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[THIS PROPOSED DISCLOSURE STATEMENT HAS NOT YET BEEN
APPROVED BY THE BANKRUPTCY COURT. THUS, THE FILING AND
DISSEMINATION OF THIS PROPOSED DISCLOSURE STATEMENT SHOULD
NOT BE CONSTRUED AS AN AUTHORIZED SOLICITATION OF V. OTES ON
THE DEBTORS’ PLAN OF REORGANIZATION UNDER 11 U.S.C. § 1125 OR
OTHERWISE ]



PRELIMINARY NOTES

THIS DISCLOSURE STATEMENT ADDRESSES THE PLAN OF
LIQUIDATION OF THE ET DEBTORS AND THE QUANTUM DEBTO RS
(COLLECTIVELY, THE “DEBTORS”). THE ET DEBTORS CONS IST OF: (I)
NEGT ENERGY TRADING HOLDINGS CORPORATION f/k/a PG&E ENERGY
TRADING HOLDINGS CORPORATION; (II) NEGT ENERGY TRAD ING - GAS
CORPORATION f/k/la PG&E ENERGY TRADING - GAS CORPORA TION; (llI)
NEGT ET INVESTMENTS CORPORATION f/k/a PG&E ET INVES TMENTS
CORPORATION; AND (IV) NEGT ENERGY TRADING - POWER, L.P. flk/a
PG&E ENERGY TRADING - POWER, L.P. THE QUANTUM DEBT ORS
CONSIST OF: (I) ENERGY SERVICES VENTURES, INC. f/k/a PG&E ENERGY
SERVICES VENTURES, INC.; AND (Il) QUANTUM VENTURES.

ON JULY 8, 2003, THE ET DEBTORS AND THEIR PARENT,
NATIONAL ENERGY & GAS TRANSMISSION, INC. f/k/a PG&E NATIONAL
ENERGY GROUP, INC. (“NEGT"), FILED FOR CHAPTER 11 P ROTECTION.
ON THAT DATE, USGEN NEW ENGLAND, INC. (“"USGEN NE”), A
SUBSIDIARY OF NEGT, ALSO FILED FOR CHAPTER 11 PROTE CTION AND
IS SUBJECT TO A SEPARATELY ADMINISTERED CHAPTER 11
PROCEEDING. ON JULY 29, 2003, THE QUANTUM DEBTORS,ALSO
SUBSIDIARIES OF NEGT, FILED FOR CHAPTER 11 PROTECTI ON.
ANNEXED AS APPENDIX 1 TO THE DISCLOSURE STATEMENT | S THE
PROPOSED JOINT PLAN OF LIQUIDATION FOR THE ET DEBTO RS AND
THE QUANTUM DEBTORS (THE “PLAN"). THE PLAN PROVIDE S THE
PROPOSED METHOD OF LIQUIDATION OF THE ASSETS OF THE
DEBTORS AND THE DISTRIBUTIONS CREDITORS AND SHAREHO LDERS
OF THE DEBTORS WOULD RECEIVE IN THE DEBTORS' CHAPTE R 11
CASES.

PLEASE NOTE THAT THE PLAN ADDRESSES ONLY THE
LIQUIDATION OF THE ASSETS OF THE ET DEBTORS AND THE QUANTUM
DEBTORS. THE PLAN DOES NOT ADDRESS THE REORGANIZATION OR
LIQUIDATION OF NEGT OR USGEN NE.

PLEASE REFER TO THE PLAN (OR, WHERE INDICATED,
CERTAIN MOTIONS FILED WITH THE BANKRUPTCY COURT) FO R
DEFINITIONS OF THE CAPITALIZED TERMS USED IN THIS D ISCLOSURE
STATEMENT.

CREDITORS OF THE DEBTORS GENERALLY ARE ENTITLED
TO VOTE ON THE PLAN. THE DISCLOSURE STATEMENT IS B EING SENT
TO YOU TO PROVIDE THE INFORMATION NECESSARY FOR YOU TO
MAKE AN INFORMED VOTE ON WHETHER TO ACCEPT OR REJEC T THE
PLAN. THE NEXT FEW PAGES OF THE DISCLOSURE STATEME NT
INCLUDE A SUMMARY OF THE PLAN, INCLUDING PROPOSED
DISTRIBUTIONS TO CREDITORS UNDER THE PLAN. NONETHE LESS, ALL



CREDITORS ARE ENCOURAGED TO READ THE ENTIRE DISCLOS URE
STATEMENT BEFORE VOTING TO ACCEPT OR REJECT THE PLA N.

THE DEBTORS AND THE ET COMMITTEE SUPPORT THE
PLAN AND URGE ALL HOLDERS OF CLAIMS IN CLASSES 1, 3,4,5,6,and 7
TO VOTE TO ACCEPT THE PLAN BY RETURNING THEIR BALLO TS SO
THAT THEY ARE RECEIVED BY NEGT BALLOTING CENTER, c/o
BANKRUPTCY SERVICES LLC, 757 THIRD AVENUE, NEW YORK , NEW
YORK 10017, BY 4:00 P.M. (EASTERN DAYLIGHT TIME) ON ,
2005.

THE DEBTORS BELIEVE THAT THE SUMMARIES
CONTAINED IN THE DISCLOSURE STATEMENT ARE FAIR AND
ACCURATE. THE SUMMARIES OF THE FINANCIAL INFORMATI ON AND
OF THE DOCUMENTS WHICH ARE ATTACHED HERETO (INCLUDI NG
THE PLAN) OR INCORPORATED BY REFERENCE ARE QUALIFIE D IN
THEIR ENTIRETY BY REFERENCE TO THOSE DOCUMENTS. IN THE
EVENT OF ANY INCONSISTENCY OR DISCREPANCY BETWEEN A
DESCRIPTION IN THE DISCLOSURE STATEMENT AND THE PLA N OR ANY
DOCUMENTS ATTACHED HERETO OR INCORPORATED HEREIN BY
REFERENCE, THE PLAN OR SUCH OTHER DOCUMENTS, AS THE CASE
MAY BE, SHALL CONTROL.

THE DISCLOSURE STATEMENT CONTAINS THE ONLY
INFORMATION AND REPRESENTATIONS APPROVED FOR USE IN SUCH
SOLICITATION. CREDITORS SHOULD NOT RELY ON ANY
INFORMATION, REPRESENTATIONS OR INDUCEMENTS MADE TO
OBTAIN ACCEPTANCE OF THE PLAN THAT ARE OTHER THAN, OR
INCONSISTENT WITH, THE INFORMATION CONTAINED HEREIN  AND IN
THE PLAN.

THE STATEMENTS CONTAINED IN THE DISCLOSURE
STATEMENT ARE MADE SOLELY AS OF THE DATE HEREOF. D ELIVERY
OF THE DISCLOSURE STATEMENT DOES NOT IMPLY THAT THE
INFORMATION CONTAINED HEREIN WILL BE CORRECT AT ANY
SUBSEQUENT TIME.

THE BANKRUPTCY COURT’'S APPROVAL OF THE
DISCLOSURE STATEMENT CONSTITUTES NEITHER A GUARANTY OF
THE ACCURACY OR COMPLETENESS OF THE INFORMATION
CONTAINED HEREIN NOR AN ENDORSEMENT OF THE MERITS O F THE
PLAN BY THE BANKRUPTCY COURT.

THE DISCLOSURE STATEMENT HAS BEEN PREPARED IN
ACCORDANCE WITH SECTION 1125 OF THE BANKRUPTCY CODE , NOT
FEDERAL OR STATE SECURITIES LAWS OR OTHER NONBANKRU PTCY
LAW. ENTITIES HOLDING, TRADING IN OR OTHERWISE PUR CHASING,



SELLING OR TRANSFERRING CLAIMS AGAINST THE DEBTORS SHOULD
EVALUATE THE DISCLOSURE STATEMENT IN LIGHT OF THE P URPOSE
FOR WHICH IT WAS PREPARED. THE SECURITIES AND EXCH ANGE
COMMISSION HAS NOT APPROVED, DISAPPROVED OR PASSED UPON
THE ACCURACY OR ADEQUACY OF THE STATEMENTS CONTAINE D IN
THE DISCLOSURE STATEMENT.

THE DISCLOSURE STATEMENT SHALL NOT BE CONSTRUED
TO BE CONCLUSIVE ADVICE ON THE TAX, SECURITIES OR O THER
LEGAL EFFECTS OF THE PLAN UPON HOLDERS OF CLAIMS AG AINST
THE DEBTORS. THE DISCLOSURE STATEMENT SHALL BE CON SIDERED
TO BE A SETTLEMENT DOCUMENT PURSUANT TO FEDERAL RUL E OF
EVIDENCE 408. YOU MUST COMPLY WITH ALL LAWS AND
REGULATIONS APPLICABLE TO YOU IN FORCE IN ANY JURIS DICTION
AND MUST OBTAIN ANY CONSENT, APPROVAL OR PERMISSION
REQUIRED TO BE OBTAINED BY YOU UNDER THE LAWS AND
REGULATIONS APPLICABLE TO YOU IN FORCE IN ANY JURIS DICTION
TO WHICH YOU ARE SUBJECT, AND THE DEBTORS, THEIR DI RECTORS
AND THEIR ADVISORS SHALL NOT HAVE ANY RESPONSIBILIT Y
THEREFOR.
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APPENDICES TO DISCLOSURE STATEMENT

Appendix 1 Plan of Liquidation for the ET Debtors and the Quantum Debtors



ARTICLE I.

INTRODUCTION

On July 8, 2003, NEGT Energy Trading Holdings Cogpion f/k/a
PG&E Energy Trading Holdings Corporation (“ET Halds”), NEGT Energy Trading -
Gas Corporation f/k/a PG&E Energy Trading - Gaspooation (“ET Gas”), NEGT ET
Investments Corporation f/k/a PG&E ET InvestmentsgOration (“ET Investments”)
and NEGT Energy Trading - Power, L.P. f/k/a PG&EeEyy Trading - Power, L.P. (“ET
Power,” and collectively with ET Holdings, ET GasdeET Investments, the “ET
Debtors”), each filed a chapter 11 petition witk thnited States Bankruptcy Court for
the District of Maryland, Greenbelt Division (thB&nkruptcy Court”). On July 8, 2003,
National Energy & Gas Transmission, Inc. (“NEGTtHe ET Debtors’ beneficial owner,
also filed a chapter 11 petition with the Bankryp@ourt> On July 29, 2003, two other
indirect NEGT subsidiaries, Energy Services Verduhec. f/k/a PG&E Energy Services
Ventures, Inc. (“ESV”), and Quantum Ventures (“Quamn,” and together with ESV, the
“Quantum Debtors,” and collectively with the ET Dets, the “Debtors™each filed its
own chapter 11 case in the Bankruptcy Court. Trapter 11 cases of the ET Debtors,
the Quantum Debtors and NEGT were consolidategrmcedural purposes only and are
being jointly administered.

The Bankruptcy Court confirmed NEGT's plan of reammzation on May
3, 2004, and such plan became effective on Oct2®e2004. The Debtors have worked
with the Official Committee of Unsecured Creditéws the ET Debtors (the “ET
Committee”) to formulate the Plan of Liquidationr tbe ET Debtors and the Quantum
Debtors (the “Plan”§,a copy of which is annexed hereto as Appendiialess defined
in the Disclosure Statement, each capitalized tesed in the Disclosure Statement has
the definition ascribed to such term in the PIBLEASE NOTE THAT THE PLAN
DOES NOT ADDRESS THE REORGANIZATION OR LIQUIDATION OF NEGT
OR USGEN NE.

A. Purpose of the Disclosure Statement

The Disclosure Statement is intended to aid creslitomaking an
informed judgment regarding acceptance or rejeatfche Plan. If you have any
guestions regarding the Plan, the Debtors urgeyaontact their counsel, Willkie Farr

! On July 8, 2003, US Gen New England, Inc. (“"USGKY) also filed a chapter 11 petition with
the Bankruptcy Court and is the subject of a sépradministered chapter 11 case in the
Bankruptcy Court.

The Debtors and their estates from and afteEffextive Date are sometimes referred to herein as
the “Liquidating Debtors.”

The ET Committee was not involved in the formigiatof that portion of the Plan dealing with the
Quantum Debtors.



& GallagherLLP, 787 Seventh Avenue, New York, NY 10019-6099, §2128-8000
(Attn: Steven Wilamowsky, Esg. or Jessica S. Hsay.).

[While the Bankruptcy Court has approved the Disate Statement as
containing “adequate information” to enable yowdte on the Plan, the Bankruptcy
Court’s approval of the Disclosure Statement dagsanstitute approval or disapproval
of the Plan.] The Bankruptcy Court will considg@peoval of the Plan only after
completion of voting on the Plan.

B. Voting on the Plan

THE DEBTORS AND THE ET COMMITTEE SUPPORT THE PLAN A ND URGE
YOU TO VOTE TO ACCEPT THE PLAN.

1. Eligibility to Vote

The Plan classifies Claims and Interests in thiefohg classes:

Class Description

Class 1 Secured Claims

Class 2 Priority Claims

Class 3 General Unsecured Claims
Against ET Gas

Class 4 General Unsecured Claims
against ET Investments

Class 5 General Unsecured Claims
against ET Holdings

Class 6 General Unsecured Claims
against ET Power

Class 7 General Unsecured Claims
against ESV

Class 8 General Unsecured Claims
against Quantum

Class 9 Subordinated Claims

Class 10 Interests in ET Gas

Class 11 Interests in ET Investments

Class 12 Interests in ET Holdings, ET
Power, ESV and Quantum

Only Classes that are both impaired and eligibleteive a distribution
are entitled to vote. Voting instructions are dis in Article V below. Under the
Plan, holders of Claims in Classes 1, 3, 4, 5,(57are entitled to vote.Holders of

Claims in Classes 3 and 4 are treated as Impairddr the Plan and are being provided the
opportunity to vote to accept or reject the Plalowever, the Debtors believe that, under

-3-



Claims in Class 2 are conclusively presumed to laaeepted the Plan because they are
unimpaired. Holders of Interests in Classes 10Xndre conclusively presumed to have
accepted the Plan because ET Holdings, a Debtoa anoponent of the Plan, is the
holder of all such Interests. Holders of Claim€iasses 8 and 9 and of Interests in
Class 12 are deemed to have rejected the Planseetay are not eligible to receive a
distribution.

2. Voting Procedures

Parties that are entitled to vote on the Plannetkive with the Disclosure
Statement a Bankruptcy Court approved ballot (dltBa and a notice setting forth,
among other things, the time frame within whichegatances and rejections of the Plan
must be received (collectively, the “SolicitatiBackage”). If you believe you are
entitled to vote, but did not receive a SolicitatPackage, contact the Debtors’ Balloting
Agent, Bankruptcy Services, LLC, 757 Third Aven8g] Floor, New York, NY 10150-
5014, (646) 282-2500 (Attn: Tirzah Gordon).

3. Vote Solicitation

The process of soliciting votes on the Plan mushlzecordance with the
following restriction:

CREDITORS SHOULD NOT RELY ON ANY
REPRESENTATIONS CONCERNING THE DEBTORS, THEIR
ASSETS OR THEIR PAST AND FUTURE OPERATIONS,
EXCEPT THOSE CONTAINED IN THE DISCLOSURE
STATEMENT OR OTHERWISE AUTHORIZED BY THE
BANKRUPTCY COURT.

If you believe your vote is being solicited outsttie judicially approved
and statutorily defined disclosure requirements\astahg procedures, please
immediately contact the Debtors’ counsel, WillkerF& GallaghetLLP, 787 Seventh
Avenue, New York, NY 10019-6099, (212) 728-8000tfAtSteven Wilamowsky, Esq.
or Jessica S. Etra, Esq.).

4, Acceptance of Plan

Under the Bankruptcy Code, an impaired class omdantitled to vote
has accepted a plan if, of those voting, the hsldétwo-thirds (2/3) in dollar amount,
and more than one-half (1/2) in number, of claimsept.

5. Hearing on Confirmation of Plan

applicable law, Claims in Classes 3 and 4 likebysot Impaired under the Plan. Accordingly, in
the event that Class 3 or Class 4 votes to rdjecPtan, the Debtors reserve the right to contend
that such Class is Unimpaired and that, therefreh Class should be deemed to have accepted
the Plan.



The Bankruptcy Court has scheduled a hearing teidenconfirmation
(i.e., approval) of the Plan on , 2005, at _ (Eastern Daylight Time), in
Courtroom 3D of the United States Bankruptcy CaaB)0 Cherrywood Lane,
Greenbelt, Maryland 20770. The Confirmation Heqnmay be adjourned from time to
time without further notice other than by announeatrin the Bankruptcy Court on the
scheduled hearing date.

C. General Overview

The Plan is a plan of liquidation that contemplateshe complete
liquidation of the assets of the Debtors and distbiution of all proceeds. The Debtors
are in the process of winding down their operationgand, to the extent possible,
settling remaining claims and contracts. Under thé’lan, each of the existing boards
of directors of the several Debtors will be reconguted to be a two-person board
comprised of one director appointed by the ET Comntiee and one director
appointed by the ET Debtors’ stockholder’

It should be noted that the formulae for calculatirg distributions to
unsecured creditors vary as among the several Debto Several factors account for
these variances. First, the Debtors believe thads of the Effective Date, ET Gas and
ET Investments will have sufficient funds to pay tlir respective general unsecured
creditors in full. Accordingly, the Plan providesfor payment in full of all Allowed
General Unsecured Claims against ET Gas and ET Ingéments plus Pendency
Interest at the Federal Judgment Rate. Second, ukk the other ET Debtors, ET
Power is not a corporation, but a limited partnershp. Accordingly, under
applicable non-bankruptcy law, creditors of ET Powe have recourse to the assets of
ET Power’s general partner, ET Holdings. Thus, ewy claim asserted against ET
Power, in effect, becomes a claim against ET Holdys as well. In addition, under 11
U.S.C. 8 1129(a)(7)(A)(ii), the Bankruptcy Court mg confirm a plan of
reorganization only if each class of creditors wilteceive under the proposed plan an
amount that is not less than such creditors wouldeaceive if the debtor were
liquidated under a chapter 7 bankruptcy case. Fochapter 7 cases, 11 U.S.C. §
723(c) provides that, if both a limited partnershipand its general partner have filed
for bankruptcy protection, as is the case of ET Halings and ET Power, then the
trustee of the limited partnership would have a clan against the estate of the
general partner for the full amount of all claims d the creditors of the limited
partnership. The Plan is structured to recognizesch a claim and therefore comply
with the confirmation requirements of the Bankruptcy Code, with the net effect of
somewhat increasing percentage recoveries on Clairagainst ET Power, while

ET Power is a Delaware limited partnership rathan a corporation. Accordingly, it does not
have a Board of Directors and is controlled bysdke general partner, ET Holdings. Likewise,
after the Effective Date, ET Power will not havgadtwn Board of Directors; all actions to be taken
by the Plan Administrator on behalf of ET Powert thilnerwise would require board approval
would need to be authorized by the Board of Dinectd ET Holdings, acting as ET Power’s sole
general partner.



concomitantly reducing percentage recoveries on Clas asserted solely against ET
Holdings. Under the Plan, holders of Unsecured Cims against ET Power, ET

Holdings, ESV and Quantum will notbe paid in full and, accordingly, such holders
will not receive Pendency Interest.

D. Summary of Creditor Recoveries

The following chart summarizes the proposed distrims under the Plan:

APPROXIMATE
PERCENTAGE
RECOVERY
DEBTORS’ RANGES BASED ON
ESTIMATES OF THE DEBTORS’
TYPE OF CLAIM ALLOWED ESTIMATES OF
CLASS OR INTEREST CLAIMS © ALLOWED CLAIMS
Unclassified Administrative Claims| $3,100,000 100%
Unclassified Fee Claims $2,400,000 100%
Unclassified Priority Tax Claims $150,000 100%
1 Secured Claims $25,000,000 100% (reinstatement or
pay in full)
2 Priority Claims $0 100%
3 General Unsecured $90,000,000 100% of Allowed
Claims against ET Gas Claim plus Pendency
Interest
4 General Unsecured $1,000 100% of Allowed
Claims against ET Claim plus Pendency
Investments Interest

Generally, the aggregate Claims asserted aghmfdebtors exceed the total amount of Allowed
Claims estimated by the Debtors because, among tiings, certain Claims: (a) were filed after
the Bar Date; (b) were filed in duplicate; (c) wstperseded by subsequent amendments to
previously filed Claims; (d) may allege an obligatiof an entity other than the Debtors; (e) may
assert contingent Claims against the Debtors; &) include postpetition interest and other
disallowed amounts; (g) may be invalid or subjecsetoff or recoupment; or (h) are being
resolved as part of settlement agreements thah éine process of being documented and
presented to the Bankruptcy Court for approvidHEREFORE, THE ACTUAL

AGGREGATE AMOUNT OF ALLOWED CLAIMS STILL MAY DIFFER

SIGNIFICANTLY FROM THE DEBTORS’ ESTIMATES.

Pendency Interest is calculated at the fededgment rate as of the Petition Date, 1.08%.



APPROXIMATE
PERCENTAGE
RECOVERY
DEBTORS’ RANGES BASED ON
ESTIMATES OF THE DEBTORS’
TYPE OF CLAIM ALLOWED ESTIMATES OF
CLASS OR INTEREST CLAIMS 8 ALLOWED CLAIMS
5 General Unsecured See section 11.G.9.c See section 11.G.9.¢
Claims against ET
Holdings
6 General Unsecured See section 11.G.9.c See section 11.G.9.¢
Claims against ET
Power
7 General Unsecured $23,000,000 7%
Claims against ESV
8 General Unsecured $6,400,000 None
Claims against
Quantum
9 Subordinated Claims $0 None
10 Interests in ET Gas N/A N/A
11 Interests in ET N/A N/A
Investments
12 Interests in ET N/A N/A
Holdings, ET Power,
ESV and Quantum

The outcome of the Tolling Arbitrations (definedsection 11.G.9.c hereof) likely
will be the single most decisive factor in deterimgnthe percentage recoveries to
creditors of ET Power (Class 6) and ET HoldingsagSI5). If the Debtors prevail
entirely in the Tolling Arbitrations, then the pentage recovery for holders of Allowed
Class 5 Claims likely will range from 90% to 100%dahe percentage recovery for
holders of Allowed Class 6 Claims also likely wiinge from 90% to 100%.
Conversely, if the Debtors are entirely unsuccessfthe Tolling Arbitrations, then the
percentage recovery for holders of Allowed Clagdd&ms likely will range from 25% to
30% and the percentage recovery for holders ofwidlb Class 6 Claims likely will range
from 35% to 45%. For a more complete discussiamefTolling Arbitrations, please
refer to section I1.G.9.c hereof.

ARTICLE II.



BACKGROUND ON CERTAIN EVENTS LEADING TO, AND CERTAI N KEY
DEVELOPMENTS DURING, THE CHAPTER 11 CASES

A. NEGT

The Debtors are beneficially owned by NEGT. NEGAaswncorporated
on December 18, 1998 as a wholly owned subsidiafBGRE Corporation. As a result
of NEGT’s emergence from bankruptcy and the caatieti of its common stock, PG&E
Corporation is no longer NEGT’s parent corporatiblfEGT is a holding company, and
has operated its businesses only through its wioeltyed subsidiaries. Prior to the
Petition Date, NEGT’s principal lines of businessrevgas transmission, power
generation and wholesale energy marketing andngadi

In its gas transmission business segment, NEGT owopeerated and
developed natural gas pipeline facilities. On Haby 24, 2004, NEGT and certain of its
non-debtor subsidiaries entered into a stock pwelgreement with TransCanada
Corporation, TransCanada Pipeline USA Ltd. and §€amada American Investments
Ltd. (collectively, “TransCanada”), whereby the tpes agreed that all of the issued and
outstanding shares of Gas Transmission NorthwegidCation would be sold to
TransCanada American Investments Ltd. for a taiakieration of approximately $1.7
billion. By order dated May 13, 2004, the BanknypCourt approved the sale of
NEGT's interests in its gas transmission businesgansCanada. The sale was
consummated on November 1, 2004.

In addition, in November 2003, NEGT initiated a quatitive sale process
for its portfolio of ownership interests in certa@ifectric generation assets and operafions
(the “IPP Portfolio Sale”). By order dated Augast 2004, the Bankruptcy Court
approved the procedures governing the sale prodgsswuction was held on September
14, 2004 pursuant to the approved bidding procedared GS Power Holding Il LLC
emerged as the winning bidder. In an order daggde®nber 23, 2004, the Bankruptcy
Court approved the IPP Portfolio Sale to GS Powadidg Il LLC, a wholly owned
subsidiary of The Goldman Sachs Group, Inc., fgregate consideration of $656
million, subject to certain post-closing adjustnsenthe IPP Portfolio Sale is expected to
close during the first quarter of 2005.

By order dated May 3, 2004, the Bankruptcy Coupraped NEGT'’s
third amended plan of reorganization (the “NEGTnPJa The NEGT Plan became
effective on October 29, 2004.

8 National Energy Power Company, LLC, f/k/a PG&En@rmating Power Group, LLC (“NEGT
Power”) and National Energy Generating Company, lar€ direct wholly owned subsidiaries of
NEGT Energy Company, LLC, f/k/a PG&E Generating @amy, LLC. Plains End, LLC
(“Plains End”) is an indirect wholly owned subsigiaf NEGT Energy. Madison Windpower
LLC (“Madison”), is an indirect wholly owned subgdy of NEGT Energy. All of the issued and
outstanding equity interests of each of NEGT PoRé&ins End and Madison comprise the “IPP
Portfolio” referred to herein.



B. The ET Debtors

The ET Debtors’ Businesses

For a period of time ending prior to the Petitioat®, the ET Debtors
engaged in the marketing and trading of electec&rgy, capacity and ancillary services,
fuel and fuel services (such as gas pipeline tramafon and storage), emission credits
and other energy related products through varioaikets across North America,
including the over-the-counter and futures markdtise ET Debtors’ energy marketing
and trading operations managed the supply of farelaind the sale of electric output
from, NEGT-owned and controlled merchant generditiagities, in addition to engaging
in trading for its own account. The ET Debtoroasaluated and implemented
structured transactions, including managementidd frarty energy assets, tolling
arrangements, management of the requirements oégafgd customer load through full
requirement contracts, restructured independeneppvoducer contracts, and the
purchase and sale of gas transportation. In tbensehalf of 2002, NEGT elected to
wind down its energy trading and marketing operetioln mid-2003, certain of the
trading related services that were provided in suppf NEGT’s independent power
producers and its merchant facilities were movesdide the ET Holdings company
structure and placed directly in the power generabusiness segment. Since that time,
the activities of the ET Debtors have been limitethose necessary to complete the
wind-down of their operations, including terminatiof energy trading contracts and
other agreements, reconciliation of claims, anditigtion of their assets. Certain claims
running between the ET Debtors and USGen NE haee bettled as part of a Mutual
Release agreement approved by the Bankruptcy C8&essection 11.G.6 hereof.

Tolling Contracts

Prior to the Petition Date, the ET Debtors entenéal various tolling
contracts (the “Tolling Agreements”). Pursuantite Tolling Agreements, the ET
Debtors have the right, but not the obligationprtovide fuel to a generating facility and
then to take the electricity generated therebyexichange for the right to use the facility
to convert its fuel into electricity, the ET Deldqgraid the facility owner a predetermined
fee — a tolling fee — on a periodic basis. Thellebtors were therefore able to: (i)
operate the facility using their own fuel; and @gntrol the related electricity
generation output without incurring the capital emxpe of owning the generating
facility.

Trading Contracts

In the ordinary course of business, the ET Delxdtss entered into
various physical commodity forward contracts andvagive contracts (collectively, the
“Trading Contracts”). The physical commodity cautis provided for the delivery or
receipt of energy commodities. As a general matienivative contracts are financial
contracts whose values are based on, or “derived,fthe price of a traditional security
such as a stock or bond, an asset such as a cotgpastinterest rate, or a market index.
In the case of energy derivatives, the financialtiacts typically are based on an index



price of an energy commodity or the comparativéediince between two indices based
on energy commodities. The ET Debtors’ businessss, by their nature, sensitive to
fluctuations in energy and energy-related commesliirices, interest rates and foreign
currency exchange rates. The ET Debtors entetedlarivative contracts to reduce the
risks associated with such fluctuations. Derivatentracts can take a number of
different forms, including futures contracts, sveamtracts, option contracts or
combinations of the foregoing.

In certain circumstances, the ET Debtors’ counteigmto the Trading
Contracts required that the ET Debtors’ performastdegations under the Trading
Contracts be secured by NEGT guarantees, casheralldetters of credit or pledges of
certain of the ET Debtors’ assets to the countéypainere the Debtors’ obligations to the
counterparty under outstanding Trading Contracteeded a predetermined threshold.

C. The Quantum Debtors

Quantum

Quantum was incorporated on March 21, 1994 andwsawholly owned
indirect subsidiary of NEGT. Quantum is a holdamgmpany, which owns and manages
two subsidiaries: (i) ESV; and (ii) Barakat & Chaanlain, Inc. Quantum has few
creditors and no significant assets, other thamigsest in its subsidiaries, which, as of
June 30, 2003, had a negative value. In conneutittnthe Quantum Debtors’ chapter
11 filing, the Company (defined below) determinkedttit would be best to liquidate
Quantum’s business through a chapter 11 filingcs&ant to the Plan, Quantum will be
dissolved as of the Effective Date.

ESV

ESV was formed in April of 200@o manage the residual assets and
liabilities remaining after Quantum Ventures, ES®isrent parent, agreed to sell the
stock of PG&E Energy Services Corporation (“Enesgyvices”), and much of Energy
Services's business (principally that portion inaog retail gas and electricity
commodities) to Enron Energy Marketing Corp. (“Bmnijo An additional part of the
Energy Services business (principally its “valuded! business, which focused on the
construction and maintenance of energy-relatedpeaemt) was subsequently sold to
Chevron USA, Inc. (together with the sale to Enttbe, “Energy Services Sales”).
Specifically, ESV was formed to assume the remgicntracts (the “Remaining
Contracts”) not conveyed in the Energy ServicegsSahd to provide transition services
related to the Energy Services Sales.

The Remaining Contracts consisted of contracts twithwineries in
California, the Robert Mondavi Corporation (“Mondawand Canandaigua Wine

9 ESV was then known as PG&E Energy Services, ldr@, became PG&E Energy Services, Inc.

in July 2000. On October 2, 2003, its name wasigbd to Energy Services Ventures, Inc.
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Company, Inc. f/k/a Canandaigua West, Inc. (“Caaaguh”). These contracts provided
that ESV was to construct, operatgintain and supply power to the substations fer th
wineries. The substations reduced incoming voltagelower voltage usable by the
wineries. This process allowed Mondavi and Canignudeto benefit from the lower
prices charged for higher-voltage deliveries. Oly 29, 2003, ESV filed a motion to
reject the Remaining Contracts, which motion wazayed by the Bankruptcy Court at
the August 27, 2004 omnibus hearing.

Barakat & Chamberlain, Inc.

In June 1997, Energy Services acquired BarakaCdnasnberlain, Inc.
(“BCI"), a consulting firm (the “BCI Purchase”). @, a non-debtor subsidiary of
Quantum, is currently inactive. In connection witle BCI Purchase, BCl issued certain
promissory notes to BCI's former shareholders (B@l Notes”) and agreed to pay
interest on deferred compensation obligations exwegth through May 2007. The BCI
Notes and deferred compensation obligations abe f@aid in full in June 2007. BCI'’s
rights and obligations under the BCI Notes and mlefecompensation agreements were
assigned to ESV? ESV defaulted on the BCI Notes. Claims agair&V Eelating to the
BCI Notes total $2,946,206.80.

D. Summary of Prepetition Indebtedness

Certain of the ET Debtors are parties to a letteredit agreement, dated
as of November 13, 1998, with JP Morgan Chase Bark The Chase Manhattan Bank
(the “JP Morgan Chase Facility”), in the face amoofr$35 million!* Additionally,
certain of the ET Debtors are parties to a lett@redit agreement, dated as of November
13, 1998, with the Bank of Montreal (the “Bank obMreal Facility”), in the face
amount of $19 milliort?

The Debtors are not party to any bank credit faediand are not
borrowers or guarantors under any bond or notersss.

E. Certain Events Leading to the Debtors’ Chapter 11 Hings

In 2002, energy markets experienced several sggmfiadverse changes,
including:

e Contractions and instability of energy markets;

10 PG&E Corporation guaranteed these obligations.

1 Currently, the total amount outstanding underdfeMorgan Chase Facility is $9.4 million.

12 The total amount outstanding under the Bank ohtvizal Facility remains at $19 million.
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¢ A significant decline in generation margins (ordspspreads”)
caused by excess supply and reduced demand inregishs of
the United States;

e Loss of confidence in energy companies due to asaeé scrutiny
by regulators, elected officials and investors assalt of a
number of financial scandals unrelated to the Ebtors; and

e Significant financial distress and liquidity probsie among market
participants.

NEGT and its subsidiaries (collectively, the “Compg were
significantly impacted by these adverse chang@9@?. By the second half of 2002,
most of the Company’s debt instruments, which rerded investment grade credit
ratings, were downgraded to below investment gratieg. The downgrade had an
immediate adverse affect on the ET Debtors. Asexidconsequence of the downgrade,
many contract counterparties demanded cash callatesecure the ET Debtors’
contingent obligations thereunder. Meanwhile,dbengrade also limited the ET
Debtors’ access to the cash necessary to meetd¢btateral calls. Moreover, the
widespread and well-publicized collapse of the gpérading industry eliminated any
real hope that the ET Debtors’ trading operationsilal become profitable in the
foreseeable future.

Beginning in 2002, the Company attempted to resireats debt
obligations and other commitments. The Companglsbto sell or transfer certain
assets, and to reduce significantly energy tradperations in an ongoing effort to raise
cash and reduce debit.

F. The Debtors’ Boards of Directors

The following individuals currently sit on eachtbe ET Debtors’ Boards
of Directors: (i) Robert W. Barron, President otleaf the ET Debtors; and (ii) Sanford
L. Hartman, Vice President, General Counsel andstess Secretary of each of the ET
Debtors®® The following individuals currently sit on Quantis Board of Directors: (i)
P. Chrisman Iribe, President of Quantum; and @nf8rd L. Hartman, Vice President
and Assistant Secretary of Quantum. The follownividuals currently sit on ESV’s
Board of Directors: (i) P. Chrisman Iribe, PresidehESV; (ii) John C. Barpoulis, Vice
President and Treasurer of ESV; and (iii) Sanfariartman, Vice President and
Assistant Secretary of ESV.

G. Overview of the Chapter 11 Cases

13 Although ET Power does not have its own officamd directors, all actions are taken through its

sole general partner, ET Holdings.
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On July 8, 2003, NEGT and each of the ET Debtdes fa voluntary
chapter 11 petition with the Bankruptcy Court. Theantum Debtors each filed a
chapter 11 petition in the Bankruptcy Court on 2y 2003. The chapter 11 cases of
NEGT, the ET Debtors and the Quantum Debtors wensalidated for procedural
purposes only and are being jointly administer€de Debtors have continued in
possession of their properties and in the manageofi¢heir businesses as debtors in
possession.

1. The ET Committee

On July 17, 2003, the United States Trustee foridgke§our (Greenbelt
Office) (the “United States Trustee”) appointedraerim official committee of
unsecured creditors in the ET Debtors’ cdée$he ET Committee is comprised of the
following members: (i) CL Power Sales Ten, LLC cacterparty to a Trading Contract;
(i) Ira Block, a former ET employee; and (iii) Sbaven Power, LLC, a counterparty to
a Tolling Agreement. Pursuant to a letter agredrdated December 10, 2003, counsel
to the ET Committee agreed to not disclose to tTh&€Bmmittee any material identified
by the ET Debtors as “sensitive settlement inforamétwithout prior approval from the
ET Debtors. In addition, counsel to the ET Comeaithgreed not to share confidential
information with a specific member of the ET Contegtwhen the information in
guestion relates to an asserted or unasserted lslaomagainst such member.

2. First Day Pleadings and Orders

The Debtors obtained critical “first day” relief &tlow the Debtors’
businesses to continue to the extent necessaiguidate their assets efficiently.
Motions, applications and other pleadings filedlsy Debtors in furtherance of this goal
and approved by the Bankruptcy Court included thiewing:*

First Day Affidavit. The Debtors filed an affidavit of John C. Barpsul
the Vice President and Treasurer of NEGT and th®E&ftors, that summarized the
Debtors’ history, the circumstances that precipdahe chapter 11 filings and the
justification for the relief sought in the othersti-day pleadings.

Cash Management Motiorin the absence of special relief from the
Bankruptcy Court, under applicable provisions @& bankruptcy laws, the Debtors
would have been required to transfer all of thastcto new bank accounts that the
Debtors would have been required to establishnaatk all checks sent by the Debtors

14 On the same date, separate official creditorsirodtees were appointed: (a) for NEGT; and (b) in

the separately administered chapter 11 case of O8{Ee On August 4, 2003, the United States
Trustee, in accordance with the Bankruptcy Couir'sctive, also appointed an official
noteholders’ committee in the NEGT case.
15 Although the “first day” papers were filed pritrthe filing of the Quantum Debtors’ chapter 11
petitions, by order dated August 7, 2003, the Baptay Court made certain “first day” papers
applicable to the Quantum Debtors.
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with the legend “debtor-in-possession.” In additithe Debtors would have been
required to maintain their liquid assets only ic@mts supported by a bond, or backed
by the full faith and credit of the United Statds.large chapter 11 cases, compliance
with these rules generally is expensive and/or aoficable, and does not advance each
respective rule’s underlying purpose. Accordingihe Debtors obtained the Bankruptcy
Court’s authorization to maintain the Debtors’ paakruptcy cash management
practices and investment policy, subject to thetbrsbobligation to strictly delineate
between pre- and post-Petition Date transactiodatigations.

Employee Motion.In order to maintain the uninterrupted operatbn
their businesses, minimize administrative expeasésmaintain employee morale, the
Debtors obtained authority from the Bankruptcy Gooircontinue, uninterrupted, their
pre-petition personnel policies and payroll progedupursuant to which the Debtors pay
various employer-affiliates for the services pr@ddy such affiliates’ employees.

Retention Applications.The Debtors obtained orders of the Bankruptcy
Court authorizing them to retain attorneys, accantstand financial advisors.

Ordinary Course Professionals Motiom addition to the professionals
referred to above, the Debtors have other profaatsdo perform discrete functions not
directly related to the chapter 11 cases, andfarelativelyde minimisfees (“Ordinary
Course Professionals”). Rather than burden thé&Bg@icy Court and the Ordinary
Course Professionals by requiring full-scale retenépplications, the Debtors obtained
approval of a streamlined procedure that is comgneniployed in the Bankruptcy Court
with respect to Ordinary Course Professionals.

Interim Compensation MotionConsistent with local procedure, the
Debtors obtained approval of interim compensatimtgdures for professionals which,
in general, allow professionals to bill and recgrayment on a monthly basis, subject to
a “holdback” that is not released to the profesai®uintil the approval of interim fee
applications, which are filed with the Bankruptcguet three times per calendar year.

Retention of Bankruptcy Services, LL@n cases the size of the Debtors’,
the Bankruptcy Court generally will require the Dl to retain an outside claims agent
to administer and process the filing of claims agathe Debtors. Often, the same claims
agent also assists in the transmission of notweseditors and other parties in interest.
Accordingly, the Debtors received authority to mret@ankruptcy Services, LLC as their
claims and notice agent.

3. Change of Name and Corporate Logo

Prior to and in anticipation of the commencemerthefr respective
chapter 11 cases, the Company began a procesmpfate separation from PG&E
Corporation. As part of this separation process)esof the Debtors sought to remove
references to “PG&E” from their names and makeatemther modifications to their
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names in connection therewith.The name changes signified the beginning of a new
stage for the Company and its employees and beaanmportant step in announcing
the Company’s intention to separate formally amgghly from PG&E Corporation. After
the approval of each of the Debtors’ respectivadmaf directors, the Debtors filed a
motion, pursuant to section 105(a) of the Bankrny@ode, seeking an order from the
Bankruptcy Court authorizing the Debtors to chatinggdr respective names and
logotypes, and modify case captions accordingly. G@tober 2, 2003, the motion was
granted.

4. Key Employee Retention Plans

On or about August 19, 2003, the ET Debtors and &5I€E filed a
motion to approve an amended and restated retepiiaon(the “Initial Retention Plan”)
to provide a retention bonus for eligible employpegorming services for the ET
Debtors, NEGT or USGen NE if they remain employeoughout the restructuring of
the respective Debtor, NEGT or USGen NE, as appkcaThe Court approved the
Initial Retention Plan on September 25, 2003.

Pursuant to the Initial Retention Plan, eligiblepéoyees are entitled to
receive a bonus (“Bonus”), and an additional 15% %% of the Bonus depending on
when the effective date of the chapter 11 planHerentity for which the employee
provides services occurs, provided that his/herleyapent continues through certain
specified payment dates. Assuming all eligible yges are terminated, the ET
Debtors’ maximum liability will be approximately $00,000.

In June 2004, the Company determined that additi@b@ntion incentives
were needed to retain and motivate key employiemsgmployees who are crucial to the
wind down and sale of the Company’s business lindstordingly, the Company
created the NEGT Services Company, LLC Key Empldyetention Plan (the “NEGT
Services Retention Plan”), which applies to, amotigrs, six key employees of NEGT
Services Company, LLC ("NEGT Services”) who areical to the successful liquidation
of the ET Debtors. The NEGT Services Retentiom Pl@vides for both guaranteed and
discretionary bonuses for such employees. In daratated July 23, 2004, this Court
authorized the ET Debtors to reimburse NEGT Sesvioe payments made on behalf of
the ET Debtors pursuant to the NEGT Services Rieteflan:’ Assuming all eligible
employees remain until their expected terminatiates, the ET Debtors’ maximum
liability under the NEGT Services Retention Plaapgroximately $550,000.

16 Quantum Ventures does not have “PG&E” in its name therefore did not make any changes

thereto.
1 On July 15, 2004, NEGT also filed a motion to @we its Phase 1l Key Employee Retention
Plan, which provides for bonuses for employees angoassisting with the wind down and sale of
the gas pipelines and the independent power prosludene motion was granted by the
Bankruptcy Court on September 7, 2004.
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5. Prepetition Tax Sharing Agreement with PG&E Corporation and
Related Settlement Agreements

Since its formation in 1998, NEGT and its subsidsrincluding the
Debtors (other than ET Power, which is not a taepayhave been included in the
consolidated tax return of PG&E Corporation. Fentain of the years before 2001,
PG&E Corporation made payments to NEGT commenswrigitethe tax savings
achieved through the incorporation of NEGT'’s losmed tax credits in PG&E
Corporation’s consolidated federal tax return forde years. Intax year 2001, NEGT
paid to PG&E Corporation the amount of its fed¢aal liability.

NEGT contended that the foregoing arrangementsr@documentation
pursuant to which they were implemented gave asantenforceable tax sharing
agreement between PG&E Corporation and NEGT gikisegto significant claims
against PG&E Corporation. PG&E Corporation vigaigudisputed NEGT's allegations.
On November 12, 2002, PG&E Corporation notified NE® PG&E Corporation’s
position that to the extent that a tax sharing egent existed and had not been
terminated previously, it was terminated effeciimenediately. On December 24, 2002,
NEGT sent a letter to PG&E Corporation reservingights against PG&E Corporation
with respect to such tax sharing agreement.

In August 2003, NEGT commenced Adversary ProceeNmg03-1249
(the “Tax Litigation”) against PG&E CorporatioOn April 22, 2004, the United States
District Court for the District of Maryland (the Btrict Court”) withdrew the reference
of the Tax Litigation. On August 30, 2004, NEGIedi a motion to approve a settlement
agreement with PG&E Corporation respecting, amdhgrahings, the Tax Litigation
(the "NEGT/PG&E Corporation Settlement”). In amer dated September 23, 2004, the
Bankruptcy Court approved the NEGT/PG&E Corporatattlement.

In connection with the NEGT/PG&E Corporation Settént, the Debtors
and NEGT entered into a settlement agreement regavdrious tax matters and claims
related thereto (the “Liquidating Debtors/NEGT fattent”). In an order dated October
8, 2004, the Bankruptcy Court approved the LiqurdpDebtors/NEGT Settlement. A
summary of the key terms of the Liquidating DebfdESGT Settlement is as follows:

o From and after the Effective Date of the NEGT Pthar,Debtors (other
than ET Power) will be a part of NEGT’s consoliahtax group;

. In settlement of all claims between and among tebtdrs and NEGT
arising prior to the Petition Date, and relatethi® recognition of tax
benefits or burdens generated by, or the use ddttabutes of, the
Debtors, the respective Debtors and NEGT shallgeize the claims in
the amounts set forth in the Liquidating DebtorsBNESettlement, and
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subject to any rights of recoupment or offset, stleims shall be allowed
as general unsecured claims in the applicable Dshtbapter 11 cas¥;

For all periods beginning on and following the Beti Date, the Debtors
shall have no claims against NEGT related to tleegrition of tax
benefits or burdens generated by, or the use ddttakutes of, the
Debtors;

For all periods beginning on and following the Reti Date, NEGT shall
have no claims against the Debtors related togbegnition of tax
benefits or burdens generated by, or the use ddttabutes of, the
Debtors;

The Debtors shall each be separately liable foraadyall income taxes
that are due and payable: (i) separately by anly satity and for which
tax returns are filed in the name of such entity éi) by any unitary or
other combined group which consists solely of somall of the Debtors;

The Debtors will execute the mutual release witl&E®&orporation;

NEGT is entitled to retain all amounts recoverearfPG&E Corporation
in connection with the NEGT/PG&E Corporation Settent for the
benefit of NEGT’s creditors;

NEGT shall satisfy that certain note (the “Hold Glmte”) dated
September 30, 2001 by and between NEGT and NEGTgE@ompany,
LLC (“NEGT Energy”) in the form of an equity corthtion to NEGT
Energy and NEGT will waive all rights of recoverythvrespect to such
note;

Neither Enterprises nor NEGT shall challenge thewm validity or
priority of that certain note by and between PG&tideprises, Inc. n/k/a
NEGT Enterprises, Inc. and USGen Power Servicés, i/k/a NEGT
Energy Trading - Power, L.P., and Enterprises conHiits existing
payment obligation under, and the continued enéditigy of, the
Enterprise Note;

NEGT shall have an allowed general unsecured dcagainst ET Gas in
the amount of $37,541,293%n account of claims arising under certain

18

19

The settlement of claims under the Liquidatindfoes/NEGT Settlement was incorporated into a
subsequent intercompany settlement agreementsesgien 11.G.6.

This amount was initially listed as $38,779,781he Liquidating Debtors/NEGT Settlement,
however, a revised number of $37,541,293.09 wawatiely incorporated into the subsequent
intercompany settlement agreement.
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letters of credit issued for the benefit of ET GgsJP Morgan Chase Bank
(“Chase”) pursuant to that certain Amended and &egtCredit
Agreement dated August 22, 2001; provideowevey that NEGT shall

not recover more from ET Gas than any amount dgtpald to Chase (or
any party succeeding to Chase’s claim) in conneatiibh such letters of
credit;

o NEGT shall have an allowed general unsecured cgainst ET Power in
the amount of $34,784,5%%n account of claims arising under certain
letters of credit issued for the benefit of ET Polwg Chase pursuant to
that certain Amended and Restated Credit Agreenset]d August 22,
2001 between NEGT and Chase; provideaiveverthat NEGT shall not
recover more from ET Power than any amount actyeeligl to Chase (or
any party succeeding to Chase’s claim) in conneatiibh such letters of
credit; and

. NEGT shall have an allowed general unsecured caainst each of the
ET Debtors, other than ET Investments, in the arhofiany actual
payment made by NEGT to Chase (or any party sucogéa Chase’s
claim) in connection with that certain $35,000,@0€dit agreement, dated
as of November 13, 1998, among NEGT Energy Tradi@gs
Corporation, NEGT Energy Trading, Canada CorponatMEGT Energy
Trading Power Holdings Corporation, NEGT Energydiing - Power,
L.P. and The Chase Manhattan Bank (now known asodgiv Chase
Bank), as amended, modified or supplemented; pealvitbwevey that
NEGT shall not recover more, in the aggregate, fedmtever source,
than any amount actually paid by NEGT to Chaseafgrparty
succeeding to Chase’s claim).

6. Claims Resolution

The Bankruptcy Court fixed January 9, 2004, addkedate for filing
claims against the Debtors (the “Bar Date”). Tdtaltamount of timely filed asserted
claims against the ET Debtors, excluding claimani§, by certain insiders and certain
intercompany claimants not required to file claiomsor before the Bar Date, is
approximately $1,150,389,760. The total amouriinoély filed asserted claims against
the Quantum Debtors, excluding claims, if any, bstain insiders and certain
intercompany claimants not required to file claiomsor before the Bar Date, is
approximately $18,505,377.45. The Debtors arbémprocess of reviewing and
objecting to various claims. In July 2004, the eb filed their first set of omnibus
objections pursuant to which they have objectedittate-filed claims; (ii) unsupported
claims; (iii) duplicative claims; and (iv) claimged against the wrong legal entity.

0 This amount was initially listed as $34,777,884he Liquidating Debtors/NEGT Settlement,
however, a revised number of $34,784,535 was uléipéncorporated into the subsequent
intercompany settlement agreement.
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Pursuant to various orders dated October 27, 268Court expunged 19 claims filed
against the Debtors. In addition, the Debtors Héeeé various individual objections to
claims filed in these cases. Certain of thoseatigies have been sustained, while others
have been consensually resolved or remain pendihg.Debtors continue to review
claims filed in these cases and will file additibobjections at such time as they deem
appropriate.

Intercompany Claims

The Debtors, NEGT, USGen NE (collectively, the ‘ihdited Debtors”),
and NEGT’s non-Debtor subsidiaries that were nquired to file proofs of claim in
advance of the Bar Date (the “Controlled Subs”)éhanumber of intercompany claims
running between and among them which in the ag¢gegéals hundreds of millions of
dollars. In order to resolve prepetition obligasdetween the Controlled Subs, the
Affiliated Debtors filed a motion, pursuant to Banftcy Code sections 502 and 363 and
Bankruptcy Rule 9019, which: (i) proposed a setdetrior the majority of intercompany
claims; and (ii) requested that a bar date beossehe filing of certain intercompany
claims (the “Original 9019 Motion”). By order dadtdune 18, 2004, the intercompany
bar date was set at July 27, 2004 and the settlgmoetion of the motion was adjourned
until a later hearing date. In light of variousrdlpments in these cases, the Debtors
determined that the settlements set forth in thgical 9019 Motion needed to be
substantially modified. Accordingly, the AffiliadeDebtors withdrew the Original 9019
Motion. The Debtors and NEGT subsequently filedaion to approve a revised
settlement respecting intercompany claims (the §&/9019 Motion”) which did not
cover claims filed by or against USGen NE. Thasew settlement incorporated the
claims allowed under prior settlements, including Liquidating Debtors/NEGT
Settlement. By Order dated December 20, 2004B#mkruptcy Court approved the
Revised 9019 Motion.

One of the intercompany claims allowed under tlteeoapproving the
Revised 9019 Motion is a claim for $175,458,921HdyHoldings against ET Power (the
“Holdings Claim”). As discussed in section I.C, Pdwer’s creditors have claims
against ET Holdings equal to the amount of claigeresst ET Power by virtue of ET
Holdings’s status as general partner of ET Power ‘(Partnership Claim”). The Debtors
and the ET Committee have agreed that the Holdgsn and the Partnership Claim
should be offset against each other in determitheggross amount of the claim to be
asserted against ET Holdings on behalf of the tweslof ET Power. This offset
accounts for the deduction of $175,458,921 conthinghe definition of “Pro Rata” in
section 1.60 of the Plan.

On July 3, 2003, USGen NE and ET Power enteredamutual release
agreement (the “Mutual Release”), pursuant to whhehrespective claims of USGen NE
and ET Power under: (i) the master electric agregimetween USGen NE and ET
Power; and (ii) the series of master contractsyamsto which USGen NE and ET
Power would buy and sell various commodities, wertted out and reduced to a sum
certain. By order dated May 13, 2004, the Banlay@ourt approved the Mutual
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Release and granted ET Power a general unsecaiedagainst USGen NE in the
amount of $81,886,746.

7. The Settlement Protocol

Recognizing the unique status of certain Tradingt@ats in the financial
and commodity markets (collectively, “Safe Harb@n@acts”), the Bankruptcy Code
now contains certain so-called “safe harbor” primrs (contained in sections 555, 556,
559 and 560 thereof) regarding such Trading Cotgiacwhich a debtor in possession is
a party. These provisions generally permit nontaletounterparties to Safe Harbor
Contracts to exercise certain rights and remedéeg@nerally available to other contract
counterparties in a bankruptcy case. Among thi&‘sarbor” rights and protections
under the Bankruptcy Code are provisions thatallayv the non-debtor party to
terminate, liquidate and apply collateral held ural&afe Harbor Contract upon a
bankruptcy of the other party, notwithstanding mecB65(e)(1) of the Bankruptcy Code;
(b) protect prepetition payments made under a Bafbor Contract by the debtor to the
non-debtor party from the avoidance powers of stéi or debtor in possession except in
particular cases of actual intent to defraud otheditors; and (c) permit the non-debtor
party to set off mutual debts and claims agairstgbtor under a Safe Harbor Contract
without the need to obtain relief from the automatay, so long as such Safe Harbor
Contracts allow for such setdff.

By order dated November 17, 2003, the BankruptoyrCauthorized and
approved specified procedures for the settlemeitading Contract termination claims
(the “Settlement Protocol”). Pursuant to the 8etiént Protocol, the ET Debtors advise
the ET Committee of potential settlement agreemeittscounterparties relating to
termination payments owed under Trading Contra€te Settlement Protocol requires
that, prior to entering into any such settlememeament, the ET Debtors submit such
proposed settlement agreement to the ET Comnfittdde ET Committee has ten (10)
business days to approve or disapprove the settieme

If the ET Committee approves a particular propassttiement or does not
disapprove it in writing during the ten-businesg-gariod, the ET Debtors file a notice
of the settlement with the Court (the “Settlementibk”). If a net payment is due the
ET Debtors under a particular proposed settlenserety payment is collected by the ET
Debtors and the appropriate releases are entdaxednmong the ET Debtors and the
counterparty. If a net payment is doemthe ET Debtors, no payment is made
immediately (exclusive of any portion of such claimat first arose postpetition), but the
counterparty may have a liquidated claim in th@alchmount of any such net payment
payable to such counterparty.

A These provisions are contained in sections 36&(h)7) and (17); 546(e), (f) and (g);
548(d)(2)(B),(C), and (D); 553(e)(1); 555, 556, &8l 560 of the Bankruptcy Code.

= If NEGT has exposure under a Trading Contraet @ guaranty or other obligation), the ET

Debtors also submit the proposed settlement toffieal committee in the NEGT case as well.
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8. Mediation Protocol

On December 3, 2003, the ET Debtors filed a matoapprove
procedures (the “Mediation Protocol”) for the meidia of disputes arising under, among
other things, the Trading Contracts and the Tollkggeements (collectively, the “ET
Agreements”). The Mediation Protocol was approvg®rder dated January 7, 2004.
Under the Mediation Protocol, objections to claensl adversary proceeding®
lawsuits filed in the Bankruptcy Court) arising @ndhe ET Agreements are stayed for a
period of time so that the parties may attempitwsensually resolve their disputes with
the aid of a court-approved mediator. To the eddGT has exposure with respect to
any trading guarantees, it may participate in treslidtion Protocol.

9. Tolling Agreement Disputes

As of the Petition Date, ET Power was the non-ovpaety to three
separate Tolling Agreements (sksicle I1.B above) with the following parties:)(i
Liberty Electric Power, LLC (“Liberty”); (ii) SoutAven Power, LLC (“Southaven”); and
(iif) Caledonia Generating, LLC (“Caledonia”). TdeeTolling Agreements were long-
term contracts, with terms varying from approxinhafib to 25 years. The tolling fee
paid by ET Power to each plant owner was fixed gpetified by contract, subject to an
escalation clause tied in part to inflation. Gitka expected growth in demand for
electricity in the long term, the Tolling Agreementere projected to be profitable for
the ET Debtors in later years. In the short tdrawever, a decline in electricity demand
and prices, coupled with an increase in fuel prioesde the Tolling Agreements
unprofitable or otherwise not useful to ET Pow&he monthly payments under the
Tolling Agreements represented an enormous drath@icash flow of the ET Debtors.
On the Petition Date, the Debtors filed a motiongject the Tolling Agreements, which
motion was approved by the Bankruptcy Court by rdiated August 4, 2003 and
August 6, 2003.

a. Liberty

ET Power and Liberty entered into a Tolling Agreainghe “Liberty
Agreement”) on or about April 14, 2000. Under tiigerty Agreement, ET Power had
the right but not the obligation to call on the a$¢he generating facilityi.e., provide
fuel to the plant and take the resultant electriaitd capacity). In exchange, ET Power
was obligated under the Liberty Agreement to makatimly payments, or tolling fees,
based on a contractually-based pricing formula.gBgrantee dated February 6, 2001,
Gas Transmission Northwest Corporation (“GTNC”)eai NEGT’s non-debtor
subsidiaries, guaranteed ET Power’s obligation®utite Liberty Agreement. In
addition, by guarantee dated February 6, 2001, NBI&d guaranteed ET Power’s
obligations under the Liberty Agreement. As natbdve, the Bankruptcy Court
approved the Debtors’ motion to reject the Libekgreement.

In a letter dated July 30, 2003, Liberty stated &k Power owed Liberty
$176,770,704 for the forward value of the Libertgréement, plus certain additional
amounts, as a termination payment for the rejeafdhe Liberty Agreement. In
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addition, on September 11, 2003, Liberty filed tsuits against GTNC in the United
States District Court in Texas. In the first suiberty seeks GTNC’s payment of $140
million under the guarantee associated with Lidsnyrported rejection damages. In
the second suit, Liberty seeks $5.4 million fromN&Tunder the Liberty guarantee
related to tolling payments that ET Power allegddiled to make prior to ET Power’s
bankruptcy filing.

On September 23, 2003, ET Power provided Liberti ws calculation of
the termination payment. Also on September 233280 Power, NEGT and GTNC
filed an adversary proceeding (the “Adversary Pedagg”) against Liberty, seeking
declaratory relief, injunctive relief and damagesi Liberty for failure to make
payments under the Liberty Agreement.

The Bankruptcy Court subsequently ruled that:t@yould refer the
Adversary Proceeding to mandatory mediation, aatidhring such mediation period the
Adversary Proceeding would be staybdi (ii) if the mediation failed, the dispute would
proceed to arbitration pursuant to the terms oliberty Agreement. The parties did not
reach a settlement during the mediation and cuyran¢ arbitrating the dispute.

On October 15, 2004, the parties submitted theasé&ball arbitration”
offers? Liberty’s baseball arbitration offer was $167.#lion and ET Power’s baseball
arbitration offer was $78 million. The hearingsk@lace in November and December
2004. Revised offers were submitted to the atitaingpanel at the close of the hearings.
Liberty’s revised baseball arbitration offer wagpapximately $145 million and ET
Power’s revised baseball arbitration offer was agpnately $95 million. The parties
expect that the dispute will be resolved sometinomeng the first quarter of 2005.

b. Southaven/Caledonia

ET Power entered into separate Tolling Agreemerabectively, the
“Agreements”) with Southaven and Caledonia, datedfalune 1, 2000 and September
20, 2000, respectively. Pursuant to the Agreem@&usthaven and Caledonia were to
deliver and sell to ET Power, and ET Power wasutalpase, all of the electrical
capacity, ancillary services, fuel conversion ssggiand various other products from
electric generating facilities in Mississippi. NE@Quaranteed ET Power’s obligations
under the Agreements.

On November 12, 2002, ET Power notified Southaveh@aledonia of
an event of default as a result of their failuren®et certain requirements respecting the
ability of the facility to inject output into thepplicable control area. ET Power
contended that Southaven and Caledonia were neta@lslure their defaults within the
period specified in the Agreements and, accordingtyebruary 4, 2003, ET Power
provided notice to Southaven and Caledonia otitsitnation of the Agreements.

= In a baseball arbitration, each party, prioth® arbitration, submits a proposed award amount to

the arbitrator. The arbitrator must then choose afithe proposed offers as the final award.
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On February 7, 2003, Southaven and Caledonia ¢iredrgency petitions
against ET Power in the Circuit Court for Montgosn@ounty, Maryland (the “State
Court Action”) to compel arbitration or, in theealbative, for a temporary restraining
order. On March 3, 2003, Southaven and Caleddsteireed an order requiring ET
Power to continue to perform its obligations unitier Agreements. ET Power filed an
appeal and, on March 24, 2003, ET Power commentatladion proceedings against
Southaven and Caledonia. The arbitration and thee £ourt Action were stayed as of
the Petition Date.

The Agreements provide for damages in the eventatérial breachi.g.,
a termination payment), subject to a $500 milliap.c Determination of the termination
payment is based on a formula that takes into at@uaumber of factors, including such
market conditions as the price of power and theepof fuel. Because of changes in
market conditions over time, it is difficult to misely quantify the amount of any
potential termination payment.

On August 26, 2004, ET Power and NEGT filed a motmapprove a
stipulation with Southaven and Caledonia (the “ihgliStipulation”), pursuant to which
the parties agreed to proceed to arbitration it resolve the tolling disputes. In an
order dated September 27, 2004, the Bankruptcyt@pproved the Tolling Stipulation.
Arbitrators have been selected, and the initialh@waring conference has been scheduled
for February 22, 2005.

C. Impact on Creditor Recoveries

The outcome of the arbitrations against Libertyyt8aven and Caledonia
(collectively, the “Tolling Arbitrations”) likely wil be the single most decisive factor in
determining the percentage recoveries to credabET Power (Class 6) and ET
Holdings (Class 5). As noted above, the Libertyteator will select one of the parties’
baseball arbitration offers. The Southaven an@@aiia arbitrations will not be
structured as baseball arbitrations and, accorglitige arbitrators will be free to make
their own determinations as to the amount of dama@®uthaven filed a proof of claim
against ET Power in the amount of $500 million.le@ania filed an unliquidated proof
of claim against ET Power. The Debtors vigorouslgtest these claims and believe that
they do not owe any damages to Southaven or Caked&mong other things, the
Debtors believe that Southaven and Caledonia beekttie agreements well before the
commencement of the Chapter 11 Cases and, therdferagreements were validly
terminated by ET Power prior to the Petition Dabrie to the sensitive nature of the
ongoing litigation and the importance of maintaghoonfidentiality of the Debtors’
internal litigation analyses, the Debtors cannotjate any prediction regarding the likely
outcomes of the arbitrations with Southaven aneé@aiia.

If the Debtors prevail entirely in the Tolling Atkations {.e., ET Power’s
baseball arbitration offer is selected and the Isagn/Caledonia arbitrators determine
that Southaven and Caledonia are not entitled teadas), then the percentage recovery
for holders of Allowed Class 5 Claims likely wikhmge from 90% to 100% and the
percentage recovery for holders of Allowed Clagdd&@ms likely will range from 90% to
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100%. Conversely, if the Debtors are entirely wesgsful in the Tolling Arbitrations
(i.e. Liberty’s baseball arbitration offer is selectst the Southaven/Caledonia
arbitrators determine that ET Power must satiséyasserted clairfisin full), then the
percentage recovery for holders of Allowed Clagdd&ms likely will range from 25% to
30% and the percentage recovery for holders ofwdlb Class 6 Claims likely will range
from 35% to 45%.

10. Employee Litigation

Six former employees of ET Holdings have contestainins pending
against ET Holdings for bonus payments allegedby tthem. These six employees are:
Judith Tanselle, Matthew Vincent, Matthew Schweidetam Hoffman, Adam Mirick
and Benoit Vallieres. In each case, ET Holdings denied that the former employees
are entitled to any additional bonus payments.r Bbthe former employees (Tanselle,
Hoffman, Mirick and Vallieres) also have made claifor deferred compensation. The
underlying deferred compensation claims are notested, but entitlement to any
additional damages under the Maryland Wage Pay/wetrs contested.

Three of the six former employees, Tanselle, Vihesgd Schwieder, are
pursuing their claims as part of a single cas@éénQircuit Court for Montgomery
County, Maryland.Tanselle v. PG&E Energy Trading Holdings, Corpakt Civil
Docket No. 242876-V (the “State Court Action”). i$ltase had been removed to the
United States Bankruptcy Court for the DistrictMédryland, but was remanded to state
court in February 2004. The other three formerlegges, Hoffman, Mirick and
Vallieres, filed separate proofs of claim in therland bankruptcy court after that court
stayed their state court claimk re: National Energy & Gas Transmission, Inck(#
PG&E National Energy Group, Inc.), et gjointly administered under Docket No. 03-
30459 (PM) (the “Bankruptcy Court Action®.

The three former employees’ claims proceeding énState Court
Action, and Hoffman’s claim proceeding in the Bamcy Court Action are in the midst
of discovery. Mirick’s and Vallieres’ claims werecently consolidated with Hoffman’s
claim, yet no additional discovery on their respectlaims has yet begun.

11. FERC Proceedings

On July 25, 2001, the Federal Energy Regulatory @msion (“FERC”)
ordered that refunds may be due from sellers, taeUET Power, who engaged in sales

24 As noted above, Caledonia filed an unliquidatetht For purposes of this discussion, the

Debtors assumed that Caledonia’s asserted cl&®08 million (the amount of the cap under the
agreement).
5 A seventh former employee recently filed a lateadment to a proof of claim against ET
Holdings in which he asserts that he, too, is lectito additional bonus payments. ET Holdings
intends to object to this claim on numerous grounds
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transactions of power in the California spot maskegtween October 2, 2000 and June
20, 2001 (the “Refund Period”San Diego Gas & Electric Co. v. Sellers of Energg a
Ancillary Services into Markets Operated by theifdahia Independent System Operator
and the California Power Exchange, et, @&bocket No. EL00-95 (the “California Refund
Proceeding”). In the proceeding, FERC establishatethodology based on mitigated
market clearing prices to determine what refunds@ayments were due for the Refund
Period resulting from power sales at market pribas exceed prices determined by
FERC in the California Refund Proceeding.

A FERC Administrative Law Judge (“ALJ”) held heaggand, on
December 12, 2002, issued proposed findings reggréifunds. The ALJ’s proposed
findings suggested that ET Power owed net refundise California Independent System
Operator Corporation (the “ISO”) of $9,558,304 (exiing interest) but is owed
$6,042,977 net (excluding interest) by the Calif@fower Exchange Corporation (the
“PX).

On March 26, 2003, FERC adopted the ALJ’s propdisetings of fact in
large part. FERC largely affirmed the ALJ’s dears{(including allowing parties to
offset amounts due to and due from each of thed&®PX), with one notable exception:
FERC adopted its staff's recommendation on the@ppate natural gas price element of
the market mitigation methodology used in partétednine just and reasonable power
prices, which generally decreases the mitigateketgrices that the ALJ determined.
Therefore, refunds owed by ET Power for power stdbe 1ISO and PX likely will
increase. FERC deferred determining the final amt®awed and owing until after it
made its final decisions on requests for reheairits March 26, 2003 order.

On October 16, 2003, FERC issued an order on refgeaffirming the
March 26, 2003 order in large part and directirgyI®O and the PX to re-run the
settlements and submit the results to FERC witikim ihonths. The October 16, 2003
and subsequent orders reiterated that sellerhawk an opportunity to demonstrate that
their overall costs would not be recovered usimggrttarket mitigated prices and that the
revised refund therefore would result in losing eyon their sales to the ISO/PX. The
ISO has since advised FERC that the filing on wlveowhat to whom will not be
provided until February 2005. A joint motion wasd on October 21, 2004 requesting
an expedited schedule for clarification of the ddstg issue. Parties, including ET
Power, have filed comments on the proper cost magomethodology. Multiple parties
have filed petitions for review of orders issuedhis proceeding in the Ninth Circuit
Court of Appeals, which currently are pending.

A separate (but similar) proceeding relating tcepaial refund liability for
spot power sales in the Pacific Northwest durireggriod December 25, 2000 through
June 25, 2001 also was brought at FERC (the “Raddirthwest Refund Proceeding”).
Puget Sound Energy, Inc. v. All Jurisdictional 8ejlDocket No. EL01-10. ET Power
engaged in some sales covered by the proceedihgnhlune 25, 2003, FERC issued an
order denying refunds and terminating the matténout further proceedings. Multiple
parties have filed petitions for review of ordegsued in this proceeding in the Ninth
Circuit Court of Appeals, which currently are pemgli
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The Ninth Circuit Court of Appeals also recentlyezbsed the appeal of
FERC'’s decision not to impose refunds for the peduRd Period (January 1, 2000 to
June 20, 2001) based on certain parties’ allegaddao file transaction-specific data for
power sales to the ISO, PX, and CDWR/CEFS#ate of California ex rel. Bill Lockyer
Docket No. EL02-71. In its order issued Septenth@004, the Ninth Circuit did not
order refunds, but remanded the case to FERCHeiiuad proceeding to consider
remedial options. ET Power made power sales t¢80¢ PX and CDWR/CERS during
the referenced time period.

FERC Investigations

On February 13, 2002, FERC directed its staff tadewt an investigation
to determine whether any entity manipulated shenatprices for electric energy or
natural gas in the West, or otherwise influencedlegale electric prices in the West.
Fact Finding Investigation of Potential Manipulati@f Electric and Natural Gas Prices,
Docket No. PA02-2. FERC staff issued humerous dagaests relating to various power
trading strategies, including activities engagebyrEnron entities alleged to have
constituted manipulative behavior. ET Power tinrelyponded to FERC’s data requests.

In addition, on November 20, 2002, FERC authorizbdlesale sellers of
electricity in California and in the Pacific Nortleat to conduct additional discovery into
alleged market manipulation by sellers during tlestern power crisis of 2000 and 2001.
The massive discovery which ensued became knowhredd 00 Days of Discovery.”

The discovery period ended on February 28, 200BP&wer received and responded to
discovery requests. Certain parties filed suppteaialleged evidence of market
manipulation on March 3, 2003. ET Power and othkyd responses on March 20,
2003. FERC indicated in its March 26, 2003 Ortiat teview of the additional
allegations was ongoing, and that depending owtitéome of FERC'’s review, FERC
might initiate additional enforcement actions agaentities found to have engaged in
market manipulation.

12. California Actions

Snohomish

On July 15, 2002, ET Holdings was named (and kdered) in an action
filed by the Public Utility District No. 1 of Snolnash County (“Snohomish”)Pub. Util.
Dist. No. 1 of Snohomish County v. Dynegy Powerkigtang, et al. U.S. District Court
for the Central District of California, Case No.-8253. Snohomish alleged that the
defendants (numerous sellers of electricity) maaigad the deregulated California
electricity market. Snohomish sought, based ormouaregal theories (e,gstate
antitrust, and unfair and fraudulent business pres}, among other remedies,
disgorgement, restitution, injunctive relief, aneldle damages. Snohomish also claimed
that defendants failed to file their rates in adeawith FERC, which failure was
allegedly a violation of the Federal Power Act.

-26-



On August 28, 2002, the Judicial Panel on MultrasstLitigation entered
a conditional order transferring the Snohomish ¢agbe Southern District of California
before Judge Whaley. The panel determined tha®timlhomish case involved common
guestions of law and fact with the actions curgen#iptioned agn Re California
Wholesale Electricity Antitrust LitigatioéDL 1405. On September 12, 2002, all
defendants except one filed a motion to dismish8mish’s complaint based on the
filed-rate doctrine and federal preemption, anddtiner defendant filed a separate
motion to dismiss and to strike the complaint. @stober 11, 2002, the Judicial Panel
entered a final order transferring the Snohomiste ¢a the Southern District of
California before Judge Whaley. On January 7, 2008ge Whaley granted the
defendants’ motion to dismiss in the entirety. I$mish appealed to the Ninth Circuit
Court of Appeals. On September 10, 2004, the Nthtbuit Court of Appeals affirmed
the dismissal on the grounds that FERC has ex@yanisdiction over interstate sales of
wholesale electricity and continues to engage gulsgory activity. Pub. Util. Dist. No.
1 of Snohomish County v. Dynegy Power Mkts., Ma. 03-55191, 2004 WL 2021424
(9™ Cir. Sept. 10, 2004).

Millar

ET Power was named, along with multiple other deéerts, in a
proceeding brought by James A. Millar, individuadlyd on behalf of the general public
and as a representative taxpayer against energyjiengpand other unnamed sellers of
electricity in the California markets. Millar filethe complaintMillar v. Allegheny
Energy Supply, LLGZase No. 407 867 in San Francisco Superior Couay 13,
2002. In his complaint, Millar asserts that théedeants violated state laws against
unfair and fraudulent business practices by ergerito certain long-term energy
contracts with the California Department of WatesBurces. Millar claims that the
contracts were made under circumstances that egsimliexcessively high and unfair
prices and, as a result, refunds should be matietextent that the prices in the
contracts were excessive. In addition, Millar seemong other remedies, an order
enjoining enforcement of the allegedly unfair teransl conditions of the long-term
contracts, declaratory relief, and attorneys’ fe€ke litigation has recently been
remanded to state court and is still at the pad-tiage.

FERC previously dismissed the complaints involuimng long-term contracts that
comprise the subject matter of Millar's Complaiftublic Util. Comm’n v. Allegheny
Energy Supply Co., LLC, et aDocket No. EL02-60-000 ar@alifornia Elec. Oversight
Board v. Sellers of Energy and Capacity Under Ldiegm Contracts with the Calif.
Dep’t of Water ResourceBocket No. EL02-62-000. Appeals of the ordensently are
pending in the Ninth Circuit Court of Appeals.

California Wholesale Electricity Antitrust Litigai, MDL 1405

ET Power, and one or more of its affiliates, hagerbnamed, along with
multiple other defendants, in four putative classom lawsuits against generators,
marketers and other unnamed sellers of electriigialifornia markets. These cases are:
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(1) Pier 23 Restaurant v. PG& Energy Trading Holdings&, et al, removed on
February 26, 2001 to the United States Districtr€ddorthern District of California; (2)
Hendricks v. Dynegy Power Marketing, Inc., PG&E &jyeTrading Holding Corp., et

al., removed on December 20, 2000 , to the UniteceStatstrict Court, Southern
District of California; (3)Sweetwater Authority v. Dynegy Inc., PG&E Energgdimg
Holdings Corp., et aJ.removed on March 5, 2001, to the United Statestridt Court,
Southern District of California; and (8eople of the State of California ex rel. Herrera
v. Dynegy Power Marketing, Inc., PG&E Energy Traghioldings Corp., et al

removed on February 21, 2001, to the United Sfaistsict Court, Northern District of
California. The suits allege violation by the defants of state antitrust laws and state
laws against unfair and unlawful business practiCdsey seek, among other remedies,
disgorgement of alleged unlawful profits for saté®lectricity beginning around 1999 or
2000, restitution, injunctive relief, and attornefges. The cases were originally brought
in California state courts located in San Diego 8ad Francisco and following a series
of procedural rulings by various state and fedeoairts, they were assigned to Judge
Sammartino of the San Diego Superior Court.

In May, 2002, a number of other parties were naagedross-defendants
in this proceeding by a number of the defendaftse of these cross-defendants, British
Columbia Hydro, removed these actions to the fédksaict court for the Southern
District of California (Docket Nos. 02 CV 0990-RHW?2 CV 10001-RHW) on May 21,
2002. In September, the Court granted plaintifistion to remand as well as the cross-
defendants’ motion to dismiss the cross-compladrious of the defendants have
appealed the remand and dismissal orders in tleedkedourts. The actions have not yet
been returned to Judge Sammartino in state court.

The Debtors generally are confident in the mertheir defenses in the
various pending California and FERC proceedingsnilesd above. To the extent that
the Debtors are found liable for substantial sumsoinnection with those proceedings,
recoveries of general unsecured creditors of ETdP@nd ET Holdings may be reduced
by several percentage points.

ARTICLE IIl.

THE DEBTORS’ PLAN OF LIQUIDATION

THE FOLLOWING IS A SUMMARY OF CERTAIN PROVISIONS OFHE PLAN
AND IS QUALIFIED IN ITS ENTIRETY BY REFERENCE TO TH PLAN, A COPY
OF WHICH IS ANNEXED TO THE DISCLOSURE STATEMENT ASPPENDIX 1.
IN CERTAIN RESPECTS, THE PLAN DEALS WITH SOPHISTIOAD LEGAL
CONCEPTS. THEREFORE, YOU MAY WISH TO CONSULT WITEBOUNSEL
BEFORE VOTING ON THE PLAN.

A. Classification and Treatment of Claims and Interest
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Under the Plan, Claims are classified and treasediscussed below. For
ease of reference, estimates assume an Effectiveef@ahe Plan of January 1, 2005.
The actual Effective Date may vary from that date.

1. Administrative Claims (Unclassified)

Description. Administrative Claims are Claims that arose atter

Petition Date and were incurred during the Debtohnsipter 11 proceedings. The
Debtors estimate that on the Effective Date, Adsatrative Claims will aggregate
approximately $3,100,000, consisting primarily ppeoximately $550,000 for employee
retention payments, approximately $450,000 for e payments, and approximately
$2,100,000 for other administrative claims. Adztitally, the Debtors will remain
obligated to pay postpetition Claims incurred by Bebtors in the ordinary course of its
business.

Treatment.Each holder of an Allowed Administrative Claimatih
receive: (i) to the extent not already paid, Cashhe later of the Effective Date and the
first Business Day after the date that is thirt9)(8alendar days after the date on which
such Administrative Claim becomes an Allowed Adrsirative Claim in the full amount
of such Allowed Administrative Claim; (ii) to thexeent not yet due and payable,
payment in accordance with the terms and conditdrise particular transaction giving
rise to the Administrative Claim; (iii) to the extesuch Claims are Administrative
Claims of the United States Trustee for fees pumstea28 U.S.C. § 1930(a)(6), Cash in
accordance with the applicable schedule for paymokstich fees; or (iv) treatment on
such other terms as may be mutually agreed upamiiimg between the holder of such
Allowed Administrative Claim and the relevant Dabtorior to the Effective Date, or the
Plan Administrator, on or after the Effective Daiegvided, howeverthat interim and/or
final payment of Allowed Administrative Claims apped by the Bankruptcy Court shall
be paid at the time of and in accordance with ®ehkruptcy Court approval.

Administrative Bar Date.Under the Plan, requests for payment of
Administrative Claims that have arisen or will aria the period from the Petition Date
through the Effective Date, inclusive, must bedind served pursuant to the procedures
set forth in the Confirmation Order and/or noti¢entry of the Confirmation Order, no
later than forty-five (45) days after the Effectivate (unless an earlier date is set by the
Bankruptcy Court). No Administrative Claim requastd be filed for the allowance of
any: (a) Fee Claims; or (b) fees of the Unitede&ddirustee arising under 28 U.S.C. §
1930. Any Entities that are required to but faifite such an Administrative Claim
request on or before the Administrative Bar Dataldie forever barred from asserting
such Administrative Claim against the Debtors, ltlgpiidating Debtors, or the Plan
Administrator or any of their respective propedifjcers, or directors and the holder
thereof shall be enjoined from commencing or cantig any action, employment of
process or act to collect, offset or recover sudmiistrative Claim.

2. Fee Claims (Unclassified)
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Description. A Fee Claim is any Claim against the Debtors of a
professional person employed under section 327108 bf the Bankruptcy Code or of an
indenture trustee seeking compensation or reimmaseof expenses by the Bankruptcy
Court in accordance with sections 328, 330 and3drd the Bankruptcy Code, and/or
which is entitled to priority pursuant to sectiddpb)(2), 503(b)(3)(F), 503(b)(4) or
503(b)(5) of the Bankruptcy Code. The Debtorsneste that on the Effective Date, Fee
Claims will aggregate approximately $2,400,000.

Treatment. Each holder of an Allowed Fee Claim shall recgimeCash,
to the extent not already paid, the amounts allolyethe Bankruptcy Court: (a) on or as
soon as practicable following the date upon whighBankruptcy Court order allowing
such Allowed Fee Claim is issued; or (b) upon soitier terms as may be mutually
agreed upon between the holder of such Allowed@®ain on one hand, and the
relevant Debtors on the other hand. Any and atigmrequesting allowance and/or
payment of a Fee Claim for any period ending ohejore the Effective Date must file
and serve final applications therefor no later tfaaty-five (45) days after the Effective
Date.

3. Priority Tax Claims (Unclassified)

Description. A Priority Tax Claim is any unsecured Claim, e extent
entitled to priority in payment under section 5Q@aof the Bankruptcy Code. The
Debtors project that the Priority Tax Claims wiipgoximate $150,000.

Treatment.On the later of the Effective Date or as sooreasonably
practicable thereafter and thirty (30) Businessalyer the date on which a Priority Tax
Claim becomes an Allowed Claim, such Claim shalpagl in full, in Cashprovided,
howevey that each Debtor shall have the option, exertaésaon written notice to the
relevant Priority Tax Claim holder sent prior te tBffective Date, to pay any Priority
Tax Claim over a period not longer than six (6)rgdeom the date of assessment of the
applicable tax, with interest on the unpaid porpp@ayable annually in arrears at the rate
of interest ordered by the Bankruptcy Court (oreagdrto by the holder of the Claim and
the relevant Debtor).

4, Class 1 - Secured Claims (Impaired)

Description. A Secured Claim is any Claim, or portion theresfserted
against any of the Debtors to the extent sucnctainstitutes a secured Claim pursuant
to sections 506 or 1111(b) of the Bankruptcy Co@&ass 1 consists of all Secured
Claims, with each such Claim secured by differatfiateral to be a separate subclass for
voting and distribution purposes. The Debtorsgubfhat the Secured Claims will
approximate $25,000,000.

Voting. Class 1 Claims are Impaired under the Plan atitleghto vote to
accept or reject the Plan.

Treatment. At the election of the Debtors or the Plan Admirator, as
applicable, on or before the later of the EffeciDage or as soon as reasonably
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practicable thereafter and thirty (30) Business ©ayer the date on which a Class 1
Claim becomes an Allowed Claim, such Claim shalsagsfied in full by either:

(i)

(ii)

(iii)

reinstating the Claim, that is, leaving unadgithe legal, equitable,
and contractual rights respecting such Claim iroeance with
section 1124 of the Bankruptcy Code, including) ¢Aring all

pre- and post-petition defaults other than defaelating to the
insolvency or financial condition of the Debtorsitsrstatus as a
debtor under the Bankruptcy Code; and (B) reinsgetine maturity
date of the Claim;

paying such Claim in full, in Cash, in an anmbequal to such
Allowed Class 1 Claim on the Effective Date or asrsas
reasonably practicable thereafter; or

transferring title to the property securingch Allowed Class 1
Claim to the holder of such Claim. Within thirtyQ) days after
mailing by the Plan Administrator of notice of thkection of this
option (iii), the holder of an Allowed Class 1 Gtashall be
entitled to amend in writing or file a proof of sfafor any
unsecured deficiency Claim respecting such Clammhg extent
such holder has recourse to a Debtor respectingGlass 1
Claim, and provided the holder has timely filedrag of claim
respecting such Class 1 Claim or whose Class IrGhas listed
in the Schedules as nondisputed, noncontingentliguidated).
To the extent, if any, allowed, such deficiencyralghall be
treated in Class 3, Class 4, Class 5, Class 6assCl, as
appropriate.

5. Class 2 - Priority Claims (Unimpaired)

Description. A Priority Claim is any Claim to the extent eled to
priority in payment pursuant to section 507(a)Bjhe Bankruptcy Code, other than an
Administrative Claim, a Fee Claim, or a PriorityXT@laim. Class 2 consists of Priority
Claims against the Debtors. Class 2 is not ImpaifEhe Debtors estimate that Allowed
Class 2 Claims will aggregate $0.

Voting. Class 2 Claims are Unimpaired and conclusivedgpmed to
accept the Plan. For this reason, Class 2 Claimaa entitled to vote on the Plan.

Treatment.On the later of the Effective Date or as sooreasonably
practicable thereafter and thirty (30) days afterdate on which a Class 2 Claim
becomes an Allowed Claim, such Claim shall be paidll in Cash.

6. Class 3 - General Unsecured Claims against ET Galsnpaired for
Voting Purposes)
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Description. A General Unsecured Claim is any Claim against th
Debtors, other than a Secured Claim, Administratiieam, Fee Claim, Priority Claim,
Priority Tax Claim or Subordinated Claim. Classoditains all General Unsecured
Claims against ET Gas. Class 3 is Impaired. Tébt@rs estimate that aggregate
Allowed Class 3 Claims will aggregate approximat®,000,000.

Voting. Class 3 Claims are treated as Impaired unddPltdreand are
being provided the opportunity to vote to acceptepect the Plan. However, the Debtors
believe that, under applicable law, Class 3 Cldik&dy are not Impaired under the Plan.
Accordingly, in the event that Class 3 votes tectfhe Plan, the Debtors reserve the
right to contend that such Class is Unimpairedthatl therefore, Class 3 should be
deemed to have accepted the Plan.

Treatment.On the later of the Effective Date or as sooreasonably
practicable thereafter and thirty (30) Business©ayer the date on which a Class 3
Claim becomes an Allowed Class 3 Claim, in fultlsetent, satisfaction, and payment of
all Allowed Class 3 Claims, each holder of an AlemhClass 3 Claim shall receive Cash
in an amount equal to one hundred (100) perceits éfilowed Class 3 Claim plus
Pendency Interest (1.08p&r annumrunning between the Petition Date and the
Effective Date).

7. Class 4 - General Unsecured Claims against ET Inviesents
(Impaired for Voting Purposes)

Description. Class 4 contains all General Unsecured ClaimmagaT
Investments. Class 4 is Impaired. The Debtoimest that aggregate Allowed Class 4
Claims will aggregate approximately $1,000.

Voting. Class 4 Claims are treated as Impaired unddrldreand are
being provided the opportunity to vote to acceptepect the Plan. However, the Debtors
believe that, under applicable law, Class 4 Cldikedy are not Impaired under the Plan.
Accordingly, in the event that Class 4 votes tectfhe Plan, the Debtors reserve the
right to contend that such Class is Unimpairedthatl therefore, Class 4 should be
deemed to have accepted the Plan.

Treatment.On the later of the Effective Date or as sooreasonably
practicable thereafter and thirty (30) Businessayer the date on which a Class 4
Claim becomes an Allowed Class 4 Claim, in fultlsetent, satisfaction, and payment of
all Allowed Class 4 Claims, each holder of an AlemhClass 4 Claim shall receive Cash
in an amount equal to one hundred (100) perceits éfilowed Class 4 Claim plus
Pendency Interest (1.08p&r annumrunning between the Petition Date and the
Effective Date).

8. Class 5 - General Unsecured Claims against ET Holalys (Impaired)

Description. Class 5 contains all General Unsecured ClaimssgaT
Holdings. Class 5 is Impaired. The Debtors esentlaat aggregate Allowed Class 5
Claims will aggregate approximately $350,000,00@]&sive of claims arising as a result
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of ET Holdings’s status as a general partner oP6Wer, or on account of any Claims
arising from guaranties by ET Holdings of obligasocof ET Power.

Voting. Class 5 Claims are Impaired under the Plan atitleghto vote to
accept or reject the Plan.

Treatment.On the later of each Distribution Date or as sasmeasonably
practicable thereafter and thirty (30) Businessayer the date on which a Class 5
Claim becomes an Allowed Class 5 Claim, in fultlsetent, satisfaction, and payment of
all Allowed Class 5 General Unsecured Claims, daattier of an Allowed Class 5 Claim
shall receive its Pro Rata share of Class 5 Avil@ash.

9. Class 6 - General Unsecured Claims against ET Pow@mpaired)

Description. Class 6 contains all General Unsecured ClaimmagaT
Power. Class 6 is Impaired. The Debtors estitgteaggregate Allowed Class 6
Claims will aggregate approximately $345,000,00@]esive of any claims for damages
under the Tolling Agreements. Seection 11.G.9.c.

Voting. Class 6 Claims are Impaired under the Plan atitleghto vote to
accept or reject the Plan.

Treatment.On the later of each Distribution Date or as sasmeasonably
practicable thereafter and thirty (30) Businessayer the date on which a Class 6
Claim becomes an Allowed Class 6 Claim, in fultlsetent, satisfaction, and payment of
all Allowed Class 6 General Unsecured Claims, daattier of an Allowed Class 6 Claim
shall receive its Pro Rata share of Class 6 Avil@lash, as well as its corresponding
ratable share of the Remaining Available Class $hCa

10. Class 7 - General Unsecured Claims against ESV (Iraped)

Description. Class 7 contains all General Unsecured ClaimssgaSV.
Class 7 is Impaired. The Debtors estimate thateggge Allowed Class 7 Claims will
aggregate approximately $23,000,000.

Voting. Class 7 Claims are Impaired under the Plan atitleghto vote to
accept or reject the Plan.

Treatment.On the later of each Distribution Date or as sasmeasonably
practicable thereafter and thirty (30) Businessayer the date on which a Class 7
Claim becomes an Allowed Class 7 Claim, in fultlsetent, satisfaction, and payment of
all Allowed Class 7 General Unsecured Claims, deattier of an Allowed Class 7 Claim
shall receive its Pro Rata share of Class 7 Avil@ash.

11. Class 8 - General Unsecured Claims against Quantutmmpaired)
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Description. Class 8 contains all General Unsecured Claimmsaga
Quantum. Class 8 is Impaired. The Debtors esértatt aggregate Allowed Class 8
Claims will aggregate $6,400,000.

Voting. Class 8 Claims are Impaired under the Plan anthdd to reject
the Plan. For this reason, holders of Class 8@ are not entitled to vote on the Plan.

Treatment. Holders of Class 8 Claims shall receive no distion under
the Plan.

12. Class 9 - Subordinated Claims (Impaired)

Description. A Subordinated Claim is a Claim asserted againgtof the
Debtors subject to subordination pursuant to sed@fl0 of the Bankruptcy Code. The
Debtors estimate that Allowed Class 9 Claims wgljeegate $0.

Voting. Class 9 Claims are Impaired under the Plan anthdd to reject
the Plan. For this reason, holders of Class @ are not entitled to vote on the Plan.

Treatment. Holders of Class 9 Claims shall receive no distion under
the Plan.

13. Class 10 - Interests in ET Gas (Impaired)
Description. Class 10 consists of all Interests in ET Gas.

Voting. As ET Holdings, a Debtor and a proponent of tlaa Hs the
holder of all Interests in ET Gas, Class 10 is degtto accept the Plan.

Treatment.Holders of Class 10 Interests shall receive EHEE3
Available Cash remaining after all Class 3 Allow@dims have been paid in full with
Pendency Interest under the Plan and all Disputatin€ in Class 3 have been reserved
for. Such Interests shall be retained until thesdliution of the respective Liquidating
Debtors in accordance with the terms of the Plapnuvhich dissolution the respective
Interests shall be deemed canceled.

14, Class 11 - Interests in ET Investments (Impaired)
Description. Class 11 consists of all Interests in ET Investisie

Voting. As ET Holdings, a Debtor and a proponent of tlaa Hs the
holder of all Interests in ET Investments, Classsldeemed to accept the Plan.

Treatment.Holders of Class 11 Interests shall receive EHEE 4
Available Cash remaining after all Class 4 Allow@dims have been paid in full with
Pendency Interest under the Plan and all DisputatinS in Class 4 have been reserved
for. Such Interests shall be retained until thesdliution of the respective Liquidating
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Debtors in accordance with the terms of the Plapnuvhich dissolution the respective
Interests shall be deemed canceled.

15. Class 12 - Interests in ET Holdings, ET Power, ES¥nd Quantum
(Impaired)

Description. Class 12 consists of Interests in ET Holdings A6Wwer,
Quantum, and ESV.

Voting. Class 12 Claims are Impaired and deemed to leeeted the
Plan. For this reason, holders of Class 12 Inte@® not entitled to vote on the Plan

Treatment. Subject to section 8.5 of the Plan, holders @s€I12 Interests
shall receive no distribution under the Plan. Simtérests shall be retained until the
dissolution of the respective Liquidating Debtors@accordance with the terms of the
Plan, upon which dissolution the respective Intsresll be canceled.

B. Means of Plan Implementation
1. Dissolution of Quantum.

Prior to the Effective Date, Quantum shall file equiate certificates of
dissolution with the appropriate governmental aritles under applicable law. Any
assets of Quantum in existence as of the Effe@ate shall be distributed in accordance
with the rules of absolute priority.

2. Funding

The funds to be distributed pursuant to the Plahtha Debtors’ ongoing
capital expenditure and working capital needs galihe from the Debtors’ existing cash
reserves. As of July 31, 2004, the cash balaresaich of the Debtors were as follows:
(i) $207,715,000 for ET Holdings; (i) $62,908,0f0 ET Gas>° (iii) $82,966,000 for
ET Power; (iv) $31,000 for ET Investments; (v) $0 Quantum; and (vi) $1,883,484.22
for ESV.

3. Directors and Officers

Immediately prior to the Effective Date, the authgmpower and
incumbency of the persons then acting as direetodsofficers of the Debtors shall be
terminated and such directors and officers shatldemed to have resigned.

4, Post-Effective Date Management of the Liquidating Bbtors.

% ET Gas's current cash balance is less than tleiannequired to fulfill its payment obligations

under the Plan. However, ET Gas also has an AtloBlaim against ET Holdings that will result
in a cash recovery to ET Gas sufficient to makéehap shortfall._Se@lanSection 8.1.
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On the Effective Date, each of the Boards of Doestvill be comprised
of: (i) the ET Director; and (ii) the Committee Bator. The ET Director and the
Committee Director may be removed from office bg anthe sole and absolute
discretion of the stockholders of the respectivel¥ebtors (in the case of the ET
Director) or the ET Committee (in the case of tlwernittee Director). A resulting
vacancy shall be filled by a replacement directected by the stockholders of the
respective ET Debtors (in the case of the ET Dogair by the ET Committee (in the
case of the Committee Director).

5. Quorum and Voting.

The presence of both the ET Director and the CotemDirector shall
constitute a quorum for the transaction of busimeskany action by any of the Boards of
Directors shall require the unanimous vote or cohegboth directors. In the event that
the ET Director and the Committee Director are lméd agree upon and approve a
particular action, they shall attempt to resolve dieadlock in the following manner: (i)
the two directors shall use all reasonable, goat &forts to select, as expeditiously as
possible, a Third-Party Expert; and (ii) the Thirdrty Expert shall, at the expense of the
Liquidating Debtors, take such time and make sdidrts as are necessary and
appropriate in his or her judgment to understaedtioposed action under consideration
and make a recommendation in resolution of theldekd Any such recommendation
shall be made in writing and shall set forth thesmns therefor. Each of the directors
shall vote for or against the proposed action baseslich recommendation, except that:
(x) the applicable Board of Directors, by the umamiis vote or consent of the ET
Director and the Committee Director, may decidaregjdaking the proposed action,
notwithstanding such recommendation by the ThirdyP&axpert; and (y) the ET Director
or the Committee Director shall not be requiregravide any such vote if such director
believes, after consultation with counsel, thahsuate could authorize actions not
consistent with applicable law or could constitaiteiolation of the fiduciary duties of
such director. In such event, the ET Directother Committee Director, as the case may
be, may decide against authorizing the proposedraciThe Third-Party Expert shall not
under any circumstances be deemed to be a direfctioe Liquidating Debtors but, for
purposes of assisting in the resolution of the biekd shall make a recommendation that
he or she believes to be in the best interestseokiquidating Debtors and appropriate
for action by the applicable Board of Directorgkimg into account the provisions of the
Plan and applicable law.

6. Board Approval Required for Certain Transactions.

Unless otherwise ordered by the Bankruptcy Cohet Liquidating
Debtors shall not satisfy, settle or consent toall®vance of any Designated Disputed
Claim by a creditor against a Liquidating Debtolass the satisfaction, settlement or
allowance of such Designated Disputed Claim shalkerbeen approved by the applicable
Board of Directors.

7. The Plan Administrator
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The Plan Administrator shall at all times servéhatdirection of the
Boards of Directors and in accordance with the seofrthe Plan. Without limiting the
foregoing, the Plan Administrator shall have thienary duties of:

0] negotiating settlements with creditors;
(i) compromising or settling all Claims;

(i) making all Distributions of Cash pursuantttee Plan to holders of
Allowed Claims entitled to receive Cash under tt@nPsubject to
approval of the applicable Board of Directors;

(iv)  objecting to Claims;
(v) investing cash in a reasonable and prudent Brann

(vi)  entering into any agreement or executing angutnent required
by or consistent with the Plan and perform allhef Liquidating
Debtors’ obligations thereunder;

(vii)  purchasing or creating and carrying all iresuce policies and
paying all insurance premiums and costs it deerogssary or
advisable;

(viii)  prosecuting Avoidance Actions;
(ix)  implementing and/or enforcing all provisionitbe Plan;

x) at a time to be determined by the Boards oé€&lwors, causing the
dissolution of the Liquidating Debtors and seelkemgyy of a final
decree of the Bankruptcy Court closing the ChapleCases;

(xi)  advising the Boards of Directors with regaodhe foregoing; and

(xii)  taking and performing such other actions dnties as are
necessary or appropriate to implement the Plarupntdo its
terms and the terms of the Confirmation Order.

8. Resignation, Death or Removal of Plan Administrator

The Plan Administrator may resign at any time sctijje the terms and
conditions of the Plan Administrator Agreement.eTihitial Plan Administrator shall
serve for the term indicated in the Plan AdministréA\greement. The Plan
Administrator may be removed from office with ortlut cause by the Boards of
Directors, subject to the terms of the Plan Adntiater Agreement. Following
completion of the initial Plan Administrator’s terr in the event of the death,
resignation, or removal of the Plan Administratwattoccurs prior to the dissolution of
the Liquidating Debtors pursuant to the Plan, tbar8s of Directors shall appoint a new
Plan Administrator. The appointment of the sucoeB$an Administrator (or any
successor thereto) shall be subject to approviddleoBankruptcy Court, and shall be on
terms and conditions to be approved by the Bankyu@burt. No successor Plan
Administrator hereunder shall in any event havelaylity or responsibility for the acts
or omissions of any of his or her predecessors.
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9. Retention and Enforcement of Causes of Action

Except as expressly provided in the Plan, on tleck¥e Date, the
Debtors’ rights in respect of existing and potdroidance Actions shall be preserved
and become property of the Liquidating Debtors. tinEffective Date, the Liquidating
Debtors shall be authorized and empowered to coroenand prosecute any and all
causes of action that could have been assertdielydbtors.All Avoidance Actions
shall survive confirmation and the commencement oprosecution of avoidance
actions shall not be barred or limited by any estopel, whether judicial, equitable, or
otherwise.

No later than twenty (20) days before the commemreceraf the
Confirmation Hearing, the Debtors will file withéBankruptcy Court a schedule of
potential parties that may be subject to Avoidaficgons, specifically excluding parties
already subject to such actions as of such date.

10. Post-Confirmation Role of the ET Committee

As of the Effective Date, the duties of the ET Cattee shall terminate
except as to: (i) any appeal or motion for recomsition of the Confirmation Order; (ii)
objections to Fee Claims; and (iii) the removatled Committee Director and the
appointment of a replacement Committee Director.

The ET Committees’ professionals shall receive ftbemET Debtors
reasonable compensation for their services. Piistitve Date fees and expenses of the
ET Committees’ professionals (reasonably incurredonnection with the ET
Committees’ limited post-Effective Date functionssdribed in the immediately
preceding paragraph) shall be paid by the ET Dsl#nd need not be approved by the
Bankruptcy Court unless objected to by the ET Desbto

11. Procedures for Distributions Under the Plan

All distributions of Cash pursuant to the Plan Ehalmade by the Plan
Administrator or a duly appointed disbursing agerthe holders of Allowed Claims
entitled to receive Cash under the Plan. All dstions of Cash under the Plan may be
made either by check or by wire transfer, at thioopof the Plan Administrator or, if
applicable, the disbursing agent. Except as otiserprovided in the Plan, all
distributions of Cash shall be made on the lateéhefEffective Date (or, in the case of
Available Cash, on the Initial Distribution Dateda@ach subsequent Distribution Date)
or the Business Day which is thirty (30) days after date upon which such Claim
becomes an Allowed Claim, or as soon thereaftpradicable.

All distributions of Cash pursuant to the Plan Ehalmade by the Plan
Administrator or a duly appointed disbursing agerthe holders of Allowed Claims
entitled to receive Cash under the Plan. All dstirons of Cash under the Plan may be
made either by check or by wire transfer, at thigoopf the Plan Administrator or, if
applicable, the disbursing agent. Except as otiserprovided in the Plan, all
distributions of Cash shall be made on the latehefEffective Date (or, in the case of
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Available Cash, on the Initial Distribution Dateda@ach subsequent Distribution Date)
or the Business Day which is thirty (30) days after date upon which such Claim
becomes an Allowed Claim, or as soon thereaftgracticable.

The Plan Administrator shall hold in reserve fag ienefit of each holder
of a Disputed Claim, Cash in an amount requiredroler of the Bankruptcy Court
(including, with limitation, any Claims Estimatidrder) or, in the absence of such
order, Cash equal to the Distributions which wdud@e been made to the holder of such
Disputed Claim, as if its Claim were an Allowed i@ian the liquidated amount, if any,
asserted on the Effective Date. Once a DisputadrChas become an Allowed Claim,
the holder thereof shall receive the applicabldribistion on the later of the next
Distribution Date or the Business Day which istth{B0) days after the date upon which
such Claim becomes an Allowed Claim, or as soore#fter as practicable.

Delivery of Distributions. Subject to Bankruptcy Rule 9010, all
distributions to any holder of an Allowed Claim Blee made at the address set forth on
the Schedules filed with the Bankruptcy Court ottltoebooks and records of the
Liquidating Debtors or their agents, unless thetDesbor the Plan Administrator, as
applicable, have been notified in writing of a chamf address, including, without
limitation, by the filing of a proof of claim or Adinistrative Claim request that contains
an address for a holder of a Claim different frov@ &ddress reflected on such
Schedule(s) for such holder.

C. Certain Risk Factors
1. Parties-in-interest may object to the Debtors’ clasification of Claims.

Section 1122 of the Bankruptcy Code provides thata may place a
claim or an interest in a particular class onlguth claim or interest is substantially
similar to the other claims or interests of suassl The Debtors believe that the
classification of claims and interests under trenRlomplies with the requirements set
forth in the Bankruptcy Code. However, it cannetdssured that the Bankruptcy Court
will reach the same conclusion.

2. The Debtors may not be able to secure confirmatioaf the Plan.

It cannot be assured that the Debtors will be abtibtain the requisite
acceptances to confirm the Plan. Even if the tpiacceptances are received, the
Bankruptcy Court may not confirm the Plan. A naeepting creditor of the Debtors
might challenge the balloting procedures and resadtnot being in compliance with the
Bankruptcy Code or Bankruptcy Rules. Even if temBuptcy Court determined that
the Disclosure Statement and the balloting procesiand results were appropriate, the
Bankruptcy Court could still decline to confirm tR&n if it found that any of the
statutory requirements for confirmation had notrbeet. Section 1129 of the
Bankruptcy Code sets forth the requirements fofiooation and requires, among other
things, a finding by the Bankruptcy Court that:tfie confirmation of the Plan is not
likely to be followed by a liquidation or a need farther financial reorganization; and
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(i) the value of distributions to non-acceptindders of claims and interests within a
particular class under the Plan will not be lesstthe value of distributions such holders
would receive if the Debtors were liquidated uncleapter 7 of the Bankruptcy Code.
While it cannot be assured that the Bankruptcy ©wilr conclude that these
requirements have been met, the Debtors believeitédlan will not be followed by a
need for further liquidation (inasmuch as the @aeady contemplates a liquidation) and
that non-accepting holders within each class utitePlan will receive distributions at
least as great as they would have received follgwitiquidation under chapter 7 of the
Bankruptcy Code when taking into consideratioradlninistrative claims and the costs
and uncertainty associated with any such chaptaseé.

If the Plan is not confirmed, it is unclear whethdrquidation of the
Debtors could be implemented through chapter 11vdrat distribution holders of
Claims ultimately would receive with respect toiti@aims. If an alternative liquidation
under chapter 11 could not be agreed to, it idylikeat the Debtors would have to
liquidate their assets under chapter 7, in whidegtis likely that holders of Claims
would receive substantially less favorable treatntieain they would receive under the
Plan due, among other things, to the substantedlay of administrative and other
expenses associated with the appointment of aeh@ptustee.

3. Certain events may cause the dilution of distributoins to holders of
Allowed Claims in Classes 5, 6 and 7.

Distributions to be made to holders of Allowed @laiin Classes 5, 6 and
7 may be diluted as the projected creditor recoaealysis does not include estimates for
any contingent, disputed and/or unliquidated clamsuch Classes (to the extent any
such claims become Allowed Claims, the total aggie@mount of Allowed Claims in
Classes 5, 6 and 7 will be increased while thd @#&sh or other property to be
distributed to such Classes will remain the sama)ditionally, certain unresolved
matters may have a substantial impact on distobstio Classes 5 and 6. Of
significance, the disputes regarding the Tolling&egnents are currently being
arbitrated. The outcome of the arbitrations of To#ing Agreement disputes have the
potential to significantly dilute the recoverieshaflders of Allowed Claims in Classes 5
and 6. Sesection 11.G.9.c.

4, Certain events may cause delay in distributions tbolders of Allowed
Claims in Classes 5, 6 and 7.

Distributions to be made to holders of Allowed @iaiin Classes 5, 6 and
7, including the final distribution under the Plamay be delayed pending resolution of
Disputed Claims which may be substantial and/orgarated. In addition, any
distribution made in respect of holders of Allow@ldims in Classes 5, 6 and 7 on the
Initial Distribution Date may be significantly leisan the final distribution to be
received by the holders of such Allowed Claims iasSes 5, 6 and 7 over the periodic
distribution dates and the Final Distribution Date.
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D. Effect of Plan on Claims and Interests

1. Release of the Debtors, their Professionals and Gain of the Debtors’
Directors and Officers

AS OF THE CONFIRMATION DATE, BUT SUBJECT TO THE
OCCURRENCE OF THE EFFECTIVE DATE, NONE OF: (i) THEEAN
ADMINISTRATOR, THE DEBTORS, THE LIQUIDATING DEBTORSTHEIR
SUCCESSORS AND ASSIGNS; (ii) PRESENT DIRECTORS ARBFICERS,; (iii)
FORMER DIRECTORS AND OFFICERS WHO HELD SUCH POSINOVITH THE
DEBTORS AS OF OR SINCE THE PETITION DATE; AND (MWGENTS,
ATTORNEYS, ADVISORS, FINANCIAL ADVISORS, INVESTMENTBANKERS
AND EMPLOYEES OF THE DEBTORS, SHALL HAVE OR INCURMY
LIABILITY TO ANY ENTITY FOR ANY CLAIM, OBLIGATION, RIGHT, CAUSE
OF ACTION OR LIABILITY (INCLUDING, BUT NOT LIMITED TO, ANY CLAIMS
ARISING OUT OF ANY ALLEGED FIDUCIARY OR OTHER DUTYAND THE
AVOIDANCE OF PREFERENCES OR FRAUDULENT CONVEYANCES)
WHETHER KNOWN OR UNKNOWN, FORESEEN OR UNFORESEEMIBTING
OR HEREAFTER ARISING, BASED IN WHOLE OR IN PART OANY ACT OR
OMISSION, TRANSACTION OR OCCURRENCE FROM THE BEGINWG OF
TIME THROUGH THE EFFECTIVE DATE IN ANY WAY RELATINGTO THE
DEBTORS; AND ALL CLAIMS BASED UPON OR ARISING OUT BSUCH
ACTIONS OR OMISSIONS SHALL BE FOREVER WAIVED AND REEASED;
provided, howeveHAT THIS SECTION SHALL HAVE NO EFFECT ON THE
LIABILITY OF ANY ENTITY THAT OTHERWISE WOULD RESULT FROM ANY
ACTION OR OMISSION TO THE EXTENT THAT SUCH ACTION B OMISSION
IS DETERMINED IN A FINAL ORDER TO HAVE CONSTITUTEDVILLFUL
MISCONDUCT.

THE RELEASE DESCRIBED ABOVE SHALL BE ENFORCEABLE
AS A MATTER OF CONTRACT AGAINST ANY HOLDER OF A CLMM TIMELY
NOTIFIED OF THE PROVISIONS OF THE PLAN. CLAIMANTOF THE
DEBTORS SHALL BE ENJOINED FROM COMMENCING OR CONTINNG ANY
ACTION, EMPLOYMENT OF PROCESS OR ACT TO COLLECT, B&ET OR
RECOVER ANY CLAIM THAT IS RELEASED AS PROVIDED HERIK.

The Debtors believe that the releases describedegirovided to third
parties under the Plan are necessary, appropridteaompliance with applicable
bankruptcy law. The release provision protectsehafficers, directors and employees of
the Debtors and the professionals retained by thbmelected to continue to serve the
Debtors and their creditors during these chapterakks with protection from specious
lawsuits. These officers, directors and employee® made a substantial contribution to
these chapter 11 cases by steering the Debtorsdewmaeorganization supported by the
ET Committee. The releases and exculpation atepkrly important because the Plan
provides for the assumption of indemnification ghtions by the Liquidating Debtors to
further protect these persons. Failing to graetréteases or exculpation would be
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inconsistent with the goals of maximizing value aggiality of treatment for all similarly
situated creditors.

For clarity, the releases only apply to officerisectors and employees of
the Debtors in their capacity as an officer, divectr employee of the Debtors. For
instance, an officer of one of the Debtors whadse an officer of NEGT and USGen NE
is not being released from any action taken irchgacity as an officer of NEGT or
USGen NE, as applicable. Nothing in the Plan sdsar limits claims of NEGT,
USGen NE, or any of the Debtors’ non-Debtor sulasids or affiliates has against their
respective officers, directors, agents or employees

2. Survival of Certain Indemnification Obligations

The obligations of the Debtors to indemnify indivads who serve or
served after the Petition Date as the Debtors’eetsge directors, officers, agents,
employees, representatives, and others, includwtgdut limitation) professional
persons retained by the Debtors, pursuant to thedDe respective certificates of
incorporation, by-laws, applicable statutes and@@nérmation agreements in respect of
all present and future actions, suits and proceggsdagainst any of such officers,
directors, agents, employees, representativespténads, including (without limitation)
professional persons retained by the Debtors, bagexd any act or omission related to
service with, for or on behalf of the Debtors orbefore the Effective Date as such
obligations were in effect at the time of any sachor omission, shall not be discharged
or impaired by confirmation or consummation of tRian, but shall survive unaffected
by the releases contemplated by this Plan and lsbglerformed and honored by the Plan
Administrator regardless of such confirmation andsummation.

3. Objections to Claims

The Bankruptcy Court fixed January 9, 2004, addkedate for filing
Claims against the Debtongrovided, howevetthat holders of non-ordinary course
Administrative Claims that have arisen or will aria the period from July 8, 2003
through the Effective Date shall have forty-fivé)4lays after the Effective Date to file
their Claims. Unless otherwise ordered by the Bapicy Court or provided in the Plan,
all objections to Claims must be filed with the Bauptcy Court and served on the
applicable claimant on or before one and twentp)tays after the later of the Effective
Date and the date a Claim is filed.

4. Limitations on Liability Regarding Chapter 11 Activities

NONE OF THE DEBTORS, THE LIQUIDATING DEBTORS, THE
PLAN ADMINISTRATOR, THE ET COMMITTEE, OR THEIR RESECTIVE
OFFICERS, DIRECTORS, MANAGERS, EMPLOYEES, MEMBER&@GENTS
(EACH ACTING IN SUCH CAPACITY), OR ANY PROFESSIONAPERSONS
EMPLOYED BY ANY OF THEM WILL HAVE OR INCUR ANY LIABILITY TO
ANY ENTITY FOR ANY ACTION TAKEN OR OMITTED TO BE TAEN IN
CONNECTION WITH OR RELATED TO THE FORMULATION, PREFRATION,
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DISSEMINATION, IMPLEMENTATION, CONFIRMATION, OR CONMSUMMATION
OF THE PLAN, THE DISCLOSURE STATEMENT, ANY CONTRAGRELEASE,
OR OTHER AGREEMENT OR DOCUMENT CREATED OR ENTERERNTO, OR
ANY OTHER ACTION TAKEN OR OMITTED TO BE TAKEN IN COINECTION
WITH THE PLAN OR THE CHAPTER 11 CASES, AND ALL CLMS BASED
UPON OR ARISING OUT OF SUCH ACTIONS OR OMISSIONS M/IBE
FOREVER WAIVED AND RELEASEDprovided, howevelTHAT NOTHING
HEREIN SHALL AFFECT THE LIABILITY OF ANY ENTITY THAT OTHERWISE
WOULD RESULT FROM ANY ACTION OR OMISSION TO THE EXENT THAT
SUCH ACTION OR OMISSION IS DETERMINED IN A FINAL OBER TO HAVE
CONSTITUTED WILLFUL MISCONDUCT.

E. Executory Contracts and Unexpired Leases
1. Rejection

Leases and Contracts to be Reject®uh the Confirmation Date, but
subject to the occurrence of the Effective Date,Debtors, pursuant to section 365 of
the Bankruptcy Code, shall reject all of their axecy contracts and unexpired leases
except those that: (i) are the subject of motiengsisume or reject pending on the
Confirmation Date; (ii) were assumed or rejectefibigethe Confirmation Date; (iii) are
listed on Schedule 6.2 annexed to the Plan; olb@epme the subject of a dispute over
the amount or manner of cure and for which the Brslanake a motion, at any time, to
reject such contract or lease based upon the egestef such disputg@rovided, however
that the Debtors shall not be required to assunneject any executory contract or
unexpired lease with any party that is a debtoreutite Bankruptcy Code unless and
until such contract or lease has been assumegeated by such other party. The entry
by the Bankruptcy Court on or after the Confirmat@ate of an order authorizing the
rejection of an executory contract or unexpiregdeshall result in such rejection being a
prepetition breach, as of the Petition Date, uiseéetions 365(g) and 502(g) of the
Bankruptcy Code.

Deadline to File Rejection Damage Claintsach Entity who is a party to
a contract or lease rejected under the Plan maswiih the Bankruptcy Court and serve
on the Liquidating Debtors, not later than thif3p) days after the Effective Date, a proof
of claim for damages alleged to arise from thecatega of the applicable contract or lease
or be forever barred from filing a Claim, or sharin distributions under the Plan,
related to such alleged rejection damages.

2. Assumption

Leases and Contracts to be AssumAdnexed to the Plan as Schedule
6.2 is a list of the Executory Contracts deemeoet@assumed by the Debtors under the
Plan as of the Confirmation Date, but subject ®odbcurrence of the Effective Date,
pursuant to section 365 of the Bankruptcy Code,taadure amounts necessary for such
assumptions.
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Deadline to Object to Cure Amount#.prior to the Confirmation Hearing
or such other date as the Bankruptcy Court mayafparty to such an executory contract
or unexpired lease listed on Schedule 6.2 to the flils to file with the Bankruptcy
Court and serve upon the attorneys for the Delatorsbjection to the applicable cure
amount listed on such Schedule, then such partlylsihéorever barred from asserting
any additional or other amounts against the Dely&sgecting such cure amount.

Method of Cure.At the election of the Liquidating Debtors, angmetary
defaults under each executory contract and unexpease to be assumed under the Plan
shall be satisfied pursuant to section 365(b)(ihefBankruptcy Code, in one of the
following ways: (a) by payment of the default ambumnCash within forty-five (45) days
after the Effective Date or such longer period cedeby the Bankruptcy Court; or (b) on
such other terms as may be agreed to by the p#otesh executory contract or
unexpired lease. If a dispute occurs regardingthl@ cure amount; (y) the ability of the
Liquidating Debtors to provide adequate assuran@etare performance under the
contract or lease to be assumed; or (z) any otla¢enpertaining to assumption, then the
cure payments required by section 365(b)(1) oBhekruptcy Code shall be made
following the entry of a Final Order resolving tthspute and approving assumption.
Notwithstanding anything herein to the contrarg Bebtors shall retain their right to
reject any executory contract or unexpired leaaeithsubject to a dispute concerning
amounts necessary to cure any defaults, untiltf®@) days following entry of a Final
Order establishing the cure amount.

F. Conditions
1. Conditions to Confirmation

The following is a condition precedent to confirfoatof the Plan:

a. The Bankruptcy Court shall have entered the Corfirom Order.
2. Conditions to Effective Date

The Plan may not be consummated unless each obtidktions set forth
below has been satisfied:

a. The Confirmation Order shall have been enterednadbe the
subject of any judicial stay.

b. The Debtors shall have sufficient funds on hansktitsfy due and
outstanding Administrative Claims, Fee Claims, Riyol ax
Claims and Priority Claims.

3. Effect of Nonoccurrence of the Conditions to Effedte Date

If each of the conditions to the occurrence ofEffective Date has not
been satisfied on or before the first Business thayis more than 179 days after the
Confirmation Date (or by such later date as thet®rslpropose and the Bankruptcy
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Court approves, after notice and a hearing), upotiom by any party in interest, the
Confirmation Order may be vacated by the Bankrugtoyrt; provided, however, that
notwithstanding the filing of such a motion, thenBonation Order shall not be vacated
if each of the conditions to the Effective Datsagisfied before the Bankruptcy Court
enters an order granting the relief requested ah soiotion. If the Confirmation Order is
vacated pursuant to this section, then the Plalhishaull and void in all respects, and
nothing contained in the Plan shall: (a) constituteaiver or release of any Claims
against, liens on property of the Debtors; or {@jyxlice in any manner the rights of the
Debtors, including (without limitation) the righa seek further extensions of the
exclusivity periods under section 1121(d) of theBaptcy Code, which exclusivity
periods shall be deemed to have been extendee tiatk twenty (20) days after the date
of entry of any order vacating the Confirmation @rdsubject to the rights of any party
to seek to shorten the exclusivity periods aftdrcecand hearing.

G. Administrative Provisions
1. Retention of Jurisdiction

Notwithstanding confirmation of the Plan or occue of the Effective
Date, the Bankruptcy Court will retain jurisdictiomer the Liquidating Debtors after the
Effective Date as and to the extent specified e@Rban.

2. Plan Amendments

The Debtors may make any non-material modificatiorthe Plan at any
time prior to the Effective Date. After the Effee Date, the Plan Administrator may
institute proceedings in the Bankruptcy Court imedy any defect or omission or
reconcile any inconsistencies in the Plan, the|Dssce Statement, or the Confirmation
Order, or to address such matters as may be negéssarry out the purposes and
effects of the Plan.

3. Revocation of the Plan

The Debtors reserve the right to revoke or withdtiag/Plan prior to the
Confirmation Date.

4. Continuation of Injunctions and Stays

Unless otherwise provided in the Plan, the ConfiromeOrder, or any
other order of the Bankruptcy Court, all injuncsoor stays ordered in the Debtors’
chapter 11 cases, pursuant to section 105 of thkrBptcy Code or otherwise, and
extant on the Confirmation Date, will remain inlfidrce and effect unless or until
subsequently modified or terminated.

ARTICLE IV.

CERTAIN U.S. FEDERAL INCOME TAX CONSEQUENCES OF THE PLAN
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The following discussion summarizes certain U.8efal income tax
consequences of the implementation of the Plang®ebtors and holders of Allowed
Claims in Classes 3, 4, 5, 6, and 7. The follovanghmary does not address the U.S.
federal income tax consequences to holders ofypeydf Claim or Interest other than
Allowed Claims in Classes 3, 4, 5, 6, and 7.

This summary is based upon the Internal Revenue 6bdi986, as
amended (the “Tax Code”), existing and proposedleg@ns thereunder, current
administrative rulings, and judicial decisions m®ifect on the date hereof, all of which
are subject to change, possibly retroactively.riNimgs or determinations by the Internal
Revenue Service have been obtained or sought dyehtors with respect to the Plan.
This discussion does not purport to address therééithcome tax consequences of the
Plan to particular classes of taxpayers (such r&sgio persons, S corporations, mutual
funds, small business investment companies, regfilatzestment companies,
broker-dealers, insurance companies, tax-exempihargtions and financial institutions)
or the state, local or foreign income and othercaxxsequences of the Plan.

NO REPRESENTATIONS ARE MADE REGARDING THE
PARTICULAR TAX CONSEQUENCES OF THE PLAN TO ANY HOLER OF A
CLAIM OR INTEREST. EACH HOLDER OF A CLAIM OR INTERST IS
STRONGLY URGED TO CONSULT A TAX ADVISOR REGARDINGHE
FEDERAL, STATE, LOCAL AND FOREIGN TAX CONSEQUENCESF THE
TRANSACTIONS DESCRIBED HEREIN AND IN THE PLAN.

A. Federal Income Tax Consequences to Holders of Clagrand Interests

Holders of Allowed Claims in Classes 3, 4, 5, 6 &will generally
recognize ordinary income to the extent that thewamof Cash received (or to be
received) under the Plan is attributable to intetfeast accrued on a Claim but was not
previously paid by the Debtors or included in in@hby holders of the Allowed Claims
in Classes 3, 4, 5, 6, or 7, as applicable. Hslgegviously required to include in their
gross income any accrued but unpaid interest oloaved Claims in Classes 3, 4, 5, 6,
and 7 may be entitled to recognize a deductible toshe extent such interest is not
satisfied under the Plan. Holders of Allowed Clsiim Classes 3, 4, 5, 6, and 7 will
generally recognize gain or loss equal to the difiee between the holder's adjusted
basis in its Claim and the amount realized by thldédr pursuant to the Plan that is not
attributable to accrued but unpaid interest. Tihewunt realized will equal the Cash
received (or to be received).

The character of any gain or loss that is recoghvwe#l depend upon a
number of factors, including the status of the bolthe nature of the Claim in its hands,
whether the Claim was purchased at a discount,hehaind to what extent the Creditor
has previously claimed a bad debt deduction wispeet to the Claim, and the Creditor's
holding period of the Claim. If the Claim in theeditor's hands is a capital asset, the
gain or loss realized will generally be charactlias a capital gain or loss. If the
Creditor is a non-corporate taxpayer, such gaioss will constitute long-term capital
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gain or loss if the Creditor held such Claim fandger than one year or short-term capital
gain or loss if the Creditor held such Claim fad¢han one year.

A holder of an Allowed Claim who receives, in respef its Claim, an
amount that is less than its tax basis in suchnCtaay be entitled to a bad debt
deduction if either: (a) the holder is a corponatior (b) the Claim constituted (i) a debt
created or acquired (as the case may be) in caonegith a trade or business of the
holder or (ii) a debt the loss from the worthlessnef which is incurred in the holder’s
trade or business. A holder that has previousiggrized a loss or deduction in respect
of its Claim may be required to include in its grascome (as ordinary income) any
amounts received under the Plan to the extentaoncunts exceed the holder’s adjusted
basis in such Claim.

A holder of an Allowed Claim may be subject to bazkvithholding with
respect to payments made pursuant to the Plansuslies holder: (a) is a corporation or
is otherwise exempt from backup withholding andewhequired, demonstrates this fact;
or (b) provides a correct taxpayer identificatiamber and certifies under penalty of
perjury that the taxpayer identification numbecasrect and that the holder is not subject
to backup withholding because of failure to re@drdividend and interest income. Any
amount withheld under these rules will be credégdinst the holder’s federal income
tax liability. Holders of Claims may be requireddstablish an exemption from backup
withholding or to make arrangements with regardagment thereof.

B. Federal Income Tax Consequences to the Debtors

Under the Tax Code, a taxpayer generally must declo gross income
the amount of any cancellation of debt income (“Ci@&me”) realized during the
taxable year. There is an exception to this gémel® however, if the cancellation
occurs in a case under the Bankruptcy Code, bytibtile taxpayer is under the
jurisdiction of the Bankruptcy Court and the catatédn is granted by the court or is
pursuant to a plan approved by the court. AlsaC@® income is realized from the
discharge of indebtedness to the extent that palyaiehe liability would have given rise
to a deduction.

Section 108 of the Tax Code requires the amouQ@D income so
excluded from gross income to be applied to reaectin tax attributes of the taxpayer.
The tax attributes that may be subject to redudtiolude the taxpayer’s net operating
losses and net operating loss carryovers (collelgtiVNOLS”), certain tax credits and
most tax credit carryovers, capital losses andt@blpiss carryovers, tax basis in assets,
and foreign tax credit carryovers. Attribute retiiue is calculated only after the tax for
the year of discharge has been determined.

Some of the Debtors will recognize COD income. élrtie rules
described above, such income will be excluded firmecome because the cancellation
will occur in a bankruptcy case. Accordingly, unttee rules described above some of
the tax attributes of the Debtors may be reduced.
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The Debtors have agreed pursuant to the Liquid@elgtors/NEGT
Settlement to join the consolidated federal incaaxegroup of which NEGT is the
common parent. If the Debtors generate net taxabteme, such income will be
included on the federal income tax return filedthliy NEGT group, and the Debtors will
not be required to make any payments to the NE@Uigin respect of such income.
Similarly, if the Debtors generate taxable lossesh losses will be included on the
NEGT group’s federal income tax return, and the tbesbwill not be reimbursed for the
use of such losses.

C. Importance of Obtaining Professional Tax Assistance

The foregoing is intended to be only a summaryeofain of the United
States federal income tax consequences of theaRlhis not a substitute for careful tax
planning with a tax professional. Holders of Claiare strongly urged to consult with
their own tax advisors regarding the federal, statal and foreign income and other tax
consequences of the Plan.

THE FOREGOING DISCUSSION OF CERTAIN FEDERAL
INCOME TAX CONSEQUENCES IS FOR INFORMATIONAL PURPOS ES
ONLY AND IS NOT TAX ADVICE. ACCORDINGLY, HOLDERS O F CLAIMS
SHOULD CONSULT THEIR TAX ADVISORS WITH RESPECT TO T HE TAX
CONSEQUENCES OF THE PLAN, INCLUDING THE APPLICABILI TY AND
EFFECT OF FEDERAL, STATE, LOCAL, FOREIGN AND OTHER TAX LAWS.

ARTICLE V.

PLAN ACCEPTANCE AND CONFIRMATION
A. Confirmation of the Plan

Confirmation of the Plan requires satisfactionedteon 1129 of the
Bankruptcy Code. Among other things, section LE2fuires that: (1) each class of
impaired Claims accepts the Plan or be subject‘toeendown”; (2) the Plan be in the
“best interests” of any dissenting creditor or égjhiolder; and (3) the Plan be feasible.
Each of these requirements is addressed below.

B. Voting Requirements
1. Acceptance

Each impaired class of Claims must accept the ®dme subject to a
“‘cramdown.” A class is impaired under a plan usJesder the plan: (a) the applicable
creditor’s legal, equitable, and contractual rigints left unaltered and there has been no
default respecting the applicable claim or inte(eiter than under a bankruptcy or
financial condition clause); or (b) all defaultge @mured, maturity dates are reinstated, the
party is compensated for damages caused by theldgfach as by paying reasonable
attorneys’ fees and collection costs) and the fmlgal, equitable and contractual rights
are left unaltered.
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An unimpaired class is conclusively presumed taeheacepted the Plan.
The unimpaired class under the Plan is Class addiition, as ET Holdings, a Debtor
and a proponent of the Plan, is the holder ofraérests in ET Gas and ET Investments,
Classes 10 and 11 are deemed to have accepteththe P

An impaired class that receives no distributioaugomatically deemed to
have rejected the Plan. Classes 8, 9 and 12rsigallve no distributions under the Plan
and, accordingly, shall be deemed to have rejdtieélan.

Votes on the Plan, therefore, are being solicitdgt ’om impaired
classes that would receive or retain distributionproperty under the Plan. Classes 1, 3,
4,5, 6 and 7 are the only such impaired Cla%ses.

An impaired class of Claims has accepted a plasf those voting, the
holders of two thirds (2/3) in dollar amount, andrmthan one-half (1/2) in number, of
Claims authorized to vote accept. The DebtorstheadET Committee each believe the
Plan to be in the best interest of holders of Gargnsecured Claims and therefore
recommend that holders of Claims in Classes 1, B, @ and 7 vote to accept the Plan.

2. Deadline

To be counted, your Ballot must be received by BSlater than 4:00
p.m. (Eastern Daylight Time) on , 2005hataddress set forth on the
enclosed self-addressed envelope.

3. Eligibility

If you filed multiple claims against the Debtorsuymay receive more
than one Ballot. The delivery of Ballots does omstitute an admission by the Debtors
that the recipients of such Ballots hold Claimd tieve been allowed for distribution or
voting purposes. In addition, the fact that aypddes not receive a Ballot is no
indication as to whether or not that party doeda®s not have valid claims against
NEGT or USGen NE, who are not included in the Plahe Debtors reserve their right
to object to any Claim.

Pursuant to an order, dated , the Bankr@xart established
the following rules for allowance of Claims for passes of voting on the Plan:

a. To the extent a proof of claim has been timelydfiées a liquidated,
non-contingent Claim in an amount greater than dettars, then

2 Claims in Classes 3 and 4 are treated as Impairddr the Plan and are being provided the

opportunity to vote to accept or reject the Plalowever, the Debtors believe that, under
applicable law, Claims in Classes 3 and 4 likeb/ sot Impaired under the Plan. Accordingly, in
the event that Class 3 or Class 4 votes to rdjecPtan, the Debtors reserve the right to contend
that such Class is Unimpaired and that, therefreh Class should be deemed to have accepted
the Plan.
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the holder thereof shall be entitled to vote indh@ount specified
in such Claim (regardless of the scheduled amausiich Claim
or whether such Claim is scheduled as contingeahbguidated)
unlesssuch Claim is the subject of a pending objectitadno
later than twenty (20) days prior to the Voting Dié@e in which
case such Claim shall be treated as a DisputedhGtaivoting
purposes, unless otherwise ordered by the Bankr@aart.

If a Claim for which a proof of claim has been tiyniled is, by
its terms, wholly contingent or unliquidated, sunider shall be
entitled, solely for voting purposes, to vote s@him in an
amount equal to one dollar, subject to the filiigo objection by
such holder, as discussed more fully below. Hlaéntfor which a
proof of claim has been timely filed is marked astially
contingent or unliquidated, that portion that guidated and not
contingent may be voted in the amount asserted.

If a Claim is listed on the Schedules as a noniagant, liquidated
Claim in an amount greater than zero dollars apobaf of claim
was not: (i) timely filed; or (ii) deemed timelydd by an order of
the Bankruptcy Court prior to the Voting Deadlittgen the holder
of such Claim is entitled to vote in the amountsfeeh in the
Schedules, subject to any applicable limitatioida¢h below.

If a Claim is listed on the Schedules as contingemltiquidated,
and/or disputed and a proof of claim was not:ifiely filed; or

(i) deemed timely filed by an order of this Coprior to the
Voting Deadline, unless the Liquidating Debtorsénaensented in
writing, such Claim is disallowed for purposes @€eiving notices
regarding the Plan or voting on the Plan.

In the event a Claim is a Disputed Claim for whilcbre has been
no ruling by the Bankruptcy Court as of the Votgadline, the
disputed portion of such Claim shall not be courfitedsoting
purposes and the related ballot, if any, shallo@otounted, except
to the extent and in the manner indicated in thet@és objection
or unless otherwise ordered by the Bankruptcy Court

If a Claim has been estimated or otherwise allof@edoting
purposes by order of the Bankruptcy Court, suclinCshall be
temporarily allowed in the amount so estimatedliomaed
pursuant to such order for voting purposes only.

If a Claim has been deemed Allowed (i.e., for disition
purposes) by a Final Order, then such Claim isaadbbfor voting
purposes in the deemed allowed amount.
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4. Tabulation

The Bankruptcy Court also established the followings and standards
for the tabulation of Ballots of creditors:

a.

Any ballot which is properly completed, executead amely
returned to the Balloting Agent that does not iatkcan
acceptance or rejection of the Plan, or indicatdh bn acceptance
and rejection of the Plan, will not be counted.

Any ballot which is returned to the Balloting Agendicating
acceptance or rejection of the Plan, but whicmsgned or does
not contain an original signature, will not be ctath

Any ballot postmarked prior to the deadline for sugsion of
ballots, but received afterward, will not be couhtenless
otherwise ordered by the Bankruptcy Court.

Whenever a holder of a Claim submits more thanbatiet voting
the same Claim prior to the deadline for receipbalfots, except
as otherwise directed by the Bankruptcy Court)dsesuch
properly completed ballot sent and received podhe voting
deadline will be deemed to reflect the voter’s mtand thus to
supersede any prior ballots.

A holder of a Claim that is entitled to vote mustevall of such
Claim under the Plan either to accept or rejecPlam and may
not split its vote with respect to such Claim. Autingly, a ballot
with respect to a Claim that partially rejects aadtially accepts
the Plan, or that indicates both a vote for andregahe Plan, will
not be counted.

If a creditor simultaneously casts inconsistentlidage ballots,
with respect to the same Claim, such ballots vatl lme counted.

Each creditor shall be deemed to have voted tharfubunt of its
Claim.

Any ballot received by the Balloting Agent by fa¢mail or other
electronic communication will not be counted.

Unless otherwise ordered by the Bankruptcy Cowrgstjons as to
the validity, form, eligibility (including time ofeceipt),
acceptance, and revocation or withdrawal of babbtl! be
determined by the Balloting Agent and the LiquidgtDebtors in
their sole discretion, which determination will tireal and binding.

5. Cramdown
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If one class of impaired claims (without countingiders’ votes) accepts a
plan or if all classes of claims are unimpaire@ntithe Bankruptcy Court may confirm a
plan in the absence of acceptances by each cldmsprocedure used to confirm a plan
despite the dissent of a class, commonly known“asamdown,” is set forth in section
1129(b) of the Bankruptcy Code. A plan may be coréd under the cramdown
provisions if, in addition to satisfying the reqeiments of section 1129(a) of the
Bankruptcy Code other than acceptance by all ckagise plan: “does not discriminate
unfairly”; and is “fair and equitable” with respect each class of claims or interests that
is impaired under, and has not accepted, the plan.

As used by the Bankruptcy Code, the phrases “dscate unfairly” and
“fair and equitable” have narrow and specific megsiunique to bankruptcy law. A
plan does not discriminate unfairly if claims oterests in different classes but with
similar priorities and characteristics receiveaam property of similar value under a
plan. By establishing separate classes for the@enslof each type of claim and by
treating each holder of a claim in each class idalty, the Plan has been structured so as
to meet the “unfair discrimination” test of sectidh29(b) of the Bankruptcy Code.

The Bankruptcy Code sets forth different standé&wdgestablishing that a
plan is “fair and equitable” with respect to a disng class, depending on whether the
class is comprised of secured or unsecured clainmerests. In general, section
1129(b) of the Bankruptcy Code permits confirmatatwithstanding non-acceptance
by an impaired class if: (i) the plan provideséach holder of a claim in such impaired
class to receive a distribution on the effectiveedhat has a value that is equal to or
greater than the allowed amount of its claim; prsfich impaired class and all junior
classes are treated in accordance with the “alesphidrity” rule, which requires that the
dissenting class be paid in full before a juni@ssl may receive anything under the plan.
In addition, case law surrounding section 1129%ljuires that no class senior to a non-
accepting impaired class receives more than paymeduall on its claims.

The Plan meets the foregoing requirements. The das not
discriminate between similarly situated Claims. rtaver, the Plan abides by the
“absolute priority rule,” in that no classes juniormpriority to Classes 5, 6 and 7 (whose
Claims are not being satisfied in full) is to rameany Distribution, while creditors in
Classes 3 and 4 are to receive Cash on the EfteDie equal to the allowed amount of
their Claims, plus Pendency Interest. Accordintgig, Debtors intend to seek to “cram
down” the Plan against Classes 8, 9 and 12, wHadses are deemed to have rejected
the Plan.

C. Best Interests Test

To confirm the Plan, the Bankruptcy Court must datee that the Plan is
in the best interests of all individual dissentangditors in each impaired class. The
“best interests” test requires that the Plan p@wdch such holder with a recovery
having a value at least equal to the value of theilbution each such holder would
receive if the Debtors were liquidated under chaptef the Bankruptcy Code. This test
is based on liquidation values.
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In these cases, the Debtors have liquidated, anahe process of
liquidating, substantially all of their assets.tHése cases were to be converted to
Chapter 7 cases, the Debtors’ estates would ileucasts of payment of a statutorily
allowed commission to the Chapter 7 trustee, abagahe costs of counsel and other
professionals retained by the trustee. The Delelisve such amount would exceed the
amount of expenses that will be incurred in implatimg the Plan and winding up the
affairs of the Debtors. The estates would alsolidgjated to pay all unpaid expenses
incurred by the Debtors during these cases (sucbrapensation for professionals)
which are allowed in the Chapter 7 cases. In addithere would be no certainty that
the settlements described herein would be receiedordingly, the Debtors believe
that holders of Allowed Claims would receive suhgtdly less than anticipated under
the Plan if the Chapter 11 Cases were convert&hépter 7 cases.

D. Feasibility Requirement

Under section 1129(a)(11) of the Bankruptcy Code,Rebtors must
show that confirmation of the Plan is not likelytte followed by the liquidation, or the
need for further financial reorganization, of theliors or any successor to the Debtors
(unless such liquidation or reorganization is psgmbin the Plan). The Plan complies
with this requirement because all of the Debtocesaining assets will be distributed to
creditors pursuant to the terms of the Plan araiiged the Plan is confirmed and
consummated, the estates will no longer exist teutgect to future reorganization or
liquidation.

E. Alternatives to the Plan

The Debtors believe that the Plan is the bestradtere available to the
Debtors’ creditors, providing such creditors witie tearliest and greatest possible values
that can be realized on their respective Claimse dlternatives to confirmation are: (i)
confirmation of an alternative plan or plans otidgation; or (ii) liquidation of the
Debtors’ assets under chapter 7 of the BankruptmeC

1. Alternative Plans

As the Debtors structured the Plan to maximizeeslany alternative
plan likely would result in reduced distributiomsdertain creditors. In addition, due to
the time required to negotiate, draft and obtajragal of an alternative plan,
alternatives to the Plan would lead to delayedibistions to creditors.
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2. Liguidation

The Debtors believe that the value of distributiander the Plan will
equal or exceed the value of distributions thatlaitne available after liquidation of the
Debtors under chapter 7 of the Bankruptcy Codéiqéidation under chapter 7 would
require the Bankruptcy Court to appoint a trusteeanduct the liquidation of the
Debtors. Such a trustee would have limited hisedrexperience or knowledge of these
chapter 11 cases or of the Debtors’ records, assétssinesses. The fees charged by a
chapter 7 trustee and any professionals hired éghlapter 7 trustee could impose
substantial administrative costs on the Debtorsites that would not be incurred under
the Plan. Further, there is no assurance as éo wistributions would occur in a chapter
7 liquidation.

Thus, the Debtors believe that confirmation of Rti@n is preferable to the
alternatives because the Plan should maximize yvahgire an expeditious resolution of
these chapter 11 cases and provide for equitasielditions to the Debtors’ creditors.

ARTICLE VI.

CONCLUSION

THE DEBTORS AND THE ET COMMITTEE URGE ALL
HOLDERS OF CLAIMS IN CLASSES 1, 3, 4, 5,6, and 7 © VOTE TO ACCEPT
THE PLAN BY RETURNING THEIR BALLOTS SO THAT THEY AR E
RECEIVED BY NEGT BALLOTING CENTER, c/o BANKRUPTCY SERVICES
LLC, 757 THIRD AVENUE, NEW YORK, NEW YORK 10017, BY 4:00 P.M.
(EASTERN DAYLIGHT TIME) ON , 2005.
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Respectfilly submitted,
NEGT Energy Trading Holdings Corporation

R QU T

President

NEGT Energy Trading - Gas Corporation

NEGT Energy Trading - Power, L.P.

By: NEGT Energy Trading Holdings Corporation,
its sole general partney

By f < U, %Dthf

President

NEGT ET Investments Corporation

By: Ifw &U\Mﬂ-—-

Encrgy Services Ventures, Inc,

By:

President
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Respectiully submitted,
NEGT Fnergy Trading Holdings Corporation
By:

President
NEGT Energy Trading - (Gas Corporation

By:

President
NEGT Energy Trading - Power, L.P.

By: NEGT Energy Trading Holdings Corpotation,
its sole general partner

By:

President
NEGT ET Investments Corporation
By:

President

Quantum Ventures

By: /. CZW . ALl éé@
President

Energy Services Ventures, Inc.

By: .
President
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