of its GP interest to other industry players.

Monetheless, in the face of potential credit rating downgrades, slow growth in
distributions, coupled with the desire to raise 1o $350 million to $450 million in
equity and association with distressed EP, we believe the units will remain weak
until some of these issues are resolved.

Deutsche Bank Securities, Inc
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EPN has the highest
leverage in fts peer group

A reduction in taxes on
dividends narrows MLPs
advantage vs. C Corps

have regulstory risk
Negative headiine risk has
impacted EPN units in
the past

EPN’s assat mix has more
volumetric risk than do
some of its MLP peers
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Risks

Rising interest rates: As 2 yieldonenied instrument, EPN units are sensitive 1o
changes in interest rates. d

High leverage: Since EPN is truly one of the faster growth MLPs, and since it
distributes nearly all of its cash flow, it will need to access the equity markets
frequently in order to maintain a balanced capital structure.

Elimination of taxes on dividends could reduce relative advantage: The Bush
Administration recently proposed the elimination of taxes on dividend income. The
elimination of or a reduction in the 1ax rate on dividends could adversely effect MLP
valuations, as the benefits of 1ax deferral would be reduced on z relative basis.

Regulatory risk: Most of EPN's pipeline assets are subject to regulation by various
federal, state and local authorimes.

Distressed general partner/Negative headline risk: EPN units have hstorically
traded down significantly on negative announcements by El Paso Corporation. In the
graph below, we exhibit EP vs. EPN recent stock price history. While the stock
prices are not on the same axis and are not meant to portray the same magnitude of
price changes, the graphs do illustrate that the general trend for EPN has followed
EP, in many cases. In fact, EP was down rmore than §% during 35 days in 2002. On
those same days, EPN was down about 80% of the time. While MLPs will obviously
not be impacted to the same extent as a negative announcement by the GP, the
negative publicity and sometimes real concerns about the ongoing management of
an MLP often causes its stock to decline as well.

Figure 4: EP vs. EPN
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Commeodity price and volumetric risk: While the Partnership has de-emphasized
s commeodity based sctvity, such as E&P, it remains somewhat price sensitive io
natural gas and natural bowds prices due 10 contracts where it 15 "pad-inkind”.
Additionally, in many of EPN's businesses, the Parnership has wvolumetric nisk,
where volumes could dechine considerably on certain assets due 1o low commodity
prices or declining production on given ficids. However, on EPN's San Juan Basin
and Texas/Mew Mexico assets, the reserves in the area are long-lived and volume is
relatively steady. Further, EPN typically hedges its commodity price risk.

Page 10
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While EFN has historically
traded at & discount
(generating a higher yield)
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Figure 8: EPN yield vs. MLP Index
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EFPN’s yield spread has
averaged 87 basis points
higher than its peers.,
Howevwver, its current spread
is now 104 basis points
higher

Figure 9: EPN yield less MLP Index )
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During 1959 and the first half of 2000, when EPN’s leverage was in the 80% range,
EPN's differential averaged 140 basis points over the MLP Index. From mid-2000 to
mid-2002, when EPN's leverage was more in-line with the industry average, the
differential narrowed significantly 10 only 46 basis points. Since mid-2002, however,
the yield spread has widened to 104 basis points (and the spread was 218 bp less
than two months agol, as EPN's leverage has edged up and is now forecast 1o reach
70% by rmid-2003 without any equity offerings. Additionally, concern over distressed
Ei Paso Corporation, owner of EPN's GP, has also acted as an overhang on the

stock.

Fage 12
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EFN's yield has increased
significantly of late while 70-
year US Treasury Note
yields have declined

At 469 basis points, EPN's
yield differential vs. 10-year
US Treasury Notes is greater
than one standard deviation

from its mean differential
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Figure 10: EPN yield vs. 10-+year Treasury yield
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Figure 11: EPN yield less 10-year Treasury yield
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Since 1999, EPN has traded at an average yield of 310 basis points above the 10-
year U.S. Treasury Mote vield. Beginning in mid-2002, this differential began to
expand, we beheve due to three pnmary factors,

i

A flight to quality out of the stock market in general. The market
commenced a sieep decline in April 2002, with the S&P 500 losing 27% of its

value since that time, leading to & sharp bidding down of Treasury yields as
capital rotated to bonds;

A flight out of energy stocks. Energy stocks, paricularly natural gas related
companies, fell further out of market favor, as several high-profile companies
announced substantial write-downs and rating downgrades; and

Concern over EPN's leverage and the financial

distress of El
Corporation [owner of its GP).

Paso

Dewtsche Bank Securines, Inc
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While EPN generstes Figure 12: MLP Group-debt to capitalization vs. yield
amongst the highest yield
in the group, it also 10.0%
maintains the highest
financial leverage 9.5%
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Valuation conclusion
Our 12-month stock price While EPN's yield differential vs. Treasury vields is almost two standard deviations
target is $31 per unit from its average differential since January 1993, we do not see many catalysts to

reduce this discount in the near-term. As the F’a{mership‘s debt continues to trend
upward until its next equity offering, and concern over its GP persist, we believe the
differential will remain significant. Further, should the US go to war with Irag and the
budget deficit worsen, we believe long-term interest rates could edge up. Assuming
a Treasury yield of 4.53%, 78 basis points higher than current levels and a
differential of between 4.36% zand 4.89%, we calculate EPM units would trade in the
%29 to $30 range. Should interest rates remain at current levels, the units could
trade in the 5§32 to $33 range. as shown below. Our 12-month price target of $31
per share s based on the midpoint of these ranges.

Figure 13: Implied EPN unit prices at various Treasury yields and differentials =~ ;
10 Year US Treasury Yield

Avg.-3s Avg.-2s Current Avg.-1s Avq.

Differential Vs Treasuries 3.06% 3.80% 3.75% 4.53% 5.27%

Avg Differential Since 1/99 3.10% 43.83 39.14 39.43 35.36 32.24

Avg Diff. Plus 1 5td Dev 4.36% 36.40 33.10 33.31 30.36 28.03

Current Differential 4.69% 34.87 31.83 32.02 29.28 27.11

Avg Diff. Plus 2 Std Dev 5.62% 31.12 28.68 28.83 26.59 24.79

Avg Diff. Plus 3 5td Dev 6.88% 27.18 25.30 25.42 23.66 2277

Sourca: Deursore Sant Secortes i, ESLMIES 200 cormpany indonmanon

©r O 0 Y AN

This analysis does not take into account the potential growth in 2004 and 2005 from
EPN’s internal projects. However, it also ignores the fact that distributions are likely
to grow slower than their peers in 2003/2004 and the equity-offering overhang. We
estimate that the Parinership will likely need to complete two equity offenings
during the year in order 1o reduce debt to capitalization to below 60%.
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Each of the company
displays were substantially
created by their current

management

There are several
shortcomings to this type
of analysis

Returns below are measured
before adjusting for the GP
take
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Peer analysis

The table below displays various returns for EPN and for the two others MLPs that
we currently cover, Enterprise Product Partners, L.P. (EPD) and Kinder Morgan
Energy Partners, L.P. (KMP). While average returns for companies can be skewed
by investments made under previous management and ignore incremental returns,
each of these companies have been substantially built in the last few years by the
current management teams.

We also recognize that return analysis has additional shortcomings for MLP's, since
they are managed for cash, not income. Differences in accounting depreciation and
economic depreciation also tend to distort the balance sheet. Further, various
securities such as Series B and C shares and IFUnits can also complicate the analysis
{as shown in the footnotes in Figure 14). Additionally, the historical numbers below
are not pro forma for acguisitions. Nonetheless, while the wvarious return
measurements in their own right may not have as much meaning as they do for C-
Corps, we believe they may be useful for cormnparing MLPs against each other.

The four returns shown below are what we consider “Enterprise” returns, since
they are based on the EBITDA, EBIT, or net income across the entire enterprise
before taking into account the GP distributions. As shown, EPN's returns have
historically been inferior to EPD's and KMP's on the first three accounting
measures. However, none of the figures below are pro forma for acguisitions, and
all three partnerships completed significant acquisitions in 2001 or 2002. EPN's
results for 2002 are skewed down by the fact that the San Juan Basin acquisition
did not close until late November. Since we use a simple average of beginning and
ending assets or capital for the denominator in ROA and ROIC, the calculated
returns are lower than the actual returns are in reality.

While ROA is commonly calculated with EBIT in the numerator, we aslso calculate

ROA based on EBITDA since these Partnerships are managed for cash. On that
basis, the performance of the three Partnerships is much more comparable.

Figure 14: Retumns — KMP, EPN and EPD

4 Yr Simple
Aeturn on Avg. Invesied Capital 2001 2002E 2003E Z004E Average
EPM 8.2% B.E% 5.5% 10.5% 9.6%
EPD 18.2% 7.2% 10.9% 12.2% 121%
KMP 12.9% 12.3% 12.3% 13.2% 12.7%
Return on Ava. Equity
EPN 13.6% 13.5% 13.5% 16.1% 14.3%
EPD 73.3% 8.0% 16.0% 17.5% 16.2%
KMP 16.8% 18.5% 19.9% 21.6% 19.2%
Retun an Avg. Assets
EPM B.8% 8.2% 9.4% 10.4% 5.2%
EFD 13.1% 5.B% B.9% 10.0% 2.5%
KMP 11.3% 11.0% 11.1% 11.9% 11.3%
EBITDAS Avg. Assets
EPN 10.3% 10.9% 12.7% 14.0% 12.0%
EPD 15.5% 8.6% 11.8% 13.0% 12.2%
KMP 12.4% 12.2% 12.6% 13.7% 12.7%

AQIC = EBITAYG. DebT + Avg. Fartrers Capatall
ROA = EBITAAG. Assats)
ROE = Mi bedore GP Distribaticns/Svg. Partner's Capimal
Sowce: Deplsche Bank Secunties ne. asimates and company informaiion
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After taking into sccount the
GP distributions, EFD’s ROE
= far superior to either
KMP's or EPN's

Cash distributions/partner’s
capital may be more
meaningful than the other

measures
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However, often overlooked in MLP analysis is that these returns are based on the
EBIT {in the case of assets and capital) or net income (in the case of ROE) before
the GF distributions. We believe investors should also analyze returns after the GP
distributions, since the GP share of the capital contribution is typically only 1% or
2%, whereas they take a much greater proportion of the cash flow.

Below we calculate the return on equity, excluding the income allocated to the GP.
While 1t is difficult to calculate this measure consistently due to differences in their
capital structures, we have footnoted our treatment of various differences below.
MNonetheless, EPD outperforms by a significant margin on this measure of
performance, largely due to its lower GP distributions that are permanently capped
at 25%.

On the second measure of performance, we have replaced the numerator in the
previous calculation with the cash distributions to LPs. Once again, EPN's returns
are much more favorable on & cash basis. The weakness with the measure is that it
ignores cash distribution coverage ratios. We estimate cash distribution coverage in
2003 and 2004 of 1.15x~1.20x for EPD, vs. 1.05x-1.1x for EPN and 1.00x-1.05x for
KMP.

Figure 15: Retumns — KIMP, EPN and EPD {cont'd)
ROE based on LP Income Only

EPN {excl. Series B Inc. & Equity)™ 5.4% 7.1% 8.1% 5.6% 7.6%
EPN 7.5% T.75% B.3% 9.4% 8.27%
EFD 22.8% 7.2% 14.6% 15.7% 15.1%
KmMpe 9.1% 10.3% 10.7% 11.5% 10.3%
Cash ROE based on LP Distributions
EPM lexcl. Series B Equity)” 33.0% 20.1% 17.3% 18.0% 22.1%
EFD 15.5% 17.5% 19.6% 20.1% 1B.2%
Khap 13.8% 13.5% 13.5% 14.4% 13.8%

ROE tased on LP Income = Met Income afier GF [Raributionsifvg, Pariner's Capital [did not back out GP interest since it is only 1-7%]
Cash ROE based on LF Destributions = Cash Distributions to LFj&vg. Farner’'s Capital

(1] Since Serigs B Unis represent 8 sigrefeant pomion of EPN'S capitel struciute, They sctrug distributions and can be repurchesed’
called, we excluded them from the denominaior in theds souETIoNS

(2] Partner's Capital inciudes Series B charnes since they only represent 4% of capital structure, Cash LP distributions inchude

walipe of share distributions on Hinits.

Mote: Unless ciherwise stated, LP incomme includes mcome lor othes unil clasaes 1B or C) as wall

Source: Dewnscine Bank Secoanes e Erimates il srrpy i mniie

COnce again, we reiterate that these measures of performance have several flaws:
nonetheless, we believe they do provide some insight when attempting a
comparison based on projected financial performance.

Page 16
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EFN’s roots are in Leviathan
Gas Fipeline Partners, LF., &
Gulf of Mexico focused MLP

EFN is one of the top five
MLF’s as measured by
market capitalization
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Background

History

El Faso Energy Partners’ predecessor, Leviathan Gas Pipeline Pantners, L.P. was
formed in 1992 and went public in February 1983. In August 1288, El Paso
Corporation acguired DeepTech International Inc., the parent company and general
partner of Leviathan. In, December 1939, the Partnership changed its name to El
Paso Energy Fartners L.P. and announced that while remaining committed to the
deepwater Gulf of Mexico, its strategy would incorporate other geographic areas
leveraging off El Paso Corporation’s competencies. The Gulf of Mexico, Texas, and
MNew Mexico are EPN's most strategic regions.

Summary

EPN is one of the five largest publicly traded master limited partnerships as
measured by total market capitalization. EPN has five distinct business segments,
natural gas plants and pipelines: 63% of 2002 Adjusted EBITDA, oil and NGL
pipelings: 16%, platform services: 11%, natural gas storage: 6%, and other; 4%.

Figure 16: MLPs by market capitalization Figure 17: MLPs by total assets

Market Capitalizztion [SMM)

S Faersas

KMP EFD EEF EFN MNBF TFF PAA BFL WEG KPF VLI

Total Azsers (SMM)

KMP EFD EEP TPP MEP EPM PAA WEG KPP BPL VLI

Sourre. Facsher

Figure 18: 2002 adjusted EBITDA by segment - Figure 19: ROA by segment LTM ended 9/30/02
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Gas pipelines is EPN's
largest segment
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Gas pipelines

Natural Gas Pipelines and Plants is by far EPN's largest segment, representing over
two-thirds of EPN's total assets and 63% of 2002E adjusted EBITDA. This segment
consists of several key assets including the following:

Figure 20: Key natural gas pipeline and plant assets

Key Assets
EPGT Texas

Description
Largest intrastate pipeline system in Texas (9,400 miles) with capacity of 5
Ecf/d and 2001 throughput of 3.5 MMDth/d

Carlsbad, NW and Waha, Texas "1,300 miles of Permian Basin gathering pipeline with a capacity of 465

Gathering Systems
HIOS Gathering System

MMcf/d and 2001 throughput of 341 MDth/d
204 miles of pipeline in the deepwater GOM with a capacity of 1.8 Befid

East Breaks Gathering System 85 miles of pipeline in the deepwater GOM with capacity of 400 MMcf/d
Viosca Knoll Gathering System 125 miles of pipeline in the deepwater GOM with a capacity of 1 Bef/d

EPlA Gathering System

San Juan Basin Gathering
System
Typhoon Gathing System

450 miles of pipeline in Alabama’s Black Warrior Basin coalbed methane
pipeline
5,300 mile natural gas gathering system located in New Mexico's San

Juan Basin
35 miles of 400 mmcf/d pipeline in the GOM

Chaco Gas Processing Plant Third largest processing plant in the US. Located in San Juan Basin

Indian Basin Plant

42.3% non-operating interest in this processing plant with capacity of 240
MMcf/d

Sourrm: Deymmores By Securmoes ne. Srimaies A SOy inTnaton

As shown in the figure above, the majority of EPN’s natural gas pipeline and plant
assets are located in the Gulf of Mexico, Texas, and Mew Mexico. On EPGT Texas,
the largest intrastate pipeline sysiem in the state, 58% of the revenue is derived
from firm demand charges (renting space on the line) typically from EPN's LDC
customers. The remaining 42% of revenue is typically derived from interruptible
service with producers of marketers where they pay EPN a fee based on the
volume. On its gathering facilities the Partnership is typically paid based on volume
as well.

EPN's primary competition in Texas is Kinder Morgan Energy Partners and AEP,
through its Houston Pipeline. In the Gulf of Mexico, the company’s primary
competition is Shell Oil Company. Various federal, state andfor local authorities such
as the Texas Railroad Commission typically regulate EFN's pipeline assets. The
basis of cormpetition for the gathering facilities is typically location while EPGT
Texas' competitive advantage 15 its scale as well as the fact that it is the only
intrastate system in the state with interconnects to all of the major hubs, city-gates
and major producing basins in the state.

Gas processing accounts for about 20%—25% of EPN’'s EBITDA in this segment.
Importantly, EPN does not have any "keep-whole” contracts. Keep-whole contracts
are common in the gas processing businesses. Under this arrangement, the
processor takes title to the gas and the NGLs extracted, and reimburses the
producer for the market value of the energy extracted (based upon BTUs) with
natural gas of a cash equivalent. Therefore, under a keep-whole contract the
processor derives a8 profit margin to the extent the market value of the NGLs
extracted exceeds the costs of extraction, which are largely determined by the price
of natural gas. During periods of rapidly rising natural gas prices, the value of NGLs
doesn’t always keep up, csusing processors with keep-whole arrangements 1o be
unprofitable.

Page 18
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Under EPN’s contracts, they are paid a "percentage of proceeds” extracted, which
is not nearly as risky as keep-whole. Of Iate, the company has benefited from higher
MNGL prices.

Outlook and forecast

The significant projected increase in EBITDA in 1Q03 is to take into account the full
guarter run rate of the San Juan Basin assets that were acquired from EP in early
late Noverriber 2002. The slight increase in 3003 represents the completion of the
Medusa gas pipeline, which should eventuslly add about $6 million in EBITDA per
year.

Figure 21: Natural gas pipelines and plants forecast

(SMIMI]

EEBITDA
DD&A
Operating Income

Earnings From Uncons. Affiliates

Other Income/{Expense)
EBIT

Plus: DD&A

Distributions From Affiliates - -

Other

Less: Earnings From Affiliates

Adjusted EBITDA

EBITDA
DDEA
Operating Income

3/2002 6/2002 2/200212/2002 3/2003E 6/2003E 9/2003E 12/2003E

19.9 47.1 43.9 55.2 69.8 70.4 72.1 727
6.5 12.2 12.3 13.5 18.3 18.6 18.8 18.9
13.4 34.9 31.6 41.7 B1.7 51.9 533 538
- - - 0.2 - -
0.3 0.0 (0.4) (0.4) - S 2
13.7 34.9 31.2 41.5 B1.7 51.9 B33 538
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390 1661 2852 296.1
11.7 44.6 74.5 76.6
T3 A5 2T 2185

Earnings From Uncons. Affiliates 5.8 0.2

Other Income/(Expense)
EBIT

0.4 (0.5) = :
335 1212 2107 2185

Plus: DD&A 11.7 44.6 74.5 76.6
Distributions From Affiliates 12.8 2.0 - -
Other - (0.4} - -

Less: Earnings From Affiliates (5.8) {0.2) - -

Adjusted EBITDA

2.2 1672 286.2  296.1

Souvrce: Devmzche Sand Secummes InC. ESTTATEs and COMENTY AionTaano

Oil and NGL logistics

This segment includes EPN's MGL fractionation facilities and pipelines and its oil
pipeling systems. According 1o EPN. they are the largest supplier of NGLs to the
Scouth Texas refinery/petrochemical market. Oil and MGL Logistics contributed 16%
of EFN's adjusted EBITDA in 2002 and currently accounts for about 9% of the
Partnership’s total assets. Key assets in the segment include the following:

Deutsche Bank Secunties, Inc
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Figure 22: Key natural gas pipeline and plant assets

Key Assets
NGL Assets

Poseidon Qil Pipeline

Allegheny Pipeline
Typhoon Qil Pipeline

Description

1248 miles of NGL pipeline, four fractionation plants with a capacity of 131
MEBbls/d, and 20 MMbbls of NGL storage capacity

369% interest in 288 mile pipeline from the offshore GOM to Louisiana. The
pipeline has a capacity of 400 MBEbls/d

43 miles of pipeline in the deepwater GOM with a capacity of 80 MBbls/d
12", 16 mile gathing system with capacity of 100 MBbl/d.

Cameron Highway Qil Pipeline  50/50 Joint venture with Valero to construct, own and operate this 380

System

mile pipeline with a capacity of 500 MBbls/d. The pipeline will run from the
deepwater GOM to East Texas. Completion is expected in Q3/04 2004.

S Do St Spourmess inc. STl S0 STEsTy EfonTuanon

Figure 23: Oil & NGL logistics forecast

On these assets, EPN is typically paid a fee based on the volume shipped, rather
than a reservation charge. As with the natural gas pipelines, the basis of competition
is primarily location and interconnectivity between suppliers/producers and end
usersfrefiners. EPN's NGL assets primary competition is Enterprise Products
Partners, while Poseidon, Allegheny, and Cameron upon completion, compete
primarily with Shell Qil Company. Various Federal, State and local authorities
regulate these assets, but rates are generally negotiated.

Outlook and forecast

As with Matural Gas Pipelines and Plants, part of the San Juan Basin asset
acquisition was completed in November, and is also reflected in this segment. This
accounts for the increase in 1Q03. The increase in 2004 is related 10 the
commencement of the Cameron Highway Oil Fipeline in 4004, which should
eventually add about £38 million in annual EEITDA after the joint venture’'s debt
SEMICE.

3/2002 6/2002 9/200212/2002 3/2003E 6/2003E 9/2003E 12/2003E

(SMIMI)
EBITDA 6.2 7.4 1.3 6.7 9.4 10.0 11.1 11.2
DD&A 1.5 1.7 1.4 2.0 3.3 3.3 3.3 3.3
Operating Income 4.7 5.7 59 4.7 6.1 6.7 79 7.9
Earnings From Uncons. Affiliates 3.4 4.0 3.2 2.9 3.2 3.4 3.4 3.4
EBIT 8.1 8.7 8.1 7.6 9.3 10.1 11.3 11.3
Plus: DD&A 1.5 1.7 1.4 2.0 33 33 3.3 3.3
Distributions From Affiliates 45 4.7 4.0 2.7 3.7 39 39 39
Less: Earnings From Affiliates {3.4) (4.0} (3.2) (2.9} {3.2) (3.4) (3.4) (3.4)
Adjusted EBITDA 10.7 12.1 11.3 9.4 131 13.9 15.0 15.1

2001 2002E 2003E 2004E

EEBITDA 25.6 27.6 41.7 51.4
DD&A 5.2 6.5 13.0 15.7
Operating Income 20.4 21.1 287 35.7
Earnings From Uncons. Affiliates 18.2 13.5 13.4 13.6
EBIT 38.4 34.5 421 483
Plus: DD&A 2 6.5 13.0 157

Distributions From Affiliates 222 15.8 15.4 15.6
Less: Earnings From Affiliates (18.2) {13.5) {13.4) {13.6)

Adjusted EBITDA

47.6 43.4 57.1 67.0
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Platform services

Platform Services accounted for about 11% of EPN's 2002 adjusted EBITDA. EPN
has ownership interests in and operates six (plus two under construction) offshore
Gulf of Mexico platforms that are used to interconnect offshore pipelines, assist in
performing pipeline maintenance, and conducting drilling operations during the initial
development phase of a property. Currently, most of EPN's revenue in the segment
is derived from charges based on volume. However, as new platform projects come
on line, they generally have a fixed fee component in their revenue.

The company expects to complete the £563 million Falcon Nest Platform late in
1003. This project is expected to ultimately add about $15 million in annual
EBITDA. The significant increase in EBITDA in 2004 is related to the expected
completion of the $108 million (their portion} Marco Polo Platform in 4Q03. The
Marco Polo platform, which is 2 joint venture with Cal Dive International Anadarko
Fetroleum, is expected to generate five-year average annual EBITDA of $38 million
10 EPN after joint venture debt service,

Figure 24: Platforms services outlook

[SMIMI)

EBITDA

DD&A

Operating Income
EBIT

Plus: DD&A
Other

Less: Earnings From Affiliates - - - -

Adjusted EBITDA

EBITDA
DD&A
Operating Income

Other Incomef{Expense)
EBIT

Plus: DD&A
Other
Adjusted EBITDA

3/2002 &/2002 9/200212/2002 3/2003E 6/2003E 9/2003E 12/2003E

7.2 7.4 4.1 4.4 4.8 7.5 7.9 8.4
1.1 1.0 1.0 1.1 1.2 1.7 1.7 1.7
6.1 6.4 3.1 3.3 3.6 5.8 6.2 6.7
6.1 6.4 3.1 3.3 3.6 5.8 6.2 6.7
1.0 1.0 1.0 1.1 1.2 1.7 1.7 1.7
5.6 - 0.5 - - - - -
12.8 7.4 46 4.4 4.8 7.5 7.9 8.4

2001 2002E 2003E 2004E
256 231 285 58.2

4.1 4.2 6.2 12.8
715 18.9 223 45.5
(0.6) = & =
20.9 18.8 22.3 48.5

4.1 4.2 6.2 12.8

5.8 6.1 -

30.8 29.2 285 58.2
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Matural gas storage

Matural Gas Storage accounted for about 6% of 2002 adjusted EBITDA. This
segment primarily consists of the Partnership’s Petal and Hattiesburg salt dorme
storage facilities in Mississippi, the largest in the Southeastern United States. It was
expanded in mid-2002 and now has storage capacity of 12.65 BCF, with
deliverability in excess of 1.2 Beffd. The facilities are strategically situsted to serve
the Mortheast, Mid-Atlantic and Southeast natural gas markets. These storage
facilities have a significant portfolio of long-term contracts, providing stability. EPN's
storage facilities are generally fully contracted,

The Hattiesburg facility is a regulatad utility under the jurisdiction of the Mississippi
Public Service Commission. The Petal facility is under the junisdiction of the FERC.
However, it 1s permitted to charge market based rates.

Deutsche Bank Securities, Inc
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Expansion projects

EPN currently has about $600 million ($350 million after joint venture project
finance) of strategic expansion projects underway, most of which are in the Gulf of
Mexico. EPN has little competition in the deepwater GOM. Despite the lack of
cormpetition, EPN must still be reasonable in its pricing, or its customers will take on
the projects themselves. The following figure displays EPN’s key projects.

Figure 25: Expansion projects undenway

(SN

Marco Polo Platform &

Pipelines
Falcon Nest Platform

Cameron Oil Highway
Fipeline

Medusa Gas Pipeline
Red Hawk Fipeline

Texas NGL Expansion

EPN Investment/

Expected Total Equity Expected
Completion Budget Portion Avag. EBITDA Description

0403 $302.0 %108.0 3.0x 50/50 JV with Cal Dive to construct, install
and own a TLP and install 100% EPN owned
gas pipelines

Q103 53.0 53.0 35x Will construct, install and own a platform in
the GOM for Mariner and Pioneer

Q304 450.0 76.0 2.0 E0/50 JV with Valero to own and operate a
major 390 mile crude oil pipeline from
Western GOM to East Texas

Q103 28.0 26.0 4.3% 37 mile, 12° pipeline in Deepwater GOM

Q204 51.0 57.0 4.4 16" Gas gathering pipeline in despwater
GOM that will connect to ANR pipeline

0203 3.0 31.0 MNA Adds 30,000 bpd market access to Mont
Belvieu and Northern Mexico LPG market.
Adds 12,000 bpd fractionation capacity
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Figure 26: Capitalization and coverage ratios

In Millions of §
Capitalization

Balance sheet & liquidity

As shown on page 4, EPN has only §7 million of debt maturities over the next year,
It's $600 million revolver and $238 million senior secured facility mature in May
2004, but are likely to be extended within the next three months. The Partnership’s
2160 million EPN holding acquisition facility rmatures in April 2005. All other
significant maturities are greater than five years out. EPN's major covenants on its
Bank facilities are summarized below:

Max. Total Debt/Pro forrma LT EBITDA 5.2bx 4 9x
Max. Senior Debt/Pro forma LTM EBITDA 3.25% 2.7%
Min. Pro forma EBITDA/LTM Interest 2.00x 4 6x

372002 6/2002 9/2002 12/2002 3/2003E G/2003E 9/2003E 12/2003E 12/2004E

|Net Debt/Total Capital

63.0% 67.6% 6B8.59% 65.9% 59.2% 606% 612% 565.5% 55.5‘3{:._1

Book Valuefshare
Debt Coverage

$12.20 %1475 £13.99 $21.54 S26.96 5$22.54 $18.34 $21.24 $18.34

LTM EBIT 100.2 130.1 163.3 175.3 2167 237.0 2652 286.0 3261
LTM EBITDA 124.1 163.4 189.0 2334 2805 32286 3600 3816 4393
[Total Debt/LTM EBITDA 7.Bx §.2x 7.0x B.0x 6.0x 5.7x 5.1x 4.4x 3.8x |
LTM Interest 44.0 56.8 68.8 83.4 1056 116.9 1251 126.7 1129
[EBITDAANterest 2.Bx 2.9x 2.9x 2.8x 2.8x 2 Bx 2.9x 3.1x 3.9x |
Return

Return on Avg. Invesied Capital 8.2% 9.1% 10.6% 8.6% 10.2% 9.6% 10.7% 9.9% 11.0%

Return on Avg. Equity
Return on Avg. Assets

14.2% 15.7% 18.6% 13.5% 13.3% 13.5% 15.8% 13.9% 16.3%
8.1% 8.5% 9.9% 8.2% 9.5% 9.1% 10.05 9.4% 10.4%
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Board of Directors

Meml Positi
Robert G. Phillips CEO and Chairman, El Paso Enargy Partners, LP

Jarnes H.dLytal President, El Paso Energy FPartners, LP

Michael B. Bracy Former Director, EVF and CFO of NorAm Energy Corp.

H. Douglas Church Former SVP, Transmission, Engineering and Environmental

for Texas Eastern Transmission Company
Kenneth L. Smallay Former SVP of Phillips Petroleum Company and President
of Phillips 66 Natural Gas Company

Management

Robert G. Phillips, Chairman and Chief Executive Officer

Mr. Phillips has been CEO since Movember 1998. He served as EVP from August
1898 1o October 1299. He served as President of El Paso Field Services Company
since June 1997, President of El Faso Energy Resources Company from December
1996 to June 1997, President of El Paso Field Services Company from April 1896 to
December 1996 and SVF of El Paso from September 1995 to April 1996. For more
than five years prior, Mr. Phillips was CEQ of Eastex Energy, Inc.

James H. Lytal, President

Mr. Lytal has served as President since July 1995. He served as SVP from August
1984 to June 1995. Prior to joining EPN, Mr. Lytal served in various capaciiies in the
oil and gas exploration and production and gas pipeline industries with United Gas
Pipeline Company, Texas Oil and Gas, Inc. and American Pipeline Company.

D. Mark Leland, Chief Operating Officer

Ir. Leland was named COO in January 2003. He previously served as SVP and
Controller since July 2000 and as VF of El Paso Field Services Company since
September 1997. He served as VP and Controller from August 1998 to July 2000.
Mr. Leland served as Director of Business Development for El Paso Field Services
Company from September 1994 1o September 1997. For more than five years prior,
Mr. Leland served in various capacities in the finance and accounting functions of El
Fasc Corporation.

Keith B. Forman, Chief Financial Officer

Mr. Farman has served as CFO since January 1992, From 1982 to 18582, Mr. Forman
served as VP of the Matural Gas Pipsline Group of Manufaciurers Hanover Trust
Company.
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EPN financial statements

Figure 27: Annual income statement

For the fiscal years ending 12/31,

In Millions of § 1999 2000 2001  2002E 2003E  200D4E
Operating Revenues:

Gathering & Transportation Services 203 63.5 936 357.6 619.9 6438
Liquid Transportation and Handling 2.0 B3 39.5 483 54.1 66.7
Platiorm Services 11.4 139 235 16.7 253 58.3
MNatural Gas Storage Services - 6.2 19.4 28.6 46.7 48,6
0il and Natural Gas Sales, & Other 30.0 20.6 26.3 16.8 17.2 17.2
MNet Sales 63.7 112.4 202.2 467.9 7632 8346

Operating Costs and Expenses:
Cost of Natural Gas E 28.2 51.5 118.3 187.8 197.7
Operations and Maintenance 22.4 14.5 355 115.2 187.8 197.7

EBITDA 41.3 69.8 1151 2334 387.6 4393
D&EA 30.6 27.7 3B.6 724 116.6 128.4
Asset Impairment Charge - - 3.9 - - -
Operating Income 10.6 42.1 726 161.3 271.0 3109
Other Income and Expenses:
Equity in Earnings 328 228 B.4 13.6 13.4 13.6
Gain on Szle of Assets 10.1 - (11.4) {0.4) - -
Other Income and Expenses 0.4 2.4 28.7 15 1.6 1.6
EEBIT 539 67.4 98.4 176.0 2BE6.0 326.1
Interest Expense, Net 353 471 43.1 83.4 126.7 116.7
Minority Interest 0.2 0.1 0.1 0.0 - .
Profit Before Taxes 18.4 20.2 55.1 926 1593 209.4
Income Taxes (0.4) {0.3) 5 5 - -
Net Income 12.8 2056 55.1 92.6 159.3 209.4
Extraordinary ltems & Discontinued Ops. - - - 5.1 - -
Reported Net Income 188 205 55.1 97.7 158.3 209.4
Net lncome Growth (Yr. Over Yr.) 9% 169% 77% 63% 31%

Met Income Allocated To GP 12.1 15.6 247 421 64.7 86.7
Met Income Allocated To Serieg C Unitholders 1.5 7.4 -
Met iIncome Allocated To Series B Unitholders - 5.7 17.2 14.7 15.0 15.0
Met Income Allocated to Limited Partners Before

Accounting Change 6.7 10.7) 13.3 39.4 72.2 107.7
Cumulative Effect of Accounting Change (15.4) - - - - -
Met Income Allocated to Limited Partners (8.7) (0.7) 13.3 39.4 722 107.7
Diluted Limited Partners’ Net Income Per Unit:

| Income Before Charge $026 $ (003) % 038 § 082 § 130 § 1.55|
Income After Charge £(0.34) % (003) % 038 % 092 & 130 $% 155
Weighted Avg. Units Qutstanding 259 29.1 344 42.8 55.6 69.5

| Declared Distribution Per Unit : 215 % 236 % 2656 5 278 5 290]
Distribution Per Unit Paid in Period 5210 § 213 % 229 % 260 %5 274 § 287
Distribution Growth 7.6% 13.7% 5.4% 4. 7%

Source Deutsond St Secocvis e, stherurss B COmEany oo
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Figure 28: Quarterly income statement

In_ Millions of § 22002 6/2002 9/2002 12/2007 3/Z003F E/2003E S/Z003E 12/2003E
Operating Revenues:
Gathering & Transpartation Services 40.4 852 963 125.7 152.0 153.1 1568 158.0
Liquid Transportation and Handling 8.8 9.8 9.5 20.2 12.2 13.0 145 14.5
Flatform Services 45 52 3.6 a5 < 6.7 12 1.7
Matural Gas Storage Servicas 4.4 55 86 10.1 1.5 11.6 11.7 118
0il and Natural Gas Sales, & Other 35 45 4.3 4.1 4.3 4.3 43 43
Met Sales B1.5 1205 1223 163.6 183.7 1BE.7 1845 196.3
Operating Costs and Expenses:
Cost of Natural Gas 122 273 27.8 52.1 45.8 45.4 476 48.0
Operstions and Mzintenance 14.4 293 32.8 38.6 45.8 46.4 476 48.0
EBITDA 349 B39 B1.7 729 a92.0 959 833 100.4
DB, 12.5 181 183 22.2 2B.4 252 295 29.6
Aszset Impairment Charge - - - - - - - -
Operating Income 22 4 458 42 4 50.7 63.7 66.7 6.8 70.8
Other Income and Expenses:
Equity in Earnings 3.4 4.0 32 31 3.2 3.4 3.4 3.4
Gain on Sale of Assets 03 - - 10.4) - - - -
Other Income and Expenses 0.4 0.4 10.2) 0.4 0.4 0.4 0.4 0.4
EBIT 265 502 45.4 53.8 671.3 705 736 T4.6
Interest Expense, Net 118 215 22.1 28.0 34.0 g ] 313 29.6
Minority Interest - 0.0 = = a - =
Prodit Before Taxes 14.7 28.7 233 25.8 333 386 423 45.0
Income Taxes - - - - - - - -
Met Income 14.7 28.7 233 25.8 333 386 423 45.0
Extraordinary tems & Ciscontinued Ops. 4.4 0.1 0.5 0.2 - - - -
Reported Net lncome 12.1 287 238 26.0 33.3 386 423 45.0

Net Income Growth (¥r. Over Yr.) 47% 143% 8% 42% 7% F4% 7% iy

Met Income Allocated To GP 8.7 108 10.7 11.8 12.2 152 183 19.0
Met Income Allocated To Series C Unitholders 1.5 35 39 - .
Met Income Allocated To Series B Unitholders 3.5 3.6 3.7 3.8 3.8 3.8 3.8 3.8
MNet Income Allocated to Limited Partners Before

Accounting Change [%:] 143 9.4 B9 13.9 158 202 222
Cumulative Effect of Accounting Change - - - - = - .
Met Income Allocsted to Limited Partners 6.8 14.3 9.4 8.8 13.9 158 20.2 2.2
Diluted Limited Partners’ Net Income Par Unit:

| Income Betore Charoe 5 0.1/ 5 033 5 021 5 020 £ 032 £ 030 ¥ 037 § 035]
Income After Charge $ 017 5 033 % D21 $ 020 £ 032 $ 030 & 032 $ 035
Weighted Avg. Units Qutstanding 399 428 441 441 44.1 522 B3.1 62.1

| Declared Distnbution Per Unit % 0050 S 0650 5 0675 5 0675 % 0675 £ 0.690 % 0.700 5 0710
Distribution Per Unit Paid in Period 50625 5 0650 % 0650 % 0.675 % 0675 5 0.675 % 0650 % 0.700
Distribution Growth 13.6% 1879 13.0%: 10.2% B.0% 3.8% B.2% 3.T%

Source: Deursone Bani. SE00mes InC. B5TTONES S COMDInY AOmmanon
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In Millions of $ 12/31/00 12/31/01 12/31/02 12/31/02 12/31/04
Assets
Cash & Equivalents 20.3 13.1 22.3 22.3 22.3
Accounts & Notes Receivable, Net:
Trade 338 33.2 89.4 107.3 119.0
% of Revenue
Related Parties 1.6 228
% of Revenue
Other 0.6 0.6 9.0 9.0 8.0
% of Revenue
Total Current Assets 56.3 69.7 120.7 138.6 150.3
Net PPEE 619.2 11,1034 25970 2,815.4 2,772
Investment In Processing Agreement - 120.0 115.7 115.7 115.7
Investment In Unconsolidated Affiliates 182.7 34.4 61.2 59.1 57.1
Asset Held for Sale = - 4 2 3
Other Non Current Assets 11.2 29.8 336 33.6 3386
Total Long-Term Assets 8132 12876 28075 3,0238 2,978.4
Total Assets 8695 1,357.3 29281 3,162.4 3,128.7
Liabilities and Shareholders’ Equity
Current Maturities of Long-term Debt - 18.0 - - -
Accounts Payable:
Trade 14.7 15.0 39.5 47.4 52.6
% of Revenue
Affiliates 2.4 9.9 - - -
Accrued Interest 3.1 6.4 21.6 21.6 216
Other 2.2 4.2 31.2 1.2 31.2
Total Current Liabilities 22.4 54.5 92.4 100.3 105.5
Revolving Credit Facility 318.0 300.0 - - -
Long-term Debt 175.0 42850 1,860.0 1,698.0 1,730.3
Limited-Recourse Financing 45.0 76.0 - - -
Other 0.4 1.1 249 249 249
Total Long-Term Liabilities B3B.4 802.1 1,8849 1,722.9 1.755.2
Minority Interest (2.4) - 0.9 0.9 0.9
Partners’ Capital:
Series C Units - 350.3 340.4 340.4
Series B Units 142.9 167.6 172.6 187.6
Common Units 354.0 4377 820.2 732.9
Accumulated Other Comprehensive
Income to LP Interest (1.3) {0.7) (0.7) (0.7)
General Partner 51 5.0 5.8 6.9
Accumulated Other Comprehensive
Income to GF Interest (0.0} (0.0} (0.0) (0.0)
Total Partners’ Capital 311.1 500.7 949.9 1,338.3 1,267.1
Total Liabilities and Partners’ Capital 869.5 13573 2,9238.1 3.162.4 3,128.7

Sovrce: Devmrone Eank Senumies i ESManes A0 Sovnadry Ml rien
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Figure 30: Quarterly balance sheet

4 March 2003 Energy El Paso Energy Panners, LP

In Millions of $ 2/2002 62002 9/2002 _12/2002 3/2003E 6/2003E S/2003E 12/2003E
Assets
Cash & Equivalents 133.4 18.8 223 223 223 223 22.3 223
Accounts & Notes Receivable, Net:
Trade 50.4 103.6 88.1 89.4 148.5 160.4 140.0 107.3
% of Revenue B1.8% 86.0% T20% E46% B0B% B50% 72.0% 54.6%
Relsted Farties = = - - = = o o
% of Revenue 0.0% 0.0% 0.0% 37.4%  -1.0% -1.0% 0.0% 37.4%
Other 3.3 458 9.0 8.0 9.0 9.0 2.0 9.0
% of Revenue 5.4% 4.1% 7.4% -0.1% 4.4% 3.1% 7.4% -0.1%
Total Current Assets 187.1 127.2 115.4 120.7 179.8 191.7 171.3 138.6
MNet PPEE 936.8 1,750.7 1,78&8.7 25970 26834 27380 27768 2,815.4
Investment In Processing Agreement 1185 116.9 115.7 1158.7 Ms.7 115.7 115.7 115.7
Investment In Unconsolidated Affiliates 33.4 46.5 61.6 61.2 60.7 60.2 58.7 59.1
Asset Held for Sale 188.2 - - . - - - -
Other Non Current Assels 28.2 345 336 336 336 336 336 33.6
Total Long-Term Assets 1,305.1 1,948.7 20096 28075 28934 29474 29857 3,023.8
Total Assets 14922 2,076.0 21289 209281 30732 32,1331 3,157.0 3,162.4
Lizbilities and Shareholders’ Equity
Current Maturities of Long-term Debt 15.0 = - - - - - L
Accounts Payable:
Trade 19.9 36.0 44.8 39.5 &i.7 54.4 71.4 47.4
% of Revenue 32.4% 29.9% 36.7% 24.1%  31.4% 28.9%  36.7% 24.1%
Affiliates . - = = 5 = - =
Accrued Interest 147 1.7 21.6 21.6 216 216 21.6 21.6
Other 5.2 298 31.2 31.2 31.2 31.2 31.2 31.2
Total Current Liabilities 58.8 775 97.8 92.4 110.6 107.3 124.3 100.3
Revolving Credit Facility 444.0 521.0 569.0
Long-term Debt 425.0 659.6 819.4 1,860.0 1,747.7 1.830.4 1.850.7 1,698.0
Limited-Recourse Financing 76.0 160.0 -
Other 1.1 249 249 248 249 249 249 249
Total Long-Term Liabilities 946.1 11,3655 14134 1,849 11,7727 1,855.3 1,8756 1,722.9
Minority Interest - 09 0.9 0.8 0.9 0.9 0.5 0.9
Partners’ Capital:
Series C Units 350.3 351.3 347.9 340.4 340.4
Series B Units 146.4 150.1 153.8 1576 161.2 165.1 168.8 172.6
Common Units 3358 4767 4585 437.7 671.8 657.8 642.1 820.2
Accumulated Other Comprehensgive
Income to LP Interest 0.1 {0.1) (0.7) (0.7} 0.7) (0.7) (0.7) (0.7}
General Partner 4.9 5.4 5.2 5.0 5.2 5.4 5.6 5.8
Accumulated Other Comprehensive
Income to GP Interest 0.0 {0.0) (0.0} (0.0} {0.0) {D.0) {0.0) (0.0)
Total Partners’ Capital 487.3 632.1 616.9 9439 1,189.0 1,1755 11,1562 13383
Total Liabilities and Partners’ Capital 14922 20760 21289 259281 3,073.2 3,139.1 3,157.0 3.162.4
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Figure 31: Annual cash flow statement
For the fiscal years ending 12/31,

In Millions of $ jss8 2000 2001 2002E 2003E 2004E
Cash From Operations

Met Income 18.8 205 556.1 92.8 153.3 209.4
DD&A 30.6 27.7 386 721 116.6 128.4
MNet Loss (gain) on sale of assets (10.1) - 11.4 0.5 - -
Asset Impairment Charge - - 39 - - 1
Earnings from Unconsolidated Affiliates {32.8) (22.9) (8.4} {13.6) (13.4) {13.6)
Distributions from Unconsolidated Affiliates 46.2 34.0 35.1 16.7 15.4 15.6
Litigation Reserve 23 (2.3} - - = -
Other Non-Cash Itemns {amort of debt costs) 1.8 2.2 4.3 1.2 10.0 -
Changes in Working Capital ltems (6.0 {10.8) {42.1) 6.2 {10.0) (6.6}
Moncurrent receivable from El Paso Corp. - - {10.4) - - -
Other - - {0.2) - = -
Caszh Flows Provided by Continuing Operations 50.8 48.4 B7.4 175.9 2179 333.2
Cash Flows Used in Discontinued Operations - - =tk 5.0 - =
MNet Cash Flows From Operations _ 50.8 48.4 87.4 180.9 2179 3332
Cash Flows From Investing Activities:

Capital Expenditures {54.2) (116.9) (607.3) (1.708.9) (335.0) (85.0)
Proceeds From Sale of Assets 26.1 - 1059.1 B.5

Additions to Investments in Affiliates {55.3) (9.0) {1.5) (30.4) - -
Distributions related to the formation of Deepwater

Holdings 20.0 - - -

Dther 03 {0.4) - - - -
Cash Flows Used in Continuing Investing Activities (67.1) {126.2) (4997} (1,733.8) (335.0) (85.0)
Cash Flows Provided by Discont. Inv. Activities - - i 186.5 - =
Met Cash Flows From Investing Activities (67.1) (126.2) (499.7) [1.547.3) [335.0) (85.0)
Cash Flows From Financing Activities:

Issuance (Repayment) of Debt 83.2 70.6 2720 1,030.4 (172.0) 323
Proceeds from issuance of Commaon Units - 100.6 2887 4982 450.0 -
Redemption of Series B Preference Units - - 150.0) - - -
Redemption of Publicly Held Preference Units - (0.8} - - - -
Contributions From General Partner 0.6 2.8 2B 0.6 - -
Distributions 1o GP (12.0) (63.9) (85.6)
Distributions on Common LF Units (29.8) {139.7) {194.9)
Distributions on C Units - (17.3) -
Distributions To Partners (66.3) (79.3) (106.4) (112.8) - -
Other, Met - - - - - -
Cash Flows Used in Financing Activities 17.5 539 4051 1,375.6 57.1 (248.2)
Cash Flows Provided by Discont. Fin. Activities - - - {0.0) = 2
Met Cash Flows From Financing Activities 17.56 93.9 405.1 1.375.6 6571 (248.2)
Met Decrease in Cash and Cash Equivalents 1.1 16.1 17.2) 9.2 0.0 -
Cash and Cash Equivalents, Beginning 3.1 4.2 20.3 13.1 223 22.3
Cash and Cash Equivalents, Ending 4.2 20.3 131 223 223 223

Sourcy Deutiche Sirg Sesammes NG SEOTERES A0 cRmpany infon o
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Figure 32: Quarterly cash flow statement
e [

22002 B/2007 S/2002 122002 3I/2003E 6/2003E S/2003E12/2003E

Cash From Operations

Met Income 147 28.7 233 26.0 33.3 386 42.3 450
DDEA, 125 18.1 18.3 22.2 2B.4 29.2 295 296
Met Loss (gain) on sale of assets (0.3) - 0.4 0.4 - - = -
Aszet Impairment Charge - = . - a z = =
Earnings from Unconsolidated Affiliates (3.4} (4.0} (3.2) {3.1) (3.2} (3.4) {3.4) {3.4)
Distributicns from Unconsolidated Affiliates 45 4.7 4.0 3.6 33 2.8 38 28
Litigation Reserve . z 2 = 5 % 2 i
Other Non-Cash ltemns (amort of debt costs) 13 0.2 {0.3) - 4.0 4.0 2.0 -
Changes in Working Capital ltems 8.4 128.3) 334 (6.7) (40.9)  (15.7) 3r3 88
Noncurrent receivable from El Paso Corp. - . - - - - - -
Other = - = - - - - -
Cash Flows Provided by Continuing Operations 37.8 18.8 77.0 42.4 25.2 51.2 111.6 839
Cash Flows Used in Discontinued Operations 5.4 [0.4) (0.0) - - - - -
Met Cash Flows From Operations 43.2 18.4 769 42.4 252 572 1116 839
Cash Flows From Investing Activities:

Capital Expenditures {35.1) (786.4) (B66.5) (B20.9) (114.8) (83.B) {68.3) (68.3)
Proceeds From Sale of Assets 55 - . . . - - .
Additions to Investments in Affiliates . (14.1) {16.2) ke < H ¥ 4
Distributions related to the formation of Deepwater

Holdings = = = d = 3 - =
Other = = % o = = = =
Cash Flows Used in Continuing Investing Activities (29.7) (B0O.5) (B2.7) (B20.9) (114.B) {83.8) {68.3) {68.3)
Cazh Flows Provided by Discont. Inv. Activities {3.5) 1900 0.0 - . - . =
Met Cash Flows From Investing Activities (332]) (610.5] (82.7) (820.9) (114.8) {83.8) [B68.3]) 68.3)
Cash Flows From Financing Activities:

Issuance (Repayment) of Debt 144.0 367.2 47.7 471.6  {116.3) 78.7 182 (527)
Froceeds from issuance of Common Units 0.1 149.3 1.1 348.8 250.0 - - 200.0
Redemption of Series B Preference Units . - - - - - - -
Redemption of Publicly Held Preference Units - = - < - - -
Contributions From General Partner - 0.6 - . . - - -
Distributions to GF (12.0] (12.00 (15.0) {1B.7) (18.8)
Distributions on Common LP Units {29.8) (29.8) [23.8) (36.0) (44.1)
Distributions on C Units . {2.5) 7.4) (7.5 -
Distributions To Partnars (33.7) (39.5) (39.5)

Other, Net - - - - - - - -
Cash Flows Used in Financing Activities 110.3 4775 92 778.6 B9.5 265 (43.3) {15.6)
Cash Flows Provided by Discont. Fin. Activities (D.0) (0.0) 0.0 - . - - -
Met Cash Flows From Financing Activities 110.3 4775 9.2 778.6 89.5 265 143.3) 115.6]
Met Decrease in Cash and Cash Egquivalents 120.3 [114.6) 3.5 - - - - -
Cash and Cash Eguivalents, Beginning 13.1 133.4 18.8 22.3 22.3 223 223 223
Cash and Cash Eguivalents, Ending 133.4 188 223 223 22.3 223 223 22.3

Source: Dewrzone Bank Securmes bne. srsmates &0 COMOTY SATa DN
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Figure 33: Corporate flowchart
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MLPs are similar to REITs

MLPs are restricted 1o

natural resources
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IVILP 101

What is a MLP?

Master Limited Parinerships (MLPs) are specialized, publicly-traded. investment
vehicles, that are similar 1o real estate investment trusts (REIT). The key difference
between MLPs and traditional corporations is pass-through taxation status, which
exempts MLPs from corporate taxes. All gains and deductions, such as
depreciation, are passed through directly to the individual investor.

What types of companies can qualify to be a MLP?

MLPs must have 90% or more of their income and gains derived from the
development, production, transportation, storage and processing of natural
resources. Many energy-related assets qualify, with the key exception being power-
related assets. Howewver, many other assets, such as refineries, would not be
appropriate assets for an MLP, since its cash flow is not steady or very predictable.
Most MLPs have pipeline or other fee-based midstrearn assets that generate
relatively predictable cash flow. Different MLPs take on varying degrees of
commodity price and other risks. We view KMP as one of the lower risk MLPs.

Why buy a MLP?

1. Sizeable yields — Like REITs, MLPs typically pay almost 100% of its cash flow
1o investors. Cash flow is commonly defined as net income, plus depreciation,
less maintenance capital expenditures. Therefore, most MLPs generate sizeable
dividends. The current dividend vield on the Deutsche Bank MLP index is
7.48%.

2. Tax advantages — i is common for as much as 50%-95% of the cash
dividends to be treated as a return of capital, thereby simply reducing an
investor's basis in the investment. Therefore, assuming long-term ownership of
the units, not only are investors' receiving tax-deferred income, they also avoid
high ordinary income tax rates in heu of lower longterm capital gains rates
when they sell the units. We recommend that investors consult a qualified tax
advisor regarding tax issues related 10 investing in a MLP.

What's the catch?

1. Complicated tax returns — Investors receive a K-1 form instead of the more
simple 1099 dividend form.

2. Significant GP distributions - The GP typically receives a substantial
percentage of the distributable cash flow (DCF), that can rise over time as
limited partner distributions increase. These incentive distributions, which are
49 5% of incremental DCF. or 29% of total DCF, in EPN’'s case, have been
controversial, However, this incentive distribution plan is widely documented.
These high distributions are meant to incentivize the GP to grow the

Deutsche Bank Securities, Inc
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distributions. Further, the incentive distribution cuts both ways should limited
partner distributions decline.

Any risk of MLPs’ status changing?

In our opinion, the risk of the tax status changing for the MLP is minuscule. Yet we
want to highlight a number of reasons why we believe this 1o be the case.

1. MLPs have been around in its current form since the mid-1980s:
2. The U.5. is still short on energy infrastructure:;

3. The primary owners of MLPs are individual investors, not big financial
institutions; and

4. In 2001, the US. House of Representatives passed one of the most
comprehensive energy bills in U.S. history and MLPs were not even an issue.

FPage 32 Deutsche Bank Securities, Inc
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Disclosures
Additional Information Avsailable upon Reguest

Disclosure Checklist ;

Company Ticker FRecent Price Disclosure
El Paso Energy Panners, LP EPN $32.02 18
Enerprise Products Partners LP. EPD $19.80 1.7.9
Kinder Margan Energy Partners, LP. EMP $35.57 B

0.

11.

Within the past year, Deutsche Bank andior its affiiatels) has managed or co-managed 3 publc offering for this
campany. for which it recesed fess.

Dewtsche Bank andfor ns affiste(s) makes a market in securities isswved by this comparmy.
Deutsche Bank andfor its sffiliatels) acts as a corporate broker o Sponsos 10 s COmpany.

The author of or am indivicusl who essisted in the preparation of this report {or 3 member of hisher housenold) has
a direct ownarship position in securities issued by this company or derivatives thereof.

An employee of Deutsche Bank andfor its affiliatels) serves on the board of directors of this comparry,

Deutsche Bank andfor its affilatels) cwns one percent or more of any class of commeon eguity securities of this
COMmpanty.

Deutsche Bank andfor itz affisatels] hes recenved compensation from this company for the provesion of investment
banking or financial advizory services within the past year.

Deutsche Bank andior its affiatels] expects 10 receive of imends 10 seek compensaton for investment banking
services from this company in the next three months.

Deutsche Bank andfor its afiiliatels] was a member of 3 syndicate which has underwrnitien, within the last five
years, the lest public offering of thes company.

Deutsche Bank andfor its affiateds) holds 15 or more of the share capital of this company, caloulated under
camputational methods requered by German baw.

Please see special fosinote below for olher redevant disclosures,

The above-mentioned conflicts of interest may aiso pertain to other companies cross-referenced in this report.
For company specific disclosures relating 1o eross-referenced recommendations or estimates made in this
report, please refer to the most recently published single-company report on that company or visit our global
disclosure look-up page on our website a1 htip://equities research_ db_com.
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Historical Recommendations and Target Price:
US57000 Previous Becommensiatinns
Strong Buy
USS6000 Buy
barket Perform
Undarperfomm
USS 5000 Mot Rated
e Suspendsd Rating
= Cuwrrem Recormmendations
e US5a000
ey Bury
= Hodd
& USS53000 Sall
& Mot Rated
5 nged Rats
US$20000 o =
*MNew Recommendation Structure
25 of September 5, 2002
LSS D00
LUSS- 2 ; 7
Janoo Agr oo Juoo
Date

el

1. 102000 Suspended Rating

Rating Key S ' Rating Dispersion and Banking Relationships

Buy: Total retum expected to appreciate 10% of more over a
12-mgnth period

Hold: Totzl return expected 1o be between 10% 10 -10%
over @ 12-nonth penod

Sell: Total return expected to deprecizte 10% or more over 3
12-month period

Sell Haold Buy

E Companies Covered B Cos. w/ Banking RBelationship i
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North American locations

Deutsche Bank Securities Inc.
31 West 57 Strest

MNew York, NY 10018
[212) 465 5000

Deutsche Bank Securities Inc.
3414 Peachtree Road, N.E
Suite 860

Atlantz, GA 30326

1404) 447 GB3IE

Deutsche Bank Securities Inc.
1 South Strest

Balumore, MD 21202

410} 727 1700

Deutsche Bank Securities Inc,
225 Franklan Street

25" Floor

Baston, MA 02110

(617) 88 B&00

Deutsche Bank Securities lnc.

Deutsche Bank Securities Inc.

Deutsche Bank Securfties Inc.

Deutsche Bank Securities nc

222 West Adams Street 2033 East First Avenue 700 Louisiana Street 1735 Market Street
Suite 1200 Suite 303, Third Floor Suite 1500 24" Flooe

Chicago, IL 60805 Denver, CO B0206 Houston, TX 77002 Philadelphia, PA 15103
@E12) 424 6000 {303) 384 6800 (E32) 239 4600 [215) BS54 1546
Deutsche Bank Securities Inc.

101 Califoméa Strest

46" Roor

San Francisce, CA 84111

1415) 617 2800

International locations

Deutsche Bank AG Deutsche Bank AG Deutsche Bank AG Deutsche Bank AG

Winchester House
1 Great Winchester Streel

Groke Gallusstrale 10-14
80272 Frankiurt am kdain

Level 18, Grosvenor Place
225 George Strest

2-11-1 Nagatachao, 20™ Floor
Sanng Park Tower

Syoney, NSW 2000
Australas
157) 29258 1234

Chiyoda-ku, Tokyo 10045171
Japan
(813} 5401 G580

London EC2N 2EQ
United Kingdom
(24} 207 245 2200

Germany
129} 69 510 41339

Deutsche Bank AG
Level B85

Chaung Kong Centre

2 Queen’s Road Cantral
Heng Kong

(B52) 2203 8588

Additional information available on request
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'Independent Research Report

The following repori was produced by an independeni research provider salected by an
independent Consullant as required under the Global Research Analyst Settlemant. Citigroup
Global Markets Inc., or any of its affiiates, is not the author of this report and does not
guaranies the accuracy, compicteness, or timekness of this report.
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Minder Morgan Enargy Famners, L P. I3 the jargest publicly Weded pipeline kmited pannership in the United
Siztes in terms of marke! capitalization and the targest independant refined petroleum products pipefine
sysiem io Te LS. In terms of volumes defivared. KMP owns Of operales more than 25,000 mbes of
pipelnes snd amog! 100 terminaly. RS pipelnes Sansport more Ten two sllion Dérmels per o3y of
p==0ling &nd cfher POTHEUM products Bnd up 1 7.8 bilion cubic Tee! per day of natursl gas. IS terminals
hangie over 50 milion tons of coal and other dry-bylk materials annyaty and have & Bouids slorage
apachty of approzimately 60 milfion bamels tor petroleum products and chemicals, KMP is also the leading
proviger of CO2 for enhanced of recovery projects in the ULS.

Analyst's Notes

Agus Azting: BUY =

= We an reflerasing our BUY raSing on Kinder Morgan Energy Partners, LP. wilh 2 12-month targel of
552 per umiL

= Kingier Morgan Energy Partnars Is the largest publicly traded pipedine imited parinership in the Unied
States

= We expect Kinder Morgan Energy Partners o past annual eamengs growD of around 5% over e naxt
foar-to-free yars. Oer Snancial strength refng lor the pertnership |5 Madium,

+ By way of review, KMP reporied record et income of $217.3 milion for the Third quarier, of $0.59
per Emited periner unil, up 25% from $174.2 milllon, or $0.49 per undl, ko the comparable perlod Lest
yeu_

= The pernership recanlly announced &0 nCrease N the el Quans osh Gsruson per Common
it o $0.73 (3292 anrwalizeq)

= We eshmate that eamings &t Kinger Morgan will advance T%-8%, to $2.15 per unil. In 2004, and
F%-10%, 10 32,25 per unil, in 2005,

Analysis by Gory F. Howis, 120/04
INVESTMENT THESIS

We are reiterating our BUY ranng on Kinder Morgan Energy Partncss, LP. (NYSE:
KMP) with 3 12-month terget of 351 per cnit. We expect Kinder Morgan Energy Parners
to post annual carnings growth of around 99 over the next four-to-five years. Qur growth
forecast is supported by the partnership's relatively high and expanding operating margin,
a long-term debx losd that remaing in line with partrership capital, dominar 2nd growing
ULS. market share, seccessfully integrated and sccrctive acquisitions, and what we see as an
impressive ULS. distriburion system for both refined perroleum products and natwral gas.
Growth in both voleme and earnings has been strong in recent years, reflecting 3 strong
mapagement team and operating assers that are strategically locsted near encrgy supply
socurces with direcs connections vo areas of growing demand. Overall, we think Kindes
Morgan Energy Partners it well positioned ro deliver solid long-wrrm growth for KMP
unitholdere.

FARTNERSHIF DESCRIPTION

Kinder Morgan Energy Partners, L.P. is the largest publicly wraded pipeline limited
partnership in the United States in terms of market capitalizerion and the largest

Market Data
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Analyst's Notes. contnues

independent refined petroleum products pipeline rystem in the US. ia terms of volemes
delivered. KMP owns or operates more than 25,000 miles of pipelines and spproxamately
120 rermizak. Jo3 pipelines oansport more than reo mullion barsch per day of gasoline
and othes petrolenm products and up to 7.5 billion cubic feer per day of ramural gas. Its
terrminals handle over 60 million tons of coal and other dry-bulk marerials annually and
have 3 liguids storage capacity of approximately 60 million barrels for petroleum products
and chepcals. KMP is also the leading provider of CO2 for enhanced oil recovery projects
in the United Seares.

THIRD QUARTER 2004

Kinder Morgan Energy Partoers recently announced an increass in the third quarter
cash distribution per common wnit to 30.73 (32.92 annualized). Payable on Nov. 11,
2004, to onitholders of record as of Oct. 29, 2004, the distribution represents an 11%
increase over the third quarter 2003 cash distribution per unit of $0.66 {5264 annualized).
1a addition, KMP reported record pet income of $217.3 milbon for the third quarter, or
$0.57 per limited parmner unit, up 25% lrom $174.2 million, or $0.4% per unit, for the

comparsble period last year. For the first nine months of the year, set income was 3604.3

million compared to 5513.6 million for the same period in 2003.

These excellent rults were driven by soong internal growsh and conributions from
scquisidons that closed sincs the end of the third quaner of 2003. Quarterly net income
resched an zll-fime high, and the parinership increascd the distribedon fog the 215t time m
KMP; bistory. The current disttibution of $0.73 ($2.92 annuslized) is sboor 4.6 omes
higher than the distribution rate of $0.1575 ($0.63) when KMP was formed in February
1537,

All four of KMF's business segments reported increased earnings before DD&A
quanet-over-quarter, and total segment carnings before DDACA are up almost 19%:
thremgh September compared to the same period last year. For the first thres guarters,
KMF genersted distribursble cash flow in excess of distributions of spproximartely 331.6
million, already excecding our 2004 published annual bodger warget of 328 million.

Beyond the strong current performance, management continecs to posinon KMP for
furure growsh by investing in infrastructure across the United Ststes to belp meet growing
energy demand. Year-to-dare, KMP has announced approximately 3320 million in
scquisitions, and its budger calls for more than 5600 mullion in capual cxpansion projects
this year.

An overvicw of the parmnership’s basiness segmenny follows:

PRODUCTS FIPELINES

The Products Pipelines segment delivered an almeost 12% increasc in third quarter
carnings before DD&CA 1o §120.4 million, compared to $107.9 million lor the same period
last year. Ths segment now appears on track to grow its 2004 earnings before DDECA by
moee thas 8% over 2003, shightly shor of is published annual budget of 5% growth.
Resaks for the guarter werc driven by carnings growth on Pacific, Cochin snd Plamiacion,
aloag with contribusions from the recently acquired Southeast terminals. Pacific’s earnings
belore DD&A were up 10% -« positively impacied by very strong terminal revenues,
increased pipeline volumes and the annual Producer Price Index increase that became
elfective July 1. Cochin's earnings before DD8cA were up ncarly 52% over third guarter
2003. In addwson, the 14 rerminals KMP purchased in the Southeast in rwo scparate
uansacuions (December 2003 and March 2004) continued to gutperform the partnership’s
acqumitron plans.

Total refined products volumes grew 2% in the third quarter and were up over 3% lor
the year through Seprember. Jet fuel volumes, boosted by strong militaty demand, were up
approxmately 8% for both the quarter and the Brst nine montks of the yesr. Gasoline
volurmes were up 25 for the quarner, led by Plantation’s 5% incresse in gasoline volumes,
and op 1.6% year-to-date. INGL volumes on the Mocth System, indluding Cypress, were op
almes 8% quarter-over-Quarter.

Meanwhale, KMF will acquire ninc more refined petrolenm produas rormunals in the
Southeast tha: will prodoce addifional fee-based income for this segment. The $77 million
acquisition (including $2 million in planned vpgrades) i expecied ro close by the end of
this year and will increase Products Pipelines rerminal storage copacity in the region by
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76% o 7.7 milhon barrels.

NATURAL GAS FIPELINES

The Natorsl Gas Pipelines segment produced chird-quapes
earpings befor= DD&CA of $105.2 million, up 13% from $93.2
milliorn iz the same guarner lust yeur, 3nd on track 10 exceed its
published annual budger of 3% growth. Growth in this segment
was spearbeaded once again by the partnership’s Texas Intraztare
Pipeline Group, which continued to significantly outperform its
2004 budget, offset by lower revenues on Trailblazer due to lower
ratzs that became effective Jan. 1. The strong performance of the
iBtrastate group was prmarly anriburable ro berefits that KMP
continues 10 realive from the combination of its major intrastare
systems, incloding higber marging, particularly in the sales business.
An increase in scgmept s3lcs volumes of over 7% was somowhat
olfser by 3 decrease in wansport volumes of sbowt 2%.

o2

The COZ segment delivered third quarter earnings before
DDA of $8£.1 million, vp 62% from $53.1 million in the
comparable period of 2003, and on target to achicve jts poblished
annusl budger of 58% growth. Growth quarter-over-quarter was
arributable to increased ofl production mt SACROC, strong CO2
delivery volumes and an incrcase in the partnership’s interest in the
Yates Field to 50%. Aversge oil preduction for the guatier
increased by 33% at the SACROC Unit in the Permian Basin in
Scurry Counry, Texas, 0 27.7 thousand barrcls per day (MBolid)
and increased by more than 2% at the Yates Field located south of
Midland, Texas, to 20.2 MBbl/d, compared to the third quarter
last year. COZ pipeline delivery volumnes increased by 16% en
stroog demand. The CO2 sepment is one of the only sreas where
KMP is expesed to commodity price risk, but that risk is mitigated
br a long-rerm hedging strategy intended 1o generste more stable
realized prices. The sealized weighted average oil price per barrel,
inclading bedges, was $25.21 for the third quarter compared 1o
$23.50 for the same petiod last year.

: On Avgust 31, KMP snnounced the purchase of the Kaston
Pipeline Company for $100 million, which is expected 1o produce
approximately 318 million per year in distriburable cash flow for
this segment. KMP will invest an sdditional $11 million to upgrade
the Wesr Texss erude pipeline system and assodated porage
Facilives, which will belp the CO2 sepmen: marage deliverias from
the SACROC and Yarcs Gcids. Renamed the Wink Pipeline, the
system is the sole source of crude oil for the Western refinery in E
Peso, Texss, snd KMP has entered into a long-rerm transportation
contract with Wegetern Refining Company.

TERMINALS

The Terminals segment reporred an 11% increase in carnings
before DDA vo $67.2 million, uwp from $50.5 million in the third
quaster last year, snd on rarpet to meet s published snnoal bedger
of T growth. Third quarter reanls woie driven by recoed
throughput at the Pasaden=’Galens Pack liquids terminaly complex
on the Housios Ship Chanael, up 15% from the third quarter in
2003, and soeng coal and petcoke volumes at various rerminals.
Caoal and petcoke volumes increased 22% quarter-over-quaner.

On Ocrober 7, KMP announced the purchase of 21 river
terminals and rwo ransload facilities along the Mississippi River
system, which serve as loading, srorage and unloading points for
various bulk commodity mports and exports. The transacrion i=

expected to produce approximatcly $12 millios a year in
distnibutable cash flow for this segment. KMP will invest over $80 .
milboa on this scquisivon, includipg the purchase price, axsamed
debe and habilities and plaaned upgrades.

EARNINGS GROWTH

We lock for Kinder Motgan Encrgy Partncrs to post earnings
increases in 2004 and 2005, Operadng teverues should advance by
about 7%-8% in 2004 and by 8%-9% in 2005, in both cases
reflecting an expanding, energy intensive US. economy as well o3

ip 3cquisitions that as a rule turn oot to be accretive

almost immediately. On the expens= side, bowever, and while it
does not affery cash diswibutions o the KMF cnitholders, we are
forecasting an increase in depreciation ia the parmenship’s CO2
scgment. As an oflser, however, strong cost controls ot Kinder
Morgsn are always in place. And =< far as organic growth is
concerned, we think operating income from the carbon dioxide
business is sct (o expand further given woday’s growing demand for
CO2 in erude gil production. Morcgyer, we look for growing
volemes end continued bigh nareral gas prices to foel earnings in
the Maroral Gas Pipeline segment. Puttiog it all ropether, we
esrmate that egrnings ot Kinder Morgan will advence 7%-2%, o0
$2.15 per unit, in 2004, and 9%-10%, to 52.35 per umit, in 2005.

FINANCIAL STRENGTH

We think Kinder Morgan's flinancial and operational results will
continue to show strength. Its programs are very much on track,
especially in its Gas Pipeline and CO2 segments, and the
parmetship is constantly on the move in werms of its making
aceretive acquisitions. The Argus financial strength rating for
Kinder Morgan is Mediom, the midpoint on our five-point scale.
The company’s capital structure i sound end its bond ravings by
the rating agencies are investment grade: (1) Moody's; outlook
negative, Basl and (2) S&P; outlook srable, EEEs. Finally,
nrcrnally grocrated funds are expected to cover over 5% of
capital expenditures and distriburions going forward.

UNIT DISTRIBUTIONS

Kinder Morgan Encrgy Parmers recently announced an increase
in the third guaner cash distribution per common unit to $0.73
(5292 annualized). Payable on November 12, 2004, 1o unitholders
of record as of Ocrober 29, 2004, the distribetion represenss an
11%% increase over the third quarter 2003 cash disribution per wnit
of 50.6€ ($2.64 annualized). Even though Kinder Morgan's
forward sireregy calls for it 1o finance capital spending For both
acguisitions and internal growth through & combination of debt
and equity, we believe thar not only is the new snnual payoot of
£2.92 per unit solid, we look for regular annual increases in the
cash distribution per unit on the order of §%-10-2% oot
2007-2008.

MANAGEMENT

We think the Finde: 2organ suapagement has performed
exceedingly well over the last several yean in terms of it srong
track record of acarctive acquisitions and the management of
otganic growth as well, All of this work is now making its
appearance in the form of growing earnings and cash flow. As well,
we are impressed with the fact that management will enter into the
outside purchase of encrgy assets only aker thorough due diligence.
I= 2ll, we arc confident that management can generare ot e 7%
snoual earmings growth over the next fowr ro five years. Thus, we

O L Resewrss Lomgary
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think the paninerships's platform for growth is solid, and are
confident in management’s ability to provide unitholders with
increased value over the long term.

RISK FACTORS

In addition 10 the normal financial and market risks involving
=ny investment in the energy indusiry, some of the partnership's
operations involve high risks of severe personal injury, propery
damage and environmental damage, any of which could curtail
operations and otherwise expose the partnership to Liabilicy and
adversely affect its cash flow. For example, Kinder Morgan's
nateral gas feilities operate at high pressures, sometimes in excess
of 1,100 pounds per square inch. It also operates midsmream oil and
natoral gas facilities with 3 host of complexites. Finally, other risks
gpecibe to Kinder Mergan 2re 2 slowdown in the 1.5, economy, a
negative ruling from FERC involving a pending rate case with the
partnership’s products pipeline, and an across-the-board risz in
interest rates,

INDUSTRY

We expect that the majority of publicly traded energy
partmerships will generzte robust earnings 2nd cash flow in 2004
and on through 2005 given the strong fundamentals now endemic
not only to the natorel gas and product pipeline industries but to
the oil 2nd gas industry in gencral. In this connection, our analysis
shows thar most parmerships will produce significant free cash
flow that should resalt in significant debt reduction and in 2
number of cases, acoretive acquisitions.

EVALUATION

At a recent price of 344 per unit, and taking into account cur
cxmings estimate of $2.35 per unit for 2005, the KMP units are
trading at 3 FVE muliple of 1B.7-Hmes, 2 small discount ro the
muldple currently sccorded KMP's peer group of encrgy-related
master limited partnerships. We believe that given Kinder Morgan’s
e2rnings growth prospects, strong cost controls, stearcgically-placed
product and pipeline asers, balanced FERC regulation and i
well-managed integrared operaring strucrore {as well as other
strong fundamentals), the KMF units should in fact trade at a small
premiom to the units of the partnership's peers. Based on thess
valuation parameters, our 12-month target price for KMP is $52
per unit. If realized, and adding in a payour distribution yield of
£.63% [on ma 2nnual cash disuibution of $2.92 per unit], over the
next 12 months the KMP units would provide investors with better
than 2 20% 1otal return from their recent price of $44 per unit.

On Friday st midday, the BUY-rated KMP units waded ar
$44.40, vp 50.39. :

mmhmto.-m-;

Argees Raling: BUY e

* We arp nitiating coverage of Kinder Morgan Ensrgy Parners LP. with a
BUY rating end a 12-month larget of $52 per unit

* Kindar Morgan Enargy Partners IS the larpest publicly raded pipsfine
Emfed parnership in the Linited States.

* We expect Kinder Morgan Energy Partners to post snnual eamings growth
o arsund 3% over the next four-10-five years, Dur Enancial strength
rating for te parnerchip ks Medum_

+ By way of review, KMP reporied recond net Income of $185 2 milion, of
#0.51 per imited partner unt, up 16% from $16% miFon, or $0.48 per
unit, for the comparable penod last year,

= We estimate that eamings al Kinder Morgan wil advance 7%-8%, b
$2.15 per unh, In 2004, and 9%-10%, o $2.35 per unit, in 2005.

Arstysis by Gary F, Hoes, 92004
INITIATION OF COYERAGE

We ere initiating coversge of Kinder Morgan Energy Panners
L.P. {(NYSE: KMP) with a BUY rating and a 12-month target of
£52 per unit. Kinder Morgan Encrgy Partners is the largest publicly
traded pipeline limited partnership in the United Stares in terms of
market capilization and the largest independent refined
petrolenm products pipeline system in the ULS. in rerms of volumes
delivered,

INVESTMENT THESS

We expecr Kinder Motgan Encigy Partners to post annual
earnings growth of around 5% ever the next four-to-five years.
Ot grewth forecast is supporned by the parmership's relagvely
high and expanding operating margin, 3 long-term debt load that
temains in line with parmership capital, deminate and growing
L5, merket share, successfully inregrated and accretve
scquisitions, and what we see a5 an impressive US. distribution
zystem for both refined petrolewm products and natural gas.
Growth in both volume and earnings has been strong in recent
years, reflecting 9 strong management team and operating assets
that are strategically located near encrgy supply sources with direct
conpections to areas of prowing demand. Overall, we think Kinder
Morgan Energy Partmers is well positioned to deliver solid
long-term growth for KMP unitholders.

PARTHNERSHIP DESCRIFTION

Kinder Morgan Energy Partners, L. P. is the larpest publicly
traded pipeline limited partership in the United States in terms of
market capitalization as well 25 the largest independent refined
perroleum products pipeline system in the U5, in rerms of volumes
delivered. KMP owns or operates more than 25,000 miles of
pipelines and almost 100 terminals. lts pipelines transport more
than two million barrels per day of gasoline and other peooleum
products and up to 7.8 billion cubic feet per day of natural gas. Its
terminals handle over 60 million tont of cos! and sther dry-bulk
materials annually and have 3 liquids storsge capacity of
spproximately 60 million barrels for petrolenm products and
chemicals. Kinder Morgan is also the leading provider of CO2 for
enhanced oil recovery projecis in the United States.

The general parmer of KMF is owned by Kinder Morgan, Inc.
(INY3E: KMI), one of the largest energy uansportation and storage
companies in America. Combined, the twe companizs have an
enterprise value ol approximately $23 billion. (Enterprise valne is
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market valee of the equity securities plus net debt, excluding
iteress rate swaps.)

SECOND QUARTER 2004

KMFP reported resord net income of 31952 million, or 30.51
per limited partaer oxit, up 16% from $169 milicon, or $0.45 pex
unit, for the compersble period last year. For the first six months
of the yrar, net incorac was $387 million compared to 53354
million for the same period in 2003,

The record net income was attributable w sirong internal
growth and modest contributions from acquisitions that have
closed zince the end of the second quarter of 2003, All four of
KMP's business segments reported incressed earnings before
DD&A quarter-over-guarter, and total scgment earnings before
DD&A are up spproximately 18% year to date. Through the first
six months o_ﬂr....a year, KMP generated distributable cash Mlow in
excess of duseributions of approximately 522 million, compared 1o
KMP's 2004 published annual budget rarger of $28 million

The following comments address the operating performance of
the parmership's mzjor business segments during second-gusrier
2004:

PRODUCTS FIFELIMNES

The Products Pipelines segment delivered an 8% incrcasc im
sceond-guarter carmings before DDACA 1o $115.3 millics,
cosoparcd to 31105 milbon for the comparable period in 2003 and
on target to meet in peblished annual bodger of 9% growth
Growth in the segment wag driven by the strong performance at
KMP's West Coast Terminals and the recently acquired Sootbeast
Terminals. Earnings were also sided by significant second quarter
volume growth on the Cochin and Cypress natural gas liquids
pipelines and an 11% increase in transmix volumes. KMP's
Iransmix gperstons st a record in June for monthly volumes
processed with over 32,000 barrels per day.

Toul refined producs volumes grew 1.7% in the second
quaner and are op 3.7% year to date, with gasoline volumes op
3% year 1o date. Violume growth in the goarter was led by Central
Florida, up 7.6%, and CalNev, ep 3.6%. Mainline Pacific volumss
in the second quaner were up 1.8%. Padfic volumes were impacied
in the quartes by & peneral drawdown on verminal pasoline and jeu
foel invenrosies in Jupe, primarily in Arizona. Jer fuel volumes
sysiem wide were up over §% in the quarter, as both miliary and
commercial jet demand continues 1o rebownd from 2003,

In the second quarter, KMP began construction to replace
spproximately 70 miles of an existing 14-inch products pipeline
with new 10-inch pipe between Concord and Sacramento, Calif,
The 38§ million expansion project, expectad to be in gervice in
December this year, will provide increased capacity to serve
prowing markets in northern California and northern Nevada.

NATURAL GAS PIPELINES

The Natural Gas Pipclines segment produced second-guareer
carnings before DDACA of $95.4 million, up 7% from 338.5
milhon in the same gusrrer last year and on track to exceed irs
peblished annual budge: of 3% growth. The Toxas Intrastae
Fipcline Group has been the superstar at Kinder Morgan this yesr,
with earnings substanaisly higher than the 2004 budget and the
second quarner of 2003. Kinder Morgan is realizing the benefirs of
combining the former Tejas end KMTP pipcling into one strategic
srsiem i the competitive Texas intrastare marker. An increase in

ST Ap Raas T Company
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segment sales volumes of nearly 7% was offset by 3 decrease in
traraport volumes of about 11%. The segmest was impacted by 2
decline n carnings at the Red Cedar gathening system io southwest
Celetado and lower rates on Trailblazer that became effective Jan.
1, 2004. Service commenced June 1 on Cheyenne Marker Ceneer, 2
£28.4 million project that provides natoral gas supphcrs in the
Rocky Mounnin region with & billion cubsc feet of sdditions]
sorsfe Capedty-

CcO2

The CO2 segment delivered second-quarter earnings before
DD&A of $76 million, up 61% [rom approximately $47.2 million

" in the comparable period of 2003 and on target to achieve its

published annual budger of 58% growth. Growth was artributable
to incressed oil production at SACROC, strong COZ delivery
volumes and an increase in KMEP's inrerest in the Yares Field 1o
50%. Qil production st the SACROC Unit in the Permian Basip in
Texas increased by 40% for the guarter to an average of 27.4
thousand barrels per day [MBbU/d) and CO2 delivery volumes
incressed by 32% due ro strong demsnd. Averape ol producton ar
the Yates Faeld loceted south of Midland, Texas, declined by about
5% compared to the second guaner last year 1o an averape of 10.6
MEbU4, 25 KMP is still in the implementation stages of i
production strategy since taking over operations last November.

The COZ segment is one of the only aress where KMP is
exposed to commodity price risk, bot thar risk is matigated by 2
long-term hedping strategy intended to generate more stable
realized prices. The realized weighted average gil price per barrel,
including hedges, was $25.26 for the second quarter compared to
$24.21 for the same period last year.

TERMINALS

The Terminals segment reported 2 9% increase in carnings
before DD& A to 565.7 million, vp from $60.1 million in the
second quarrer bast year and on target to meet its published annual
budger of 7% growth. Resulis were driven by increased gasoline
volurnes at termanals locsted in New York Harbor and on the
Houston ship channel; increased coal throughpet at the Pier IX and
IMT wrminals in Virginia and Lowisiaga, respecuively; now spot
business at the Arge Terminal in Chicago; and contobutiops from
the Tampapiex scquisition in Flonds. The Carverer Terminal o
New York Harbor added 300,000 barrels of capacity this month,
with the complaion of a $9.5 million project to construct three
pew 100,000 barrel tanks.

EARNINGS GROWTH

We look for Kinder Morgan Encigy Partners to post earnings
increases in 2004 and 2005, Operating revenves should advance by
sbout 7%-8%% in 2004 and by 89.-9% in 2005, in both cases
reflecting an expanding, enesgy intensive U.S. economy a5 well as
parinership acquisitions that as a rule turn out 1o be acoretive
slmost immediztely. O= the cxpense side, however, and while it
does not affecr cash distributions ro the KMP unitholders, we are
forecasting an mmcreare in deprecistion in the partarrship’s CO2
scpment. As en offser, however, srrong cott conmrols sr Kinder
Morgas are always in place. And as fa1 3 organic growth is
concerned, we think operaring income from the carbon dioxide
business &5 521 1o expand ferther given roday’s prowing demand for
CO02 in cruds oil prodection. Morcover, we look for growing
volumet and continued high nareral gas prices 1o focd carnings in
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the Natural Gas Pipeline segment. Putting it all together, we
estimate that carmungs at Kinder Mocgan will advance 7%-8%, to
5215 pex vnit, in 2004, snd 9%-10%, o $2.35 per eeit, in 2005.

FINANCIAL STRENGTH

We think Xinder Morgan's linencial and operationsl resule will
continut to show srength. Its programs are very mech on track,
especially in is Gas Pipeline and CO2 segments, and the
parmnership is constantly on the move in terms of making aecretive
scquisitions. The Argus finapcial strength rating for Kinder
Morgan is Medium, the mid-point rating on our five-point scale.
The company’s capital structure is sound and it bond ratings by
the rating agencies are investment grade: (1) Moodys; cutlock
negative, Baal and (1) S5&P; cutlook stable, BEB+. Finally,
intzmally generated fonds are expected to cover over 5% of
capital expenditures and dismibutions going forward.,

Tw note, the partnership recently entered Into 2 new Rve-year
senior unsecured revolving eredit facility with a capacity of $1.25
billicn, which is an increase from $1.05 billion in total
commitmens from the previous facihty. KMP's credit covenants
are suberanuafly enchanged a2 compmoed 10 the previces Bciliny,
with the oaly meaningful modification being the removal of any
net wonk rotrcoon.  The facility will primarily scrve 1o backup
KMF's commercial paper program, which had 3487.5 million
outstanding a5 of June 30, 2004.

UNIT DISTRIBUTIONS

Kinder Morgan earlier announced an increase in the second
gquarter cash discribution per commeon unit to $0.71 ($2.84
acauslized), the 20th diswribution increage since KIMP was formed
in February 1997, The dimribution was paysbie o Avgust 13,
2004, vo wnitholders of record as of July 30, 2004, The peyount
represents 3 ¥ incresse over the second quarter 2003 cash
dstribution per wmit of $0.65 ($1.60 annaalized). Even though
Kinder Morgan's forwerd strategy calls for it to finance capirtal
spending fer both acquisitions and internal growth through 2
combination of debt and equity, we believe that not only is the
current annual payour of 32.84 per unit solid, we look for tepular
annoual increases in the cssh dustribotion per unit on the order of
E%~4o-10% ouez 1o 2007-2008.

" MANAGEMENT

We think the Kinder Morgan management has perfocmed
cxcesdingly well over the last several years in rerms of it strong
track record of accrerive acquisitions and the mensgement of
organic growth as well. All of this work is now making its
appearance in the form of growing carnings and cash flow. As well,
we are impressed with the fact that management will enter into the
cutside purchase of energy assets only after thorough due diigence.
In all, we arc confident that management can generate st beast 9%
annua] earnings growth over the next four to five yean. Thes, we
think the parmenlap’s platform for growth b solid, and arc
confident in manapement’s abiliry 1o provide enitholdens with
increaged walue over the long verm.

RISK FACTORS

In addition vo the normal financial and market risks involving
any investment in the energy indusiry, some of the parmership’s
operations iavolee high rsks of acvere personal injury, propesty
damage and environmental damage, any of whick could curail
operaticng and otherwise cxpose the partnenhip to lability and

CT004 g Reviecr Lorgary

advernicly affect it cash flow. For cxample, Kinder Morgan's
rareral gas facilities operate ar high pressures, sometinme in cocess
of 1,100 pounds per square inch. ir alto operates midstream oil and
metural gas fscilities with 3 bost of complexites. Finally, other raks
specific to Kinder Morgan sre 2 slowdown in the US, economy, e
negative ruling from FERC involving a pending rate case with the
parmership’s products pipeline, and an scross-the-board rise in
iNErest rares.

INDUSTRY

We expect that the majocity of publicly raded energy
parincrships will ponerate robust carnings snd cash flow I 2004
sud on through 2005 given the strong fundamentals now cndemic
not oaly ro the natural gas and prodoct pipelne indusmies but to
the oil and gas industry in generall In this connection, oor analyss
shows that most partnerships will prodece significant free cash
Aow that should result in significant debt reduction and in a
number of cases, accretive acquisitions.

EVALUATION

At 3 recent price of $45 per vmit, and taking inte accoont our
earnings cstimarte of $2.35 per onit for 2005, the KMP pnits are
trading at 3 P/E multiple of 19.1-times, 3 small discoent o the
multiple correntdy accorded KMP's peer group of energr-related
master limited partnerships. We believe that given Kinder Morgan's
esrnings growth prospects, strong cost controls, strategically-placed
products and pipeline asscty, balanced FERC regulation and its
well-managed integrated operating strucrere {as well as other
strong fundamentals), the K. MP units shoeld in fact tradc at 2 sroall
premiom o the onits of the parnership’s pecrs. Based on these
valuation paramctecrs, our 12-month targes price for KMP s $51
per unic. If realized, and adding in » payout disuibution yield of
£.3% [on an annual cash distribution of $2.84 per onit), over the
next 12 months the KMP vnits would provide investors with betver
than 3 20% roral return from their recent price of 345 per unit.

On Monday, the BUY-rated XMP units closed at $45.55, up
0.21.
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}.::51.1: Research, lounded by Economist Harold Dorsey in 1934, And Gnslly, Argus’ Valuation Analysis model integrares 2
has built a top-down, fundamenral system that is used by Argus historical ratio matrix, discounted cash flow modeling, and peer
analysts. This six-point system includes Industry Analysit, Growth comparison.
Analysis, Finapcial Strength Analysis, Managerment Assessment, THE ARDCUS RESEARCH RATING SYSTEM

Risk Anslyus and Valuation Analysis. Argus uses three ratings for stocks: BUY, HOLD, and SELL.

2 Uljﬂmnﬁ [ul't:_ﬂ-ﬂ from Argus’ Economist, the Industry Analysis  Syocks are rated relative to a benchmark, the S&F 500.

idesrifies industries expecred to perform well over the nexr * A BUY-rated stock is expected 1o outperform the S&P 500 on
Lol Hand oy v Fears.

2 risk-adjusted basu over 2 12-month period. To make this
determination, Argus Analysts set targer prices, use bera as the
measote of risk, and compare expected risk-sdjusted mock

The Growth Analyss generates proprictary estimares for
companies undel coverage.

In the Financizl Soength Anzlysis, snalyss stedy rencs o rerurns to the SAP S00 forceass sct by the Argus Marker
enderstand profitability, bguidity and capital structure. Strategist.
Durimg the Manaprment Asscssmemt, snalyss meer with and * A HOLD-rated stock is expecicd m perform in line with che
familisrize themselves with the processes of corporaie manzgement S&F 500.
O * A SELL-rated stock is expected to nnderperform the S&F 500.
Quantitative vrends and qualitative threats are asscssed under
the Risk Anzlysis.

Argus Research Disclaimer
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citigroup

Smith Barney

Independent Research Report

The following report was produced by an independent research provider selected by an
Independent Consultant as required under the Globel Research Analyst Settlement. Citigroup
Global Markets Inc., o any of its affiliates, is not the author of this report and does not
guaranies the accuracy, completeness, or imefiness of this report.
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We're boosting our fair value estimate for KMP.

by Pand Lirscm Thesis 12-13-04

Mg cowring T comgeny do not We would not hesitate o buy Kinder Morgan Enery
e B8 P o Soe of B ceaese i

P Parirers if it pot theap enough,

Fagrrt srciete o Decemins 13 000
Dt e P uiabne’ a8 o
Demenie 13 204

It is not just the high, tax-advantaped yisld that has
attrectad pur attention. KMP pwns stabls sssors that
penerate substantial free cash fiow ety nsulated from
SWNGS in commadity prices, We've given KMF &
wide-moat rating because pipelings are expensive to
duplicate. They are also largely reguisted businesses. with
the regulators setting rates and keeping compatition at
levels that maintain industrywide health. Mo new
pipelines ere built without regulsions’ approval. And sines
rates are regulated, oncs 2 well. refinery, or power plant
is hooked up to 3 pipeling, there is litde incenthve 1o
switch providers. As a result, senvies contracts tend 1o be
several years long.

KMP iz the premiar "roll-up* in the enelgy transportation
and storgge industry. Beyond acquisiions, significant
opportunities for intemal prowth exist, as demand for
maving energy should grow = the economy expands, KMP
Bapects it Can increase its parmership diswributions
B%-10% per year from intermal OppOMunities along,

We like Kinder's management. Envon wouldve been much
better off had it not strayed from it cors basinasses atier
parting ways with Richard Kinder. CED Kindsr does not
reteive any compensation beyond hix $1 ennual sakery. He
got his stake in KMF the ald-fashionad wiry—ha bought
it—and makes money purely from creasing per-share
tash flow and distributions. We are extremsly impressed
by how well top managements msrasts a2 aligned with
public owners” interests.

While thera is much to admire 2baut KMP, wa'd be cargfyl
not to everpay for the sharss becauss of the stucture of
the patmarship sgresment, At cument cash-flow levels,
limited partners spiit all additionsal c2sh flow S0-50 with

gm0 Wik
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the general partner, owned by perent Kinder Morgan .
Eumhimdwimitsnemﬁmmiﬁmhmﬁ
KM has g claim on reughly hatf of KMP's cash Aow, We
don't think this spread is onerpus today, given
menagement’s success in expanding and Amning the
company. but this structure makes long-term unit
distribution growth harder. The vpshot 1o this cash-flow
spiit with KM is that it reduces risk. This is because
limited partners would only bear half the downside on
anything but the most severs cash-figw intemuption,

Regardless. KMFs core business is predictsble, stablg,
and genersting copious fres cash flow. it is also very well
manzged. kvestors looking for handsome yields should
kaep an eye on KMP,

Valuation

After edjusting our discounted cach-flow model, wa'rs
raising our fair value estimate by 32. We now think EMP
is worth $46 per unit. The largest change in our model
tame cowtesy of the comgany's recently announced
atquisitions. which we anticipate will be mildly aceretive
10 per-unit cash flow snd distributions. Raising our oil
price and production assumptions for the firm alsg helped
We now assume the limited partners” mterest in net
income goes from §2.00 per wnit in 2003 W $2.55 in 2008,
& very Jeslistic targat, given the firm's history, Befors
buying KMF, we'd look cosely at relatsd company Emnder
Maorgan Management , which has 2 more atiractive
valustion. At the current distribution rate. EMP would
yield 6.4% at our fair value estimate. though we think
further increases in distributions are all but 2 given

Kinder's primary risks are regulatory, since regulators set
the rates it can chargs i customers. iizking an
acquisition with poor retums is also a risk, a5 are spilly
and other environmental concems.
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s i b - “  « The recently passed legistation that eases dividend
Eatacprise Frasecs Parw L e e 2 taxes does ot benefit ownars of partnerships like KWP,
Exbeidge Envrgy 1P e un B 4 On 2 relative basis, this makes other invesgmants that
Mmoo g4 o Do 11390, pary fegular dividends more atiractive than they once
Bulls Say a

* Companies in the pipeline industry generally enjoy wide
BCONOMIC Mmaats. Pipes ars expensive o duplicate, and
e ONES 31 ot built without regulstony agoroval.

* The companys assets—the infrastructue of the energy
industry-gensrate subsiantial positive fres cash
Tlomw,

* The master limited parinership struchre nearky
eliminates corporate income-tax mxposurs a3 jong as
e company pays out @ mimimum percantape of it
cash flow to shareholdars each year,

* Kinder Morgan's parinership distributions are large and
growing. The curment quanerly distribution rate is $0.73
per unit [$2.52 annuzlly] impiying 20 annual yield of
B.4% at our falr value estimate.

*+ Kinder Margan is not Enfon, and the
puilt-hy-association accusation does nat hold watsr,
Tha firm has none of the energy-trading ppesaticns that
have bankrupied others.

Beers Say

* The structure and relstionships among the various parts
of the Kinder Morgan empire are highly complex.
Understanding this firm is no small fest

+ The current parmarship agreemant calls for the genaral
parmer 10 get 0% of incremental "svailsble cash” at
today's distribution rars, which will make complating
acquisitions that boost cash fow for both the general
partner and ynitholders very difficui.

= Debt has risen with ezch acquisition and is nazr the
company’s target lavel. Any larne soquisition would

* Thera are more-straciively priced pants of the Kinder
ampire, nemely Kingsr Morgan Menagement.

N RS e A e T ——

Financisl Overview

Growah: Growih has been astonishing in the past few
years, but nearly all of i came from numerous
acquisitions. Thoagh we expect futwre purchases, growth
should sk considerably. We forecast intemally
generated distribution growth of 5%-8%.

Profitability. Retum on invested capital has been
lackluster for the past three vears: last year it was 6.1%,
affter general parmership fees peid to parent COMmpxary
KMI. Absent these fees, KMF'z RDIC would be closer 10
10%.

Financial Hezlth: Thanks 1o asset purchasas, debl has
been growing and now stands at $4.5 billion sgainst 2
capital base of $8.1 billion. The firm aims 1w keep its
debt/capital ratio near 5%, and & recent sacondary
ofiering will hefp here.

Company Dvarview '
Protile: Kinder Morgan Energy Partners [EMF) iz 2 mestsr
limited parinership that consolidstes fixed 355515 used o




Docket No. RP0S5-
Exhibit No. EPG-164G
Page 4 of 8§

Kinder Mnrgan Energy Partners

H-hp-lﬁ- I.idhq Fsle Winlkas l:-*th t—ﬁ-ﬂ ltsnml.ﬂ E.:u-l-i:m h-h-'l Setwm Techer
i AR S DD =1 1] =R Errrem Wuie Fapbnars Enggy

trensport enargy commaoditias. i owns and operates mors
than 25,000 miles of pipefings for od and gas Tansporl B
2ls0 pwns nearly 100 procetging rminads Bt G handie
and store Biguids, gases. and dry bulk materials such as

coal, Ag @ partnership, KMP peys no corporate mcome tax,
burt its tax burden fiews throwgh to individusl stockholders.

Swrategy Amming 1o leverage 3 13x-sdvent=oad flatus,
KMP ig the leading 108-up in the besiness of mensporting
and processing energy commodities. it aims to buy (roll up)
cash-flow-generating assets. such as pipelines, from other
energy comgsanies at discount prices and then increase
thetr ytiliation and sfficiency ity ciiemgts gl e o

Manzgement: We think founder Richard Kinder is one of
the best CEQs n enargy, and he bas often been a finalist
for Momingetar's CEQ of the Year award. This may sound
strange, considering that Kinder ws presadem of Enron
until 1996, but he left well before the tunny busmess
began. We admire that Kinder i5 the lowest-paid CED of
any major public corporation. Since the fim's founding. his
only compensation has been hes §1 sanual sisry. As the
larpest sharsholder, hiz perzonal fortone risss and falls
with thase of e firm's meted parmers. Al cther
executives have thew bese salary capped a1 $200.000, and
cash bonuses in 2003 were all under $1 million. The only
major ding on cur fiduciary grede comes via the
characteristics of the master limeted partnership struchwe
thazt lemats limited partnes” Aghts.
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[T B b T P T SR B S ST P WO E RS SR S, w R ey g b e e ey S Lt
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Anshyst Notes I — e L the three publicly traded firms in the Kindes emprre.

of $0.57 per Emited partner unil, up three cents from last
year. As a result, KMP raissd it$ guanedy cash distribetion

Dizclaimers & Dizclosures
Ng Momingstar employees are officers or directors of this company. Momingstar inc. doas nof cwn morg than 1% of the shargs of this company. Analysts
00 not own s stock or those of s closest competitors. The mnformstion contained hemin & not represented o wananted 10 be

gy
Courae, Corecy complete, of Uimely, Thes report is for informetion purposes only. and should nol be congidered o sohciaton 18 buy or s=l gy security.
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Memingstar's Approach io Rating Stocks

fw Ley bwvesss) Coecapny
= Eroromic Lo
= Deszountse Lash Flow
= Dacoort Rats
= Fair Vulpe
= Bomirwes Rk
= Mg f Satery
= Corgioer Boyng Toreier Sellng

Al Momingstar, we evaluzte focks a1 peces of
business, not as pieces of papes. We think that puithasing
shares of suparior businesses at discounts 10 their
nirinsic velves, and @owng those busresses o
compound value over long periods of Tme, is the Twest
way Ip Geate wealth in the ook markst '

Because we focus on the long-mam vake of businesses,
rether than shor-term movements in slock prces, we 1l
often appear 1o be oot of 518p with the siock market
When stocks are high. relativaly few will recenve our
highcs rating of 5 stars. (We rsts socks 1 throogh S
stars, with 5 being the best and 1 the worst ) But when
the market tumbles, there will likely be many more S-star
stocks. Although you might expect 1 $8& more S-star
stocks when the market is rising, we think 255815 are mog
attractive whan they're cheap than when they e dear. We
wail 1o by clothes and DVD pleyers when they re on $ake,
50 why no! da the sarme for stocks?

Ot stax reting is enchoned on each anglysls estimate of 2
company's “Tair value,” which is what the analyst thinks
the busingss is worth on a per-shace basiz. Our analysts
artive at this value by forecesting how much escess cash
of "hee cash fiow" the fum will generate i The fulere, and
then adjusting that total for both tming and risk. Cash
peneraied nex year is worth more than cash generated
soversl years down the road. and cash from 3 stable
busingss is worth mome then cash kom 2 odicel o
uncETaIn business,
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Stocks trading st meanngiul discounts © our fai valve
estimates will receive high star retings. For high-guality
businesses. we roquing & smalker discount than we do for
madioore ones, for 2 smple reason Wie fave mose
confidence in our cash-flow forecasts for swong
companies, and thus in our fair value pstimates. The
future &5 inharently uncertain, and that uncertainty is
preater for Lome Companses than T is forothers B
sw0ck’s market price i significantly above our fair valee
estimate, it will receive @ low 5127 rating, no matiar how
wondarfyl we think the busingss . Even the best
company & 3 pool imestment § 20 invesiy overpays o
its shares.

Our Fair value estimates don't chanog vary oliten. bt
market prices do. S0, 3 Sock may g2in of lose Maes based
just on movement in the share prics. If we Think 2 51ock’s
fair valug iz 550, and the sheres deching 1o $40 without
much change in the vaiue of the business, the star rating
will go up. Our estimste of what the business & worth
hasnt changed, but the shares are moms SIUACTve &5 an
investment 3t 340 than they werg a1 $50.

We czloulate owr staf ratings each mght alimr e markets
tiose. which iz why The reting 8at= o0 O FEDOME wil
always be the previous business day. Howsver, we update
the taxt of the reponts as markat events wamant — usuaily
about once o twice per quarter — which is why you'll se2
two dates on every Momingstar report, OF course, we
monitor all of our stocks every day. 50 our IStings are
abways current.
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Mormingstar’s Approach to Rating Stocks (continued)

Economic Moat
This i our assessment of a firm’s ahility 1o earm retums
above il cost of capital in the future. Competition tends
to drive down excess profits, but companies can eam
excess profits for an extended time by cresting a
competilive advantage [or economic moat] - and thesa
companies are fkely 10 be superior ivestmants. :

We're big fans of companies that ars low-cog! producer.
craate high switthing costs for ther costomens, Of have
strong brands of long-lesting patente, becouss ol of thess
characteriztics allow companies o protect theu
competitive position. For example, Tiffany is far more
profiteble than & nun-ol- the-mill jewelry chain betauss it
has a strong brand that creames 2 most arownd i
business, allowing it 1o charge move than competitnes.

Discoumed Cash Fiow

Thes w5 & methad for vaieng comparses Bt nvobves
projecting the smcast of Cagh 3 butiness will penraE in
the future, subtracting the amount of cash That the
company will need to reinvest in it usiness, and using
the mesull 1o celculate the worth of the firm. We use this
technigue 10 value nearly all of the companies we towe,

Digcount Rais
Wa use this nember 1o adjust our forecased cash flows
for the risk that those cash flows may not scoely come 1o
pass. For 8 very stesdy. sable company, we T uss 2 ow
dEsCount rals, Since we Can hawe a kst of confidence Bt
the firm will gengrate the amount of cash that we're
forecasting. For a firm with a oyclical business and fieses
competition, we'll use 3 much higher discount rate, since
there’s much uncertainty surrounding the firm's future. The
discount rate may also be refemed to 2z e “eost of
capital.”

Fair Yalos

Thig is the output of owr descoumed cash-flow valuston
models. and if 0w per-share sstmaes of 3 company's
economic worth. We adjust owr lzi valees for any hiddes

Rabilities o assets that a firm might heve - for example,
we deduct from & company’s Fair value It issves a ot ol
siock pptions o has an underfunded pension plan. Our fair
value estimate ditfers lrom 2 “target price” in two ways.
Ona, It's an estimate of what the business is worth,
whetgas a terget price is typczlly an estimate of what
other investors wall pey for the stock. Twe, it's 2 long-term
estenate whereas gt prces penerally focus on the
izt six 10 17 months. Thes is 2 mgthod for valuing
companies that imvolves proiecing te smount of cash 2
business will penerzie o the funwe subtracting the
amount of cash that the company will nesd 10 reivart in
its business. and using the result 10 caicutate the worth of
e firn. We use this technigue to value nearty il of the
COMPANIEs we cover,

Business Rish

Based on fundemental tactors such 38 oyclicaBty,
leverape, competitve ftrength. and profitability. we dvice
Oul COVEMagE iniverss ndo fou broad sk crepories:
Balow Average, Sverege, Above Sverage, end
Speculative. Unfike some risk ratings, ours & not based on
the volatility of the firm's shares, but rather the -
predictability and strength of the underkying busmess.

Margin ol Salety

This is the discount to fair value we would require bafore
recomemgndang 3 flock. Wi think ity prudent 1o abways
by stocks for less then they's worth - the margn of -~
sadety is fike an mswrance poboy it protects imvesmes
from bad newes of overly cptimisin fair vales estrmotes.
W require larger marging of safety for riskier siocks, and
smaller margins of salety for lowss-risk siodks.

Conaider Buyisg/Toasider Sellivg

The consider buying price is the price 3t which 3 stock
would b= rated 5 stars, and thus the pomt et which we
would consiger the stock #n sxiremely Jractive
puichate Comversaly, contider seling is the prce
which 3 stock would bave 3 1 star rating, 2t which point
we'd conzader the stock ovenvalyed, with low sxpociad
retums relative to its rigk
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