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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 DEBTOR’S PLAN OF REORGANIZATION UNDER 11 U.S.C. § 1125 OR
OTHERW ISE.



PRELIMINARY NOTES

NATIONAL ENERGY & GAS TRANSMISSION, INC., flk/a PG& E
NATIONAL ENERGY GROUP, INC. (“NEGT” OR THE “DEBTOR” ), AND
CERTAIN SUBSIDIARIES (THE “ET DEBTORS” OR THE “INIT IAL
AFFILIATE DEBTORS”) FILED FOR CHAPTER 11 PROTECTION ON JULY 8,
2003. ON JULY 29, 2003, TWO ADDITIONAL NEGT AFFILI ATES, ENERGY
SERVICES VENTURES, INC., f/k/a PG&E ENERGY SERVICES VENTURES,
INC. ("ESV”), AND QUANTUM VENTURES (“QUANTUM”, AND TOGETHER
WITH ESV AND THE INITIAL AFFILIATE DEBTORS, THE “AF  FILIATE
DEBTORS”), ALSO FILED FOR CHAPTER 11 PROTECTION. A NNEXED AS
APPENDIX 1 TO THE DISCLOSURE STATEMENT (THE “DISCLO SURE
STATEMENT”) IS THE PROPOSED SECOND AMENDED PLAN OF
REORGANIZATION FOR NEGT (THE “PLAN"). THE PLAN PRO VIDES THE
PROPOSED METHOD FOR THE DEBTOR TO EXIT CHAPTER 11 AND THE
DISTRIBUTIONS CREDITORS AND SHAREHOLDERS OF THE DEB TOR
WOULD RECEIVE IN THE DEBTOR’S CHAPTER 11 CASE. PLE ASE NOTE
THAT THE PLAN ADDRESSES ONLY THE REORGANIZATION OF THE
DEBTOR (i.e.,, NEGT) AND NOT OF ANY OF THE AFFILIATE DEBTORS.
SIMILARLY, THE PLAN DOES NOT ADDRESS THE REORGANIZA TION OR
LIQUIDATION OF US GEN NEW ENGLAND, INC. (“USGEN NE” ) WHICH IS
THE SUBJECT OF A SEPARATELY ADMINISTERED CHAPTER 11
PROCEEDING.

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 DEBTOR 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 DEBTOR BELIEVES 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 DEBTOR S HOULD
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 DEBTOR. THE DISCLOSURE STATEMENT SHALL BE CONS IDERED
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 DEBTOR, ITS DIRECT ORS AND
THEIR ADVISORS SHALL NOT HAVE ANY RESPONSIBILITY TH EREFOR.
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ARTICLE I.

INTRODUCTION

National Energy & Gas Transmission, Inc., f/k/a FE&sRational Energy
Group, Inc. (“NEGT” or the “Debtor”), and certainlssidiaries (the “Initial Affiliate
Debtors”) filed chapter 11 petitions on July 8, 3(the “Petition Date”) with the United
States Bankruptcy Court for the District of MarydaiGreenbelt Division (the
“Bankruptcy Court”). On July 29, 2003, two othelEMT affiliates, Energy Services
Ventures, Inc. f/lk/a PG&E Energy Services Ventuhes, (‘ESV”), and Quantum
Ventures (“Quantum” and, together with ESV andlthial Affiliate Debtors, the
“Affiliate Debtors”) each filed its own chapter Tthse in the Bankruptcy Court. The
Affiliate Debtors and NEGT are collectively refedrto herein as the “Debtors.” On the
Petition Date, the Debtor also filed its plan afnganization. Following the Petition
Date, the Debtor met and negotiated with certaijpn@editor constituencies, including
each of the Official Committees, regarding its ptdmeorganization. As a result of such
discussions, the Debtor modified its plan of reaigation and on November 21, 2003,
filed its First Amended Plan of Reorganizationnc® November, the Debtor has
continued to discuss modifications to the termgsoplan of reorganization with the
Official Committees and has incorporated these gbsainto the Debtor’'s Second
Amended Plan of Reorganization (the “Plan”), a copwhich is annexed hereto as
Appendix 1. Unless defined in the Disclosure Stesiet, each capitalized term used in
the Disclosure Statement has the definition asdribesuch term in the Plan. Please note
that the Plan does not address the reorganizatibguidation of the Affiliate Debtors,
and creditors of the Affiliate Debtors will not edee distributions under the Plan. The
Affiliate Debtors intend to file separate chaptérpglans at a later date. Similarly, the
Plan does not address the reorganization or ligoiaf USGen NE, which is the
subject of a separately administered chapter 14. c@séArticle 1A, fn.4, below.

A. Purpose of the Disclosure Statement

The Disclosure Statement is intended to aid creslitomaking an
informed judgment regarding acceptance or rejeatiche Plan. If you have any
guestions regarding the Plan, the Debtor urgesyaontact its counsel, Willkie Farr &
GallagherLLP, 787 Seventh Avenue, New York, NY 10019-6099, §2a28-8000 (Attn:
Steven Wilamowsky, Esqg. or Amy G. Pasacreta, Esq.).

While the Bankruptcy Court has approved the DisglesStatement as
containing “adequate information” to enable yowate on the Plan, the Bankruptcy
Court’s approval of the Disclosure Statement dadscanstitute approval or disapproval
of the Plan. The Bankruptcy Court will considepagval of the Plan only after
completion of voting on the Plan.

B. Voting on the Plan

THE DEBTOR [AND THE OFFICIAL COMMITTEES] SUPPORTI[S] THE PLAN
AND URGE[S] YOU TO VOTE TO ACCEPT THE PLAN.



1. Eligibility to Vote

The Plan classifies Claims and Interests in thieWohg classes:

Class Description
Class 1 Secured Claims
Class 2 Priority Claims
Class 3 General Unsecured Claims
Class 4 Subordinated Claims
Class 5 Interests

Only Classes that are both impaired and eligiblketeive a distribution
are entitled to vote. Under the Plan, holderslafr@s in Class 3 are entitled to vote.
Holders of Claims in Classes 1 and 2 are conclispesumed to have accepted the
Plan because they are unimpaired. Holders of GlainClass 4 and of Interests in Class
5 are deemed to have rejected the Plan becausariept eligible to receive a
distribution.

Within voting classes, only holders of “Allowed @tes” (as defined in the
Plan) are entitled to vote. Nonetheless, the Bagstkyy Court may fix temporarily the
amount of a disputed Claim solely for voting purpss

2. Voting Procedures

Parties that are entitled to vote on the Plannetdkive 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 Solicitatackage, contact the Debtor’s Balloting
Agent, Bankruptcy Services, LLC, 757 Third Aven8gj Floor, New York, NY 10150-
5014, (646)-282-2500 (Attn: Tirzah Gordon).

3. Vote Solicitation

The process of soliciting votes on the Plan mushl@cordance with the
following restriction:

CREDITORS SHOULD NOT RELY ON ANY
REPRESENTATIONS CONCERNING THE DEBTOR, ITS
ASSETS OR ITS 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\astthg procedures, please
immediately contact the Debtor’s counsel, WillkerF& GallaghelL.LP, 787 Seventh



Avenue, New York, NY 10019-6099, (212) 728-8000tfAtSteven Wilamowsky, Esq.
or Amy G. Pasacreta, 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

The Bankruptcy Court has scheduled a hearing tesidenconfirmation
(i.e., approval) of the Plan on ,2004,a2 __.m. (prevailing
Eastern Time), in Courtroom 3D of the United St&askruptcy Court, 6500
Cherrywood Lane, Greenbelt, Maryland 20770. Thdiooation hearing may be
adjourned from time to time without further notather than by announcement in the
Bankruptcy Court on the scheduled hearing date.

C. General Overview
The key elements of the Plan include, among otiiags, the following:

. Continuation of Operationg he Reorganized Debtor shall retain and
continue to operate its power generation and pipddusinesses unless
one or more businesses are sold pursuant to tleelgahsactions
described in Article 1.F.8 below. Whether the Rgamized Debtor will
retain any interest in USGen NE will be determibgdhe terms of
USGen NE’s restructuring and any related plan ofganization that may
be confirmed by the Bankruptcy Court.

. Separation from PG&E Corporatiodnder the Plan, PG&E Corporation
shall receive no distribution on account of itsiggunterest in the Debtor
and such interest will be cancelled as of the Effedate. The Debtor
will issue the New Common Stock, which will comgrig portion of the
distributions to be made to the Debtor’s creditodscordingly, upon the
Effective Date, NEGT will no longer be an affiliaté PG&E Corporation
or of its direct and indirect subsidiaries, inchgliPacific Gas & Electric
Company.

. Issuance of New Debt Securiti@he Debtor will issue two classes of
debt securities, identified in the Plan as the Neanche A Notes and the
New Tranche B Notes (collectively, the “New NotesThe New Tranche
A Notes shall be issued in the principal amourdpgroximately $500
million and have a seven-year term. The New TrariiNotes shall be
issued in the principal amount of approximately&&dillion and have a
seven-year term. The New Notes will be secureplégges of the equity
interests in the Debtor’s directly owned subsidigyisuch pledges to be on
apari passu basis, but subject to the liens securing the WigrKiapital




Facility (as hereinafter defined), if any, or artlier new credit facility
permitted by the indentures pursuant to which swatks will be issued.
As a component of the Class 3 Distribution, eadddroof an Allowed
Class 3 Claim will receive its pro rata share @& Mew Tranche A Notes
and the New Tranche B Notes. Forms of indentuwethe New Tranche
A Notes and the New Tranche B Notes will be annease@ppendix 3 to
the Disclosure Statement.

. Issuance of New Common Stodks a component of the Class 3
Distribution, each holder of an Allowed Class 3i@lavill receive its pro
rata share of 100% of the Debtor’s outstanding l®mmon Stock as of
the Effective Datei(e., 27 million shares). Such Distributions will be
subject to dilution based on possible future issearof additional shares
of New Common Stock and/or upon the exercise abaoptto purchase up
to 5% of the New Common Stock (or such greatergrgege as may be
approved by a vote of a majority of the outstandihgres of the holders
of the New Common Stock). As noted above, alltexgsequity interests
in the Debtor will be cancelled.

. Potential Claims Against PG&E Corporation and der@ther Claims
The Debtor believes that it and/or certain of ubsdiaries have claims
against PG&E Corporation, its directors and offscand certain former
officers and directors of the Debtor, includingthvaut limitation, any and
all claims of the Debtor arising in or related tdw&rsary Proceeding No.
03-1249 PM, filed in the Bankruptcy Court. Any &airLitigation
Claims, as well as any Avoidance Actions, will ensferred to and
vested in the Litigation Trust and pursued by tit@ation Trustee. The
net proceeds of the Litigation Trust Claims will distributed to holders
of the Litigation Trust Beneficial Interests. Agamponent of the Class 3
Distribution, each holder of an Allowed Class 3i@lavill receive its pro
rata share of the Litigation Trust Beneficial lr@sts.

D. Summary of Creditor Recoveries

The following chart summarizes the proposed distidms under the Plan:



BACKGROUND ON CERTAIN EVENTS LEADING TO, AND CERTAI

ARTICLE II.

N KEY

DEVELOPMENTS DURING, THE CHAPTER 11 CASES

A. The Debtor’s Business

NEGT was incorporated on December 18, 1998 as diywhwned
subsidiary of PG&E Corporatich.NEGT is a holding company, and operates its

APPROXIMATE
RECOVERIES
DEBTOR’S BASED ON THE
ESTIMATES OF DEBTOR’'S
TYPE OF CLAIM ALLOWED ESTIMATES OF
CLASS OR INTEREST CLAIMS * ALLOWED CLAIMS
Unclassified Administrative Claims $4.720 million 100%
Unclassified Fee Claims $20.663 million 100%
Unclassified Priority Tax Claims $0 100%
1 Secured Claims $0 100% (reinstatement or
pay in full)
2 Priority Claims $0 100%
3 General Unsecured $3,113 million 50%
Claims
4 Subordinated Claims $0 None
5 Equity Interests N/A None

Generally, the aggregate Claims asserted aghim$fdebtor exceed the total amount of Allowed
Claims estimated by the Debtor because, among tihmys, certain Claims: (a) were filed after
the Bar Date; (b) were filed in duplicate; (c) weuperseded by subsequent amendments to
previously filed Claims; (d) may allege an obligatiof an entity other than the Debtor; (e) may
assert contingent Claims against the Debtor; (fy melude postpetition interest and other
disallowed amounts; (g) may be invalid or subjectétoff or recoupment; or (h) are being
resolved as part of settlement agreements thamh 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 DEBTOR’S ESTIMATES.

The valuation used to compute recovery excludgdiands to be distributed

pursuant to the Plan and any value related to N@ish may be available to the

Reorganized Debtor. The recovery is based ostdraalone value of the Reorganized Debtor
and not based on proceeds from sales.



businesses only through its wholly-owned subsidgariNEGT'’s principal lines of
business were gas transmission, power generattwhalesale energy marketing and
trading. NEGT's three principal subsidiaries greGas Transmission Corporation, f/k/a
PG&E Gas Transmission Corporation, which holdsregts in each of NEGT’s gas
transmission subsidiaries; (i) NEGT Energy ComparyC, f/k/a PG&E Generating
Company, LLC, a holding company for merchant pogeeration facilities and
independent power producers; and (iii) NEGT Enérgading Holdings Corporation, a
holding company for NEGT’s energy trading business.

Pipelines

In its pipeline business segment, NEGT owns, opsrand develops
natural gas pipeline facilities. NEGT'’s two pripal wholly owned pipelines are held by
NEGT subsidiaries Gas Transmission Northwest Cattpmr, f/k/a PG&E Gas
Transmission, Northwest Corporation (“GTNC”), andrtth Baja Pipeline, LLC (“North
Baja”). Additionally, NEGT holds an interest irthard pipeline (the “Iroquois Gas
Transmission System”) owned by a partnership ofs& and Canadian energy
companies.

The pipeline owned by GTNC (the “GTN Pipeline”) ststs of over
1,350 miles of natural gas transmission pipelinth@Pacific Northwest with a capacity
of approximately 2.9 billion cubic feet of natugas per day. It begins at the British
Columbia-ldaho border, extends through northerhdgdaoutheastern Washington and
central Oregon and ends at the Oregon-Californiddrpwhere it connects with other
pipelines. The GTN Pipeline, which is the largeshsporter of Canadian natural gas
into the United States, commenced commercial ojpasatn 1961 and has subsequently
been expanded various times through 2002.

The pipeline owned by North Baja (the “North Bajpdfine”) consists of
approximately 80 miles of natural gas transmisgipeline in the desert southwest with
a capacity of approximately 500 million cubic feénatural gas per day. The North
Baja Pipeline system originates near Ehrenber§rigona, and traverses southern
California to a point on the Mexico-California berd The North Baja Pipeline system
began limited commercial operation in Septembe2200

NEGT also owns a 5.2% interest in the Iroquois Gassmission
System, an interstate pipeline which extends 37&sfiiom the U.S.-Canada border in
northern New York through Connecticut to Long IslaNew York. This pipeline, which
commenced operations in 1991, provides gas tratamor service to local gas
distribution companies, electric utilities and é&fecpower generators, directly or
indirectly through exchanges and interconnectimelmes, throughout the Northeast.

Currently, approximately 97% of NEGT’s equityinslirectly owned by PG&E Corporation. The
remaining balance is held by certain of PG&E Coagion’s creditors, including GPSF-F Inc.,
LBI Group Inc., Farallon Capital Partners, L.P.rdflmn Capital Institutional Partners, L.P.,
Farallon Capital Institutional Partners Il, L.Par&llon Capital Institutional Partners Ill, L.P.,
Tinicum Partners, L.P. and Farallon Capital Offghmvestors, Inc.



Power Generation

In its generation business segment, NEGT engagé® igeneration of
electricity in the continental United States. NE§&denerating facilities can be divided
into two categories, based on the method of salleedf electric output. The first
category is comprised of generating facilities s$&lt all or a majority of their electrical
capacity and output to one or more third partiesyant to long-term contracts and often
to the electric utility company in whose serviceitery they are located. These plants
are generally referred to as “independent powedyrers.” The second category is
comprised of generating facilities that typicalgligheir electrical output in the
competitive wholesale electric market through cacts of various lengths and through
their participation in the wholesale generation kets in which the facilities are located.
These generating facilities are generally refetoeas “merchant plants.”

As of the Petition Date, NEGT and its subsidiahad ownership or
leasehold interests in 26 operating generatinditiasi with a net generating capacity of
8,328 megawatts (MW). Plant operations are focaseghaximizing power generation
ability during peak energy price hours, improvineemting efficiencies and minimizing
operating costs while placing a heavy emphasisafetysstandards, environmental
compliance and plant flexibility. In addition, éitites of the Debtors had four facilities
totaling 3,342 MW under construction.

Pursuant to a stipulation among the Debtor, thec@ffCommittees and
Société Générale, as administrative agent, thedDatiends, subject to Bankruptcy
Court approval, to transfer the GenHoldings Prgjédefined herein), to Société
Geénérale or its designee. In addition, pursuaatgtipulation among the Debtor, the
Creditors’ Committee, ABN AMRO Bank N.V., CitibamkA., Credit Lyonnais New
York Branch and Société Générale, the Debtor irgesuabject to Bankruptcy Court
approval, to transfer the Lake Road and La Palorogeéts (defined herein) to Citibank,
N.A. or its designee. Sefticle 11.F.10 below.

Energy Trading and Marketing

Through NEGT Energy Trading Holdings Corporatiofs®I' engaged in
the marketing and trading of electrical energyacéty and ancillary services, fuel and
fuel services (such as gas pipeline transportati@hstorage), emission credits and other
energy related products through various marketssadlorth America, including the
over-the-counter and futures markets. Prior toRbgtion Date, NEGT’s energy
marketing and trading operations managed the swugglyel for, and the sale of electric
output from, NEGT’s owned and controlled generafanglities, in addition to engaging
in trading for its own account. NEGT also evaldat@d implemented structured

4 Included among NEGT’s merchant facilities araumber of facilities operated by USGen NE, an

indirect wholly owned subsidiary of the Debtor. mEmporaneously with the commencement of
the chapter 11 cases for NEGT and the ET Debtds§éh NE commenced its own chapter 11
case in the Bankruptcy Court. USGen NE's caseiisgoseparately administered by the
Bankruptcy Court and USGen NE has separate cotmsepresent it in that case.



transactions, including management of third panigrgy assets, tolling arrangements,
management of the requirements of aggregated cestoad through full requirement
contracts, restructured independent power produam@racts and the purchase and sale of
gas transportation. In the second half of 2002GNElected to wind down its energy
trading and marketing operations. On the Petibate, NEGT Energy Trading Holdings
Corporation and various of its subsidiaries (th& TBebtors”) each filed a voluntary
petition for relief under chapter 11. In mid-20@3e trading related services that were
provided in support of NEGT’s independent powerdpicers and its merchant facilities
were moved outside the NEGT Energy Trading Holdi@gsporation holding company
structure and put directly in the power generahasiness segment. The primary
functions of NEGT’s energy trading segment are fiowted to providing support in
respect of claims resolutions associated witheh@ination of energy trading contracts
and other agreements associated with the wind-ddwa operations.

B. Summary of Prepetition Indebtedness
1. NEGT Primary Obligations

NEGT Senior Unsecured Note®n May 22, 2001, NEGT completed an
offering of $1 billion in senior unsecured notesl @aceived net proceeds of
approximately $972 million after debt discount arude issuance costs. On
November 15, 2002, NEGT failed to pay a $52 millioterest payment due on these
notes. As of the Petition Date, NEGT had outstagditerest accrued but unpaid on the
Old Senior Notes of approximately $125 million.

NEGT Credit Facility. In August 2001, NEGT arranged a $1.25 billion
working capital and letter of credit facility witiPMorgan Chase (f/k/a The Chase
Manhattan Bank) as administrative agent consisifray$750 million tranche with a 364-
day term and a $500 million tranche with a two-yeam. On October 21, 2002, the
available commitments were reduced to $431 miliod $279 million, respectively. As
of the Petition Date, $431 million had been drawaiast the 364-day revolving credit
facility. As of December 31, 2003, $155 milliondhaeen drawn against the two-year
facility, in addition to $3 million of letters ofredit issued under the two-year facility. As
of the Petition Date, NEGT had outstanding inteagstued on these facilities of
approximately $34 million.

2. NEGT Asset-Related Guarantees

GenHoldings.NEGT guaranteed the equity contribution obligasiof its
indirect wholly owned subsidiary, GenHoldings I, CI(*"GenHoldings”), under the
GenHoldings project facility. Société Généralthis administrative agent under such
facility. As of the Petition Date, NEGT’s maximuvbligations under the Project
Guarantee Claim for GenHoldings was approximat8i4$720,000.

Lake Road.NEGT guaranteed indebtedness of its indirect iykmined
subsidiary, Lake Road Generating Company, L.P.K&LBRoad”), incurred in connection
with certain project facilities for which Citibankl.A. is the administrative agent and



security agent. NEGT'’s liability under such guayas subject to a liability cap
determined by reference to a specific class ofbtetiness under such project facilities.
The aggregate cap amount as of the Petition Daseapproximately $238,908,000.

La Paloma.NEGT guaranteed indebtedness of its indirect lykmined
subsidiary, La Paloma Generating Company, LLC Pladoma”), incurred in connection
with certain project facilities for which Citibankl.A. is the administrative agent and
security agent. NEGT'’s liability under such gudyas subject to a liability cap
determined by reference to a specific class ofbtetiness under such project facilities.
The aggregate cap amount as of the Petition Daseapproximately $385,001,000.

Turbine Revolver.In May 2001, NEGT established a revolving credit
facility of up to $280 million to fund turbine paynts and equipment purchases
associated with its generation facilities. NEGRigunteed the payment obligations of the
borrower under this facility, its indirect whollyamed subsidiary, PG&E National
Energy Group Construction Company, LLC. Société&séle is the administrative agent
under the Turbine Revolver. As of the Petitiond)ahe total principal outstanding under
this guaranty was approximately $217,012,000.

Attala. NEGT guaranteed the obligations of Attala EneCgynpany,
LLC (“AEC”) under AEC’s tolling agreement with Atea Generating Company, LLC
(“AG”") (both NEGT indirect subsidiaries), in an aomi not to exceed $300 million , plus
any costs of collection. In addition, NEGT guagsst certain indemnification
obligations of AEC running to the benefit of AG@®vided in the Participation
Agreement. NEGT does not believe any amountsbeiklue under this guarantee. On
or about December 31, 2002, AG terminated thenplligreement after default by AEC.
On or about February 14, 2003, AG asserted that 8&€d AG $772 million as an
undiscounted termination payment. AG institutdalteation proceedings against AEC
on March 28, 2003. At that time, AG demanded payroé&$477 million, reflecting its
calculation of the discounted value of the termorapayment. AEC and NEGT dispute
AG'’s calculation of the termination payment. AE&stproposed a termination payment
of $229,585,000.

3. NEGT Energy Trading Guarantees

NEGT guaranteed certain contingent obligationefAffiliate Debtors
under various contracts involving commodities iniohg electricity, coal and natural gas
as well as certain tolling agreements. As of tegtien Date, NEGT’s maximum
aggregate exposure under these guarantees waxiapgiedy $1 billion (the “Trading
Guarantees”). The precise amounts of certaineddalguarantee obligations are the
subject of disputes between NEGT and the conti@atterparties.

4. NEGT Energy Trading LC Facility

NEGT caused to be issued certain letters of ctediecure trading-related
obligations of the ET Debtors. As of the Petitdate, the total amount outstanding
under the facility was approximately $22 million.



C. Certain Events Leading to the Debtor’'s Chapter 11 Hing

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

e Contractions and instability of energy markets;

¢ A significant decline in generation margins (ordgpspreads”)
caused by excess supply and reduced demand inregoshs of
the United States;

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

¢ Significant financial distress and liquidity probie among market
participants.

NEGT was significantly impacted by these adversnges in 2002. By
the second half of 2002, most of the debt instrusehNEGT and its affiliates, which
had carried investment grade credit ratings, werengraded to below investment grade
rating. As a result of these downgrades, cerththeAffiliate Debtors were required to
post cash collateral in support of NEGT guarantéesaddition, the ratings downgrades
triggered equity funding obligations at certaifN\EGT’s generation projects. As of
December 31, 2002, NEGT was in default under varregourse debt agreements and
guaranteed equity commitments totaling approxinge®@l9 billion. In addition, other
NEGT subsidiaries were in default under varioust dgjpeements totaling approximately
$2.5 billion, which debt is non-recourse to NEGHor the year ended December 31,
2002, NEGT reported operating revenues of $2.1ohithnd a net loss of $3.4 billion.

Beginning in 2002, NEGT attempted to restructusedebt obligations and
other commitments. NEGT and its subsidiaries sbtaykell or transfer certain assets,
and to reduce significantly energy trading operaim an ongoing effort to raise cash
and reduce debt.

Specific restructuring efforts included:

e the sale of NEGT Energy Trading, Canada Corpordton
Seminole Canada Gas Company;

e the sale of the 176-megawatt, natural gas-firech&greStation
Generating facility in Denton, Texas and the nedrake
Lewisville hydroelectric facility for approximatef§2 million to
the City of Garland, Texas;
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e the sale of the 66.6 megawatt Mountain View winevpred
generation facility in the San Gorgonio Pass, i&m Springs,
California, to Centennial Power, Inc. for $102.5liom;

e the sale of one-half of NEGT’s 50% interest in Hermiston
Generating plant to Sumitomo Corporation and Sumato
Corporation of America for pre-tax gain of approziely $23
million;

e the reduction in workforce during the 2003 calengar by
approximately 240 employees, with the majorityhs teductions
occurring in Power Services Company, f/k/a PG&Eibisl
Energy Group Company, a non-Debtor subsidiary o6NEand
NEGT Energy Trading; and

e preliminary discussions with project lenders tmgfar the Lake
Road, La Paloma and GenHoldings Projects (defingkticle
[I.F.10 below) to the applicable lender groups eesblution of
related issues.

D. Prepetition Tax Sharing Agreement with PG&E Corporation

Since its formation in 1998, NEGT has been incluitetthe consolidated
tax return of PG&E Corporation. For certain of ftears before 2001, PG&E
Corporation made payments to NEGT commensuratethaiiax savings achieved
through the incorporation of the Debtor’s lossed tax credits in PG&E Corporation’s
consolidated federal tax return for those yeanstax year 2001, NEGT paid to PG&E
Corporation the amount of its federal tax liability

NEGT and the Official Committees believe that theefoing
arrangements and the documentation pursuant tchvitvey were implemented gave rise
to an enforceable tax sharing agreement betweenBPG&poration and NEGT and that,
as a result, NEGT and its estate have significkamns against PG&E Corporation.
PG&E Corporation disputes both these assertionsN@ember 12, 2002, PG&E
Corporation notified NEGT of PG&E Corporation’s gam that to the extent that a tax
sharing agreement existed and had not been teedipagviously, it was terminated
effective immediately. On December 24, 2002, NESBfit a letter to PG&E Corporation
reserving all rights against PG&E Corporation witpect to such tax sharing
agreement. For a more complete description otldiens against PG&E Corporation
(including claims against certain of PG&E Corparats officers and directors), please
see the Second Amended Complaint of the Debtotren@fficial Committees, dated
November 7, 2003, a copy of which is annexed tdXiselosure Statement as Appendix
8.

In evaluating the Debtor’s estate’s claims agatG&E Corporation,

interested parties should be aware that PG&E Catjoor has asserted substantial,
potentially offsetting (or partially offsetting)aims against the Debtor’s non-Debtor
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subsidiaries. These claims include: (a) approtetgab200 million in claims against
AEC on account of an asserted intercompany loaimgtkin Article 11.B.2 above); (b)
approximately $20 to $25 million in claims for rddnrsement against the Debtor and
certain of the Debtor’s subsidiaries related teessl allocations of certain fixed costs,
allocation of overhead and payroll and employeesherelated expenses; and (c) an
approximately $111 million claim against NationaleEgy Holdings Corporation, a non-
Debtor subsidiary of NEGT, on account of an asdarteercompany loan. Because AEC
is insolvent and any claims of PG&E Corporatioratetl to AEC are non-recourse to the
Debtor or any NEGT affiliate, the ultimate resatutiof PG&E Corporation’s claims
against AEC should not impact the value of the Debtestate. With respect to PG&E
Corporation’s remaining claims, the Debtor doesawsicede the validity or amount of
any of them and is currently reviewing those claand possible defenses and
counterclaims that may be asserted in connectiemrewith.

E. NEGT Board of Directors

Prior to the Petition Date, the following individeaesigned from
NEGT's board of directors: Bruce R. Worthington,Bsent Stanley, Peter A. Darbee,
Thomas B. Kingand Andrew L. Stidd. They were replaced by theesu board of
directors which consists of Joseph A. Bondi, NEGTtsef Executive Officer, Sanford
L. Hartman, NEGT’s Vice President and General Celraad independent directors
Henry Murphy and Frank V. Battle, Jr. Correspogdihanges were effected with
respect to certain of NEGT'’s subsidiaries, inclgdine Affiliate Debtors.

F. Overview of the Chapter 11 Cases

On July 8, 2003, each of NEGT, and the Initial idifie Debtors filed
voluntary chapter 11 petitions with the Bankrup@aurt® Since then, NEGT and the
Affiliate Debtors have continued in possessionheirt properties and in the management
of their businesses as debtors in possession.

1. The Official Committees

On July 17, 2003, the United States Trustee forigkegour (Greenbelt
Office) (the “United States Trustee”) appointedrterim official committee of
unsecured creditors (the “Creditors’ Committee”}iie Debtor’s casé.By Order, dated
August 4, 2003, the Bankruptcy Court directed timitédl States Trustee to appoint an
additional official committee, consisting of holdeaf the Old Senior Notes (SAeticle

° All of these individuals also were officers of & Corporation at the time they served on

NEGT’s board of directors.

ESV and Quantum each filed its own chapter 1itipeton July 29, 2003. Pursuant to an order of
the Bankruptcy Court, their cases are being joiatlyninistered with those of NEGT and the

Initial Affiliate Debtors.

On the same date, separate official creditorsiroittees were appointed (a) for the Initial
Affiliate Debtors; and (b) in the separately adrsiared chapter 11 case of USGen NE.
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II.B.1 above). On the same day, the United Statastee, in accordance with the
Bankruptcy Court’s directive, appointed an offiamteholders’ committee (the
“Noteholders Committee” and, collectively with tBeeditors’ Committee, the “Official
Committees”).

2. First Day Pleadings and Orders

The Debtors devoted substantial efforts early @s¢éhcases towards
stabilizing the operation of their businesses aathtaining employee, vendor and
customer relationships that had deteriorated poidihe Petition Date. These efforts
included obtaining critical “first day” relief tdlaw the Debtors’ businesses to continue
with minimal disruption to operations. Motionspéipations and other pleadings filed by
the Debtors in furtherance of this goal and appiddwethe Bankruptcy Court included
the following:

First Day Affidavit. The Debtors filed an affidavit of John C. Barpsul
the Vice President and Treasurer of NEGT, that saraed the Debtors’ history, the
circumstances that precipitated the chapter Irigsliand the justification for the relief
sought in the other first-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
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 the
rules’ underlying purpose. Accordingly, the Deltobtained the Bankruptcy Court’s
authorization to maintain the Debtors’ pre-bankeyptash management practices and
investment policy, subject to the Debtors’ obligatto strictly delineate between pre-
and post-Petition Date transactions and obligations

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 Date personnel policies and payracpdures, pursuant to which the
Debtors pay various employer-affiliates for thevsars provided by such affiliates’
employees.

Trading Injunction Motion.The Debtors obtained an interim order
enjoining sales or other exchanges of significambants of claims against NEGT and its
subsidiaries in order to preserve the possibilitgualifying for the “bankruptcy
exception” under section 382(l)(5) of the InterRalvenue Code. The interim order has
expired and the motion has been withdrawn becdesB¢btors, in consultation with the
Official Committees, determined it was no longecessary or desirable to seek to
qualify for this “bankruptcy exception.”
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Retention Applications.The Debtors obtained orders of the Bankruptcy
Court authorizing them to retain attorneys, accantst and financial advisors.

Ordinary Course Professionals Motiom addition to the professionals
referred to above, the Debtors have other profeatsdo perform discrete functions not
directly related to the chapter 11 cases, andfarelativelyde minimis fees (“Ordinary
Course Professionals”). Rather than burden th&i@tcy Court and the Ordinary
Course Professionals by requiring full-scale retenapplications, 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 compensati@c@dures for professionals which,
in general, allow professionals to bill and recgdagment on a monthly basis, subject to
a “holdback” that is not released to the profesasi®until 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 Dak 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 netdankruptcy 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 Debtors began a processnplate 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 makeapemther modifications to their
names in connection therewfthThe name changes signified the beginning of a new
stage for the Debtors and their employees and beeanimportant step in announcing
the Debtors’ intention to separate formally ancalggfrom 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 Bankmy@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 Plan

On or about August 19, 2003, the Debtors filed @aionao approve an
amended and restated retention plan (the “ReteRtiam’) to provide a retention bonus
for eligible employees performing services for Bebtors or USGen NE if they remain

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

thereto.
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employed throughout the restructuring of the regpe®ebtor or USGen NE, as
applicable. The Court approved the Retention BlaBeptember 25, 2003.

Pursuant to the Retention Plan, eligible employeesntitled to receive a
bonus (“Bonus”), and an additional 15% or 25% @f Bonus depending on when the
effective date of the chapter 11 plan for the gritt which the employee provides
services occurs, provided that his/her employmenticues through certain specified
payment dates. Assuming all eligible employeedemainated, NEGT’'s maximum
liability will be approximately $10,800,000, ancetET Debtors’ maximum liability will
be approximately $1,500,000.

5. Examiner

On or about September 18, 2003, Mitsubishi Headystries (“MHI")
filed its Request for Appointment of an Examinergeiant to 11 U.S.C. § 1104(c)(2),
seeking the appointment of an examiner to reviedibposition of assets by certain of
the Debtor’s non-Debtor subsidiaries (the “ExamiRequest”). The Debtor and the
Official Committees rigorously opposed the reliefjluested by MHI. PG&E Corporation
and the U.S. Trustee also filed pleadings relateti¢ Examiner Request.

On or about November 6, 2003, after conductingaaihg, the
Bankruptcy Court granted the Examiner Request atfibazed the appointment of an
examiner for a limited purpose to commence no @attian January 15, 2004. Since that
time, the Debtor, the Official Committees and MHdvie discussed various alternatives to
an examiner that would accomplish MHI's goal of eleping a vehicle for information
exchange. Such discussions are ongoing and,esuill, an examiner has not been
appointed in the Debtor’'s Chapter 11 Case. Thaed®einticipates that the parties will
consensually resolve this matter and, the Debtbithan seek Bankruptcy Court
approval of any agreement.

6. Claims Resolution

The Bankruptcy Court fixed January 9, 2004, addkedate for filing
claims against the Debtor (the “Bar Date”). Thetamount of timely filed asserted
claims, excluding claims, if any, by certain inggland certain intercompany claimants
not required to file claims on or before the Batd)as approximately $4,049 million.
The Debtor is in the process of reviewing claimd a4l file objections to claims at such
time as is it deems appropriate.

The Debtor and its non-Debtor subsidiaries whichewmt required to file
proofs of claim in advance of the Bar Date (thefi€olled Subs”) have a number of
intercompany claims running between and among taioh in the aggregate totals
hundreds of millions of dollars. The Debtor is aatare of any significant disputes with
respect to claims involving the Debtor and the @ullgd Subs. Nonetheless, in order to
enhance the certainty of recovery by the credibbtbe Debtor and to avoid establishing

9 USGen NE’s maximum liability will be approximate®s,100,000.
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large, unnecessary reserves, prior to the Confiomdate, the Debtor expects to present
a motion (the “9019 Motion”) under Bankruptcy Cations 502 and 363 and
Bankruptcy Rule 9019 settling and resolving alerabmpany claims arising by and
among the Debtor and the Controlled Subs. Thdtresthe 9019 Motion will be, in

part, to fix and establish for all purposes the ant@f such intercompany claims. Once
approved, the 9019 Motion should have the effe&lmiwing the claims against the
Debtor asserted by the Controlled Subs. Moredkier9019 Motion should provide
certainty to the Reorganized Debtor that it wite®e distributions and/or dividends

from the Controlled Subs in the ordinary course sungject to the rights and claims of
the ET Debtors, US Gen NE and non-Debtor subsetiaxihich are not Controlled Subs.

7. Plan of Reorganization

The Debtor negotiated terms of the Plan over a murabmonths with its
key unsecured creditor constituencies. [The PFaupported by each of the Official
Committees.]

8. The Sale Transactions

The Debtor has been simultaneously pursuing: @gdmfirmation of a
standalone plan and (b) the sale, in one or marsséctions, of all or substantially all of
its assets, consisting primarily of the Debtor’s gigelines and its IPP Portfolio, as
defined below. The sale process is described bataicollectively referred to herein as
the “Sale Transactions” and individually as a “Shlansaction.” The Debtor has been
assisted in this process by its retained advisazatd Freres & Co. LLC (“Lazard”), and
has proceeded in close consultation with the GifiCiommittees.

With respect to each Sale Transaction, assumiregeeptable offer is
received, the Debtor, after consultation with tHédal Committees, expects to select a
“stalking horse” bidder in an out-of-court compiettbidding process, who will be
granted customary “stalking horse” protectionsgwaved by the Bankruptcy Court,
followed by a formal bankruptcy auction, pursuanttstomary bidding procedures
approved by the Bankruptcy Court, in which the Debtill seek higher or otherwise
better offers for the relevant assets. With ressfmethe bidder in each Sale Transaction
that submits the highest or otherwise best bidPtbletor will seek Bankruptcy Court: (a)
approval of the purchase agreement between sugatingibbidder, the relevant seller(s)
and the Debtor; and (b) authorization to consumriegeelevant Sale Transaction
contemplated thereby. It is anticipated that thetians for the Sale Transactions will be
held on or around the date of the Confirmation khegr

VOTING IN FAVOR OF THE PLAN WILL NOT AFFECT YOUR
ABILITY TO OBJECT TO EITHER SALE TRANSACTION. EACIHSALE
TRANSACTION WILL BE SUBJECT TO SEPARATE BANKRUPTCEZOURT
APPROVAL AND PARTIES WILL HAVE AN OPPORTUNITY TO OBECT TO
EACH SALE TRANSACTION AT THAT TIME. HOWEVER, PLEAE NOTE THAT
YOU WILL NOT BE PERMITTED TO CHANGE YOUR VOTE BASEI®DN THE
RESULTS OF THE AUCTION RELATED TO THE SALE TRANSACODNS.
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The Pipeline Sale

In mid-November, Lazard, at the direction of thebide, initiated a
competitive sale process (the “Pipeline Sale”)tfar equity of GTNC and North Baja
which own the GTN Pipeline and the North Baja Hipelrespectively, Segrticle II.A,
above. Interested parties were asked to bid etuity of GTNC and to provide a
separate allocation for the equity of North Bajaorder to facilitate compliance by the
seller with certain rights of first refusal of Gas@to Bajanorte S. de. R.L. de C.V. with
respect to the sale of the North Baja Pipelingergsted parties who executed
confidentiality agreements received an informatiemorandum, 15 electronic data
room CD-ROMSs and a draft equity purchase agreement.

The deadline for the initial submission of bids iescember 12, 2003.
On such date, nine potential buyers submitted Isistspf which included mark-ups of a
draft equity purchase agreement. None of thewatsconditioned on financing and two
bid packages included detailed financing commitmémm large reputable financial
institutions.

Five of the nine initial bids were selected forea@nd round process
during which bidders were given the opportunitgémduct more in-depth due diligence,
including participation in additional managemerggantations, follow-up meetings and
conference calls. They were also provided with w@mts and guidance regarding their
initial bids and were asked to submit revised Kidsluding revised mark-ups of the
equity purchase agreement) on or prior to Janudy2Q04. After two of the bidders
consolidated their bids, four revised bids witH falark-ups of the draft purchase
agreement were submitted before the deadline,mmyof which was conditioned upon
receipt of bridge financing from a reputable fin@hastitution which provided a
commitment letter with the bid.

On January 29, 2004, revised purchase agreemergssemt to three of
the four bidders, responding to their mark-upse Diebtor will continue negotiations
with these bidders and intends, after consultatiith the Official Committees, to select
a “stalking horse” bidder shortly.

The IPP Portfolio Sale

Shortly after launching the Pipeline Sale procaddavember 2003,
Lazard also initiated a competitive sale processhie Debtor’s portfolio of ownership
interests in certain electric generation assetsopedations (the “IPP Portfolio”) held by
direct and indirect subsidiaries of the Debtor.e TRP Portfolio sale process entailed the
distribution of an information memorandum and datam CD-ROMs to parties who
signed confidentiality agreements but no draft goouiirchase agreement.

The deadline for submission of initial indicatiosfanterest was

December 12, 2003. On such date, fourteen potdntjers submitted conforming
indications of interest.
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After the submission of these initial indicatiorfdrderest, six bidders
were provided with an opportunity to conduct mara@epth due diligence, including
management presentations, follow-up conferences ealll site visits. On January 23,
2004, bidders were provided with a draft equityghase agreement. The deadline for
the submission of more final, well-developed bids|uding a full mark up of the equity
purchase agreement, is February 6, 2004.

9. Mediation Protocol

On December 3, 2003, the ET Debtors filed a matoapprove
procedures (the “Mediation Protocol”) for the meiia of disputes arising under, among
other things, energy trading contracts and toliggeements (“ET Agreements”). The
Mediation Protocol was approved by Order dated danu, 2004. The ET Agreements
that are subject to the Mediation Protocol incltttET Agreements that are the subject
of the Trading Guarantees. Under the Mediatiorideal, objections to claims and
adversary proceedings (i.e., lawsuits filed inBaakruptcy Court) arising under the ET
Agreements are stayed for a period of time in otdat the parties may attempt to
consensually resolve their disputes with the aid oburt-approved mediator.

10. Return of Projects

The Debtor has negotiated with various creditogaurding the proposed
transfer of certain merchant facility projects odry Lake Road, LaPaloma and
GenHoldings (collectively, the “Projects”). Theler has guaranteed certain of the
indebtedness of Lake Road and La Paloma with réspéice Lake Road and La Paloma
Projects. The Debtor has also guaranteed theyecpiitributions of GenHoldings with
respect to the GenHoldings Projects. Subject ttkBgptcy Court approval, the Debtor
intends to transfer: (a) the Lake Road and La PalBnojects to Citibank, N.A. as
administrative agent or its designee; and (b) taeHbldings Projects to Société
Générale as administrative agent or its desighkgess a court of competent jurisdiction
enters an order or issues a judgment authoriziPggect Transfer (as defined below)
earlier, such transfer will occur the later of ¢Ag¢ day following the date on which the
Debtor or Reorganized Debtor, as the case mayeasges to be a member of the
affiliated group, within the meaning of Section 2%#) of the IRC, of corporations of
which PG&E Corporation is the common parent (whebyeoperation of the Plan or
otherwise); or (B) such other date as may be agrped by the Debtor and the
applicable agent. As the Debtor has failed talful$ obligations under the guarantees,
the lenders have the right to foreclose on thedetsj The Debtor believes that it is in
the best interests of all parties to transfer tfggeets in lieu of foreclosure.

ARTICLE IIl.
THE DEBTOR’S PLAN OF REORGANIZATION
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.
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IN CERTAIN RESPECTS, THE PLAN DEALS WITH SOPHISTIGAD LEGAL
CONCEPTS. THEREFORE, YOU MAY WISH TO CONSULT WITEBIOUNSEL
BEFORE VOTING ON THE PLAN.

A. Classification and Treatment of Claims and Interest

Under the Plan, Claims are classified and treasetistussed below. For
ease of reference, estimates assume an Effectivef@ahe Plan of | |, 2004.
The actual Effective Date may vary from that date.

1. Administrative Claims (Unclassified)

Description Administrative Claims are Claims that arose atfterPetition
Date and were incurred during the Debtor’s chapieproceeding. The Debtor estimates
that on the Effective Date, Administrative Claimil wggregate approximately $5.958
million, consisting primarily of approximately $38 million for employee retention
payments, approximately $1.238 for cure paymeridged to the assumption of leases
and contracts and approximately $2.632 milliondthrer administrative claims.
Additionally, the Debtor will remain obligated t@y postpetition Claims incurred by the
Debtor in the ordinary course of its business.

TreatmentEach holder of an Allowed Administrative Claimailreceive:
(a) to the extent not already paid, Cash on tter laitthe Effective Date and the first
Business Day after the date that is thirty (30)sdafyer the date on which such
Administrative Claim becomes an Allowed AdminisivatClaim in the full amount of
such Allowed Administrative Claim; or (b) to thetemt not yet due and payable, in
accordance with the terms and conditions of thequaar transaction giving rise to the
Administrative Claim; (c) to the extent such Claiare Administrative Claims of the
United States Trustee for fees pursuant to 28 U.$1930(a)(6), in accordance with the
applicable schedule for payment of such fees; pirédtment on such other terms as may
be mutually agreed upon between the holder of slicved Administrative Claim and
the Debtorprovided, however, that interim and/or final payment of Allowed
Administrative Claims approved by the Bankruptcyu@shall be paid at the time of and
in accordance with such Bankruptcy Court approval.

Administrative Bar DateRequests for payment of Administrative Claims
that have arisen or will arise in the period framyB, 2003 through the Effective Date,
inclusive, must be filed and served pursuant tgptioeedures set forth in the
Confirmation Order and/or notice of entry of then@ionation Order, no later than forty-
five (45) days after the Effective Date (unlessarlier date is set by the Bankruptcy
Court); provided, however, that no request need be filed and served for @rgiGourse
Payments. Any Entities that are required to bilitdefile such an Administrative Claim
request on or before the deadline referenced atlwalébe forever barred from asserting
such Administrative Claim against the Debtor, tleiRanized Debtor or any of their
respective property, and the holder thereof steattyoined from commencing or
continuing any action, employment of process oit@cbllect, offset or recover such
Administrative Claim.
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2. Fee Claims (Unclassified)

Description A Fee Claim is any Claim against the Debtor of a
professional person employed under section 327108 bf the Bankruptcy Code or of an
indenture trustee seeking compensation or reimmeseof expenses by the Bankruptcy
Court in accordance with sections 328, 330 and3drd the Bankruptcy Code, and/or
which is entitled to priority pursuant to sectiddBfb)(2), 503(b)(3)(F), 503(b)(4) or
503(b)(5) of the Bankruptcy Code, including anyiral@f a member of either of the
Official Committees for reimbursement of expensesiired in such member’s capacity
as such.

TreatmentEach holder of an Allowed Fee Claim shall recei(@) to the
extent not already paid, Cash on or as soon asigable after the date on which the
Bankruptcy Court order allowing such Fee Claimnigeeed in the full amount of such
Allowed Fee Claim; or (b) treatment on such otleemis as may be mutually agreed upon
between the holder of such Allowed Fee Claim arddkbtor. Pursuant to the Plan, any
party requesting allowance and/or payment of aBtaen for any period ending on or
before the Effective Date must file and serve feygplications therefor no later than
forty-five (45) days after the Effective Date orfoeever barred from requesting
allowance of such Fee Claim.

3. Priority Tax Claims (Unclassified)

Description A Priority Tax Claim is any unsecured Claim, lbe extent
entitled to priority in payment under section 5Q@aof the Bankruptcy Code. The
Debtor projects that Priority Tax Claims will apghmate $0.

TreatmentEach holder of an Allowed Priority Tax Claim dhalceive: to
the extent not already paid, Cash, on the laténeEffective Date, or as soon as
reasonably practicable thereafter, and thirty (B0)s after the date on which such
Priority Tax Claim becomes an Allowed Priority T@kaim, in the full amount of such
Allowed Priority Tax Claimprovided, however, that the Debtor shall have the option,
exercisable upon written notice to the relevanbitgi Tax Claim holder sent prior to the
Effective Date, to pay any Priority Tax Claim oweperiod not longer than six (6) years
from the date of assessment of the applicablendR,interest on the unpaid portion
payable annually in arrears at the rate of inteved#red by the Bankruptcy Court (or
agreed to by the holder of the Claim and the D¢btor

4, Class 1 - Secured Claims (Unimpaired)

Description A Secured Claim is any Claim to the extent suaimt
constitutes a secured Claim pursuant to sectiof5Q111(b) of the Bankruptcy Code.
Class 1 consists of all Secured Claims.

TreatmentOn or before the later of the Effective Date ®saon as
reasonably practicable thereafter and thirty (Z0)sdafter the date on which a Class 1
Claim becomes an Allowed Claim, at the electiothef Debtor or Reorganized Debtor,
as the case may be, such Claim shall be satisfiddliby reinstating the Claim, that is,
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leaving unaltered the legal, equitable and contiedaights respecting such Claim in
accordance with section 1124 of the Bankruptcy Coa#uding curing all pre- and
postpetition defaults other than defaults relatmthe insolvency or financial condition
of the Debtor or its status as a debtor under tnekBiptcy Code and reinstating the
maturity date of the Claim.

5. Class 2 - Priority Claims (Unimpaired)

Description A Priority Claim is any Claim to the extent el@d to priority
in payment pursuant to section 507(a) of the BaptksjuCode, other than an
Administrative Claim or Priority Tax Claim. Clagsconsists of Priority Claims against
the Debtor. Class 2 is not impaired. The Debstinetes that Allowed Class 2 Claims
will aggregate approximately $0.

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

6. Class 3 - General Unsecured Claims (Impaired)

Description A General Unsecured Claim is any Claim againstQebtor,
other than a Secured Claim, Administrative Claiee Elaim, Priority Claim, Priority
Tax Claim or Subordinated Claim. Class 3 congiftl General Unsecured Claims
against the Debtor, including, without limitatiomgteholder claims, guarantee claims,
unsecured claims of the Debtor’s affiliates andnetaof trade vendors. The Debtor
estimates that aggregate Allowed Class 3 Claimisagdregate approximately $3 billion.

TreatmentOn the later of each Distribution Date and ted) Business
Days after the date on which a Class 3 Claim besaneAllowed Class 3 Claim, each
holder of an Allowed Class 3 Claim shall receiweRiatable Share of: (a) 100% of the
shares of the New Common Stock subject to dilutpthe New Common Stock issuable
under the New Stock Option Plan; (b) the New Tran&hNotes; (c) the New Tranche B
Notes; (d) the Excess Cash; (e) the Litigation TBeneficial Interests; and, if a Closing
Date has occurred, (f) the Additional Excess Cash.

Procedure for Allowance of Certain General Unset@&ims The
obligations of the Debtor under the Old Senior Mpthe Revolving Credit Agreement,
the NEGT Energy Trading LC Facility Guarantee, Hyglipment Revolver Guarantee,
the La Paloma Guarantee, the Lake Road GuarantetharGenHoldings Guarantee
shall be Allowed Class 3 Claims, in the respectireunts set forth on Schedule 4.03 to
the Plan, and not be subject to setoff, recoupnsetprdination, recharacterization or
counterclaim under Section 6.06 of the Plan.

Additional Provisions Regarding the Allowance objéct Guarantee

Claims

(@  The allowance of a Project Guarantee Claim shadiuigect to any
Project Guarantee Claim Objection and any heanng Broject Guarantee Claim
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Objection shall be heard within thirty (30) daystsffiling (or the first day thereafter that
is available on the Bankruptcy Court’s calenddfany former or current member of
either of the Noteholders’ Committee, in such mensbsapacity as a holder of an Old
Senior Notes claim, or of the Creditors’ Commitiiées a Project Guarantee Claim
Objection, then such objecting member shall natikecany Distribution on account of
such objecting member’s Claim until such objecsball have been resolved or
withdrawn. Neither of the Official Committees difdé a Project Guarantee Claim
Objection. By filing this Plan, the Debtor heredyrees, upon at least ten (10) days
notice, to promptly provide any putative objecteasonable access to relevant
information and facilities as shall be reasonaldgessary to prepare a Qualified
Appraisal.

(b)  The allowance of the NEGT Energy Trading LC Fagilit
Guarantee Claims shall be subject to any NEGT Bnérgding LC Facility Guarantee
Claim Objection, and any hearing on such NEGT Epé@mading LC Facility Guarantee
Claim Objection shall be heard within thirty (3@ys of its filing (or the first day
thereafter that is available on the Bankruptcy €swalendar).

(© The allowance of the Equipment Revolver Guaraniee shall
be subject to any Equipment Revolver GuarantearC@ibjection, and any hearing on
such Equipment Revolver Guarantee Claim Objectiail $e heard within thirty (30)
days of its filing (or the first day thereafter tlimavailable on the Bankruptcy Court’s
calendar).

(d) If no Specified Guarantee Claim Objection is timiled, then
each Specified Guarantee Claim shall be deemedavatdor all purposes on the date
that is thirty (30) days after the Effective Datelhe amount set forth on Schedule 4.03
hereto.

(e) If a Specified Guarantee Claim Objection is fildten each
Specified Guarantee Claim that is the subject$pecified Guarantee Claim Objection
shall be deemed Allowed to the extent of any amthaithas not been objected to on the
date that is thirty (30) days after the Effectivat®and each holder shall have the right,
notwithstanding the filing of a Specified Guaran@aim Objection, to receive a
Distribution on account of its Specified Guaran@aim to the extent such Distribution
would equal the amount of such Claim less the ExBeovery Amount. All rights of
the holder of a Specified Guarantee Claim to dspund contest the Excess Recovery
Amount, seek to have the Bankruptcy Court overttueSpecified Guarantee Claim
Objection, and receive all or a portion of such&ssRecovery Amount, shall be
preserved.

() The Reorganized Debtor shall be and hereby is aattband
directed to cause its subsidiaries to transfelhécapplicable agent that holds the
applicable Project Guarantee Claim (or its desiyrtbe collateral securing the project
debt (a “Project Transfer”) on a Transfer Datedesned below) in a manner and
pursuant to documentation that is mutually accdetebthe Debtor and the applicable
agent. If a tax loss will result from a Projecaifisfer, the Debtor and the applicable
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agent will use their best efforts to structure sBobject Transfer so as to create ordinary
losses. As used in this paragraph, “Transfer Datedns the later of (A) the day

following the date on which the Debtor or ReorgadibDebtor, as the case may be,
ceases to be a member of the affiliated group,imwitie meaning of Section 1504(a) of
the IRC, of corporations of which PG&E Corporatierthe common parent (whether by
operation of the Plan or otherwise); or (B) sudieotdate as may be agreed upon by the
Debtor and the applicable agent. Nothing in tha s intended to or shall be deemed to
modify any order or judgment of a court of compeéfarisdiction that authorizes a

Project Transfer on a date earlier than the Trari3éee.

()  The holders of Specified Guarantee Claims shadirigled to any
interest, fees, dividends or distributions accruonghe Non-Cash Consideration,
respectively, that compromise the Excess Recovengut that is subsequently
distributed to them to the same extent as if such-8ash Consideration had been
distributed on the Initial Distribution Date.

7. Class 4 - Subordinated Claims (Impaired)

Description Class 4 consists of all Subordinated Claims uidiclg, but
not limited to, any and all Claims of PG&E Corpavat

TreatmentHolders of Class 4 Claims shall receive no distibn under
the Plan.

8. Class 5 - Equity Interests (Impaired)
Description Class 5 consists of all Interests.

TreatmentHolders of Class 5 Interests shall receive ntilligion under

the Plan.
B. Means of Plan Implementation
1. Funding

The funds to be distributed pursuant to the Plahtha Debtor’s ongoing
capital expenditure and working capital needs galhe from the Debtor’s cash on hand
and/or a working capital exit financing facilith@ “Working Capital Facility”) for which
the Debtor expects to obtain a commitment pridgh&oConfirmation Date. The
obligations of the Reorganized Debtor under thidifg will be secured by a first priority
pledge of the Debtor’s equity interests in NEGTedtptises, Inc., NEGT Services
Company, LLC and Gas Transmission Corporation. Déletor anticipates that the
Working Capital Facility will be in the amount 5@ million. Under the Plan, the
Debtor will pay all Allowed Administrative Claim§gee Claims, Priority Tax Claims and
Priority Claims, and will fund the Distribution &xcess Cash, from its existing cash
reserves. If a Sale Transaction occurs, the megeds from the relevant Sale
Transaction actually received by the Debtor or Banized Debtor, as the case may be,
shall be applied as follows: (a) first, to be re&al by the Debtor if, and to the extent that,
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Cash on Hand is less than $10 million; (b) secémgay any amounts outstanding under
any working capital facility; (c) third, to pay ammats as provided in the Tranche A and
Tranche B Notes; and (d) fourth, to the holder€lalss 3 Claims as Additional Excess
Cash. Upon the occurrence of the Closing Datsdch Sale Transaction, the
Reorganized Debtor will use its reasonable besttsfto direct the seller under each
Purchase Agreement to transfer the net sale prededtie Reorganized Debtor for
distribution in accordance with this section.

2. Post-Effective Date Management

On the Effective Date, the board of directors @f Reorganized Debtor
shall consist of the Debtor’s Chief Executive Odfican additional officer of the Debtor,
and five persons to be jointly designated by thigc@f Committees. In the event that
the Official Committees cannot agree on the salaatf one or more directors, the
Debtor shall select such director(s) from a lispofential directors submitted to it by the
Official Committees; provided that such list shadt contain any information that would
indicate which Official Committee was proposing sulirector; provided further that
each Official Committee shall have the right te fin objection in the Bankruptcy Court
to the Debtor’s selection of a director solely ba grounds that the appointment of such
director would not be consistent with the interestsreditors or with public policy.

3. Retention and Enforcement of Causes of Action

Except as specifically provided in the Plan, naghtontained in the Plan
or the Confirmation Order shall be deemed to beev or the relinquishment of any
Causes of Action that the Debtor may have or wihiehReorganized Debtor or the
Litigation Trustee may choose to assert in accareavith any provision of the
Bankruptcy Code or any applicable non-bankruptey (iacluding the Litigation Trust
Claims). The previous sentence shall not be agipliécto Causes of Action (which
Causes of Action are being waived and releasetlibyPlan) against (a) holders of non-
affiliate and non-insider Claims, including withdumitation, Causes of Action against
any of the Creditors listed on Schedule 4.03 toRlae and (b) current directors, who are
being released as set forth on Section 8.03 t®& e provided however that there shall
be no release or waiver with respect to claimsregainy of the parties described in (a)
and (b) above (i) to enforce the agreements, tamdsprovisions of the Plan, and (ii)
with respect to Disputed Claims (excluding Spedifi@uarantee Claims) as to which
Disputed Claims the Reorganized Debtor or the attan Trustee, as applicable, shall
retain, reserve, and be entitled to assert anyalinttfenses and counterclaims, including
without limitation, to assert a right of setoff@milar rights, limited in all cases however
to the amount of the Disputed Claim. ALL CAUSES ®ETION INCLUDING THE
LITIGATION TRUST CLAIMS, BUT EXCLUDING ANY CAUSES &+ ACTION
SPECIFICALLY WAIVED PURSUANT TO THE PLAN, SHALL SURIVE
CONFIRMATION AND THE COMMENCEMENT OR PROSECUTION OFHE
LITIGATION TRUST CLAIMS SHALL NOT BE BARRED OR LIMITED BY ANY
ESTOPPEL, WHETHER JUDICIAL, EQUITABLE, OR OTHERWISE
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On the Effective Date, the Litigation Trustee, $plgith respect to the
Litigation Trust Claims, shall be deemed to berdresentative of the Debtor’s estate
under section 1123(b) of the Bankruptcy Code amdl ble authorized and have the
power to commence and prosecute any and all Cafigegion (not otherwise waived
pursuant to the Plan) that could have been asseytdte Debtor? Notwithstanding the
foregoing, based upon the Debtor’s prepetitionysisiof prepetition transactions that
may have given rise to avoidance or other causastmns under sections 544, 547, 548,
549 and 550 (“Potential Avoidance Claims”) of thenRruptcy Code, which analysis the
Debtor is continuing to perform, as of the datéhas Disclosure Statement, the Debtor is
not aware of any substantial non-affiliate and/n+4msider Potential Avoidance Claims.
On the Effective Date, the Debtor intends to redessd waive its right to prosecute any
Potential Avoidance Claims except for any suchoactvhich may be pending on the
Effective Date or any such action against anyiatéland/or insider as to which the
Reorganized Debtor’s or the Litigation Trusteeghts will not be waived and released
and the Reorganized Debtor and the Litigation E®ishay retain and prosecute such
actions.

4. Issuance of New Notes

On the Effective Date, the Reorganized Debtor issllie to holders of
Allowed Class 3 Claims two classes of secured namiiesuant to the respective New
Indentures. The New Tranche A Notes, in the ppalcamount of approximately $500
million, will bear interest at the rate of [___]%mannum and mature seven years from
their date of issuance, without amortization. fest on the New Tranche A Notes will
be paid semi-annually in Cash. The New TrancheoR# in the principal amount of
approximately $500 million, will also be due sewears from their date of issuance,
without amortization. Interest on the New TranBniotes may, at the election of the
Reorganized Debtor, be paid in king,, in additional New Tranche B Notes, and will
accrue at [ 1% if paid in cash and at [ |%aifdoin kind. Both the New Tranche A
Notes and the New Tranche B Notes will be secuyeplédges of the equity interests of
the Reorganized Debtor in NEGT Enterprises, INEGN Services Company, LLC and
Gas Transmission Corporation, such pledges to legpan passu basis, subject to a first
priority pledge of such equity interests in favotlee lender under the Working Capital
Facility. Prior to their date of issuance, thearterof the New Tranche A Notes and the
New Tranche B Notes may be subject to revisioroimection with the negotiation of
the Working Capital Facility.

The New Indentures, pursuant to which the New Tmang Notes and
New Tranche B Notes will be issued, will be subs#dly in the forms annexed hereto as
Appendix 3.

5. Issuance of New Common Stock

10 No later than twenty (20) days before the Conrdition Hearing, the Debtor will file with the

Bankruptcy Court a schedule of potential partied thay be subject to Avoidance Actions,
specifically excluding parties already subjectuotsactions as of such date.
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The Plan provides for the issuance of the New Com8tock, which
would be the only class of equity securities in Reorganized Debtor that would be
created under the Plang, the Plan does not provide for the issuance ofepred stock
or more than one class of common stock). UndePths, if the Final Closing Date does
not occur within one year after the Effective Daben the Reorganized Debtor shall use
commercially reasonable efforts to cause the shardge New Common Stock to be
listed on a national securities exchange or a fyuradj interdealer quotation system. The
Reorganized Debtor expects to be a reporting coynpader the Securities Exchange
Act of 1934 and in such event would file periodindlaurrent reports as and to the extent
required thereunder.

6. Restated Certificate of Incorporation

As of the Effective Date, the certificate of incoration and by-laws of
the Reorganized Debtor shall be amended and rdstageibstantially the forms included
as Appendix 2 hereto (as may be further amendedestated, in a form reasonably
acceptable to the Official Committees, the “Orgatianal Documents”).

The Organizational Documents will provide that #&gperiod of one year
following the Effective Date, all stockholders eleil to vote at a stockholders meeting
shall receive notice of such meeting not less ety days before the date of the
meeting. For this notice period to be waiveds#adckholders entitled to vote at such
meeting must waive such notice in writing.

7. Litigation Trust

On the Effective Date, the Litigation Trust shadl éstablished and funded
in an amount determined by [ ], and tle®ig@anized Debtor shall enter into the
Litigation Trust Agreement.

The Litigation Trust shall be established for thegmse of liquidating the
Litigation Trust Claims.

The Litigation Trustee shall be subject to oversigha board comprised
of three (3) representatives jointly designatedhgyOfficial Committees. In the event
that the Official Committees cannot agree on thecsien of one or more representatives,
the Debtor shall select such representative(s) adist of potential representatives
submitted to it by the Official Committees; providhat such list shall not contain any
information that would indicate which Official Conmitee was proposing such
representative; provided further that each Offiiammittee shall have the right to file
an objection in the Bankruptcy Court to the Delst@election of a representative solely
on the grounds that the appointment of such reptaee would not be consistent with
the interests of creditors or with public policguch oversight board shall select counsel
to the Litigation Trust and shall approve all thajan decisions (as defined by section
7.02 of the Litigation Trust Agreement) of the bdtion Trustee.

For federal income tax purposes the property thidbe contributed to
the Litigation Trust will be treated as distributeglthe Debtor to the holders of Allowed
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Class 3 Claims, and as contributed by them to thgdtion Trust. The beneficiaries of
the Litigation Trust will be treated as the grastand deemed owners of the Litigation
Trust for federal income tax purposes.

8. New Stock Option Plan

The Board of Directors of the Reorganized Debtoy a@opt the New
Stock Option Plan that provides for the issuancenployees of the Reorganized Debtor
and its subsidiaries, and other persons as proviggdin, of options to purchase up to
5% of the New Common Stock or such greater pergersa may be approved by a vote
of the holders of a majority of the outstandingrelsaof the New Common Stock.

The purpose of the New Stock Option Plan is to erexge ownership of
the New Common Stock by key employees of the Rexizgd Debtor and its
subsidiaries and to provide additional incentivetfeem to promote the success of the
Reorganized Debtor.

9. Post-Confirmation Role of the Official Committees

As of the Final Closing Date, the duties of thei€d Committees shall
terminate except as to: (a) any appeal or motiomeficonsideration of the Confirmation
Order; and (b) objections to Fee Claims.

The Official Committees’ respective professiondialkreceive from the
Debtor reasonable compensation for their serviéasst-Effective Date fees and
expenses of the Official Committees’ professioffedasonably incurred in connection
with the Official Committees’ post-Effective Daterictions described in the immediately
preceding paragraph) shall be paid by the Reorgdridebtor and need not be approved
by the Bankruptcy Court unless objected to by teerBanized Debtor.

10. Cancellation of Old Indenture and Old Senior Notes

Except as provided in any agreement or instrumetetred into in
connection with the Plan, on the Effective Date, @d Indenture, the Old Senior Notes
and any other obligations in respect thereof walidancelled, and the Old Indenture
Trustee will be released from all duties thereund&hout any further action on the part
of the Debtor or the Reorganized Debtor. Notwéhsding the foregoing, applicable
provisions of the Old Indenture shall continuefieet solely for the purposes of
permitting the Old Indenture Trustee to receive anatke Distributions pursuant to the
Plan on account of Old Senior Notes Claims. Thddrs of or parties to such cancelled
Old Senior Notes will have no rights arising thewet or relating thereto or to the
cancellation thereof, except the rights providedspant to the Plan.

11. Procedures for Distributions Under the Plan

Distribution Record DateExcept as and to the extent otherwise required
by the customary procedures of The Depository Tashpany (“DTC”), as of the close
of business on the Record Date, the various transfgsters for each of the Classes of

27



Claims or Interests as maintained by the Debtortsagents, will be deemed closed, and
there will be no further changes in the record brddf any of the Claims or Interests.
The Debtor will have no obligation to recognize amansfer of Claims or Interests that
occur on or after the Record Date. The Debtor belentitled to recognize and deal for
all purposes under the Plan only with those rebatders stated on the transfer ledgers
as of the close of business on the Record Datbgtextent applicable. Notwithstanding
the foregoing or anything to the contrary in tharRlin connection with any distribution
under the Plan to be effected through the facsliGEDTC (whether by means of book-
entry exchange, free delivery, DTC’s procedureetivery/Withdrawal of Custodian
(DWAC) or otherwise), the Debtor will be entitlenliecognize and deal for all purposes
under the Plan with such holders to the extentistarg with the customary practices of
DTC used in connection with such distribution.

Disbursing Agent.The Debtor may designate an Entity to serve as
disbursing agent in connection with distributiomsler the Plan or may itself serve as
disbursing agent. The disbursing agent will itigidistribute and deliver all of the
property to be distributed under the Plan, inclgdimithout limitation, Cash, New
Common Stock and New Notes. The disbursing agéhhet be responsible for making
distributions with respect to Litigation Trust Béic&l Interests.

Special Provisions for Distributions to HoldersQifl Senior Note Claims.
Distributions to holders of Old Senior Note Claimi#l be made by means of one or
more book entry exchanges through the facilitieB € in accordance with the
customary practices of DTC, as and to the exteatttmable. In connection with such
book-entry exchange, the Debtor and the Old Inderfuustee will deliver instructions
to DTC directing DTC to effect distributions orpieo rata basis of the securities issuable
under the Plan upon which such claims are based.

Pursuant to a distribution of securities underaapf reorganization
effected by means of a DTC book-entry exchangeisteer’s pre-bankruptcy securities
are cancelled and DTC accounts of DTC record hsldethose securities are
contemporaneously credited with the distributianbé¢ made with respect to claims
based on such securities under the plan. Witrertgp the Old Senior Notes, the Old
Indenture Trustee will deliver instructions to D@ecting DTC to cancel the pre-
bankruptcy securities and to effect book entry itseaf thepro rata amounts of the
distribution of DTC-eligible securities requiredder the Plan. The book-entry exchange
procedures are intended to effect more efficiestridbutions of securities in connection
with a plan of reorganization than is possible whhbysical certificates representing the
securities are issued.

The book-entry exchange procedures of DTC do notvebr direct
distributions to DTC record holders of securitigghva record date set prior to the date
on which the distribution is effected. Instead;guant to DTC’s customary procedures,
DTC maintains a record of transfers among DTC reetmiders subsequent to the record
date and in a book-entry exchange automaticallcesdfthe distribution directly to
subsequent transferees of such record holderseotatie of the distribution. By effecting
the distribution directly to the subsequent trareds, the “book-entry exchange”
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procedure avoids problems that could arise if @ciate holders of the securities
received a distribution under a plan of reorgaimzaivith respect to such securities and
were then required to transfer such distributioaubsequent transferees.

Delivery of Distributions. Subject to Bankruptcy Rule 9010, unless
otherwise provided herein or in the Plan, all disttions to any holder of an Allowed
Claim shall be made in the name and at the addfessch holder as set forth on the
Schedules filed with the Bankruptcy Court or onbloeks and records of the Debtor or
its agents, unless the Debtor has been notifiedtitmg of a different of name or
address. In the event that any distribution tolaslger is returned as undeliverable, no
distribution to such holder shall be made unleskiantil the Debtor’s disbursing agent
has been notified of the then current addressadf bolder, at which time or as soon as
reasonably practicable thereafter such distribustoall be made to such holder without
interest, subject to the provisions of the PlatherBankruptcy Code with respect to
unclaimed property. The Reorganized Debtor andgents shall have no obligation to
attempt to locate any holder of an Allowed Clairhastthan by reviewing their books
and records (including any proofs of claim filecaangt the Debtor).

12.  Expense Deposits

Prior to the Petition Date, certain expense depdtie “Expense
Deposits”) were paid to the Debtor’s pre-petitienders in the total amount of
$8,950,000. In the weeks leading up to the Petiflate, the Debtor and its pre-petition
lenders were engaged in extensive negotiationsdegpthe Plan. Inasmuch as it was
anticipated that such negotiations would continast the Petition Date, and based on the
reimbursement rights of the pre-petition lendenspant to applicable loan documents,
the Debtor determined that paying the expense dspaas in the best interests of the
creditors and would facilitate the expeditious teson of the Debtor's Chapter 11 Case.

Under the Plan, the Expense Deposits are treatétaxged
Administrative Claims which to the extent previgustceived and retained will be
deemed paid. In addition, the Debtor, on behaifsoéstate, and the Official Committees
will be deemed to waive any claim arising out ad EExpense Depositprovided,
however, that if for any reason, notwithstanding the stgbiain of the parties to the
contrary, the Distributions on account of the Claianising under the Revolving Credit
Agreement are not reduced by $2.45 million on antofithe Expense Deposit made for
the benefit of JP Morgan Chase, as administratpemt(the “USGen Deposit”), all
claims of the Debtor and its estate against anipyEom account of the USGen Deposit
will survive confirmation of the Plan.

C. Certain Risk Factors

1. The Reorganized Debtor may not be able to achievesiprojected
financial results.

It cannot be assured that the Reorganized Debtbbevable to achieve
the assumed revenues or cash flows utilized teeptats future business prospects or
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otherwise meet its projected financial resultsth&f Reorganized Debtor does not achieve
these projected revenues or cash flow levels, yt laek sufficient liquidity to satisfy its
payment obligations under the debt securities tsgpuesuant to the Plan.

The assumptions used in preparing the projectiomgaierently subject to
significant uncertainties, all of which are difflcto predict and many of which are
beyond the Debtor’s control. Projections are nemely speculative in nature, and some
or all of the assumptions will not materialize. eféfore, actual results likely will differ,
perhaps materially, from those projected. It cam@assured that the assumptions and
estimates that underpin the projections are reddema that the projections will reflect
actual results of operations and cash flows. Noegentation is made or intended with
respect to the likely existence of any particuldufe set of facts or circumstances.
Furthermore, while management believes that thenagsons and estimates underlying
its projections are reasonable, these projectionsod attempt to demonstrate the
viability of the business in a “worst case” envinoent.

The projections were not prepared with a view talx@mpliance with
the guidelines established by the American IngiaftCertified Public Accountants or
the Financial Accounting Standards Board. Furtloegenthe projections have not been
audited or reviewed by the independent accountdritee Debtor.

2. The Reorganized Debtor will be a holding company, thich means that
its access to the cash flow of its subsidiaries méag limited and that
holders of the New Notes are effectively junior texisting debt and all
obligations of the Reorganized Debtor’s subsidiareeand project
affiliates.

The Reorganized Debtor will be a holding companiyh wo direct
operations and no assets other than the stock stfilisidiaries. As a result, the
Reorganized Debtor will depend entirely upon thaiegs and cash flow of its
subsidiaries and project affiliates to meet itagdilons, including the payment of
principal of and interest on the New Notes. Mahthe Reorganized Debtor’s
subsidiaries and project affiliates will have thawn debt, the terms of which may
restrict payments of dividends and other distritmsgi In particular, to the extent that the
Reorganized Debtor’s subsidiaries have obligatiethe they fixed or contingent -- such
obligations must be satisfied, reserved for, orBbard of Directors of such subsidiaries
must satisfy themselves, that such entities caessccapital to satisfy such obligations as
and when they become due before any money carvigedded to the Reorganized
Debtor. If the Reorganized Debtor’s subsidiarieproject affiliates are unable to
service their debt or otherwise comply with theebtlagreements, the debt holders may,
in addition to other rights they may have, accetetiae maturity of the subsidiary’s debt
and foreclose on the subsidiary’s assets.

Each of the Affiliate Debtors and USGen New Engldnd. filed
petitions for relief under chapter 11 of the Barmtoy Code and remain in bankruptcy.
No distributions are projected to be available frivese subsidiaries to service the New
Notes. In addition, litigation is pending agaissteral non-Debtor subsidiaries of the
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Debtor as a result of the Debtor’s bankruptcy casecordingly, the ability of such
subsidiaries to issue dividends to the Reorganxsustor may be restricted by applicable
law.

3. The Reorganized Debtor faces significant risks tds business
operations.

a. The business of the Reorganized Debtor could be aghgely
affected by market conditions.

Certain of the Debtor’s subsidiaries buy natura, gael oil and coal to
supply the fuel to generate electricity at theailfies and then sell that electricity to
unaffiliated parties. Others sell natural gasgpmmtation services. These sales are for
the most part to unaffiliated third parties. Ther@o assurance that these contracts will
be renewed or that they will be replaced on tersnfaaorable to such subsidiaries as are
currently in place. The Reorganized Debtor’s friahresults would be adversely
affected if the costs of the fuel increases toeatgr degree than the price the
Reorganized Debtor’s subsidiaries can obtain ferdlectricity they sell. Many of the
factors affecting these costs and prices are beglmm&eorganized Debtor’s control,
including weather, supply and demand, alternather@y services, geopolitical matters
and federal and local regulations.

b. The Reorganized Debtor will have high levels of fed costs.

The Reorganized Debtor’s businesses will generatjyiire investments in
plants, technology and equipment. Downtime or poaductivity due to reduced
demand, weather interruptions, equipment failleehnical difficulties or other causes
may result in the Reorganized Debtor’s incurrerfcggnificant losses.

C. The Reorganized Debtor’s operating results dependno
attracting and retaining qualified employees.

The operating results of the Reorganized Debtarsriesses will depend
in large part upon its business skills and knowégdghich derive mainly from the ability
to attract and retain highly skilled and qualifigefsonnel. The Reorganized Debtor may
not have the ability to continue to hire, train aathin a sufficient number of qualified
employees for its operations and such inability nmagyact its results of operations.

d. Changes in governmental regulations could increagbe
Reorganized Debtor’s operating costs and reduce deand for
its services.

The Debtor and its non-Debtor subsidiaries areexithp extensive
regulations, including environmental regulatioms.connection with these regulations,
substantial costs may from time to time be incureddting to compliance measures or
restrictions could be imposed on the operatiorffetcted facilities or penalties imposed
for non-compliance by relevant regulatory authesiti Moreover, because these laws and
regulations change from time to time, the Reorgathi2ebtor cannot predict the future
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costs of complying with these laws and regulati@ms] such expenditures in the future
could be material . Certain regulations may alkmwaprivate parties rights to pursue
legal remedies against the non-Debtor subsidianibash could result in their making
payments or restricting operations. Any of theefming could impact the Reorganized
Debtor’s ability to meet the projections.

4, Public trading markets for the New Notes and the Ne Common
Stock may not develop in the foreseeable future antherefore, such
securities may be illiquid or experience significanprice volatility.

It cannot be assured that a market will develogherNew Notes or the
New Common Stock. If a market does not develophibiders of the securities may
have difficulty disposing of the New Notes and New Common Stock. Even if a
market for the New Notes and the New Common Steskeldps, the Debtor cannot
assure you that it will continue to exist or ashte degree of price volatility in any such
market that does develop.

5. The estimated valuation of the Reorganized Debtorral the estimated
recoveries to holders of Claims are not intended teepresent the
trading values of the New Notes or the New Common&k.

The estimated valuation of the Reorganized Deldedun the Disclosure
Statement has been prepared by the Debtor bassshanonly accepted valuation
analysis and is not intended to represent thertgadilues of the Reorganized Debtor’s
securities in public or private markets. This \aion analysis is based on numerous
assumptions (the realization of many of which igdvel the control of the Reorganized
Debtor), including: (a) the Reorganized Debtobdity to meet the financial projections
included with the Disclosure Statement; (b) therganized Debtor’s ability to maintain
sufficient financial flexibility to fund operationsvorking capital requirements and
capital expenditures; and (c) capital and finangiatket conditions.

Even if the Reorganized Debtor successfully impletsés business plan
and achieves the financial projections includedlie Disclosure Statement, the trading
market values for the New Notes and the New Com8tonk could be adversely
impacted by: (a) lack of trading liquidity for susecurities; (b) lack of institutional
research coverage; and (c) concentrated sellimgdpgients of the New Notes or the
New Common Stock.

6. Bankruptcy Risks

a. Parties-in-interest may object to the Debtor’s clasification of
Claims.

Section 1122 of the Bankruptcy Code provides thaaa of
reorganization may place a claim or an interest particular class only if such claim or
interest is substantially similar to the otherlaior interests of such class. The Debtor
believes that the classification of claims andriegés under the Plan complies with the

32



requirements set forth in the Bankruptcy Code. Eh\mv, it cannot be assured that the
Bankruptcy Court will reach the same conclusion.

b. The Debtor may not be able to secure confirmationfdhe Plan.

It cannot be assured that the Debtor will be ableltain 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 Debtor
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 foficoation 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
(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 Debtor was liquidated undesyutier 7 of the Bankruptcy Code.
While it cannot be assured that the Bankruptcy ©wilr conclude that these
requirements have been met, the Debtor believesht@dlan will not be followed by a
need for further financial reorganization and tha-accepting holders within each class
under the Plan will receive distributions at leasgreat as they would have received
following a liquidation under chapter 7 of the Bamitcy Code when taking into
consideration all administrative claims and the€asd uncertainty associated with any
such chapter 7 case. See Appendix 5, Liquidatioalysis.

If the Plan is not confirmed, it is unclear whetheestructuring of the
Debtor could be implemented and what distributioldérs of Claims ultimately would
receive with respect to their Claims. If an altdive reorganization could not be agreed
to, it is possible that the Debtor would have tidate its assets, in which case it is
likely that holders of Claims would receive subsily less favorable treatment than
they would receive under the Plan.

C. Certain tax implications of the Debtor’s bankruptcy and
reorganization may increase the tax liability of the
Reorganized Debtor.

The U.S. federal income tax implications of consiwation of the Plan to
holders of Claims are complex and subject to uag#st. SeéArticle 1V, “Certain U.S.
Federal Income Tax Consequences of the Plan,”isoudsion of the income tax
consequences for creditors and the Debtor resultomy the consummation of the Plan.

d. Certain events may cause the dilution of distributins to
Allowed Class 3 Claimants under the Plan.
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Distributions to be made to Allowed Class 3 Claitsanay be diluted as
a result of one or more of the following: (i) theogected creditor recovery analysis does
not include estimates for any contingent, dispaiied/or unliquidated claims in Class 3
(to the extent any such claims become Allowed Céaitine total aggregate amount of
Allowed Claims in Class 3 will be increased white total Cash or other property to be
distributed to such Class will remain the sam@)jriithe event of the occurrence of
either or both of the Sale Transactions, to therehe buyer(s) assert a valid
indemnification claim against the seller(s) andghber(s) are found to be liable therefor,
the proceeds from the sale to be distributed veilldduced; and (iii)) no bar date has been
set for intercompany claims against the Debtor #metefore, additional claims may be
asserted against the Debtor.

e. The Reorganized Debtor’s ability to pay interest orthe New
Tranche B Notes may be constrained.

Due to certain alleged obligations of the ReorgasiRebtor and certain
of the Reorganized Debtor’s affiliates, interestliom New Tranche B Notes may be paid
in kind as opposed to being paid in Cash.

f. It cannot be guaranteed that the Sale Transactionwill be
consummated.

There can be no assurance that the Sale Transaetitbhie
consummated. In the event that they are not commied, the Reorganized Debtor will
continue to own the gas pipelines and the IPP &lartf The Reorganized Debtor will
attempt to maximize the cash flow generated by sgslets in order to service the New
Tranche A Notes and New Tranche B Notes. Moreaveyexpected that the New
Common Stock will be listed on a national exchangkere can be no assurance,
however, that the New Common Stock will be listeavdl accurately reflect the
underlying value of the Reorganized Debtor.

g. Not conditioning the Pipeline Sale and the IPP Poftlio Sale
upon one another may result in some but not all asts being
sold and thus reduce the proceeds available to bésttibuted to
Class 3 Claimants.

As set forth in Article II.F.8 above, the Debtoishembarked on a
process to market and sell its gas pipelines aRdP@rtfolio. While it is the Debtor’s
intention to sell the gas pipelines and the IPRf&lay simultaneously, it is likely that
such Sale Transactions will involve at least twd passibly more prospective
buyers. As a result, it is possible that the Dehiidl sell just the gas pipeline and not
the IPP Portfolio or vice versa. Moreover, it aspible that the IPP Portfolio might
be sold to multiple buyers and some of those tictieas might fail to close. If the
Debtor successfully sells some but not all of tag gipelines and IPP Portfolio, its
ability to subsequently sell the remaining assetheahighest possible price could be
diminished. Moreover, depending upon which busiassvere sold initially, the
Reorganized Debtor might need to retain signifierinistrative overhead which

34



could reduce the proceeds from later sales avaikabe distributed to creditors. In
each case, there may be less proceeds availaldedistributed to creditors. At this
time the Debtor cannot estimate how much lessdtes snight generate if done later.
Each of these risks could be avoided by conditigmach sale upon the occurrence of
the other sales. The Debtor has determined nairdition such sales believing that

it would materially reduce the prices buyers wdngdwilling to pay and believing

that the risk is small of a sale of a material afséng to close.

D. Effect of Plan on Claims and Interests
1. Discharge of Debts

Except as otherwise provided in the Plan or thefi@oation Order, in
accordance with section 1141(d)(1) of the Bankmu@ode, entry of the Confirmation
Order acts as a discharge, effective as of thectfeDate, of all Claims.

2. Release of Certain of the Debtor’s Directors and Qicers

AS OF THE CONFIRMATION DATE, BUT SUBJECT TO THE
OCCURRENCE OF THE EFFECTIVE DATE: (a) THE DEBTORHE
REORGANIZED DEBTOR, THEIR SUCCESSORS AND ASSIGNB) DIRECTORS
AND OFFICERS AS OF THE CONFIRMATION DATE (EACH INHEIR
CAPACITY AS SUCH); (c) FORMER DIRECTORS AND OFFICEBREACH IN
THEIR CAPACITY AS SUCH) WHO HELD SUCH POSITIONS WHTHE
DEBTOR ON OR AFTER JULY 9, 2003; AND (d) AGENTS, ADRNEYS,
ADVISORS, FINANCIAL ADVISORS, INVESTMENT BANKERS AND
EMPLOYEES OF THE DEBTOR (EACH IN THEIR CAPACITY ASUCH), SHALL
NOT HAVE OR INCUR ANY 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 DUTY OR THE AVOIDANCE OF PREFERENCES ORABPDULENT
CONVEYANCES), WHETHER KNOWN OR UNKNOWN, FORESEEN OR
UNFORESEEN, EXISTING OR HEREAFTER ARISING, BASED WWHOLE OR IN
PART ON ANY ACT OR OMISSION, TRANSACTION OR OCCURREE FROM
THE BEGINNING OF TIME THROUGH THE EFFECTIVE DATE IMNY WAY
RELATING TO THE DEBTOR AND ALL CLAIMS BASED UPON ORARISING
OUT OF SUCH ACTIONS OR OMISSIONS, SHALL BE FOREVBRAIVED AND
RELEASED;PROVIDED, HOWEVER, THAT THIS RELEASE SHALL HAVE NO
EFFECT ON THE LIABILITY OF ANY ENTITY THAT OTHERWIE WOULD
RESULT FROM ANY ACTION OR OMISSION TO THE EXTENT TAT SUCH
ACTION OR OMISSION IS DETERMINED IN A FINAL ORDER ©® HAVE
CONSTITUTED WILLFUL MISCONDUCT OR GROSS NEGLIGENCE.

PURSUANT TO THE PLAN, THE RELEASE DESCRIBED ABOVE
SHALL BE ENFORCEABLE AS A MATTER OF CONTRACT AGAINBANY
HOLDER OF A CLAIM TIMELY NOTIFIED OF THE PROVISIONSF THE PLAN.
CLAIMANTS OF THE DEBTOR SHALL BE ENJOINED FROM COMENCING OR
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CONTINUING ANY ACTION, EMPLOYMENT OF PROCESS OR ACTO
COLLECT, OFFSET OR RECOVER ANY CLAIM THAT IS RELEAD AS
PROVIDED HEREIN.

3. Survival of Certain Indemnification Obligations

The obligations of the Debtor to indemnify indivads who serve or
served after the Petition Date as the Debtor’'seetsge directors, officers, agents,
employees or representatives, and others, inclu@tout limitation) professional
persons retained by the Debtor, pursuant to thedpslertificate of incorporation, by-
laws, applicable statutes or pre-confirmation ages in respect of all present and
future actions, suits and proceedings against &syah officers, directors, agents,
employees, representatives, and others, includwtgdut limitation) professional
persons retained by the Debtor, based upon any achission related to service with,
for or on behalf of the Debtor on or before thecEfive Date as such obligations were in
effect at the time of any such act or omission|lstw be discharged or impaired by
confirmation or consummation of the Plan, but skatvive unaffected by the
reorganization contemplated by the Plan and slegtidsformed and honored by the
Reorganized Debtor regardless of such confirmatonsummation, or reorganization.

4, Objections to Claims

The Bankruptcy Court fixed January 9, 2004, addkedate for filing
Claims against the Debtqgurovided, however, that 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 ninety (90) daysrdhe later of the Effective Date and
the date a Claim is filed.

5. Limitations on Liability Regarding Chapter 11 Activities

Under Section 8.07 of the Plan, none of the Delbber parties set forth on
Schedule 8.07(a) of the Plan , the Official Comeeast, the Informal Group of Holders of
the Old Senior Notes, and each of their respedtifiates, officers, directors, managers,
employees, members or agents (each acting in sipacity), and any professional
persons employed by any of them, will have or iremy liability to any Entity for any
action taken or omitted to be taken in connectidth ar related to the formulation,
preparation, dissemination, implementation, cordition or consummation of the Plan,
the Disclosure Statement, any contract, releas¢her agreement or document created or
entered into, or any other action taken or omittebe taken in connection with the Plan
or the Chapter 11 Cases, and all claims based apansing out of such actions or
omissions will be forever waived and releag@ayided, however, that nothing in the
Plan shall affect the liability of any Entity thatherwise would result from any action or
omission to the extent that such action or omissatetermined in a Final Order to have
constituted willful misconduct or gross negligence.
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E. Executory Contracts and Unexpired Leases
1. Rejection

Leases and Contractsto be Regjected. On the Confirmation Date, but
subject to the occurrence of the Effective Date,@iebtor, pursuant to section 365 of the
Bankruptcy Code, shall reject all of its executoontracts except those that: (i) are the
subject of motions to assume or reject pendingherConfirmation Date; (ii) were
assumed or rejected before the Confirmation Dateafe listed on Schedule 7.02 to the
Plan; or (iv) become the subject of a dispute ekeramount or manner of cure and for
which the Debtor or the Reorganized Debtor, ac#se may be, makes a motion, at any
time, to reject such contract or lease based up@existence of such dispupepvided,
however, that the Debtor shall not be required to assunreject any executory contract
or unexpired lease with any party that is a debtater the Bankruptcy Code unless and
until such contract or lease has been assumegeated by such other party.

Deadline to File Regjection Damage Claims. Each Entity who is a party to
a contract or lease rejected under the Plan masnb later than thirty (30) days after the
Confirmation Date, a proof of Claim for damageg@édd to arise from the rejection of
the applicable contract or lease or be foreverdaainom filing a Claim or sharing in
distributions under the Plan, related to such affiegejection damages.

2. Assumption

Leases and Contractsto be Assumed. Annexed to the Plan as Schedule
7.02 is a list of the Executory Contracts deemdoktassumed by the Debtor under the
Plan as of the Confirmation Date, but subject ®dbcurrence of the Effective Date,
pursuant to section 365 of the Bankruptcy Code,taadure amounts necessary for such
assumptions.

Deadline to Object to Cure Amounts. If prior to the Confirmation Date or
such other date as the Bankruptcy Court may fpardy to an executory contract listed
on Schedule 7.02 to the Plan fails to: (i) filehwtine Bankruptcy Court and) serve
upon the attorneys for the Debtor and each of tiiei@ Committees an objection to the
applicable cure amount listed on such Schedule, sheh party shall be forever barred
from asserting any additional or other amountsregdhe Debtor respecting such cure
amount.

Method of Cure. At the election of the Reorganized Debtor, amonetary
defaults under an executory contract to be asswmneéer the Plan shall be satisfied
pursuant to section 365(b)(1) of the Bankruptcy €and one of the following ways: (a)
by payment of the cure amount set forth in Schedd2 of the Plan, or as otherwise
determined by the Bankruptcy Court, in Cash wifoity-five (45) days after the
Effective Date or such longer period ordered byBhakruptcy Court; or (b) on such
other terms as may be agreed to by the partiascto executory contract or unexpired
lease. If a dispute occurs regarding: (a) the emnount; (b) the ability of the Debtor to
provide adequate assurance of future performanderuhe contract or lease to be
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assumed; or (c) any other matter pertaining torapsion, then the cure payments
required by section 365(b)(1) of the Bankruptcy €stall be made following the entry
of a Final Order resolving the dispute and apprgassumption. Notwithstanding
anything in the Plan to the contrary, the Debta@llstetain its right to reject any
executory contract or unexpired lease that is stilbigea dispute concerning amounts
necessary to cure any defaults, until thirty dayewing entry of a Final Order
establishing the cure amount.

F. Conditions
1. Conditions to Confirmation

Except as provided under section 9.03 of the Rhanfollowing are
conditions precedent to confirmation of the Plan:

a. The Bankruptcy Court shall have entered the Corafirom Order
in form reasonably acceptable to each of the GifiClommittees.

b. The Litigation Trustee shall have been appointeditae Litigation
Trust shall have become effective, including iigahfunding
pursuant to the Plan.

C. Each member of the affiliated group, as define8eaation 1504(a)
of the IRC, of which the Reorganized Debtor willthe common
parent as of the Effective Date, shall have agneediting to join
the NEGT Consolidated Group.

2. Conditions to Effective Date

Except as provided under section 9.03 of the RlanPlan may not be
consummated unless each of the conditions set bettw has been satisfied:

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

b. The Debtor shall have received all authorizatiacosisents,
regulatory approvals, rulings, letters, no-actiettdrs, opinions or
documents that are determined by the Debtor taebessary to
implement the Plan.

C. Each of the New Indentures, the New Tranche A NakesNew
Tranche B Notes, the Litigation Trust Agreement tred
Amended and Restated Certificate of Incorporatiosh By-Laws
for the Reorganized Debtor shall be in form andssatce
reasonably satisfactory to the Official Committees.

d. All instruments and documents required in connaciith the
issuance of the Non-Cash Consideration shall haee kully
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executed, each in form and substance reasonaidjesatbry to the
Official Committees. The New Indentures will haheen qualified
under the Trust Indenture Act.

e. Not more than ninety (90) days shall have elapsemkghe
Confirmation Order shall have been entered.

3. Waiver of Conditions to Confirmation and Effective Date

a. Except for the condition set forth in section 9&)1gf the Plan,
each of the conditions to confirmation of the Rauthe
occurrence of the Effective Date may be jointly weal in whole or
part by the Debtor and each of the Official Comesft, without
notice and a hearing.

b. Any such waiver(s) shall not affect the Debtor'siéits under the
“mootness doctrine.” The failure to satisfy or weaany condition
may be asserted by the Debtor, regardless of thermstances
giving rise to the failure of such condition to $stisfied
(including, without limitation, any act, action,lizre to act or
inaction by the Debtor). The failure of the Delbtimexercise any
of the foregoing rights shall not be deemed a wawWeny other
rights, and each such right shall be deemed aninggght that
may be asserted or waived at any time or from tort@ne.

C. To be effective, any such waiver(s) must be iningiand filed
with the Bankruptcy Court.

4, Conditions to Closing Date

a. One or more of the Purchase Agreements to selbon®re of the
material assets shall have been executed.

b. The Sale Order for the relevant Purchase Agreestait have
been entered by the Bankruptcy Court.

G. Administrative Provisions
1. Retention of Jurisdiction

Notwithstanding confirmation of the Plan or occure of the Effective
Date, the Bankruptcy Court will retain jurisdictioner the Reorganized Debtor after the
Effective Date as and to the extent specified @Rban.

2. Plan Amendments
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The Debtor reserves the right to modify the Plaargttime prior to the
entry of the Confirmation Order, subject to thesemt (not to be unreasonably withheld)
of each of the Official Committees.

3. Revocation of the Plan

The Debtor reserves the right to revoke or withdtlag/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 Chapter 11
Case, pursuant to section 105 of the BankruptcyeQuoabtherwise, and extant on the
Confirmation Date, will remain in full force andfe€t unless or until subsequently
modified or terminated.

ARTICLE IV.

CERTAIN U.S. FEDERAL INCOME TAX CONSEQUENCES OF THE PLAN

The following discussion summarizes certain U.8efal income tax
consequences of the implementation of the Planadebtor and holders of Allowed
Class 3 Claims. The following summary does notesklthe U.S. federal income tax
consequences to holders of any type of Claim @rést other than an Allowed Class 3
Claim.

The following summary is based on the IRC, Treastggulations
promulgated thereunder, judicial decisions, andiglied administrative rules and
pronouncements of the Internal Revenue ServiceS"JRs in effect on the date hereof.
Changes in such rules or new interpretations ttienay have retroactive effect and
could significantly affect the federal income tansequences described below.

The federal income tax consequences of the Placoanplex and are
subject to significant uncertainties. The Debtas hot requested a ruling from the IRS
or an opinion of counsel with respect to any oftdreaspects of the Plan. Thus, no
assurance can be given as to the interpretatiariit@dRS will adopt. In addition, this
summary does not address foreign, state, or lagatdnsequences of the Plan, nor does
it purport to address the federal income tax comseges of the Plan to special classes of
taxpayers (such as foreign taxpayers, broker-dedbanks, mutual funds, insurance
companies, financial institutions, small busines&stment companies, regulated
investment companies, tax-exempt organizationsjrarebtors in pass-through entities).

Accordingly, the following summary of certain fedemcome tax
consequences is for informational purposes onlyisndt a substitute for careful tax
planning and advice based upon the individual anstances pertaining to a holder of a
Allowed Class 3 Claim. All holders of Allowed Cka8 Claims should consult their own
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tax advisors for the federal, state, local and rot#ve consequences applicable under the
Plan.

A. Consequences to the Debtor

PG&E Corporation is the common parent of an atliagroup of
corporations that files a consolidated federal medax return (“PG&E Corp. Group”).
The Debtor is a member of the PG&E Corp. Group.aAssult of the cancellation of the
existing stock of the Debtor pursuant to the Pllae,Debtorand its subsidiaries will
cease to be members of the PG&E Corp. Group. altii€ipated that as of the Effective
Date of the Plan, the Reorganized Debtor and hisidiaries will elect to constitute a
new consolidated group for U.S. federal incomepasposes, with the Reorganized
Debtor as its common parent (“NEGT Group”).

1. Cancellation of Debt

The IRC provides that a debtor in a bankruptcy cagst reduce certain of
its tax attributes--such as net operating loss EN@arryforwards, current year losses,
tax credits and tax basis in assets--by the amafuenty cancellation of debt (*COD”).
However, the reduction in the asset basis of acdetitl not exceed the excess of the
aggregate tax bases of the property held by theodebmediately after the discharge
less the aggregate liabilities of the debtor imratly after the discharge. COD is the
amount by which the indebtedness discharged (indualccrued interest, but reduced by
any unamortized discount) exceeds any considergtia@mn in exchange therefor, subject
to certain statutory or judicial exceptions that e@ply to limit the amount of COD (such
as where the payment of the cancelled debt would beven rise to a tax deduction). To
the extent the amount of COD exceeds the tax atesavailable for reduction, no
further tax consequence results.

The IRS recently issued proposed and temporaryaggus addressing
the method for applying the attribute reductionadiéed above to an affiliated group
filing a consolidated federal income tax returmadér these regulations, the attributes of
the debtor member are first subject to reductidresk attributes include (1) consolidated
attributes of the debtor member, (2) attributes #nase in separate return limitation
years of the debtor member, and (3) the basisagepty of the debtor member. To the
extent that the excluded discharge of indebtedimessne exceeds the attributes of the
debtor member, the temporary regulations requeedduction of consolidated attributes
of other members, and attributes of members ottear the debtor member (not including
basis in property) that arose or are treated aggrin certain separate return limitation
years.

If the attribute of the debtor member reduced utiderbove rules is the
basis of stock of another member of the grouppeakKithrough rule” applies requiring
that corresponding adjustments be made to théuatiys attributable to the lower-tier
member. In this case, the temporary regulatiorsd thee lower-tier member as a debtor
member that has discharge of indebtedness incaméstexcluded from gross income in
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the amount of the stock basis reduction for purpadepplying the rules relating to a
reduction of the attributes attributable to a debtember.

Any reduction in tax attributes does not occur Iuhe beginning of the
next taxable year or, in the case of asset bagdigction, the first day of the taxable year
following the taxable year in which the COD is inad. If advantageous, a debtor may
elect to reduce the basis of depreciable propeity fo any reduction in its other tax
attributes.

As a result of the discharge of Claims pursuarniéoPlan, the Debtor
likely will realize substantial COD. The extentsafch COD will depend, in part, on the
value of the property distributed to holders ofofked Class 3 Claims. It is anticipated
that the only tax attribute that will be eligiblerfreduction under the temporary
regulations is the tax basis of the Debtor in itsperty. The aggregate amount of such
tax basis may not exceed the amount of debt tHabebutstanding after the Effective
Date.

2. Limitations on Tax Benefits

Following the implementation of the Plan, tax atites of the
Reorganized Debtor allocable to periods prior oHffective Date (“pre-change losses”)
may be subject to limitation under section 382hef IRC as a result of the change in
ownership of the Reorganized Debtor.

Under section 382 of the IRC, if a corporation ugdes an “ownership
change” and the corporation does not qualify forelects out of) the special bankruptcy
exception discussed below, the amount of its pesgh losses that may be utilized to
offset future taxable income is subject to an ahhwmetation. Such limitation also may
apply to certain losses or deductions that arelt4mii (i.e., economically accrued but
unrecognized) as of the date of the ownership ahang that are subsequently
recognized.

a. General Section 382 Limitation

In general, the amount of the annual limitatiomvtach a corporation (or
consolidated group) would be subject is equal ¢éopttoduct of: (i) the fair market value
of the stock of the corporation (or, in the casa ebnsolidated group, the common
parent) immediately before the ownership changé(eertain adjustments); multiplied
by (ii) the “long term tax exempt rate” in effectrfthe month in which the ownership
change occurs (for example, 4.58% for ownershimgésa occurring in February, 2004).
For a corporation (or consolidated group) in bapkey that undergoes a change of
ownership pursuant to a confirmed plan, the st@tkesgenerally is determined
immediately after (rather than before) the owngrsinange, and certain adjustments that
ordinarily would apply do not apply.

Any unused limitation may be carried forward, thsréncreasing the
annual limitation in the subsequent taxable yétowever, if the corporation (or the
consolidated group) does not continue its histodsiness enterprise for at least two
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years after the ownership change, the annual lilmitaesulting from the ownership
change is zero.

b. Built In Gains and Losses

If a loss corporation (or consolidated group) hagtaunrealized built-in
loss at the time of an ownership change (taking &micount most assets and items of
“built-in” income and deduction), then any builtdimsses recognized during the
following five years (up to the amount of the onigi net unrealized built-in loss)
generally will be treated as pre-change lossesadihle subject to the annual limitation.
Although the rule applicable to net unrealized bmillosses generally applies to
consolidated groups on a consolidated basis, oectaporations that join the
consolidated group within the preceding five yaaes/ not be able to be taken into
account in the group computation of net unrealizeitt-in loss. In general, a loss
corporation’s (or consolidated group’s) net unadi built-in gain or loss will be deemed
to be zero unless it is greater than the less@) $1.0 million or (i) 15% of the fair
market value of its assets (with certain adjusts)enefore the ownership change. The
Debtor does not anticipate that the NEGAoup will be in a net unrealized built-in loss
position as of the Effective Date.

An exception to the foregoing annual limitationesigenerally applies
where qualified (so-called “old and cold”) credgaf a debtor receive, in respect of their
claims, at least 50% of the vote and value of tbheksof the reorganized debtor (or a
controlling corporation if also in bankruptcy) puaht to a confirmed chapter 11 plan.

Under this exception, a debtor’s pre-change loasesot limited on an
annual basis but, instead, are required to be rpated as if no deduction was allowable
for interest deductions claimed during the thre@lde years preceding the effective date
of the reorganization, and during the part of theable year prior to and including the
reorganization, in respect of all debt convertdd stock in the bankruptcy proceeding.
Moreover, if this exception applies, any furthemmnship change of the debtor within a
two-year period after the consummation of the obrapl plan will preclude the debtor’'s
future utilization of any pre-change losses exganthe time of the subsequent
ownership change.

The receipt of the New Common Stock by holderslafris pursuant to
the Plan may qualify for this exception. Everhiktexception is available, the Debtor
may, if it so desires, elect not to have the exoaempply and instead remain subject to
the annual limitation described above. Such e@ectrould have to be made on the
Debtor’s federal income tax return for the taxaf#ar in which the change occurs. The
Debtor anticipates that it will elect not to hahestexception apply.

C. Alternative Minimum Tax

In general, a federal alternative minimum tax (“ANIS imposed on a
corporation’s alternative minimum taxable income &0% rate to the extent that such
tax exceeds the corporation’s regular federal iretem. For purposes of computing
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taxable income for AMT purposes, certain tax deidastand other beneficial allowances
are modified or eliminated. In particular, evenugh a corporation otherwise might be
able to offset all of its taxable income for regukx purposes by available NOL
carryforwards, only 90% of a corporation’s taxaipleome for AMT purposes may be
offset by available NOL carryforwards (as comput@dAMT purposes).

If a corporation (or consolidated group) underga@$ownership change”
within the meaning of section 382 of the IRC anthia net unrealized built-in loss
position on the date of the ownership change, tihhparation’s (or group’s) aggregate tax
basis in its assets would be reduced for certairnrAMrposes to reflect the fair market
value of such assets as of the change date.

Any AMT that a corporation pays generally will beowed as a
nonrefundable credit against its regular federabime tax liability in future taxable years
when the corporation is no longer subject to theTAM

d. Distribution of Interests in Litigation Trust

For federal income tax purposes, the propertywliabe contributed to
the litigation trust will be treated by the Debgar distributed by the Debtor to the holders
of Allowed Class 3 Claims, and as contributed ®ntho the Litigation Trust. This
deemed distribution for federal income tax purposdiscause the Debtor to recognize
gain equal to the fair market value of such proplkss the tax basis of the Debtor in
such property.

e. Consequences of Sale Transactions

In the event one or both of the Sale Transactismtoised, the subsidiaries
of the Reorganized Debtor that are the seller(#)ase transactions will recognize
substantial amounts of gain. If those seller(s) @@ other subsidiaries of the
Reorganized Debtor join with the Reorganized Delrtdiling a consolidated return,
those gains may be offset by losses and dedudtahsire recognized elsewhere in the
consolidated group. The IRS could challenge therganized Debtor’s ability to utilize
such losses and deductions. As a result, therbeao assurance that gains recognized
by the Reorganized Debtor will be offset by sudtsés and deductions.

f. Interest Deductions

The ability of the Reorganized Debtor to deductrnest accrued on the
New Notes may be subject to limitations. For exiamnipthe New Tranche B Notes
gualify as “applicable high yield debt obligatichhe Reorganized Debtor may not
deduct the interest accrued in respect of suchsnaottl the interest is actually paid in
cash, and some interest may be permanently nonctieldu

B. Consequences to Holders of Allowed Class 3 Claims
Pursuant to and in accordance with the Plan, heldieAllowed Class 3

Claims will receive their pro rata share of New Goom Stock, New Tranche A Notes,
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New Tranche B Notes, Litigation Trust interests aagh. The federal income tax
consequences of the Plan to holders of Allowed<Csa€laims against NEGT depend, in
part, on whether such holders’ Claims, and the Netes, constitute “securities” for
federal income tax purposes.

The term “security” is not defined in the IRC ortire Treasury
Regulations issued thereunder and has not beemyatiedined by judicial decisions. The
determination of whether a particular debt instrotrenstitutes a “security” depends on
an overall evaluation of the nature of the debhe ©f the most significant factors
considered in determining whether a particular dehtsecurity is its original term. In
general, debt obligations issued with a weightestaye maturity at issuance of five (5)
years or lesse(g., trade debt and revolving credit obligations) lasss likely to constitute
securities, whereas debt obligations with a weigjlateerage maturity of ten (10) years or
more are more likely to constitute securities. tEaelder is urged to consult its tax
advisor regarding the status of its Claim, or aostipn thereof, and the New Notes as
“securities” for federal income tax purposes.

1. Consequences to Holders of Allowed Class 3 Claimsat Do Not
Constitute “Securities” of NEGT

The exchange of Claims that do not constitute “stes” for New
Common Stock, New Notes, Litigation Trust interestsl cash will be a fully taxable
transaction. In general, holders of such Clainikretognize gain or loss in an amount
equal to the difference between: (a) the sum ofdaltenarket value of any New
Common Stock, the “issue price” of any New Notes@rticle 1V.B.4, “Ownership and
Disposition of the New Notes — Interest and Origisaue Discount on New Notes”), the
fair market value of the Litigation Trust interestsd the cash received in satisfaction of
its Claim (other than any Claim for accrued butaidpnterest); and (b) such holder’s
adjusted tax basis in its Claim (other than anyrClar accrued but unpaid interest).
Any loss may not be recognized until the Final flsttion Date. For a discussion of the
tax consequences of any Claims for accrued butidmpizzrest, sedrticle 1V.B.3,
“Distributions in Discharge of Accrued Interest.”

Where gain or loss is recognized by a holder, tfeaxcter of such gain or
loss as long-term or short-term capital gain os laisas ordinary income or loss will be
determined by a number of factors, including thestatus of the holder, whether the
Claim constitutes a capital asset in the handeehblder and how long it has been held,
whether the Claim was acquired at a market dis¢@ntt whether and to what extent the
holder had previously claimed a bad debt deductdimolder of a Claim who purchased
its Claim from a prior holder at a market discoomaty be subject to the market discount
rules of the IRC. Under those rules, assumingtti@holder has made no election to
amortize the market discount into income on a eurpasis with respect to any market
discount instrument, any gain recognized on théange of its Claim (subject tode
minimis rule) generally would be characterized as ordimacgme to the extent of the
accrued market discount on such Claim as of the afathe exchange.
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A holder’s tax basis in any New Common Stock artayation Trust
interests received will equal the fair market vatfisuch property at the time of its
distribution to the holder. A holder’s tax basisany New Notes received will equal the
“issue price” of such notes. The holding perioddny New Common Stock, New Notes
and Litigation Trust interests generally will begine day following the issuance of such
stock or notes.

2. Consequences to Holders of Allowed Class 3 Claimsat Constitute
“Securities” of NEGT

In general, a holder of an Allowed Class 3 Claimt ttonstitutes a
“security” of the Debtor will not recognize lossarpthe receipt of New Common Stock,
New Notes, Litigation Trust interests and cash vailltrecognize gain (computed as
described in the preceding section), if any, togkient of the “issue price” of any New
Notes (sedrticle IV.B.4, “Ownership and Disposition of tidew Notes — Interest and
Original Issue Discount on New Notes”) that do canstitute “securities”, the amount of
any cash, and the fair market value of Litigationsk interests received in satisfaction of
its Claim (other than any Claim for accrued butaidpnterest). For a discussion of the
tax consequences of any Claims for accrued butidmpirest, sedrticle 1V.B.3,
“Distributions in Discharge of Accrued Interest.”

If neither the New Tranche A Notes nor the New TrenB Notes
constitute “securities,” then: (a) a holder’'s aggte tax basis in any New Notes received
in satisfaction of its Claim will equal the “isspace” of such notes; and (b) a holder’s
aggregate tax basis in any New Common Stock redeiveatisfaction of its Claim will
equal the holder’s aggregate adjusted tax basis @laim (including any Claim for
accrued but unpaid interest) increased by anymgaiognized on the exchange and
decreased by: (i) any deductions claimed in resplegihy previously accrued interest;

(i) the “issue price” of any New Notes receiveid) (he amount of cash received; and
(iv) the fair market value of Litigation Trust imésts received.

If the New Tranche B Notes are “securities” but Nev Tranche A Notes
are not, then: (a) a holder’s aggregate tax badisa New Tranche A Notes received in
satisfaction of its Claim will equal the “issueq®f of such notes; and (b) a holder’'s
aggregate tax basis in the New Common Stock and Nanche B Notes received in
satisfaction of its Claim will equal the holder'ggregate adjusted tax basis in its Claim
(including any Claim for accrued but unpaid intér@screased by any gain recognized
on the exchange and decreased by: (i) any dedsatiammed in respect of any
previously accrued interest; (ii) the “issue priod’the New Tranche A Notes received;
(iif) the amount of cash received; and (iv) the faarket value of Litigation Trust
interests received. Such aggregate tax basisishallocated between such New
Common Stock and New Tranche B Notes based onvefair market values.

If both the New Tranche A Notes and the New Trar8idotes are
“securities,” then a holder’'s aggregate tax baseny New Common Stock and New
Notes received in satisfaction of its Claim wilued|the holder’s aggregate adjusted tax
basis in its Claim (including any Claim for accruaa unpaid interest) increased by any
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gain recognized on the exchange and decreased)mny deductions claimed in respect
of any previously accrued interest; (b) the amairmash received; and (c) the fair
market value of Litigation Trust interests receiveslich aggregate tax basis shall be
allocated between such New Common Stock and News\mdsed on relative fair
market values.

In general, the holder’s holding period for any Neammon Stock and
any New Note that constitutes a “security” will limde the holder’s holding period for
the Claim except to the extent issued in respeat@iaim for accrued but unpaid
interest. If a New Note does not constitute atsig,” a holder’s holding period for
such New Note will begin the day following the iasae of such note.

3. Distributions in Discharge of Accrued Interest

In general, to the extent that any distributiom teolder of an Allowed
Class 3 Claim is received in satisfaction of acdrunterest or amortized original issue
discount (“OID”) during its holding period, such ammt will be taxable to the holder as
interest income (if not previously included in th@der’s gross income). Conversely, a
holder generally recognizes a deductible lossécettient any accrued interest claimed or
amortized OID was previously included in its grogsome and is not paid in full.
However, the IRS has privately ruled that a holafea security, in an otherwise tax-free
exchange, could not claim a current deduction vatipect to any unpaid OID. It is also
unclear whether a holder of a Claim with previousiluded OID that is not paid in full
would be required to recognize a capital loss ratten an ordinary loss.

Pursuant to the Plan, all distributions in respéany Claim will be
allocated first to the principal amount of suchi@laas determined for federal income
tax purposes, and thereafter to the remaininggodf such Claim, if any. However,
there is no assurance that such allocation wouleégmected by the IRS for federal
income tax purposes.

Each holder of a Claim is urged to consult itsddxisor regarding the
allocation of consideration and the deductibilifyuapaid interest for tax purposes.

4. Ownership and Disposition of the New Notes
a. Interest and Original Issue Discount on the New Nafs

The New Notes may be treated as issued with OtDgeheral, a debt
instrument is treated as having OID to the extentstated redemption price at maturity”
exceeds its “issue price” by more thadeaminimis amount. The “stated redemption
price at maturity” on a New Note is the sum ofpalyments provided by the debt
instrument other than “qualified stated intered&cause interest payments in respect of
the Tranche B Notes may be paid in-kind, the Detitas not intend to treat the interest
paid in respect of such notes as qualified statestest.

The “issue price” of the New Tranche A Notes anavNe@anche B Notes
will be determined separately, and in each cadedegiend upon whether they are traded

47



on an “established securities market” during théygi60) day period ending thirty (30)
days after the Effective Date, or whether a sigaiit portion of the Claims exchanged

for such notes is so traded. Pursuant to TredRagylations, an “established securities
market” need not be a formal market. It is suffitithat the notes appear on a system of
general circulation (including a computer listingstminated to subscribing brokers,
dealers or traders) that provides a reasonable badietermine fair market value by
disseminating either recent price quotations aualqtrices of recent sales transactions,
or that price quotations for such notes are realibilable from brokers, dealers or
traders.

It is anticipated that the New Notes will be regatds traded on an
established securities market (and also believatalsignificant portion of the Claims to
be exchanged for such notes is so traded). larhkely event that neither the New
Notes nor a significant portion of the Claims exudred for such notes are traded on an
established securities market, the issue pricadh elass of the New Notes generally
will be its stated principal amount.

If a New Note is issued with OID, the holder geffigraill be required to
accrue the OID in respect of the New Note and mhelsuch amount in gross income as
interest over the term of such note based on thetant yield method. Accordingly, a
holder generally will be required to include amauimt gross income in advance of the
payment of cash in respect of such income. A htddax basis in a New Note will be
increased by the amount of any OID included in meand reduced by any cash
received (other than payments of qualified statéerest) with respect to such note.

The terms of the New Notes may implicate the piowis of the U.S.
Treasury regulations relating to “contingent paytraebt instruments.” The Debtor
intends to take the position that the notes shoatde treated as contingent payment
debt instruments. If, however, the notes were dektm be contingent payment debt
instruments, holders of New Notes may, among dthiegs, be required to treat any gain
recognized on the sale or other disposition ofte as ordinary income rather than as
capital gain.

b. Sale, Exchange or Redemption of New Notes

Unless a non-recognition provision applies, a hoggerally will
recognize gain or loss upon the sale, exchangedamption of a New Note equal to the
difference, if any, between the holder’s adjustedldasis in the note and the amount
realized on the sale, exchange or redemption. gy or loss generally will be capital
gain or loss (subject to the market discount rdissussed below).

C. Acquisition and Bond Premium

If a holder of a Claim has a tax basis in any efew Notes received that
exceeds the issue price of such note, but is hessdr equal to the unpaid principal
amount of such notes, the amount of OID includabl&e holder’s gross income
generally is reduced in each period in proportmthe percentage of the OID represented
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by the excess basis. Alternatively, if a holdeniling to treat all stated interest as OID,
such holder may elect to recompute the OID accimatseating its acquisition as a
purchase at original issue and applying the cohgiald method. Such an election may
not be revoked without the consent of the IRS.

If a holder has a tax basis in any of the New Notegived that exceeds
the unpaid principal amount of such notes,(a “bond premium”), the holder will not
include any of the OID in income. Moreover, a lavlchay elect to deduct any bond
premium over the period from its acquisition oflsmote to the maturity date of such
note (or, if it results in a smaller amount of atrmable bond premium, until an earlier
call date), but not in excess of the stated interésuch bond premium is amortized, the
amount of stated interest on any New Note that meshcluded in the holder’s gross
income for each period ending on an interest paym&ie or at the maturity date, as the
case may be, will (except as Treasury Regulaticang atherwise provide) be reduced by
the portion of bond premium allocable to such pkbased on the note’s yield to
maturity. The holder’s tax basis in its New Notd tae reduced by a like amount. If
such an election to amortize bond premium is natena holder will receive a tax
benefit from the premium only in computing suchdeuls gain or loss upon the sale or
other taxable disposition of the New Note, or ugonfull or partial payment of
principal.

An election to amortize bond premium will applyamortizable bond
premium on all notes and other bonds the intenestluch is includable in the holder’s
gross income and that are held at, or acquired, dlfte beginning of the holder’s taxable
year as to which the election is made. The elactiay be revoked only with the consent
of the IRS.

d. Market Discount

Any holder of a Claim that has a tax basis in aeyNNotes received that
is less than the issue price (or possibly the “stéjdiissue price” in the case of a Disputed
Claim allowed subsequent to the Effective Dateguath notes generally will be subject
to the market discount rules of the IRC (unlesdglifference is less thande minimis
amount). In addition, as discussed below, a holder acquired its Claim at a market
discount and that receives its New Notes as pattak-free exchange may be required
to carry over to such notes, as well as any New1i@omStock received, any accrued
market discount with respect to its Claim to theeaknot previously included in income.

Under the market discount rules, a holder is reglio treat any principal
payment on, or any gain recognized on the saldyange, retirement or other disposition
of, a New Note as ordinary income to the exterihefmarket discount that has not
previously been included in income and is treatetaving accrued on such note at the
time of such payment or disposition. A holder coié required to defer the deduction of
a portion of the interest expense on any indebesimeurred or maintained to purchase
or to carry a market discount note, unless anielecs made to include all market
discount in income as it accrues. Such an elestmud apply to all bonds acquired by
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the holder on or after the first day of the fistdble year to which such election applies,
and may not be revoked without the consent of R |

Any market discount will be considered to accrueatraight-line basis
during the period from the date of acquisition wéts New Notes to the maturity date of
the notes, unless the holder irrevocably elect®topute the accrual on a constant yield
basis. This election can be made on a note-by{rases.

Under regulations to be promulgated by the TreaB@yartment, any
accrued market discount not treated as ordinagniecupon a tax-free exchange of
market discount bonds would carry over to the ncogaition property received in the
exchange. If such Treasury Regulations are proatetband applicable to the Plan (and,
likely, even without the issuance of regulatiors)y holder of a Claim that constitutes a
“security” for federal income tax purposes wouldrgaver any accrued market discount
incurred in respect of such Claim to any New Comr8totk and, if treated as a security
for federal income tax purposes, any New Notesivedeor such Claim pursuant to the
Plan (presumably allocated on the basis of reldtiwvenarket value), such that any gain
recognized by the holder upon a subsequent disposit such stock or notes (including
a repayment of principal) also would be treatedrdsary income to the extent of any
such accrued market discount not previously inaudancome.

5. Subsequent Sale of New Common Stock

Any gain recognized by a holder upon a subseqasabte disposition of
New Common Stock received in satisfaction of ai@lpursuant to the Plan (or any
stock or property received for it in a later tagdrexchange) will be treated as ordinary
income to the extent of: (a) any bad debt dedust{on additions to a bad debt reserve)
claimed with respect to its Claim and any ordinass deductions incurred upon
satisfaction of its Claim, less any income (ottlmamtinterest income) recognized by the
holder upon satisfaction of its Claim; and (b) widlspect to a cash basis holder, any
amount that would have been included in its groseme if the holder’'s Claim had been
satisfied in full but that was not included by rea®f the cash method of accounting. In
addition, as discussed in the preceding sectitwojder that receives its New Common
Stock in exchange for a Claim that constitutesemsity” or for federal income tax
purposes may be required to treat all or a poxiceny gain recognized as ordinary
income under the market discount provisions ofiR(@.

6. Tax Treatment of Litigation Trust Interests

For federal income tax purposes, the Debtor wethtreach holder of a
Class 3 Claim will be treated as receiving from Drebtor itspro rata share of the assets
that will be contributed to the Litigation Trusthe holder will be treated as then taking
those assets and contributing them to the Litigafioust in exchange for an interest in
the trust. The Beneficiaries of the Litigation $twill be treated as the grantors and
deemed owners of the Litigation Trust for fedenglame tax purposes. Although the
Litigation Trust will not be subject to tax, all w$ items of income gain, loss, deduction
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and credit must be taken into account currentlyheyBeneficiaries. There can be no
assurance that the IRS will agree with this clasasiion of the Litigation Trust.

C. Information Reporting and Withholding

All distributions to holders of Allowed Claims undiae Plan are subject
to any applicable withholding (including employméat withholding). Under federal
income tax law, interest, dividends, and other rgibe payments may, under certain
circumstances, be subject to “backup withholdingtha then applicable rate. Backup
withholding generally applies if the holder: (1)i$ato furnish its social security number
or other taxpayer identification number (“TIN");)(Burnishes an incorrect TIN; (3) fails
properly to report interest or dividend income @ndr her personal income tax return
and is notified to that effect by the IRS; or (4)der certain circumstances, fails to
provide a certified statement, signed under peradlperjury, that the TIN provided is its
correct number and that it is a United States petisat is not subject to backup
withholding. Backup withholding is not an additedriax but merely an advance
payment, which may be refunded to the extent iiltesn an overpayment of tax.
Certain persons are exempt from backup withholdimguding, in certain
circumstances, corporations and financial insoigiwhich establish such exemption.

A beneficiary of the Litigation Trust will receiveach year from the
Litigation Trust an information statement will $etth the beneficiary’s share of the
Litigation Trust’s items of income, gain, loss, detion and credit.

Treasury Regulations generally require disclosyra taxpayer on its
federal income tax return of certain types of teani®ns, including, among other types of
transactions, the following: (1) a transaction mteunder “conditions of
confidentiality;” (2) a transaction where the tay@awas provided contractual protection
for a refund of fees if the intended tax consegasraf the transaction are not sustained;
(3) certain transactions that result in the taxpaj@ming a loss in excess of specified
thresholds; and (4) certain transactions in whinghtaxpayer’s federal income tax
treatment differs by more than a specified thregilany tax year from its treatment for
financial reporting purposes. These categorievangbroad; however, there are
numerous exceptions. Holders are urged to cotiilttax advisors regarding these
regulations and whether the transactions conterxblay the Plan would be subject to
these regulations and require disclosure on theengl tax returns.

The foregoing summary has been provided for informaonal
purposes only. All holders of Claims should consttheir tax advisors concerning
the federal state, local and other tax consequences applicahlader the Plan

ARTICLE V.

SECURITIES LAW CONSIDERATIONS UNDER THE PLAN

The Reorganized Debtor expects that it will regitte New Common
Stock under the Exchange Act. In such event, gergtinized Debtor would be required
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to file certain reports with the Securities and liaxagge Commission, including quarterly
and annual financial reports, as and to the extqired thereunder.

There is no assurance as to the level of liquidltg,ability of creditors to
sell shares of New Common Stock or the prices aw$hares of New Common Stock
may be sold in any trading market that may deveBeeAtrticle I11.C.4., “Risk Factors.”

A. Applicability of Certain Federal and State Securites Laws

No registration statement will be filed under thex&ities Act or any state
securities laws with respect to the offer and distion under the Plan of the New
Common Stock or New Notes. The Debtor believesttieprovisions of section
1145(a)(1) of the Bankruptcy Code exempt the ihdféer and distribution of such
securities under the Plan from federal and statergees registration requirements.

The Reorganized Debtor intends to file a regisiratatement under the
Securities Act to register the shares of New Com@imck issuable upon exercise of
options granted under the New Stock Option Plan.

B. Bankruptcy Code Exemptions from Registrations Requements
1. Initial Offer and Sale of Securities

Section 1145(a)(1) of the Bankruptcy Code exenmmsffer and sale of
securities under a plan of reorganization fromgtgtion under the Securities Act and
state securities laws if the following three prpadirequirements are satisfied: (a) the
securities must be offered and sold under a plarafjanization and must be securities
of the debtor, an affiliate in a joint plan withetdebtor or a successor to the debtor under
the plan; (b) the participating recipients of teewrities must hold prepetition or
administrative expense claims against the debtorterests in the debtor; and (c) the
securities must be issued entirely in exchangéh®recipient’s claim against or interests
in the debtor or principally in such exchange aadlp for cash or property. The Debtor
believes that the offer and sale of the New ComBimeck and the New Notes under the
Plan satisfy the requirements of section 1145(a){ihe Bankruptcy Code and,
therefore, are exempt from registration under theu8ties Act and state securities laws.

In connection with the confirmation of the Plarge bebtor will seek from
the Bankruptcy Court an order to the effect thatdffer and sale of the New Common
Stock and the New Notes under the Plan are exempt fegistration under the
Securities Act and state securities laws undera@edil45(a)(1) of the Bankruptcy Code.

2. Subsequent Transfers of Securities

In general, all resales and subsequent transactithe New Common
Stock and New Notes distributed under the Planbelexempt from registration under
the Securities Act pursuant to Section 4(1) ofS$keurities Act, unless the holder
thereof is deemed to be an “underwriter” with respe such securities, an “affiliate” of
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the issuer of such securities or a “dealer.” ®ectil45(b) of the Bankruptcy Code
defines four types of “underwriters”:

a. entities who purchase a claim against, an inténesir claim for
administrative expense against the debtor witrea/\to
distributing any security received in exchangesioch claim or
interest (“accumulators”);

b. entities who offer to sell securities offered undgxan for the
holders of such securities (“distributors”);

C. entities who offer to buy securities from the hotlef such
securities, if the offer to buy is (i) with a vidw distributing such
securities and (ii) made under a distribution agrest; and

d. an entity who is an “issuer” with respect to thewsdéies, as the
term “issuer” is defined in section 2(11) of thecGties Act.

Under section 2(11) of the Securities Act, an “&Sincludes any
“affiliate” of the issuer, which means any persarectly or indirectly through one or
more intermediaries controlling, controlled by aider common control with the issuer.
Under section 2(12) of the Securities Act, a “deakeany person who engages in part or
in whole, directly or indirectly, as agent, brokerprincipal in the business of offering,
buying, selling or otherwise dealing or tradingéaturities issued by another person.
Whether or not any particular person would be dektode an “underwriter” or an
“affiliate” with respect to any security to be igslipursuant to the Plan or to be a
“dealer” would depend upon various facts and cirstamces applicable to that person.
Accordingly, the Debtor expresses no view as tothdreany person would be deemed to
be an “underwriter” or an “affiliate” with respeitt any security to be issued pursuant to
the Plan or to be a “dealer.”

In connection with prior bankruptcy cases, thefsihthe SEC has taken
the position that resales by accumulators andiloligtrs of securities distributed under a
plan of reorganization are exempt from registratiader the Securities Act if effected in
“ordinary trading transactions.” The staff of tBEC has indicated in this context that a
transaction may be considered an “ordinary tratliagsaction” if it is made on an
exchange or in the over-the-counter market and doesvolve any of the following
factors:

a. either (i) concerted action by the recipientsexfurities issued
under a plan in connection with the sale of sucusges or (ii)
concerted action by distributors on behalf of onenore such
recipients in connection with such sale;

b. the use of informational documents concernirgatfiering of the
securities prepared or used to assist in the re$alech securities,
other than a Bankruptcy Court-approved disclostaesent and
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supplements thereto and documents filed with thé prsuant to
the Exchange Act; or

C. the payment of special compensation to brokedsdealers in
connection with the sale of such securities desigrsea special
incentive to the resale of such securities (othanthe
compensation that would be paid pursuant to aremgjth
negotiations between a seller and a broker or desdeh acting
unilaterally, not greater than the compensationwwraild be paid
for a routine similar-sized sale of similar seaastof a similar
issuer).

The Debtor has not sought the views of the SEG@mmatter and,
therefore, no assurance can be given regardingrtper application of the “ordinary
trading transaction” exemption described abovey persons intending to rely on such
exemption are urged to consult their own counséb éise applicability thereof to any
particular circumstances.

In addition, Rule 144 provides an exemption forigiseation under the
Securities Act for certain limited public resaldsiarestricted securities by “affiliates” of
the issuer of such securities. Rule 144 allowslddr of unrestricted securities that is an
affiliate of the issuer of such securities to se@lthout registration, within any three-
month period a number of shares of such unrestrgxeurities that does not exceed the
greater of 1% of the number of outstanding se@sith question or the average weekly
trading volume in the securities in question dutimg four calendar weeks preceding the
date on which notice of such sale was filed purst@Rule 144, subject to the
satisfaction of certain other requirements of Rislé regarding the manner of sale, notice
requirements and the availability of current pulbtiormation regarding the issuer. The
Debtor believes that, pursuant to section 1145(theBankruptcy Code, the New
Common Stock and New Notes to be issued pursudhetBlan will be unrestricted
securities for purposes of Rule 144.

3. The New Common Stock and New Notes May Not Be
Freely Tradable under U.S. Securities Laws

Given the complex nature of the question of wheéhearticular person
may be an underwriter, the Debtor makes no reptasens concerning the right of any
person to trade in the New Common Stock or New $ltidbe distributed under the Plan.
The Debtor recommends that any person that recBigesCommon Stock or New
Notes under the Plan consult its own counsel comugmwhether it may freely trade such
securities.

C. Subsequent Transfers Under State Law

State securities laws generally provide registragiremptions for
subsequent transfers by a bona fide owner forwWreds own account and subsequent
transfers to institutional or accredited investagsich exemptions generally are expected
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to be available for subsequent transfers of the Bemmon Stock and New Notes.
However, the Debtor has not sought the views obtiencies of the various states and
therefore can provide no assurance that such exampill be available to holders of
New Common Stock or New Notes.

D. Certain Transactions by Stockbrokers

Under section 1145(a) of the Bankruptcy Code, diomkers effecting
transactions in the New Common Stock or New Not&s o the expiration of forty
days after the first date on which the securitieseAbona fide offered to the public by the
Reorganized Debtor or by or through an underwaterrequired to deliver to the
purchaser of such securities a copy of the DiscoStatement (and supplements thereto,
if any, if ordered by the Bankruptcy Court) at @fdre the time of delivery of such
securities to such purchaser. In connection wiitr fpankruptcy cases, the staff of the
SEC has taken so-called “no-action” positions wepect to noncompliance by
stockbrokers with such requirement in circumstamceghich the debtor was, and the
reorganized debtor was to continue to be, subjeaht in compliance with the periodic
reporting requirements of the Exchange Act. ThbtBrewas not subject to such
reporting requirements prior to its emergence frsnChapter 11 proceedings, and the
views of the SEC on this matter have not been sdumgthe Debtor. Stockbrokers are
therefore urged to consult their own counsel wapect to such matters and
requirements and the consequences of noncomplians®ckbrokers with such
requirements.

ARTICLE VI.

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'tvaandown”; (2) the Plan be in the
“best interests” of any dissenting creditor or éghiolder; 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 &ldre subject to a
“cramdown.” A class is impaired under a plan usJemder the plan: (a) the applicable
creditor’s legal, equitable, and contractual rignts left unaltered and there has been no
default respecting the applicable claim or intefeiter than under a bankruptcy or
financial condition clause); or (b) all defaulte @mured, maturity dates are reinstated, the
party is compensated for damages caused by thaeldgfach as by paying reasonable
attorneys’ fees and collection costs) and the [mhtgal, equitable and contractual rights
are left unaltered.
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An unimpaired class is conclusively presumed taeheacepted the Plan.
The unimpaired classes under the Plan are Claszed 2.

An impaired class that receives no distributioausomatically deemed to
have rejected the Plan. Classes 4 and 5 shaileeoe distributions under the Plan and,
accordingly, shall be deemed to have rejected ke P

Votes on the Plan, therefore, are being solicitdgt ’'om impaired
classes that would receive or retain distributionproperty under the Plan. Class 3 is
the only such impaired Class.

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 Debtor[Gheditors’ Committee, and the
Noteholders’ Committees each] believe[s] the Ptabd in the best interest of holders of
General Unsecured Claims and therefore recommentdhétiders of Class 3 Claims
accept the Plan.

2. Deadline

To be counted, your Ballot must be received by BSlater than 5:00
p.m. (prevailing Eastern Time) on | |, 2014he address set forth on the
enclosed self-addressed envelope.

3. Eligibility

If you filed multiple claims against the Debtor,uymay receive more than
one Ballot. The delivery of Ballots does not canst an admission by the Debtor that
the recipients of such Ballots hold Claims thatenbeen allowed for distribution or
voting purposes. In addition, the fact that ayddes not receive a Ballot is no
indication as to whether or not that party doedags not have valid claims against any
of the Affiliate Debtors, who are not included retPlan. The Debtor reserves its right
to object to any Claim.

Pursuant to an order, dated | |, 2004B#mkruptcy Court
established the following rules for allowance oi@is for purposes of voting on the
Plan:

a. Undisputed Filed Claim3Nith respect to: (i) a liquidated, non-
contingent Claim as to which a proof of claim hasmtimely filed
and as to which an objection has not been filddastt ten (10)
days prior to the end of the period fixed by theBaptcy Court
for voting on the Plan (the “Voting Period”); o) (@ Claim in the
amount set forth on Schedule 4.03 of the Planatheunt and
classification of such Claim shall be that spedifie such proof of
claim as reflected in the records of Bankruptcwiges, LLC
(“BSI”), as agent for the Clerk of the Bankruptcgut (the
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“Clerk”), or Schedule 4.03, subject to any appliedbnitations set
forth below.

Disputed Filed ClaimsWith respect to a Claim that is the subject
of an objection filed at least ten (10) days ptmthe end of the
Voting Period, such Claim will be disallowed prawisally for
voting purposes, except to the extent and in thenmathat: (i) the
Debtor agrees the Claim should be allowed in thiet@rés

objection to such Claim unless otherwise orderethby
Bankruptcy Court; or (ii) such Claim is allowed tgonarily for
voting purposes in accordance with Bankruptcy RBOIES.

Claims Estimated for Voting Purpos&¥ith respect to a Claim
that has been estimated or otherwise allowed fonggurposes
by order of the Bankruptcy Court, the amount ardsfication of
such Claim will be that set by the Bankruptcy Court

Wholly Unliquidated ClaimsA Claim recorded in the Clerk’s
records as wholly unliquidated, contingent andfmtatermined
will be accorded one vote valued at one dollampiamposes of
section 1126(c) of the Bankruptcy Code, unlesiaém is
disputed as set forth in (b) above.

Undisputed Scheduled ClaimRespecting a Claim that appears on
the Schedules as undisputed, noncontingent anidi$itpd, and as

to which no objection has been filed at least ) (ays prior to
the end of the Voting Period, the amount and diassion of such
Claim shall be that specified in the Schedules.

4. Tabulation

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

a.

For the purpose of voting on the Plan, BSI willdeemed to be in
constructive receipt of any Ballot timely deliveredany address
that BSI (or its authorized agent) designatesHerreceipt of
Ballots cast on the Plan;

Any Ballot receivedby BSI after the end of the Voting Period shall
not be counted;

Pursuant to Bankruptcy Rule 3018(a), whenever denalf a
Claim submits more than one Ballot voting the s&fam prior to
the end of the Voting Period, the last such tink#jlot sent and
received shall count;
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d. If a holder of a Claim casts simultaneous dupheaBallots voted
inconsistently, then such Ballots shall not be ¢edn

e. Any Ballot that is not signed shall not be counted;

f. Any Ballot received by BSI by telecopier, fax ohet electronic
communication shall not be counted,;

g. A holder of a Claim must vote all of its Claims endhe Plan
either to accept or reject the Plan and may natisphote, unless
such holder has Claims that relate to multiple icfadility
obligations guaranteed by the Debtor. Accordinglfaallot (or
multiple Ballots with respect to separate Clainms ppartially
rejects and partially accepts the Plan, or thatatds both a vote
for and against the Plan, will not be counted; and

h. Any Ballot that is timely received and executed @o¢s not
indicate whether the holder of the relevant Clasmating for or
against the Plan shall not be counted.

5. Cramdown

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 cldssprocedure 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 receiveatam 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 dising class, depending on whether the
class is comprised of secured or unsecured clainmeyests. In general, section
1129(b) of the Bankruptcy Code permits confirmatatwithstanding non-acceptance
by an impaired class if that class and all juniasses are treated in accordance with the
“absolute priority” rule, which requires that thisgkenting class be paid in full before a
junior class may receive anything under the planthis case, representatives of the
holders of the vast majority of the Class 3 Claimase actively participated in
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negotiations of the Plan. In addition, case lawanding section 1129(b) requires that
no class senior to a non-accepting impaired clessives more than payment in full on
its claims.

The Plan meets the foregoing requirements. Ficstlass of Creditors
under the Plan will receive more than 100% of tim@ant of its Claim. Second, the Plan
does not discriminate between similarly situateaii@s. Third, the Plan abides by the
“absolute priority rule,” in that no classes juniormpriority to Class 3 (whose Claims are
not being satisfied in full) is to receive any Distution. Accordingly, the Debtor intends
to seek to “cram down” the Plan against Classesd4sawhich classes 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 pr@wdch such holder with a recovery
having a value at least equal to the value of theildution each such holder would
receive if the Debtor was liquidated under chaptef the Bankruptcy Code. This test is
based on liquidation values.

Annexed to the Disclosure Statement as Appendixis§(@ liquidation
analysis for the Debtor. The liquidation values lbased on the Debtor’s estimates and
are subject to revision. Annexed to the Disclostegement as Appendix 5 is a
comparison of the recoveries of impaired creditorder the Plan and in a chapter 7
liquidation.

Due to the numerous uncertainties and time delssscated with
liquidation under chapter 7, it is not possiblgtedict with certainty the outcome of
liquidation of the Debtor or the timing of any dibution to creditors. The Debtor,
however, projects that liquidation under chaptef the Bankruptcy Code would result in
no greater distributions than those provided fahaPlan. Indeed, in respect of Class 3
Claims, the Plan provides for much greater distrdmns than would be available in a
chapter 7 liquidation.

D. Feasibility Requirement

The feasibility test for confirmation of the Plaquires the Bankruptcy
Court to determine that confirmation of the Planas likely to be followed by the
liquidation, or the need for further financial rganization, of the Debtor or its
successors, unless such liquidation or financmiganization is proposed in the Plan.
For purposes of determining whether the Plan meetsequirement, the Debtor has
analyzed its ability to meet its obligations unttex Plan. As part of this analysis, the
Debtor has prepared financial projections for tired fiscal years ending December 31,
2004, December 31, 2005 and December 31, 2006 projections and the material
assumptions on which they are based are set foppendix 6 to the Disclosure
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Statement. Based upon those projections, the Dbbtieves the Plan will meet the
feasibility requirement of the Bankruptcy Code.

E. Alternatives to the Plan

The Debtor believes that the Plan is the bestradtere available to the
Debtor’s 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 ofrgamization; or (ii) liquidation of the
Debtor’s assets under chapter 7 of the BankruptmeC

1. Alternative Plans

As the Debtor structured the Plan to maximize \v@laay alternative plan
likely would result in reduced distributions to tzn creditors. Moreover, the Debtor has
negotiated significant reductions or modificatiomsertain claims; the result of which
will provide significant, additional value to geaéunsecured creditors, and which would
be unavailable to the proponent(s) of an alteregtian. In addition, due to the time
required to negotiate, draft and obtain approvalroélternative plan, alternatives to the
Plan would lead to delayed distributions to cradito

2. Liguidation

The Debtor believes that the value of distributiander the Plan will
equal or exceed the value of distributions thatlaidne available after liquidation of the
Debtor under chapter 7 of the Bankruptcy Code. eXed as Appendix 7 to the
Disclosure Statement is the valuation of the Raumgal Debtor. A liquidation under
chapter 7 would require the Bankruptcy Court tocapipa trustee to conduct the
liquidation of the Debtor. Such a trustee woulgéhbmited historical experience or
knowledge of these Chapter 11 Cases or of the Delierords, assets or businesses.
The fees charged by a chapter 7 trustee and afgsgronals hired by the chapter 7
trustee could impose substantial administrativeéscos the Debtor’s estate that would
not be incurred under the Plan. Also, liquidatiaould increase substantially the
magnitude of claims against the Debtor for itenthsas severance and lease rejections.
Further, there is no assurance as to when diswitmitvould occur in a chapter 7
liquidation. Sedrticle VI.C above.

Thus, the Debtor believes that confirmation of Bthen is preferable to the
alternatives because the Plan should maximize yahsire an expeditious resolution of
this Chapter 11 Case and provide for equitableidigions to the Debtor’s creditors.

1 As one important example, under the Plan, thgeptdevel lenders at GenHoldings, Lake Road,

and La Paloma have waived any ability to claim thatrespective project-level subsidiaries
should have the right to use NOLs that may be gdeédras a result of the disposition of the
relevant projects.
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ARTICLE VII.

CONCLUSION

THE DEBTOR [AND THE OFFICIAL COMMITTEES] URGE(S]
ALL HOLDERS OF CLAIMS IN CLASS 3 TO VOTE TO ACCEPT THE PLAN BY
RETURNING THEIR BALLOTS SO THAT THEY ARE RECEIVED BY NEGT
BALLOTING CENTER, ¢/o BANKRUPTCY SERVICES LLC, 757 THIRD
AVENUE, NEW YORK, NEW YORK 10017, BY 5:00 P.M. (PREVAILING
EASTERN TIME) ON , 2004.

Dated: February 2, 2004
, NATIONAL ENERGY & GAS
TRANSMISSION, INC. (f’k/a PG&E
NATIONAL ENERGY GROUP, INC,)
Debtor and Debtor in Possession

By:

ice Presidenter General Counsel

61



APPENDIX 1

Plan of Reorganization



THE UNITED STATESBANKRUPTCY COURT
FOR THE DISTRICT OF MARYLAND
(Greenbelt Division)

Inre *
NATIONAL ENERGY & GAS * Case No.: 03-30459 (PM) and 03-30461 (PM)
TRANSMISSION, INC. (f/k/aPG&E through 03-30464 (PM) and 03-30686 (PM)
NATIONAL ENERGY GROUP, INC.),etal. * through 03-30687 (PM)
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THE UNITED STATESBANKRUPTCY COURT
FOR THE DISTRICT OF MARYLAND
(Greenbelt Division)

Inre *
NATIONAL ENERGY & GAS * Case No.: 03-30459 (PM) and 03-30461 (PM)
TRANSMISSION, INC. (f/k/aPG&E through 03-30464 (PM) and 03-30686 (PM)
NATIONAL ENERGY GROUP, INC.),etal. * through 03-30687 (PM)
Chapter 11
Debtors. (Jointly Administered under

* Case No.: 03-30459 (PM))

* * * * * * * * * * * * * * * * *

SECOND AMENDED PLAN OF REORGANIZATION

National Energy & Gas Transmission, Inc., one efdiebtors and debtors in
possession in the above captioned chapter 11 dasedyy proposes this Second Amended Plan

of Reorganization:

ARTICLE I.

DEFINITIONS

As used in the Plan, the following terms have tepective meanings specified
below (such meanings to be equally applicable th bee singular and the plural, and masculine
and feminine forms of the terms defined):

1.01. “Additional Excess Cashimeans Cash proceeds of the Sale
Transactions (net of any transaction fees and esgqsras and when received by the Reorganized
Debtor (including amounts held in escrow) minusgbm of: (a) any amounts then required
under any working capital facility under which thebtor is an obligor to repay and satisfy

outstanding obligations thereunder; (b) the Debtoritstanding obligations under the New



Tranche A Notes and the New Tranche B Notes; andnlg amounts to be retained by the
Debtor if, and to the extent that, Cash on Harldgs than $10 million.

1.02. “Administrative Bar Date’means the date specified pursuant to
Section 2.02 of the Plan, or such other date asbadixed by order of the Bankruptcy Court, by
which an Administrative Claim must be filed witretBankruptcy Court.

1.03. “Administrative Claim” means a Claim for payment of costs or
expenses of administration specified in sectior&p0and 507(a)(1) and (b) of the Bankruptcy
Code, other than a Fee Claim.

1.04. “Affiliate Debtors” means the debtors and debtors in possession in the
Chapter 11 Cases other than the Debtor.

1.05. “Allowed” means a Claim: (a) either (i) proof of which hagib
timely filed with the Bankruptcy Court or has bessemed timely filed by a Final Order; or (ii)
if not so filed, scheduled by the Debtor in the &tilles other than as disputed, contingent or
unliquidated or as set forth on Schedule 4.03 beeatd (b) allowed by a Final Order, by this
Plan, or because no party in interest timely Hasl f&an objection, filed a motion to equitably
subordinate, or otherwise sought to limit recovanysuch Claim. An Allowed Claim shall not
include interest accruing after the Petition Datelte amount of any Claim except as expressly
provided herein.

1.06. “Allowed [Class Designation/Type] Claimfeans a Claim that is
Allowed in a specified class or of a specified type

1.07. “Avoidance Action”’means an action pursuant to section 510, 544,
545, 547, 548, 549, 550, or 553 of the Bankruptoge&_brought by or on behalf of the Debtor

against an Insider of the Debtor.



1.08. “Bankruptcy Code”means sections 101, &#q.of title 11 of the
United States Code, as now in effect or hereafterraled.

1.09. “Bankruptcy Court” means the United States Bankruptcy Court for the
District of Maryland or any other court or adjuticéreof exercising competent jurisdiction.

1.10. “Bankruptcy Rules’means the Federal Rules of Bankruptcy
Procedure, as amended from time to time, and tleallRRules of the Bankruptcy Court, as
applicable to the Chapter 11 Cases.

1.11. “Bar Date” means January 9, 2004, or such other date estadblish
the Bankruptcy Court as the last date for filinggds of pre-Petition Date Claims against the
Debtor.

1.12. “Business Day’means any day other than Saturday, Sunday or a
“legal holiday” as such term is defined in BankaypRule 9006(a).

1.13. “Cash” means cash and cash equivalents, including buimib¢d to
bank deposits, checks, and other similar items.

1.14. “Cash On Hand”means Cash available for use by the Debtor in the
operation and/or winddown of its business, netngf @ash necessary to make Distributions to
holders of Administrative Claims, Fee Claims, Sedu€laims, Priority Claims, and Priority Tax
Claims (or, in the case of those of such Claimsdha Disputed Claims, to establish appropriate
reserves), that is not subject to any secured slaimerests, liens, or encumbrances other than
any liens created pursuant to the New Indentures.

1.15. “Catch-Up Distribution” means a distribution of Cash and/or Non-
Cash Consideration, as the case may be, to therholdn Allowed Claim in Class 3 that was a

Disputed Claim as of the Initial Distribution Datg if applicable, the most recent Interim



Distribution Date, and on account of which suchdeolis entitled to a Distribution under the
Plan.

1.16. “Causes of Action’"means any and all claims, causes of action,
demands, rights, actions, suits, damages, injureesedies, obligations, liabilities, accounts,
defenses, offsets, powers, privileges, licensedrandhises of any kind or character whatsoever,
known, unknown, accrued or to accrue, contingemoor-contingent, matured or unmatured,
suspected or unsuspected, foreseen or unforesbethev arising before, on or after the Petition
Date, in contract or in tort, in law or in equity, under any other theory of law, whether asserted
or assertable directly or derivatively in law oudy or otherwise by way of claim, counterclaim,
cross-claim, third party action, action for indetgror contribution or otherwise.

1.17. “Chapter 11 Cases’means these cases under chapter 11 of the
Bankruptcy Code concerning the Debtor and the iatél Debtors, jointly administered under
Case No. 03-30459 (PM).

1.18. “Claim” means a claim against the Debtor, as such terefised! in
section 101(5) of the Bankruptcy Code.

1.19. “Class” means a group of Claims or Interests as clasgiinei@r the
Plan.

1.20. “Closing Date” means the date or dates, if any, upon which ara or
of the Sale Transactions are consummated.

1.21. “Confirmation Date” means the date on which the Clerk of the
Bankruptcy Court enters the Confirmation Orderloa Bankruptcy Court’s docket.

1.22. “Confirmation Hearing” means the hearing pursuant to which the

Bankruptcy Court enters the Confirmation Order.



1.23. “Confirmation Order” means the order of the Bankruptcy Court
confirming the Plan pursuant to section 1129 ofBhakruptcy Code.

1.24. “Consolidated Groupmeans any consolidated, combined, unitary or
other joint filing group for federal, state or lb@@acome or franchise tax purposes.

1.25. “Creditor” means an Entity that holds a Claim. For the avaidaof
doubt, US Gen New England, Inc. and its directiaddect subsidiaries are not Creditors for
purposes of Section 8.01(e) hereof.

1.26. “Creditors’ Committee”means the Official Committee of Unsecured
Creditors first appointed for the Debtor by the tgdiStates Trustee on July 17, 2003, as
subsequently reconstituted and as it may be fureamstituted from time to time.

1.27. “Debtor” means National Energy & Gas Transmission, Incméoty
known as PG&E National Energy Group, Inc.

1.28. “Disbursing Agent”means the Reorganized Debtor or an entity or
entities appointed by the Debtor or Reorganizedi@els the case may be, to serve as an agent
in connection with distributions under the Plan.

1.29. “Disclosure Statementineans the disclosure statement respecting the
Plan approved by the Bankruptcy Court pursuanetbien 1125 of the Bankruptcy Code.

1.30. “Disputed Claim” means a Claim (or any portion thereof) as to which:
(a) an objection has been timely filed, and sugkailon has not been: (i) withdrawn, or (ii)
overruled or denied in whole by a Final Order;l§bjore the deadline for an objection to the
Claim to be filed, the amount of the Claim spedcifie the applicable proof of Claim exceeds the
amount of any corresponding Claim scheduled byDisetor in the Schedules as being neither

disputed nor contingent or no such amount is sdeddas being neither disputed nor contingent;



(c) there is a dispute as to classification of@ham; (d) there is a dispute as to the appropriate
estimated amount of such Claim under section 5@#(tt)e Bankruptcy Code; or (e) the Claim
is contingent or unliquidated.

1.31. “Disputed Claims Reserveiheans the reserve established pursuant to
Section 6.02 of the Plan for the benefit of thedead of Disputed Claims in Class 3.

1.32. “Distribution” means the distribution in accordance with the Bfan
Cash or other property, as the case may be.

1.33. “Distribution Address” means the last known address of a Creditor,
whether derived from the Schedules, a proof ofhelied with the Court or other written
notification to the Debtor as to where a Distribatunder a Plan is to be sent.

1.34. “Distribution Date” means any date that is: (a) the Initial Distribatio
Date; (b) any Interim Distribution Date; or (c) tRaal Distribution Date.

1.35. “Effective Date” means a date to be determined by the Debtor thiat wi
be no later than fifteen (15) days after each efabnditions to the Effective Date has been

satisfied or waivedprovided thaino stay of the Confirmation Order is then in effec

1.36. “Entity” means “entity” as defined in section 101(15) of the
Bankruptcy Code.
1.37. “Equipment Revolver'means that certain Credit Agreement, dated as

of May 29, 2001, among PG&E National Energy Grougm$§iruction Company, LLC (n/k/a
National Energy Construction Company, LLC ), theesal banks and other financial institutions
or entities from time to time parties thereto awndi&té Générale, as Administrative Agent and

Security Agent, as amended, modified or supplengente



1.38. “Equipment Revolver Guarantee Claimsieans Claims arising from
the Debtor’s obligations under the Equipment RegplBuarantee.

1.39. “Equipment Revolver Guaranteefieans that certain guarantee and
agreement (Turbine Credit Agreement), dated asayf 89, 2001, made by PG&E National
Energy Group, Inc. (n/k/a National Energy & GasriBraission, Inc.) in favor of Société
Geénérale, as Security Agent.

1.40. “Equipment Revolver Guarantee Claim Objectiamkans an
objection, filed and served no later than thirt@)(8ays after the Effective Date, (a) objecting to
an Equipment Revolver Guarantee Claim solely orbtses that allowance of such Equipment
Revolver Guarantee Claim, in the amount set fartS8chedule 4.03, will recover, based upon
the Bankruptcy Court’s estimation, an Excess Regosenount and (b) providing as an exhibit
to such objection a report from a financial advisetting forth a detailed analysis supporting its
contention that the holder of an Equipment Revolvearantee Claim will recover, based upon
the Bankruptcy Court’s estimation, an Excess Regosenount.

1.41. “Excess Cash’means all Cash held by the Debtor on the Effective
Date in excess of amounts needed to pay or refaraministrative Claims and Priority
Claims and reserve Cash on Hand and all Cash awlaenireceived by the Debtor from the
Debtor's non-Debtor subsidiaries which Cash i©i@DRebtor's cash management system as of
the Effective Date.

1.42. “Excess Recovery Amountheans (a) with respect to a Project
Guarantee Claim, the amount, alleged in a Projeetr&htee Claim Objection, by which the sum
of (i) the total Distribution to be received by thelder of a Project Guarantee Claim in respect

of such Project Guarantee Claim and (ii) the Ptdraxovery Amount exceeds the applicable



project debt, as determined by the Bankruptcy C@tioeing understood that if a Qualified
Appraisal is not timely submitted to the Bankrup@gurt the Excess Recovery Amount shall be
zero); (b) with respect to the NEGT Energy Tradiu@Facility Guarantee Claims, the amount,
alleged in a NEGT Energy Trading LC Facility GudaesnClaim Objection, by which the total
distributions from all sources exceeds the amottiieNEGT Energy Trading LC Facility in
respect of such NEGT Energy Trading LC Facility Gundee Claim, as determined by the
Bankruptcy Court; and (c) with respect to Equipmieavolver Guarantee Claims, the amount,
alleged in a Equipment Revolver Guarantee Claine@lmgn, by which the total distributions
from all sources exceeds the amount of the EquipfRewolver in respect of such Equipment
Revolver Guarantee Claim, as determined by the Bgg&y Court. The Excess Recovery
Amount shall be allocated pro rata from each fofroomsideration to be distributed pursuant to
Section 4.03(a) hereof.

1.43. “Executory Contract’means any executory contract or unexpired
lease within the meaning of section 365 of the Baptcy Code in effect between the Debtor
and another Entity as of the Petition Date.

1.44. “Face Amount” means respecting a Claim: (a) if the holder ahsu
Claim has not filed a proof of Claim by the appliteabar date and there is no Final Order fixing
the allowed amount of such Claim, the amount oh€Dlaim that is listed in the Schedules as
undisputed, noncontingent and liquidated or, iinmount is listed, zero dollars ($0); (b) if the
holder of such Claim has filed a proof of Claimthg applicable bar date, the liquidated amount
as stated in such proof of Claim, or, if no liquethamount is listed, then zero dollars ($0)

unless such amount is allowed or estimated by afitre Bankruptcy Court; (c) an amount



fixed or estimated by order of the Bankruptcy Cp(d} with respect to Specified Guarantee
Claims, the amount scheduled in Section 4.03 heoet(®) in all other cases, zero dollars ($0).

1.45. “Fee Claim” means any Claim against the Debtor of a profeskiona
person employed under section 327 or 1103 of tmkiB@tcy Code in accordance with sections
328, 330 and/or 331 of the Bankruptcy Code, andfoch is entitled to the priority pursuant to
section 503(b)(2), 503(b)(3)(F), 503(b)(4) or 508% of the Bankruptcy Code, including any
claim of a member of either of the Official Comrads for reimbursement of expenses incurred
in such member’s capacity as such.

1.46. “Final Closing Date” means the last Closing Date.

1.47. “Final Distribution Date” means:

(a) with respect to each Claim that is not a CBa&daim, the first Business Day
thirty (30) days (or such longer period not to easixty (60) days as may be reasonably
determined by the Reorganized Debtor) after thex lait (i) the Effective Date; and (ii) the date
that such Claim becomes an Allowed Claim; and

(b) with respect to Class 3 Claims, the first Bess Day thirty (30) days (or such
longer period not to exceed sixty (60) days as beeasonably determined by the Reorganized
Debtor) after the later of: (i) the date on whidhDasputed Claims in Class 3 have been resolved
by Final Order; or (ii) ten (10) Business Days afte Final Closing Date.

1.48. “Final Order” means an order or judgment, as entered on the docke
of the applicable court, that has not been reversedified or amended, is not stayed and as to
which the time to appeal or to seek review or reahgaor petition for certiorari has expired

without an appeal or application for review or ratieg or petition having been filed.



1.49. “General Unsecured Claimmeans any Claim against the Debtor,
other than a Secured Claim, Administrative Claiee Elaim, Priority Claim, Priority Tax
Claim, or Subordinated Claim.

1.50. “GenHoldings Guarantéeneans that certain amended and restated
guarantee and agreement (GenHoldings |, LLC), daseaf March 15, 2002, made by National
Energy & Gas Transmission, Inc. in favor of Soci@&nérale, as Administrative Agent.

1.51. “Impaired” means any Claim in a class that is impaired withe
meaning of section 1124 of the Bankruptcy Code.

1.52. “Initial Distribution Date” means, with respect to Allowed Claims in
Class 3 (including without limitation, the undispdtportion of each Specified Guarantee Claim
as provided in Section 4.03(b) of the Plan), th&t BBusiness Day thirty (30) days (or such
longer period not to exceed sixty (60) days as begeasonably determined by the Reorganized
Debtor) after the Effective Date.

1.53. “Interest” means: (a) an equity interest in the Debtor; ol(b)
warrant, option, or other contractual right to gnase an equity interest in the Debtor.

1.54. “Interim Distribution Date” means: (a) any date after the Initial
Distribution Date on which the Reorganized Debtas more than $30 million available for an
interim Distribution to holders of Allowed ClasC3aims; (b) with respect to Disputed Claims
that subsequently become Allowed Claims in an agageeamount of at least $25 million (or are
estimated by the Bankruptcy Court for distributprposes pursuant to an order entered under
section 502(c) of the Bankruptcy Code), five (5xBess Days after such Disputed Claim
becomes an Allowed Claim pursuant to a Final Orde(¢) with respect to any Specified

Guarantee Claim that is subject of a Specified &uiae Claim Objection, to the extent not
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previously paid, five (5) Business Days after s8glecified Guarantee Claim becomes an
Allowed Claim pursuant to a Final Order or an ondezntered estimating such Claim for
distribution purposes, as the case may be.

1.55. “IRC” means the Internal Revenue Code of 1986, as neffant or
as hereafter amended.

1.56. “Lake Road Guaranteetneans that certain guarantee and agreement
(Lake Road), dated as of April 6, 2001, made bydwal Energy & Gas Transmission, Inc. in
favor of Citibank, N.A., as security agent for e@ntfinancial institutions.

1.57. “La Paloma Guarantee’means that certain guarantee and agreement
(La Paloma), dated as of April 6, 2001, made byadwal Energy & Gas Transmission, Inc. in
favor of Citibank, N.A., as security agent for e@ntfinancial institutions.

1.58. “Lien” means “lien” as defined in section 101(37) of treEmBuptcy
Code.

1.59. “Litigation Trust” means a litigation trust established in accordance
with the Litigation Trust Agreement.

1.60. “Litigation Trust Agreement’means that certain agreement, and any
ancillary agreements related thereto, establisAnysetting forth the powers and responsibilities
of the Litigation Trustee with respect to the Latgpn Trust which shall be in form and substance
reasonably acceptable to the Official Committeessubstantially in the form annexed as
Appendix “4” to the Disclosure Statement.

1.61. “Litigation Trust Beneficial Interestaneans the beneficial interests

in the Litigation Trust to be allocated in accordanvith the Plan.
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1.62. “Litigation Trust Beneficiaries’means the holders of the Litigation
Trust Beneficial Interests in their capacity ashsuc

1.63. “Litigation Trust Claims” means the Parent Litigation Claims and the
Avoidance Actions.

1.64. “Litigation Trustee” means the Entity appointed by the Official
Committees to serve as the trustee for the Liogalirust or any successor thereto, in its
capacity as such.

1.65. “NEGT Consolidated Group’means the consolidated federal income
tax group of which the Reorganized Debtor is th@@mn parent.

1.66. “NEGT Energy Trading LC Facility’'means that certain $35 million
credit agreement, dated as of November 13, 1998ngrRG&E Energy Trading — Gas
Corporation (n/k/a NEGT Energy Trading Gas Corporgt PG&E Energy Trading, Canada
Corporation (n/k/a NEGT Energy Trading, Canada Gmafon), PG&E Energy Trading
Holdings Corporation (n/k/a NEGT Energy Trading ¢Hogs Corporation), PG&E Energy
Trading — Power, L.P. (n/k/a NEGT Energy Tradingveg L.P.), and The Chase Manhattan
Bank (n/k/a JPMorgan Chase Bank), as amended radafi supplemented.

1.67. “NEGT Energy Trading LC Facility Guarantegheans the guarantee
by NEGT of obligations under the NEGT Energy TradiifC Facility.

1.68. “NEGT Energy Trading LC Facility Guarantee Claim j@ttion”
means an objection, filed and served no later thiaty (30) days after the Effective Date, (a)
objecting to a NEGT Energy Trading LC Facility Gaiatee Claim solely on the basis that
allowance of such NEGT Energy Trading LC FaciliyaBantee Claim, in the amount set forth

in Schedule 4.03, will recover, based upon the Baptky Court’s estimation, an Excess
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Recovery Amount and (b) providing as an exhibsuch objection a report from a financial
advisor setting forth a detailed analysis suppgrtis contention that the holder of a NEGT
Energy Trading LC Facility Guarantee Claim will o®er, based upon the Bankruptcy Court’s
estimation, an Excess Recovery Amount.

1.69. “NEGT Energy Trading LC Facility Guarantee Claimgieans
Claims arising from the Debtor’s obligations untte¥ NEGT Energy Trading LC Facility
Guarantee.

1.70. “New Common Stockimeans the shares of authorized common stock
of the Reorganized Debtor to be issued on the Bffe®ate and distributed as provided in the
Plan.

1.71. “New Indentures”’means the respective indentures (which shall be
qualified indentures pursuant to the Trust Indemtiict of 1939, as amended) pursuant to which
the New Tranche A Notes and the New Tranche B Narte$o be issued, substantially in the
forms annexed as Appendix “3” to the Disclosurdesteent.

1.72. “New Stock Option Plan’means a stock option plan approved by the
board of directors of the Reorganized Debtor, gimg for the issuance to employees of the
Reorganized Debtor and its subsidiaries, and qteesons as provided therein, of options to
purchase up to 5% of the New Common Stock or sueaitgr percentage as may be approved by
a vote of the holders of a majority of the outstagahares of the holders of the New Common
Stock.

1.73. “New Tranche A Notesimeans the notes provided for in the form of

Indenture annexed to the Disclosure Statement agigpx “3”.
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1.74. “New Tranche B Notesfneans the notes provided for in the form of
Indenture annexed to the Disclosure Statement asgix “3”.

1.75. “Non-Cash Consideration'means the New Common Stock, New
Tranche A Notes, New Tranche B Notes and Litigafiomst Beneficial Interests.

1.76. “Noteholders’ Committee’means the Official Noteholders’
Committee appointed by the United States Trustesuaut to an order of the Bankruptcy Court
on August 4, 2003, as such may be reconstituted frme to time.

1.77. “Official Committees”means, collectively, the Creditors’ Committee
and the Noteholders’ Committee.

1.78. “Old Indenture” means the indenture, dated as of May 22, 2001,
between the Debtor and the Old Indenture Trusteesuant to which the Old Senior Notes were
issued.

1.79. “Old Indenture Trustee’means Wilmington Trust Company or its
successor, as trustee under the Old Indenture.

1.80. “Old Senior Notes"means the 10.375% Senior Notes due 2011, in the
original principal amount of $1 billion, issued the Debtor pursuant to the Old Indenture.

1.81. “Ordinary Course Paymentimeans the payment by the Debtor of a
liability incurred in the ordinary course of bussseafter the Petition Date, made as and when
due in accordance with Debtor’s ordinary businesstces.

1.82. “Parent Litigation Claims”means any and all Causes of Action of the
Debtor against PG&E Corporation and/or officersectiors, and agents of PG&E Corporation

(acting in such capacity and, as applicable, actirtbeir capacity as officers, directors, and
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agents of the Debtor), and all claims of the Debtats estate arising in or related to Adversary
Proceeding No. 03-1249 PM, filed in the Bankrupg@ourt.

1.83. “Petition Date” means July 8, 2003.

1.84. “PG&E Consolidated Group”’means the affiliated group of
corporations, within the meaning of Section 1504fajhe IRC, of which the PG&E Corporation
is the common parent.

1.85. “Plan” means this plan under chapter 11 of the Bankruptmje
(including all exhibits and schedules annexed bgrets the same may be altered, amended, or
modified from time to time (after the Confirmati®ate, such amendments or modifications
being effective only if approved by order of thenReuptcy Court).

1.86. “Priority Claim” means any Claim to the extent entitled to prianty
payment pursuant to section 507(a) of the Bankyu@tade, other than an Administrative Claim
or Priority Tax Claim.

1.87. “Priority Tax Claim” means any unsecured Claim, to the extent
entitled to priority in payment under section 5Q@aof the Bankruptcy Code.

1.88. “Project Guarantee Claims’means Claims arising from the Debtor’s
obligations under the Project Guarantees.

1.89. “Project Guarantee Claim Objectionfneans an objection, filed and
served no later than thirty (30) days after the&ffre Date, (a) objecting to any Project
Guarantee Claim solely on the basis that allowaficeich Project Guarantee Claim, in the
amount set forth in Schedule 4.03, would resuétnraggregate recovery (from all sources, with
any non-Cash portion of such recovery to be vaasedf the Valuation Date) to the holder of

such Project Guarantee Claim that exceeds thecajnbdi project debt, as determined by the
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Bankruptcy Court; (b) alleging a specific Excess®&ry Amount; and (c) providing a
Qualified Appraisal annexed to the objection upbnd.

1.90. “Project Guarantees’means, collectively, the GenHoldings
Guarantee, the Lake Road Guarantee, and the LenR&kuarantee.

1.91. “Project Recovery Amountifneans all amounts, other than
Distributions, received and to be received (deteadias of the Effective Date) by the holder of
a Project Guarantee Claim from all sources, withran-Cash portion of such recovery to be
valued as of the Valuation Date.

1.92. “Purchase Agreementsineans one or more agreements, in a form
reasonably acceptable to the Official Committeessyant to which the Debtor agrees to sell, in
the aggregate, a material portion of its assets.

1.93. “Qualified Appraisal” means an appraisal by a qualified professional,
determined by the Bankruptcy Court to be an expeatcordance with Federal Rule of
Evidence 702, if contested, that supports the &atiom of the alleged Excess Recovery Amount.

1.94. “Ratable Share”’means a number (expressed as a percentage),
calculated as of the date ten (10) Business Daysu@h other fixed period reasonably
determined by the Reorganized Debtor) prior to daiskribution Date equal to the proportion
that an Allowed Claim in a Class bears to the aggpeeamount of Allowed Claims in such Class
as of the date of determination. Solely for theppse of calculating the amount to be distributed
to holders of Allowed Class 3 Claims and resengdte holders of Disputed Claims alleged to
be Class 3 Claims on a Distribution Date, the Raoipd Debtor shall treat each Disputed
Claim alleged to be a Class 3 Claim as an Allowk$€£3 Claim in the Face Amount of such

Disputed Claim, unless: (a) otherwise ordered leyBankruptcy Court; or (b) estimated by the
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Bankruptcy Court pursuant to section 502(c) ofBaekruptcy Code, in which case the amount
so ordered or estimated, as the case may be b&hatllized in lieu of the Face Amount.

1.95. “Record Date”means the date established in the ConfirmationOrde
for determining the identity of holders of Allowé&laims entitled to Distributions under the
Plan. If no Record Date is established in the @oration Order, then the Record Date shall be
the Confirmation Date.

1.96. “Reorganized Debtor’'means the Debtor on and after the Effective
Date.

1.97. “Revolving Credit Agreeménneans that certain $1,250,000,000
amended and restated credit agreement, datedfagyakt 22, 2001, among National Energy &
Gas Transmission, Inc. as the borrower, The Chasghittan Bank, as issuing bank, the several
lenders from time to time parties thereto, BarclBgsk PLC and Westdeutsche Landesbank
Girozental, New York Branch, as documentation agyddtesdner Bank AG, New York and
Grand Cayman Branches, the Royal Bank of Scotlar@l Bs syndication agents, The Chase
Manhattan Bank, as administrative agent, and Jd?gdh Securities Inc., as lead arranger and
bookrunner, as amended.

1.98. “Sale Order” means one or more orders pursuant to section 3@ o
Bankruptcy Code authorizing and approving the Sad@msactions free and clear of any liens,
claims, and encumbrances and each finding, amdrey ttings, that: (a) the applicable
purchaser is entitled to the protections afforaed buyer in good faith under section 363(m) of
the Bankruptcy Code; and (b) the applicable SaémJactions are exempt from taxation under
section 1146(c) of the Bankruptcy Code and thesteared assets or corporate entities shall be

free and clear of any liability under Section 1.2800f the IRC.
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1.99. “Sale Transactions’means one or more transactions contemplated by
the Purchase Agreements.

1.100. “Schedules”means the schedules, as amended from time toadime,
assets and liabilities filed by the Debtor with Benkruptcy Court in accordance with sections
521 and 1106(a)(2) of the Bankruptcy Code.

1.101. “Secured Claim”means any Claim to the extent such claim cone#tut
a secured Claim pursuant to section 506 or 111df(ts)e Bankruptcy Code.

1.102.  “Securities Act”means the Securities Act of 1933, as amended.

1.103. “Specified Guarantee Claimstheans, collectively, the Project
Guarantee Claims, NEGT Energy Trading LC Facilitya@ntee Claims and Equipment
Revolver Guarantee Claims.

1.104. “Specified Guarantee Claim Objectionfieans a Project Guarantee
Claim Objection, NEGT Energy Trading LC Facility &@antee Claim Objection or Equipment
Revolver Guarantee Claim Objection, as the casebwvay

1.105. “Subordinated Claim’means: (a) any Claim of PG&E Corporation;
and (b) any other Claim against the Debtor sulipestibordination pursuant to section 510 of
the Bankruptcy Code.

1.106. “Treasury Regulatiorigneans regulations promulgated by the United
States Department of the Treasury from time to umeéer the IRC.

1.107.  “Unclaimed Property means any Cash or other distributable property
unclaimed on or after the Effective Date or theedat which an additional Distribution would
have been made in respect of a Claim. Unclaimegd?ty shall include: (a) checks (and the

funds represented thereby) mailed to a Distribuiddress and returned as undeliverable
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without a proper forwarding address; (b) fundsuncashed checks; and (c) checks (and the
funds represented thereby) not mailed or deliveeszhuse no Distribution Address to mail or
deliver such property was available, notwithstagdifforts by the Debtor to locate such address
which were commercially reasonable under the cigtances.

1.108. *“Valuation Date” means the earlier of (a) the day following theedat
on which the Debtor or Reorganized Debtor, as #se ecnay be, ceases to be a member of the
affiliated group, within the meaning of Section 4%#) of the IRC, of corporations of which
PG&E Corporation is the common parent (whether figration of the Plan or otherwise); or (b)

the date that a project is transferred to a thadyp

ARTICLE II.

UNCLASSIFIED CLAIMS

2.01. Administrative Claims Administrative Claims are unclassified under
the Plan. Each holder of an Allowed Administrataim shall receive: (a) to the extent not
already paid, Cash on the later of the Effectivéel@and the first Business Day after the date that
is thirty (30) days after the date on which suchmiwastrative Claim becomes an Allowed
Administrative Claim in the full amount of such 8Wed Administrative Claim; or (b) to the
extent not yet due and payable, payment in accosdaith the terms and conditions of the
particular transaction giving rise to the Adminggive Claim; or (c) to the extent such Claims are
Administrative Claims of the United States Trudtmefees pursuant to 28 U.S.C. § 1930(a)(6),
Cash in accordance with the applicable schedulpdgment of such fees; or (d) treatment on
such other terms as may be mutually agreed upuamiiimg between the holder of such Allowed
Administrative Claim and the Debtor, prior to thiéetive Date, or the Reorganized Debtor, on

or after the Effective Datgyrovided, howevetthat interim and/or final payment of Allowed
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Administrative Claims approved by the Bankruptcyu@shall be paid at the time of and in
accordance with such Bankruptcy Court approval.

2.02. Administrative Claim Bar DateREQUESTS FOR PAYMENT OF
ADMINISTRATIVE CLAIMS THAT HAVE ARISEN OR WILL ARISE IN THE PERIOD
FROM JULY 8, 2003 THROUGH THE EFFECTIVE DATE, INCISJVE, MUST BE FILED
AND SERVED PURSUANT TO THE PROCEDURES SET FORTHTNE
CONFIRMATION ORDER AND/OR NOTICE OF ENTRY OF CONFMRATION ORDER,

NO LATER THAN FORTY-FIVE (45) DAYS AFTER THE EFFEQVE DATE (unless an
earlier date is set by the Bankruptcy Court), PROBD HOWEVER THAT NO REQUEST
NEED BE FILED AND SERVED FOR ORDINARY COURSE PAYMHS. Any Entities that
are required to but fail to file such an Adminisitra Claim request on or before the deadline
referenced above shall be forever barred from aisgesuch Administrative Claim against the
Debtor, the Reorganized Debtor, or any of theipeesive property, and the holder thereof shall
be enjoined from commencing or continuing any aGteamployment of process or act to collect,
offset or recover such Administrative Claim.

2.03. Fee Claims Fee Claims are unclassified under the Planh Batder
of an Allowed Fee Claim shall receive, in Cashth® extent not already paid, the amounts
allowed by the Bankruptcy Court: (a) on or as sasmpracticable following the date upon which
the Bankruptcy Court order allowing such AllowedR&laim is issued; or (b) upon such other
terms as may be mutually agreed upon between tderhaf such Allowed Fee Claim and the
Debtor. Any and all parties requesting allowanoe/ar payment of a Fee Claim for any period

ending on or before the Effective Date must file aerve final applications therefor no later
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than forty-five (45) days after the Effective Datebe forever barred from requesting allowance
of such Fee Claims.

2.04. Priority Tax Claims Priority Tax Claims are unclassified under the
Plan. On the later of the Effective Date or asisa® reasonably practicable thereafter and thirty
(30) days after the date on which a Priority Taai@lbecomes an Allowed Claim, such Claim
shall be paid in full, in Caslprovided, howevertthat the Debtor shall have the option,
exercisable upon written notice to the relevanbityi Tax Claim holder sent prior to the
Effective Date, to pay any Priority Tax Claim oweperiod not longer than six (6) years from the
date of assessment of the applicable tax, withieésteon the unpaid portion payable annually in
arrears at the rate of interest ordered by the Bgut&y Court (or agreed to by the holder of the

Claim and the Debtor).

ARTICLE IIl.

CLASSIFICATION OF CLAIMS AND INTERESTS

For purposes of the Plan, Claims are classifieolasns:

3.01. “Class 1 Claims”shall consist of all Secured Claims against the
Debtor.

3.02. “Class 2 Claims”shall consist of all Priority Claims against the

Debtor that are not Secured Claims.

3.03. “Class 3 Claims”shall consist of all General Unsecured Claims.
3.04. “Class 4 Claims”shall consist of all Subordinated Claims.
3.05. “Class 5 Interests”shall consist of all Interests.
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ARTICLE IV.

TREATMENT OF CLASSES OF CLAIMS AND INTERESTS

Each Allowed Claim or Interest shall receive treatment specified below for the
applicable Class in full settlement of all rightdlwe holder of such Allowed Claim or Interest;
provided, howevetthat the holder of such Claim or Interest mayeadgo and receive less
favorable treatment.

4.01. Class 1 - Secured Claim€lass 1 is not Impaired.

(a) Treatment.On or before the later of the Effective Date ®saon as
reasonably practicable thereafter and thirty (I0)sdafter the date on which a Class 1 Claim
becomes an Allowed Claim, such Claim shall be satisn full by reinstating the Claim, that is,
leaving unaltered the legal, equitable, and cotuedcights respecting such Claim in accordance
with section 1124 of the Bankruptcy Code, includirfg curing all pre- and postpetition defaults
other than defaults relating to the insolvencyinoaricial condition of the Debtor or its status as a
debtor under the Bankruptcy Code; and (ii) reimsgathe maturity date of the Claim.

4.02. Class 2 - Priority Claims Class 2 is not Impaired. On the later of the
Effective Date or as soon as reasonably practidakeleafter and thirty (30) days after the date
on which a Class 2 Claim becomes an Allowed ClaStain, such Claim shall be paid in full,
in Cash.

4.03. Class 3 - General Unsecured Claims.

(a) Treatment.Class 3 is Impaired. On the later of each DistrdruDate and
ten (10) Business Days after the date on whichea<CB Claim becomes an Allowed Class 3
Claim, each holder of an Allowed Class 3 Claim kreadeive its Ratable Share of: (a) 100% of
the shares of the New Common Stock subject toidiiuty the New Common Stock issuable

under the New Stock Option Plan; (b) the New Tran&hNotes; (c) the New Tranche B Notes;
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(d) the Excess Cash; (e) the Litigation Trust BexafInterests; and if a Closing Date has

occurred, (f) the Additional Excess Cash.

(b) Allowance of Certain General Unsecured ClainThe obligations of the

Debtor under the OIld Senior Notes, the RevolvingdirAgreement, NEGT Energy Trading LC

Facility Guarantee, the Equipment Revolver Guagritee La Paloma Guarantee, the Lake

Road Guarantee and the GenHoldings Guaranteel&hallowed Class 3 Claims, in the

respective amounts set forth on Schedule 4.03deartl not be subject to setoff, recoupment,

subordination, recharacterization, or counterclamaccordance with Section 6.05 hereof.

Claims

(c) Additional Provisions Regarding the Allowance oé8fied Guarantee

0] The allowance of a Project Guarantee Claim shadiutgect to any Project
Guarantee Claim Objection and any hearing on aeBr&uarantee Claim
Objection shall be heard within thirty (30) daystsffiling (or the first day
thereafter that is available on the Bankruptcy €swalendar). If any former or
current member of the Noteholders’ Committee, ichsonember’s capacity as a
holder of an Old Senior Notes claim, files a Profgaarantee Claim Objection,
then such objecting member shall not receive asyribution on account of such
objecting member’s Claim until such objection skal/e been resolved or
withdrawn. The Noteholders’ Committee shall nta & Project Guarantee Claim
Objection. By filing this Plan, the Debtor heredyrees, upon at least ten (10)
days notice, to promptly provide any putative otgeceasonable access to
relevant information and facilities as shall besm@ably necessary to prepare a
Qualified Appraisal.

(i) The allowance of the NEGT Energy Trading LC FagiBuarantee
Claims shall be subject to any NEGT Energy Tradi@gracility Guarantee
Claim Objection, and any hearing on such NEGT Epéirgding LC Facility
Guarantee Claim Objection shall be heard withirty{30) days of its filing (or
the first day thereafter that is available on tlemBuptcy Court’s calendar).

(i)  The allowance of the Equipment Revolver Guaranie&éG shall be
subject to any Equipment Revolver Guarantee Clabye€ion, and any hearing
on such Equipment Revolver Guarantee Claim Objediall be heard within
thirty (30) days of its filing (or the first daydheafter that is available on the
Bankruptcy Court’s calendar).
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(iv)  If no Specified Guarantee Claim Objection is timild, then each
Specified Guarantee Claim shall be deemed Alloweedlf purposes on the date
that is thirty (30) days after the Effective Datelhe amount set forth on Schedule
4.03 hereto.

(v) If a Specified Guarantee Claim Objection is fildeen each Specified
Guarantee Claim that is the subject of a Spec{Hadrantee Claim Objection
shall be deemed Allowed to the extent of any amthatthas not been objected to
on the date that is thirty (30) days after the &ffee Date and each holder shall
have the right, notwithstanding the filing of a Eiied Guarantee Claim
Objection, to receive a Distribution on accounit®fSpecified Guarantee Claim
to the extent such Distribution would equal the antaf such Claim less the
Excess Recovery Amount. All rights of the holdea&@pecified Guarantee
Claim to dispute and contest the Excess Recoverguhit seek to have the
Bankruptcy Court overrule the Specified GuarantEnCObjection, and receive
all or a portion of such Excess Recovery Amound)jldte preserved.

(vi)  The Reorganized Debtor shall be and hereby is a@attband directed to
cause its subsidiaries to transfer to the applecaggkent that holds the applicable
Project Guarantee Claim (or its designee), theatarthl securing the project debt
(a “Project Transfer”) on a Transfer Date (as dadibelow) in a manner and
pursuant to documentation that is mutually acceetabthe Debtor and the
applicable agent. If a tax loss will result fronP@ject Transfer, the Debtor and
the applicable agent will use their best effortstracture such Project Transfer so
as to create ordinary losses. As used in this paphg “Transfer Date” means the
later of (A) the day following the date on whicletBebtor or Reorganized
Debtor, as the case may be, ceases to be a mefrtheratfiliated group, within
the meaning of Section 1504(a) of the IRC, of campons of which PG&E
Corporation is the common parent (whether by opmraif the Plan or
otherwise); or (B) such other date as may be agrped by the Reorganized
Debtor and the applicable agent. Nothing in than ks intended to or shall be
deemed to modify any order or judgment of a cotidompetent jurisdiction that
authorizes a Project Transfer on a date earlier the Transfer Date.

(vii)  The holders of Specified Guarantee Claims shadirtigled to any
interest, fees, dividends or distributions accruonghe Non-Cash Consideration,
respectively, that compromise the Excess Recovengut that is subsequently
distributed to them to the same extent as if sugh-Nash Consideration had
been distributed on the Initial Distribution Date.

4.04. Class 4 - Subordinated Claim€ilass 4 is Impaired. Class 4 Claims
shall receive no distributions under the Plan.s€Wis deemed to have rejected the Plan.
4.05. Class 5 -nterests Class 5 is Impaired. Class 5 Interests shedive

no distributions under the Plan, and all Interektdl be canceled on the Effective Date. Class 5
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is deemed to have rejected the Plan. Neither PG&poration, nor any member of the PG&E
Consolidated Group, may treat the stock of the ®elthe Reorganized Debtor, or any direct or
indirect subsidiary of the Debtor or the ReorgadiPebtor as becoming worthless during any

taxable year of the PG&E Consolidated Group thdsein or before the Effective Date.

ARTICLE V.

MEANS OF IMPLEMENTATION OF THE PLAN

5.01. Distributions to Holders of Old Senior Notes Claims

(&) All Distributions on account of Old Senior etClaims shall be made to the
Old Indenture Trustee for further Distribution talividual holders of Old Senior Notes Claims.
Any such Distribution made by the Old Indentureskee shall be made pursuant to the Old
Indenture. Notwithstanding any provision in tharPto the contrary, the Old Indenture shall
continue in effect to the extent necessary to atloevOld Indenture Trustee to receive and make
Distributions pursuant to the Plan on account af &¢nior Notes Claims. Any actions taken by
the Old Indenture Trustee on or after the Effecbate that are not for this purpose shall be null
and void as against the Reorganized Debtor, anRéoeganized Debtor shall have no
obligations to the Old Indenture Trustee for armgsfecosts or expenses incurred in connection
with any such actions.

(b) As of the close of business on the Record Dhatetransfer ledgers for the
Old Senior Notes shall be closed, and there skeatidbfurther changes in the record holders of
any Old Senior Notes. The Reorganized Debtor hedid Indenture Trustee shall have no
obligation to recognize any transfer of Old Semotes occurring on or after the Record Date.
The Reorganized Debtor and the Old Indenture Teusitall instead be entitled to recognize and

treat for all purposes hereunder only those holliged on the transfer ledgers of the Old
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Indenture Trustee as of the close of business@R#tord Date. The foregoing provisions of
this subsection (b) shall be subject to any apbleaules and procedures of The Depository
Trust Company.

(c) On the Initial Distribution Date, in recogiti of and as a compromise of,
pursuant to Bankruptcy Rule 9019(a), any AdmintsteaClaims of the Old Indenture Trustee
pursuant to section 503(b) of the Bankruptcy Caabel, in full and final satisfaction of any right
of the Old Indenture Trustee to enforce a chargamgagainst Distributions on account of the
Old Senior Notes or the Old Indenture for amounis © the Old Indenture Trustees under the
Old Indenture, the Reorganized Debtor shall pay¢hsonable fees and expenses of the Old
Indenture Trustee (including fees and expensesunisel) outstanding as of the Effective Date,
in an amount not to exceed | ], withthe need for any further order of the Bankruptcy
Court. Such payment shall be in addition to, aoidim lieu of, any amount that may become
payable to the Old Indenture Trustee for its reablenfees and expenses associated with
receiving and making Distributions under the PRrpject and pursuant to paragraph (a) above.

5.02. Distributions With Respect to Claims of Financiagtitutions. All
Distributions to be made in respect of Claims (mahg, without limitation, Specified Guarantee
Claims) arising under revolving credit, loan, leé credit, guaranty, and similar agreements
pursuant to which an administrative or securityraige designated to receive payments on behalf
of a syndicate of lenders, shall be made: (a) fstributions of Cash, to such administrative or
security agent for distribution to the syndicatdeniders in accordance with the applicable
credit, loan, guaranty, or similar agreement, nathan separately to the individual lenders; and
(b) for Distributions other than Cash, by the Remiged Debtor or its agent separately to the

individual lenders based upon the applicable crattiments and corresponding mailing
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addresses as set forth in proofs of claim filetheaDebtor’'s Chapter 11 Case by the respective
administrative or security agent (as the same neagnbended from time to timgyrovided,
howeverthat the Reorganized Debtor (or its designatedtagéall give such administrative or
security agents at least fifteen (15) Business [paigs written notice of each Distribution Date;
provided, further, howevethat the Reorganized Debtor (and its designatedtad applicable)
shall be entitled to conclusively rely on such gsoaf claim filed by the respective
administrative or security agent in the Debtor'sater 11 Case for the distribution information
(including the participation percentages), unléss@ebtor is otherwise advised by the
respective administrative or security agent in ging acceptable by the Debtor.

5.03. Notices Related to DistributionNotice of all Distributions,
subsequent to the Initial Distribution, shall bepded to: (a) counsel to the Official
Committees; (b) counsel for each of the administesind security agents; (c) the Internal
Revenue Service; (d) the United States Trusteth®District of Maryland (Greenbelt Division);
and (e) and the taxing authorities for each statieimawhich the Debtor operates, in each case, at
least ten (10) Business Days prior to such Distidlou

5.04. Litigation Trust

(a) On the Effective Date, the Litigation Trusallbe established and funded in
an amount determined by [ ], and the Bawoized Debtor shall enter into the Litigation
Trust Agreement.

(b) The Litigation Trust shall be establishedtfoe purpose of liquidating the
Litigation Trust Claims.

(c) The Litigation Trustee shall be subject torsight by a board comprised of

three (3) representatives jointly designated byQffecial Committees. In the event that the
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Official Committees cannot agree on the selectioone or more representatives, the Debtor
shall select such representative(s) from a liggaténtial representatives submitted to it by the
Official Committees; provided that such list shadt contain any information that would
indicate which Official Committee was proposing lsuepresentative; provided further that each
Official Committee shall have the right to file abjection in the Bankruptcy Court to the
Debtor’s selection of a representative solely angirounds that the appointment of such
representative would not be consistent with theregts of creditors or with public policy. Such
oversight board shall select counsel to the Litayaf rust and shall approve all the major
decisions (as defined by section 7.02 of the LitayaTrust Agreement) of the Litigation
Trustee.

(d) For federal income tax purposes the propéy will be contributed to the
Litigation Trust will be treated as distributed tiwe Debtor to the holders of Allowed Class 3
Claims, and as contributed by them to the Litigafloust. The beneficiaries of the Litigation
Trust will be treated as the grantors and deemateoswof the Litigation Trust for federal
income tax purposes.

5.05. Corporate Issues

(&) Non-voting StockThe certificate of incorporation and by-laws of the
Reorganized Debtor shaihter alia, prohibit the issuance of nonvoting stock to tkieet
required by section 1123(a) of the Bankruptcy Code.

(b) Exemption From Securities Law3he Confirmation Order will provide that
the offer and sale of the Non-Cash Consideratisned pursuant to the Plan are exempt from
registration pursuant to section 1145(a) of thekBaptcy Code and that the Non-Cash

Consideration may be resold by the holders thaesgtiut restriction, except to the extent that
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any such holder is deemed to be an “underwritededmed in section 1145(b)(1) of the
Bankruptcy Code.

(c) Listing of New Common Stack the Final Closing Date does not occur
within one year after the Effective Date, then Reorganized Debtor shall use commercially
reasonable efforts to cause the shares of the Nemntn Stock to be listed on a national
securities exchange or a qualifying interdealertgpian system. The Reorganized Debtor will
be a reporting company under the Securities Exanh&ag of 1934 and will file periodic and
current reports as and to the extent required timeker.

(d) Corporate Authorization.

0] Certificate of Incorporation and BylawsThe certificate of incorporation
and by-laws of the Reorganized Debtor shall be alegm@and restated in
substantially the forms annexed as Appendix “2thi Disclosure Statement.

(i) Governance ActianAny action under the Plan to be taken by or iregu
of the Reorganized Debtor, including, without liatibn, the adoption or
amendment of the certificate of incorporation agddws or the issuance of
securities and instruments, shall be authorizedagpdoved in all respects,
without any requirement of further action by theaBbof Directors of the Debtor
or the Reorganized Debtor.

(i)  Effectuating Documents and Further Transactioiitie Debtor and,
subsequently, the Reorganized Debtor shall be am#dwbto execute, deliver, file,
or record such documents, contracts, instrumeelsases and other agreements
and take such other action as may be necessaffettuate and further evidence
the terms and conditions of the Plan. On the Effedate the New Common
Stock will be transferred to the Disbursing Agemd &he Disbursing Agent will
hold the New Common Stock until Distributions ofrgaare made.

5.06. Post-Effective Dat&anagement of the Reorganized Debtor.

(a) On the Effective Date, the board of directuirthe Reorganized Debtor shall
consist of the Debtor’s Chief Executive Officer,additional officer of the Debtor, and five
persons to be jointly designated by the Officiah@aittees. In the event that the Official

Committees cannot agree on the selection of omeooe directors, the Debtor shall select such
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director(s) from a list of potential directors sutied to it by the Official Committees; provided
that such list shall not contain any informatioatttvould indicate which Official Committee
was proposing such director; provided further teath Official Committee shall have the right
to file an objection in the Bankruptcy Court to thebtor’s selection of a director solely on the
grounds that the appointment of such director wowldbe consistent with the interests of
creditors or with public policy.

(b) At least two (2) Business Days prior to thenoeencement of the
Confirmation Hearing, the Debtor will file with tigankruptcy Court a schedule setting forth the
names and respective initial terms of each of #regns to be appointed as the directors of the
Reorganized Debtor pursuant to this section. Bxagptherwise provided herein, the members
of the existing Board of Directors of the Debtoaklnave no continuing obligations to the
Reorganized Debtor on or after the Effective Date.

5.07. New Stock Option PlanOn the Effective Date or such later date as the
Board of Directors determines, the Board of Dirextaf the Reorganized Debtor shall adopt the
New Stock Option Plan.

5.08. Debtor’s Retention of Causes of Actidixcept as specifically
provided herein, nothing contained in the Plarher€onfirmation Order shall be deemed to be a
waiver or the relinquishment of any Causes of Actiwat the Debtor may have or which the
Reorganized Debtor or the Litigation Trustee mayode to assert in accordance with any
provision of the Bankruptcy Code or any applicaia-bankruptcy law (including the
Litigation Trust Claims). The previous sentencallshot be applicable to Causes of Action
(which Causes of Action are being waived and re@dsy this Plan) against (a) holders of non-

Affiliate and non-Insider Claims, including witholiitation, Causes of Action against any of
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the Creditors listed on Schedule 4.03 hereof ahdytrent directors, who are being released as
set forth in Section 8.03; provided however thatéhshall be no release or waiver with respect
to Claims against any of the parties describe@jragd (b) above (i) to enforce the agreements,
terms and provisions of this Plan, and (ii) witBpect to Disputed Claims (excluding Specified
Guarantee Claims) as to which Disputed Claims theréanized Debtor or the Litigation
Trustee, as applicable, shall retain, reserve banehtitled to assert any and all defenses and
counterclaims, including without limitation, to assa right of setoff or similar rights, limited in
all cases however to the amount of the DisputethCIALL CAUSES OF ACTION, BUT
EXCLUDING ANY CAUSESOF ACTION SPECIFICALLY WAIVED PURSUANT TO
THE PLAN, INCLUDING THE LITIGATION TRUST CLAIMS, SHALL SURVIVE
CONFIRMATION AND THE COMMENCEMENT OR PROSECUTION OF THE
LITIGATION TRUST CLAIMSSHALL NOT BE BARRED OR LIMITED BY ANY
ESTOPPEL, WHETHER JUDICIAL, EQUITABLE, OR OTHERWISE.

5.09. Treatment of Claims By And Against Subsidiaries.

(a) All Allowed Claims held by any direct or indot subsidiaries of the Debtor
(including, but not limited to, the Affiliate Deht®) shall be classified under the Plan in the same
Class as otherwise applicable to similarly situatedffiliated Creditors.

(b) All claims held by the Debtor against anytsfdirect or indirect subsidiaries
(including, but not limited to, the Affiliate Delt®) are specifically preserved and shall not be
impaired or released under the Plargvided, howevethat such claims may be subject to a
subsidiary’s right of setoff to the extent avaibinder section 553 of the Bankruptcy Code and

applicable non-bankruptcy law.
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5.10. Closing of the Sale Transactions.

(a) Upon each Closing Date, the Reorganized Dedftalt cause the transfer[s],
contemplated by the relevant Purchase Agreemebt toade free and clear of any liens, claims
and encumbrances, to the full extent provided érélevant Sale Order.

(b) On each Closing Date, the net proceeds framdlevant Sale Transactions
actually received by the Debtor or Reorganized Delats the case may be, shall be applied as
follows: (i) first, to be retained by the Debtoydind to the extent that, Cash on Hand is less than
$10 million; (ii) second, to pay any amounts ouigiag under any working capital facility; (iii)
third, to pay amounts as provided in the Tranchend Tranche B Notes; and (iv) fourth, to the
holders of Class 3 Claims as Additional Excess Ca#bon the occurrence of the Closing Date
for such Sale Transaction, the Reorganized Debilbusge its reasonable best efforts to direct
the seller under each Purchase Agreement to traihgf@et sale proceeds to the Reorganized

Debtor for distribution in accordance with this tsea.

ARTICLE VI.

TREATMENT OF CLAIMS AND DISTRIBUTIONS UNDER PLAN

6.01. Distributions to Holders of Claims

(&) On the Initial Distribution Date, or as so@raasonably practicable
thereafter, the Reorganized Debtor shall distrilikeNon-Cash Consideration and the Excess
Cash allocable to Allowed Class 3 Claims. Forghgose of calculating Distributions to
holders of Allowed Class 3 Claims on the InitiasBibution Date (or to the Old Indenture
Trustee for further Distribution to holders of Aed Class 3 Claims, as applicable), all

Disputed Claims alleged to be in Class 3 will leated as though such Claims will be Allowed
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Class 3 Claims in the amounts asserted or as dstibg the Bankruptcy Court pursuant to
section 502(c) of the Bankruptcy Code, as appleabl

(b) Upon any Interim Distribution Date, the Reorg&d Debtor shall make
interim Distributions to holders of Allowed Clas<kims in light of: (i) resolutions of Disputed
Claims; and (ii) any estimations of Disputed Claimysthe Bankruptcy Court pursuant to section
502(c) of the Bankruptcy Code, since the date efitthmediately prior Distribution.

(c) All Distributions with respect to Claims footh principal and accrued
interest shall be deemed to be made with respeminoipal first.

(d) On the Final Distribution Date or as sooneespnably practicable thereafter,
the Reorganized Debtor shall make the balancd &fistributions required under the Plan.

(e) The Reorganized Debtor may employ or contrattt other entities to assist it
in making the Distributions required by the Plan.

(N On the Effective Date and as a result of thplementation of the Plan, absent
a deconsolidation from the PG&E Consolidated Grauging due to other events occurring
between the Confirmation Date and the EffectiveeDtte Reorganized Debtor will be
deconsolidated from the PG&E Consolidated Groupe deductions generated by the
Reorganized Debtor on the Effective Date from thagfer of the Excess Cash and the issuance
of the Non-Cash Consideration are properly alloeéblthe portion of the Effective Date after
the deconsolidation. Therefore, such deductioa#i Belong exclusively to the Reorganized
Debtor and shall be consistently treated by thergraozed Debtor and the PG&E Consolidated
Group as occurring on the day after the Effectia@eldwhen the Reorganized Debtor is no

longer a member of the PG&E consolidated groupsymumt to Treasury Regulation 81.1502-

76(b)(L)(i)(B).
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6.02. Disputed Claims Reserve.

(@) On the Effective Date or as soon thereafsgpracticable, the Reorganized
Debtor shall establish the Disputed Claims Resewagch shall consist of an amount of Cash
and Non-Cash Consideration necessary to satisfypatyibutions that would be made to
holders of Disputed Claims in Class 3 if such Ckinere to become Allowed Claims. Any
Cash held by the Debtors at any time that is aliteceo the Disputed Claims Reserve shall be
held in an account that is completely separateagadt from the Reorganized Debtor’s operating
funds. The Reorganized Debtor shall hold the GashNon-Cash Consideration comprising the
Disputed Claims Reserve as escrow agent for traeh®bf Disputed Claims, and the Disputed
Claims Reserve shall not be deemed to be propéthedankruptcy estate in this or any
subsequent bankruptcy proceeding of the Reorgameédor.

(b) Distributions Upon Allowance of Disputed Claim@/ith respect to any
Disputed Claim in Class 3 that subsequently becanesllowed Claim in Class 3 pursuant to a
Final Order, the Reorganized Debtor shall disteltotsuch holder from the Disputed Claims
Reserve a Catch-Up Distribution of Cash and Nonk@zsnsideration equal to the amount that
the holder would have received had its Claim beeAllwed Claim in such Allowed amount
on the Initial Distribution Date.

6.03. Miscellaneous Distribution Provisions.

(a) Unclaimed Property If a Distribution under the Plan remains unclagmn
twelve (12) months following the date of such Dizition, then the holder of the applicable
Allowed Claim shall cease to be entitled to suchtiibution and such Distribution shall, subject

to applicable law, be retained by the Reorganizebtér.

34



(b) Method of Cash DistributionsAny Cash payment to be made pursuant to the
Plan may be made by draft, check, wire transfeasostherwise required or provided in any
relevant agreement or applicable law.

(c) Fractional Plan Securities Notwithstanding any other provision of the Plan,
only whole numbers of shares of New Common Stodkbeiissued. When any Initial
Distribution or Interim Distribution on account af Allowed Claim would otherwise result in
the issuance of a number of shares of New Commack$hat is not a whole number, the actual
distribution of shares of such stock only will inde the next lower whole number. When any
Final Distribution on account of an Allowed Clainowld otherwise result in the issuance of a
number of shares of New Common Stock that is meh@e number, the actual distribution of
shares of such stock will be rounded to the negthéri or lower whole number as follows: (i)
fractions equal to or greater than ¥z will be rouhttethe next higher whole number; and (ii)
fractions less than %2 will be rounded to the nextdr number. The total number of shares of
New Common Stock specified to be distributed talbad of Class 3 Claims will be adjusted as
necessary to account for the rounding providedhé&sein. If, as a result of such rounding, the
number of shares of New Common Stock to be digiibto holders of Allowed Class 3 Claims
differs from the aggregate number of shares of R@mmon Stock specified to be distributed
pursuant to the Plan to holders of Allowed Claimsuch Class, the aggregate number of shares
of New Common Stock specified with respect to hdag Allowed Claims in such Class will
be adjusted upward or downward to provide for thgrapriate distribution of New Common
Stock, as the case may be. No consideration wififovided in lieu of fractional shares that are
rounded down, except that with respect to Distrdng to be made on the Initial Distribution

Date or Distributions to be made on Interim Disitibn Dates or on such other dates as
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specified in Section 4.03(a) hereto, such fraclighares shall, with respect to each Allowed
Class 3 Claim, be deemed held by the Reorganizétobfor the benefit of the holder of such
Allowed Class 3 Claim, to be aggregated with thmaming Distribution to be allocated to such
holder on the Final Distribution Date. In additiomtwithstanding the foregoing, i@ minimis
distribution shall be made, as provided in Sec@8d@?2(g) of this Plan.

(d) Distributions on Non-Business Dayany payment or Distribution due on a
day other than a Business Day shall be made, withterest, on the next Business Day.

(e) No Distribution in Excess of Allowed Amount of @laiNotwithstanding
anything to the contrary herein, no holder of alowked Claim shall receive, respecting such
Claim, any Distribution (of a value set forth henein excess of the Allowed amount of such
Claim. Except as expressly provided herein, nonCkhall be allowed to the extent that it is for
postpetition interest.

() Disputed PaymentslIf any dispute arises as to the identity ofhbéder of an
Allowed Claim entitled to receive any Distributionder the Plan, the Reorganized Debtor may
retain such Distribution until its disposition istdrmined by a Final Order or written agreement
among the interested parties to such dispute attidhald from such Distribution an amount
equal to the fees and costs incurred by the Reagamebtor in resolving such dispute.

(g) De Minimis Distributions.No: (i) Cash payment of less than $50.00; (ii)
Distribution of less than $1,000 face value of NEnanche A Notes; or (iii) Distribution of less
than $1,000 face value of New Tranche B Notes| blealequired to be made to the holder of

any Claim.
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(h) Withholding Taxes Any federal or state withholding taxes or otasrounts
required to be withheld under any applicable laallde deducted and withheld from any Plan
distributions.

(i) Distribution When a Disputed Claim Becomes an AdidWlaim Promptly
after a Disputed Claim becomes an Allowed Claimiessa later time is provided for in the Plan
or by agreement of the parties, the Reorganizedddeball make a Distribution to the holder of
such Allowed Claim as if such Claim had been av#d Claim on all the prior Distribution
Date(s).

6.04. Objections to Claims Except as set forth in Section 4.03(c) of thenPI
and unless otherwise ordered by the Bankruptcy tCalliobjections to Claims shall be filed
with the Bankruptcy Court and served on the appleealaimant on or prior to ninety (90) days
after the later of: (a) the Effective Date; anjitfie date a Claim is filed with the Bankruptcy
Court and served on counsel for the Reorganizedddeb

6.05. Settlement of ClaimsSubsequent to the Effective Date, the
Reorganized Debtor shall have the authority tolvesany Disputed Claim for an Allowed
Claim of less than $1,000,000 without further Baugitcy Court order and subject only to the
filing of a notice of such settlement with the Bamtcy Court. Any such settlement shall be
binding upon all parties in interest in the ChafdterCases.

6.06. Setoff and Recoupmenthe Reorganized Debtor may (except for
those claims specifically excluded by Section 408 rein), but shall not be required to, set off
or recoup against any Allowed Claim and the Disttidns to be made pursuant to the Plan on
account of such Claim claims of any nature thatdkbtor or Reorganized Debtor may have

against the holder of such Allowed Claiprpvided, howevetthat neither the failure to effect
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such a setoff or recoupment nor the allowance giGlaim against the Debtor or Reorganized
Debtor shall constitute a waiver or release byDhbtor or Reorganized Debtor of any claim that

the Debtor or the Reorganized Debtor may possesasiguch holder.

ARTICLE VII.

EXECUTORY CONTRACTS AND UNEXPIRED LEASES

7.01. Rejection.

(a) Leases and Contracts to be Rejecté€xh the Confirmation Date, but subject
to the occurrence of the Effective Date, the Deljgarsuant to section 365 of the Bankruptcy
Code, shall reject all of its executory contractd anexpired leases except those that: (i) are the
subject of motions to assume or reject pendingherConfirmation Date; (ii) were assumed or
rejected before the Confirmation Date; (iii) asgdid on Schedule 7.02 annexed hereto; or (iv)
become the subject of a dispute over the amoumiaomer of cure and for which the Debtor or
the Reorganized Debtor, as the case may be, maketi@n, at any time, to reject such contract
or lease based upon the existence of such digmateided, howevethat the Debtor shall not be
required to assume or reject any executory contraghexpired lease with any party that is a
debtor under the Bankruptcy Code unless and unth sontract or lease has been assumed or
rejected by such other party.

(b) Effect ofPost-Confirmation RejectionThe entry by the Bankruptcy Court
after the Confirmation Date of an order authoriZing rejection of an executory contract or
unexpired lease shall result in such rejectiondpaiprepetition breach under sections 365(g) and
502(g) of the Bankruptcy Code.

(c) Deadline to File Rejection Damage ClaimSach Entity who is a party to a

contract or lease rejected under the Plan musivitle the Bankruptcy Court and serve on the
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Debtor’s attorneys, not later than thirty (30) dafter the Confirmation Date, a proof of Claim
for damages alleged to arise from the rejectiothefapplicable contract or lease or be forever
barred from filing a Claim, or sharing in Distrilbats under the Plan, related to such alleged
rejection damages.

7.02. Assumption

(a) Leases and Contracts to be AssumAdnexed hereto as Schedule 7.02 is a
list of the executory contracts and unexpired lsas®Emed to be assumed by the Debtor under
the Plan as of the Confirmation Date (but subjet¢hé occurrence of the Effective Date)
pursuant to section 365 of the Bankruptcy Code,taadure amounts necessary for such
assumptions.

(b) Deadline to Object to Cure AmountH prior to the Confirmation Date or
such other date as the Bankruptcy Court may fpardy to such an executory contract or
unexpired lease listed on Schedule 7.02 heret® tiailile with the Bankruptcy Court and serve
upon the attorneys for the Debtor an objectiorh&applicable cure amount listed on such
Schedule, then such party shall be forever bangd sserting any additional or other amounts
against the Debtor respecting such cure amount.

(c) Method of Cure At the election of the Reorganized Debtor, aronatary
defaults under each executory contract and unexpeaese to be assumed under the Plan shall be
satisfied pursuant to section 365(b)(1) of the Baptcy Code, in one of the following ways: (i)
by payment of the default amount in Cash withinytdive (45) days after the Effective Date or
such longer period ordered by the Bankruptcy Canrr(ji) on such other terms as may be
agreed to by the parties to such executory contraghexpired lease. If a dispute occurs

regarding: (A) the cure amount; (B) the abilitytbé Debtor to provide adequate assurance of
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future performance under the contract or leasetadsumed; or (C) any other matter pertaining
to assumption, then the cure payments requirectiyos 365(b)(1) of the Bankruptcy Code
shall be made following the entry of a Final Ortesolving the dispute and approving
assumption. Notwithstanding anything herein todbmetrary, the Debtor shall retain its right to
reject any executory contract or unexpired leaaeithsubject to a dispute concerning amounts
necessary to cure any defaults, until thirty (3@ysdfollowing entry of a Final Order establishing

the cure amount.

ARTICLE VIII.

DISCHARGE, RELEASE, INDEMNIFICATION, ABANDONMENT,
AND SETTLEMENT OF CLAIMS

8.01. Discharge.

(a) Scope Except as otherwise provided in the Plan or @aattion Order, in
accordance with section 1141(d)(1) of the Bankmu@ode, entry of the Confirmation Order
acts as a discharge, effective as of the Effediate, of all Claims. The discharge of the Debtor
shall be effective as to each Claim, regardlesghather a proof of claim therefor was filed,
whether the Claim is an Allowed Claim, whether @laim has been asserted, or whether the
holder thereof votes to accept the Plan. On tlheckve Date, as to every discharged Claim, any
holder of such Claim shall be precluded from agsgguch Claim against the Debtor or the
Reorganized Debtor’s assets or properties, or #mr @r further Claim based upon any
document, instrument, act, omission, transactiootloer activity of any kind or nature relating to
any Claim.

(b) Injunction. In accordance with sections 524 and 1141 of tekBiptcy

Code, the discharge provided by this section anthéyConfirmation Ordeinter alia, acts as an

40



injunction against the commencement or continuaticeny action, employment of process or
act to collect, offset or recover the Claims disged hereby.

(c) Release of Securitiegxcept as otherwise provided below, each holder of
any Claim, shall surrender to the Reorganized Dredotg note, instrument, document,
certificate, subordinated note, agreement, ceati#id security or other item, if any, evidencing
such Claim. No Distribution hereunder shall be enmlor on behalf of any holder of a Claim
unless and until such holder executes and delteeitse Reorganized Debtor such items
described above, or demonstrates non-availabilisuoh items to the satisfaction of the
Reorganized Debtor, including requiring such holdgoost a lost instrument or other indemnity
bond, among other things, to hold the Reorganizelt® or the Old Indenture Trustee, as
applicable, harmless in respect of such instruraeonther item described above and any
Distributions made in respect thereof. The RedmghDebtor or the Old Indenture Trustee, as
applicable, may reasonably require the holder ohsCiaim to hold the Reorganized Debtor or
the Old Indenture Trustee, as applicable, harmlpg® the amount of any Distribution made in
respect of such unavailable note, instrument, decupcertificate, subordinated note,
agreement, certificated security or other item enaing such Claim. Any such holder that fails
to execute and deliver such release of liens aratems described above or satisfactorily
explain their non-availability to the Reorganizeeddor or the Old Indenture Trustee, as
applicable, within 240 days of the Effective Dabalsbe deemed to have no further claim
against the Debtor and the Reorganized Debtorer pinoperty in respect of such Claim and
shall not participate in any Distribution hereunderd the Distribution that would otherwise
have been made to such holder shall be treatecheésibhed Property. Notwithstanding the

foregoing provisions of this paragraph (c), the ©@ebr the Reorganized Debtor may waive
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such provisions in any case or cases if it detegmthat such waiver would not be adverse to the
interests of the Debtor or the Reorganized Delat®the case may be.

(d) Satisfaction of Claims and Interest$he treatment to be provided for
respective Allowed Claims or Interests pursuartheoPlan shall be in full satisfaction,
settlement, release and discharge of such respectaims or Interests.

(e) Consent to Use of Tax Attributes and Receipt oeBsof Causes of Action
As of the Effective Date, all Creditors that actyaéceive Distributions under the Plan shall be
conclusively deemed to acknowledge and agree ysiol¢heir capacity as Creditors, that from
and after the Effective Date:

(1) the Reorganized Debtor shall be entitled to utizghout compensation,
all losses and tax attributes of: (A) the ReorgadiDebtor; (B) all entities that are
members of the NEGT Consolidated Group; and (CGratities that are
disregarded as entities separate from their owmnbkese such owners are entities
described in clause (i)(B); and

(i) the Reorganized Debtor shall be entitled to retaithout compensation,
for distribution to Creditors entitled to Distriboms as provided under the Plan,
all amounts recovered or received from PG&E Corpamnawith respect to PG&E
Corporation’s use, recovery in respect of, or ngicef funds relating to losses or
tax attributes of (A) the Debtor for the period idgrwhich the Debtor was a
member of the PG&E Consolidated Group; (B) all teggithat are members of the
PG&E Consolidated Group; and (C) all entities #&t disregarded as entities
separate from their owners where such owners diteesrdescribed in clause

(i)(B).

(i) No member of the NEGT Group shall have any liaptlit any Entity as a
result of the utilization of tax losses or othex &dtributes of any Entity by the
NEGT Group or by the PG&E Consolidated Group.

Nothing contained herein shall be deemed to waalease or diminish the rights of the
Reorganized Debtor against subsidiaries which ar€reditors with respect to tax loss

attributes or payments.
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8.02. Expense Depositsin consideration for the compromises and
settlements embodied in the Plan, expense depoads to or for the benefit of any of the
Creditors listed on Schedule 4.03 hereof (such msgéeposits to be Allowed Administrative
Claims hereunder which to the extent previouslgnezd and retained shall be deemed paid), the
Debtor, on behalf of its estate, and the Officiah@nittees shall be deemed to waive any claim
arising out of any pre-Petition Date expense deéposiade to or for the benefit of any of the
Creditors listed on Schedule 4.03 hereof and suelditrs shall be entitled to retain the full
amount of such expense deposits as compensatigerfaces rendered; provided, however, that
if for any reason, notwithstanding the stipulatadrihe parties to the contrary, the Distributions
on account of the Claims arising under the Revgl@nedit Agreement are not reduced by $2.45
million on account of the pre-Petition Date expedsposit made for the benefit of JP Morgan
Chase as administrative agent (the "USGen Deppalt'glaims of the Debtor and its estate
against any Entity on account of the USGen Depbsitl survive confirmation of the Plan.

8.03. Release The following release shall be valid, bindingdanforceable
and shall supplement any benefits from sectionsab241141 of the Bankruptcy Code to the
Debtor or the Reorganized Debtor and to other gaitivolved in the Chapter 11 Case:

ASOF THE CONFIRMATION DATE, BUT SUBJECT TO THE
OCCURRENCE OF THE EFFECTIVE DATE: (a) THE DEBTOR, THE
REORGANIZED DEBTOR, THEIR SUCCESSORS AND ASSIGNS; (b) DIRECTORS
AND OFFICERSAS OF THE CONFIRMATION DATE (EACH IN THEIR CAPACITY
AS SUCH); (c) FORMER DIRECTORSAND OFFICERS (EACH IN THEIR CAPACITY
ASSUCH) WHO HELD SUCH POSITIONSWITH THE DEBTOR ON OR AFTER

JULY 9, 2003; AND (d) AGENTS, ATTORNEY S, ADVISORS, FINANCIAL ADVISORS,
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INVESTMENT BANKERS AND EMPLOYEES OF THE DEBTOR (EACH IN THEIR
CAPACITY ASSUCH), SHALL NOT HAVE OR INCUR ANY LIABILITY TO ANY
ENTITY FOR ANY CLAIM, OBLIGATION, RIGHT, CAUSE OF ACTION OR
LIABILITY (INCLUDING, BUT NOT LIMITED TO, ANY CLAIMSARISING OUT OF
ANY ALLEGED FIDUCIARY OR OTHER DUTY OR THE AVOIDANCE OF
PREFERENCES OR FRAUDULENT CONVEYANCES) WHETHER KNOWN OR
UNKNOWN, FORESEEN OR UNFORESEEN, EXISTING OR HEREAFTER ARISING,
BASED IN WHOLE OR IN PART ON ANY ACT OR OMISSION, TRANSACTION OR
OCCURRENCE FROM THE BEGINNING OF TIME THROUGH THE EFFECTIVE
DATE IN ANY WAY RELATING TO THE DEBTOR; AND ALL CLAIMSBASED
UPON OR ARISING OUT OF SUCH ACTIONS OR OMISSIONS SHALL BE
FOREVER WAIVED AND RELEASED; PROVIDED, HOWEVER, THAT THIS
SECTION SHALL HAVE NO EFFECT ON THE LIABILITY OF ANY ENTITY OR
ENTITY THAT OTHERWISE WOULD RESULT FROM ANY ACTION OR OMISSION
TO THE EXTENT THAT SUCH ACTION OR OMISSION ISDETERMINED IN A
FINAL ORDER TO HAVE CONSTITUTED WILLFUL MISCONDUCT OR GROSS
NEGLIGENCE.

THE RELEASE DESCRIBED ABOVE SHALL BE ENFORCEABLE ASA
MATTER OF CONTRACT AGAINST ANY HOLDER OF A CLAIM TIMELY
NOTIFIED OF THE PROVISIONSOF THE PLAN. CLAIMANTSOF THE DEBTOR
SHALL BE ENJOINED FROM COMMENCING OR CONTINUING ANY ACTION,
EMPLOYMENT OF PROCESSOR ACT TO COLLECT, OFFSET OR RECOVER ANY

CLAIM THAT ISRELEASED ASPROVIDED HEREIN.
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8.04. Revesting and Vestindg=xcept as otherwise provided in the Plan, on
the Effective Date all property comprising the &stf the Reorganized Debtor shall vest in the
Reorganized Debtor, free and clear of all clainesd, charges, encumbrances and interests of
creditors and equity security holders (except eodktent that such claims, liens, charges,
encumbrances and/or interests have been reinstatad,otherwise expressly provided herein).

8.05. Postconfirmation OperationsAs of the Effective Date, the
Reorganized Debtor may operate its businessessacaquire and settle and compromise
claims or interests without supervision of the Bapkcy Court free of any restrictions of the
Bankruptcy Code or Bankruptcy Rules, other thaseh@strictions expressly imposed by the
Plan and Confirmation Order. Without limiting tfegegoing, the Reorganized Debtor may pay
the charges it incurs for professional fees, disbonents, expenses or related support services
after the Confirmation Date without any applicattorthe Bankruptcy Court.

8.06. Survival of Certain Indemnification Obligation3 he obligations of
the Debtor to indemnify individuals who serve orveel after the Petition Date as the Debtor’s
respective directors, officers, agents, employegsesentatives, and others, including (without
limitation) professional persons retained by thétg pursuant to the Debtor’s certificate of
incorporation, by-laws, applicable statutes and@@nérmation agreements in respect of all
present and future actions, suits and proceedigginst any of such officers, directors, agents,
employees, representatives, and others, includutgdut limitation) professional persons
retained by the Debtor, based upon any act or aoniselated to service with, for or on behalf of
the Debtor on or before the Effective Date as sabtlgations were in effect at the time of any
such act or omission, shall not be discharged paired by confirmation or consummation of

the Plan, but shall survive unaffected by the ranmzation contemplated by the Plan and shall be
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performed and honored by the Reorganized Debt@rdégss of such confirmation,
consummation, and reorganization.

8.07. Limitation on Liability Regarding Chapter 11 Actieis THE
DEBTOR, THE OFFICIAL COMMITTEES, THE INFORMAL GROUP OF HOLDERS
OF THE OLD SENIOR NOTES, THE PARTIES SET FORTH ON SCHEDULE 8.07(a)
AND EACH OF THEIR RESPECTIVE AFFILIATES, OFFICERS, DIRECTORS,
MANAGERS, EMPLOYEES, MEMBERS OR AGENTS (EACH ACTING IN SUCH
CAPACITY), AND ANY PROFESSIONAL PERSONSEMPLOYED BY ANY OF THEM,
WILL NOT HAVE OR INCUR ANY LIABILITY TO ANY PERSON FOR ANY ACTION
TAKEN OROMITTED TO BE TAKEN IN CONNECTIONWITH OR RELATED TO
THE FORMULATION, PREPARATION, DISSEMINATION, IMPLEMENTATION,
CONFIRMATION, OR CONSUMMATION OF THE PLAN, THE DISCLOSURE
STATEMENT, ANY CONTRACT, RELEASE OR OTHER AGREEMENT OR
DOCUMENT CREATED OR ENTERED INTO, OR ANY OTHER ACTION TAKEN OR
OMITTED TO BE TAKEN IN CONNECTION WITH THE PLAN OR THE CHAPTER
11 CASES, AND ALL CLAIMSBASED UPON OR ARISING OUT OF SUCH ACTIONS
OR OMISSIONSWILL BE FOREVER WAIVED AND RELEASED; PROVIDED,
HOWEVER, THAT NOTHING HEREIN SHALL AFFECT THE LIABILITY OF ANY
ENTITY THAT OTHERWISE WOULD RESULT FROM ANY ACTION OR OMISSION
TO THE EXTENT THAT SUCH ACTION OR OMISSION ISDETERMINED IN A
FINAL ORDER TO HAVE CONSTITUTED WILLFUL MISCONDUCT OR GROSS

NEGLIGENCE.
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ARTICLE IX.

CONDITIONS TO CONFIRMATION AND EFFECTIVE DATE

9.01. Conditions to Confirmation Except as provided in Section 9.03
below, the following are conditions precedent tafemation of the Plan:

(&) The Bankruptcy Court shall have entered thefi@oation Order in form
reasonably acceptable to each of the Official Cotees.

(b) The Litigation Trustee shall have been apmarand the Litigation Trust
shall have become effective, including its inifihding pursuant to the Plan.

(c) Each member of the affiliated group, as defimeSection 1504(a) of the
IRC, of which the Reorganized Debtor will be thentnon parent as of the Effective Date, shall
have agreed in writing to join the NEGT Consolida@&roup.

9.02. Conditions to Effective DateExcept as provided in Section 9.03
below, the Plan may not be consummated unlessaddbk conditions set forth below has been
satisfied:

(@) The Confirmation Order shall have been entaratinot be the subject of any
judicial stay.

(b) The Debtor shall have received all authoraaj consents, regulatory
approvals, rulings, letters, no-action letterspagis or documents that are determined by the
Debtor to be necessary to implement the Plan.

(c) The New Indentures shall have been qualifiedien the Trust Indenture Act.

(d) Each of the New Indentures, the New Tranchdofes, the New Tranche B
Notes, the Litigation Trust Agreement and the Amezhdnd Restated Certificate of
Incorporation and By-Laws for the Reorganized Debtall be in form and substance

reasonably satisfactory to the Official Committees.
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(e) All instruments and documents required in emion with the issuance of the
Non-Cash Consideration shall have been fully exatugach in form and substance reasonably
satisfactory to the Official Committees.

() Not more than ninety (90) days shall have séapsince the Confirmation
Order shall have been entered.

9.03. Waiver of Conditions to Confirmation and Effectivate.

(a) Waiving Party Except for the condition set forth in Sectio@da), each of
the conditions to confirmation of the Plan or tleewrence of the Effective Date may be jointly
waived in whole or in part by the Debtor and eatthe Official Committees, without notice and
a hearing.

(b) Effect of Waiver or Failure to WaiveAny such waiver(s) shall not affect the
Debtor’s benefits under the “mootness doctrinetie Tailure to satisfy or waive any condition
may be asserted by the Debtor, regardless of thersstances giving rise to the failure of such
condition to be satisfied (including, without limiton, any act, action, failure to act, or inaction
by the Debtor). The failure of the Debtor to exe&eany of the foregoing rights shall not be
deemed a waiver of any other rights and each sghhshall be deemed an ongoing right that
may be asserted or waived (as set forth hereiajyatime or from time to time.

(c) Method of Waiver To be effective, any such waiver(s) must be iiting and
filed with the Bankruptcy Court.

9.04. Effect of Nonoccurrence of the Conditions to EftecDate. If each of
the conditions to the occurrence of the Effectivatebhas not been satisfied or duly waived on or
before the first Business Day that is more thand&@ after the Confirmation Date (or by such

later date as the Debtor proposes and the Bankr@uiart approves, after notice and a hearing),
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upon motion by any party in interest, the Confinm@tOrder may be vacated by the Bankruptcy
Court; provided, howevertthat notwithstanding the filing of such a motitime Confirmation
Order shall not be vacated if each of the cond#timnthe Effective Date is either satisfied or
duly waived before the Bankruptcy Court enters meogranting the relief requested in such
motion. If the Confirmation Order is vacated puansuto this section, then the Plan shall be null
and void in all respects, and nothing containetth@Plan shall: (a) constitute a waiver or
release of any Claims against or liens on propafrtiie Debtor; or (b) prejudice in any manner
the rights of the Debtor, including (without limtitan) the right to seek further extensions of the
exclusivity periods under section 1121(d) of theBaptcy Code, which exclusivity periods
shall be deemed to have been extended to thewdandyt(20) days after the date of entry of any
order vacating the Confirmation Order, subjecthi rights of any party to seek to shorten the
exclusivity periods after notice and hearing.

9.05. Conditions to Closing Date.

(a) One or more of the Purchase Agreements tmselbr more of the material
assets shall have been executed.

(b) The Sale Order for the relevant Purchase Agesw shall have been entered

by the Bankruptcy Court.

ARTICLE X.

ADMINISTRATIVE PROVISIONS

10.01. Retention of JurisdictianNotwithstanding confirmation of the Plan or
occurrence of the Effective Date, the Bankruptcyi€shall retain jurisdiction for the following

purposes:
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(a) Determination of the allowability of Claimsaagst, or the administrative
expenses of, the Debtor (except those Claims teahllowed Claims pursuant to the Plan,
unless such determination is pursuant to a receregidn or modification of the entire Plan), and
the validity, extent, priority, and nonavailabiliéf§ consensual and nonconsensual liens and other
encumbrances;

(b) Determination of the Debtor’s tax liability fguwant to section 505 of the
Bankruptcy Code;

(c) Approval, pursuant to section 365 of the Bapkey Code, of all matters
related to the assumption, assumption and assignorerejection, of any executory contract or
unexpired lease of the Debtor;

(d) Resolution of controversies and disputes diggrthe enforcement or
interpretation of the Plan, the Confirmation Ordmrthe Bankruptcy Court’s orders that survive
confirmation of the Plan pursuant to the Plan beoapplicable law;

(e) Implementation of the provisions of the Plamg entry or orders in aid of
confirmation and consummation of the Plan and eigrsettlements or orders entered during
the Chapter 11 Cases or as part of the Plan, imgudithout limitation, appropriate orders to
protect the Reorganized Debtor from actions by {Twexlof the Debtor and resolution of
disputes and controversies regarding propertyeixbbtor’'s estate and the Reorganized Debtor;

() Modification of the Plan pursuant to sectiat?¥ of the Bankruptcy Code;

() Commencement and adjudication of any causastain that arose
preconfirmation or in connection with the implemagrdan of the Plan, including Avoidance

Actions, Parent Litigation Claims, and other acsi@gainst third parties brought or to be brought
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by the Debtor, the Reorganized Debtor or otheressmrs of the Debtor as the representative of
the Debtor’s estate, or a party in interest (aspaasentative of the Debtor’s estate);

(h) Entry of a Final Order closing the ChapterCdses;

() Resolution of disputes concerning DisputediiGta Claims for disputed
Distributions and recharacterization or equitableadination of Claims;

() Resolution of any disputes concerning anyaséeunder the Plan of a
nondebtor or the injunction under the Plan, ohm €onfirmation Order, against acts,
employment of process, or actions against suchetand

(k) Resolution of any disputes concerning whetreEntity had sufficient notice
of, among other things, (i) the Chapter 11 Casgghé applicable Claims’ bar date; (iii) the
hearing on the approval of the Disclosure Staterasmbntaining adequate information; or
(iv) the hearing on confirmation of the Plan foe fhurpose of determining whether a Claim is
discharged hereunder;

() Issuance of injunctions, grant and implemeatabf other orders, or taking
such other actions as may be necessary or appprigestrain interference by any Entity with
consummation or enforcement of the Plan;

(m) Resolution of controversies and disputes diggrsettlement agreements,
orders, injunctions, judgments, and other mattetsred or approved by the Bankruptcy Court in
connection with any adversary proceeding, discquargontested matter in the Chapter 11
Cases;

(n) Correction of any defect, cure of any omisssomeconciliation of any

inconsistency in the Plan, the Confirmation Oradeganizational documents of the Reorganized
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Debtor or any other documents relating to the Pdarmay be necessary to carry out the
purposes or intent of the Plan;

(o) Adjudication of any pending adversary procagdor other controversy or
dispute, in the Chapter 11 Cases, which arosegrérmation and over which the Bankruptcy
Court had jurisdiction prior to confirmation of tRdan;

(p) Entry and implementation of such orders as begome necessary or
appropriate if the Confirmation Order is for anggen modified, stayed, reversed, revoked, or
vacated;

(q) Resolution of Claims arising under section(®)®f the Bankruptcy Code;

() Resolution of controversies and disputes rdigarthe Sale Transactions;

(s) Resolution of any claim concerning the lidilinder Treasury Regulation 8
1.1502-6 of the IRC or comparable provisions ofeséand local tax laws, of any member of the
NEGT Consolidated Group, for taxes of the PG&E @tidated Group, including against non-
Debtor subsidiaries that have been sold; and

(t) Determination of any other matters that mageamn connection with or
related to the Plan, the Disclosure StatementCtivdirmation Order or any contract, instrument,
release, or other agreement or document creatszhimection with the Plan or Disclosure
Statement.

10.02. Plan Revocation.

(a) Pre-Confirmation Amendment3.he Debtor reserves the right to modify the
Plan at any time prior to the Confirmation Datepjsat to the consent (not to be unreasonably

withheld) of each of the Official Committees.
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(b) Revocation of the PlanThe Debtor reserves the right to revoke or weladr
the Plan prior to the Confirmation Date.

10.03.  Successors and Assignghe rights, benefits, and obligations of any
Entity named or referred to in the Plan shall bellg upon, and shall inure to the benefit of,
the heir, executor, administrator, successor, igaof such Entity.

10.04.  Severability. Should any provision in the Plan be determineleto
unenforceable following the Confirmation Date, sdettermination shall in no way limit or
affect the enforceability and operative effect oy and all other provisions of the Plan; provided
that the Plan, as modified, meets the requirenitse Bankruptcy Code, including, without
limitation, section 1127 of the Bankruptcy Code.

10.05.  Governing Law Except to the extent the Bankruptcy Code,
Bankruptcy Rules, or other federal laws apply,ootherwise expressly provided in the Plan,
the rights and obligations arising under the Plaadlde governed by the laws of the State of
New York without giving effect to principles of cfhiats of law.

10.06. Official Committees As of the Final Closing Date, the duties of the
Official Committees shall terminate except as &):any appeal or motion for reconsideration of
the Confirmation Order; and (b) objections to Féair@s.

10.07.  Application of Bankruptcy Code Section 1146(Ehe issuance,
transfer, or exchange of notes or securities utldePlan, the creation of any mortgage, deed of
trust, or other security interest, the making @igrsment of any lease or sublease, or the making
or delivery of any deed or other instrument of $fan under, in furtherance of, or in connection
with the Plan, shall not be subject to any staregl estate transfer, sales, use, mortgage

recording or similar tax, and each recording oeotigent of any governmental office shall
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record any such documents of issuance, transfexarange without any further direction or
order from the Bankruptcy Court.

10.08. Payment of Statutory Feed\ll fees payable pursuant to section 1930
of title 28, United States Code, due and payableuthh the Effective Date shall be paid by the
Debtor or the Reorganized Debtor on or before fifieckve Date and amounts due thereafter
shall be paid by the Reorganized Debtor in thenangi course.

10.09. Continuation of Injunctions and Stay&lnless otherwise provided, all
injunctions or stays ordered in the Chapter 11 Qasesuant to section 105 of the Bankruptcy
Code or otherwise, and extant on the Confirmatiate3hall remain in full force and effect

unless or until subsequently modified or terminated
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10. ]:0. Interpretation. The words “herein,” “hereof,” “hereto,” “hereunder,”
and others of similar inference refer to the Plan as a whole and not to any particular section,
subsection, or clause contained in the Plan unless otherwise specified herein. Except for the rule
contained in section 102(5) of the Bankruptcy Code, the rules of construction contained in
section 102 of the Bankruptcy Code shall apply to the Plan. The headings in the Plan are only
for convenience of reference and shall not limit or otherwise affect the provisions of the Plan. A
term used herein or elsewhere in the Plan that is not defined herein shall have the meaning
ascribed to that term, if any, in the Bankruptcy Code or Bankruptcy Rules.

Submitted by:

Dated: Feb 2, 2004 NATIONAL ENERGY & GAS TRANSMISSION,
INC.

ﬁéﬁ’resident@ﬁd General Counsel
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Amended and Restated Certificate of Incorporation



«
’

AMENDED AND RESTATED CERTIFICATE OF INCORPORATION
' OF

NATIONAL ENERGY & GAS TRANSMISSION, INC.

The undersigned does hereby certify that:

1. He is a duly elected and acting authorized officer of National Energy & Gas
Transmission, Inc. (the “Corporation”).

2. Pursuant to Section 245 of the General Corporation Law of the State of Delaware
(the “DGCL”), the Corporation has adopted this Amended and Restated Certificate of
Incorporation, amending and restating in its entirety its Certificate of Incorporation (originally
filed with the Secretary of State of the State of Delaware on December 18, 1998 under the name
“PG&E Diversified Investments, Inc.”), as amended by a Certificate of Amendment of
Certificate of Incorporation filed on August 24, 1999, as further amended by a Certificate of
Amendment of Certificate of Incorporation filed on March 1, 2001 and as further amended by a
Certificate of Amendment of Certificate of Incorporation filed on October 3, 2003.

3. Pursuant to Section 303 of the DGCL, the amendment and restatement of the
Certificate of Incorporation of the Corporation was authorized by a Plan of Reorganization of the
Corporation and certain affiliated debtors under Chapter 11 of title 11 of the United States Code
(the “Bankruptcy Code™), confirmed on ____ by order of the United States Bankruptcy Court for
the District of Maryland, Greenbelt Division, as the same may have been amended and/or
modified (the “Plan”), which court has jurisdiction of the proceedings of the Corporation under
the Bankruptcy Code.

4. The Certificate of Incorporation is hereby amended and restated as follows:
ARTICLE I
i

The name of the corporation (which is hereinafter referred to as the “Corporation™) is:

National Energy & Gas Transmission, Inc.

ARTICLE I

The address of the Corporation's registered office in the State of Delaware is Corporation
Service Company, 2711 Centerville Road, Suite 400, in the City of Wilmington, County of New
Castle. The name of the Corporation's registered agent at such address is Corporation Service
Company.



ARTICLE I

The purpoée of the Corporation shall be to engage in any lawful act or activity for which
corporations may be organized and incorporated under the DGCL.

ARTICLE IV

Section 1. Authorized Shares. The Corporation shall be authorized to issue shares
of capital stock, $.01 par value per share, all of which shares shall constitute one class and shall
be designated as Common Stock (“Common Stock”).

Section 2. Voting. The shares of Common Stock shall have full voting rights, each share
to entitle the holder thereof to one vote.

Section 3. 'No Impairment. Notwithstanding anything herein to the contrary, the
Corporation shall not be authorized to issue non-voting equity securities of any class, series or
other designation to the extent prohibited by Section 1123(a)(6) the Bankruptcy Code; provided
that the foregoing restriction shall (i) have no force and effect beyond that required under Section
1123(a)(6) of the Bankruptcy Code, (ii) only have such force and effect for so long as such
Section 1123(a)(6) is in effect and applies to the Corporation and (iii) be deemed void or
eliminated if required under applicable law.

ARTICLE V
[Section 382 provisions - hold]
ARTICLE VI

Section 1. Number of Directors. The Board of Directors shall consist of seven (7)
members. Any director may resign at any time upon written notice to the Corporation. Except
as set forth in this Article VI or Article X, the nominations, qualifications, tenure, vacancies and
removal of the Directors shall be set forth in the By-laws of the Corporation.

i

Section 2. Nomination and Independence of Directors. The members of the Board of
Directors shall consist of the Chief Executive Officer (the “CEO”) of the Corporation, an
additional officer of the Corporation, three persons to be designated by the Creditors’ Committee
(as defined in the Plan) and two person to be designated by the Noteholders’ Committee (as
defined in the Plan). At least [@] of the directors must be “independent,” within the meaning of
the rules, regulations and policies of any stock exchange or interdealer quotation system on
which the Common Stock is then listed or quoted, or if the Common Stock is not then listed or
quoted, within the meaning of the rules, regulations and policies of the NASDAQ Stock Market
(or its successor organization), whether or not such rules, regulations and policies apply at any
time to the Corporation. ‘

The names and mailing addresses of the persons who are to serve as initial directors are:

Name: Address:

1331561.1 2



Section 3. Replacement of Directors. A nominating committee comprised of the CEO
and one independent director shall nominate and elect, by affirmative vote of each member of
such committee, the same or a different person satisfying the requirements for an independent
director upon the expiration of an independent director’s term, or upon the death, incapacity,
resignation, retirement or removal or disqualification of an independent director, which nominee
shall serve as a director until the next vote of the stockholders entitled to vote with respect to the
election of such person. If the independent director serving on such committee dies or is
incapacitated, resigns or is removed or ceases to be independent, another independent director
chosen by the Board of Directors shall serve on the nominating committee for such purpose.

Section 4. Amendment. Any of the provisions of this Article VI may be amended,
repealed or otherwise modified, from and after (or concurrently or substantially concurrently
with) the occurrence of a Board Modification Event, by resolution of the Board of Directors and
approval of such amendment, repeal or modification by the holders of not less than a majority of
the issued and outstanding shares of Common Stock entitled to vote thereon. Notwithstanding
the foregoing, the Board of Directors may, without the approval of stockholders of the
Corporation, change the meaning of the term “independent” as provided in Section 2 of this
Article VI. For purposes of this Article VI, the followmg definitions shall apply:

(a) “Affiliate” of any specified person means any other person directly or indirectly
controlling or controlled by or under direct or indirect common control with such specified
person. For purposes of this definition, “control” (including, with correlative meanings, the
terms “controlling,” “controlled by” and “under common control with”), as used with respect to
any person, shall mean the possession, directly or indirectly, of the power to direct or cause the
direction of the management or policies of such person, whether through the ownership of voting
securities, by agreement or.otherwise. ‘

(b) “Board Modification Event” means (i) the sale (by merger, consolidation or
otherwise) of substantially all of the operating assets of‘the Corporation and its consolidated
subsidiaries, except in a transaction with one or more Affiliates of the Corporation; (ii) a Change
in Control [definition to come from new note indentures]; (iii) the occurrence of the second
anniversary of the effective date of the Plan; or (iv) the adoption of a resolution of the Board of
Directors approving such amendment, repeal or modification by unammous vote or unanimous
consent of the directors then in office.

ARTICLE VII

In furtherance and not in limitation of the powers conferred by law, the Board of
Directors is expressly authorized and empowered to make, alter and repeal the Bylaws by a
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majority vote at any regular or special meeting of the Board of Directors or by written consent,
subject to the power of the stockholders of the Corporation to alter or repeal Bylaws made by the
Board of Directors.

ARTICLE VIII

The Corporation reserves the right at any time and from time to time to amend, alter or
repeal any provision contained in this Amended and Restated Certificate of Incorporation, and
any other provisions authorized by the laws of the State of Delaware at the time in force may be
added or inserted, in the manner now or hereafter prescribed by law (subject to the provisions of
Section 4 of Article VI); and all rights, preferences and privileges of whatsoever nature conferred
upon stockholders, directors or any other persons whomsoever by and pursuant to this Amended
and Restated Certificate of Incorporation in its present form or as hereafter amended are granted
subject to the right reserved in this Article.

ARTICLE IX

Section 1. Elimination of Certain Liability of Directors. A director of the Corporation
shall not be personally liable to the Corporation or its stockholders for monetary damages for

breach of ﬁdumary duty as a director, except for liability (i) for any breach of the director's duty
of loyalty to the Corporation or its stockholders, (ii) for acts or omissions not in good faith or
which involve intentional misconduct or a knowing violation of law, (iii) under Section 174 of
the DGCL or (iv) for any transaction from which the director derived an improper personal
benefit.

Section 2. Indemnification and Insurance.

(a) Right to Indemnification. Each person who was or is made a party or is threatened to
be made a party to or is involved in any action, suit or proceeding, whether civil, criminal,
administrative or investigative (hereinafter a “proceeding”), by reason of the fact that he or she,
or a person of whom he or she is the legal representative, is or was a director or officer of the
Corporation or is or was serving at the request of the Corporation as a director, officer, employee
or agent of another corpordtion or of a partnership, joint venture, trust or other enterprise,
including service with respect to employee benefit plans, whether the basis of such proceeding is
alleged action in an official capacity as a director, officer, employee or agent or in any other
capacity while serving as a director, officer, employee or agent, shall be indemnified and held
harmless by the Corporation to the fullest extent authorized by the DGCL, as the same exists or
may hereafter be amended (but, in the case of any such amendment, only to the extent that such
amendment permits the Corporation to provide broader indemnification rights than said law
permitted the Corporation to provide prior to such amendment), against all expense, liability and
loss (including attorneys' fees, judgments, fines, amounts paid or to be paid in settlement and
excise taxes or penalties arising under the Employee Retirement Income Security Act of 1974)
actually and reasonably incurred or suffered by such person in connection therewith, and such
indemnification shall continue as to a person who has ceased to be a director, officer, employee
or agent and shall inure to the benefit of his or her heirs, executors and administrators; provided,
however, that, except as provided in subsection (b) of this Section 2, the Corporation shall
indemnify any such person seeking indemnification (i) in connection with a proceeding (or part
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thereof) initiated by such person only if such proceeding (or part thereof) was authorized by the
Board of Directors and (ii) only if the indemnitee acted in good faith and in a manner he or she
reasonably believéd to be in or not opposed to the best interests of the Corporation and, with
respect to any criminal action or proceeding, had no reasonable cause to believe that his or her
conduct was unlawful. Notwithstanding anything otherwise to the contrary, no obligation of the
Corporation hereunder or otherwise to indemnify any current or former director, officer, agent or
employee in such person’s capacity as such shall be discharged or impaired by confirmation or
consummation of the Plan, and any such obligation shall continue in effect as an obligation of
the Corporation as contemplated, and to the extent provided, by the Plan. The right to
indemnification conferred in this Section shall be a contract right and shall include the right to be
paid by the Corporation the expenses incurred in defending any such proceeding in advance of
its final disposition; provided, however, that, if the DGCL requires, the payment of such
expenses incurred by a director or officer in his or her capacity as a director or officer (and not in
any other capacity in which service was or is rendered by such person while a director or officer,
including, without limitation, service to an employee benefit plan) in advance of the final
disposition of a proceeding shall be made only upon delivery to the Corporation of an
undertaking, by or on behalf of such director or officer, to repay all amounts so advanced if it
shall ultimately be determined that such director or officer is not entitled to be indemnified under
this Section or otherwise. The Corporation may, by action of the Board of Directors, provide
indemnification to employees and agents of the Corporation with the same scope and effect as
the foregoing indemnification of directors and officers. The indemnification and other rights in
this Section shall not be eliminated or reduced by any amendment or repeal of this Section
except with respect to matters occurring after such amendment or repeal or adoption of an
inconsistent provision.

(b) Right of Claimant to Bring Suit. If a claim under subsection (a) of this Section 2 is
not paid in full by the Corporation within thirty days after a written claim has been received by
the Corporation, the claimant may at any time thereafter bring suit against the Corporation to
recover the unpaid amount of the claim, and, if successful in whole or in part, the claimant shall
be entitled to be paid also the expense of prosecuting such claim. It shall be a defense to any
such action (other than an action brought to enforce a claim for expenses incurred in defending
any proceeding in advance, of its final disposition where the required undertaking, if any is
required, has been tendered to the Corporation) that the claimant has not met the standards of
conduct which make it permissible under the DGCL for the Corporation to indemnify the
claimant for the amount claimed, but the burden of proving such defense shall be on the
Corporation. Neither the failure of the Corporation (including the Board of Directors,
independent legal counsel or stockholders of the Corporation) to have made a determination
prior to the commencement of such action that indemnification of the claimant is proper in the
circumstances because he or she has met the applicable 'standard of conduct set forth in the
DGCL, nor an actual determination by the Corporation (including its Board of Directors,
independent legal counsel or stockholders of the Corporation) that the claimant has not met such
applicable standard of conduct, shall be a defense to the action or create a presumption that the
claimant has not met the applicable standard of conduct.

(¢) Non-Exclusivity of Rights. The right to indemnification and the payment of
expenses incurred in defending a proceeding in advance of its final disposition conferred in this
Section shall not be exclusive of any other right which any person may have or hereafter acquire
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under any statute, provision of this Amended and Restated Certificate of Incorporation, the
Bylaws, agreement, vote of stockholders or disinterested directors or otherwise.

(d) Insurance. The Corporation may maintain insurance, at its expense, to protect itself
and any director, officer, employee or agent of the Corporation or another corporation,
partnership, joint venture, trust or other enterprise against any such expense, liability or loss,
whether or not the Corporation would have the power to indemnify such person against such
expense, liability or loss under the DGCL.

ARTICLE X

Section 1. Removal of Directors. Any director or directors may be removed either for or
without cause at any time by the affirmative vote of the holders of shares constituting a majority
of the voting power entitled to vote for the election of directors, at an annual meeting or a special
meeting called for the purpose or by consent in writing in accordance with Article II, Section 6,
of the Bylaws, and the vacancy thus created may be filled, at such meeting or by such consent,
by the affirmative vote of holders of shares constituting a majority of the voting power of the
Corporation.

Section 2. 'Stockholder Consent. Subject to Article II, Section 3(a) of the Bylaws or
except as otherwise provided by law or by this Amended and Restated Certificate of
Incorporation, any action required to be taken at any meeting of stockholders of the Corporation,
or any action which may be taken at any annual or special meeting of such stockholders, may be
taken without a meeting, without prior notice and without a vote, if a consent in writing, setting
forth the action so taken, shall be signed [®]. [Prompt notice of the taking of the corporate action
without a meeting by less than unanimous written consent shall be given to those stockholders
who have not consented in writing and who, if the action had been taken at a meeting, would
have been entitled to notice of the meeting if the record date for such meeting had been the date
that written consents signed by a sufficient number of the holders to take the action were
delivered to the Corporation.]

Section 3. Stockholder Meetings. Special meetings of stockholders for any purpose or
purposes may be called by 'the Chairman of the Board of Directors or the President or by the
Secretary at the request of any stockholder or stockholders holding Common Stock representing
at least 15% of the share voting power of the Corporation or by resolution of the Board of
Directors. o P
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IN WITNESS WHEREOF, National Energy & Gas Transmission, Inc. has c:clused this

Amended and Restated Certificate of Incorporation to be signed by its this _ day of
By:
Name:
Title:
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Bylaws
of
NATIONAL ENERGY & GAS TRANSMISSION, INC.

A Delaware Corporation

Amended and Restated as of .
ARTICLE I
OFFICES
1. Offices. The registered office of the Corporation shall be in the State of

Delaware. The Corporation also may have offices at such other places both within and without
the State of Delaware as the Board of Directors may from time to time determine or the business
of the Corporation may require.

ARTICLE II
MEETINGS OF STOCKHOLDERS

1. Annual Meeting. The annual meeting of the stockholders of the
Corporation shall be held on such date, at such time and at such place within or without the State
of Delaware as shall be designated from time to time by the Board of Directors and stated in the
notice of the meeting.

2. Special Meetings. Special meetings of stockholders for any purpose or
purposes may be called by the Chairman of the Board of Directors or the President or by the
Secretary at the request of any stockholder or stockholders holding Common Stock representing
at least 15% of the share voting power of the Corporation orby resolution of the Board of
Directors. Special meetings shall be‘held at such place ‘or places within or without the State of
Delaware as shall from time to time be designated by the Board of Directors. At a special
meeting no business shall be transacted and no corporate action shall be taken other than that
stated in the notice of the meeting. :

3. Notice of Meetings. Notices of meetings of the stockholders shall be in
writing and shall state the place, date, and hour of the meeting, and, in the case of a special
meeting, the purpose or purposes for which a meeting is called. No business other than that
specified in the notice thereof shall be transacted at any special meeting.

(a) For a period of one year from the date of adoption of these Bylaws,
notice shall be given to each stockholder entitled to vote at such annual or special meeting not
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less than sixty days before the date of the meeting. Notice of any meeting of stockholders need
not be given to any stockholder if waived in writing by all stockholders entitled to vote at such
meeting, whether before or after such meeting is held.

(b) From and after the one year anniversary of the date of adoption of
these Bylaws, notices of meetings of the stockholders shall be in writing and shall state the place,
date, and hour of the meeting, and, in the case of a special meeting, the purpose or purposes for
which a meeting is called. No business other than that specified in the notice thereof shall be
transacted at any special meeting. Notice shall be given to each stockholder entitled to vote at
such meeting not less than ten days before the date of the meeting. Notice of any meeting of
stockholders need not be given to any stockholder if waived by such stockholder in writing,
whether before or after such meeting is held.

4. Quorum and Adjournment. Except as otherwise required by law, by the
Amended and Restated Certificate of Incorporation of the Corporation (as the same may be
amended, supplemented or modified from time to time, the “Certificate of Incorporation™) or by
these Amended and Restated Bylaws (as the same may be amended, supplemented or modified
from time to time, the “Bylaws”), the presence, in person or by proxy, of the holders of a
majority of the aggregate voting power of the stock issued and outstanding, entitled to vote
thereat, shall constitute a quorum for the transaction of business at all meetings of the
stockholders. If such majority shall not be present or represented at any meeting of the
stockholders, the stockholders present that are entitled to vote thereat, although less than a
quorum shall have the power to adjourn the meeting to another time and place.

5. Adjourned Meetings. When a meeting is adjourned to another time and
place, unless otherwise provided by these Bylaws, notice need not be given of the adjourned
meeting if the time and place thereof are announced at the meeting at which the adjournment is
taken. At the adjourned meeting the stockholders may transact any business which might have
been transacted at the original meeting. If an adjournment is for more than 30 days, or if after an
adjournment, a new record date is fixed for the adjourned meeting, a notice of the adjourned
meeting shall be given to each stockholder entitled to vote at the meeting.

6. Vote Required. Except as otherwise provided by law, the Certificate of
Incorporation or by these Bylaws: :

(a) Directors shall be elected by a plurality of the votes present in
person or represented by proxy at a meeting of the stockholders and entitled to vote in the
election of directors, and

(b) whenever any corporate action other;than the election of Directors
is to be taken, it shall be authorized by a majority in voting power of the shares present in person
or by proxy at a meeting of stockholders and entitled to vote on the subject matter.

7. Manner of Voting. At each meeting of stockholders, each stockholder
having the right to vote shall be entitled to vote in person or by proxy. Proxies need not be filed
with the Secretary of the Corporation until the meeting is called to order, but shall be filed before
being voted. Each stockholder shall be entitled to vote each share of stock having voting power
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registered in his name on the books of the Corporation on the record date fixed for determination
of stockholders entitled to vote at such meeting.

8.  Stockholder Action Without a Meeting. Except as otherwise provided by
law, by the Certificate of Incorporation or by these Bylaws, any action required to be taken at
any meeting of stockholders of the Corporation, or any action which may be taken at any annual
or special meeting of such stockholders, may be taken without a meeting, without prior notice
and without a vote, if a consent in writing, setting forth the action so taken, shall be signed [®].
[Prompt notice of the taking of the corporate action without a meeting by less than unanimous
written consent shall be given to those stockholders who have not consented in writing and who,
if the action had been taken at a meeting, would have been entitled to notice of the meeting if the
record date for such meeting had been the date that written consents signed by a sufficient
number of the holders to take the action were delivered to the Corporation.]

ARTICLE III

DIRECTORS

1., Number. The exact number of directors of the Corporation shall be fixed
by the Certificate of Incorporation. At least [®] of the directors must be “Independent”, within
the meaning of the rules, regulations and policies of any stock exchange or interdealer quuotation
system on which the Common Stock is then listed or quoted, or if the Common Stock is not then
listed or quoted, within the meaning of the rules, regulations and policies of the NASDAQ Stock
Market (or its successor organization), whether or not such rules, regulations and policies apply
at any time to the Corporation, and one of whom shall'be the current Chief Executive Officer of
the Corporation. No decrease in the number of directors shall change the term of any director in
office at the time thereof. The directors shall be elected at the annual meeting of stockholders in
accordance with the procedures set forth in the Certificate of Incorporation, except as provided in
Section 2 of this Article, and each director shall hold office until his successor is elected and
qualified or until his earlier resignation or removal.

2. Vacancies. Subject to the requirement that the Board of Directors must at
all times include at least [of] Independent directors, in case of a vacancy on the Board of
Directors resulting from death, incapacity, resignation, retirement or other cause or a vacancy
resulting from newly created directorships, such vacancy shall be filled in accordance with the
procedures set forth in the Certificate of Incorporation.’ A nominating committee comprised of
the Chief Executive Officer and one Independent director shall nominate and elect, by
affirmative vote of each member of such committee, the same or a different person satisfying the
requirements for an Independent director upon the expiration of an Independent director’s term,
or upon the death, incapacity, resignation, retirement or removal or disqualification of an
Independent director, which nominee shall serve as a director until the next vote of the
stockholders entitled to vote with respect to the election of such person. If the Independent
director serving on such committee dies or is incapacitated, resigns or is removed or ceases to be
independent, another Independent director chosen by the Board of Directors shall serve on the
nominating committee for such purpose.
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3. Resignation/Removal. No resignation or removal of an Independent
member of the Board of Directors, and no appointment of a successor Independent member of
the Board of Directors, shall be effective until the successor Independent member of the Board of
Directors shall have accepted his or her appointment by a written instrument. Subject to the
immediately preceding sentence, any Director may resign at any time by giving written notice to
the Board of Directors or the Secretary. Such resignation shall take effect at the date of receipt
of such notice or at any later time specified therein. Acceptance of such resignation shall not be
necessary to make it effective. Any director or the entire Board of Directors may be removed,
with or without cause, at any time by the holders of a majority of the shares then entitled to vote
at an election of directors, and, subject to the requirement that the Board of Directors must at all
times include at least [®] Independent directors, the vacancy in the Board of Directors caused by
such removal shall be filled in accordance with the procedures set forth in the Certificate of
Incorporation. Directors need not be stockholders.

4. Powers. The Board of Directors shall exercise all of the powers of the
Corporation except such as are by law, or by the Certificate of Incorporation of this Corporation
or by these Bylaws conferred upon or reserved to the stockholders of any class or classes.

5.,  Annual Meetings. The Board of Directors shall meet each year
immediately following the annual meeting of stockholders, at the place where such meeting of
stockholders has been held, or at such other place as shall be fixed by the person presiding over
the meeting of the stockholders, for the purpose of election of officers and consideration of such
other business as the Board of Directors considers relevant to the management of the
Corporation.

6. Regular Meetings. Regular meetings of the Board of Directors shall be
held on such dates and at such times and places, within or without the State of Delaware, as shall
from time to time be determined by the Board of Directors. In the absence of any such
determination, such meetings shall be held at such times and places, within or without the State
of Delaware, as shall be designated by the Chairman of the Board on not less than twenty-four
hours notice to each Director, given verbally or in writing either personally, by telephone
(including by message or recording device), by facsimile transmission, by telegram or by telex or
on not less than three (3) calendar days’ notice to each Director given by mail.

7. Special Meetings. Special meetings of the Board of Directors shall be
held at the call of the Chairman of the Board at such times and places, within or without the State
of Delaware, as he or she shall designate, on not less than twenty-four hours notice to each
Director, given verbally or in writing either personally, by telephone (including by message or
recording device), by facsimile transmission, by telegram or by telex or on not less than three (3)
calendar days’ notice to each Director given by mail. Special meetings shall be called by the
Secretary on like notice at the written request of a majority of the Directors then in office.

8. Quorum and Powers of a Majority. At all meetings of the Board of
Directors and of each committee thereof, a majority of the total number of Directors shall be
necessary and sufficient to constitute a quorum for the transaction of business, and the act of a
majority of the members present at any meeting at which a quorum is present shall be the act of
the Board of Directors or such committee, unless by express provision of law, of the Certificate
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of Incorporation or of these Bylaws, a different vote is required, in which case such express
provision shall govern and control. In the absence of a quorum, a majority of the members
present at any meéting may, without notice other than announcement at the meeting, adjourn
such meeting from time to time until a quorum is present.

9. Waiver of Notice. Notice of any meeting of the Board of Directors, or any
committee thereof, need not be given to any member if waived by him or her in writing, whether
before or after such meeting is held, or if he or she shall sign the minutes or attend the meeting,
except that if such Director attends a meeting for the express purpose of objecting at the
beginning of the meeting to the transaction of any business because the meeting is not lawfully
called or convened, then such Director shall not be deemed to have waived notice of such
meeting.

10.| Manner of Acting.

(@) Members of the Board of Directors, or any committee thereof, may
participate in any meeting of the Board of Directors or such committee by means of conference
telephone or similar communications equipment by means of which all persons participating
therein can hear each other, and participation in a meeting by such means shall constitute
presence in person at such meeting.

(b) Any action required or permitted to be taken at any meeting of the
Board of Directors or any committee thereof may be taken without a meeting if all members of
the Board of Directors or such committee, as the case may be, consent thereto in writing, and the
writings are filed with the minutes of proceedings of the Board of Directors or such committee.

11.  Committees. The Board of Directors or any committee thereof may
designate one or more committees, each committee to consist of one or more Directors, which to
the extent provided in said resolution or resolutions, but subject to any provision of the
Certificate of Incorporation or these Bylaws requiring approval by a unanimous vote of the
Board of Directors, shall have and may exercise the powers and authority of the Board of
Directors in the management of the business and affairs of the Corporation; provided, however,
that no such committee shall have the power or authority in reference to the following matters:
(i) approving or adopting, or recommending to the stockholders, any action or matter expressly
required by the General Corporation Law of the State of Delaware to be submitted to
stockholders for approval or (ii) adopting, amending, or repealing any Bylaw of the Corporation.
The Board of Directors may designate one or more directors as alternate members of any
committee, who may replace any absent or disqualified member of the committee. In the
absence or disqualification of a member of a committee, the member or members present at any
meeting of such committee and not disqualified from voting, whether or not such member or
members constitute a quorum, may unanimously appoint another member of the Board of
Directors to act at the meeting in place of such absent or disqualified director; provided,
however, that an absent or disqualified Independent Director may be replaced only by another
Independent Director. ;
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12. Committee Procedure, Limitations of Committee Powers.

(a) Except as otherwise provided by these Bylaws, each committee
shall adopt its own rules governing the time, place and method of holding its meetings and the
conduct of its proceedings and shall meet as provided by such rules or by resolution of the Board
of Directors. Unless otherwise provided by these Bylaws or any such rules or resolutions, notice
of the time and place of each meeting of a committee shall be given to each member of such
committee as provided in Section 6 of Article III of these Bylaws with respect to notices of
special meetings of the Board of Directors.

(b)  Each committee shall keep regular minutes of its proceedings and
report the same to the Board of Directors when required.

(©) Any member of any committee may be removed from such
committee either with or without cause, at any time, by the Board of Directors at any meeting
thereof. Any vacancy in any committee shall be filled by the Board of Directors in the manner
prescribed by the Certificate of Incorporation or these Bylaws for the original appointment of the
members of such committee.

13. Compensation.

(a) The Board of Directors, by a resolution or resolutions, may fix, and
from time to time change, the compensation of Directors.

(b)  Each Director shall be entitled to reimbursement from the
Corporation for his or her reasonable expenses incurred with respect to duties as a member of the
Board of Directors or any committee thereof.

(c) Nothing contained in these Bylaws shall be construed to preclude
any Director from serving the Corporation in any other capacity and from receiving
compensation from the Corporation for service rendered to it in such other capacity.

. ARTICLE IV

OFFICERS

1. Number. The officers of the Corboration shall include a President, one or
more Vice Presidents (including one or more Executive Vice Presidents and one or more Senior
Vice Presidents if deemed appropriate by the Board of Directors), a Secretary, Treasurer and a
Controller. The Board of Directors also shall elect a Chairman of the Board and may elect a
Vice Chairman of the Board. The Board of Directors also may elect such other officers as the
Board of Directors may from time to time deem appropriate or necessary. Except for the Chief
Executive Officer, none of the officers of the Corporation need be a director of the Corporation.
Any two or more offices may be held by the same person to the extent permitted by the General
Corporation Law of the State of Delaware.

2. Election of Officers, Qualification and Term. The officers of the
Corporation shall be elected from time to time by the Board of Directors and, except as may
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otherwise be expressly provided in a contract of employment duly authorized by the'Board of
Directors, shall hold office at the pleasure of the Board of Directors.

3. Removal. Any officer elected by the Board of Directors may be removed,
either with or without cause, by the Board of Directors at any meeting thereof, or to the extent
delegated to the Chairman of the Board, by the Chairman of the Board.

4. Resignations. Any officer of the Corporation may resign at any time by
giving written notice to the Board of Directors or to the Chairman of the Board. Such
resignation shall take effect at the date of the receipt of such notice or at any later time specified
therein and, unless otherwise specified therein, the acceptance of such resignation shall not be
necessary to make it effective.

5. Compensation. The compensation of all officers of the Corporation shall
be fixed by the Board of Directors from time to time, and no officer shall be prevented from
receiving such compensation by reason of the fact that he also is a Director of the Corporation.

6. The Chairman of the Board. The Chairman of the Board shall have the
powers and duties customarily and usually associated with the office of the Chairman of the
Board. The Chairman of the Board shall preside at meetings of the stockholders and of the
Board of Directors.

7. Vice Chairman of the Board. The Vice Chairman of the Board shall have
the powers and duties customarily and usually associated with the office of the Vice Chairman of
the Board. ‘

8. Chief Executive Officer. The President shall be the chief executive officer
of the Corporation, shall have, subject to the supervision, direction and control of the Board of
Directors, the general powers and duties of supervision, direction and management of the affairs
and business of the Corporation usually vested in the chief executive officer of the Corporation,
including, without limitation, all powers necessary to direct and control the organizational and
reporting relationships within the Corporation. If at any time the office of the Chairman of the
Board and the Vice Chairman of the Board shall not be filled, or in the event of the temporary
absence or disability of the Chairman of the Board and the Vice Chairman of the Board, the
President shall have the powers and duties of the Chairman of the Board.

9. The Vice Présidents. Each Vice President shall have such powers and
perform such duties as may from time to time be assigned to him or her by the Board of
Directors or the President.

10. The Secretary and the Assistant Secretary.

(a) The Secretary shall attend meetings of the Board of Directors and
meetings of the stockholders and record all votes and minutes of all such proceedings in a book
kept for such purpose. He or she shall have all such further powers and duties as generally are
incident to the position of Secretary or as may from time to time be assigned to him or her by the
Board of Directors or the President.
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(b)  Each Assistant Secretary shall have such powers and perform such
duties as may from time to time be assigned to him or her by the Board of Directors, the
President or the Secretary. In case of the absence or disability of the Secretary, the Assistant
Secretary designated by the President (or, in the absence of such designation, by the Secretary)
shall perform the duties and exercise the powers of the Secretary.

11. The Treasurer and the Assistant Treasurer.

(a) The Treasurer shall have custody of the Corporation’s funds and
securities and shall keep full and accurate accounts of receipts and disbursements in books
belonging to the Corporation and shall deposit or cause to be deposited moneys or other valuable
effects in the name and to the credit of the Corporation in such depositories as may be designated
by the Board of Directors. The Treasurer also shall maintain adequate records of all assets,
liabilities and transactions of the Corporation and shall see that adequate audits thereof are
currently and regularly made. The Treasurer shall have such other powers and perform such
other duties that generally are incident to the position of the Treasurer or as may from time to
time be assigned to him or her by the Board of Directors or the President.

. (b)  Each Assistant Treasurer shall have such powers and perform such
duties as may from time to time be assigned to him or her by the Board of Directors, the
President or the Treasurer. In case of the absence or disability of the Treasurer, the Assistant
Treasurer designated by the President (or, in the absence of such designation, by the Treasurer)
shall perform the duties and exercise the powers of the Treasurer.

12. Controller. The Controller shall be responsible for maintaining the
accounting records and statements, and shall properly account for all monies and obligations due
the Corporation and all properties, assets, and liabilities of the Corporation. The Controller shall
render to the Chairman of the Board or the President such periodic reports covering the results of
operations of the Corporation as may be required by either of them or by law.

ARTICLE V

! | STOCK

1. Certificates. Certificates for shares of stock of the Corporation shall be
issued under the seal of the Corporation, or a facsimile thereof, and shall be numbered and shall
be entered in the books of the Corporation as they are issued. Each certificate shall bear a serial
number, shall exhibit the holder’s name and the number of shares evidenced thereby, and shall
be signed by the Chairman of the Board or a Vice Chairman, if any, or the President or any Vice
President, and by the Secretary or an Assistant Secretary or the Treasurer or an Assistant
Treasurer. Any or all of the signatures on the certificate may be a facsimile. In case any officer,
transfer agent or registrar who has signed or whose facsimile signature has been placed upon a
certificate shall have ceased to be such officer, transfer agent or registrar before such certificate
is issued, it may be issued by the Corporation with the same effect as if such person or entity
were such officer, transfer agent or registrar at the date of issue.
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2. Transfers. Transfers of stock of the Corporation shall be made on the
books of the Corporation only upon surrender to the Corporation of a certificate (if any) for the
shares duly endorsed or accompanied by proper evidence of succession, assignment or authority
to transfer, provided such succession, assignment or transfer is not prohibited by the Certificate
of Incorporation, these Bylaws, applicable law or contract. Thereupon, the Corporation shall
issue a new certificate (if requested) to the person entitled thereto, cancel the old certificate (if
any) and record the transaction upon its books.

3. Lost, Stolen or Destroyed Certificates. Any person claiming a certificate
of stock to be lost, stolen or destroyed shall make an affidavit or an affirmation of that fact, and
shall give the Corporation a bond of indemnity in satisfactory form and with one or more
satisfactory sureties, whereupon a new certificate (if requested) may be issued of the same tenor
and for the same number of shares as the one alleged to be lost, stolen or destroyed.

4. Registered Stockholders. The Corporation shall be entitled to recognize
the exclusive right of a person registered on its books as the owner of shares as the person
entitled to exercise the rights of a stockholder and shall not be bound to recognize any equitable
or other claim to or interest in any such shares on the part of any other person, whether or not it
shall have express or other notice thereof, except as otherwise expressly provided by the General
Corporation Law of the State of Delaware.

5. Additional Powers of the Board.

(a) In addition to those powers set forth in Section 2 of Article III, the
Board of Directors shall have power and authority to make all such rules and regulations as it
shall deem expedient concerning the issue, transfer and registration of certificates for shares of
stock of the Corporation, including the use of uncertificated shares of stock subject to the
provisions of the General Corporation Law of the State of Delaware.

(b) The Board of Directors may appoint and remove transfer agents
and registrars of transfers, and may require all stock certificates to bear the signature of any such
transfer agent and/or any such registrar of transfers.

i

ARTICLE VI

" . INDEMNIFICATION’

The Corporation shall indemnify any and all of its directors or officers, including
former directors or officers of the Corporation, and any employee or agent who shall serve at the
request of the Corporation as a director, officer, employee or agent of another corporation or of a
partnership, joint venture, trust or other enterprise, to the fullest extent permitted under and in
accordance with the laws of the State of Delaware and the Certificate of Incorporation.

ARTICLE VII

MISCELLANEOUS

1. Place and Inspection of Books.

-9-
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(a) The books of the Corporation other than such books as are required
by law to be kept within the State of Delaware shall be kept in such place or places either within
or without the State of Delaware as the Board of Directors may from time to time determine.

(b)  Atleast ten days before each meeting of stockholders, the officer
in charge of the stock ledger of the Corporation shall prepare a complete list of the stockholders
entitled to vote at the meeting, arranged in alphabetical order and showing the address of each
stockholder and the number of shares registered in the name of each stockholder. Such list shall
be open to the examination of any stockholder, for any purpose germane to the meeting, during
ordinary business hours, for a period of at least ten days prior to the meeting, either at a place
within the city were the meeting is to be held, which place shall be specified in the notice of the
meeting, or, if not specified, at the place where the meeting is to be held. The list also shall be
produced and kept at the time and place of the meeting during the whole time thereof, and may
be inspected by any stockholder who is present.

(c) The Board of Directors shall determine from time to time whether
and, if allowed, when and under what conditions and regulations the accounts and books of the
Corporation (except such as may be by law specifically open to inspection or as otherwise
provided by these Bylaws) or any of them shall be open to the inspection of the stockholders and
the stockholders’ rights in respect thereof.

2. Voting Shares in Other Corporations. The President or any other officer
of the Corporation designated by the Board of Directors may vote any and all shares held by the
Corporation in any other corporation.

3. Fiscal Year. The fiscal year of the Corporation shall be such fiscal year as
the Board of Directors from time to time by resolution shall determine.

4. Gender/Number. As used in these Bylaws, the masculine, feminine or
neuter gender, and the singular and plural number, shall each include the other whenever the
context so indicates.

5. Paragraph Titles. The titles of the paragraphs have been inserted as a
matter of reference only and shall not control or affect the meaning or construction of any of the
terms and provisions hereof.

6. Certificate of Incorporation. Notwithstanding anything to the contrary
contained herein, if any provision contained in these Bylaws is inconsistent with or conflicts with
a provision of the Certificate of Incorporation, such provision of these Bylaws shall be
superseded by the inconsistent provision in the Certificate of Incorporation to the extent
necessary to give effect to such provision in the Certificate of Incorporation.

ARTICLE VIII

AMENDMENTS

1. Amendment by Stockholders. Subject to any applicable provision of the
Certificate of Incorporation, the Bylaws may be amended by the stockholders at any annual or

-10-
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special meeting of stockholders, provided that notice of intention to amend shall have been
contained in the ndtice of the meeting.

2. Amendment by a Majority of Directors. Subject to any applicable
provision of the Certificate of Incorporation, the Board of Directors by a majority vote of the
whole board at any meeting may amend these Bylaws, including Bylaws adopted by the
stockholders, provided that the stockholders may from time to time specify particular provisions
of the Bylaws which shall not be amended by the Board of Directors.

ARTICLE IX

NOTICE OF STOCKHOLDER BUSINESS AND NOMINATIONS

1. Annual Meetings of Stockholders.

(a) Nominations of persons for election to the Board of Directors of
the Corporation and the proposal of business to be considered by the stockholders may be made at an
annual meeting of stockholders (i) pursuant to the Corporation's notice of meeting delivered
pursuant to Article I of these Bylaws, (ii) by or at the direction of the Board of Directors or (iii) by any
stockholder of the Corporation who is entitled to vote at the meeting, who has complied with the notice
procedures set forth in clauses (b) and (c) of this Section 1 and the other requirements of this Article IX
and who was a stockholder of record at the time such notice was delivered to the secretary of the
Corporation.

(b)  For nominations or other business to be properly brought before an
annual meeting by a stockholder pursuant to clause (iii) of Section 1(a) of this Article IX, the
stockholder must have given timely notice thereof in writing to the secretary of the Corporation. To
be timely, a stockholder's notice shall be delivered to the secretary at the principal executive offices of
the Corporation not less than sixty days nor more than ninety days prior to the first anniversary of the
preceding year's annual meeting; provided, however, that for the first annual meeting after the date of
the adoption of these Bylaws, a stockholder’s notice shall be delivered to the secretary at the principal
executive offices of the Corporation not less than 10 days after receipt of notice of such annual
meeting; provided, further, that in the event that the date of the annual meeting is advanced by more
than thirty days or delayed by more than sixty days from such anniversary date, notice by the
stockholder to be timely must be so delivered not earlier than the ninetieth day prior to such annual
meeting and not later than the close of business on the later of the sixtieth day prior to such annual
meeting or the tenth day following the day on which public announcement of the date of such meeting
is first made. Such stockholder's notice shall set forth (i) as to each person whom the stockholder
proposes to nominate for election or reelection as a director all information relating to such person that is
required to be disclosed in solicitations of proxies for election of directors, or is otherwise required, in
each case pursuant to Regulation 14A under the Securities Exchange Act of 1934 (the “Exchange Act™)
(including such person's written consent to being named in the proxy statement as a nominee and
to serving as a director if elected), or any successor rule or regulation; (ii) as to any other business that
the stockholder proposes to bring before the meeting, a brief description of the business desired
to be brought before the meeting, the reasons for conducting such business at the meeting and
any material interest in such business of such stockholder and the beneficial owner, if any, on whose
behalf the proposal is made; and (iii) as to the stockholder giving the notice and the beneficial owner, if

-11-
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any, on whose behalf the nomination or proposal is made (a) the name and address of such stockholder,
as they appear on ttie Corporation's books, and of such beneficial owner and (b) the class and number of
shares of the Corpdration which are owned beneficially and of record by such stockholder and such
beneficial owner.

(©) Notwithstanding anything in the second sentence of Section 1(b) of
this Article IX to the contrary, in the event that the number of directors to be elected to the Board of
Directors of the Corporation is increased and there is no public announcement naming all of the
nominees for director or specifying the size of the increased Board of Directors made by the Corporation
at least seventy days prior to the first anniversary of the preceding year's annual meeting, a stockholder's
notice required by this Article IX shall also be considered timely, but only with respect to nominees for
any new positions created by such increase, if it shall be delivered to the secretary at the principal
executive offices of the Corporation not later than the close of business on the tenth day following the
day on which such public announcement is first made by the Corporation.

2. Special Meetings of Stockholders. Only such business shall be conducted
at a special meeting of stockholders as shall have been brought before the meeting pursuant to the
Corporation's notice of meeting pursuant to Article II of these Bylaws. Nominations of persons for
election to the Board of Directors may be made at a special meeting of stockholders at which directors
are to be elected pursuant to the Corporation's notice of meeting (a) by or at the direction of the Board
of Directors or (b) by any stockholder of the Corporation who is entitled to vote at the meeting,
who has complied with the notice procedures set forth in this Article IX and who was a stockholder of
record at the time such notice was delivered to the secretary of the Corporation. Nomination by
stockholders of persons for election to the Board of Directors may be made at such a special meeting
of stockholders if the stockholder's notice required by Section 1(b) of this Article IX shall have been
delivered to the secretary at the principal executive offices of the Corporation not earlier than the
ninetieth day prior to such special meeting and not later than the close of business on the later of the
sixtieth day prior to such special meeting or the tenth day following the day on which public
announcement is first made of the date of the special meeting.

3. General.

(@ ' Only persons who are nominated in accordance with the
procedures set forth in this Article IX shall be eligible to serve as directors and only such
business shall be conducted at a meeting of stockholders as shall have been brought before the
meeting in accordance with the procedures set forth in this Article IX. Except as otherwise
provided by law, the certificate of incorporation or these Bylaws, the chairman of the meeting
shall have the power and duty to determine whether a nomination or any business proposed to be
brought before the meeting was made in accordance with the procedures set forth in this Article
IX and, if any proposed nomination or business is not in compliance with this Article IX, to
declare that such defective proposal or nomination shall be disregarded.

b For purposes of this by-law, “public announcement” shall mean
disclosure in a press release reported by the Dow Jones News Service, Associated Press or
comparable national news service or in a document publicly filed by the Corporation with the
Securities and Exchange Commission pursuant to Section 13, 14 or 15(d) of the Exchange Act.

-12-
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(c) Notwithstanding the foregoing provisions of this Article IX, a
stockholder shall also comply with all applicable requirements of the Exchange Act and the rules
and regulations thereunder with respect to the matters set forth in this Article IX. Nothing in this
Article IX shall be deemed to affect any rights of stockholders to request inclusion of proposals in the
Corporation's proxy statement pursuant to Rule 14a-8 under the Exchange Act.

-13-
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- LITIGATION TRUST AGREEMENT

This Litigation Trust Agreement, dated as of ® ,2004 (the “Litigation Trust Agreement”),
is made by and between National Energy & Gas Transmission, Inc. (“NEGT”) and [e], as
Litigation Trustee (in such capacity, the “Litigation Trustee”). Capitalized terms used herein and
not otherwise defined herein shall have the respective meanings ascribed to such terms in the
Plan.

RECITALS

WHEREAS, NEGT and certain subsidiaries of NEGT have filed a voluntary
petition for relief under Chapter 11 of the United States Bankruptcy Code, Case No. 03-30459
(PM) and 03-30461 (PM) through 03-30464 (PM) and 03-30686 (PM) through 03-30687 (PM)
(as jointly administered under Case No. 03-30459 (PM)), in the United States Bankruptcy Court
for the District of Maryland (Greenbelt Division);

WHEREAS, on or about e ,2004, the Bankruptcy Court entered an order (the
“Confirmation Order”) confirming NEGT’s [®] Amended Plan of Reorganization, dated e, 2004
(as such plan may hereafter be amended or otherwise modified, the “Plan”);

WHEREAS, a litigation trust is being created pursuant to this Litigation Trust
Agreement for the purpose of implementing certain provisions of the Plan, including Section
5.04 thereof, and such litigation trust is the Litigation Trust referred to in the Plan;

WHEREAS, pursuant to the Plan, the Litigation Trust Claims are hereby being assigned,
granted and transferred by NEGT to the Litigation Trust on behalf, and for the benefit, of the
holders of certain claims as set forth on Schedule 1.1 hereto (collectively, the “Beneficiaries™),
for distribution to the Beneficiaries in accordance with this Litigation Trust Agreement and the
Plan;

WHEREAS, NEGT has requested that the Litigation Trustee, and the Litigation Trustee
is willing to agree with NEGT to, enforce the Litigation Trust,Claims, if any, for the benefit of
the Beneficiaries, to prosecute, direct, settle or compromise the Litigation Trust Claims on behalf
of and for the benefit of the Beneficiaries and to hold the Litigation Trust Recoveries, if any, in
trust for the Beneficiaries and distribute the, Distributable Proceeds to the Beneficiaries, all on
and subject to the terms set forth herein; ‘

WHEREAS, NEGT has agreed to provide the Litigation Prosecution Fund for the sole
benefit of the Litigation Trust to be used by the L1t1gat10n Trustee to fund Litigation Trust Costs
on the terms provided herein;

WHEREAS, except for its obligations to provide funding pursuant to Section 5.02
hereof, NEGT shall have no other obligations to fund the Litigation Trust; and

WHEREAS, subject to the terms set forth herein, NEGT and each of the Beneficiaries
shall turn over or otherwise make available to the Litigation Trustee all books, records, and
claims registers reasonably required by the Litigation Trustee to investigate and prosecute
Litigation Trust Claims and administer the Litigation Trust and make payments, if any, to the
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Beneficiaries as provided herein and shall otherwise use commercially reasonable efforts, upon
request of the Litigation Trustee, to cooperate with the Litigation Trustee’s prosecution or
settlement of the Litigation Trust Claims as provided in this Litigation Trust Agreement;

DECLARATION OF TRUST

NOW, THEREFORE, in order to declare the terms and conditions hereof, and in
consideration of the Recitals, and of other good and valuable consideration, the receipt and
sufficiency of which are hereby acknowledged, and subject to the terms and conditions of the
Plan, the Confirmation Order and this Litigation Trust Agreement, NEGT has executed this
Litigation Trust Agreement and absolutely and irrevocably grants, assigns, transfers, conveys
and delivers to, and otherwise acknowledges that, the Litigation Trustee, and its successors and
assigns, succeed to, without representation, warranty or recourse, on behalf of and for the benefit
of the Beneficiaries, all right, title and interest of NEGT in and to any and all Litigation Trust
Claims and the proceeds therefrom;

TO HAVE AND TO HOLD unto the Litigation Trustee and its successors in the
Litigation Trust; and

THE LITIGATION TRUSTEE HEREBY ACCEPTS such rights and properties
assigned and transferred to it and the trust imposed upon it and agrees to retain and enforce the
Litigation Trust Claims for the benefit of the Beneficiaries and agrees to its appointment as
trustee hereunder for such purpose under section 1123(b)(3)(B) of the Bankruptcy Code and to
hold the Distributable Proceeds in trust for the Beneficiaries;

PROVIDED, HOWEVER, that upon termination of the Litigation Trust in accordance
with Section 4.01 hereof, this Litigation Trust Agreement shall cease, terminate and be of no
further force and effect and the then remaining Distributable Proceeds shall be distributed to the
Beneficiaries in accordance with their interests therein as provided in Section 5.04 hereof; and

IT IS HEREBY FURTHER COVENANTED AND DECLARED, that the Litigation
Trust Assets are to be held and applied by the Litigation Trustee solely for the benefit of the
Beneficiaries and for no other party, subject to the further covenants, conditions and terms
hereinafter set forth. ‘ ‘

ARTICLE 1
DEFINITIONS

1.01  Certain Terms Defined. Terms defined in the Plan, and not otherwise defined
herein, shall have the meanings ascribed to such terms in the Plan. For purposes of this
Litigation Trust Agreement, the following capitalized terms shall have the following meanings:

“Administrative Costs and Expenses” means the administrative costs and
expenses of the Litigation Trust, including, without limitation, (i) fees and expenses of
professionals and advisers retained by the Litigation Trustee on behalf of the Litigation Trust
(including attorneys, accountants and experts), (ii) fees and expenses of professionals and
advisers retained by the Oversight Board in the discharge of its duties hereunder or performance
of any actions contemplated hereby, (iii) taxes, bank charges, filing and registration fees,
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postage, telephone, facsimile, copying and messenger costs and secretarial and administrative
costs attendant to the maintenance of the Litigation Trust and the responsibilities of the
Litigation Trustee :hereunder, (iv) the fee of the Litigation Trustee, (v) the compensation and
reasonable out-of-pocket expenses of the Oversight Board and (vi) any indemnification costs and
expenses owing to any Indemnified Parties under Section 8.05 hereof, but excluding any
Indemnification Costs.

“Avoidance Action” means an action pursuant to section 544, 545, 547, 548, 549,
550 or 553 of the Bankruptcy Code brought by or on behalf of NEGT.

“Beneficial Interests” has the meaning set forth in Section 3.01(a) hereof.

“Beneficiaries” has the meaning set forth in the Recitals hereto.

“Beneficiary Allocation Records” has the meaning set forth in Section 5.04

hereof.

“Beneficiary List” has the meaning set forth in Section 13.03 hereof.

“Confirmation Order” has the meaning set forth in the Recitals hereto.

“Distributable Proceeds” means all Litigation Trust Recoveries and any
investment income or interest earned on Litigation Trust Assets, net of all Litigation Trust Costs
to the extent not deducted in calculating Litigation Trust Recoveries.

“Indemnification Costs” has the meanirig set forth in Section 5.03 hereof.

“Indemnified Parties” has the meaning set forth in Section 8.05 hereof.

“Litigation Prosecution Fund” has the meaning set forth in Section 5.02 hereof.

“Litigation Trust” means the litigation trust and any constructive trusts relating
thereto established pursuant to: (a) Regulation 301.7701-4(d) of the Regulations of the United
States Department of the Treasury, and (b) Internal Revenue Procedure 94-45, as a grantor trust,
subject to the provisions of Subchapter J and Subpart E of the Internal Revenue Code of 1986 (as
amended), owned by the Beneficiaries as grantors, and established in accordance with Section
5.04 of the Plan and on and subject to the terms set forth in this Litigation Trust Agreement.

“Litigation Trust Agreement” means this Litigation Trust Agreement.

“Litigation Trust Assets” means the Litigation Trust Clairhs the Distributable
Proceeds and all other property held from time to time by the Litigation Trustee under this
Litigation Trust Agreement and any earnings thereon.

“Litigation Trust Claims ” means the Parent Litigation Claims and the Avoidance

Actions.

“Litigation Trust Costs” has the meaning set forth in Section 5.01(b) hereof.
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“Litigation Trust Recoveries” means any and all proceeds received by NEGT
prior to the Effective Date or by the Litigation Trust after the Effective Date from: (a) the
prosecution, and dollection of, a final judgment of a Litigation Trust Claim against any Person;
or (b) the settlement or other compromise of a Litigation Trust Claim against any Person; or (¢)
any cash funded into the Litigation Trust and not used by the Litigation Trustee in connection
with the Litigation Trust.

13

Litigation Trust Termination Date” has the meaning set forth in Section 4.01
hereof.

“Litigation Trustee” has the meaning set forth in the Preamble hereof.

“NEGT” has the meaning set forth in the Preamble hereof.

“Oversight Board” has the meaning set forth in Section 7.02 hereof.

“Parent Litigation Claims ” means any and all claims or causes of action of NEGT
against PG&E Corporation and/or officers, directors and agents of PG&E Corporation (acting in
such capacity and, as applicable, acting in their capacity as officers, directors, and agents of
NEGT), whether or not known, contingent, liquidated or matured, including, without limitation,
any and all claims of NEGT or its estate arising in or related to Adversary Proceeding No. 03-
1249 PM, filed in the Bankruptcy Court.

“Plan” has the meaning set forth in the Recitals hereto.

1.02  Meanings of Other Terms. Except where the context otherwise requires, words
importing the masculine gender include the feminine and the neuter, if appropriate, words
importing the singular number shall include the plural number and vice versa. All references
herein to Articles, Sections and other subdivisions, unless referring specifically to the Plan or
provisions of the Bankruptcy Code, Bankruptcy Rules or other law, statute or regulation, refer to
the corresponding Articles, Sections and other subdivisions of this Litigation Trust Agreement,
and the words “herein,” “hereof” and “hereunder” and words of similar import refer to this
Litigation Trust Agreement as a whole and not to any particular Article, Section or subdivision
of this Litigation Trust Agreement.

 ARTICLEN
LITIGATION TRUSTEE’S ACCEPTANCE

2.01 Acceptance. The Litigation Trustee accepts the Litigation Trust created by this
Litigation Trust Agreement and the transfer and assignment of the Litigation Trust Claims, on
behalf of and for the benefit of the Beneficiaries, and agrees to observe and perform the trust,
upon and subject to the terms and conditions set forth herein and in the Plan.

2.02  Purpose of Litigation Trust. The purpose of the Litigation Trust is to implement
Section 5.04 of the Plan by providing for the vesting in the Litigation Trustee of the ownership of
and the responsibility for the protection and conservation of the Litigation Trust Assets on behalf
of and for the benefit of the Beneficiaries. Such responsibility shall be limited to the initiation,
retention, enforcement and settlement of any Litigation Trust Claims by the Litigation Trustee on
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behalf of and for the benefit of the Beneficiaries, the collection of the Litigation Trust
Recoveries, the temporary investment of Distributable Proceeds and other Litigation Trust
moneys as provided in Section 7.05 hereof, the payment of Litigation Trust Costs, the making of
any other payments provided to be made from the Litigation Trust as set forth in the Plan and
this Litigation Trust Agreement and the distribution of Distributable Proceeds to the
Beneficiaries in accordance with the provisions of the Plan and this Litigation Trust Agreement,
in each case including the powers with respect thereto set forth in Article VII hereof.

2.03  Incidents of Ownership. The Beneficiaries shall be the sole beneficiaries of the
Litigation Trust, and the Litigation Trustee shall retain only such incidents of ownership as are
necessary to undertake the actions and transactions authorized herein on behalf of the
Beneficiaries.

ARTICLE III
BENEFICIARIES

3.01 Beneficial Interests. (a) The beneficial interests (the “Beneficial Interests™) in the
Litigation Trust will be beneficially owned by the Beneficiaries.

(b)’ The Beneficial Interests of the Beneficiaries in the Litigation Trust Assets
will not be represented by any certificates and may not be transferred or assigned except by will,
the laws of intestacy or by other operation of law. Such Beneficial Interests will be evidenced
only by this Litigation Trust Agreement. The Beneficiaries will have no voting rights with
respect to their beneficial interests or the management of the Litigation Trust Assets or otherwise
under this Litigation Trust Agreement except as explicitly provided herein. The Beneficiaries
shall not have legal title to any part of the Litigation Trust Assets. The Beneficiaries’ sole right
hereunder shall be the contingent right to receive shares of the Litigation Trust Assets which may
be payable to them as provided in Section 5.04 hereof.

3.02 Rights of Beneficiaries. Each Beneficiary shall be entitled to participation in the
rights and benefits due to a Beneficiary hereunder according to its Beneficial Interest. Each
Beneficiary shall take and hold the same subject to all the terms and provisions of this Litigation
Trust Agreement. The interest of a Beneficiary is hereby declared and shall be in all respects
personal property. Upon the death of an individual who is a Beneficiary, his interest shall pass
as personal property to his legal representative and such death shall in no way terminate or affect
the validity of this Litigation Trust Agreement. Upon the merger, consolidation or other similar
transaction involving a Beneficiary that is not an individual, such Beneficiary’s interest shall be
transferred by operation of law and such transaction shall in no way terminate or affect the
validity of this Litigation Trust Agreement. Except as expressly provided hereunder, a
Beneficiary shall have no title to, right to, possession of, management of or control of the
Litigation Trust. No widower, widow, heir or devisee of any individual who may be a
Beneficiary and no bankruptcy trustee, receiver or similar person of any Beneficiary shall have
any right, statutory or otherwise (including any right of dower, homestead or inheritance, or of
partition, as applicable), in any property forming a part of the Litigation Trust, but the whole title
to all the Litigation Trust’s assets shall be vested in the Litigation Trustee and the sole interest of
the Beneficiaries shall be the rights and benefits given to such persons under this Litigation Trust
Agreement and the Plan. ‘
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ARTICLE IV
DURATION AND TERMINATION OF LITIGATION TRUST

4.01 Duration. The existence of the Litigation Trust shall terminate five (5) years after
the date hereof (the “Litigation Trust Termination Date”); provided, however, that the Litigation
Trustee may extend the term of the Litigation Trust, provided that the Litigation Trustee receives
Oversight Board approval and Bankruptcy Court approval of such extension for good cause
within six (6) months from the beginning of the extended term. Notwithstanding anything to the
contrary in this Litigation Trust Agreement, in no event shall the Litigation Trustee unduly
prolong the duration of the Litigation Trust, and the Litigation Trustee shall at all times endeavor
to prosecute, direct, settle or compromise expeditiously the Litigation Trust Claims, so as to
distribute the Distributable Proceeds to the Beneficiaries and terminate the Litigation Trust as
soon as practicable in accordance with this Litigation Trust Agreement. Upon the termination of
the existence of the Litigation Trust, any Litigation Trust Claim which has not been prosecuted,
settled, compromised or adjudicated by the Litigation Trustee will be extinguished, and no
Beneficiary shall have any rights or interest therein.

4.02  No Termination by Beneficiaries. The Litigation Trust may not be terminated by
the Beneficiaries.

4.03  Continuance of Litigation Trust for Winding Up. (a) After the termination of the
Litigation Trust as provided in Section 4.01 and solely for the purpose of liquidating and winding
up the affairs of the Litigation Trust, the Litigation Trustee shall continue to act as such until its
duties have been fully performed. The Litigation Trustee shall, upon the termination of the
Litigation Trust, distribute all Distributable Proceeds as provided in Section 5.04 hereof.

(b)  Upon the distribution of the Distributable Proceeds, the Litigation Trustee
shall retain the books, records and files which shall have been delivered to or created by the
Litigation Trustee. At any time after two (2) years from the Litigation Trust Termination Date
the Litigation Trustee may give written notice to NEGT that it intends to destroy the books,
records and files of the Litigation Trust. If, within twenty (20) days thereafter, NEGT advises
the Litigation Trustee in wr1t1ng that it elects to take custody of such books, records and files
and undertakes to pay the costs and expenses of transfer, then the Litigation Trustee shall transfer
the records to NEGT as directed by NEGT. If NEGT does not make a timely election to take
custody of such books, records and files as provided in the preceding sentence, then the
Litigation Trustee may destroy such books, records and files (unless such records and documents
are necessary to fulfill the Litigation Trustee’s obligations pursuant to Section 13.01 hereof).
Except as otherwise specifically provided herein, upon the distribution of all Distributable
Proceeds, the Litigation Trustee shall be deemed discharged and have no further duties or
obligations hereunder except to account to the Beneficiaries as provided in Section 13.01 hereof
and as may be imposed on the Litigation Trustee by virtue of Section 13.01 and Article VI
hereof.
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ARTICLE V
LITIGATION:COSTS; LITIGATION PROSECUTION FUND; INDEMNIFICATION
COSTS; DISTRIBUTIONS; ADMINISTRATION OF TRUST ESTATE

5.01 Payment of Costs, Expenses and Liabilities. (a) The Litigation Trustee shall pay
from the Litigation Trust Assets all costs, expenses, charges, liabilities and obligations of the
Litigation Trust as contemplated by this Litigation Trust Agreement and as required by law,
including without limitation Administrative Costs and Expenses and Indemnification Costs.

(b) The costs and expenses of the Litigation Trust will be paid out of the
Litigation Trust Assets in the following order of priority:

(i) First, to the Litigation Trustee in payment of the Administrative
Costs and Expenses;

(i)  Second, subject to the subordination described in Section 5.03(a)
hereof, to the payment of Indemnification Costs;

(iii)  Third, to the payment of any other costs, expenses, charges,
liabilities and obligations of the Litigation Trust; and

(iv)  Fourth, in the discretion of the Litigation Trustee, to the
establishment of reasonable reserves for the payment of future Administrative Costs and
Expenses and Indemnification Costs.

The amounts described in clauses (i) through (iv) aboy'e are hereinafter referred to as the
“Litigation Trust Costs.”

5.02 Litigation Prosecution Fund. NEGT shall make a contribution to the Litigation
Trust to pay Litigation Trust Costs in an amount of [e] Million Dollars ($e) to be paid in Cash
on the date hereof (the “Litigation Prosecution Fund”).

5.03  Indemnification Costs. (a) The Litigation Trust agrees to indemnify and hold
harmless the Indemnified Parties from and against any and all liability (including fees and
expenses of counsel and other professionals (other than any costs of internal personnel), amounts
paid in judgment, penalty or otherwise (“Indemnification Costs™) with respect to claims-over on
whatsoever theory (whether by way of third- or subsequent party complaint, cross-claim,
separate action or otherwise) by any person or entity to recover in whole or in part any liability,
direct or indirect, whether by way of judgment, penalty or otherwise, of any Person in connection
with, arising out of or which is in any way related to any Litigation Trust Claim. The Litigation
Trust’s indemnity obligation under this Section 5.03 shall be subordinate to its obligation, to (i)
pay, or make funds available for the payment of, Administrative Costs and Expenses and (ii) pay
obligations pursuant to Section 8.05. For avoidance of doubt, nothing herein is intended to
impose upon the Litigation Trust any indemnification obligation w1th respect to claims that are
not Litigation Trust Claims.

(b)  Promptly after receipt by an Indemnified Party of notice of the
commencement of any action referred to in Section 5.03(a), such Indemnified Party will give
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written notice to the Litigation Trustee thereof, but the omission so to notify the Litigation
Trustee will not rélieve the Litigation Trust from any liability which it may have to any
Indemnified Party otherwise than pursuant to the provisions of this Section 5.03 except to the
extent the Litigation Trust is materially prejudiced thereby. The Litigation Trust shall have no
liability for any cost or expense incurred by such Indemnified Party prior to the notification to
the Litigation Trustee of such action. In case any such action is brought against an Indemnified
Party, and it notifies the Litigation Trustee of the commencement thereof, the Litigation Trustee
will be entitled to participate in, and to the extent that it may wish, to assume the defense thereof,
with counsel reasonably satisfactory to the Litigation Trustee, and after notice from the
Litigation Trustee to such Indemnified Party, the Litigation Trust shall not, except as hereinafter
provided, be responsible for any legal or other expenses subsequently incurred by the
Indemnified Party in connection with the defense thereof. If separate counsel is required as to
any such claim-over, the Litigation Trust shall pay for the reasonable fees and expenses of
competent counsel selected by the Indemnified Party, subject to the approval of the Litigation
Trustee which will not be unreasonably withheld or delayed. No settlement of any such claim-
over shall require any financial contribution on the part of any Indemnified Party. The Litigation
Trust shall not be liable for any settlement of any such action or proceeding effected without its
written consent, but if settled with its written consent, or if there be a final judgment for the
plaintiff in any such action or proceeding, the Litigation Trust agrees to indemnify and hold
harmless such Indemnified Party from and against any loss or liability by reason of such
settlement or judgment.

5.04  Distribution of Distributable Proceeds. Subject to Section 5.05 hereof, following
the resolution of all or a portion of any of the Litigation Trust Claims, whether by interim or final
award or arbitrator's decision, settlement, judgment, aécounting or order (in each case, which is
not subject to appeal or review by any tribunal or court), resulting in the collection of Litigation
Trust Recoveries, and provided that (x) the Litigation Trustee has paid or provided for all
Litigation Trust Costs incurred to date and (y) the Litigation Trust, after consultation with the
Oversight Board, has established a reasonable reserve for all indemnity claims theretofore
asserted pursuant to Section 5.03 hereof and sixty (60) days have elapsed since the Litigation
Trust notified the Oversight Board in writing of the amount of the reserve, the Litigation Trustee
shall distribute the then remaining Distributable Proceeds to the Beneficiaries in accordance with
the percentages set forth in, or determined pursuant to, the records (the “Beneficiary Allocation
Records”) provided to the Litigation Trustee by NEGT on the date hereof, which records will be
held by the Litigation Trustee as provided in Section 4.03 héreof. The percentages set forth in
the Beneficiary Allocation Records provided by NEGT pursuant to this Section 5.04 shall be
equal to the Ratable Share allocation defined in the Plan.

In Section 5.04, it should be made clear that the" Beneﬁ01ary Allocation Records should
match the Ratable Share under the Plan.

5.05 Distributions Generally;, Method of Payment; Undeliverable Property. (a) The
amount of Distributable Proceeds shall be reasonably determined by the Litigation Trustee prior
to December 31st of each year commencing on the first December 3 1st following the first
anniversary of the date of this Litigation Trust Agreement. All distributions of Litigation Trust
Recoveries pursuant to Section 5.04 shall be made at such times and in such amounts as shall be
determined by the Litigation Trustee. In no event shall any distribution be made to any



1317569.6

Beneficiary unless all Litigation Trust Costs incurred prior to the date of such distribution and
then due and payable have been paid or provided for.

(b)  No distribution of Distributable Proceeds shall be required to be made
hereunder (i) to any holder of a Beneficial Interest unless such holder is to receive in such
distribution at least $50.00 or unless such distribution is the final distribution to such holder
pursuant to the Plan and this Litigation Trust Agreement or (ii) to any Beneficiaries unless there
are at least [Five Hundred Thousand Dollars ($500,000)] in Distributable Proceeds immediately
prior to such distribution. Any such distribution not made in accordance with the provisions of
this Section 5.05(b) shall be retained by the Litigation Trustee and invested as provided in
Section 7.05 hereof. Any distribution not made in accordance with this Section 5.05(b) shall be
held in trust for the relevant holder of a Beneficial Interest until the earlier of (x) the date the
next distribution is scheduled to be made to such Beneficial Interest holder; provided, however,
that such subsequent distribution, taken together with amounts retained hereby, equals at least
$50.00 or (y) the final distribution to such Beneficial Interest holder.

(c) All amounts payable to a Beneficiary pursuant to this Litigation Trust
Agreement shall be paid by the Litigation Trustee to such Beneficiary by check payable to such
Beneficiary, mailed first class to the address of such Beneficiary appearing on the Beneficiary
List. All payments required to be made by the Litigation Trustee to the Beneficiaries shall be
made in Cash denominated in U.S. dollars and, if in check form, drawn on a domestic bank
selected by the Litigation Trustee.

(d) If any distribution to a Beneficiary of Distributable Proceeds is returned to
the Litigation Trust as undeliverable, no further distribution thereof shall be made to such
Beneficiary unless and until the Litigation Trust is notified in writing of such Beneficiary’s then
current address within the time period specified in Section 5.05(¢) hereof. For purposes of this
Litigation Trust Agreement, undeliverable distributions shall include checks (as of the date of
their issuance) sent to a Beneficiary, respecting distributions to such Beneficiary, which checks
have not been cashed within six months following the date of issuance of such checks.
Undeliverable distributions shall remain in the possession of the Litigation Trust until the earlier
of (i) such time as the relevant distribution becomes deliverable and (ii) the time period specified
in Section 5.05(e). ‘ ‘ ‘ ’

(e) Any Beneficiary that'does not assert a claim for an undeliverable
distribution of Distributable Proceeds held by the Litigation Trust within one year after the date
such distribution was originally made (but in no event longer than six months after all of the
Distributable Proceeds have been distributed except for undeliverable distributions) shall no
longer have any claim to or interest in such undeliverable distributions and such undeliverable
distributions shall revert to or remain in the Litigation Trust and shall be redistributed to the
applicable Beneficiaries in accordance with this Litigation Trust Agreement.

ARTICLE VI
TAX MATTERS

6.01 Treatment. For all federal income tax purposes, the Litigation Trust shall be
treated as a liquidating trust. The Litigation Trustee will file such tax returns and provide NEGT
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and the Beneficiaries with such information statements as may be provided by law. Each
Beneficiary agrees to treat the Litigation Trust as a partnership for tax purposes, and shall take
no action inconsistent with the foregoing. In particular, the Litigation Trustee will file returns
for the Litigation Trust as a grantor trust pursuant to Treasury Regulation section 1.671-4(a).

6.02 Ownership. The Beneficiaries will be treated as the grantors and deemed owners
of the Litigation Trust for federal income tax purposes.

ARTICLE VII
POWERS OF AND LIMITATIONS ON THE LITIGATION TRUSTEE AND THE
OVERSIGHT BOARD

7.01  Powers of the Litigation Trustee. Without limitation, but subject to the remaining
provisions herein, the Litigation Trustee shall be expressly authorized to:

(a) execute any documents and take any other actions related to, or in
connection with, the liquidation of the Litigation Trust Assets and the exercise of the Litigation
Trustee’s powers granted herein;

(b)  hold legal title to any and all rights of the Beneficiaries in or arising from
the Litigation Trust Assets;

() protect and enforce the rights to the Litigation Trust Assets vested in the
Litigation Trustee by this Litigation Trust Agreement by any method deemed appropriate
including, without limitation, by judicial proceedings or pursuant to any applicable bankruptcy,
insolvency, moratorium or similar law and general principles of equity;

(d) deliver the Distributable Proceeds to the Beneficiaries in accordance with
this Litigation Trust Agreement;

(e) have exclusive power to initiate, prosecute, supervise and direct the
Litigation Trust Claims;
' i
® have exclusive power to settle or otherwise compromise or abandon any
Avoidance Action, subject, however, to approval of the Oversight Committee for settlement or
compromise of any Avoidance Action for an amount greater than or equal to [®] million dollars

[(Be)];

(2) have exclusive power to settle or otherwise compromise or abandon any
Parent Litigation Claim, subject, however, to approval of the Oversight Committee for settlement
or compromise of any Parent Litigation Claim for an amount greater than or equal to [e] million
dollars [($e)]; '

(h) file, if necessary, any and all tax information returns with respect to the

Litigation Trust and pay taxes properly payable by the Litigation Trust, if any, and make
distributions to the Beneficiaries net of such taxes;

-10-
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(i) make all necessary filings in accordance with any applicable law, statute
or regulation, incliding, if necessary, any applicable securities laws;

(j)°  determine and satisfy from the Litigation Trust Assets any and all
Litigation Trust Costs, including but not limited to Administrative Costs and Expenses, created,
incurred or assumed by the Litigation Trust;

(k) pay all ordinary course expenses and make all other payment relating to
the Litigation Trust;

{)) subject to Section 7.02 hereof, retain and pay professionals, including but
not limited to attorneys, accountants and experts necessary to carry out the obligations of the
Litigation Trustee hereunder, including the members of any professional services firm with
which the Litigation Trustee is affiliated;

(m)  invest moneys received by the Litigation Trust or otherwise held by the
Litigation Trust in accordance with Section 7.05 hereof;

(n)  provide the indemnification and exculpation, pay the Litigation Trust
Costs, maintain the books and records of the Litigation Trust and prepare reports each as
provided herein, and engage in such other acts or actions as otherwise contemplated by this
Litigation Trust Agreement; and

(o) in the event that the Litigation Trustee determines that the Beneficiaries or
the Litigation Trust may, will or have become subject to adverse tax consequences, in its sole
discretion, take such actions that will, or are intended to, alleviate such adverse tax
consequences.

7.02  Oversight Board. The Litigation Trustee shall be subject to oversight by an
oversight board comprised of three (3) representatives be jointly designated by the Official
Committee (the “Oversight Board”).

7.03  The initial members of the Oversight Board shall be ®. Each member of the
Oversight Board shall retain his posmon for the life of the thlgatlon Trust, unless he resigns or
the Official Committee determines, in its sole discretion, to remove a member of the Oversight
Board, in which case the remaining members of the Oversight Board will appoint a successor.
Each member of the Oversight Board will receive annual compensation of $)| |, plus
reimbursement for reasonable out-of-pocket expenses. Except as otherwise provided herein, the
Oversight Board shall have the approval rights referenced herein. Unless otherwise specifically
provided herein, approval of the Oversight Board shall be determined by an affirmative vote of a
majority of the members of the Oversight Board. The Litigation Trustee shall not take any major
actions without first obtaining the written approval of the Oversight Board, which major actions
shall consist of:

(a) settling or otherwise compromising or abandoning any Avoidance Action
for an amount greater than or equal to [e million dollars ($e)];

-11-
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(b)  settling or otherwise compromising or abandoning any Parent Litigation
Claim for an amount greater than or equal to [e million dollars [($e);] and

() selection, retention or replacement of principal legal counsel and other
professionals representing the Litigation Trust, including under any contingency arrangement.

7.04  Limitation on Liability of the Oversight Board. Members and agents of the
Oversight Board shall not be subject to any personal liability whatsoever, in tort, contract or
otherwise, to any Person in connection with the Litigation Trust Assets or the affairs of the
Litigation Trust, except for their own gross negligence or intentional or willful misconduct, and
all Beneficiaries shall look solely to the Litigation Trust Assets for satisfaction of claims of any
nature arising in connection with affairs of the Litigation Trust.

7.05 No Operations as an Investment Company, Trade or Business. No part of the
Litigation Trust Assets shall be used or disposed of by the Litigation Trustee in furtherance of
any trade or business. The Litigation Trustee shall, on behalf of the Litigation Trust, hold the
Litigation Trust out as a trust in the process of liquidation and not as an investment company.
The Litigation Trustee shall be restricted to the enforcement on behalf of and for the benefit of
the Beneficiaries of the Litigation Trust Claims, the payments and distribution of the
Distributable Proceeds for the purpose set forth in this Litigation Trust Agreement and the
conservation and protection of the Litigation Trust Assets and the administration thereof in
accordance with the provisions of this Litigation Trust Agreement.

7.06 Investment of Litigation Trust Moneys. The Litigation Trustee shall invest the
monies received by the Litigation Trustee or otherwise held by the Litigation Trustee in (i) short-
term investments issued or guaranteed by the United States or by a department, agency or
instrumentality of the United States, (ii) other short-term instruments given the highest credit
rating available, including, but not limited to, those short-term instruments rated “AAA” by
Standard & Poor’s Corporation or “Aaa” by Moody's Investors Service Inc. or (iii) other
investments approved pursuant to further order of the Bankruptcy Court.

ARTICLE VIII :
CONCERNING THE LITIGATION TRUSTEE AND OVERSIGHT BOARD

8.01 Generally. The Litigation Trustee accepts and undertakes to discharge the
Litigation Trust created by this Litigation Trust Agreement ﬁpon the terms and conditions hereof
and of the Plan. Each of the Litigation Trustee and the Oversight Board shall not have any
liability for any of its acts or omissions in connection with the selection and hiring of
professionals, or the initiation, prosecution, supervision, direction, compromising or settling of
any Litigation Trust Claims, or the performance of any of its other duties hereunder, except in
the case of its gross negligence or its own intentional and willful misconduct, and in no event
shall the Litigation Trustee or the Oversight Board be liable for any action taken in reliance upon
the advice of professionals selected with due care in respect of the subject matter in question.
Notwithstanding the foregoing, the Litigation Trustee and the Oversight Board may, without
liability therefor, retain the services of any professional services firm with which the Litigation
Trustee or an Oversight Board member is affiliated. The Litigation Trustee shall maintain the

-12-
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chief executive office of the Litigation Trust and the principal office where the records relating
to the Litigation Trust are maintained in the county of e, state of e.

8.02  Reliance by Litigation Trustee or the Oversight Board. Except as otherwise
provided in this Litigation Trust Agreement or the Plan:

(a) the Litigation Trustee and the Oversight Board may rely and shall be
protected in acting upon any resolution, statement, instrument, opinion, report, notice, request,
consent, order or other paper or document reasonably believed by the Litigation Trustee or the
Oversight Board to be genuine and to have been signed or presented by the proper party or
parties;

(b)  the Litigation Trustee and the Oversight Board may consult with
independent legal counsel to be selected by the Litigation Trustee and approved by the Oversight
Board with due care and the advice or opinion of such counsel shall be full and complete
personal protection to the Litigation Trustee, the Oversight Board and their respective agents in
respect of any action taken or suffered by it in good faith and in reliance on, or in accordance
with, such advice or opinion, including, without limitation, the advice or opinion of a member of
any law firm with which the Litigation Trustee is affiliated;

(¢)  the Oversight Board and its agents may rely and shall be protected in
respect of any action taken or suffered by it in good faith and in reliance on any statement,
instrument, opinion, report, notice, request or other paper or document issued by the Litigation
Trustee; and

(d)  Persons dealing with the Litigation Trustee or the Oversight Board shall
look only to the Litigation Trust Assets to satisfy any liability incurred by the Litigation Trustee
or the Oversight Board to any such Person in carrying out the terms of this Litigation Trust
Agreement, and neither the Litigation Trustee nor the Oversight Board shall have any personal or
individual obligation to satisfy any such liability.

8.03  Nonliability to Third Persons. The Litigation Trustee, the Oversight Board and
their respective agents shall not be subject to any personal liability whatsoever, in tort, contract
or otherwise, to any Person in connection with the Litigation Trust Assets or the affairs of the
Litigation Trustee or Oversight Board, except for its own gross negligence or intentional or
willful misconduct, and all such Persons shall look solely to'the Litigation Trust Assets for
satisfaction of claims of any nature arising in connection with affairs of the Litigation Trust.

8.04  Nonliability for Acts of Others. Nothing contained in this Litigation Trust
Agreement shall be deemed to be an assumption by the Litigation Trustee or the Oversight Board
of any of the liabilities, obligations or duties of any of the other parties hereto and shall not be
deemed to be or contain a covenant or agreement by the Litigation Trustee or the Oversight
Board to assume or accept any such liability, obligation or duty. Any successor Litigation
Trustee or Oversight Board member may accept and rely upon any-accounting made by or on
behalf of any predecessor Litigation Trustee or Oversight Board member hereunder, and any
statement or representation made as to the assets comprising the Litigation Trust Assets or as to
any other fact bearing upon the prior administration of the Litigation Trust. The Litigation
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Trustee or an Oversight Board member shall not be liable for having accepted and relied upon
such accounting, Statement or representation if it is later proved to be incomplete, inaccurate or
untrue. The thlgatlon Trustee or an Oversight Board member or successor Litigation Trustee or
Oversight Board member shall not be liable for any act or omission of any predecessor Litigation
Trustee or Oversight Board member, nor have a duty to enforce any claims against any
predecessor Litigation Trustee or Oversight Board member on account of any such act or
omission. An Oversight Board member shall not be liable for any act or omission of the
Litigation Trustee or any of its agents.

8.05 Indemnity. The Litigation Trustee, the Oversight Board and their respective
agents, employees, officers, directors, professionals and principals (collectively, the
“Indemnified Parties) shall be indemnified by the Litigation Trust from any losses, claims,
damages, liabilities or expenses (including, without limitation, reasonable attorneys’ fees,
disbursements and related expenses) which the Indemnified Parties may incur or to which the
Indemnified Parties may become subject in connection with any action, suit, proceeding or
investigation brought by or threatened against the Indemnified Parties other than for its own
gross negligence or its own intentional or willful misconduct. Notwithstanding any provision
herein to the contrary, the Indemnified Parties shall be entitled to obtain advances from the
Litigation Trust to cover their expenses of defending themselves in any action brought against
them as a result of the acts or omissions of the Litigation Trustee in its capacity as such,
provided, however, that the Indemnified Parties receiving such advances shall repay the amounts
so advanced to the Litigation Trust upon the entry of a final order of any court of competent
jurisdiction finding that such Indemnified Parties were not entitled to any indemnity under the
provisions of this Section 8.05.

8.06 Bond. Neither the Litigation Trustee nor an Oversight Board member shall be
obligated to post a bond hereunder.

8.07 Insurance. The Litigation Trustee shall maintain, or cause to exist, insurance at
commercially reasonable levels with financially sound and reputable insurers, including an
appropriate fidelity bond. The expenses incurred by the Litigation Trustee for such insurance
and/or bond shall be paid from the L1t1gat10n Trust Assets in accordancc with Section 9.01
hereof.

, ARTICLEIX |
EXPENSES OF LITIGATION TRUST

9.01 Fees and Expenses. The Litigation Trustee shall be entitled to reimburse itself,
the Oversight Board, their respective professionals and advisors and any other Indemnified
Parties from the Litigation Trust for all Administrative Costs and Expenses incurred by them in
the performance of their duties in accordance with this Litigation Trust Agreement. The
Litigation Trustee shall be entitled to a fee from the Litigation Trust of $[ @] per annum, plus the
reimbursement of its reasonable out-of-pocket expenses, for its scrv1ccs as Litigation Trustee
hereunder.

-14-
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ARTICLE X
LITIGATION TRUSTEE AND SUCCESSOR LITIGATION TRUSTEES

10.01 Generally. The Litigation Trustee shall initially be ®. If the Litigation Trustee
shall ever change its name or reorganize, reincorporate or merge with or into or consolidate with
any other entity, such Litigation Trustee shall be deemed to be a continuing entity and shall
continue to act as the Litigation Trustee hereunder with the same liabilities, duties, powers,
rights, titles, discretions and privileges as are herein specified for the Litigation Trustee.

10.02 Resignation. The Litigation Trustee may resign and be discharged from the trusts
hereby created by giving at least thirty (30) days prior written notice thereof to the Oversight
Board. Such resignation shall become effective on the later to occur of (a) the date specified in
such written notice, or (b) the effective date of the appointment of a successor Litigation Trustee
in accordance with Section 10.05 hereof and such successor’s acceptance of such appointment.

10.03 Removal. The Litigation Trustee may be removed, with or without cause, by the
Oversight Board. Such removal shall become effective on the later to occur of (a) the date such
action is taken by the Oversight Board or (b) the effective date of the appointment of a successor
Litigation Trustee in accordance with Section 10.05 hereof and such successor’s acceptance of
such appointment.

10.04 Meeting. A meeting to be held for any purpose relating to the provisions of
Article X hereof may be called by a majority of the members of the Oversight Board.
Participation in any such meeting may be through telephonic or similar communications
equipment by means of which all persons participating in the meeting can hear one another, and
such participation shall constitute presence in person at such meeting.

10.05 Appointment of Successor Litigation Trustee; Acceptance of Appointment by
Successor Litigation Trustee. The death, resignation, removal, incompetency, bankruptcy or
insolvency of the Litigation Trustee shall not operate to terminate the Litigation Trust created by
this Litigation Trust Agreement or to revoke any existing agency created pursuant to the terms of
this Litigation Trust Agreement or invalidate any action theretofore taken by the Litigation
Trustee. In any such event, a successor Litigation Trustee shall be promptly selected by the
Oversight Board. In any such event, if a successor Litigation Trustee is not appointed within
sixty (60) days, any member of the Oversight Board may apply to the Bankruptcy Court for the
appointment of a successor Litigation Trustee, and the Bankruptcy Court shall appoint such
successor and make any amendments to this Litigation Trust Agreement as may be required in
connection with the appointment of such successor Litigation Trustee. Any successor Litigation
Trustee appointed hereunder shall execute an instrument accepting its appointment and shall
deliver one counterpart thereof to the Bankruptcy Court for filing, and, in case of the Litigation
Trustee’s resignation, to the retiring Litigation Trustee. Thereupon, such successor shall, without
any further act, become vested with all the obligations, duties, powers, rights, title, discretion and
privileges of its predecessor in the Litigation Trust with like effect as if originally named
Litigation Trustee and shall be deemed appointed pursuant to Section 1123(b)(3)(B) of the
Bankruptcy Code to retain and enforce any Litigation Trust Claims for the benefit of the
Beneficiaries. The retiring Litigation Trustee shall duly assign, transfer and deliver to such
successor all property and money held by such retiring Litigation Trustee hereunder and shall, as
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directed by the Bankruptcy Court or reasonably requested by such successor, execute and deliver
an instrument or instruments conveying and transferring to such successor upon the trust herein
expressed all the obligations, duties, powers, rights, title, discretion and privileges of such
retiring Litigation Trustee.

ARTICLE XI
CONCERNING THE BENEFICIARIES

11.01 No Suits by Beneficiaries. No Beneficiary shall have any right by virtue of any
provision of this Litigation Trust Agreement to institute or participate in any action or
proceeding at law or in equity against any party other than the Litigation Trustee with respect to
the Litigation Trust Claims.

11.02 Requirement of Undertaking. The Litigation Trustee may request the Bankruptcy
Court to require, in any suit for the enforcement of any right or remedy under this Litigation
Trust Agreement, or in any suit against the Litigation Trustee for any action taken or omitted by
it as Litigation Trustee, the filing by any party litigant in such suit of an undertaking to pay the
costs of such suit, including reasonable attorneys’ fees, against any party litigant in such suit;
provided, however, that the provisions of this Section 11.02 shall not apply to any suit by the
Litigation Trustee.

ARTICLE XII
JURISDICTION

12.01 Jurisdiction. The parties agree that the Bankruptcy Court shall have continuing
jurisdiction over the Litigation Trust, the Litigation Trustee, the Litigation Trust Claims and the
remaining Litigation Trust Assets, including, without limitation, jurisdiction to determine all
disputes regarding the administration and activities of the Litigation Trust, the Litigation Trustee,
the Oversight Board, the provisions of this Litigation Trust Agreement and any modifications to
this Litigation Trust Agreement. The Litigation Trustee shall have the power and authority to
bring any action in the Bankruptcy Court to prosecute the Litigation Trust Claims as provided in
Section 7.01. Notwithstanding anything herein to the contrary, the Litigation Trustee may
commence and prosecute Litigation Trust Claims in any State or Federal Court or other tribunal
where venue and jurisdiction is otherwise proper.

.. ARTICLE XIII
ADMINISTRATION OF TRUST ESTATE

13.01 Reports. The Litigation Trustee shall file with the Bankruptcy Court: (a) within
45 days after the end of each first and third fiscal quarter, an unaudited semi-annual financial
report for the previous fiscal half-year regarding the financial condition and results of operations
of the Litigation Trust for such fiscal half-year, (b) within 90 days after the end of each fiscal
year, an unaudited annual financial report regarding the financial condition and results of
operation of the Litigation Trust, including a statement of receipts and disbursements and a
report on changes in the Litigation Trustee, if any, and (c) within 45 days after the end of each
first and third fiscal quarter, a semi-annual report concerning the status of all Litigation Trust
Claims which have been filed, including material developments, such as settlements and other
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material events. The Litigation Trustee shall provide a copy of such reports to the Oversight
Board and the Official Committee and to any Beneficiary at such Beneficiary’s request and cost.

13.02 Fiscal Year. The fiscal year of the Litigation Trust shall be the calendar year.

13.03 Books and Records. The Litigation Trustee shall maintain, in respect of the
Litigation Trust and the Beneficiaries, a list of the names and addresses of the Beneficiaries (the
“Beneficiary List™), and books and records relating to the assets and the income of the Litigation
Trust and the payment of expenses of the Litigation Trust, in such detail and for such period of
time as may be necessary to enable it to make full and proper reports in respect thereof in
accordance with the provisions of Section 13.01 and Article VI hereof and to comply with
applicable provisions of law. Each Beneficiary shall be responsible for providing the Litigation
Trustee with written notice of any change in address. The Litigation Trustee is not obligated to
make any effort to determine the correct address of a Beneficiary and may, until otherwise
advised in writing by any Beneficiary, rely upon the Beneficiary List.

ARTICLE XIV
MISCELLANEOUS PROVISIONS

14.01 Construction. This Litigation Trust Agreement shall be governed by and
construed in accordance with the procedural and substantive laws of the State of New York;
provided, however, that the Litigation Trustee and any interpretation or enforcement of the
provisions of this Litigation Trust Agreement shall be subject to the jurisdiction of the
Bankruptcy Court as contemplated by the provisions of Article XII hereof.

14.02 Severability. In the event that any provision of this Litigation Trust Agreement or
the application thereof to any Person or circumstances shall be determined by Final Order to be
invalid or unenforceable to any extent, the remainder of this Litigation Trust Agreement or the
application of such provision to Persons or circumstances or in jurisdictions other than those as
to or in which it is held invalid or unenforceable, shall not be affected thereby, and each
provision of this Litigation Trust Agreement shall be valid and enforceable to the fullest extent
permitted by law. ‘

t

14.03 Cooperation; Reimbursement of Expenses. NEGT and the Beneficiaries shall
provide the Litigation Trustee with such access to their respective books, records and employees
as the Litigation Trustee may reasonably request for the purpose of performing and exercising its
duties hereunder, under the Plan and under the Confirmation Order; provided, however, that
NEGT and the Beneficiaries shall be entitled to impose reasonable restrictions on the times and
circumstances of such access; provided, further, that the Litigation Trustee shall, upon request,
reimburse NEGT and the Beneficiaries (as the case may be) for the reasonable and documented
costs and expenses of compliance with the requests of the Litigation Trustee. Notwithstanding
the foregoing, PG&E Corporation shall not be permitted to access the files provided by NEGT
and the Beneficiaries to the Litigation Trustee pursuant to this Litigation Trust Agreement
through a discovery request and without first having served a subpoena on the Beneficiaries or
NEGT, as appropriate.
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14.04 No Requirement to Waive Privileges. Notwithstanding anything herein or in the
Plan to the contraty, none of the Beneficiaries or NEGT shall be required to waive any existing
rights or privilegeis to which they are entitled under applicable law, including but not limited to
the attorney-client privilege; provided, however, the Litigation Trust shall succeed to any rights
and privileges available to NEGT and shall have the same access to privileged material as would
have been available to NEGT.

14.05 Notices. Any notice or other communication required or permitted to be made
under this Litigation Trust Agreement shall be in writing and shall be deemed to have been
sufficiently given, for all purposes, if delivered personally or by telex, facsimile or other
telegraphic means or mailed by first-class mail:

(a) if to the Litigation Trustee, to:

[TO BE PROVIDED]

(b)  ifto the Oversight Board, to:
’ [TO BE PROVIDED]

(c) if to any Beneficiary, to the last known business or residential address of
such Beneficiary, as the case may be, reflected in the Litigation Trustee’s records.

) if to NEGT, to:

National Energy & Gas Transmission, Inc.
7600 Wisconsin Avenue

Bethesda, MD 20814

Facsimile: (301) 280-6319

Attention: General Counsel

14.06 Headings. The headings contained in this Litigation Trust Agreement are solely
for convenience of reference and shall not affect the meaning or interpretation of this Litigation
Trust Agreement or of any term or provision hereof.

14.07 Amendments and Waivers. Subject to approval by the Oversight Board in
accordance with Section 7.02 hereof, the parties hereto, by mutual agreement in writing, may
amend, modify and supplement this Litigation Trust Agreement. The failure of any party hereto
to enforce at any time any provision of this Litigation Trust Agreement shall not be construed to
be a waiver of such provision, nor in any way to affect the validity of this Litigation Trust
Agreement or any part hereof or the right of any party thereafter to enforce each and every such
provision. No waiver of any breach of this Litigation Trust Agreement shall be held to constitute
a waiver of any other or subsequent breach.

14.08 Plan. The terms of this Litigation Trust Agreement are intended to supplement
the terms provided by the Plan and the Confirmation Order. However, to the extent that the
terms of the Plan or the Confirmation Order are inconsistent with the terms set forth in this
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Litigation Trust Agreement with respect to the Litigation Trust, then this Litigation Trust
Agreement shall govern.

14.09 Counterparts. This Litigation Trust Agreement may be executed in any number
of counterparts, each of which shall be deemed an original, but such counterparts shall together
constitute but one and the same instrument.

-19-



«
3

IN WITNESS WHEREOF, the parties hereto have executed this Litigation Trust
Agreement or caused this Litigation Trust Agreement to be duly executed by their respective
officers or authorized representatives, effective as of the date first above written.

NATIONAL ENERGY & GAS
TRANSMISSION, INC.

By:
Name:
Title:

LITIGATION TRUSTEE

[NAME OF LITIGATION TRUSTEE)]

By:

Name:
| Title:
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APPENDIX 5

Liquidation Analysis for Reorganized Debtor



HYPOTHETICAL CHAPTER 7 LIQUIDATION ANALYSIS '

Section 1129(a)(7) of the Bankruptcy Code requires that any holder of an impaired claim or
interest voting against a proposed plan of reorganization must be provided in the plan with a
value, as of the effective date of the plan, at least equal to the value that the holder would receive
if the debtor’s operations were terminated and its assets liquidated under chapter 7 of the
Bankruptcy Code. To determine what the holders of Claims and Interests in each impaired Class
would receive if the Debtor, and its direct and indirect subsidiaries (collectively, the
“Company”), were liquidated, the Bankruptcy Court must determine the dollar amount that
would be generated from a liquidation of each Company’s Assets in the context of a hypothetical
liquidation. Such a determination must take into account the fact that secured Claims, and any
Administrative Claims resulting from the original Chapter 11 Case and from the hypothetical
chapter 7 cases, would have to be paid in full from the liquidation proceeds before the balance of
those proceeds were made available to pay unsecured creditors and make distributions to holders
of Equity Interests. In this analysis it is assumed that the administrative expenses are paid
throughout the liquidation process and therefore no residual claims would exist.

Set forth below is a liquidation analysis for the Company assuming hypothetical liquidations
under chapter 7 of the Bankruptcy Code and each Debtor’s Assets are liquidated under the
direction of a Bankruptcy Court-appointed trustee (the “Liquidation Analysis). THE
LIQUIDATION ANALYSIS HAS BEEN PREPARED SOLELY FOR USE IN THIS
DISCLOSURE STATEMENT AND DOES NOT REPRESENT VALUES THAT ARE
APPROPRIATE FOR ANY OTHER PURPOSE. NOTHING CONTAINED IN THIS
LIQUIDATION ANALYSIS IS INTENDED TO BE OR CONSTITUTES A CONCESSION
BY OR ADMISSION OF ANY DEBTOR FOR ANY PURPOSE. The assumptions used in
developing the Liquidation Analysis are inherently subject to significant uncertainties and
contingencies, many of which would be beyond the control of the Company or a chapter 7
trustee. Accordingly, there can be no assurances that the values assumed in the Liquidation
Analysis would be realized if the Company was actually liquidated. In addition, any liquidation
would take place in the future, at which tlme circumstances may exist which cannot presently be
predicted.

The principal assumptlons used in the L1qu1dat10n analysis include the following:

Basis of Presentation

NEGT Energy Inc.

Due to a variety of factors, including the regulatory requirements and framework under which
certain of the Company’s businesses operate, it is assumed that the Debtor’s businesses would
continue to be required to operate until their assets were sold to parties acceptable or agreed to
by certain governing regulatory bodies. The liquidation process is assumed to commence on
June 1, 2004 and is estimated to require approximately seven months to consummate. High and
Low llquldatlon proceed scenarios were estimated by applying a range of discounts (15%-25%)
to the total enterprise value, shown in Appendix 7, to adjust for the potential effects of a
liquidation process.
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Assets/Interests Sold Pursuant to the Liquidation

Assets to be sold include Gas Transmission Northwest Corporation (“GTNC”), the Debtor’s
ownership interests in various independent power producer and gas transmission (“IPP”) assets
(including Indiantown, Carneys Point, Cedar Bay, Colstrip, Logan, MASSPOWER,
Northampton, Panther Creek, Scrubgrass, Selkirk, Hermiston, Pittsfield, Iroquois Gas
Transmission System, Plains End, Madison Wind), and other miscellaneous assets including
various real estate properties.

Estimated Liquidation Proceeds and Recoveries

Except as otherwise indicated, the Liquidation Analysis assumes: (a) that the hypothetical
chapter 7 liquidations are commenced on June 1, 2004, and (b) that the business and assets of the
Company would be sold on an expedited basis.

In arriving at estimates of orderly liquidation values of the subsidiaries/assets, key factors
considered included:

e the estimated going concern enterprise values of the subsidiaries and assets in which the
Debtor has an ownership interest (as calculated in Appendix 7 to the Disclosure
Statement);

e the relative attractiveness of each subsidiary and the assets they hold to potential buyers;

o the impact on the market for energy-related businesses of presenting the subsidiaries to
the market concurrently in circumstances in which potential bidders would know that it
was anticipated that all of the subsidiaries would be sold in liquidation by trustees over a
relatively short period of time.

The estimated liquidation proceeds assume that all of the subsidiaries are sold complete with all
assets and do not reflect the practical difficulties, if any, of (a) combining or separating and re-
combining, assets that may be held by various legal entities or. (b) any limitations on the
assignment or assumption of contracts and leases which might result from the sale transaction.

Nature and Timing of the Liquidation Process

For purposes of preparing the Liquidation Analysis: (a) the liquidation process was assumed to
commence June 1, 2004; (b) GTNC and the IPPs were assumed to be sold during the period from
June 1, 2004 through December 31, 2004 and that the proceeds realized before additional chapter
7 costs would range between 75% and 85% of the estimated going concern value; (c¢) all non-
core assets were assumed to be sold by December 31, 2004 and (d) distributions from the
liquidations were assumed to be made in their entirety by December 31, 2004. Depending upon
the actual circumstances, the seven-month sale period could be longer or shorter than assumed,
although the Debtor believes it is unlikely that such liquidations could be accomplished in less
than seven months. ‘

Impact on the Company’s Operations of Conversion to a Chapter 7
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The Liquidation Analysis assumes that, during the seven month sale period for the subsidiaries,
the Company would be able to continue to finance their operations using the projected opening
cash position at June 1, 2004, plus projected operating cash flow and assumed proceeds from the
sale of other subsidiaries, and non-core assets.

The Company believes that the conversion to a chapter 7 liquidation and the resulting pendency
of sales of the subsidiaries may adversely impact customer willingness to retain existing service
contracts in force or to enter into new contracts and vendor willingness to provide goods and
services and extend trade credit. The assumed effect of these factors have not been estimated
and are therefore not reflected in the operating results of the Company.

Certain Tax Matters

The Liquidation Analysis, including the recovery estimates that are shown, reflect sale proceeds
on a pre-tax basis. In actuality, these transactions could be taxable, depending on total
liquidation proceeds and the amount and availability of NOLs which the Company could use to
offset taxable gains. Any taxes payable would result in a proportionate decrease in recoveries to
creditors.

Additional Liabilities and Reserves

The Debtor believes that there would be certain actual and contingent liabilities and expenses for
which provision would be required in any chapter 7 liquidation before distributions could be
made to holders of Claims in addition to the reorganization expenses that would be incurred in a
chapter 11 reorganization, including (a) Administrative Claims and other liabilities (including
retirement, vacation pay and other employee related administrative costs and liabilities) that
would be funded from operations if the businesses of the Debtors were reorganized as going
concerns; (b) certain administrative costs; (c) increased claims due to the rejection of real estate
leases which would not be assumed by a potential buyer; and (d) escrow and hold-back amounts
that purchasers of subsidiaries and certain other assets presumably would require in connection
with disposition transactions if the Company was in liquidation. It is recognized that if the
Company was actually liquidated reserves would be established for all or a portion of these
amounts, with any excess reserves to be distributed at the final conclusion of the wind-up of the
affairs of the Company. In the L1qu1dat10n Analysis, escrow and holdback amounts could not be
estimated with certainty, and, accordingly, proceeds from the disposition transactions are
calculated net of all holdbacks under the simplifying assumption that there are no holdbacks or
€SCrows.

The Liquidation Analysis does include assumed costs for additional rejections of certain
executory contracts and leases. The Debtor believes that the liability for such costs could be
higher than the liability assumed in the development of the Liquidation Analysis. A liquidation
of the Companies might result in the rejection of additional executory contracts that could not be
assumed and assigned in a chapter 7 liquidation, but that would not be rejected under the Plan.
The exclusion of these assets from the Company’s estates would further impair realizable values
from subsidiary sales.

Comparison of Orderly Sale Process and Liquidation Analysis
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Neither the going concern Valuation nor the Liquidation Analysis incorporated in
the Disclosure Statement take into account higher values that may be achieved through an
orderly sale of the assets. Current market indications suggest that an orderly sale may allow

impaired creditors to achieve recoveries in excess of recoveries available in both a standalone
reorganization and a chapter 7 liquidation.
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APPENDIX 6

. Projected Financial Information
(Fiscal Years ending December 31, 2004, December 31, 2005
and December 31, 2006)



PROJECTED FINANCIAL INFORMATION

The Debtor has prepared the projected operating and financial results on a consolidated basis for
the three years ending December 31, 2006 (the “Projections”). The Debtor has also prepared a
pro-forma balance sheet of the Consolidated Group based upon an assumed effective date of
December 31, 2003.

THE FINANCIAL PROJECTION INFORMATION DISCUSSED HEREIN CONTAINS
CERTAIN STATEMENTS THAT ARE “FORWARD-LOOKING STATEMENTS” WITHIN
THE MEANING OF THE PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995.
THESE STATEMENTS ARE SUBJECT TO A NUMBER OF ASSUMPTIONS, RISKS AND
UNCERTAINTIES, MANY OF WHICH ARE BEYOND THE CONTROL OF THE DEBTOR,
INCLUDING THE IMPLEMENTATION OF THE PLAN, THE CONTINUING
AVAILABILITY OF SUFFICIENT BORROWING CAPACITY OR OTHER FINANCING TO
FUND OPERATIONS, ACHIEVING OPERATING EFFICIENCIES, MAINTAINING GOOD
EMPLOYEE RELATIONS, EXISTING AND FUTURE GOVERNMENTAL REGULATIONS
AND ACTIONS OF GOVERNMENTAL BODIES, NATURAL DISASTERS, ACTS OF
TERRORISM OR WAR, INDUSTRY-SPECIFIC RISK FACTORS AND OTHER MARKET
AND COMPETITIVE CONDITIONS. HOLDERS OF CLAIMS ARE CAUTIONED THAT
THE FORWARD-LOOKING STATEMENTS SPEAK AS OF THE DATE MADE AND ARE
NOT GUARANTEES OF FUTURE PERFORMANCE. ACTUAL RESULTS OR
DEVELOPMENTS MAY DIFFER MATERIALLY FROM THE EXPECTATIONS
EXPRESSED OR IMPLIED IN THE FORWARD-LOOKING STATEMENTS, AND THE
DEBTOR UNDERTAKES NO OBLIGATION TO UPDATE ANY SUCH STATEMENTS.
(SEE “ARTICLE III.C, “CERTAIN RISK FACTORS.”)

THE PROJECTIONS WERE NOT PREPARED TO COMPLY WITH THE GUIDELINES FOR
PROSPECTIVE FINANCIAL STATEMENTS PUBLISHED BY THE AMERICAN
INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS AND THE RULES AND
REGULATIONS OF THE SEC. THE DEBTOR’S INDEPENDENT ACCOUNTANTS HAVE
NEITHER EXAMINED NOR COMPILED THE ACCOMPANYING PROJECTIONS AND
ACCORDINGLY DO NOT EXPRESS AN OPINION OR ANY OTHER FORM OF
ASSURANCE WITH RESPECT TO THE PROJECTIONS, ASSUME NO RESPONSIBILITY
FOR THE PROJECTIONS AND DISCLAIM ANY ASSOCIATION WITH THE
PROJECTIONS. EXCEPT FOR PURPOSES OF THIS DISCLOSURE STATEMENT, THE
DEBTOR DOES NOT PUBLISH PROJECTIONS OF ITS ANTICIPATED FINANCIAL
POSITION OR RESULTS OF OPERATIONS. THE PROJECTIONS SET FORTH IN THIS
APPENDIX 6 SUPERSEDE IN THEIR ENTIRETY THE PROJECTIONS CONTAINED IN,
OR IN APPENDICES TO PRIOR VERSIONS OF, THE DISCLOSURE STATEMENT.

THE DEBTOR BELIEVES THAT THE PROJECTIONS ARE BASED ON ESTIMATES AND
ASSUMPTIONS THAT ARE REASONABLE. THE ESTIMATES AND ASSUMPTIONS
MAY NOT BE REALIZED, HOWEVER, AND ARE INHERENTLY SUBJECT TO
SIGNIFICANT BUSINESS, ECONOMIC AND COMPETITIVE UNCERTAINTIES AND
CONTINGENCIES, MANY OF WHICH ARE BEYOND THE DEBTOR’S CONTROL. NO
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REPRESENTATIONS CAN BE OR ARE MADE AS TO WHETHER THE ACTUAL
RESULTS WILL'BE WITHIN THE RANGE SET FORTH IN THE PROJECTIONS.
THEREFORE, ALTHOUGH THE PROJECTIONS ARE NECESSARILY PRESENTED WITH
NUMERICAL SPECIFICITY, THE ACTUAL RESULTS OF OPERATIONS ACHIEVED
DURING THE PROJECTION PERIOD WILL VARY FROM PROJECTED RESULTS.
THESE VARIATIONS MAY BE MATERIAL. ACCORDINGLY, NO REPRESENTATION
CAN BE OR IS BEING MADE WITH RESPECT TO THE ACCURACY OF THE
PROJECTIONS OR THE ABILITY OF THE REORGANIZED DEBTOR TO ACHIEVE THE
PROJECTIONS. SOME ASSUMPTIONS INEVITABLY WILL NOT MATERIALIZE, AND
EVENTS AND CIRCUMSTANCES OCCURRING SUBSEQUENT TO THE DATE ON
WHICH THE PROJECTIONS WERE PREPARED MAY BE DIFFERENT FROM THOSE
ASSUMED, OR MAY BE UNANTICIPATED, AND THEREFORE MAY AFFECT
FINANCIAL RESULTS IN A MATERIAL AND POSSIBLY ADVERSE MANNER. THE
PROJECTIONS, THEREFORE, MAY NOT BE RELIED UPON AS A GUARANTEE OR
OTHER ASSURANCE OF THE ACTUAL RESULTS THAT WILL OCCUR. IN DECIDING
WHETHER TO VOTE TO ACCEPT OR REJECT THE PLAN, HOLDERS OF CLAIMS
MUST MAKE THEIR OWN DETERMINATIONS AS TO THE REASONABLENESS OF
SUCH ASSUMPTIONS AND THE RELIABILITY OF THE PROJECTIONS. SEE “ARTICLE
II1.C, CERTAIN RISK FACTORS.”

The Projections should be read in conjunction with the assumptions,
qualifications and explanations set forth in the historical consolidated financial statements,
including the notes and schedules thereto, incorporated herein by reference to the Debtor’s
Annual Report on Form 10-K for the year ended December 31, 2002 and the Quarterly Report on
Form 10-Q for the quarter ended March 31,2003,

The Projections have been prepared on the assumption that the effective date of
the Plan was December 31, 2003. Although the Debtor presently intends to seek to cause the
Effective Date to occur as soon as practicable but not later than [ 1,2004, there
can be no assurance as to when the Effective Date will actually occur. The balance sheet
adjustments in the column captioned “Reorganization Adjustments” reflect the assumed effect of
Confirmation and the consummation of the transactions contemplated by the Plan, including the
settlement of various liabilities and securities issuances, incurrence of new indebtedness and cash
payments. Because the Projections are as of a past date, cash available for use in accordance
with the Plan of Reorganization is estimated as of February 29, 2004.

The Projections are based on, and assume the successful implementation of the
Reorganized NEGT’s business plan.

PRINCIPAL ASSUMPTIONS FOR THE PROJECTIONS
Income Statement

Assets/ Ownership Interests Included:
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e QGas Pipelines — Gas Transmission, Northwest Corporation (includes the
. GTN pipeline (“GTN”) system and the North Baja (“NB”) pipeline system

)

e IPP Ownership Interests — Indiantown, Carneys Point, Cedar Bay,
Colstrip, Logan, MASSPOWER, Northampton, Panther Creek,
Scrubgrass, Selkirk, Hermiston, Pittsfield, Iroquois Gas Transmission
System, Plains End, Madison Wind.

e Real Estate Properties — Conaway Ranch and Marengo Ranch.
Operating Revenues

. GTNC - Revenue forecasts are based on long-term customer contracts and natural
gas market expectations. Forecasts reflect revenues GTNC expects to realize at
two pipeline systems it owns and operates — Gas Transmission Northwest and
North Baja.

. IPPs — Income from the IPPs is included in consolidated revenues. Although this
income largely represents equity earnings in unconsolidated affiliates, it was
included in revenue for disclosure statement purposes.

The IPP projects’ financial forecasts are based on a consistent set of general assumptions and
methodologies and each facility’s unique set of contracts, project agreements, market outlook,
and capital structure. Consistent assumptions regarding inflation, other escalation factors, and
interest rates generally have been used for all assets. -

Revenues are forecasted based on each project’s power sales contracts as well as forecasts of
excess energy sales for a portion of output at applicable projects. For those projects that have
the ability to generate revenues by selling excess power into the merchant market, market sales
forecasts are based on internal NEGT estimates or those from third parties. Other revenues
include those derived from operations and maintenance (“O&M?”) and management services
agreements (“MSA”), contracts under which the Debtor provides operating and management
services to many of the IPP assets. :

Expenses can be broken down into three categories: fuel, other operating, and financing
expenses. Fuel costs are forecasted primarily based on contract terms for each project. Fuel
prices in many of the projects’ fuel supply contracts are based on formulas that include fuel
price indices to arrive at total project fuel costs. In those cases, forecasts of these indices are,
depending on information availability, either generated by the Debtor or by third parties. Other
operating costs, which include O&M, general and administrative, maintenance, insurance, and
property taxes are based on existing O&M and MSA contracts as well as the Debtor’s
experience in operating each project. Fmancmg expenses are based on the specific capital
structure and financing agreements of each project.
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Operating Expenses

e GTNC- The 2004 amounts match the GTNC entities’ (GTN and NB) 2004 budget;
subsequent years’ forecasts are determined by applying inflation factors to 2004 budgeted
costs. The 2004 budget is also used as the basis for operating and maintenance cost
projections; however, major maintenance overhaul and pigging expense is excluded from
that base and these expenses are specifically calculated for the forecast period.

Depreciation & Amortization

¢ GTNC - Based on capital expenditure projections, and historical book values and
estimated remaining life projections.

o Interest Expense assumes the existing debt of GTNC bears interest as described in the
applicable financing documents. Interest Expense also includes interest from two new
tranches of NEGT debt issued at emergence as part of the Plan. New Tranche A Notes
are assumed to bear interest at 6.50% per annum. New Tranche B Notes are assumed to
bear interest at 8.00% per annum.

e Other Income includes projected rent income from real estate properties.

e Income Tax Expense includes book tax expenses relating to appropriate foreign,
domestic, and state taxing authorities.

Cash Flow Statement
e Working capital needs at GTNC are assumed to fluctuate primarily based on the entities’

trade receivables and payables positions. At other entities, working capital needs are
assumed to remain constant through the forecast period.

e No asset sales are forecasted.

e Due to the uncertainty surrounding the amount of NOLs the Reorganized Debtor might
retain or realize, potential NOLs were not included in these projections. Therefore, no
deferred tax asset related to NOLs will be available to offset income tax expense.

Balance Sheet

Fresh Start Accounting

The American Institute of Certified Public Accountants has issued Statement of Position 90-7,
“Financial Reporting by Entities in Reorganization Under the Bankruptcy Code” ( “SOP 90-7”).
The Projections have been prepared in accordance with the Fresh-Start reporting principles set
forth in the SOP 90-7, giving effect thereto as of December 31, 2003, subject to significant
simplifying assumptions.
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The Pro Forma Reorganized Balance Sheet (“Reorganized Balance Sheet”) is based on an
Estimated Pre-Redrganization Balance Sheet, as adjusted by “Reorganization” and “Fresh- Start”
adjustments The Pre -Reorganization Balance Sheet provides estimates of assets and liabilities
just prior to confirmation, including liabilities subject to compromise recorded in accordance
with the SOP 90-7. The Reorganization Adjustments adjusts the Pre-Reorganization Balance
Sheet for the discharge of administrative claims and of estimated claims allowed by the Court
upon confirmation. The Fresh-Start Adjustments further adjusts the Pre-Reorganization Balance
Sheet of the emerging entity to:

1. Reflect the reorganization value of the assets;
2. Allocate the reorganization value among the assets; and
3. Reflect each liability at the plan confirmation date at its fair value.

Reorganization value approximates the fair value of the entity before considering liabilities and
approximates the amount a willing buyer would pay for the assets immediately after
restructuring. Determination of the reorganization value requires a detailed valuation of all of
the Reorganized Debtor’s identifiable assets as of the Effective Date, including working capital
assets, fixed assets and identifiable intangible assets such as third-party contracts. Allocation of
the reorganization value among assets involves revaluing each of these assets at its fair value.
Each liability of the emerging entity is reflected at its fair value. Finally, reorganization
goodwill is then calculated as the excess of the total reorganization value at the Effective Date
over the resulting net assets.

For the purposes of the Projections, the reorganization; value is estimated to exceed the emerging
entity’s asset carrying value by $659 million. This excess has been allocated as an increase in
the Projections as a $673 million addition to PP&E/Investment in Affiliates, offset by a reduction
of deferred charges / deferred credits of $14 million (i.e., $25 million shown as a decrease in
Deferred Charges offset by $11 million shown as a reduction to Deferred Credits and Other
Noncurrent Liabilities). The deferred tax effect of this addition of $264 million has been

reflected as an addition to Deferred Credits and Other Noncurrent Liabilities.
) x

The foregoing assumptions and resulting computations were made solely for purposes of
preparing the Projections. The Reorganized Debtor will be required to determine its
reorganization value as of the Effective Date. Reorganization value may change depending on
the amount of cash retained upon emergence. The actual reorganization and fresh start
adjustments will depend on the balance sheet as of the actual confirmation date and a final
determination of the fair value appraisals. Such fair value appraisals could be materially higher
or lower than the values assumed in the foregoing computations. In all events, the determination
of reorganization value and the fair value of Reorganized NEGT assets and the determination of
its actual liabilities, will be made as of the Effective Date, and the changes between the amounts
of any or all of the foregoing items as assumed in the Projections and the actual amounts thereof
as of the Effective Date may be material.



National Energy & Gas Transmission, Inc.

Disclosure Statement - Appendix 6

Pro-Forma Projected Consolidated Balance Sheet

@ in millions)

Assets

Cash and Cash Equivalents
Other Current Assets
Current Assets

PP&E/Investments in Affiliates
Other Long Term Assets
Deferred Charges

Long Term Assets

Total Assets
Liabilities & Stockholders Equity

Current Portion of Long Term Debt
Accrued Administrative Claims ©
Other Current Liabilities

Current Liabilities

Deferred Credits & other Noncurrent Liabilities
Long Term Debt
Long Term Liabilities

Liabilities Subject to Compromise
Debt in default
Accounts payable trade
Accounts payable - related parties
Accrued expenses and guarantees
Liabilities Subject to Compromise

Total Liabilities

Total Stockholders Equity
Total Liabilities and Stockholders Equity

(@)

Pro Forma
Estimated Reorganization Fresh Start Reorganized
Pre-Reorg Adjustments Adjustments 12/31/03
@
$ 371 % (293) 9 ¢ - 77
71 - - 71
442 (293) - 149
1,836 - 673 © 2,509
85 - (25) 60
1,921 - 648 2,569
$ 2363 § (293) $ 648 2,718
$ -8 -8 - -
25 (25) . .
60 - - 60
86 (25) - 60
637 - 253 @ 890
498 1,000 @ - 1,498
1,135 1,000 253 2,388
1511 ® (1,511) ® - -
10 ) ® _ _
) e i i
1,846 © (1,846) ® - _
3,357 (3,357) - -
4,578 (2,383) 253 2,448
2216) 2,090 ® 396 ® 270
$ 2363 § 293) $ 648 2,718




Notes to Pro Forma Projected Balance Sheet

(a) The prc}-forma balance sheet reflects the impact of NEGT’s plan of reorganization
on NEGT’s estimated balance sheet as of December 31, 2003, the assumed plan
confirmation date, using the principles of “fresh start” accounting. The
reorganization adjustments reflect the payment of all administrative claims and
the settlement of all outstanding liabilities subject to compromise. Liabilities
subject to compromise exclude any allowed claims made by bankrupt and
conveyed NEGT affiliates including Gen Holdings, Lake Road, La Paloma,
Attala, Energy Trading Holdings and Quantum Ventures. These bankrupt and
conveyed affiliates are assumed transferred or abandoned prior to Plan
confirmation. The fresh start adjustments are based on the requirements of
Statement of Position 90-7 (SOP 90-7) issued by the American Institute of
Certified Public Accountants, and reflect, per the definition provided in SOP 90-7
a reorganized value of $2.3 billion, including excess cash, GTNC debt and the
market value of NEGT’s required working capital.

Under SOP 90-7, reorganization value is allocated in accordance with Financial

Accounting Standards Board Statement No. 141, Business Combination.

Reorganization value is allocated first to tangible assets, then to identifiable

intangible assets, and lastly to excess reorganization value. To complete the pro-

forma reorganized balance sheet:

1. Liabilities existing at the plan confirmation date are stated at the present
values of amounts to be paid.

2. Deferred taxes are adjusted to reflect the tax effect of the temporary
differences between tax basis and the reorganized book value.

The estimated NEGT reorganized equity value may change depending on the
amount of cash retained by NEGT upon emergence and actual principal amount
of new debt approved upon confirmation. In addition, actual adjustments will
depend on the balance sheet as of the actual confirmation date and the finalized
asset appraisals. The adjustments and the resulting fresh start balance sheet may
be materially different than what is presented in this pro-forma balances sheet.

(b) Pre-petition debt includes the pr1nc1pal amounts of $1.0 billion of Senior
Unsecured Notes and $511 million under the NEGT Inc. Credit Facility.

(c) Pre-petition accounts payable, accrued interest and other expense, and various
P p p
guarantees. Accrued expenses and guarantees includes a $150 million reserve.

(d) Reflects the uses of cash in accordance with the Plan of Reorganization.
(¢) Administrative claims are paid at emergence.

(H) Reflects the issuance of $1.0 billion of New Notes to pre-petition creditors.
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(g) Liabilities subject to compromise are settled and eliminated at emergence in
accordance with the plan of reorganization.

(h) Reflects settlement of liabilities subject to compromise above and the issuance of
new debt.

(i) For purposes of this analysis, management allocated the excess reorganization
value based on the relative fair values the assets in accordance with SOP 90-7 and
FASB Statement No. 141. Management has determined that $673 million of the
excess reorganization cost of book basis will be allocated to pipeline PP&E and
investment in unconsolidated subsidiaries, offset by a reduction of deferred
charges / deferred credits of $14 million (i.e. $25 million shown as a decrease in
Deferred Charges offset by $11 million shown as a reduction to Deferred Credits
and Other Noncurrent Liabilities).

() Reflects the $264 million tax impact of the excess reorganization value, offset by
the $11 million reduction of deferred credits referred to in (i).

(k) Reflects the adjustments to shareholders’ equity based on the estimated equity
value of the reorganized NEGT in accordance with fresh start accounting
provision of SOP 90-7.



National Energy & Gas Transmission, Inc.

Disclosure Statement - Appendix 6
Consolidated Income Statement

($ in millions)

2004 2005

Operating Revenue!” $336 $359 $358
Operating Expenses 74 72 74
EBITDA 262 287 284
Depreciation & Amortization 82 84 85
EBIT 180 203 199

Interest Income : 0 0 0
Interest Expense(z) (111)  (105) (90)
Other Income 7 1 1
Pre-Tax Income Before 77 99 110

One Time Charges

Restructuring Charges'(3) (36) 0 0
Pre-Tax Income 11 99 110

Income Taxes (12) (37) (43)
Net Income $29 $61 $67

(1) Includes GTNC revenue, Equity Earnings in Unconsolidated Affiliates and IPP O&M and MSA Fees.

(2) Interest Expense assumes existing debt of GTINC bears interest as described in the applicable financing
documents. New Tranche A Notes are assumed to bear interest at 6.50% per annum. New Tranche B Notes
are assumed to bear interest at 8.00% per annum.

(3) Reflects mainly restructuring costs and professional fees. Excludes $25 million of Accrued Administrative Claims
which will be paid out of funds pursuant to the Plan.

(4) Income tax expense includes book tax expenses relating to appropriate foreign, domestic, and state taxing authorities.
The projections assume no NOLs' available to offset cash taxes. ‘

‘



National Energy & Gas Transmission, Inc.

Disclosure Statement - Appendix 6
Consolidated Balance Sheet

(8 in millions)
2003 2004 2005 2006
Assets
Cash and Cash Equivalents(l) $77 $101 $25 $25
Other Current Assets®” 71 76 75 79
Current Assets 149 177 101 104
PP&E,/ Investments in Affiliates® 2,509 2,453 2,426 2,410
Deferred Charges 60 64 72 77
Long Term Assets 2,569 2,517 2,498 2,487
Total Assets 2,718 2,694 2,599 2,590
Liabilities & Stockholders Equity
Current Portion of Long Term Debt 0 250 3 3
Other Current Liabilities 60 51 49 53
Current Liabilities 60 301 52 56
Deferred Credits & other Noncurrent Liabilities 890 912 929 942
Long Term Debt™® ‘ 1,498 1,182 1,257 1,163
Long Term Liabilities 2,388 2,094 2,186 2,105
Total Liabilities ‘ 2,448 2,395 2,238 2,161
Total Stockholders Equity 270 299 360 429
Total Liabilities and Stockholders Equity $2,718 $2,694 $2,599 $2,590

(1) Assumes minimum cash balance at NEGT, Inc. is $3 million.
(2) Includes accounts receivable, inventories and other current assets.
(3) Reflects combined book value of GTNC and IPP ownership interests.
(4) Includes debt at GTNC and NEGT. New Notes are assumed paid down pursuant to a cash sweep, comprised of
all operating cashflow available after all other obligations are met less the $3 million minimum cash balance at NEGT, Inc.



National Energy & Gas Transmission, Inc.

Disclosure Statement - Appendix 6
Consolidated Cash Flow Statement

(8 in millions)

Beginning Cash & Cash Equivalents $77 $101 $25
Cash From Operations 111 121 116
Cash From Investing 21) 21) (22)
Cash From Financing(l) (66) (175) (95)

23 (75) 0
Ending Cash & Cash Equivalents $101 $25 $25

(1) Includes payment of principal on New Notes. Forecast assumes no dividends paid
during forecast period.
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APPENDIX 7

Valuation Of the Reorganized Debtor



Valuation of the Reorganized Debtor

In conjunction with formulating the Plan, the Debtor determined that it was necessary to estimate
the post confirmation going concern value of the Reorganized Debtor.

In calculating the value of the Reorganized Debtor, Lazard Freres & Co. LLC (“Lazard”), among
other things:

1. reviewed publicly available financial statements of the Debtor, and its direct and
indirect subsidiaries (collectively, the “Company”);

2. reviewed certain internal financial and operating data of the Company, including
the forecasts prepared and provided by the Company’s management relating to its
business and its prospects;

3. met with certain members of senior management of the Company to discuss the
Debtors’ operations and future prospects;

4. considered certain other financial projections prepared by the Company;

5. discussed historic, current and prospective operations of the operating business
with the Company;

6. considered certain information of publicly traded companies believed to be
reasonably comparable to the operating business of the Company;

7. reviewed such other information and conducted such other studies, analyses,
inquiries, and investigations as deemed appropriate.

In preparing its analysis, Lazard relied upon the accuracy and:completeness of all of the financial
and other information available to it from public sources and the Company or their
representatives and has not assumed any responsibility for independent verification of such
information. With respect to the business unit financial projections (i.c., those of GTNC and the
IPPs), Lazard assumes they are accurate and have been prepared in good faith and on a basis
reflecting the best currently available estimates and judgments of the Company as to the future
operating and financial performance of the Company. The projections assume the Company will
operate their businesses as reflected in the Business Plan and such businesses will perform as
reflected in the Business Plan. To the extent the Company operates more or fewer businesses
during the projection period and to the extent that all or a portion of the businesses perform at
levels inconsistent with those expected in the Business Plan, such adjustments may have a
material impact on the operating projections and the estimated value of the Reorganized Debtor
as presented herein. Additionally, Lazard assumed and relied upon the reasonableness and
accuracy of management’s projections, and no independent valuation or appraisals of the
Company were relied upon.
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The value of an operating business is subject to numerous uncertainties and contingencies which
are difficult to predict and will fluctuate with changes in factors affecting the financial condition
and prospects of that business. As a result, the estimate of the components that determine the
estimated going concern value of the Reorganized Debtor are not necessarily indicative of actual
outcomes, and could be significantly more or less favorable than those set forth herein. Since
such estimates are inherently subject to uncertainties, neither Lazard, the Company nor any other
person assumes responsibility for their accuracy.

THE ESTIMATED CALCULATION OF GOING CONCERN VALUE IS HIGHLY
DEPENDENT UPON ACHIEVING THE FUTURE FINANCIAL RESULTS SET FORTH IN
THE BUSINESS PLAN AS WELL AS THE REALIZATION OF CERTAIN OTHER
ASSUMPTIONS, NONE OF WHICH ARE GUARANTEED AND MANY OF WHICH ARE
OUTSIDE OF THE DEBTORS’ CONTROL.

THE ESTIMATES OF VALUE SET FORTH HEREIN REPRESENT ESTIMATED
REORGANIZATION VALUES AND DO NOT NECESSARILY REFLECT VALUES THAT
COULD BE ATTAINABLE IN PUBLIC OR PRIVATE MARKETS. THE VALUE
DESCRIBED HEREIN DOES NOT PURPORT TO BE AN ESTIMATE OF POST
REORGANIZATION MARKET VALUE OR A VALUE THAT MIGHT BE REALIZED IN A
PRIVATE MARKET SALE TRANSACTION. SUCH VALUE, IF ANY, MAY BE
MATERIALLY DIFFERENT FROM THE REORGANIZED EQUITY VALUE RANGES
ASSOCIATED WITH THIS VALUATION ANALYSIS. NO RESPONSIBILITY IS TAKEN
FOR CHANGES IN MARKET CONDITIONS AND NO OBLIGATION IS ASSUMED TO
REVISE THIS CALCULATION OF VALUE OF THE REORGANIZED DEBTOR TO
REFLECT EVENTS OR CONDITIONS WHICH SUBSEQUENTLY OCCUR. THE
CALCULATIONS OF VALUE DO NOT CONFORM TO THE UNIFORM STANDARDS OF
PROFESSIONAL APPRAISAL PRACTICE OF THE APPRAISAL FOUNDATION. THE
CALCULATIONS OF VALUE SET FORTH HEREIN SUPERCEDE IN THEIR ENTIRETY
THE CALCULATIONS CONTAINED IN PRIOR VERSIONS OF THE DISCLOSURE
STATEMENT.

Valuation Methodology: |

A sum-of-the-parts valuation was employed to estimate the going concern value of the
Reorganized Debtor. The Reorganized Debtor includes the operations of Gas Transmission
Northwest Corporation (“GTNC” or the “Pipelines”), equity interests in a variety of generation
and gas transmission assets, collectively the “IPPs” (includes Indiantown, Carneys Point, Cedar
Bay, Colstrip, Logan, MASSPOWER, Northampton, Panther Creek, Scrubgrass, Selkirk,
Hermiston, Pittsfield, Iroquois Gas Transmission System, Plains End, Madison Wind), various
O&M and MSA contracts under which the Debtor provides operations and maintenance and
management services at many of the IPP assets, various real estate propertles and all related
corporate overhead.

The sum-of-the-parts valuation for the Reorganized Debtor combines the theoretical equity
valuations of GTNC and the Debtor’s ownership interests in the IPPs as well as the equity value

_2-
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of other miscellaneous assets. GTNC’s equity value is estimated by calculating the total
enterprise value of GTNC and subsequently subtracting GTNC’s net debt. The equity value of
the IPPs was estimated using a discounted cash flow analysis in which levered free cash flows
were discounted at an estimated cost of equity. The equity values of both GTNC and the IPPs
were combined with the estimated value of other miscellaneous NEGT assets to determine a
going concern enterprise valuation of the Reorganized Debtor. The equity value of the
Reorganized Debtor can be estimated by subtracting the assumed amount of new debt issued by
NEGT at emergence.

GTNC:

In valuing GTNC, both public company multiples-based and discounted cash flow valuation
techniques were employed. The public company multiple methodology values a company based
on a relative comparison with other publicly traded companies with similar operating and
financial characteristics. Equity and/or total enterprise value multiples are derived for each of
the comparable companies based on various operating statistics. Implied enterprise and equity
values of the company being valued are then calculated by multiplying relevant operating
statistics of the business by the respective public comparable company multiples. Due to the
lack of public companies directly comparable to GTNC, valuation estimates incorporate
multiples from recent comparable acquisitions. These acquisition multiples were discounted to
adjust for observed private market control premiums and thereby more closely approximate
public trading multiples. After calculating estimated GTNC enterprise value under this
methodology, GTNC debt was subtracted to determine hypothetical value to NEGT.

An unlevered discounted cash flow (“DCF”) valuation analysis was also employed to value
GTNC. This DCF valuation methodology equates the value of an asset or business to the present
value of expected future economic benefits to be generated by the asset or business, as reflected
in its unlevered free cash flows. The DCF methodology is a “forward looking” approach that
discounts all expected future economic benefits by a theoretical or observed discount rate
determined by calculating the Weighted Average Cost of Capital (“WACC”) of the Reorganized
Debtor. After calculating estimated GTNC enterprise value under this methodology, GTNC debt
was subtracted to determine hypothetical value to NEGT.

The WACC employed in the unlevered DCF valuation analysis was calculated by weighting the
required returns on interest-bearing debt and common equity capital in proportion to their
estimated percentages in an expected capital structure. The cost of equity for the Reorganized
Debtor was estimated using the Capital Asset Pricing Model (“CAPM”) based on the risk-free
rate of return on United States treasury bonds, plus a market risk premium expected over the
risk-free rate of return, multiplied by a market-derived “beta.” An after-tax cost of debt was
calculated based on an theoretical expected market cost of debt and GTNC’s expected corporate
tax rate. :

IPPs:

A DCF approach was used to calculate the value of NEGT’s IPP oWnership interests. The
Company’s interests in individual contracted plants were valued using a discounted cash flow
analysis treating cash distributions to NEGT as levered free cash flows. Contracted cash flows

-3-
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are discounted for the full life of the contract using a cost of equity that was derived using the
CAPM. Estimated post-contract cash flows were also forecasted and discounted at a cost of
equity derived using the CAPM.

Other Assets and Certain Tax Matters:

NEGT owns various real estate properties which are valued on a DCF basis. In addition, NEGT
may emerge from Chapter 11 with NOL:s that could be available to offset taxable income. Due
to the uncertainty surrounding the amount and availability of NOLs the Reorganized Debtor
might retain or realize and be able to use without restriction, the value of such NOLs to the
Reorganized Debtor was not included in the calculation of the firm’s total enterprise value.

Estimated Valuation Range:

Using the aforementioned valuation techniques, the hypothetical equity valuation range of the
reorganized going concern enterprise is between $1,410 million and $1,660 million. The plan
contemplates $1.0 billion in holding company debt, netting equity value between $410 million
and $660 million. These values exclude any funds to be distributed pursuant to the Plan and any
value related to NpLs which may be available to the Reorganized Debtor.

This range of values for the Reorganized Debtor was prepared based on information available as
of January 2004. This estimate was developed solely for purposes of formulation and
negotiation of a plan of reorganization and analysis of implied relative recoveries to creditors
thereunder. The calculation of value does not address any other aspect of the proposed
restructuring or any related transactions and does not constitute a recommendation to any holder
of outstanding securities of the Debtor as to how such security holder should vote or act on any
matter relating to the restructuring or any related transaction. In addition, Lazard’s calculation of
value does not constitute an opinion as to the fairness to holders of outstanding securities of the
Debtor from any point of view, including a financial point of view of the consideration to be
received by such security holders pursuant to the plan. Estimates of reorganization going
concern value do not purport to reflect or constitute appraisals, liquidation values or estimates of
the actual market value that may be realized through the sale of any securities to be issued
pursuant to the Plan, which may be significantly different from the amounts set forth herein.

!
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APPENDIX 8

Second Amended Complaint, dated November 7, 2003, against PG&E Corporation,
et al.



IN THE UNITED STATES BANKRUPTCY COURT
FOR THE DISTRICT OF MARYLAND

(Greenbelt Division)
Inre: * Chapter 11
NATIONAL ENERGY & GAS * Case Nos. 03-3-0459-PM and
TRANSMISSION, INC. (f/k/a 03-3-0461-PM through 03-3-0461-PM
PG&E NATIONAL ENERGY * and 03-3-0686-PM
GROUP, INC.), et al., through 03-3-0687-PM
* (Jointly Administered under

Debtors. Case No. 03-3-0459-PM)
* * * * * * * * * * * * *
NATIONAL ENERGY & GAS *
TRANSMISSION, INC. (f/k/a
PG&E NATIONAL ENERGY * Adversary Proceeding 03-1249-pm
GROUP, INC.),

| *

Plaintiff,

*

OFFICIAL COMMITTEE OF
UNSECURED CREDITORS OF *
PG&E NATIONAL ENERGY
GROUP, INC.; OFFICIAL *
NOTEHOLDERS’ COMMITTEE OF
PG&E NATIONAL ENERGY *
GROUP, INC.

Plaintiffs-in-Intervention,
V. t

PG&E CORPORATION, PETER A.

DARBEE and BRUCER. *
WORTHINGTON, a
*
Defendants.

* * * * * * * * * Tk . * * *
SECOND AMENDED COMPLAINT
National Energy & Gas Transmission, Inc. (f’k/a PG&E National Energy Group, Inc.)

(“NEG”), the Official Committee of Unsecured Creditors of PG&E National Energy Group, Inc.



(the “Creditors’ Committee™) and the Official Noteholders’ Committee of PG&E National
Energy Group, 1nc. (the “Noteholders’ Committee,” and together with the Creditors’ Committee,
the “Committees”) are informed and believe and thereupon allege as follows:

L

PARTIES AND JURISDICTION

1. On July 8, 2003 (the “Petition Date””), NEG filed a voluntary petition under Chapter
11 of'title 11 of the United States Code (the “Bankruptcy Code”) in the United States Bankruptcy
Court for the District of Maryland, Greenbelt Division (the “Court”). The Chapter 11 cases of
NEG and each of the other above-captioned debtors and debtors-in-possession (collectively, the
“Debtors”) have been consolidated for procedural purposes only and are being jointly
administered pursuant to an Order of the Court.! The Debtors continue to operate their
businesses as debtors in possession pursuant to sections 1107(a) and 1108 of the Bankruptcy
Code.

2. NEG is a Delaware corporation with its principal place of business in Bethesda,
Maryland. NEG is a holding company that manages, directly or indirectly, more than 190
subsidiaries (the “Subsidiaries,” and collectively with NEG, sometimes referred to as the “NEG
Group”). The NEG Gr(;up is an integratéd energy compaﬁs; engaged in, inter alia, power
generation and natural gas transmission in North America.

3. OnJuly 17,2003, pursuant to Section 1102(a)(1) of the Bankruptcy Code, the United

States Trustee (“U.S. Trustee”) formed the Creditors’ Committee in NEG’s case. On July 29,

! The Debtors consist of NEG, PG&E Energy Trading Holdings Corporation (f/k/a PG&E
Energy Trading Power Holdings Corporation, “ET Holdings”), PG&E Energy Trading —
Gas Corporation (“ET Gas”), PG&E ET Investments Corporation (“ET Inv.”), PG&E
Energy Trading — Power, L.P. (“ET Power”), PG&E Energy Services Ventures, Inc. and
Quantum Ventures. ‘



2003, pursuant to Section 1102(a)(2) of the Bankruptcy Code, the Court ordered tile appointment
of the Notehold‘fers’ Committee. On August 1, 2003, the U.S. Trustee (i) formed the
Noteholders’ Committee and (ii) altered the membership of the Creditors’ Committee. The
majority of the members of each of the Committees has been involved in debt restructuring
negotiations with NEG for approximately ten months prior to the Petition Date. Four of the five
members of the Noteholders’ Committee had formed the Ad Hoc Group of Certain Holders of
the 10%% Senior Notes of NEG (the “Ad Hoc Group”). In addition, three of the current
members of thé Creditors’ Committee, JP Morgan Chase, Citibank, N.A. and Societe Generale
(collectively, the “Agents™), had previously been involved in the debt restructuring negotiations.

4. On August 29, 2003, upon the joint request of the Committees, the Court ordered that
both Committees could intervene as parties plaintiff, subject to and in accordance with a
Stipulation for Joint Prosecution of Adversary Proceeding, which the Court has also approved.
NEG and the Committees are referred to hereinaftegf collectively as “Plaintiffs.”

5. Defendant PG&E Corporation (“PG&E”) is a holding company organized as a
California corporation with its principal place of business in San Francisco, California. At all
relevant times, PG&E has owned 100% of the equity intere§ts in PG&E National Energy Group
LLC (“NEG LLC”), a D"elaware limited liability company. NEG LLC in turn, at all relevant
times since its formation, has own‘ed 97% or more of the voting stock of NEG. Prior to the
formation of NEG LLC in 2001, PG&E directly owned 100% of the voting stock of NEG. Prior
to the Petition Date, PG&E exercised control over the business and affairs of NEG through its
initially direct, and subsequently indirect, ownership of the common equity, and its control of the

Board of Directors, of NEG.



6. Def_endant Peter A. Darbee is a natural person and resident of the Staté of California.
From Novembér 1999 to July 7, 2003, Mr. Darbee was a member of NEG’s Board of Directors.
From November 1999 through the present, Mr. Darbee has served as Senior Vice President and
Chief Financial Officer of PG&E.

7. Defendant Bruce R. Worthington is a natural person and resident of the State of
California. From December 18, 1998 to July 7, 2003, Mr. Worthington was a member of NEG’s
Board of Directors. From November 1997 through the present, Mr. Worthington has served as
Senior Vice President and General Counsel of PG&E.

8. The Court has jurisdiction over this adversary proceeding pursuant to 28 U.S.C. §§
157 and 1334. Venue is proper in this Court pursuant to 28 U.S.C. §§ 1408 and 1409. This
matter is a core proceeding pursuant to 28 U.S.C. § 157. The relief sought herein is based on
Bankruptcy Code §§ 105, 362, 510, 542, 544, 548, 550 and applicable nonbankruptcy law.

IL.

GENERAL ALLEGATIONS

A. From incorporation to energy crisis: NEG, 1998-2001.

9. NEG was incorporated on December 18, 1998 asa wholly owned direct subsidiary of
PG&E. | |

10. Although NEG itself was incorporated ‘oply in 1998, many of its 190 Subsidiaries,
which together with NEG compﬁse the NEG Group, existed prior to the incorporation of NEG.
NEG conducts no substantial business directly, but primarily serves as a holding company for the
Subsidiaries in the NEG Group.

11. Prior to NEG’s incorporation, PG&E exercised direct control over the members of the

NEG Group, including the NEG Group’s power generation line of business after PG&E acquired

complete control of that venture. During the period from NEG’s incorporation through the day
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before the Petiti_on Date, PG&E controlled NEG and exercised that control to advz;nce the
fortunes of PG8;E, whether or not that was consistent with the best interests of NEG.

12. At all relevant times, PG&E owned and/or controlled at least 97% of NEG’s voting
stock, appointed all the members of NEG’s board of directors, employed most (or all) of NEG’s
directors, paid salaries to most of the NEG directors and tied key personnel at NEG to the
fortunes of PG&E by the granting of stock options and similar incentives related to PG&E’s
financial performance.

13. PG&E controlled NEG’s finances. PG&E both financed NEG (through direct
transfers of money) and provided guarantees and credit enhancements in connection with third
party financings to members of the NEG Group. PG&E advanced monies and provided
guarantees and credit enhancements to members of the NEG Group in PG&E’s own self-interest
as a strategic response to the deregulation of the energy business.

14. Throughout its corporate existence, PG&E had either been a public utility (directly
until 1996) or a holding company for a public utility, Pacific Gas & Electric Company (the
“Utility””), which supplied natural gas and electric power to millions of residential and
commercial customers in California.

15. PG&E, as a h"olding company, ‘was formed in resbonse to, and as a result of, the
deregulation of the wholesale electric poWer markets, and 'was designed to change PG&E from a
staid and regulated, if profitable, utility into a more growth-oriented and unregulated integrated
energy company. NEG was an important part of PG&E’s future, NEG was designed to be
PG&E’s vehicle for future growth unimpeded by state regulatory consfraints, which would

otherwise continue to constrain the Utility for the then-foreseeable future.



16. This_strategy ran into serious problems in late 2000 and early 2001 whén an “energy
crisis” hit PG&lé’s primary market in California. The wholesale price, which the Utility had to
pay to its suppliers for energy skyrocketed. The retail price, which the Utility could charge its
customers, was capped (a vestige of regulation which was being phased out, but had not ended).
As a result, the Utility experienced massive and well-publicized operating losses.

B. The Special Case of Taxes, 1997-2001.

17. At all times from at least January 1, 1997 to the present, the NEG Group (or, prior to
NEG’s incomofation, the then-existing members of the NEG Group) was included in PG&E’s
affiliated tax group and thus included within PG&E’s consolidated federal income tax returns in
accordance with the provisions of Internal Revenue Code (“IRC”) §§ 1501 et seq. and the
regulations promulgated by the Internal Revenue Service (“IRS”) thereunder. NEG has also
been included within many unitary or combined state tax returns that include PG&E and/or the
Utility along with members of the NEG Group.

18. The NEG Group and PG&E had an agreement regarding tax sharing that predated
NEG’s incorporation, and continued thereafter. That agreement (hereinafter, the “Tax Sharing
Agreement”), in the parts here pertinent, provided that:

a. If 'the NEG Group génerated net taxat;le income, NEG was obligated to

remit to PG&E cash equal to the amount of income taxes payable by PG&E in respect of
NEG Group’s net taxable i income. !

b. If the NEG Group generated net tax losses, tax deductions or tax credits
that PG&E could use to reduce PG&E’s tax bills or generate a refund for PG&E, then
PG&E was obligated to remit to NEG cash equal to the amount of net income tax savings
realized by PG&E on account of the NEG Group’s tax losses and credits.

19. This Tax Sharing Agreement was recognized in numerous phblic and internal written
statements by PG&E and/or those employed by it, and notably in an extended course of conduct

over a period of years. This course of conduct was expressly cited in an opinion letter from



Weil, Gotshal & Manges LLP, dated March 2, 2001, to General Electric Credit Corporation and
Lehman Commércial Paper, Inc., written in connection with, inter alia, the Offering

Memorandum on the Senior Notes, that, in pertinent part (pages 1 and 7) provided:

We have acted as special counsel to PG&E Corporation
(“PG&E”), PG&E National Energy Group, Inc. (“NEG”) [and others] in
connection with the restructuring and reorganization of, inter alia, PG&E
and NEG ...

We understand the material facts affecting the substantive
consolidation of PG&E and NEG [and others] to be as follows:

%k % %k

22.  Pursuant to the income tax allocation section of the PG&E
Corporation Affiliated Company Transactions Policy, effective July 21,
1999, PG&E has paid the NEG Subsidiaries approximately $361 million
for tax benefits generated.

20. The existence and importance of the Tax Sharing Agreement were also recognized by
PG&E in a June 3, 1999 letter to Deloitte & Touche, which was then auditing two members of
the NEG Group (both of whom are Debtors), PG&E Energy Trading — Gas Corporation, and
PG&E Energy Trading Power Holdings Corporation (now known as PG&E Energy Trading
Holdings Corporation), which are referred to in the letter as the “Company.” In the letter, two
officers of PG&E certiﬁc'ed to Deloitte & Touche that:

2. The Company is included in the consolidated U.S. Federal income
tax return of PG&E Corporation and operates under a tax sharing
arrangement whereby it calculates its income tax provision/benefit on
a stand-alone basis and either pays to or receives from PG&E
Corporation based on the calculated income tax expense/benefit.
Accordingly, we believe it is appropriate for the :Company to have
recognized the full benefit of its taxable losses in its March 31, 1999,
combined financial statements. (Emphasis added) ‘

21. In tax years 1997, 1998 and 1999, and as PG&E has contended, the NEG Group
incurred approximately $1 billion of negative tax attributes, which resulted in deductions and

credits that reduced the tax obligations of PG&E by several hundred million dollars. For each
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taxable year, consistent with and pursuant to the Tax Sharing Agreement, cash in'an amount
equal to the net‘j income tax savings realized by PG&E on account of the tax attributes generated
by the NEG Group for that taxable year was remitted by PG&E to NEG or, in years before NEG
was activated, its corporate predecessors in the NEG Group, as above-described.

22. Thus, as a result of the Tax Sharing Agreement, PG&E paid approximately $361
million over a three-year period pursuant to that agreement. Upon information and belief, at no
time during this period did PG&E advise NEG that these payments were being made for any
reason other th;cln pursuant to the Tax Sharing Agreement.

23, In year 2000, both the NEG Group and PG&E, as a whole, incurred tax losses in
excess of the income generated in that year resulting in a situation where PG&E paid no income
taxes for that yéar. The NEG Group incurred several hundred million dollars in year 2000 tax
losses. In 2001, PG&E received a tax refund on account of its ability under applicable tax law to
“carry-back” its 2000 losses to prior tax years. Rec;)gnizing PG&E’s obligations to compensate
NEG for the losses under the Tax Sharing Agreement, but because PG&E did not have the
available cash to pay NEG in 2001 what PG&E owed to NEG under the Tax Sharing Agreement,
the parties created a tax receivable in the amount of approximately $99 million, which amount

, ..

was paid by PG&E to NEG in 2002, in satisfaction of the tax receivable.

C. Year 2001 Taxes.

24. In May, 2001, NEG issued the Senior Notes to the public in a principal amount of $1
billion pursuant to an offering circular on Form S-4 filed with the United States Securities
Exchange Commission which represented:

[NEG Group is] included in the federal consolidated tax return of
[PG&E]. [NEG Group] and [PG&E] have a tax sharing arrangement that
provides for the allocation of federal and certain state income taxes. In

consideration of [NEG Group’s] participation in such consolidated
return and the tax-sharing arrangement, the Company [NEG]
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recognizes its pro rata share of consolidated income tax expenses and
benefits. [NEG] is allowed to use the tax benefits generated as long as
fthese benefits could be used on a consolidated basis.... Beginning with
the 2001 calendar year, [NEG] expects to pay to [PG&E] the amount of
income taxes that [NEG] would be liable for if [NEG] filed its own
consolidated combined or unitary return separate from [PG&E], subject to
certain consolidated adjustments.

SEC Form S-4 at 98, filed by PG&E National Energy Group, Inc. (July 27, 2001) (emphasis
added). This Form S-4 was signed by Defendants Darbee and Worthington in their capacities as
directors of NEG.

25. In tax year 2001, NEG estimated that the NEG Group had net taxable income of
approximately $280 million. Therefore, NEG remitted approximately $54 million to PG&E on
account of year 2001 estimated income taxes payable by PG&E in respect of the taxable income
of NEG Group. PG&E accepted this payment and never claimed or contended that it and NEG
had no binding Tax Sharing Agreement.

D. NEG’s change in fortunes, 2001-2003.

26. The energy crisis ended almost as rapidiy as it had begun, and wholesale energy
prices plummeted with the same intensity that they had risen just a year earlier.

27. The result was that NEG, which depended on high wholesale energy prices, turned
dramatically unproﬁtabie in late 2001 and early 2002, and tiw Utility, despite its April 2001
bankruptcy filing during the height of the energy cdsis, turned very profitable at or about the
same time. |

28. As a result, commencing in 2002, Standard & Poors, Moody’s Investor Services, Inc.
and other ratings agencies began downgrading the credit rating of NEG (and the entities
primarily liable on debt obligations guaranteed by NEG), resulting in various “collateral calls” at

the NEG and subsidiary levels and demands for replacement guarantees.



[
»

29. This_reversal of fortune created a dilemma for PG&E. In the space of a single year,
NEG and the Ut‘fility had essentially reversed roles. PG&E no longer saw NEG as its key to
future growth and profitability. At the same time, PG&E was engaged in a struggle with the
California Public Utility Commission (“CPUC”) concerning the fate of the Ultility.

30. PG&E’s goal became to (i) mislead the NEG creditor representatives, so as to avoid
or at least delay the commencement of an involuntary bankruptcy proceeding for NEG, which
would have caused PG&E to lose control over NEG and been embarrassing and damaging to
PG&E’s efforts to confirm a plan of reorganization for the Utility; and (ii) make sure that more
PG&E wealth did not go to NEG and its creditors, regardless of whether that meant that PG&E
would breach agreements with NEG or its fiduciary obligations to NEG and its creditors.

31. By November 2002, NEG’s insolvency resulted in a default on its obligations to the
holders of the Senior Notes and the JP Morgan Chase revolving credit facilities. In addition, the
contingent obligations to the bank syndicates agentqﬁ by Citibank, N.A. and Societe Generale
had matured and were in default (or subject to temporary forbearances).

32. At or about the same time, NEG brought in the turnaround-consulting firm of Alvarez
& Marsal to assist in the restructuring discussions with thesg creditors. Significantly, however,
PG&E did not cease con'trolling NEG’s Board of Directors i;ntil the day before NEG’s chapter
11 filing.

33. NEG’s financial deterioration and deepening insolvency increased the importance of
the Tax Sharing Agreement. As a result of built-in losses and other tax attributes, the disposition
of NEG’s interests in its principal merchant power plants and the unwihding of its energy trading
business promised to generate federal and state tax deductions approximating $3.4 billion. These

NEG tax deductions — PG&E projected — would result in up to $1.4 billion in tax savings to

10
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PG&E. The payment of these tax benefits to NEG in accordance with the Tax Sharing
Agreement woﬁld have substantially enhanced the recoveries of NEG creditors. In short, more
than ever, NEG needed the benefits that PG&E was obliged to deliver, and had committed to
deliver, under the Tax Sharing Agreement.

34. In October 2002, PG&E publicly announced its entry into a “Second Amended and
Restated Credit Agreement” (“Credit Agreement”) with its various lenders pertaining to PG&E’s
then-existing $720 million in institutional indebtedness. PG&E’s 8-K filed with the Securities &
Exchange Commission on October 22, 2002 stated in pertinent part that:

The Credit Agreement generally permits [NEG] LLC, [NEG]. and
their respective subsidiaries to enter into sales and other disposition of
assets in the ordinary course of business and in certain qualified
transactions. In addition, in connection with certain sales and debt
restructuring transactions of [NEG] and its subsidiaries, PG&E
Corporation is permitted to make investments funded from existing cash
and future earnings in [NEG] and its subsidiaries or in entities that acquire
such assets from [NEG] and its subsidiaries in such transactions. The
amount of such investments is limited to 75% of the net cash tax
savings (less certain costs and expenses) actually received by PG&E
Corporation after October 1, 2002 as a result of certain transactions
of [NEG] and its subsidiaries. (Emphasis added)

35. By its terms, therefore, the Credit Agreement purported to authorize PG&E to
compensate NEG for “net cash savings” received by PG&E"% after October 1, 2002, but to limit
that compensation to up to 75% of those savings. This amendment to the Credit Agreement was
obviously designed by PG&E to use covenants contained in its own credit agreements to force
NEG’s creditors to accept less than full compensation for any “net cash savings” resulting from
PG&E’s use of NEG’s tax attributes, notwithstanding the Tax Sharing Agreement.

36. In October 2002, debt-restructuring negotiations began among PG&E,NEG, the Ad
Hoc Group and the Agents. The Ad Hoc Group consisted of institutional holders of in excess of

50% of NEG's outstanding Senior Notes. One of the Agents, JP Morgan Chase, served (and
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continues to ser_ve) as agent on one revolving credit facility at the NEG level. Thé other Agents,
Societe Generaie and Citibank, N.A., each served (and continue to serve) as agents on two
lending facilities pursuant to which NEG hadassumed guaranty or equity funding commitments.

37. Pursuant to federal tax regulations, so long as PG&E continued to own at least 80%
of NEG’s equity, the NEG Group could remain as part of PG&E. So long as the NEG Group
remained part of PG&E, the deductions and credits generated by the NEG Group’s tax attributes
could be utilized currently or within a very short period of time to generate tax benefits through
refunds or by réducing current taxes. If NEG were to become “deconsolidated” from PG&E (for
example, by no longer being at least 80% owned by PG&E, and therefore not be included within
PG&E’s affiliated group and consolidated federal tax returns for purposes of IRC §§ 1501 &
1504) before it realized the losses on account of dispositions and its operating activities, the
deductions and credits could be utilized to reduce future taxes on its own future taxable income
for twenty years, subject to certain limitations in the‘_"i event of change in control.

38. Because the present value of the deductions and credits arising out of the NEG
Group’s anticipated tax attributes was gre;ater to PG&E than their value to a deconsolidated NEG
as a going forward tax shield, PG&E proposed to the Ad Hqc Group and the Agents that NEG
would, after effectuating" the dispositions and realizing the dfher operating losses and credits,
remain a member of PG&E’s coqs‘olidated tax group notwithstanding NEG’s gross insolvency.

39. The Ad Hoc Group and the Agents agreed that PG&E’s proposal maximized the
present value of the valuable tax attributes of NEG, but they asserted that pursuant to the existing
Tax Sharing Agreement, 100% of the tax benefits realized by PG&E oh account of NEG Group’s

tax attributes should be remitted to NEG for the ultimate benefit of NEG’s creditors.
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40. On November 5, 2002, NEG received a letter from PG&E, purporting to respond to
“PG&E NEG’sj recently stated belief that the manner in which PG&E Corporation and NEG
have handled NEG’s tax losses in the past may constitute a course of conduct from which an
agreement may be implied that is somehow legally binding on PG&E Corporation.” The letter
stated in pertinent part that:

As [PG&E)] has previously stated on numerous occasions, while in
the past PG&E Corporation has included NEG’s tax losses, as permitted
and required by law, in its consolidated tax returns, and in connection
therewith PG&E Corporation has made certain cash payments to NEG in
relation to NEG’s tax losses on an ad hoc basis, each of these decisions
was made independently by PG&E Corporation based on corporate
strategy in dealing with NEG’s capital needs at the time and was not made

pursuant to any comprehensive agreement or understanding between
PG&E Corporation and NEG binding upon the parties in future years.

41. PG&E subsequently purported to “withdraw” the November 5, 2002 letter. However,
on November 12, 2002, NEG received a second letter from PG&E purporting to terminate the
Tax Sharing Agreement between PG&E and NEG, “gavithout further notice. That letter also
disputed that a Tax Sharing Agreement ever existed.

42. Notwithstanding the purported termination, PG&E continued to engage in
negotiations with, and make representations to, NEG and NEG’s creditors. At a meeting held on
December 17, 2002 at tl;e law offices of Willkie Farr & Gailagher LLP in New York involving
representatives of PG&E, NEG‘gl‘ld NEG creditor representatives, Mr. G. Stephen Amold
(“Amold”), PG&E’s Tax Director, provided a detailed presentation concerning the various
transactions that would have to occur in order for realization of Fhe tax losses to occur.

Mr. Amold assured the participants at that meeting that the numerous Steps that would be
required to effectuate these transactions would not be complefed. in calendar year 2002 absent the

execution of a settlement agreement between PG&E and NEG creditors. The written materials

13



furnished by P(_i&E were consistent with PG&E’s and Arnold’s representations tl;at significant
tax loss transac‘iions would not occur in 2002.

43. On December 24, 2002, NEG notified PG&E that PG&E’s November 12, 2002 letter
was not effective in terminating the Tax Sharing Agreement between them and reserved all of its
rights.

44, Relying on PG&E’s representations that no significant tax loss transactions had
occurred or would occur in 2002, the NEG creditors were concerned about preserving the status
quo in calendar year 2003, while settlement discussions were ongoing. In January 2003, Richard
Shutran, Esq., counsel to PG&E, and Lee R. Bogdanoff, Esq., counsel to the Ad Hoc Group, in
an exchange oficorrespondence memorialized the interim understanding with respect to
maintenance of the status quo while discussions were ongoing. The understanding regarding the
maintenance of the status quo is further reflected in a series of “protocol” letters and non-
deconsolidation commitments continuously extendéﬂ through the Petition Date. The protocol
letters not only prohibited certain disposition transactions absent compliance with its terms, but
also proscribed intercompany transactions between PG&E and NEG other than ones specifically
authorized in the letters. NEG and its creditors had every reason to believe that, so long as
PG&E was participating' in settlement discussions cpncemiﬁg PG&E and/or the protocol letters
were in effect, the status quo was being maintained and no significant dispositions or tax losses
would be realized.

45. On May 13, 2003, at a PG&E earnings telephone conference call, Robert Glynn, the
Chairman, President and CEO of PG&E, made it clear, publicly, that PG&E still was involved in
settlement negotiations with NEG creditors stating:

As you know, since last November, PG&E National Energy Group
has been operating while in default of its major lending facilities, and

14
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we’ve been working with lenders to reach an agreement on restructuring
that business. The very fact that these discussions have continued for this
length of time is a reflection of both the parties’ desire to reach an
agreement, as well as the difficulties in doing so. Working with the large
group of more than 40 banks and public bond holders is a complex project.
And while these discussions are continuing, no agreement has been
reached yet, and we can’t assure that one will be reached.

* ¥ %

Third, it is our view that the overall if many benefits of
restructuring will be greater with cooperation between PG&E, NEG, and
the creditors than without and we are not changing our efforts to find
consensus with the creditors. And fourth, we believe that the outcome of
any bankruptcy proceeding by the PG&E NEG would not have a material
adverse impact on the financial condition of Pacific Gas & Electric
Company or of the corporation.

46. As late as June 30, 2003, PG&E’s Annual Report (as filed with the United States
Securities & Exchange Commission on that date) reiterated its continuing involvement in
settlement negations:

PG&E Corporation is participating with PG&E NEG, its
subsidiaries and their lenders in negotiations to restructure PG&E NEG’s
and its subsidiaries’ commitments. However, under the terms of its credit
agreement, PG&E Corporation is limited as to the amount and conditions
under which it can provide cash to PG&E NEG. In particular, the Credit
Agreement limits PG&E Corporation’s ability to make investments in
PG&E NEG and its subsidiaries from existing cash to 75 percent of the net
cash tax savings (less certain costs and expenses) actually received by
PG&E Corporation as a'result of certain sales and debt restructuring
transactions of PG&E NEG and its subsidiaries.

47. In negotiating and pIanning for a stand-alone ﬁEG reorganization during the first half
0f 2003, the Ad Hoc Group and fhe Agents negotiated with PG&E and NEG. The proposed plan
of reorganization that resulted, as PG&E knew, assufhed that at least $3 billion in unrealized
disposition losses and other tax attributes remained available to NEG and could be used to help

fund the NEG reorganization.
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48. On or about May 12, 2003 (the day before the above-referenced eamir;gs conference
call), and unbelij(nownst to the Plaintiffs, PG&E filed its 2002 federal tax return, which was a
consolidated tax return purportedly filed on behalf of all members of the PG&E consolidated
group (including the NEG Group). The return claimed a refund of $533 million of which
(i) $361.5 million was attributable to approximately $1 billion in losses incurred by the NEG
Group and (ii) $53 million was attributable to credits generated by the NEG Group (the
“Refund”). Approximately $800 million of the $1 billion of losses were claimed as
abandonments énd other losses effectuated on or before December 31, 2002. PG&E did not
disclose these abandonments and other losses pertaining to the NEG Group’s assets, the filing of
its claim for the Refund, or the actual receipt of the Refund to NEG, until August 4, 2003. Given
PG&E’s represéntations, PG&E had a duty to disclose this fact and breached that duty. PG&E
first publicly disclosed its receipt of the Refund on August 19, 2003. NEG promptly demanded
that PG&E remit payment of the Refund to NEG in‘f‘iaccordance with the Tax Sharing Agreement.

49. PG&E’s actions in seeking and obtaining the Refund and refusing to remit any
portion of the Refund to NEG violated not only the Tax Sharing Agreement, but also PG&E’s
own agreements to maintain the status quo and PG&E's ﬁdpciary duties to NEG and its creditors.
PG&E’s actions as alleg!ed herein also interfered with and \;iolated its undertakings in the
protocol letters. PG&E withheld from Alvarez & Marsal‘and other agents on behalf of NEG the
fact that PG&E was planning to obtain the Refund.

50. As alleged above, in its consolidated federal tax return, PG&E claimed approximately
$800 million in deductions on account of abandonments and other losées relating to the assets of

members of the NEG Group (and about $200 million in other losses) on or before December 31,
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2002. PG&E kr_lew that its action in connection with claiming these deductions wc‘ere in PG&E's
own interest an(i at the expense of NEG and its creditors.

51. PG&E did not consult, or even inform, NEG or NEG’s creditors about PG&E's
decision to claim that certain assets owned by the NEG Group had been abandoned for purposes
of the 2002 tax year.

52. Darbee and Worthington were aware that PG&E planned to claim these losses at a
time each was a director of NEG, but nonetheless failed to disclose those facts to either NEG or
its creditors.

53. Under applicable tax law, to claim deductions based upon an abandonment loss there
must be an intent to abandon coupled with an act evidencing such intent. However, pursuant to
applicable Treaéury Regulations, the fact of a decline in value of an asset does not equate to an
overt act of abandonment, resulting in a loss under IRC section 165.

54. Since recognition of abandonment losses‘f“is tied to intent to abandon, PG&E was not
required to claim abandonment losses on or before December 31, 2002 and those deductions
could have been preserved for future tax years. Moreover, had NEG known of PG&E's plan to
claim the foregoing abandonment losses as deductions on RG&E'S 2002 consolidated federal tax
return, NEG could have t'aken actions that would have resulféd in there being no basis to assert
that abandonment had occurred. In short,vPG&E did not have to declare the abandonment of
projects owned by the NEG Group in tax year 2002.

55. PG&E elected to treat certain NEG Group assets as abandoned on or before
December 31, 2002 because such a position was advantageous to PG&E. However, that election

caused significant harm to NEG.
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56. Upon substantial consummation of its plan of reorganization, NEG wili be
reorganized as a going concern that will earn substantial income. NEG's debt and operations will
be restructured in a fashion, which will allow it to generate net taxable income.

57. NEG Group's future taxable income and income tax liabilities could have been
reduced or eliminated by net operating losses, disposition losses, and other favorable tax
attributes that can be "carried-forward" under applicable law, had the losses and other tax
attributes not been claimed by PG&E.

58. NEG Group may also realize significant taxable gains from the disposition of certain
assets as a part of its reorganization. These asset dispositions may create tax liability for NEG
that could have been reduced or eliminated by net operating losses, disposition losses, and other
favorable tax attributes that can be "carried-forward" under applicable law, had the losses and
other tax attributes not been claimed by PG&E.

59. As a result, NEG Group's tax attributes, 'ﬁlcluding the abandonment losses claimed by
PG&E, are a valuable asset of NEG, that were secretly misappropriated by PG&E for its own
benefit.

60. PG&E’s concealment of its misappropriation of the NEG Group's favorable tax
attributes continued after' NEG’s commencement of its chapier 11 case. At a hearing held before
this Court on July 30, 2003 in which PG&E’s counsel actively participated, and in which
testimony and argument was furnished to the Court concerning the more than $3 billion in
anticipated disposition losses available to the NEG estate, PG&E failed to disclose to the Court
or to the parties that in May of this year PG&E had already claimed approximately $800 million
of tax deductions on account of those losses, as well as $200 million in other losses, resulting in

PG&E’s receipt of the Refund.
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E. The Bankruptcy, the Commencement of Litigation and the New Expla‘nations.

61. On J‘fuly 7, 2003, Darbee, Worthington and two other directors appointed by PG&E,
G. Brent Stanley (“Stanley”) and Thomas B. King (“King”), both of whom were PG&E Senior
Vice-Presidents at the time they served on NEG’s board but who are presently not sued herein,
resigned. They were replaced by Joseph A. Bondi, Sanford L. Hartman, Henry Murphy and
Frank V. Battle, Jr. As a result, for the first time, NEG had a board of directors independent of
PG&E.

62. At an earnings conference call for PG&E held on August 19, 2003, Darbee explained
the effect of the resignations on PG&E:

| As a result of this change, PG&E Corporation no longer retains
significant influence over the ongoing operations of NEG. (Emphasis
added)

63. As one of its first actions, the newly independent NEG filed chapter 11 petitions for
itself and the other Debtors on July 8, 2003.

64. Thereafter, NEG learned of PG&E's prior filing of its 2002 federal tax return, which
claimed tax deductions based upon the NEG Group’s tax attributes, including the abandonments
of NEG Group assets, and PG&E's receipt of the Refund and filed this adversary proceeding.

65. In response, I"G&E has sought to explain what it’lcontends was the true agreement (or
non-agreement) between it and NEG relating to taxes. Specifically, PG&E has contended, in
pleadings filed with this Court, including an affidavit signed on September 2, 2003 by Darbee,
that:

PCG? and NEG have had only an informal tax sharing arrangement

— not a binding tax sharing agreement — that has governed their
relationship vis-a-vis tax issues. ... [U]nder our arrangement, PCG has

2 PG&E often refers to itself by its stock ticker symbol PCG. When we quote from PG&E
documents, we will do the same.
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decided as a matter of business planning whether to infuse funds into NEG
.+.. [T]he decision to pay NEG or any NEG subsidiary for tax savings
realized was an act of business judgment on the part of PCG’s
management, a judgment that has changed from year to year
depending upon the circumstances impacting PCG. ... The tax
account provided a convenient mechanism through which to infuse
these funds into subsidiaries in amounts PCG deemed at the time to
be prudent. (Emphasis added.)

66. The “tax account,” to which Darbee referred, was the account that PG&E had used to
make an approximate $99 million payment to NEG, which was publicly reported as a payment
on an account payable from PG&E to NEG for use of tax benefits. As stated in NEG’s 10-Q
filed with the Securities & Exchange Commission:

Furthermore, as of December 31, 2001, the Company has recorded
a $99 million amount receivable from the Parent related to the
intercompany tax-sharing arrangement; this amount is included in “Long-
term receivables from Parent”, as of December 31, 2001, in the
accompanying consolidated balance sheet.

67. According to Darbee’s affidavit, contrary to the above-excerpted public disclosure, .
this receivable was simply a “convenient mechanism” for PG&E to infuse funds into NEG, as
opposed to direct evidence of an amount owing and paid by PG&E to NEG pursuant to the Tax
Sharing Agreement.

68. Although Plajntiffs do not agree that the above-description of the Tax Sharing
Agreement (or that the description of the tax receivable as a “convenient mechanism” to remit
payments to NEQG) is correct, the policy it appears to embrace — that PG&E dealt with NEG on
an ad hoc basis depending on what was good for PG&E overall on any particular day — is an
admission by PG&E that PG&E favored itself during a time when NEG was in the zone of
insolvency and should have been managed for the benefit of its creditors.

69. PG&E’s dominion and control of NEG — for PG&E’sjown benefit — and its treatment

of NEG in an unjust and fundamentally unfair way was far reaching. It included, among other
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things, (i) PG&E’s purported termination of the Tax Sharing Agreement just as N'EG was
insolvent and o'jn the verge of defaulting or had defaulted on nearly all of its indebtedness so as to
maximize PG&E’s leverage in dealing with NEG’s creditors, (i) PG&E’s actions in having its
counsel speak for NEG to deny the existence of the Tax Sharing Agreement even though NEG
had previously advised PG&E that it did not consent to PG&E’s termination of such agreement,
(iii) Darbee’s and Worthington’s failure to act in NEG’s best interests concerning maximizing
the value for NEG from the anticipated tax attributes (and even to notify NEG of PG&E’s plans
to file its consdlidated tax return, appropriate to itself the Refund and violate the parties’
standstill agreements), and (iv) PG&E's actions in seeking and obtaining the Refund rather than
maximizing the value for NEG from the anticipated tax attributes.

70. PG&E unjustly enriched itself by claiming the Refund in a manner that deprived, or
was calculated to deprive, NEG of valuable tax attributes that could have been used to offset or
reduce future income tax liabilities of NEG after its‘f debt restructuring was completed.

71. Plaintiffs are informed and believe and thereupon allege that there were numerous
other instances in which PG&E ran NEG, through the directors they chose and the employees
they controlled (directly in some cases, indirectly via incen;ives in other cases), for the benefit of
PG&E and without rega"rd to whether pafticular decisions Qere good or bad for NEG or its
creditors. For example, PG&E caused NEG and its subsidiaries to enter into unfair transactions,
including, but not limited to, PG&E Gas Transmission’s purported sale, in November 2002, to
the Utility, for far less than fair consideration, of appfoximatelyn2.66 miles of large diameter high
pressure pipeline facilities, so as to remove that asset from CPUC regﬁlation and to the

regulation of the Federal Energy Regulatory Commission and thereby advancing PG&E’s efforts
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to confirm its own plan of reorganization for the Utility. If and to the extent necessary, Plaintiffs
will seek leave fto amend to detail such further allegations as they are discovered.
III.

CLAIMS FOR RELIEF

FIRST CLAIM FOR RELIEF
(Breach of Contract - PG&E)

72. Plaintiffs repeat and reallege paragraphs 1-71, above, as if fully set forth.

73. At all times relevant hereto, a valid and enforceable Tax Sharing Agreement (as
above defined) has existed between PG&E, on the one hand, and NEG, on the other hand.

74. NEG has performed all the obligations on its part to be performed.

75. All ;onditions precedent to performance by PG&E have occurred, including but not
limited to PG&E’s filing of its 2002 tax returns that have produced the Refund to PG&E.
Plaintiffs expressly reserve the right to amend this Raragraph (and indeed, the entire complaint),
based upon subsequent discovery should it appear tilat the amounts recovered by PG&E or the
tax benefits obtained by it are now or subsequently turn out to be greater than or different from
the amounts which Plaintiffs currently believe, as set forth herein, were recovered by PG&E.

76. Demand has been made of PG&E to turn over o"r pay to NEG the Refund it now holds
relating to tax benefits réalized as‘ the result of the tax attributes of the NEG Group which, as
noted, Plaintiffs presently belie{fé'to be not less than "$414i million.

77. PG&E has failed and refused and continues to fail and refuse to turn over or to pay to
NEG an amount equal to the Refund or any portion tﬁereof. |

78. The failure of PG&E to turn over or to p;cly an amount equaj to the Refund to NEG is

a breach of the Tax Sharing Agreement.
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79. Asa Fesult of the breach of the Tax Sharing Agreement, NEG has been 'damaged in
the amount of nc;t less than $414 million or more according to proof (resulting from, among
other things, PG&E’s use of additional tax attributes generated by the NEG Group).

WHEREFORE, Plaintiffs request entry of a judgment in their favor and against PG&E
for damages according to proof, for interest, for costs of suit, including reasonable attorneys’
fees (to the extent recoverable under applicable law), and for such other and further relief as
appropriate.

SECOND CLAIM FOR RELIEF
(Declaratory Relief - PG&E)

80. Plaintiffs repeat and reallege paragraphs 1-79, above, as if fully set forth.

81. Plainftiffs contend that a Tax Sharing Agreement (as above defined) has existed
between PG&E, on the one hand, and NEG, on the other hand, and that such agreement still
exists or, in the alternative, exists at least insofar as losses that were made likely by economic
events occurring prior to PG&E’s purported termination of the Tax Sharing Agreement in
November 2002, whenever realized or recognized.

82. Plaintiffs are informed and believe and thereupon allege that PG&E disputes that a
Tax Sharing Agreement gver existed, and further contends tﬁat if it did, PG&E terminated it in
November 2002 and no lc;nger has ﬁny obligations thereunder.

83. Plaintiffs contend thaf under the Tax Sheirihg Aéreement, PG&E is obligated to turn
over or pay to NEG not only any amounts already recgived by PG&E equal to the amount of net
federal and state income tax savings realized by PG&E in respect of deductions and credits on
account of the NEG Group’s tax losses and 'investmeﬁts, but also any sﬁch amounts received by

PG&E in the future. Plaintiffs are informed and believe that PG&E disputes this contention.
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84. A justiciable controversy exists as to whether NEG and PG&E were aI‘ld continue to
be bound unde£ the terms of a valid enforceable Tax Sharing Agreement.

85. It is necessary for this Court to determine (i) whether a Tax Sharing Agreement
exists, (ii) whether or not it was terminated and if so whether such termination was lawful and/or
effective for the 2002 tax year, (iii) whether the Refund, or any portion thereof, is property of
NEG’s estate, and (iv) what are the rights and obligations of the parties under the Tax Sharing
Agreement, not only as to already realized tax savings, but as to future tax savings.

86. In addition, these determinations are necessary to the prosecution of the Debtors’
bankruptcy cases and the just and expeditious formulation and implementation of a plan of
reorganization. !

WHEREFORE, Plaintiffs request entry of a judgment declaring the respective rights and
obligations of the parties and specifically determining that PG&E and NEG have a Tax Sharing
Agreement, and that pursuant thereto, PG&E is obfigated to turn over or pay to NEG in cash for
the amount of net income tax savings realized by PG&E in respect of the NEG Group’s tax
attributes, including tax losses, deductions and credits generated by the NEG Group, whether
received in the past or the future, for costs of suit, including reasonable attorneys’ fees (to the

, :

extent recoverable under applicable law), and for such other and further relief as appropriate.

‘THIRD CLAIM FOR RELIEF
(Breach of Fiduciary Duty — All Defendants)

87. Plaintiffs repeat and reallege paragraphs 1-86, above, as if “fully set forth.

88. By virtue of being directors of NEG, Darl;ee and Worthington owed to NEG, and (as
NEG was insolvent and/or in the zone of ihsolvenc? at all relevant timés) to NEG's creditors
generally, various fiduciary duties, including the duty of loyalty ‘.through the date they resigned as

directors.
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89. By v_irtue of being a controlling shareholder of NEG, PG&E owed to N'EG various
fiduciary duties,'j including the duty of loyalty through at least the Petition Date.

90. Additionally, the resignations of Darbee and Worthington did not entirely free them
to act in a way that was adverse to NEG, including but not limited to assisting PG&E in resisting
claims made by NEG and divulging to PG&E confidential information (including attorney-client
communications) to which they were privy by virtue of having been directors of NEG.

91. Notwithstanding Defendants’ fiduciary obligations as NEG directors or controlling
shareholder, Plﬁintiffs are informed and believe and thereupon allege that Darbee and
Worthington:

a. knowingly failed to disclose to NEG, its independent director, its
management and financial advisors, the Ad Hoc Group and the Agents, PG&E’s position
that tax losses had been realized by abandonment of assets and terminations occurring on
or before December 31, 2002;

b. knowingly failed to disclose to NEG, its independent director, its
management and financial advisors, the Ad Hoc Group and the Agents, that PG&E
prepared a consolidated return that recognized losses by virtue of the abandonment or
other disposition of assets of NEG and its subsidiaries;

C. knowingly failed to take any action to preserve the NEG Group’s tax
attributes for the benefit of NEG. Instead, Darbee and Worthington knowingly stood by
while PG&E secretly took advantage of NEG’s tax attributes in obtaining the Refund, to
the detriment of NEG, its creditors and its estate; :

d. cooperated with PG&E in resisting claims made by NEG relating to
transactions and events that occurred during the time they were directors of NEG;

e. shared with PG&E and its counsel confidential information, including
attorney-client communications, learned as the result of being directors of NEG;

f. caused PG&E’s counsel to speak for NEG.in denying the existence of a
tax sharing agreement while NEG was under PG&E’s dominion and control, even
though, NEG had notified PG&E that it did not consent to PG&E’s termination of the
Tax Sharing Agreement.
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92.In d_oing the acts and failing to act as herein alleged, Darbee and Wortilington acted
either under the; direction of PG&E, as agents of PG&E within the course and scope of their
agency, or alternatively, in a conspiracy with PG&E.

93. In addition, PG&E breached its duty to NEG (and to NEG’s creditors generally) by
using its control over NEG to advance PG&E’s own interests ahead of NEG’s at a time when
NEG was insolvent and/or in the zone of insolvency. Despite having no obligation to do so,
and/or having the ability to avoid or defer claiming abandonment losses, PG&E claimed that
certain NEG Gfoup assets were abandoned or otherwise disposed of so that PG&E could claim
tax deductions of approximately $800 million (as well as approximately $200 million in other
losses) while the NEG Group remained part of the PG&E consolidated federal income tax group.
Those unrealized losses were valuable tax attributes of the NEG Group.

94. PG&E, Darbee and Worthington owed NEG a fiduciary duty, which each of them
breached by failing to protect NEG's valuable tax a&ributes and/or compensate NEG for their
use, all at a time when NEG was insolvent and/or in the zone of insolvency.

95. NEG has a clear prospect of earning substantial future income and expects to become
profitable after reorganization. NEG Group's tax attributes {have and had economic value to
NEG. As alleged above", following reorgénization, NEG will begin to incur tax liabilities which
could have been reduced or eliminated by the favorable tax attributes misappropriated by PG&E
for its own benefit.

96. In doing the acts and failing to act as herein alleged, Darbée, Worthington and PG&E
acted willfully and deliberately for the purpose of advancing the interests of PG&E ahead of

NEG and its creditors.
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97. As aresult of the above-described breaches of fiduciary duty, NEG an'd its creditors
have been damélged in an amount which is presently undetermined, but which Plaintiffs are
informed and believe and thereupon allege exceeds $414 million.

WHEREFORE, Plaintiffs request entry of a judgment in their favor and against Darbee,
Worthington and PG&E, jointly and severally, for damages according to proof, for interest, for
costs of suit, including reasonable attorneys’ fees (to the extent recoverable under applicable
law), for appropriate exemplary and punitive damages in an amount sufficient to punish Darbee,
Worthington aﬁd PG&E, and to deter future breaches by them and others, and for such other and
further relief as appropriate.

! FOURTH CLAIM FOR RELIEF

(Violation of the automatic stay--PG&E)

98. Plaintiffs repeat and reallege, paragraphs 1 - 97, as though fully set forth.

99. Section 362(a) of the Bankruptcy Code ;;rovides that the filing of a bankruptcy
petition operates as an "automatic" stay of certain actions related to a bankruptcy debtor and
property of the debtor's estate, including, inter alia, any act to obtain possession of property of
the estate or of property from the estate or to exercise control over property of the estate.

t

100. PG&E had actual notice of the filing of the NEG bankruptcy petition on, or
immediately after, the Petition Date. | "

101.  The Refund is property subject to a constructive trust in favor of NEG and is
property of NEG's bankruptcy estate. PG&E’s acts to obtain possession of property of NEG’s

estate, or to exercise control over property of the estate, in claiming, collecting and retaining the

Refund, constitutes a violation of 11 U.S.C. § 362(a)(3).
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102. Due to PG&E’s knowing violation of the automatic stay, plaintiffs are entitled to
an award of moﬁey damages pursuant to 11 U.S.C. § 362(h).
WHEREFORE, the Plaintiffs request entry of a judgment pursuant to 11 U.S.C.

§ 362(h) for appropriate relief, including reasonable attorneys fees and costs, and other relief.

FIFTH CLAIM FOR RELIEF
(Turnover under 11 U.S.C. § 542--PG&E)

103.  Plaintiffs repeat and reallege paragraphs 1 - 102, as though fully set forth.

104. The Tax Sharing Agreement constitutes a valid, enforceable contract between
PG&E and NEG. Pursuant to the Tax Sharing Agreement, PG&E is required to pay over to
NEG its allocabie share of the Refund. Based upon the parties' agreement, and consistent with
prior practice, at a minimum, NEG’s allocable share includes that portion of the Refund
attributable to NEG’s tax attributes.

105. NEG has demanded that PG&E honor the Tax Sharing Agreement. NEG seeks
turnover of these sums to the estate from PG&E. PG&E has refused to comply with the Tax
Sharing Agreement, asserting that it is not valid and enforceable. PG&E's retention of the
Refund is an exercise of unlawful dominion and control ove} property of the NEG bankruptcy
estate. | |

106. IfPG&Eis permit“téd to retain posséssion c;f NEG’s allocable share of the Refund,
PG&E will be unjustly enriched at the expense of NEG. In addition, because NEG is entitled to
the imposition of a constructive trust on the Refund folr its benefit, the Refund is property of the

estate subject to turnover under 11 U.S.C. § 542.
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WHEREFORE, Plaintiffs request the entry of an order pursuant to 11 U.S.C. § 542
directing PG&E to turnover to the estate NEG's interest in the Refund and for such other and

further relief which is just and equitable.

SIXTH CLAIM FOR RELIEF

(Accounting--PG&E)

107. The Plaintiffs repeat and reallege each and every allegation of paragraphs 1 - 106
as if fully set forth herein.

108. PG&E has, and has had, a fiduciary duty to NEG and its creditors. PG&E has
exerted unilateral control over the manner in which any and all consolidated federal and certain
tax returns havé been prepared and filed on behalf of NEG and the NEG Group since January,
1997.

109.  PG&E also has exercised exclusive control over the Refund and the proceeds of a
prior tax refund.

110. NEG has a direct interest in the manner in which PG&E has prepared and filed all
consolidated federal and certain state tax returns that have included the tax attributes of NEG
and/or the NEG Group since January 1, 1997. Among othe} things, the Internal Revenue
Service’s audit of the 19‘97-2000 fax years remains open, and it has recently commenced its audit
of the 2001 and 2002 tax years (ﬁdgether, the “IRS‘Ahdit”:).

111. PG&E’s exclusive control over the prgparation and ﬁling of all consolidated
federal and certain state tax returns since January 1, 1.997 gives rise to additional claims under
the Tax Sharing Agreement. Plaintiffs therefore neéd an accounting ffom PG&E to fix and
determine NEG's allocable share of the tax savings attributable tc‘-> the NEG Group’s tax attributes

since January 1, 1997, including NEG’s share of the Refund. Such an accounting also may assist
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NEG in evaluati‘ng, and/or defending against, its exposure to any party in connecti'on with the
foregoing tax m'fatters.

112. NEG's ability to reorganize will be impaired if it cannot obtain an accounting
from PG&E of the matters set forth above.

113. Plaintiffs have no adequate remedy at law.

WHEREFORE, Plaintiffs request that the Court enter judgment in favor of the Plaintiffs
and against PG&E on the Plaintiffs' claims for an accounting and to provide such other relief

which is just and equitable.

SEVENTH CLAIM FOR RELIEF
(Unjust Enrichment-- PG&E)

114.  The Plaintiffs repeat and reallege each and every allegation of paragraphs 1 - 113
as if fully set forth.

115. NEG was insolvent, or alternatively, was engaged in businesses for which it had
unreasonably small capital for at least one year preceding the Petition Date.

116. Once NEG entered the zone of insolvency, PG&E was obligated to protect NEG's
assets for the benefit of ifs creditors. One of the material aséets PG&E was obligated to protect
were the favorable tax aftributes of the NEG Group in order to obtain tax refunds or reduce tax
liabilities for NEG.

117.  Inderogation of its obligation to protect NEG's assets, PG&E surreptitiously
prepared tax returns on behalf of NEG that claimed lolsses from abandonments and other
dispositions of certain assets of the NEG Group. PG&E then incorporéted the resulting tax

deductions and other tax attributes of NEG, into PG&E's own 2002 consolidated federal income

tax return and used those deductions to claim the Refund. .
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118. BG&E appropriated the foregoing losses and other tax attributes reiating to NEG
Group assets an'fd the resulting deductions to reduce its own tax liability for 2002 and obtain the
Refund, thus ensuring that NEG could no longer claim those abandonment losses and use the
resulting deductions or the other tax attributes of NEG used by PG&E to reduce or eliminate
NEG's future tax liabilities.

119. Asaresult of PG&E's wrongful conduct, PG&E has been unjustly enriched in the
amount of at least $414 million.

120. Conversely, NEG was damaged by PG&E's actions in claiming and using the
abandonment losses and other tax attributes and using the resulting tax deductions.

121. NEG has a clear prospect of earning substantial future income and expects to
become proﬁtable after reorganization. NEG Group's tax attributes have and had economic
value to NEG. As alleged above, following reorganization, NEG will begin to incur tax
liabilities which could have been reduced or eliminzﬁed by the favorable tax attributes
misappropriated by PG&E for its own benefit.

122. Moreover, in tax year 2001, the NEG Group generated net taxable income
reported by the PG&E consolidated federal income tax group and remitted approximately $54
million to PG&E to offset the resulting tax liability. |

123. The NEG Group’s tax attributes were genetated, in whole or in part, at the
direction and/or request of PG&E. PG&E has derived, and will continue to derive, a substantial
benefit from its use of the NEG Group’s tax attributes, which benefit includes, without
limitation, the Refund. PG&E had knowledge and appreciation of the beneﬁt it was obtaining

through use of the NEG Group’s tax attributes.
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124.  The Defendant has failed to give the Debtor fair compensation for i'ts use of the
Debtor’s 2002 télx attributes. The Defendant would be unjustly enriched to the extent it retains
any proceeds of the Refund attributable to the NEG Group’s tax attributes, as described above.
NEG has been harmed by not receiving fair compensation for the NEG Group’s tax attributes
that were used by PG&E and would otherwise have real economic value to NEG.

125. Accordingly, NEG is entitled to recover the value of the tax benefits unjustly
appropriated by PG&E which value includes, without limitation, the Refund.

WHEREFORE, the Plaintiffs respectfully request that the Court enter judgment in favor
of the Plaintiffs and against PG&E on the Plaintiffs' claim for unjust enrichment, awarding NEG
the value of the tax attributes appropriated by PG&E according to proof which Plaintiffs contend
is at least $414 fnillion, representing the Refund, plus interest, costs of suit, including reasonable
attorneys' fees and for such other and further relief as is just and proper.

EIGHTH CLAIM FOR RELIEF
(Injunctive Relief — PG&E)

126.  Plaintiffs repeat and reallege paragraphs 1 - 125, above, as if fully set forth.

127. In addition to the valuable tax attributes previously misappropriated by PG&E,
NEG has substantial remaining actual or potential valuable tax attributes believed to yield in
excess of $2 billion in fu¥ure tax déductions and credits.

128.  The tax attributeé of the NEG Group c"onsti:tute property of the NEG bankruptcy
estate.

129. Based on PG&E's prior conduct, there lis a substantial risk that PG&E will or may
take actions to deprive NEG and its creditors of the ;Ialue of NEG's rerﬁaining tax attributes,

causing NEG and its creditors to suffer irreparable injury.
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130. NEG has no adequate remedy at law. Only through the exercise of' this Court's
equitable power'js can NEG and its creditors be assured that NEG's valuable tax attributes will be
protected from misappropriation or destruction by PG&E.

131. Injunctive relief is the most appropriate avenue to protect NEG from being
deprived of its remaining favorable tax attributes by the future actions of PG&E.

WHEREFORE, the Plaintiffs respectfully request entry of an order (1) enjoining PG&E
from claiming additional losses regarding the abandonment of any assets of the NEG Group; (2)
enjoining PG&E from taking, or causing NEG LLC to take, any "worthless stock" deductions on
account of its equity interests in NEG or NEG LLC; (3) enjoining PG&E from taking (or causing
any of its subsidiaries to take) any action to cause a deconsolidation of NEG or any member of
the NEG Group‘ from the PG&E federal consolidated income tax group without the prior written
consent of Plaintiffs; (4) enjoining PG&E from accelerating the recognition of income from any
other member of the consolidated group; and (5) enjé)ining PG&E from taking any action that
would trigger a change in ownership under applicable tax law. Plaintiffs additionally pray for
costs of suit, including reasonable attorneys' fees and such other and further relief as is just and
proper.

NINTH CLAIM FOR RELIEF
(Deceit — PG&E)

132.  Plaintiffs repeat aﬁd reallege paragréphs 1 ; 131 above, as if fully set forth.

133.  PG&E, by and through its officers inclpding Darbee, Worthington and Arnold,
made statements constituting representations of fact tc; NEG, the Ad Hoc Group and the Agents
to the effect that PG&E had not yet recognized lossés relating to the abéndonment of NEG

Group assets and would not do so during negotiations (see, e.g., 1] 42-48, supra).
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134. PG&E made these statements for the purpose of inducing NEG, the Ad Hoc
Group and the Agents not to file an involuntary bankruptcy petition against NEG or cause NEG
to file a voluntary bankruptcy petition which could have, under existing law, substantially
reduced PG&E’s ability to assert that NEG Group disposition losses had been realized and in
respect thereof to collect the Refund.

135. NEG, the Ad Hoc Group and the Agents reasonably believed PG&E’s statements
and desisted from causing NEG to file a bankruptcy petition in the reasonable and good faith
belief that PG&E would not take the losses that it did take in 2002 without prior notice, thus
enabling the parties to continue negotiating a potential restructure premised on the continued
availability of disposition losses and resulting tax benefits.

136. PG&E’s statements were false when made and known by PG&E to be false in that
PG&E knew that it was going to take approximately $800 million in losses in 2002 (or had
already done so) in respect of the abandonment or ofher disposition of assets of the NEG Group,
as well as approximately $200 million in other losses, and would file (or had already filed) a tax
return in May 2003 claiming those losses and would and did collect the Refund on account of
those losses.

137. PG&E’s s'tatements were made to give itan advantage over NEG and its creditors
in what it knew was going to be po‘st-banl'(ruptcy litigation. By changing the status quo through
stealth, PG&E was able to perpetuate its control over NEG by postponing its inevitable Chapter
11 filing and take control of the Refund rather than litigating on a level playing field.

138.  PG&E’s conduct was reprehensible by any measure, buf particularly so given the

fiduciary relationship between PG&E, on the one hand, and NEG and its creditors, on the other.
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139. Asa result of the above-described deceit, Plaintiffs have been daméged in an
amount which 1s presently undetermined, but which Plaintiffs are informed and believe and
thereupon allege exceeds $414 million.

WHEREFORE, Plaintiffs request entry of a judgment in their favor and against PG&E
for damages according to proof, which Plaintiffs allege is at least $414 million, for interest, for
costs of suit, including reasonable attorneys’ fees (to the extent recoverable under applicable
law), for appropriate exemplary and punitive damages in an amount sufficient to punish PG&E,
and to deter future breaches by it and others, and for such other and further relief as appropriate.

TENTH CLAIM FOR RELIEF
(Breach of Contract — Standstill Agreement — PG&E)

140. Pflaintiffs repeat and reallege paragraphs 1 - 139, above, as if fully set forth.

141. PG&E entered into an agreement with NEG, the Ad Hoc Group and the Agents to
preserve the status quo concerning the claiming of losses relating to the abandonment or other
disposition of NEG Group projects and intercompan‘y transactions between NEG and PG&E.
NEG was an intended beneficiary of the agreement; indeed, all benefits to the other contracting
parties necessarily flowed through NEG.

142.  PG&E breached that agreement by reason, ari10ng other things of having sought
and obtained the Refund.‘ |

143. PG&E’s breach o‘f such agreement has caus“ed Plaintiffs damages in an amount
which is presently not determined, but which Plaintiffs believe exceeds $414 million.

WHEREFORE, Plaintiffs request entry of a judgment in their favor and against PG&E
for damages according to proof, which Plaintiffs all‘ege is at least $41.4 million, for interest, for
costs of suit, including reasonable attorneys’ fees (to the exteﬁt recoverable under applicable

law), and for such other and further relief as appropriate.
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ELEVENTH CLAIM FOR RELIEF
(Fraudulent Transfer Pursuant to 11 U.S.C. §§ 548, 550 - PG&E)

144.  Plaintiffs repeat and reallege paragraphs 1-143, above, as if fully set forth.

145. NEG was insolvent or, alternatively, was engaged in businesses for which it had
unreasonably small capital for at least one year preceding the Petition Date.

146. Within the year preceding the Petition Date, PG&E surreptitiously prepared NEG
tax returns and incorporated those into its own. In those returns, PG&E claimed losses of
approximately $800 million on the grounds that NEG had abandoned or otherwise disposed of
certain assets.

147. PG&E has not compensated NEG for these tax attributes and other tax attributes
of NEG that PG;&E used. The preceding action by PG&E, deprives NEG of the benefit of such
deductions and credits post-deconsolidation as offsets against NEG’s taxable income.

148.  Asaresult of PG&E’s conduct, NEG suffered a transfer of an interest in property,
to wit valuable tax attributes, to PG&E.

149. NEG received less than reasonably equivalent value for the foregoing transfer.
Indeed, it received nothing.

150. PG&E was the initial transferee and/or beneﬁciary of at least $414 million as the
result of the above-described transfer.

WHEREFORE, Plaintiffs' request entry ofa judément in their favor and against PG&E
awarding NEG the value of the foregoing transfer according to proof, which Plaintiffs contend is
at least $414 million or more, for interest, for costs (;f suit, incl'uding‘_reasonable attorneys’ fees
(to the extent recoverable under applicable law),‘ and for such other and further relief as

appropriate.
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TWELFTH CLAIM FOR RELIEF
(Constructive Trust)

151.  The Plaintiffs repeat and reallege paragraphs 1 through 150, above, as if fully set
forth herein.

152. Defendant PG&E has obtained possession of the Refund. NEG and its creditors
have an interest in the Refund because it was obtained through the use of NEG Group’s tax
attributes.

153. PG&E misrepresented to NEG, the Ad Hoc Group and the Agents that PG&E had
not yet recognized losses relating to the abandonment of NEG Group assets and would not do so
during negotiations.

154. As aresult of PG&E’s control of NEG's board of directors and ownership of
NEG's stock, including but not limited to control over tax filings made on behalf of NEG, PG&E
controlled the business and financial affairs of NEG through July 7, 2003, when NEG first had a
board of directors independent of PG&E.

155. By virtue of PG&E’s dominance over NEG, a confidential relationship existed
between NEG and PG&E.

156. PG&E was the dommant party in the conﬁdentlal relationship between the parties.
PG&E breached its confidential relationship with, and ﬁdu01ary duties to, NEG by using over $1
billion of NEG’s tax attributes to “obtam the Refund W1thout NEG’s knowledge and by refusing
to remit to NEG the Refund, which PG&E secured thrpugh use of NEG’s tax attributes.

157. PG&E will be unjustly enriched if it is éllowed to retain the Refund, which
rightfully belongs to NEG. | |

WHEREFORE, Plaintiffs requests an order that PG&E, as constructive trustee, convey

the Refund to NEG.
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THIRTEENTH CLAIM FOR RELIEF
(Equitable Subordination pursuant to Bankruptcy Code § 510(c) — PG&E)

158.  Plaintiffs repeat and reallege paragraphs 1 - 157, above, as if fully set forth.

159. By engaging in the wrongful conduct alleged herein, PG&E acted as both an
insider and a fiduciary within the meaning of the doctrine of equitable subordination codified in
Bankruptcy Code §510(c).

160. By causing or, alternatively, allowing the NEG Group’s valuable tax attributes to
be lost for no compensation, by taking valuable assets from the NEG Group for the purpose of
giving PG&E an advantage over the CPUC and others in connection with the reorganization of
the Utility, and by generally dominating the NEG Group for the benefit of PG&E, PG&E acted
fraudulently and’ inequitably towards NEG and its creditors.

161. By engaging in the control or use of the NEG Group and its assets for PG&E’s
own benefit and to the detriment of NEG and its creditors, PG&E acted fraudulently and
inequitably towards NEG and its creditors.

162. The misconduct of Defendants alleged herein resulted in injury to NEG and its
creditors and conferred an unfair advantage upon PG&E.

163. PG&E’s actions constitute inequitable conduét within the meaning of the doctrine
of equitable subordinatio;l codiﬁeci in Bankruptcy Code § 510(c) and, as a matter of equity, any
claims of PG&E should be subordihated to all of NEG’s ofher creditors’ claims. Such equitable
subordination would be consistent with the Bankruptcy Code in that PG&E should not be
permitted, by its wrongdoing directed against other créditors, to obtain an advantage over other
creditors. | |

WHEREFORE, Plaintiffs request entry of a judgment équitably subordinating any and

all claims of PG&E to the claims of all other creditors, for costs of suit, including reasonable
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attorneys’ fees (to the extent recoverable under applicable law) and, for such other and further
relief as appropriate.

FOURTEENTH CLAIM FOR RELIEF
(Indemnification — PG&E)

164. Plaintiffs repeat and reallege paragraphs 1 - 163, above, as if fully set forth.

165. On November 3, 2003, the IRS filed a Response Of The United States To Motion
For Order Fixing Deadline For Filing Proofs Of Claim (the “IRS Pleading”) in NEG’s
bankruptcy case, In the IRS Pleading, the IRS opposed the fixing of an immediate bar date in
NEG’s bankruptcy on the ground that the IRS might file a proof of claim against NEG at some
future date pending its findings in the IRS Audit (which covers all members of the PG&E
consolidated ﬁli;lg group, for tax years 1997 through 2002).

166.  Since January 1, 1997, PG&E has had exclusive control over the preparation and
filing of all consolidated federal and certain state tax returns for NEG and the NEG Group.

167. In the event that the IRS asserts a claim against NEG as a result of income tax
filing practices or conduct of PG&E, NEG’s liability would be based purely on the failures or
omissions of PG&E.

168.  Accordingly, in the event that the IRS assertsf“a claim against NEG, NEG has a
right to indemnification from PG&E to the full extent of NEG’S liability, resulting from the fault
of PG&E. | |

WHEREFORE, Plaintiffs request an order that PG&E indemnify NEG for claims
asserted against NEG based on the failures or omi;sions of PG&E in the preparation of the

Consolidated Group’s income tax filings.
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PRAYER FOR RELIEF

WHEREFORE, the Plaintiffs respectfully request that this Court (i) enter judgment as

prayed herein; and (ii) grant such other and further relief as is appropriate.

Joseph T. Baio

Matthew A. Feldman

Shelley C. Chapman

Patrick J. Carty

WILLKIE FARR & GALLAGHER LLP
787 Seventh Avenue

New York, New York 10019

and

/s/ Kenneth Oestreicher

Paul M. Nussbaum (No. 04394)
Kenneth Oestreicher (05567)

Martin T. Fletcher (No. 07608)
WHITFORD TAYLOR & PRESTON
Seven Saint Paul Street, Suite 1400
Baltimore, Maryland 20814

(410) 347-8700

Co-Counsel for Debtors and Debtors in Possession

Michael B. Solow
Michael J. Crames
Aaron Rubinstein

t

KAYE SCHOLER LLP
425 Park Avenue
New York, New York 10022

40

Kenneth N. Klee
Lee R. Bogdanoff
David M. Stern
Daniel J. Bussel

KLEE TUCHIN BOGDANOFF & STERN LLP
2121 Avenue of the Stars, 33" Floor
Los Angeles, California 90067



and

/s/ Bradford F. ]énglander
Bradford F. Englander, Fed. Bar No. 11951

LINOWES AND BLOCHER LLP
7200 Wisconsin Ave., Suite 800
Bethesda, Maryland 20814

(301) 961-5125

Co-Counsel for the Official Committee
of Unsecured Creditors

1524505
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and

/s/_Joel I. Sher

Joel 1. Sher, Bar No. 00719

SHAPIRO SHER GUINOT & SANDLER
36 South Charles Street, 20" Floor
Baltimore, Maryland 21201

(410) 385-0202

Co-Counsel for the Official Noteholders’
Commiittee





