STEVE WESTLY

California State Qontroller
Division of Accounting and Reporting

June 16, 2004

County Auditor-Controllers:
County Finance Directors:

On March 20, 2003, Governor Gray Davis and Attorney General Bill Lockyer announced a
settlement with El Paso Gas and its subsidiary. The sertlement required El Paso Gas to provide
ratepayers $1.4 billion 1o resolve claims that the company withheld pipeline capacity to
artificially inflate gas prices during the California energy crisis. On December 10, 2003,

Judge J. Richard Haden issued an order granting final approval of this settlement.

Our office notified the Division of Cost Allocation, Department of Health and Human Services
(DHHS), of this settlement and they concurred with our interpretation that these payments are an
applicable credit per Office of Management and Budget (OMB) Circular A-87. DHHS
suggested that all Califomia counties be notified and given instructions on how this credit is to
be applied.

If your county has received a rebate (settlement) from El Paso Gas or any other energy company,
pleasze be aware that it must be reported as a reduction to your utility expenditures prior to the
allocation of this cost in your countywide cost allocation plan. If vour utility charges are
recovercd through an Internal Service Fund (15F), the ISF*s billing rates should be adjusted to
reflect this rebate or a refund can be processed reimbursing 15F's clients for this overcharge.

The OMB Circular A-87, Aftachment A, Section C.4 states: “Applicable credits refer to those
receipts or reduction of expenditure-type transactions that offset or reduce expense items
allocable to Federal awards as direct or indirect costs. Examples of such transactions are:
purchase discounts, rebates or allowances, recoveries or indemnities on losses, insurance refunds
or rebates, and adjustments of overpayments or erroneous charges.”

If you have any questions regarding this issue, please contact your Cost Plan Analyst or Tom
Cotton at (916) 322-8399,

Sincerely,

KELLY J. MARTELL, Section Manager
County Cost Plans and Local Apportionments

MAILING ADDRESS P.O. Box 042850, Sacramento, CA 94250
STREET ADDRESS 3301 C Street, Suite 500, Sacramento, CA 95816
PHONE (916} 445-8717, FAX (916) 323-4807
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Governor Davis and Attorney General Lockyer Announce $1.7 Billion
Settlement with El Paso Corp. in Natural Gas Market Misconduct Case
Agreement in Principle Provides $1.4 Billion for Ratepayers

March 20, 2003

03-035

FOR IMMEDMATE RELEASE
(915) 227=-3882

[SACRAMENTO) — Govemor Gray Davis and Attornay General Bill Lockyer today announced g sefilerment with
El Pasc Corporation that solidifies the state’s future natural &% supply &nd reguires El Faso to pronde
ralepavers $1.4 bilkon to resclve claims that the company withheld pipeline capacity to arlificially inflate gas
prices duning California’s anergy onisis.

“El Peao played & key rodz in the multi-billicn dollar ripoff of California commitked by energy companies,” said
Lockyer, "This settlement holds the company accountabie for s misconduct, it also protects ralepayers,
businesses and taxpayers from future price-gouging by helping prevent manipulation of the state’s natural gas
market,"

“This is very good news for California ratepayers,” Governor Davis said. "El Paso agreed to pay an
unprecedented settiement. The settlement puts in placa rules of the road with real teeth. El Paso will never be
able fo rip off Californizns again. This is mare evidence that the enerfgy cnsis was nol a Californes- craated
problam, but rather market manipulation by the energy pirates that FERC was ready to sweep under the rug.”

Michael Pesvey, President of the California Public Utilies Commission stated, "This settement will provide
measonable compensation for past manipulation by El Pago and its affiliates, as wel sz provide critical structural
reform to prevent natural gas manipulation in California in the future.”

The seftlernent |5 ihe fifth, and largest, produced by the Atlomey Generals ongoing investigation into the
California power crisis of 2000 and 2001. The five setilements’ combined vabue totals $2.141 billion.

The agreamant in principle anncunced today will become final after the pariies execute a final comprehensive
sallierment, and obtain 8l required approvals from state and federal regulators and courts.

Uinder the Mamarandum of Understanding's main terms;

& El Paso will pay $565 million. Of that total, $505.6 méllion will be allocated to utilities’ residential and
business ratapayers, pursuant to a formula adopted by the California Public Utilities Commission and the
California Department of Water Resources (COWR) for the benefit of ratepayears. Tha balance of $159.4
million includes the following allocations: at least $52 million and not maore than $65 milkon will go to
Mevada, 523 million to Washington, 517 milicn to Oregon, 517 million to Long Beach; and, a combined
$38.4 million to Los Angeles County, San Bemardino County, Vernon, Culver City, Updands and two ol

companies,

« El Pasc will also deliver to California $300 million worth of natural gas over the next 20 years allocated
among tha setlling parties. Some of it will be used to generate electricity under CDWR's agreem ents;
some of it will be monetzed, In edher event, the valus will ba realized by ratepayers by lowaring alactnicily
generating costs. The delivery schedula will be accelerated to 15 vears i the comparny achieves an
investment grade credit rating. The gas will be valued at 345 million annually, in a way that does not
crepte incentives to raise prices at California delivery points

http:/fcaag.state ca.us/newsalerts2003/03-035 him (A28 04



Governor Davis and Attorney General Lockyer Announce $1.7 Billion Settlement wath El Paso Corp. in ... Page 2 of 2

o Of El Paso's $665 milllon payment, 3225 million will be paid up front. El Paso will pay another 3440 million
owver 20 years, If El Paso obiains an investment grade credit rating for al least sx months, the payment
period will be reduced to 15 years.

= The seitlemant also puts in place a struciure that will ansura that El Paso will hot be able to manipulale
the Cafifornia gas markets in the fulure. For five vears, El Paso will make available to its California delivery
points 3,290 mifion cubic feel per day of firm, primary pipeline capacity, During the same period, El Paso
generally cannat contract with any of its affiliates — including EI Paso Merchant — to provide thermn capacity
on the pipeline system to California. The agreement also includes an enforcement mechanism shauld
El Paza violabe is lerms,

# El Paso will pay the state $2 millson frorm a pool established by the company o provide bonuses 1o
executives. The 52 milion payment reflects Lockyer's demand that El Paso executives compensata the
state for the personal windfall thoze execuiives reapead at Californians' expanse.,

& The skate's long-lerm enesgy contract with El Paso will be reduced by $128 million. El Paso must
implemeant an antitrust training and compiance program as well as cooperate with the state’s ongoang
investigation of market misconduct during the amergy Grisis.

& The Attormey Generals Office will end its investigation of El Paso for viclations of anfitrust laws. The
CPUC will drop its claim panding before FERC which alleges El Paso, by withholding pipeline capacity,
cost California consumess billions of dottars in artificially infatad gas and electricity prices, Southem
California Edison and Pacific Gas & Electric also were parties to that case, and they will drop their clalm
as well. Additionally, |awsuits filed by private plaintiffs will be resolved, as will actions brought by state of
Mevada, City of Long Beach and Los Angeles County

The Attomey General's wide-ranging probe info the power crisis covers lllegal market conduct by energy
producers and sellers. The Attorney General's Office currently has more than 100 cases pending before state
and federal courts, and the Federai Energy Regulatory Commission (FERC).

The egreemeant with El Paso comes six days before FERC was scheduled fo release its findings on the CPUC's
capacity-withholding claim agaimst the company. Alsc on March 26, FERC plans fo issue al feast some initial
rulings on the state's claim for $8.1 billion in refunds from generators and traders. California parties, including the
Atromey Generalls Office, on March 3 submitted to FERC a 3,000-page filing that documented widespread
market maniputation and power withhodding in 2000 and 2001.
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Waealcome to the
El Paso Settlement Information Website

Natwral Gas Anfitrust Cases I-IV, JCCP No. 4221, et al.

Update for Hon-Core Matural Gas Subclass Members:

On December 10, 2003, Judge J. Richard Haden issued an order granting final agprosval o the
Seitlement. Plaase click hang to view he Tinal approval order,

The order approving the setflement has become final, however, centain other conditions precedent
to the effectivensss of the seftiement remain unsatisfied at this time. No deadline for the
submizsion of Mon-Core Natural Gas Subclass claims has been established, and no form far the
submission of Non-Core Matural Gas Subclass clalims has been issued. The “Industrial Claims
Procedure” posted on this website is not a claim form. The claim form is being developed, and
MNaon-Core Natural Gas Subciass members (limited to approximately 3 000 large industrial users of
natural gas who do not purchase their gas from their kocal utily) will be mailed the claim form and
instructions for its complelion 28 soon as it s released, which is anticipated o ba by the end of May
2004

If you recaived the Notice of Class Action Settlement in the mail in September 2003, withoul having
to request it, your company is on the Non-Core Matural Gas Subclass mailing list, If you are a Non-
Core Natural Gas Subclass member and you are concemed that your company may not be on the
mailing list, you may provide your company name, contact person, and mailing adgress 1o the
mailing agent at noncoreclaims@poorman-douglas. com. Please do not use this email adress for
any other purpose. When the claim form becomes available, further information conceming the
submissiaon of clgims and the claims deadline will ba posted on this websile,

& number of Non-Core Matural Gas Subclass members have been informed by a third party that
the claims submission period may last only 30-45 days. It will be up to the Court to determine the
length of the claims perod, however, class counsal will reguest that the Court approve a claims
pericd of 30 days

If You Purchased Natural Gas or Electricity
for Your Home or Business In California

Your Rights May Be Affected by a Proposed Class Action Settlement

This Home Page may be viewed ar an Adebe® Acrobat® PDF file in the following languages:
Japarese | Korean | Spanivh | Trodittenal Chinese

A& proposed class action setlement between plaintiffs representing California business and residential
usars of natural gas and electricity and defendants E| Paso Corporation, El Paso Natural Gas Co., and
El Paso Merchant Energy, L.P. ("El Pasa") s pending in the Superior Court of the State of California,
County of 5an Diega,

You may download the Notice of Proposed Class Action Settlernent that describes your legal nights by
l;‘;lll;:kll'lg nerne.

Beginning in September 2000, seven class sction lawsuits were filed on behalf of individuals and

businesses in Califarnia againat El Paso and other defendants. The [awsuits have been coordinated
before the Hon. J. Richard Haden, and given the special titte Nafural Gas Antitrus! Cases I-/V, JCCP

hitp:/fwww . elpasosettlement.com 05262004
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Mo, 4221, el al,

These lawsuits allege that El Paso and its subsidiary worked together to create artificial shortages and
artificially high natural gas prices, manipulated natural gas price indices by engaging in “wash trades”,
and conspired with Southern California Gas Co. and San Diego Gas & Electric (collactively, the
“Sempra Dafendants’) 1o eliminate competing pipeline projects under development which would have
increased supplies of natural gas to Southern Caldemia and reduced or averied natural gas shortages
and high natural gas and electricity prices experienced in 2000 and 2001. El Paso and the Sempra
Defandants deny these alliegations. Thea lawsuits seak damages and resbtution based on the highsr

energy costs.

If you wish to remain in the setfiement class, you nead not take any action at this ime. Howewer, you
will be bound by the rulings of the Court if the setiement is approved. For complete information
regarding your rights, piease read the Notice of Proposed Class Action Setiemant.

Important Dates

+ Approval Hearing - November 20, 2003

The Court has schedulad a hearing at 1:30 p.m. on November 20, 2003 in the courtroom of
the Honorable J. Richard Haden, Judge of the San Diego County Superor Court,
Dapartment 72, located at 330 W. Broadway, San Diego, California 32101, fo determine
whather the settiemeant with El Paso is fair, adequate, and reasonable and should be given
final approval. Al the same time, the Court will hold & hearing to determine the amount of
attarneys’ fees and costs to be awarded to the law firms representing the Class. Although
you may attand the hearing, you are nod required o do so to participate in the settlament.

¢ Deadline to Exclude Yourself = October 14, 2003
If you dio not wish 1o participats in the settlement or be bound by the Setllarment terms, you
must submit & request for exclusion, post-marked on or before October 14, 2003 as detailad

in the Exclusion Proceduras page.

# Deadiine to Flle Notice of Intention to Appear = October 14, 2003
If you are 8 member of the setement class, and wish to comment in suppon af, @r in
opposition to, any aspect of the proposed satternent, andlor you wish to be heard at either
hearing, you must file with the Clark of the San Diego Superior Gourt as detailed in the

Motice of Proposed Class Action Setlement.

hitp: e glpasosettlement.com) 05262004
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El Paso Settlement iInformation Website
Natwral Gas Aniitruest Cases IV, JOCP No. 4221, ¢ all

Freguently Asked Questions

What is the Lawsuit About?

Cerigin plaintiffs allege that El Paso gave s unregulated merchant energy subsidiary a secrat
discount enabling it io become the sole successful bidder for 1.2 billion cubic feet of capacity on El
Paso's pipeling 1o California from March 2000 throwgh May 2001, and that El Faso and its subsidiary
worked together o create artificial shoriages end artificially high nafural gas prices durng this time
period. This lawsuil also alleges that El Paso manipulaled natural gas price Indices by engaging in
“wiash trades” and by ghving false information to the frade press. Other plainiiffs allege that in 1586, El
Paso conspired with Southern Californis Gas Co. end San Diego Gas & Electric (the “Sempra
Defendanis™) o eliminate compeling pipeline projects under development which would have increased
supplies of natural gas o Southern Califfornia and reduced or averied natural gas shortages and high
natural gas and electricity prices experienced in 2000 and 2001, El Paso and the Sempra Defendants
deny these allegations,

Who is Coverad by the Settlemant?

The setbement class includes 8l individuals and businesses in Califomia who purchased natursl gas
andfor eleciricity for their own use and not for resale or genaration of electricity al any tme from
September 1896 through March 20, 2003. If you or your business paid @ gas or sdectric bill to a
California wtillty {a “ratepayer], were 8 “non-core” gas customer of a Califormia gas utility (genarally
large mdusinal users), or 8 "direct access” elactricity custamer of a Californi ulifity diering this lime
period, you and/or your business are mambers of the setllement class. For more information, including
& defallad Notice of Proposed Cless Aclion Setilement, visit weow elpasosetbement.com or call 1-877-
205-2720.

What Are the Terms of the Setilement?
In exchange for the release of all claims arising out of alleged misconduct refating to the California

energy crisls, El Paso will provide iodal consideration to the class of approximately $1.4 billlion, as
Tollows:

# Up-front cash payments totaling approximately 3256 million,

« Procasds of the sale of 26,371,308 shares of El Paso Corporation common S1ock, hawving a
markat value of approximately 3207 million as of July 24, 2003,

s 5125 million in price reductions on power contracts with the Calffornia Depariment of Wailer
Resources through 2005, the cost of which would othersise be passed on io Glass membars.

s Approximately 3798 million, paid n equal semi-annual instaliments over 20 years, accelerated
to 15 years if El Paso oblains an investmani-grade rating for & months, secured by oil and gas

properies and subject 1o 8 prepayment option by El Paso &t a discount rate of aither 7.48% or
T.B6%.

» Exlensive structural relief designed to help prewvent & recurrence of natural gas supply
shortages and high prices in Galifomia,

» Cooperation with plaintiffs in ongoing litigation against other defendants.

e« Cosls of class nolice and setllement adrministration

http://www elpasosettlement.com/Questions. himl 05262004



The benafits of the settlement will be passed krough to California gas and eleciricity ratepavers and
direci access electricity customers in the form of rafe redwctions, credits, andior rebaies, subject io tha
approval of the California Public Utiliies Commission (CPUC). I the seffiement is approved, “von-
come” gas customers will be inviled to submit claims for their share of the setiement, based on a
foemuila, The several groups of class members will share the benefiis of the seitlement in
approximatedy the following percentages: aleciricity ratepayers and direct access electricily cusiomers
= T3%,; natural ga% ratepayers — 12%; non-core gas customers - 16%. As nearly all natural gas users
are glao electricity users, they will also benaf from electricity rate reductions, and vice-versa. PGEE
razarves the right fo contend before the CPUC that because it was unable 1o recover thi Full cost of ils
glectricity purchases while a rale freeze was in effect, it is enliled to certain amounis otherwise
gllocated to electricity ralepavers In ts service temitory. The settlement is also subject to FERC
approval and entry of a stipulated judgment incorporating the structural reliaf.

What Are My Rights?

+ |[f you wish fo remain in the satbemeant class, you nesd nof take any action at this lime. However, you
will be bound by the rulings of the Court if the settlement is approved, This will include a release of
your claims againsi El Paso. The settlement will not releese class membars' claims against the
Sempra Defendants or other firms who are defendants in relaled Eiigation arising out of Calfomia’s
energy crisis,

» If you do not wish to paricipate in the selilement or be bound by the Settlement lerms, you
masst exclude yourself in writing postmarked no Latar than Ociobar 14, 2003, as ouflined in the
Exdusion Procedures page.

s A hearing will be held by the Court on November 20, 2003 1o determing whather the proposed
salflement should be approved and to consider the application of he eeven k. foms
representing the class for altormeys' fees and costs not 1o exceed $60 million.

it you wish io object 1o the settlement, you must remain a class member, You and/or your counsel may
appear In opposition to the setbement following procedures outlined in the Nolice of Proposed Class
Action Satibamant.
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