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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 8-K/A
AMENDMENT NO. 1 TO

CURRENT REPORT

Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

Date of report (date of earliest event reported): April 1, 2004

CROSSTEX ENERGY, L.P.
(Exact name of Registrant as specified in its charter)

DELAWARE  000-50067  16-1616605
(State of incorporation

or organization)
 (Commission file number)  (I.R.S. employer

identification number)

2501 CEDAR SPRINGS, SUITE 600 DALLAS, TX
(Address of principal executive offices)

 75201
(Zip code)

Registrant's telephone number, including area code: (214) 953-9500



        This current report on Form 8-K/A amends our current report on Form 8-K filed with the Securities and Exchange Commission on April 14, 2004 (the "Form 8-K"). Unless
set forth below, all previous items of the Form 8-K are unchanged.

  
ITEM 2. ACQUISITION OR DISPOSITION OF ASSETS 

        Item 2 of the Form 8-K is hereby amended and restated in its entirety as follows:

        On April 1, 2004, the Registrant, through its wholly-owned subsidiary Crosstex Louisiana Energy, L.P., completed the acquisition of the LIG Pipeline Company and its
subsidiaries (LIG Inc., Louisiana Intrastate Gas Company, L.L.C., LIG Chemical Company, LIG Liquids Company, L.L.C. and Tuscaloosa Pipeline Company) (collectively,
"LIG") from a subsidiary of American Electric Power ("AEP") in a negotiated transaction for $76.9 million (excluding transaction costs) in cash. The Registrant financed the
acquisition through borrowings under its existing bank credit facility.

        The LIG system is an intrastate pipeline system consisting of approximately 2,000 miles of gas gathering and transmission systems located in 32 parishes extending from
northwest and north-central Louisiana through the center of the state to south and southeast Louisiana as well as along the Mississippi river. Its gathering and transmission
pipelines range in diameter from two to 36 inches and have a total estimated throughput capacity of approximately 900,000 MMBtu/d. The LIG system collects gas from
approximately 750 receipt and delivery points and includes over 100 connections to 36 interstate and intrastate pipelines. Average daily throughput at the time of acquisition
was approximately 580,000 MMBtu/d. Both rich and lean natural gas is supplied to the LIG system and the system is divided into nine operating segments to manage these
supplies of natural gas. Five processing plants straddle the system in three locations and have a total processing capacity of approximately 663,000 MMBtu/d. Three of the
processing plants are currently idle and the throughput in the active plants was approximately 335,000 MMBtu/d at the time of acquisition. Prior to the acquisition the LIG
assets were used for natural gas gathering, transmission and processing; the Registrant intends to continue to use the LIG assets in these capacities.

        After giving pro forma effect to the LIG acquisition, for the year ended December 31, 2003 and the three months ended March 31, 2004, the Registrant would have
gathered and transported approximately 1,200 MMBtu/d and 1,300 MMBtu/d of natural gas, respectively.

        The Registrant generates profits in the LIG system through the margins the Registrant earns by purchasing, gathering, transporting and reselling natural gas. As of the time
of acquisition, the Registrant was purchasing natural gas from approximately 90 producers generally on a month-to-month or short-term arrangement. Substantially all of the
gas the Registrant purchases, which represents about 60% of the volumes on the system, are purchased and resold at a fixed price relative to an index. The remaining volumes
on the system are moved under transportation contracts in which the Registrant does not take title to the natural gas, but receives a fee for making transportation available on the
system. The LIG system transports and sells gas to the industrial markets located in the industrial corridor along the Mississippi River between Baton Rouge and New Orleans
where customers include power plants, municipal gas systems, industrial markets and interstate pipeline systems. At the time of acquisition, the Registrant was selling gas to
approximately 40 customers primarily pursuant to contracts that are month-to-month or have terms that largely expire in the next twelve months. One significant new contract
has a term through the end of 2008. The Registrant plans to focus its efforts on increasing volumes and margins in the LIG system by expanding direct sales service to existing
markets and increasing direct connections to producers to reduce gas supply purchased from other pipeline systems.

2



  

  
ITEM 7. FINANCIAL STATEMENTS, PRO FORMA FINANCIAL INFORMATION AND EXHIBITS 

(a) Financial Statements of Businesses Acquired

        Item 7(a) of the Form 8-K is hereby amended and restated in its entirety as follows:

        The consolidated financial statements of LIG Pipeline Company and its subsidiaries together with the report of Deloitte & Touche LLP with respect thereto, are included as
Exhibit 99.1 to this Amendment to Current Report on Form 8-K and are incorporated herein by reference.

(b) Pro Forma Financial Information

        Item 7(b) of the Form 8-K is hereby amended and restated in its entirety as follows:

        The unaudited pro forma financial statements of Crosstex Energy, L.P. are included as Exhibit 99.2 to this Amendment to Current Report on Form 8-K and are
incorporated herein by reference.

(c) Exhibits

EXHIBIT NUMBER

   

DESCRIPTION

  2.1  —  Purchase and Sale Agreement, dated as of February 13, 2004, by and between AEP Energy Services Investments, Inc. and Crosstex Energy, L.P.
(incorporated by reference to Exhibit 2.1 to Quarterly Report on Form 10-Q for the quarter ended March 31, 2004, File No. 000-50067)

  2.2  —  First Amendment to Purchase and Sale Agreement, dated as of February 13, 2004, by and between AEP Energy Services Investments, Inc. and
Crosstex Energy, L.P. (incorporated by reference to Exhibit 2.2 to Quarterly Report on Form 10-Q for the quarter ended March 31, 2004, File
No. 000-50067)

  2.3  —  Second Amendment to Purchase and Sale Agreement, dated as of April 1, 2004, by and between AEP Energy Services Investments, Inc. and
Crosstex Energy, L.P. (incorporated by reference to Exhibit 2.3 to Quarterly Report on Form 10-Q for the quarter ended March 31, 2004, File
No. 000-50067)

23.1  —  Consent of Deloitte & Touche LLP

99.1  —  Financial Statements of LIG Pipeline Company and Subsidiaries

99.2  —  Unaudited Pro Forma Financial Statements of Crosstex Energy, L.P.
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SIGNATURES 

        Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the undersigned hereunto duly
authorized.

  CROSSTEX ENERGY, L.P.

  By:  Crosstex Energy GP, L.P., its General Partner

  By:  Crosstex Energy GP, LLC, its General Partner

Date: May 20, 2004  By:  /s/  WILLIAM W. DAVIS      

William W. Davis
Executive Vice President and Chief Financial Officer
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INDEX TO EXHIBITS 

EXHIBIT NUMBER

   

DESCRIPTION

  2.1  —  Purchase and Sale Agreement, dated as of February 13, 2004, by and between AEP Energy Services Investments, Inc. and Crosstex Energy, L.P.
(incorporated by reference to Exhibit 2.1 to Quarterly Report on Form 10-Q for the quarter ended March 31, 2004, File No. 000-50067)

  2.2  —  First Amendment to Purchase and Sale Agreement, dated as of February 13, 2004, by and between AEP Energy Services Investments, Inc. and
Crosstex Energy, L.P. (incorporated by reference to Exhibit 2.2 to Quarterly Report on Form 10-Q for the quarter ended March 31, 2004, File
No. 000-50067)

  2.3  —  Second Amendment to Purchase and Sale Agreement, dated as of April 1, 2004, by and between AEP Energy Services Investments, Inc. and
Crosstex Energy, L.P. (incorporated by reference to Exhibit 2.3 to Quarterly Report on Form 10-Q for the quarter ended March 31, 2004, File
No. 000-50067)

23.1  —  Consent of Deloitte & Touche LLP

99.1  —  Financial Statements of LIG Pipeline Company and Subsidiaries

99.2  —  Unaudited Pro Forma Financial Statements of Crosstex Energy, L.P.
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Exhibit 23.1 

INDEPENDENT AUDITORS' CONSENT

        We consent to the incorporation by reference in Registration Statement No. 333-107025 of Crosstex Energy, L.P. on Form S-8 of our report dated April 30, 2004, relating
to the consolidated financial statements of LIG Pipeline Company as of December 31, 2003 and 2002, and for the year then ended included in this Amendment No. 1 to the
Current Report on Form 8-K/A of Crosstex Energy, L.P.

DELOITTE & TOUCHE LLP
Houston, Texas
May 19, 2004
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Exhibit 99.1 

  
INDEPENDENT AUDITORS' REPORT 

To the Board of Directors and Stockholder of
LIG Pipeline Company and Subsidiaries:

We have audited the accompanying consolidated balance sheets of LIG Pipeline Company and Subsidiaries as of December 31, 2003 and 2002, and the related consolidated
statements of operations, cash flows, and member's capital and comprehensive income (loss) for the years then ended. These financial statements are the responsibility of the
Company's management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of LIG Pipeline Company and Subsidiaries at December 31,
2003 and 2002, and the results of their operations and their cash flows for the years then ended in conformity with accounting principles generally accepted in the United States
of America.

Deloitte & Touche LLP
Houston, Texas
April 30, 2004
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LIG PIPELINE COMPANY AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF OPERATIONS 

(in thousands) 

  

Year Ended December 31,

  

2003

 

2002

Operating Revenues:       
 Transportation Revenues  $ 5,464 $ 6,523

 Processing Revenues   40,076  56,061

 Gas Sales   604,725  441,113

 Gas Sales—Affiliated   151,778  98,565
   
  Total Operating Revenues   802,043  602,262
   
Operating Expenses:       
 Gas Purchases   447,019  337,496

 Gas Purchases—Affiliated   336,471  238,486

 Operation and Maintenance   13,254  14,335

 Administrative and General   (487)  2,843

 Asset Impairments   5,283  —

 AEPSC—Managerial and Professional   668  650

 Depreciation and Amortization   4,074  3,802

 Taxes Other Than Income Taxes   2,382  2,409
   
  Total Operating Expenses   808,664  600,021
   
Operating Income (Loss)   (6,621)  2,241

Nonoperating Income   104  —
Interest Income—Affiliated   1,782  916
Nonoperating Expense   2  537
Interest Expense   1,008  445
   
Income (Loss) Before Income Taxes   (5,745)  2,175
Income Tax Expense (Credit)   (2,168)  880
   
Income (Loss) Before Cumulative Effect   (3,577)  1,295
Cumulative Effect of Change in Accounting Principle (net of tax of $288)   534  —
   
Net Income (Loss)  $ (3,043) $ 1,295
   

See Notes to Financial Statements.
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LIG PIPELINE COMPANY AND SUBSIDIARIES 

CONSOLIDATED BALANCE SHEETS 

ASSETS 

(in thousands) 

  

December 31,

 

  

2003

 

2002

 
ASSETS        
CURRENT ASSETS:        
 Cash and Cash Equivalents  $ 325 $ 1,400 

 Advances to Affiliates   6,776  36,530 

 Accounts Receivable:        

  Trade Receivables   47,416  53,585 

  Affiliated Companies   4,995  10,336 

  Allowance for Uncollectible Accounts   (252)  (554)

 Materials and Supplies   585  601 

 Gas Inventory   134  3,818 

 Price-Risk Management Assets   169  14,491 

 Price-Risk Management Assets—Affiliates   17,490  496 

 Prepaid Taxes   1,211  — 

 Prepayments and Other   708  1,525 
    
TOTAL CURRENT ASSETS   79,557  122,228 
    
PROPERTY, PLANT AND EQUIPMENT:        
 Processing Equipment   36,108  36,103 

 Transmission   69,899  69,110 

 General   11,919  9,594 

 Construction Work In Progress   2,624  3,878 
    
  Total Property, Plant and Equipment   120,550  118,685 

 Less: Accumulated Depreciation and Amortization   16,681  13,531 
    
NET PROPERTY, PLANT AND EQUIPMENT   103,869  105,154 
    
Goodwill (Less Amortization of $268 as of December 31, 2003 and 2002)   525  525 
    
OTHER PROPERTY AND INVESTMENTS   637  637 
    
LONG-TERM PRICE-RISK MANAGEMENT ASSETS   —  22 
    
LONG-TERM PRICE-RISK MANAGEMENT ASSETS—AFFILIATES   77  7,362 
    
NONCURRENT ASSETS   7,718  1,168 
    
TOTAL ASSETS  $ 192,383 $ 237,096 
    

See Notes to Financial Statements.

3



  
LIG PIPELINE COMPANY AND SUBSIDIARIES 

CONSOLIDATED BALANCE SHEETS (Continued) 

LIABILITIES AND MEMBER'S CAPITAL 

(in thousands) 

  

December 31,

 

  

2003

 

2002

 
LIABILITIES        
CURRENT LIABILITIES:        
 Advances from Affiliates  $ 78 $ 4,281 

 Accounts Payable—Trade   38,239  36,646 

 Accounts Payable—Affiliated Companies   19,140  29,796 

 Taxes Accrued   —  860 

 Price-Risk Management Liabilities   14,574  10,136 

 Price-Risk Management Liabilities—Affiliates   2,778  5,385 

 Other   4,154  6,590 
    
  TOTAL CURRENT LIABILITIES   78,963  93,694 
    

DEFERRED INCOME TAXES   12,730  11,022 
    

NONCURRENT LIABILITIES   6,916  10,566 
    

LONG-TERM PRICE-RISK MANAGEMENT LIABILITIES   —  7,158 
    

LONG-TERM PRICE-RISK MANAGEMENT LIABILITIES—AFFILIATES   113  5 
    

MEMBER'S CAPITAL        
MEMBER'S CAPITAL:        
 Paid-in Capital   97,460  115,960 

 Accumulated Other Comprehensive Income (Loss)   (56)  (609)

 Accumulated Deficit   (3,743)  (700)
    
  TOTAL MEMBER'S CAPITAL   93,661  114,651 
    

TOTAL LIABILITIES AND MEMBER'S CAPITAL  $ 192,383 $ 237,096 
    

See Notes to Financial Statements.
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LIG PIPELINE COMPANY AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF CASH FLOWS 

(in thousands) 

  

Year Ended December 31,

 

  

2003

 

2002

 
OPERATING ACTIVITIES:        
 Net Income  $ (3,043) $ 1,295 

  Impairment of Long-Lived Assets   5,283  — 

  Cumulative Effect of Change in Accounting Principle   (534)  — 

 Adjustments for Noncash Items:        

  Depreciation and Amortization   4,074  3,802 

  Deferred Income Taxes   1,122  (2,315)

  Fair Value of Price Risk Management Contracts   (584)  (3,510)

 Changes in Certain Current Assets and Liabilities:        

  Accounts Receivable   11,208  (6,316)

  Gas Inventory, Materials and Supplies   3,700  689 

  Accrued Taxes   (2,071)  1,606 

  Accounts Payable   (9,063)  22,893 

 Other, Net   (11,001)  1,134 
    
Net Cash Flows From (Used For) Operating Activities   (909)  19,278 
    

INVESTING ACTIVITIES:        
 Gross Property Additions   (7,217)  (3,902)
    
Net Cash Used For Investing Activities   (7,217)  (3,902)
    

FINANCING ACTIVITIES:        
 Capital Payments to Parent   (18,500)  — 

 Change in Advances from/to Affiliates, Net   25,551  (23,455)
    
Net Cash Flows From (Used For) Financing Activities   7,051  (23,455)
    

NET DECREASE IN CASH   (1,075)  (8,079)

CASH AT BEGINNING OF PERIOD   1,400  9,479 
    

CASH AT END OF PERIOD  $ 325 $ 1,400 
    

        Cash paid (received) for income taxes was $(5.6) million and $3.9 million and for interest was $1.0 million and $0.5 million in 2003 and 2002, respectively.

See Notes to Financial Statements.
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LIG PIPELINE COMPANY AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF MEMBER'S CAPITAL AND COMPREHENSIVE INCOME (LOSS) 

(in thousands) 

  

Accumulated
Other

Comprehensive
Income (Loss)

 

Paid-in
Capital

 

Accumulated
Deficit

 

Total
Member's

Capital

 
December 31, 2001  $ — $ 115,960 $ (1,995) $ 113,965 

Comprehensive Income (Loss):              
Other Comprehensive Income (Loss)              
 Cash Flow Hedges   (609)        (609)
Net Income         1,295  1,295 
            
Total Comprehensive Income (Loss)            686 
      
December 31, 2002  $ (609) $ 115,960 $ (700) $ 114,651 
      
Capital Payment to Parent      (18,500)     (18,500)

Comprehensive Income (Loss):              
Other Comprehensive Income              
 Cash Flow Hedges   553        553 

Net Loss         (3,043)  (3,043)
            
Total Comprehensive Income (Loss)            (2,490)
      
December 31, 2003  $ (56) $ 97,460 $ (3,743) $ 93,661 
      

See Notes to Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

1.    Oganization and Summary of Significant Accounting Policies

Organization

        Business Operations—LIG Pipeline Company (We, Us, LIG Pipeline or the Company), a wholly-owned subsidiary of American Electric Power Company (AEP), is a
marketing and midstream gas business that includes a fully integrated natural gas gathering, processing, and transportation operation located entirely in the state of Louisiana.
The subsidiaries of LIG Pipeline include: LIG, Inc., Louisiana Intrastate Gas Company L.L.C. (LIG), which owns and operates approximately 2,000 miles of gas gathering and
transmission pipelines; LIG Liquids Company L.L.C., which owns and operates four natural gas liquids processing and treating facilities strategically located along the
Louisiana Intrastate Gas Company pipeline system; LIG Chemical Company, a gas marketing affiliate that purchases and markets gas on the Louisiana Intrastate Gas Company
pipeline system and at interconnecting pipeline locations; and Tuscaloosa Pipeline Company, which owns and operates a small pipeline system connecting with the Louisiana
Intrastate Gas Company system in north Louisiana. LIG Pipeline is subject to certain regulation with regard to rates and other matters by the Louisiana Public Utility
Commission.

Summary of Significant Accounting Policies

        Consolidation Policy—The consolidated financial statements include the accounts of LIG Pipeline and its subsidiaries. The consolidated financial statements reflect the
financial position, results of operations and cash flows for LIG Pipeline as of December 31, 2003 and 2002. All intercompany transactions between LIG Pipeline and its
subsidiaries have been eliminated in the consolidated results presented.

        Use of Estimates—The preparation of these financial statements in conformity with accounting principles generally accepted in the United States of America necessarily
includes the use of estimates and assumptions by management. These estimates include but are not limited to inventory valuation, allowance for doubtful accounts, values of
long-term price-risk management contracts, the effects of contingencies and certain assumptions made in accounting for pension benefits. Actual results could differ from those
estimates.

        Property, Plant and Equipment—Property, plant and equipment are stated at their fair market value at the date of acquisition by AEP in 1998, plus the original cost of
property acquired or constructed since acquisition, less disposals. Additions, major replacements and betterments are added to the plant accounts. Retirements from the plant
accounts are deducted from accumulated depreciation, net of salvage. The costs of labor, materials and overheads incurred to operate and maintain plant and equipment are
included in operating expenses.

        Interest Capitalization—Interest is capitalized during construction in accordance with Statement of Financial Accounting Standards No. 34, "Capitalization of Interest
Costs." The amount of interest capitalized was not material in 2003 and 2002.
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        Depreciation, Depletion and Amortization—Depreciation of plant and equipment is provided on a straight-line basis over their estimated useful lives and is calculated
largely through the use of annual composite rates by functional class as follows:

 
 

Annual Composite Depreciation Rates

Functional Class of Property

 

2003

 

2002

Processing Equipment  4.0%  4.6%
Transmission  2.6% to 5.0%  2.6% to 5.0%
General  6.5% to 8.9%  6.9% to 8.9%

        Valuation of Non-Derivative Financial Instruments—The book values of Cash and Cash Equivalents, Accounts Receivable, Short-term Debt and Accounts Payable
approximate fair value because of the short-term maturity of these instruments.

        Cash and Cash Equivalents—Cash and cash equivalents include temporary cash investments with original maturities of three months or less.

        Accounts Receivable—Customer accounts receivable primarily includes receivables from wholesale and retail gas customers, receivables from gas contract counterparties
related to our risk management activities and customer receivables primarily related to other revenue generating activities.

        Gas Inventory—Inventories consist of natural gas and natural gas liquids. Natural gas inventories consist of gas in pipelines at December 31, 2003 and in storage and
pipelines at December 31, 2002. The gas inventory required to maintain pipeline minimum pressures is capitalized and classified as Property, Plant and Equipment. Gas
inventory quantities in excess of the minimums, and gas held in third party facilities are included in current assets and are carried at the lower of cost or market, utilizing the
weighted average cost method. Natural gas liquids inventories, which include, ethane, propane, natural gasoline, and butane, are also carried at the lower of the weighted
average cost or market.

        Materials and Supplies—Materials and Supplies inventories are carried at weighted average cost.

Revenue Recognition

Domestic Gas Pipeline

        Revenues are recognized from domestic gas pipeline services when gas is delivered to contractual meter points or when services are provided, with the exception of certain
physical forward gas purchase and sale contracts that are derivatives and that are accounted for using mark-to-market accounting.

Marketing and Risk Management Activities

        We engage in wholesale natural gas marketing and risk management activities. Since October 2002, these activities became focused on wholesale markets where we own
assets. Our activities include the purchase and sale of gas under forward contracts at fixed and variable prices and the buying and selling of financial gas contracts which include
exchange traded futures and options, and over-the-counter options and swaps.
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Accounting for Derivative Instruments

        We use the mark-to-market method of accounting for derivative contracts. Unrealized gains and losses prior to settlement, resulting from revaluation of these contracts to
fair value during the period, are recognized currently. When the derivative contracts are settled and gains and losses are realized, the previously recorded unrealized gains and
losses from mark-to-market valuations are reversed.

        Certain derivative instruments are designated as a hedge of a forecasted transaction or future cash flow (cash flow hedge). For derivatives designated as cash flow hedges,
the effective portion of the derivative's gain or loss is initially reported as a component of Accumulated Other Comprehensive Income and subsequently reclassified into
Revenues in the Consolidated Statement of Operations when the forecasted transaction affects earnings. The ineffective portion of the gain or loss is recognized in Revenues in
the Consolidated Statement of Operations immediately (see Note 6).

        The fair values of derivative instruments accounted for using mark-to-market accounting or hedge accounting are based on exchange prices and broker quotes. If a quoted
market price is not available, the estimate of fair value is based on the best information available including valuation models that estimate future energy prices based on existing
market and broker quotes and supply and demand market data and assumptions. The fair values determined are reduced by the appropriate valuation adjustments for items such
as discounting and credit quality. Credit risk is the risk that the counterparty to the contract will fail to perform or fail to pay amounts due. There are inherent risks related to the
underlying assumptions in models used to fair value open long-term risk management contracts. We have independent controls to evaluate the reasonableness of our valuation
models. However, gas markets are imperfect and volatile. Unforeseen events can and will cause reasonable price curves to differ from actual prices throughout a contract's term
and at the time a contract settles. Therefore, there could be significant adverse or favorable effects on future results of operations and cash flows if market prices are not
consistent with our approach at estimating current market consensus for forward prices in the current period. This is particularly true for long-term contracts.

        We recognize all derivative instruments at fair value in our Consolidated Balance Sheets as either "Price-Risk Management Assets" or "Price-Risk Management
Liabilities" unless we have elected to treat the contracts as normal purchase or sale under Statement of Financial Accounting Standards No. 133 (SFAS 133). Unrealized and
realized gains and losses on all derivative instruments are ultimately included in Operating Revenues in the Consolidated Statement of Operations on a net basis, with the
exception of physically settled purchases of natural gas. The unrealized and realized gains and losses on these purchases are presented as Gas Purchases in the Consolidated
Statement of Operations.

        Material Contract Obligations not Reflected at Fair Value—LIG has entered into a number of contracts for services and gas purchase and sale contracts that are not
reflected in the financial statements at fair value. The service contracts include the provision of storage, transportation, or gas processing services to customers for various terms.
These transactions are recorded and reflected in revenues in the period in which the service is provided. Similarly, the subsidiaries have contracts, generally with a term of one
year or less, to purchase transportation services on third party pipelines. These costs are recorded and reflected in cost of sales in the period in which the service is utilized. Most
of LIG's gas purchase and sale contracts, which are generally for terms less than three years, primarily include purchases and sales of non-firm quantities of gas, which do not
qualify for mark-to-market accounting under SFAS 133, or contracts that are considered derivatives but are not marked-to-market as permitted by the normal purchase and sale
exemption under SFAS 133. These
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transactions are recorded and reflected in revenues or cost of sales in the period in which the gas is delivered or received.

        Maintenance Costs—Maintenance costs are expensed as incurred.

        Other Non-Operating Income and Expense—Non-Operating Income (Loss) includes gains and losses on dispositions of property and various other non-operating and
miscellaneous expenses.

        Income Taxes—We follow the liability method of accounting for income taxes. Under the liability method, deferred income taxes are provided for all temporary
differences between the book cost and tax basis of assets and liabilities, which will result in a future tax consequence (see Note 7).

        Goodwill and Intangible Assets—When we acquire businesses we record the fair value of any acquired goodwill and other intangible assets. Purchased goodwill and
intangible assets with indefinite lives are not amortized. We test acquired goodwill and other intangible assets with indefinite lives for impairment at least annually. Intangible
assets with finite lives are amortized over their respective estimated lives to their residual values.

        The policies described above became effective with our adoption of a new accounting standard for goodwill (SFAS 142). For all business combinations with an acquisition
date before July 1, 2001, we amortized goodwill and intangible assets with indefinite lives through December 2001, and then ceased amortization. The goodwill associated with
those business combinations with an acquisition date before July 1, 2001 was amortized on a straight-line basis generally over 40 years. Intangible assets with finite lives
continue to be amortized over their respective estimated lives generally over 5 years.

        The balance in Goodwill at December 31, 2003 and 2002 was $525,000. No impairments were recognized as a result of our annual goodwill impairment tests in 2003 or
2002.

        Acquired intangible assets subject to amortization include acquired miscellaneous intangibles with a gross carrying amount of $1.2 million at both December 31, 2003 and
2002. The intangible assets have a 29 year amortization life. Accumulated Amortization was $.3 million and $.2 million as of December 31, 2003 and 2002. Amortization
expense was $.1 million and $.1 million in 2003 and 2002.

        Comprehensive Income (Loss)—Comprehensive income is defined as the change in equity (net assets) of a business enterprise during a period from transactions and other
events and circumstances from non-owner sources. It includes all changes in equity during a period except those resulting from investments by owners and distributions to
owners. Comprehensive income has two components, net income and other comprehensive income.

        Components of Accumulated Other Comprehensive Income (Loss)—Accumulated Other Comprehensive Income (Loss) is included on the balance sheet in the equity
section. The components that constitute the balance sheet amount in Accumulated Other Comprehensive Income (Loss) were unrealized loss on cash flow hedges of
$56 thousand and $609 thousand on December 31, 2003 and 2002, respectively.

2.    New Accounting Pronouncements and Cumulative Effect of Accounting Changes

SFAS 143 "Accounting for Asset Retirement Obligations"

        We implemented SFAS 143, "Accounting for Asset Retirement Obligations," effective January 1, 2003, which requires entities to record a liability at fair value for any
legal obligations for asset
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retirements in the period incurred. Upon establishment of a legal liability, SFAS 143 requires a corresponding asset to be established which will be depreciated over its useful
life. SFAS 143 requires that a cumulative effect of change in accounting principle be recognized for the cumulative accretion and accumulated depreciation that would have
been recognized had SFAS 143 been applied to existing legal obligations for asset retirements. In addition, the cumulative effect of change in accounting principle is favorably
affected by the reversal of accumulated removal cost. In the first quarter of 2003, we recorded $534 thousand in after tax income as Cumulative Effect of Change in Accounting
Principle for asset retirement obligations.

        Pro forma net income is not presented for the year ended December 31, 2002 because the pro forma application of SFAS 143 would result in pro forma net income not
materially different from the actual amount reported during that period.

        We have identified, but not recognized, asset retirement obligation liabilities related to gas pipeline assets, as a result of certain easements on property on which we have
assets. Generally, such easements are perpetual and require only the retirement and removal of our assets upon the cessation of the property's use. The retirement obligation
cannot be estimated for such easements since we plan to use our facilities indefinitely. The retirement obligation would only be recognized if and when we abandon or cease the
use of specific easements.

SFAS 149 "Amendment of Statement 133 on Derivative Instruments and Hedging Activities"

        On April 30, 2003, the FASB issued Statement No. 149, "Amendment of Statement 133 on Derivative Instruments and Hedging Activities" (SFAS 149). SFAS 149
amends SFAS 133 to clarify the definition of a derivative and the requirements for contracts to qualify for the normal purchase and sale exemption. SFAS 149 also amends
certain other existing pronouncements. Effective July 1, 2003, we implemented SFAS 149 and the effect was not material to our results of operations, cash flows or financial
condition.

FIN 45 "Guarantor's Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others"

        In November 2002, the FASB issued FIN 45 which clarifies the accounting to recognize liabilities related to issuing a guarantee, as well as additional disclosures of
guarantees. We implemented FIN 45 as of January 1, 2003, and the effect was not material to our results of operations, cash flows or financial condition. We have no guarantees
that require disclosure in accordance with FIN 45.

EITF 03-11 "Reporting Realized Gains and Losses on Derivative Instruments That Are Subject to FASB Statement No. 133 and Not "Held for Trading Purposes" as
Defined in Issue No. 02-3"

        In July 2003, the EITF reached consensus on Issue No. 03-11. The consensus states that realized gains and losses on derivative contracts not "held for trading purposes"
should be reported either on a net or gross basis based on the relevant facts and circumstances. Reclassification of prior year amounts is not required. The adoption of EITF 03-
11 did not have a material impact on our results of operations, financial position or cash flows.
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Future Accounting Changes

        The FASB's standard-setting process is ongoing. Until new standards have been finalized and issued by FASB, we cannot determine the impact on the reporting of our
operations that may result from any such future changes.

3.    Commitments and Contingencies

        Construction and Other Commitments—We have ongoing construction and maintenance capital expenditure requirements to support our operations. As of December 31,
2003, no significant amounts were committed for expenditures in future periods.

        LIG enters into contracts as part of their normal business activities. Most long-term contracts for purchase or sale of gas have pricing provisions referencing recognized
market indexes. These contracts have force majeure provisions that would release us from our obligation under certain conditions.

        LIG's long-term contracts for transportation, exchange, and processing of natural gas have varying term provisions, with some terms extending out until the year 2009. The
majority of the contracts contain evergreen provisions, and many are currently already in their evergreen period. The contracts provide for periodic price adjustments and
contain various clauses that would release LIG Companies from its obligation under certain force majeure conditions.

        LIG has contracted to sell certain quantities of processed gas liquids under long-term agreements providing for market-based rates in some instances through the year
2006. LIG Companies could be released from its obligation under certain force majeure conditions.

        Environmental Regulations—LIG is subject to extensive federal, state and local laws and regulations concerning the release of materials into the environment, and which
require expenditures for remediation at various sites. LIG has 24 potential clean up sites that have been identified and remediation efforts are underway. The potential clean up
costs for these known sites has been estimated from $4.6 million up to $9.9 million and LIG has accrued $6.4 million and $10.4 million as of December 31, 2003 and 2002 as a
noncurrent liability. The reduction of the reserve during 2003 of $3.6 million was due to reversals of estimates and was credited to Administrative and General expense on our
Consolidated Statements of Operations. LIG has an umbrella insurance policy for exposure exceeding an aggregate loss of $4.0 million for unknown environmental clean up
sites up to $40.0 million for each incident and up to an aggregate of $80.0 million. LIG entered into a fixed-price cleanup contract with an outside party on December 5, 2003.
AEP/LIG paid $7.1 million to American International Specialty Lines Insurance Corporation (AISLIC) and $1.1 million to an outside party to transfer the liability for cleanup
of 23 sites from LIG and to obtain a $12.0 million cost cap insurance policy for these sites. Of the amounts paid $6.4 million was recorded as a noncurrent asset offsetting the
$6.4 million noncurrent liability discussed above. Any remediation costs above the $12.0 million policy limits are the outside parties responsibility. The 24th site was
discovered after the contract was signed and will be included in the contract after the site is delineated and a cleanup cost is determined. Cleanup costs for this site are estimated
at approximately $100,000. Management feels that adequate reserves have been made for any potential future costs related to these sites. Other than the identified potential
clean up sites, LIG believes that its operations and facilities are in general compliance with applicable environmental regulations.
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Energy Market Investigation

        AEP and other energy market participants received data requests, subpoenas and requests for information from a variety of entities and the U.S. Commodity Futures
Trading Commission (CFTC), the U.S. Department of Justice, and the California attorney general during 2002. Management responded to the inquiries and provided the
requested information and has continued to respond to supplemental data requests in 2003 and 2004.

        In March 2003, AEP received a subpoena from the Securities Exchange Commission (SEC) as part of the SEC's ongoing investigation of energy trading activities. In
August 2002, AEP had received an informal data request from the SEC asking that we voluntarily provide information. The subpoena sought additional information and is part
of the SEC's formal investigation. AEP responded to the subpoena and will continue to cooperate with the SEC.

        On September 30, 2003, the CFTC filed a complaint against AEP and AEP Energy Services (AEPES) in federal district court in Columbus, Ohio. The CFTC alleges that
AEP and AEPES provided false or misleading information about market conditions and prices of natural gas in an attempt to manipulate the price of natural gas in violation of
the Commodity Exchange Act. The CFTC seeks civil penalties, restitution and disgorgement of benefits. The case is in the initial pleading stage with our response to the
complaint currently due on May 18, 2004. Although management of AEP is unable to predict the outcome of this case, it is not expected to have a material effect on results of
operations.

        In January 2004, the CFTC issued a request for documents and other information in connection with a CFTC investigation of activities affecting the price of natural gas in
the fall of 2003. AEP is responding to that request.

        Although none of the subpoenas or complaints specifically identify LIG Pipeline or any of its subsidiaries, the request for information does include LIG. Management of
AEP cannot predict what, if any, further action any of these governmental agencies may take with respect to these matters.

Litigation and Other Contingencies

        LIG Pipeline is party to various legal proceedings. For each of these matters, we evaluate the merits of the case, our exposure to the matter, and possible legal or settlement
strategies and the likelihood of an unfavorable outcome. If we determine that an unfavorable outcome is probable and can be estimated, we make the necessary accruals. As new
information becomes available, our estimates may change. Following is a discussion of several of our more significant matters.

Grynberg Case

        False Claims Act Litigation brought by Jack J. Grynberg on behalf of the United States of America, In re Natural Gas Royalties Qui Tam Litigation, MDL Docket
No. 1293 (D. Wyo.) ("Grynberg II")). Generally, these complaints allege an industry-wide conspiracy to under report the heating value as well as the volumes of natural gas
produced from federal and Native American lands, which deprived the U.S. Government of royalties. Grynberg also alleges that transactions between the defendants and their
affiliates have caused royalty underpayments. LIG is named as one of the defendants. The defense costs for LIG are being paid by a prior owner. These matters have been
consolidated for pretrial purposes.

14



 

        In May 2001, the court denied the defendants' motions to dismiss. Additional motion practice is anticipated, and discovery on some preliminary issues is nearly complete.
Upon the completion of that discovery, the defendants likely will move to dismiss the cases arguing that the court has no jurisdiction as a result of the so-called public
disclosure bar in the False Claims Act. In July 2000, the U.S., as the real party in interest, moved to dismiss some of the so-called "valuation" claims, including those against
LIG. In October 2002, the Court granted the U. S. governments' motion to dismiss some portions of Grynberg's complaints. Grynberg was ordered to file amended complaints
deleting the valuation claims and encompassing his remaining mismeasurement claims. After some procedural skirmishing, Grynberg filed the amended complaints in
April 2003 in all of the pending cases. Grynberg also appealed the partial dismissals to the U.S. Court of Appeals for the Tenth Circuit, and that court declined to hear the appeal
on procedural grounds. After that ruling, Grynberg then moved the district court to enter final judgments on the valuation issues in order to facilitate an immediate appeal. That
motion remains pending.

        Another proceeding involving LIG and relating to the Grynberg II suit above is the JJ-CC, Ltd., d/b/a/ Grynberg Petroleum Company v. TransLa Industrial Gas Company
and Louisiana Intrastate Gas Company L.L.C., No. 203,267, Division "F"; Ninth Judicial District Court, Parish of Rapides, Louisiana. This complaint, commenced on
February 20, 2001, alleges that TransLa Industrial Gas Company (TransLa), a non-affiliated company, and LIG (both of which had previously purchased gas from the plaintiff
from a single gas well in Louisiana) had refused to purchase gas from the plaintiff in retaliation for the False Claims Act actions against the defendants. On October 15, 2001,
the court issued a ruling granting various TransLa motions and dismissing all pending claims against TransLa. The approach taken by the court would seem to apply to claims
made against LIG. Upon receipt of the ruling, the plaintiffs' lawyer indicated that he would check to determine whether his client would proceed with the case or whether the
entire case, including the claims against LIG, would be dismissed.

        Much time passed without any action by the plaintiff and the plaintiff also discharged his attorney. The plaintiff has not sought to appeal the October 15, 2001 ruling, has
not taken any further action in the trial court, and has not contacted LIG about whether the plaintiff plans to proceed. We note, however, that the plaintiff did bring a similar
lawsuit against LIG and others in Colorado. That lawsuit is styled JJ-CC Ltd., d/b/a Grynberg Petroleum Company and Jack J. Grynberg v. Atmos Energy Corporation, et al.;
Civil Action No. 1:03CV2056 in the Western District of Louisiana. On May 19, 2003, the plaintiffs commenced an action against Atmos Energy Company and a number of its
affiliates, including TransLa, and LIG in state court in Colorado (City and County of Denver). The plaintiffs' claims are very similar to the claim brought by one of the same
plaintiffs in Louisiana state court litigation described above. The essence of plaintiffs' claims is that the Atmos entities and LIG refused to purchase gas from plaintiffs' gas well
in Louisiana in retaliation for the fact that one of the plaintiffs had brought False Claims action against some of the defendants. See Grynberg II litigation described above. The
complaint purports to set out a number of causes of action, including those based on the antitrust laws, RICO, civil conspiracy, and various civil rights statutes. Although the
purported causes of action are different, the underlying claim of retaliation is essentially identical to that previously set forth in the Louisiana state court litigation. Like the state
court litigation, the complaint does not specify or quantify the damages sought.

        The defendants, including LIG, removed the case to federal court in Denver. The defendants moved to dismiss, or in the alternative, to transfer of the case to the Western
District of Louisiana. On October 30, 2003, the court granted the motions to transfer, and the case has recently been assigned to a judge in the Alexandria Division of the
Western District of Louisiana. In that court, some procedural
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orders have been entered, little substantive activity has taken place, and motions practice is just beginning. In addition, the plaintiffs have just retained new counsel.

        While the outcomes of the matters discussed above cannot be predicted with certainty, based on information known to date and considering reserves established as of
December 31, 2003, we do not expect the ultimate resolution of these matters to have a material adverse effect on our financial position, operating results, or cash flow.

Pipeline Safety

        In addition to environmental regulatory issues, the design, construction, operation and maintenance of the Company's pipeline facilities are subject to the safety regulations
established by the Secretary of the U.S. Department of Transportation (DOT) pursuant to the Natural Gas Pipeline Safety Act (NGPSA) and/or by state regulations meeting the
requirements of the NGPSA. During 2002, the U.S. Office of Pipeline Safety issued new federal rules on pipeline safety that are effective for LIG operations. The requirements
of these new rules will increase the costs of LIG's operations.

4.    Impairments

        LIG owns and operates natural gas gathering and transportation operations in Louisiana. In 2003, management of AEP announced they were in the process of divesting
their non-core assets. During the fourth quarter of 2003, we recorded an impairment of $5.3 million pre-tax ($3.4 million after-tax).

5.    Benefit Plans

        LIG Pipeline participates in AEP-sponsored U.S. qualified pension plans and nonqualified pension plans. A substantial majority of employees are covered by either one
qualified plan or both a qualified and a nonqualified pension plan. In addition, we participate in other postretirement benefit plans sponsored by AEP to provide medical and
death benefits for retired employees in the U.S.

        The target asset allocations for AEP's pension plans and other postretirement benefit plans for 2004, by asset category, are as follows:

Asset Category

 

Target Allocation
2004

  

(in percentage)

Equity  70
Fixed Income  28
Cash and Cash Equivalents  2
  
Total  100
  

        AEP's investment strategy for the employee benefit trust funds is to use a diversified mixture of equity and fixed income securities to preserve the capital of the funds and
to maximize the investment earnings in excess of inflation within acceptable levels of risk.

        AEP's plans remain in an underfunded position (plan assets are less than projected benefit obligations) at December 31, 2003. Due to the current underfunded status of
AEP's qualified plans, AEP expects to make cash contributions to the U.S. pension plans in 2004 which will be allocated to us and other plan participants.
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        AEP bases its determination of pension expense or income on a market-related valuation of assets which reduces year-to-year volatility. This market-related valuation
recognizes investment gains or losses over a five-year period from the year in which they occur. Investment gains or losses for this purpose are the difference between the
expected return calculated using the market-related value of assets and the actual return based on the market-related value of assets. Since the market-related value of assets
recognizes gains or losses over a five-year period, the future value of assets will be impacted as previously deferred gains or losses are recorded.

        In determining the discount rate in the calculation of future pension obligations AEP reviews the interest rates of long-term bonds that receive one of the two highest
ratings given by a recognized rating agency. As a result of a decrease in this benchmark rate during 2003, AEP determined that a decrease in its discount rate from 6.75% at
December 31, 2002 to 6.25% at December 31, 2003 was appropriate.

        The rate of compensation increase assumed varies with the age of the employee, ranging from 3.5% per year to 8.5% per year, with an average increase of 3.7%.

        The weighted-average assumptions as of January 1, used in the measurement of AEP's benefit costs are shown in the following tables:

  

Pension Plans

 

Other
Postretirement
Benefit Plans

  

2003

 

2002

 

2003

 

2002

  

(in percentage)

Discount Rate  6.75 7.25 6.75 7.25
Expected Return on Plan Assets  9.00 9.00 8.75 8.75
Rate of Compensation Increase  3.7 3.7 N/A N/A

        The expected return on plan assets for 2003 was determined by evaluating historical returns, the current investment climate, rate of inflation, and current prospects for
economic growth. After evaluating the current yield on fixed income securities as well as other recent investment market indicators, the expected return on plan assets was
reduced to 8.75% for 2004. The expected return on other postretirement benefit plan assets (a portion of which is subject to capital gains taxes as well as unrelated business
income taxes) was reduced to 8.35%.

        We have not yet determined the impact of the Medicare Prescription Drug Improvement and Modernization Act of 2003 on our other postretirement benefit plans'
accumulated benefit obligation and periodic benefit cost.

        During 2002, a significant portion of the Company's staffing was provided by employees of AEPES and AEP Service Corp. (AEPSC). The payroll costs of these
employees were allocated to the Company and charged to payroll expense. The associated pension, other post-employment benefits, and savings plan costs were included in an
overall fringe benefit charge to the Company, but is not separately identifiable. Effective January 1, 2003 certain AEPES and AEPSC employees became employees of Houston
Pipe Line Company (HPL) and LIG, resulting in an increase of separately identified benefit costs.

        We participate in the AEP qualified pension plan, a defined benefit plan which covers all employees. Net pension cost for the years ended December 31, 2003 and 2002
were $275,000 and $274,916.
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        Postretirement benefits other than pensions are provided for retired employees for medical and death benefits under an AEP system plan. The annual accrued costs were
$407,675 and $329,816 in 2003 and 2002.

        A defined contribution employee savings plan required that we make contributions to the plan totaling $202,455 and $230,291 in 2003 and 2002.

6.    Derivatives, Hedging and Financial Instruments

        We apply SFAS 133, "Accounting for Derivative Instruments and Hedging Activities," as amended. Derivatives include interest rate swaps, commodity swaps, options and
futures, contracts and certain physical gas purchases and sales contracts.

        SFAS 133 requires recognition of all derivative instruments as either assets or liabilities in the statement of financial position at fair value unless the contracts qualify for
normal purchase or normal sale treatment. Our accounting for the changes in the fair value of a derivative instrument depends on whether it qualifies, and has been designated,
as part of a hedging relationship. Certain qualifying derivative instruments have been designated as normal purchase or normal sale contracts, as provided in SFAS 133. These
contracts are not reported at fair value, as otherwise required by SFAS 133.

        For cash flow hedges (i.e. hedging the exposure to variability in expected future cash flows that is attributable to a particular risk), we initially report the effective portion of
the gain or loss on the derivative instrument as a component of Other Comprehensive Income and subsequently reclassify it to Revenues or Gas Purchases in the Consolidated
Statement of Operations when the forecasted transaction affects earnings. The remaining gain or loss on the derivative instrument in excess of the cumulative change in the
present value of future cash flows of the hedged item, if any, is recognized currently in Revenues during the period of change.

        We enter into forward and swap transactions for purchases and sales of natural gas to manage the variable price risk related to the forecasted purchase and sale of gas. We
closely monitor the potential impacts of commodity price changes and, where appropriate, enter into contracts to protect margins for a portion of future sales. We do not hedge
all variable price risk exposure related to the forecasted purchases and sales of gas.
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7.    Income Taxes

        The details of LIG Pipeline's income taxes as reported before cumulative effect of accounting charge are as follows:

  

Year Ended
December 31,

 

  

2003

 

2002

 

  

(in thousands)

 
Federal:        
 Current  $ (3,415) $ 3,210 

 Deferred   1,402  (2,504)
    
  Total   (2,013)  706 
    
State:        
 Current   125  (15)

 Deferred   (280)  189 
    
  Total   (155)  174 
    
Total Income Tax as Reported  $ (2,168) $ 880 
    

        The following is a reconciliation of the difference between the amount of income taxes computed by multiplying book income before federal income taxes by the statutory
rate, and the amount of income taxes reported.

  

Year Ended
December 31,

  

2003

 

2002

  

(in thousands)

Net Income (Loss)  $ (3,043) $ 1,295
Cumulative Effect of Change in Accounting Principle (net of $288,000 Tax in 2003)   (534)  —
Income (Loss) Before Cumulative Effect   (3,577)  1,295
   
Income Tax Expense (Credit) Before       
 Cumulative Effect   (2,168)  880
   
Pre-Tax Income (Loss)  $ (5,745) $ 2,175
   
Income Tax on Pre-Tax Income (Loss) at Statutory Rate (35%)  $ (2,011) $ 761
Increase (Decrease) in Income Tax Resulting from the Following Items:       
  State Income Taxes   (101)  113
  Other   (56)  6
   
Total Income Taxes as Reported  $ (2,168) $ 880
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        The following tables show the elements of the net deferred tax asset and the significant temporary differences:

  

Year Ended
December 31,

 

  

2003

 

2002

 

  

(in thousands)

 
Deferred Tax Assets  $ 8,466 $ 7,409 
Deferred Tax Liabilities   (21,196)  (18,431)
    
 Net Deferred Tax Liability  $ (12,730) $ (11,022)
    
Property Related Temporary Differences  $ (14,588) $ (15,480)
Provision for Losses   2,325  3,817 
Deferred State   (2,881)  (3,161)
Mark-To-Market   1,629  2,126 
Deferred SFAS 133   30  328 
Other   755  1,348 
    
 Net Deferred Tax Liabilities  $ (12,730) $ (11,022)
    

        LIG Pipeline joins in the filing of a consolidated federal income tax return with other affiliated companies in the AEP system. The allocation of the AEP system's current
consolidated federal income tax to the system companies is in accordance with SEC rules under the 1935 Act. These rules permit the allocation of the benefit of current tax
losses to the AEP system companies giving rise to them in determining their current tax expense. The tax loss of the AEP system parent company, AEP Co., Inc., is allocated to
its subsidiaries with taxable income. With the exception of the loss of the parent company, the method of allocation approximates a separate return result for each company in
the consolidated group.

        Returns for the years 1998 through 2002 are presently being audited by the IRS. Management of AEP is not aware of any issues for open tax years that upon final
resolutions are expected to have a material adverse effect on results of operations.

8.    Leases

        Leases include property, plant and equipment and gas pipeline rights of way. Leases of property, plant and equipment are for periods up to 10 years and require payments
of related property taxes, maintenance and operating costs. Leases of gas pipeline rights of way range from one year to perpetuity. The majority of the leases have purchase or
renewal options and will be renewed or replaced by other leases. Lease rentals for operating and capital leases were as follows:

  

Year Ended
December 31,

  

2003

 

2002

  

(in thousands)

Leases Payments on Operating Leases  $ 205 $ 288
Capital lease amortization   48  41
   
Total Lease Rental Costs  $ 253 $ 329
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        Property, plant and equipment under capital leases and related obligations recorded on the Consolidated Balance Sheets are as follows:

  

Year Ended
December 31,

  

2003

 

2002

  

(in thousands)

Property, Plant and Equipment Under Capital Leases       
 Production and Other  $ 591 $ 573
   
  Total Property, Plant and Equipment   591  573
Accumulated Amortization   128  89
   
 Net Property, Plant and Equipment Under Capital Leases  $ 463 $ 484
   
Obligations Under Capital Leases:       
 Noncurrent Liability  $ 119 $ 197

 Liability Due Within One Year   132  129
   
   Total Obligations Under Capital Leases  $ 251 $ 326
   

        Future minimum lease payments on capital leases were immaterial at December 31, 2003.

        Future minimum lease payments on operating leases consisted of the following at December 31, 2003.

Noncancellable Operating Leases

 

(in thousands)

2004  $ 171
2005   157
2006   157
2007   119
2008   73
Later Years   124
  
Total Future Minimum Lease Payments  $ 801
  

9.    Assets Collateralized as Part of Steelhead Financing

        AEP formed AEP Energy Services Gas Holding Co. II, LLC (SUBONE) and Caddis Partners, LLC (Caddis) in August 2001. SUBONE is a wholly-owned subsidiary of
AEP that was capitalized, in part, with the assets of LIG. Caddis is a non-affiliated entity of LIG Pipeline. Net proceeds from the proposed sale of LIG will be used to reduce the
outstanding balance of the loan from Caddis to SUBONE.

        The credit agreement between Caddis and SUBONE contains covenants that restrict certain incremental liens and indebtedness, asset sales, investments, acquisitions, and
distributions. The credit agreement also contains covenants that impose minimum financial ratios. Non-performance of these covenants may result in an event of default under
the credit agreement. Through December 31, 2003, SUBONE has complied with the covenants contained in the credit agreement. The sale of the LIG Pipeline assets did not
result in a default under the covenants.
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10.    Concentration of Credit Risks

        For the year ended December 31, 2003, one affiliated customer represented 19% and two non-affiliated customers represented 18% and 24% of related total revenues. For
the year ended December 31, 2002, one affiliated customer represented 13% and two non-affiliated customers represented 14% and 20% of related total revenues.

        At December 31, 2003, one affiliated customer represented 19% and two non-affiliated customers represented 18% and 27% of accounts receivable. At December 31,
2002, one affiliated customer represented 7% and two non-affiliated customers represented 16% and 20% of accounts receivable.

        Two non-affiliated customers comprised approximately 48% and 49% of the net Price Risk Management Assets and Liabilities as of December 31, 2003 and 2002.

11.    Related Party Transactions

        AEPSC provides certain managerial and professional services to AEP System companies. The costs of the services are billed to its affiliated companies by AEPSC on a
direct-charge basis, whenever possible, and on reasonable bases of proration for shared services. The billings for services are made at cost and include no compensation for the
use of equity capital, which is furnished to AEPSC by AEP. Billings from AEPSC are capitalized or expensed depending on the nature of the services rendered. AEPSC and its
billings are subject to the regulation of the SEC. For the years ended December 31, 2003 and 2002 LIG recorded costs of $468 thousand and $638 thousand for these services.

        LIG and its subsidiaries purchase and sell gas and enter into financial hedge transactions with AEPES and other affiliates. These transactions are conducted at market
prices and settlements are handled according to standard industry practices. For the years ended December 31, 2003 and 2002, LIG and its subsidiaries had sales of
$151.8 million and $98.6 million and purchases of $336.5 million and $238.5 million from AEPES.

        AEP has established a money pool to coordinate short-term borrowings for certain subsidiaries including LIG. Interest expense incurred by LIG for amounts borrowed
from the AEP money pool for the twelve months ended December 31, 2003 and 2002 were $1.0 million and $0.5 million. Interest income earned from amounts advanced to the
AEP money pool by LIG for the twelve months ended December 31, 2003 and 2002, were $1.8 million and $1.0 million. Amounts loaned to or borrowed from the money pool
at year-end are classified as Advances to/from Affiliates on our Consolidated Balance Sheets.

12.    Subsequent Events

        In February 2004, AEP Investments, Inc. signed an agreement to sell LIG Pipeline for $76.2 million. The sale was completed in early April 2004.
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CROSSTEX ENERGY, L.P. 

Unaudited Pro Forma Financial Statements 

  Introduction 

        The following are the unaudited pro forma financial statements for the year ended December 31, 2003 and as of and for the three months ended March 31, 2004. The
unaudited pro forma financial statements and accompanying notes should be read in conjunction with the financial statements and related notes included in our Annual Report
on Form 10-K for the year ended December 31, 2003 and our Quarterly Report on Form 10-Q for the quarter ended March 31, 2004.

        The pro forma balance sheet assumes that the LIG acquisition occurred on March 31, 2004. The unaudited pro forma financial statements are presented to give effect to the
transactions described below:

• The LIG acquisition on April 1, 2004 for approximately $69.8 million (representing the initial purchase price of $76.9 million less estimated net liabilities
assumed at closing of $7.1 million) in cash funded with borrowings under our senior secured credit facility and to accrue fees and expenses of approximately
$1.6 million associated with such transaction; 

• For the pro forma statement of operations for the year ended December 31, 2003: 

• The DEFS acquisition on June 30, 2003 for approximately $68.1 million in cash funded with borrowings under our senior secured credit facility; 

• Our June 2003 and July 2003 senior secured notes offerings of approximately $40.0 million in debt securities and the application of the proceeds from
these offerings to repay a portion of the borrowings outstanding under our senior secured credit facility; and 

• Our September 2003 public offering of 3,450,000 common units at a public offering price of $17.99 per unit, resulting in approximately $59.1 million
of net proceeds (including an approximate $1.3 million capital contribution by our general partner) and the application of the net proceeds from the
offering to repay a portion of the borrowings outstanding under our senior secured credit facility.

        The pro forma balance sheet and the pro forma statements of operations were derived by adjusting the historical financial statements of Crosstex Energy, L.P. The
adjustments are based on currently available information and, therefore, the actual adjustments may differ from the pro forma adjustments. However, management believes that
the adjustments provide a reasonable basis for presenting significant effects of the acquisition from LIG and the other transactions. The unaudited pro forma financial statements
do not purport to present the financial position or results of operations of Crosstex Energy, L.P. had the acquisition of LIG or the other transactions actually been completed as
of the dates indicated. Moreover, the statements do not project the financial position or results of operations of Crosstex Energy, L.P. for any future date or period.

        The unaudited pro forma financial statements are not necessarily indicative of the results of the actual or future operations or financial condition that would have been
achieved had the transactions occurred at the dates assumed (as noted below). The unaudited pro forma financial statement should be read in conjunction with the notes thereto
and the historical financial statements of Crosstex Energy, L.P. in our Annual Report on Form 10-K for the year ended December 31, 2003 and our Quarterly Report on
From 10-Q for the quarter ended March 31, 2004 and the historical financial statements of LIG included herein.
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CROSSTEX ENERGY, L.P. 

Unaudited Pro Forma Consolidated Balance Sheet 

March 31, 2004 

(In thousands, except unit data) 

  

Crosstex Historical

 

LIG Historical

 

Adjustments

 

Pro Forma

Assets             
Current assets:             

 Cash and cash equivalents  $ 959 $ 160 $ (160)(a) $ 959

 Accounts receivable   143,719  70,340  (26,504)(a)  187,555

 Fair value of derivative assets   6,118  2,656  (2,656)(a)  6,118

 Prepaid expenses and other   1,875  2,190  479  (a)  4,544

     

  Total current assets   152,671  75,346  (28,841)  199,176

     

Property and equipment, net   211,924  103,346  (12,427)(b)  302,843
Intangible assets, net   5,126  —  2,000  (b) 7,126
Goodwill, net   4,873  525  (525)(a)  4,873
Investment in limited partnerships   430  637  (637)(a)  430
Other assets, net   2,829  6,989  (6,989)

540
(a)
  (c)

 3,369

     

  Total assets  $ 377,853 $ 186,843 $ (46,879) $ 517,817

     

Liabilities and Partners' Equity
            

Current liabilities:             

 Drafts payable, accounts payable and accrued gas purchases  
$ 145,267 $ 56,057 $ (15,755)(a) $ 185,569

 Accrued imbalances payable   212  —  —  212

 Fair value of derivative liabilities   3,406  12,355  (12,355)(a)  3,406

 Current portion of long-term debt   50  —     50

 Other current liabilities   7,585  4,391  8,781
1,600

540

  (a)
  (b)
  (c)

 22,897

     

  Total current liabilities   156,520  72,803  (17,189)  212,134

     

Long-term debt:             

 Senior secured credit facility   22,000     69,790  (b) 91,790

 Senior secured notes   40,000        40,000

 Note payable to Florida Gas Transmission Company  
 700        700

     

 Total long-term debt   62,700  —  69,790  132,490

Minority interest in subsidiary   2,285        2,285
Other non-current liabilities   —  6,889  (6,776)(a)  113
Deferred tax liability   —  13,633  814  (b) 14,447
Partners' Equity:             

 Common unitholders   116,734        116,734

 Members equity   —  93,518  (10,887)
(86,631)

(a)
(b)

 —

 Subordinated unitholders   33,626        33,626

 General partner interest   3,306        3,306

 Other comprehensive income (loss)   2,682        2,682

     

  Total shareholders' equity   156,348  93,518  (93,518)  156,348

     

  Total liabilities and partners' equity  $ 377,853 $ 186,843 $ (46,879) $ 517,817

     

See accompanying notes to unaudited pro forma financial statements.
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CROSSTEX ENERGY, L.P. 

Unaudited Pro Forma Consolidated Statement of Operations 

Three Months Ended March 31, 2004 

(In thousands, except per unit data) 

  

Crosstex Historical

 

LIG Historical

 

Adjustments

 

Pro Forma

 
Revenues:              

 Midstream  $ 318,214 $ 201,280 $   $ 519,494 

 Treating   7,144  —     7,144 

      

  Total revenues   325,358  201,280     526,638 

      

Operating costs and expenses:              

 Midstream purchased gas   302,876  194,278     497,154 

 Treating purchased gas   1,376  —     1,376 

 Operating expenses   6,213  4,205     10,418 

 General and administrative   3,592  1,955     5,547 

 Stock based compensation   209  —     209 

 (Profit) loss on energy trading contracts   (421)  —     (421)

 Depreciation and amortization   4,418  912  782  (d) 6,112 

 Loss on sale of property   296  —     296 

      

  Total operating costs and expenses   318,559  201,350  782  520,691 

      

  Operating income (loss)   6,799  (70)  (782)  5,947 

Other income (expense):              

 Interest expense, net   (1,156)  (46)  (737)(e)  (1,939)

 Interest income, affiliated   —  108  (108)(f)  — 

 Other income   92  83     175 

      

  Total other income (expense)   (1,064)  145  (845)  (1,764)

      

 Income before income taxes and minority interest   5,735  75  (1,627)  4,183 

 Income tax (expense) benefit   —  (274)  211  (g) (63)

 Minority interest   (29)        (29)

      

  Net income (loss)  $ 5,706 $ (199) $ (1,416) $ 4,091 

      

General partner share  $ 1,048       $ 1,016 
          

Net income available to Common Units  $ 4,658       $ 3,075 
          

Net income per common unit:              

 Basic  $ 0.26       $ 0.17 

          

 Diluted  $ 0.24       $ 0.16 

          

Weighted average common units outstanding:              

 Basic   18,072        18,072 

          

 Diluted   19,090        19,090 

          

See accompanying notes to unaudited pro forma financial statements.
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CROSSTEX ENERGY, L.P. 

Unaudited Pro Forma Consolidated Statement of Operations 

Year Ended December 31, 2003 

(In thousands, except per unit data) 

  

Crosstex Historical

 

DEFS Assets

 

LIG Historical

 

Adjustments

 

Pro Forma

 
Revenues:                 

 Midstream  $ 993,140 $ 106,322 $ 802,043 $   $ 1,901,505 

 Treating   20,523           20,523 

       

  Total revenues   1,013,663  106,322  802,043  0  1,922,028 

       

Operating costs and expenses:                 

 Midstream purchased gas   946,412  97,838  783,490     1,827,740 

 Treating purchased gas   7,568           7,568 

 Operating expenses   17,692  3,098  15,636     36,426 

 General and administrative   6,844  —  181  3,600  (h)  10,625 

 Stock based compensation   5,345  —  —     5,345 

 (Profit) loss on energy trading contracts  
 (1,905)  —  —     (1,905)

 Impairments         5,283  (5,283)(d)  — 

 Depreciation and amortization   13,268  1,924  4,074  2,703
369

  (d)
  (i)

 22,338 

       

  Total operating costs and expenses  
 995,224  102,860  808,664  1,389  1,908,137 

       

  Operating income (loss)   18,439  3,462  (6,621)  (1,389)  13,891 

Other income (expense):                 

 Interest expense, net   (3,392)  —  (1,008)  (2,249
(2,103
1,754

)(e)
)(j)
  (k)

 (6,998)

 Interest income, affiliated   —  —  1,782  (1,782)(f)  — 

 Other income   179  —  102     281 

       

  Total other income (expense)   (3,213)  —  876  (4,380)  (6,717)

       

 Income before income taxes, minority interest and cumulative effect  
 15,226  3,462  (5,745)  (5,769)  7,174 

 Income tax (expense) benefit   0     2,168  (2,421)(g)  (253)

       

  Income (loss) before cumulative effect  $ 15,226 $ 3,462 $ (3,577) $ (8,190) $ 6,921 

       

General partner share  $ 1,240          $ 1,074 
             

Net income available to Common Units  $ 13,986          $ 5,847 
             

Net income per common unit:                 

 Basic  $ 0.89          $ 0.32 

             

 Diluted  $ 0.88          $ 0.32 

             

Weighted average common units outstanding:                 

 Basic   15,752        2,298  (l)  18,050 

             

 Diluted   15,960        2,298  (l)  18,258 

             

See accompanying notes to unaudited pro forma financial statements.
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CROSSTEX ENERGY, L.P. 

Notes to Unaudited Pro Forma Financial Statements 

Offering and Transactions

        The unaudited pro forma financial statements are presented to give effect to the transactions described below:

• The LIG acquisition on April 1, 2004 for approximately $69.8 million (representing the initial purchase price of $76.9 million less estimated net liabilities
assumed at closing of $7.1 million) in cash funded with borrowings under our senior secured credit facility and to accrue fees and expenses of approximately
$1.6 million associated with such transaction; 

• For the pro forma statement of operations for the year ended December 31, 2003: 

• The DEFS acquisition on June 30, 2003 for approximately $68.1 million in cash funded with borrowings under our senior secured credit facility; 

• Our June 2003 and July 2003 senior secured notes offerings of approximately $40 million in debt securities and the application of the proceeds from
these offerings to repay a portion of the borrowings outstanding under our senior secured credit facility; and 

• Our September 2003 public offering of 3,450,000 common units at a public offering price of $17.99 per unit, resulting in approximately $59.1 million
of net proceeds (including an approximate $1.3 million capital contribution by our general partner) and the application of the net proceeds from the
offering to repay a portion of the borrowings outstanding under our senior secured credit facility.

Pro Forma Adjustments

(a) Reflects the elimination of assets and liabilities of LIG that were retained by the seller and not acquired by us. 

(b) Reflects borrowings under our senior secured credit facility to acquire LIG, the accrual of fees and expenses associated with the LIG acquisition, the elimination
of LIG's historical equity, the increase in the deferred tax liability related to the differences between the book and tax basis of the net assets acquired from LIG
and the reduction in property and equipment and the increase in intangible assets based on our acquisition cost for LIG. 

(c) Reflects additional debt issuance costs associated with increasing our senior secured credit facility borrowing base to acquire LIG. 

(d) Reflects the additional depreciation and amortization expense from the LIG acquisition. Pro forma depreciation and amortization expense was based on estimated
useful lives of 15 years for the acquired transmission assets, three years for acquired vehicles and three years for the intangible assets. Due to our new carrying
value of the LIG assets, historical depreciation and depletion expense and impairment expense on the LIG assets have been eliminated in these pro formas. 

(e) Reflects increase of interest expense resulting from borrowings under our senior secured credit facility of $69.8 million for the LIG acquisition. 

(f) Reflects the elimination of interest income from LIG's former parent company. 

(g) Reflects the adjustment of income tax expense for the estimated tax expense associated with our new LIG entities. The new LIG entities we formed for the LIG
acquisition are treated as C Corporations for tax purposes and therefore are required to pay income tax on their net
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income. The purpose of the corporate structure of the new LIG entities is twofold: (i) to obtain a step-up in the depreciable basis of the assets for the unitholders
and (ii) to minimize the tax cost to achieve the step-up. We will recognize a current tax expense on the LIG entities net taxable income and will receive a benefit
for the reversal of the deferred tax liability relating to the difference between the book and tax basis of the net assets acquired as of the acquisition date.

(h) For the year ended December 31, 2003, reflects the elimination of the reduction in LIG's historical general and administrative expense of $3.6 million related to
reversals of estimated environmental clean up costs in excess of actual costs realized in 2003. 

(i) For the year ended December 31, 2003, reflects the additional depreciation and amortization expense from the acquisition of the DEFS assets. Pro forma
depreciation and amortization expense was based on estimated useful lives of 15 years for the acquired transmission assets and seven years for the intangible
assets. Due to our new carrying value of the DEFS assets, historical depreciation and depletion expense has been eliminated in these pro forma statements. 

(j) For the year ended December 31, 2003, reflects increase of interest expense resulting from borrowings under our senior secured credit facility of $28.1 million
for the DEFS acquisition and senior secured notes of $40.0 million. 

(k) For the year ended December 31, 2003, reflects reduction of interest resulting from the repayment of the $58.6 million of borrowings under our senior secured
credit facility with the proceeds from the September 2003 offering of common units. 

(l) For the year ended December 31, 2003, the weighted-average limited partners' units outstanding used in the income per unit calculation includes the limited
partners' common and subordinated units and excludes the general partner interest. The weighted-average limited partners' units outstanding have been adjusted
to reflect the September 2003 offering of common units as if these units have been outstanding since January 1, 2003.

Commitments and Contingencies

        The liabilities and potential liabilities discussed in Footnote 3 of the LIG financial statements (Commitments and Contingencies) were not assumed by us in the acquisition.
Specifically, we have no liability for environmental remediation at the identified sites. Such remediation is the responsibility of American International Specialty Lines
Insurance Corporation. Therefore, the liability and associated asset have been eliminated from the pro forma balance sheet. The seller has indemnified us against any liability
pursuant to the energy market investigation and other litigation for any events that preceed the closing date.
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