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CAUTIONARY STATEMENT ABOUT FORWARD-LOOKING STATEMEN TS

Targa Resources Corp.’s (together with its subs&laother than Targa Resources Partners LP ctioldy “we,” “us,” “Targa,” “TRC,” or the
“Company”)reports, filings and other public announcements fn@y time to time contain statements that do ricatly or exclusively relate
historical facts. Such statements are “forward-ingkstatements.” You can typically identify forwalkabking statements within the meaning
Section 27A of the Securities Act of 1933, as aneelndind Section 21E of the Securities ExchangeofAdi934, as amended, by the us
forward-looking words, such as “may,” “could,” “gext,” “believe,” “anticipate,” “expect,” “estimafé“potential,” “plan,” “forecast”and othe
similar words.

All statements that are not statements of histbfaets, including statements regarding our futfimancial position, business strategy, budc
projected costs and plans and objectives of manegefor future operations, are forward-looking stagnts.

These forwardeoking statements reflect our intentions, plangeetations, assumptions and beliefs about futuemts and are subject to ris
uncertainties and other factors, many of whicha@rside our control. Important factors that coutdige actual results to differ materially fr
the expectations expressed or implied in the foa@oking statements include known and unknown rigksown risks and uncertainti
include, but are not limited to, the risks setlidrn “ltem 1A. Risk Factors” of this Annual Repam Form 10-K (“Annual Report’as well as th
following risks and uncertainties:

« Targa Resources Partners LP’s (the “Partnerstapt) our ability to access the debt and equity maykehich will depend on gene
market conditions and the credit ratings for oustdebligations

« the amount of collateral required to be posted ftione to time in the Partnership’s transactions;

« the Partnership’s success in risk management ieivincluding the use of derivative financialtmsnents to hedge commodity risks;
« the level of creditworthiness of counterpartiesrémsactions;

« changes in laws and regulations, particularly wéthard to taxes, safety and protection of the envirent;

« the timing and extent of changes in natural gagyrabgas liquids (“NGL")and other commaodity prices, interest rates and denfiar
the Partnersh’s services

« weather and other natural phenomena,;
« industry changes, including the impact of consdite and changes in competition;
« the Partnership’s ability to obtain necessary e permits and other approvals;

« the level and success of oil and natural gas migiliround the Partnersh§passets and its success in connecting naturaluggdies to it
gathering and processing systems and NGL suppliis logistics and marketing facilitie

« the Partnershig and our ability to grow through acquisitions oternal growth projects and the successful intémmaand futur
performance of such asse

« general economic, market and business conditiorss; a

« the risks described elsewhere in this Annual Repodtour reports and registration statements filaoh time to time with the Securiti
and Exchange Commissia“SEC").

Although we believe that the assumptions underlying forwardlooking statements are reasonable, any of the g#saums could be inaccura
and, therefore, we cannot assure you that the foAeaking statements included in this Annual Repait prove to be accurate. Some of th
and other risks and uncertainties that could cactgal results to differ materially from such fordidooking statements are more fully descri
in “Item 1A. Risk Factors’n this Annual Report. Except as may be requirecGpplicable law, we undertake no obligation to miplupdate ¢
advise of any change in any forward-looking statetme&hether as a result of new information, futewents or otherwise.
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As generally used in the energy industry and ia Snnual Report, the identified terms have theofelhg meanings:

Bbl Barrels (equal to 42 gallon

Btu British thermal units, a measure of heating v
BBtu Billion British thermal units

/d Per day

/hr Per houl

gal U.S. gallons

GPM Gallons of recoverable hydrocarbons contained pliomcubic feet of natural ge
LPG Liquefied petroleum ga

MBbl Thousand barrel

MMBDbI Million barrels

Mcf Thousand cubic fet

MMBtu Million British thermal units

MMcf Million cubic feet

NGL(s) Natural gas liquid(s

NYMEX New York Mercantile Exchang

Price Index

Definitions

IF-NGPL MC Inside FERC Gas Market Report, Natural Gas Pipehid-Continent
IF-PB Inside FERC Gas Market Report, Permian Bi
IF-WAHA Inside FERC Gas Market Report, West Texas WA
NY-WTI NYMEX, West Texas Intermediate Crude |
OPIS-MB Oll Price Information Service, Mont Belvieu, Tex
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PART I
Item 1. Business.
Overview

Targa Resources Corp. (NYSE: TRGP) is a publidged Delaware corporation formed in October 2008.dd& not directly own any operat
assets; our main source of future revenue theré$cirem general and limited partner interests|uding incentive distribution rights (“IDR$%,’
in the Partnership, a publicly traded Delaware tiahipartnership (NYSE: NGLS) that is a leading jmtew of midstream natural gas and nat
gas liquid services in the United States. The Rastiip is engaged in the business of gatheringpoessing, treating, processing and se
natural gas and storing, fractionating, treatimgnsporting, terminaling and selling NGLs, NGL puots, refined petroleum products and ci
oil.

On December 10, 2010, we completed an initial publfering, or IPO, of common shares in the Companyhe IPO, the selling sharehold:
including a member of our senior management, sB8|8311,250 common shares at a price of $22.00 meskVe did not receive any proce
from the sale of shares by the selling stock hald®n completion of the IPO, there were 42,292 $#es outstanding.

Financial Presentation

One of our indirect subsidiaries is the sole gdneastner of the Partnership. Because we contmlgdneral partner, under generally acce
accounting principles we must reflect our ownershiprest in the Partnership on a consolidatedsb@sicordingly, the Partnershigpfinancia
results are included in our consolidated finanstatements even though the distribution or transfétartnership assets are limited by the ti
of the partnership agreement, as well as restectigvenants in the Partnersisigending agreements. The limited partner inter@stthe
Partnership not owned by us are reflected in osulte of operations as net income attributable docontrolling interests. Throughout t
Annual Report, we make a distinction where releviagtween financial results and disclosures appicab the Partnership versus th
applicable to us as a standalone parent includimghon-Partnership subsidiaries (“Non-Partnershijiaddition, we provide condensed Pa
only financial statements as required by the SEC.

The Partnership files its own separate Annual Refdre results of operations included in our comstéd financial statements will differ frc
the results of operations of the Partnership primdue to the financial effects of:

« noncontrolling interests in the Partnership,
« our separate debt obligations,
« certain general and administrative costs applicables as a public company,

federal income taxes, and

« certain non-operating assets and liabilities.
Overview of the Business of Targa Resources Corp.
Our primary business objective is to increase @shcavailable for dividends to our stockholdersabgisting the Partnership in executing
business strategy. We may facilitate the Partnpirsigrowth through various forms of financial suppartiuding, but not limited to, modifyir
the Partnership’s IDRs, exercising the PartnershipR reset provision contained in its partnershgpeement, making loans, making ca|
contributions in exchange for yielding or ngielding equity interests or providing other fingadcsupport to the Partnership, if needed, to st
its ability to make distributions. In addition, weay acquire assets that could be candidates farisiiqn by the Partnership, potentially a
operational or commercial improvement or furthevedepment.
At February 17, 2012, our interests in the Partmipreonsist of the following:

« a 2% general partner interest, which we hold thhooigr 100% ownership interest in the general partne

« all of the outstanding IDRs; and

« 12,945,659 of the 89,170,989 outstanding commots whithe Partnership, representing a 14.5% limi@dnership interest.
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Our cash flows are generated from the cash disioibsl we receive from the Partnership. The Parhiers required to distribute all availa
cash at the end of each quarter after establistEserves to provide for the proper conduct of itsibbess or to provide for future distributic
Our ownership of the general partner interest lestis to receive 2% of all cash distributed iruartgr.

Our ownership of the IDRs of the Partnership esgitlis to receive:

« 13% of all cash distributed in a quarter after 883 has been distributed in respect of each comumitnof the Partnership for tt
quarter,;

« 23% of all cash distributed in a quarter after 809 has been distributed in respect of each comumitnof the Partnership for tt
quarter; anc

« 48% of all cash distributed in a quarter after $6Z5 has been distributed in respect of each comumiirof the Partnership for tt
quarter.

We are party to an Omnibus Agreement with the Rastrip that governs the relationship regardingaterreimbursement and indemnification
matters. So long as our only cash generating assetur interests in the Partnership, we will comi to allocate to the Partnership substantially
all of our general and administrative costs othantour direct costs of being a reporting comp&e “Item 13. Certain Relationships and
Related Transactions, and Director Independence—ramgreement.”

We employ 1,096 people. See “Employees.” The Pestiiyg does not have any employees to carry owipiésations.
Overview of the Business of the Partnership

We formed the Partnership in October 2006 to owerate, acquire and develop a diversified portfoliccomplementary midstream ene
assets. The Partnership is engaged in the busifgsdhering, compressing, treating, processingsatithg natural gas and storing, fractionat
treating, transporting, terminaling and selling NSGINGL products, refined petroleum products andierail. The Partnership operates in
primary divisions: (i) Natural Gas Gathering an@d&ssing, consisting of two reportable segmeng-Field Gathering and Processing anc
Coastal Gathering and Processing; and (ii) Logisaad Marketing, consisting of two reportable segiste-@) Logistics Assets and |
Marketing and Distribution.

Acquisitions from Targe

From 2007 through 2010, the Partnership acquirest mioour operating businesses in a series of aitoguis from us with an aggregate purct
price of approximately $3.1 billion. The businessesude:

« In February 2007, the Partnership acquired certainral gas gathering, processing and treatingsagse¢he Fort Worth Basin / Be
Arch in North Texas and their operations collediiveferred to as th“North Texas Syster”

« In October 2007, the Partnership acquired certataral gas gathering, processing and treating a8s8Vest Texas and their operati
collectively referred to @ SAQU;”

« In October 2007, the Partnership acquired certatoral gas gathering, processing and treating ags&outhwest Louisiana and tt
operations collectively referred to “LOU;”

« In September 2009, the Partnership acquired our H@iness consisting of fractionation facilitiemrage and terminaling facilitie
low sulfur natural gasoline treating facilitiesppline transportation and distribution assets, gnepstorage, truck terminals and N
transport assets and their operations collectixefigrred to as the Logistics and Marketing divisiorthe” Downstream Busines”
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« In April 2010, the Partnership acquired certainunatgas gathering and processing assets alongthwitle offshore gathering syste
which serve production from the Louisiana Gulf Gaawd their operations collectively referred tdtas" Coastal Straddle”

« In April 2010, the Partnership acquired certairunaitgas gathering and processing systems, progepkints and related assets in v
Texas and their operations collectively referredgdhe‘ Permian Busines”

« In August 2010, the Partnership acquired our 63%erghip interest in Versado Gas Processors, L.wkich conducts a natural ¢
gathering and processing business in New Mexicikeatovely referred to a“Versadc” and

« In September 2010, the Partnership acquired our @&#ership interest in Venice Energy Services Camgp&.L.C., a joint ventur
that owns and operates a natural gas gatheringpeowessing business in Louisiana consisting of astab straddle plant and tr
operations and a whollgpwned subsidiary that owns and operates an offsgatbering system and related assets (collect
“VESCC”) that serve production from the Gulf of Mexico shetid deepwate

For a detailed description of these assets, pkesé— The Partnership’s Business Operations”
Acquisitions from Third Partie:

While the Partnership’ growth through 2010 was primarily driven by tmeplementation of a dropdown strategy, it also hagard o
successful third-party acquisitions. During 201k Partnership closed the following three acquoisgi

« On March 15, 2011, the Partnership acquired aedfpetroleum products and crude oil storage amditting facility in Channelviev
Texas on Carpenter's Bayou along the Houston Shian@el (the "Channelview Terminal") for $29 miflio The Channelvie
Terminal, with storage capacity of 544,000 barreés) handle multiple grades of blend stocks, petrol products and crude oil and
potential for expansion, as well as integratiorhwite Partnersh’s other logistics operation

« On September 30, 2011 the Partnership acquiredeckfpetroleum products and crude oil storage amdinaling facilities in twi
separate transactions. The facility on the Hyle¥aterway in the Port of Tacoma, Washington (theut®b Terminal’)has 758,00
barrels of capacity and handles refined petrolemmdyrcts, crude oil, LPGs and biofuels, includingagiol and biodiesel. The facility
the Patapsco River in Baltimore, Maryland (the tBabre Terminal”)has approximately 505,000 barrels of storage cgpaBott
terminals contain blending and heating capabiliti@sd have tanker truck and barge loading and dimgainfrastructure. Tot
consideration for both facilities was $127.5 mitliplus an additional $7.5 million for estimated Wiog capital.

The Partnership has funded all acquisitions fromg&and third parties using earnings from operatipnoceeds of equity offerings, borrowi
under its credit facilities and note issuances. Phenership expects that acquisitions of tlpedty businesses and assets will continue to
significant component of its growth strategy.

Organic Growth Projects.

In addition to acquiring businesses and assets ffanga and third parties, the Partnership has sséadéy completed both large and sr
organic growth projects associated with its exgtassets and expects to continue to do so in tlkeefuThese projects have involved gro
capital expenditures of approximately $530 milleince 2007 and include the following major projemttive in 2011:

« Cedar Bayou Fractionator expansion projethe Partnership completed construction of 78 MBbFadditional fractionation capac
at its 88%-owned Cedar Bayou Fractionator (“CBiR"Mont Belvieu, Texas at a cost of approximateby $nillion. The expansion we
online in the second quarter of 2011, and is suppoby 10-year febased contracts with ONEOK Hydrocarbons, LP, QueSt
Management Company and Majestic Energy Services; tthat have certain guaranteed volume commitmentgraovisions fo
deficiency payments
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« North Texas expansion prograDuring 2011, the Partnership invested approxima$dly million to expand gathering and proces
capability in its North Texas assets, particulamlyhe oily part of the Barnett Shale. This projpatvided both expanded capacity in
gathering system via new pipelines and a new cossprestation as well expanded residue take away fhe Chico Plant. In additic
expanded CQtreating was added due to the higher &Ontent in the gas from the oily part of the Bairi$itale.

« SAOU expansion projedburing 2011 the Partnership invested approxima$8§ million to expand gathering and processing bipa
in our west Texas assets, particularly in the Waif{p play. This expansion program also includedeexjitures to restart the 25 MMc
Conger processing plant, which went online durhegtecond quarter of 201

The Partnership has the following major organionghoprojects underway, which the Partnership eseésavill require over $1 billion in grow
capital expenditures through 2013:

« Cedar Bayou fractionation expansiof.100,000 Bbl/d expansion of fractionation capadityyinderway at CBF. Substantially all of
additional capacity is currently contracted witmdeterm “frac-or-pay’firm capacity fractionating agreements. The expamsiill be
fully integrated with the Partnershigp’existing Gulf Coast NGL storage, terminaling atedivery infrastructure, which includes
extensive network of connections to key petrochamémd industrial customers as well as the Patii@s LPG export terminal
Galena Park, Texas on the Houston Ship Channel PHnmership estimates that the total capital ediperes for the CBF expansi
and related infrastructure enhancements at Monti@®elwill be approximately $360 million and constion will be completed in tt
second quarter of 201

« International propane export projecin September 2011, the Partnership announced a $liin expansion of its Mont Belvie
complex and its existing import/export marine terali at Galena Park to provide export capability 000 + Bbl/hr of full
refrigerated, low ethane propane. The expansiofjegroexpected to be operational in the third ceradf 2013, will allow th
Partnership to load three to four VLGC (very lagges carrier) class ships per month and is in addith existing capabilities to han
multiple MGC (medium gas carrier) export cargoHdf-5 grade propane, imports/exports of LPGs and pe¢mmicals and other sg
ship and barge busine:

« North Texas Longhorn proje. The Partnership has ordered a new 200 MMcf/dgaewe processing plant for its North Texas Syste
meet increasing production, continued producenéygtand expected volumes from significant new agee dedications in the liquids-
rich, oily areas of the Barnett Shale. The new @ssing plant, which will be located in Wise Countexas, is expected to
operational in mid2013, subject to regulatory approvals, and is etgub¢o require a capital investment related to plent an
associated projects of approximately $150 milli

« Petroleum logistics terminal expansic. The Partnership currently estimates that it wNlest approximately $60 million to expand
capacity and capability of the three refined petnoh products and crude oil terminals that it aeggliin 2011

« Benzene treating projecA new treater is under construction which will agterin conjunction with the Partnershipexisting LSN(
facility at Mont Belvieu and is designed to redumenzene content of natural gasoline to meet newe matsingent environmen
standards. The treater has an estimated grossftapproximately $40 million and an anticipatededaf completion in the first quar
of 2012.

« SAOU/Permian expansion program®uring 2012, $45 million is projected to be spahtSAOU/Permian for additional compres:
and gathering and processing infrastructure, sepdram the 2011 expansion project described abtvesupport the high level
drilling activity.

« North Texas expansion prograiDuring 2012 $20 million is projected to be spentetgpand the North Texas System gathering
processing capability. This spending is in additiothe North Texas Longhorn proje

« HD-5 Refrigeration Export projecthe Partnership plans to invest approximately $ilBom to enhance refrigeration capability use:
export semirefrigerated HD5 propane at our Galena Park fgcilihe project has an anticipated date of compietiche second quar
of 2012.
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« Gulf Coast Fractionators expansion proje@ulf Coast Fractionators (“GCF"j partnership with ConocoPhillips and Devon En
Corporation in which the Partnership owns a 38.8%rest, is expanding the capacity of its NGL fi@wtion facility in Mont Belvie
by 43 MBbl/d for an estimated gross cost of $9diartil(the Partnershig’net cost is estimated to be $35 million). Conddltips, as th
operator, will manage the expansion project. Theaasion is expected to be operational during thersquarter of 201

The Partnership’s assets are not easily duplicateldare located in active producing areas andkesaNGL markets and logistics centers.
Growth Drivers

We believe our neaerm growth will be driven by the Partnership'sn#figant organic growth investments as well asragreupply and dema
fundamentals for the Partnership's existing buse®sOver the longer term, we expect the Partr@ssipiowth will continue to be driven
shale plays and by the deployment of shale exptorand production technologies in both liquiddariatural gas and crude oil resource plays.

Strong supply and demand fundamentals for the Reship’s existing businesses.

We believe that the current strength of oil, corsdga and NGL prices and of forecast prices fordlesergy commaodities has caused prodi
in and around our natural gas gathering and prowpsseas of operation to focus their drilling praxgs on regions rich in these forms
hydrocarbons. Liquids rich gas is prevalent from Wolfberry Trend and Canyon Sands plays, whichaamessible by SAOU, the Wolfbe
and Bone Springs plays, which are accessible bg#mel Hills system, and from “oiliegortions of the Barnett Shale natural gas playee€isfly
portions of Montague, Cooke, Clay and Wise countidsch are accessible by the North Texas System.

Producer activity in areas rich in oil, condensate NGLs is currently generating high demand ferRtartnershigg fractionation services at
Mont Belvieu market hub. As a result, fractionatiemlumes have recently increased to near existaggacity. Until additional fractionatit
capacity comes olire in 2013, there will be limited incremental glyp of fractionation services in the area. Thesersf supply and dema
fundamentals have resulted in long-term, “frac-ay“pcontracts for existing capacity and support thestmiction of new fractionation capac
such as the PartnershspCBF and GCF expansion projects. We are contintairsge rates for fractionation services increddee higher volume
of fractionated NGLs should also result in increedemand for other related fee-based services gedudy the Downstream Business.

Active drilling and production activity from liqui-rich natural gas shale plays and similar crude @source plays.

The Partnership is actively pursuing natural gabeying and processing and NGL fractionation opgaties associated with liquid$eh natura
gas shale plays, such as portions of the BarnetieSind the Eagle Ford Shale, and with even richsinghead gas opportunities from ac
crude oil resource plays, such as the Wolfberryd (ather named variants of Wolfcamp / Spraberry ADé other geologic crossectior
combinations) and the Bone Springs / Avalon Sh#gs We believe that the Partnerskipeadership position in the Downstream Busit
which includes its fractionation services, providlewith a competitive advantage relative to othathering and processing companies wit
these capabilities.

Competitive Strengths and Strategies

We believe the Partnership is well positioned tecene its business strategies due to the followorgpetitive strengths:

Strategically located gathering and processing absse.

The Partnershig’ gathering and processing businesses are preduattyid@cated in active and growth oriented oil agas producing basir
Activity in the Canyon Sands, Bone Springs, Wolfgeand Barnett Shale plays is driven by oil, corsdge and NGL production and curre

favorable prices for those energy commodities.dased drilling and production activities in theseaa would likely increase the volume:
natural gas available to the Partnership’s gatheaimd processing systems.




Table of Content
Leading fractionation positio.

The Partnership is one of the largest fractionabdGLs in the Gulf Coast. Its primary fractioratiassets are located in Mont Belvieu, T
and Lake Charles, Louisiana, which are key marketars for NGLs and are located at the interseafoNGL infrastructure including mixe
NGL supply pipelines, storage, takeaway pipelined ather transportation infrastructure. The Pastinig's assets are also located near
connected to key consumers of NGL products inclgidive petrochemical and industrial markets. Thatioa and interconnectivity of the as:
are not easily replicated, and the Partnershipshécient additional capability to expand its ceipa The management has extensive exper
in operating these assets and in permitting anidibgi new midstream assets.

Comprehensive package of midstream services

The Partnership provides a comprehensive packagergices to natural gas producers, including mdtyas gathering, compression, trea
processing and selling natural gas and storingtifmaating, treating, transporting and selling NGINGL products and refined petrole
products. These services are essential to gathecegs and treat wellhead gas to meet pipelinedatda and to extract NGLs for sale |
petrochemical, industrial and commercial market® Bélieve that the Partnerstspability to provide these integrated services ey al
advantage in competing for new supplies of natgeal because it can provide substantially all ofstevices producers, marketers and o
require for moving natural gas and NGLs from wedithéo market on a cosffective basis. Additionally, due to the high cokteplicating asse
in key strategic positions, the difficulty of pettmg and constructing new midstream assets anddiffieulty of developing the experti
necessary to operate them, the barriers to erganttistream natural gas sector on a scale siniltret Partnership’s are reasonably high.

High quality and efficient asse.

The Partnership’s gathering and processing systarddogistics assets consist of high-quality, wedlintained facilities, resulting in lowest
efficient operations. Advanced technologies havenbienplemented for processing plants (primarilyoggnic units utilizing centralized cont
systems), measurements (essentially all electrandt electronically linked to a central data base) aperations and maintenance to ma
work orders and implement preventative maintenaswdeedules (computerized maintenance managemergns)st These applications hi
allowed proactive management of the Partnershiyperations resulting in lower costs and minim@idtime. The Partnership has establish
reputation in the midstream industry as a relianld costeffective supplier of services to its customers las a track record of safe and effic
operation of its facilities. The Partnership intenid continue to pursue new contracts, cost effaigs and operating improvements of its as
Such improvements in the past have included newlymtion and acreage commitments, reducing fuelagakflare volumes and improvi
facility capacity and NGL recoveries. The Partngrshill also continue to optimize existing plantsats to improve and maximize capacity
throughput.

In addition to routine annual maintenance expenskes, Partnershig’ maintenance capital expenditures have averagedoxamately
$58.9 million per year over the last three years. blieve that the Partnership’s assets are maiittained and anticipate that a similar leve
capital expenditures will be sufficient to continiweoperate these assets in a prudent and costieéfenanner.

Large, diverse business mix with favorable consaatd increasing fe-based business.

The Partnership maintains gathering and procegsositions in strategic oil and gas producing ama®ss multiple oil and gas basins
provides services under attractive contract teore diverse mix of customers across its areas efadpns. Consequently, the Partnership i
dependent on any one oil and gas basin or custdrhergathering and processing contract portfolie &ractive rate and term characteris
The Partnershig’ NGL Logistics and Marketing assets are typicklated near key market hubs and near important N@&tomers. They al
serve must-run portions of the natural gas valuginghare primarily fedsased and have a diverse mix of customers. Thetiogicontrac
portfolio, largely feebased, has attractive rate and term characteri§igen the higher rates for logistics assets emtsrthat are being renev
(largely based on replacement cost economics)néhe projects underway, the logrm nature of many of the renewed and new corgtract
continuing strong supply and demand fundamentalthfe business, we expect an increasing percemfiee Partnership’s cash flows to be fee-
based.
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Financial flexibility .

The Partnership has historically maintained strfingncial metrics relative to its peer group, withancial results consistently above the |
group median. The Partnership also reduces thecimgfacommodity price volatility by hedging the comdity price risk associated witt
portion of its expected natural gas, NGL and cosdémn equity volumes. Maintaining appropriate legeréquidity and distribution covera
levels and mitigating commodity price volatilitylahs the Partnership to be flexible in its growthagegy and enables it to pursue strat
acquisitions and large growth projects.

Experienced and lor-term focused management team

The executive management team which formed TargatRees Inc. in 2004 and continues to manage Tarddhe Partnership today posse
over 200 years of combined experience working érthdstream natural gas and energy business. Offiegrs and key operational, commer
and financial employees provide significant expeeein the industry and with the Partnership’s saed businesses.

Attractive cash flow characteristic

We believe the Partnership’s strategy, combinedh it highguality asset portfolio and strong industry fundatats, allows it to genere
attractive cash flows. Geographic, business antbmes diversity enhances the Partnership’s cash fimfile. The Partnership’Natural Ge
Gathering and Processing division has a favorablgract mix that is primarily percent-pfoceeds (the Field Gathering and Proce:
Segment) or hybrid or percent-of-liquids (the Cabsbathering and Processing Segment) which, aloii the Partnership’s lontgrmr
commodity hedging program and the nature of outrecis and assets, serves to mitigate the impacbmwimodity price movements on ¢
flow. In the Coastal Gathering and Processing Segnvee have increased volumes of higher GPM gagl@gpunder keeprhole contract
which benefit from an environment of low gas pricelative to NGLs and crude oil.

The Partnership has hedged the commodity priceagskciated with a portion of its expected natgeal and NGL equity volumes through 2
and condensate equity volumes through 2014 by iagtémto financially settled derivative transactoimcluding swaps and purchased put:
floors). The primary purpose of the Partnershipgbmmaodity risk management activities is to heitlgexposure to price risk and to mitigate
impact of fluctuations in commodity prices on cdkiw. The Partnership has intentionally tailored itedges to approximate specific N
products and to approximate its actual NGL anddtessinatural gas delivery points. The Partnerstigniis to continue to manage its exposu
commodity prices by entering into similar hedgegactions as market conditions permit.

The Partnership also monitors and manages its fometevels with a view to mitigate losses relatedlownward price exposure.
Asset base wepositioned for organic growth.

We believe that the Partnerstipasset platform and strategic locations allovo itnaintain and potentially grow its volumes andatedl cas
flows as its supply areas continue to benefit fexploration and development. At current and rebéstbrical prices, technology advances t
resulted in increased domestic oil and liquids el drilling and production activity. The locatiohthe Partnershig’ assets provides it w
access to stable natural gas supplies and proxiimignduse markets and liquid market hubs while positigriinto capitalize on drilling ar
production activity in those areas. The Partnefshgxisting infrastructure has the capacity to harstime incremental increases in volu
without significant investments as well as oppoities to leverage existing assets with meaningiga@sions. We believe that as dome
supply and demand for natural gas and NGLs, andcesr for each, grows over the long term, the Rastmips infrastructure will increase
value, as such infrastructure takes on increasimgpitance in meeting that demand.

While we have set forth the Partnerskigtrategies and competitive strengths abovepggbss involves numerous risks and uncertaintfésh
may prevent it from executing its strategies oractthe amount of distributions to unitholders. Sdeisks include the adverse impact of cha
in natural gas, NGL and condensate prices or irstipply of or demand for these commodities, andPdwenerships inability to access sufficie
additional production to replace natural declinepioduction. For a more complete description efrisks associated with an investment ir
Partnership, see “ltem 1A. Risk Factors.”
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Targa has used the Partnership as a growth vetocleursue the acquisition and expansion of midsirewtural gas, NGL and ott
complementary energy businesses and assets; hqwewga is not prohibited from competing with thertiRership and may evaluate acquisit
and dispositions that do not involve the Partngxshi addition, through the Partnerstspelationship with Targa, it has access to a Baamil
pool of management talent, strong commercial m@tstiips throughout the energy industry and acee3artgas broad operational, commerc
technical, risk management and administrative siftecture.

The Partnership’s Challenges
The Partnership faces a number of challenges iteinmgnting its business strategy. For example:
« The Partnership has a substantial amount of indebts which may adversely affect its financial posi

« The Partnershig’ cash flow is affected by supply and demand forra@tural gas and NGL products and by natural §H3L., anc
condensate prices, and decreases in these priglekartversely affect its results of operations fina@ncial condition

« The Partnership’s longerm success depends on its ability to obtain nmwces of supplies of natural gas and NGLs, whigbethds o
certain factors beyond its control. Any decreassupplies of natural gas or NGLs could adverselgcafthe Partnership’business at
operating results

« If the Partnership does not make acquisitions westments in new assets on economically acceptaitvies or efficiently and effective
integrate new assets, its results of operationdiaadcial condition could be adversely affect

« The Partnership is subject to regulatory, enviromtae political, legal and economic risks, whichuttbadversely affect its results
operations and financial conditic

« The Partnershig’ growth strategy requires access to new capiight@ned capital markets or increased competitmmirfvestmer
opportunities could impair the Partner<'s ability to grow.

« The Partnershig’ hedging activities may not be effective in redgcihe variability of its cash flows and may, inteén circumstance
increase the variability of its cash flov

« The Partnershig industry is highly competitive, and increased petitive pressure could adversely affect its bussnand operatir
results.

For a further discussion of these and other chgdlerthe Partnership faces, please read “Item 1k Ractors.”
The Partnership’s Business Operations

The Partnership’s operations are reported in twisidins: (i) Natural Gas Gathering and Processoagsisting of two segments-a)( Fielc
Gathering and Processing and (b) Coastal GatharidgProcessing; and (ii) Logistics and Marketirapsisting of two segments-a) Logistic:
Assets and (b) Marketing and Distribution.

Natural Gas Gathering and Processing Divisic

The Partnershig’ Natural Gas Gathering and Processing Divisionsisté of gathering, compressing, dehydrating, itngatconditioning
processing, transporting and marketing natural §he.gathering of natural gas consists of aggregatatural gas produced from various w
through small diameter gathering lines to proceggilants. Natural gas has a widely varying compmsitlepending on the field, the format
and the reservoir from which it is produced. Thegessing of natural gas consists of the extracfdmbedded NGLs and the removal of w.
vapor and other contaminants to form (i) a stredmarketable natural gas, commonly referred toes$due gas, and (ii) a stream of mi
NGLs, commonly referred to ¢“Mixed NGLs” or “Y-grade.”Once processed, the residue gas is transportedriets through pipelines that
either owned by the gatherers or processors at ffarties. End users of residue gas include langenercial and industrial customers, as we
natural gas and electric utilities serving indivatlagonsumers. The Partnership sells its residueigasr directly to such end users or to mark
into intrastate or interstate pipelines, which typecally located in close proximity or with readgcess to the Partnership’s facilities.
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The Partnership continually seeks new suppliesatfinml gas, both to offset the natural decline iadpction from connected wells and
increase throughput volumes. The Partnership abtailditional natural gas supply in its operatingaarby contracting for production from r
wells or by capturing existing production currengigthered by others. Competition for new natural ggplies is based primarily on locatiol
assets, commercial terms, service levels and atoassirkets. The commercial terms of natural gakegang and processing arrangements
driven, in part, by capital costs, which are impdchy the proximity of systems to the supply souwmed by operating costs, which are impa
by operational efficiencies, facility design an@eomies of scale.

We believe that the Partnerstipéxtensive asset base and scope of operatiote iregions in which it operates provides it witgnsficant
opportunities to add both new and existing natges production to its systems. We believe thaPnerships size and scope gives it a str
competitive position by placing it in close proxtgnio a large number of existing and new natural gr@ducing wells in its areas of operatis
allowing the Partnership to generate economiecafksand to provide its customers with accessstextsting facilities and to multiple eng¢
markets and market hubs. Additionally, we belielvat tthe Partnership’s ability to serve its cust@haeeds across the natural gas and
value chain further augments its ability to attnaetv customers.

Field Gathering and Processing Segm

The Field Gathering and Processing segment gasimetprocesses natural gas from the Permian Ba$ifest Texas and Southeast New Me
and the Fort Worth Basin, including the Barnett I8h&n North Texas. The natural gas processed is shgment is supplied through
Partnership’s gathering systems which, in aggregatesist of approximately 10,400 miles of natugas pipelines. The segmenprocessin
plants include nine owned and operated faciliftagiing 2011, the Partnership processed an averaggpooximately 612 MMcf/d of natural ¢
and produced an average of approximately 74 MBifiNGLs.

We believe that the Partnership is well positioasda gatherer and processor in the Permian and\fmth Basins. The Partnership has a b
geographic scope, covering portions of 44 courdiesd approximately 18,100 square miles across thas@s. We believe that the Partnership’
proximity to production and development provideswith a competitive advantage in capturing new dieppof natural gas because of
competitive costs to connect new wells and to peaalditional natural gas in its existing procesgilants. Additionally, because the Partner
operates all of its plants in these regions, dften able to redirect natural gas among two oramdrits processing plants, allowing it to optin
processing efficiency and further improve the padfility of its operations.

The Field Gathering and Processing segnsemperations consist of the Permian Business, derssAOU and the North Texas System, ear
described below.

Permian Business. The Permian Business consists of the Sand Hilleegaig and processing system and the West SemaralePucke
gathering systems in West Texas. These systemsstonspproximately 1,400 miles of natural gashgaing pipelines. These gathering syst
are lowpressure gathering systems with significant congioesassets. The Sand Hills refrigerated cryog@macessing plant has a gr
processing capacity of 150 MMcf/d and residue gamections to pipelines owned by affiliates of Eptise Products Partners L.P., ONE!
Inc. and El Paso Corporation.

Versado. Versado consists of the Saunders, Eunice and Moniugss processing plants and related gatheringm®ygsin Southeastern N
Mexico. Versado consists of approximately 3,200emibf natural gas gathering pipelines. The Saund@amice and Monument refrigera
cryogenic processing plants have aggregate progessipacity of 280 MMcf/d (176.4 MMcf/d, net to tiRartnershis ownership interes
These plants have residue gas connections to pgsebwned by affiliates of El Paso Corporation, Miterican Energy Company and Kin
Morgan Energy Partners, L.P. The Partnershiginership in Versado is held through Versado¥asessors, L.L.C., a joint venture that is ¢
owned by the Partnership and 37% owned by Chevr&8nAJ Inc.
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SAOU. Covering portions of 10 counties and approximateB00 square miles in West Texas, SAOU includescqppately 1,667 miles
pipelines in the Permian Basin that gather natyaalto the Mertzon, Sterling, and Conger procegsiagts. SAOU is connected tioousands ¢
producing wells and over 950 central delivery pinSAOU has approximately 1,138 miles of low pressgathering pipelines a
approximately 528 miles of higpressure gathering pipelines to deliver the natgaalto our processing plants. SAOU has 31 commrasation
to inject low-pressure gas into the high-pressupelimes. SAOUS processing facilities include three currently ragiag refrigerated cryoger
processing plants—the Mertzon, Sterling, and Coptgrts—which have an aggregate processing capacity obappately 139 MMcf/d. Thes
plants have residue gas connections to pipelineedwy affiliates of ONEOK Inc., El Paso Corporati&nterprise Partners L.P., Atmos En¢
Corporation, Kinder Morgan Energy Partners L.P. Biodthern Natural Gas Company.

North Texas System. The North Texas System includes two interconneggtthering systems with approximately 4,200 milegipklines
covering portions of 15 counties and approximafRB00 square miles, gathering wellhead naturaffgathe Chico and Shackelford natural
processing facilities. These plants have residgecganections to pipelines owned by affiliates &fnds Energy Corporation, Energy Tran
Fuel LP, and Natural Gas Pipeline Company of AnzekicC.

The Chico gathering system consists of approximael00 miles of primarily lowsressure gathering pipelines. Wellhead naturalig@&ithe
gathered for the Chico plant located in Wise Couiligxas, and then compressed for processing, isrcddmpressed in the field at numer
compressor stations and then moved via one of akWighpressure gathering pipelines to the Chico plane plant has an aggrega
processing capacity of 265 MMcf/d and an integratedtionation capacity of 15 MBbl/d. The Shackeifagathering system consists
approximately 2,100 miles of intermedigieessure gathering pipelines. The pipelines gatr@thead natural gas largely for the Shackel
plant in Albany, Texas. Natural gas gathered fromrorthern and eastern portions of the ShackelEathering System is typically compres
in the field at numerous compressor stations aed tihansported to the Chico plant for processirtie Bhackelford plant has an aggre
processing capacity of 13 MMcf/d.

The following table lists the Field Gathering anbdéessing segmeist’natural gas processing plants and related voldorethe year ende
December 31, 2011:

Gross Gross Plant
Processing Natural Gas
Inlet
Capacity Throughput Gross NGL Process Operated/
Volume Non-
Facility % Owned Location (MMcf/d) (MMcf/d) Production Type (4) Operated
Permian Business
Sand Hills 10C Crane, TX 150.( 122.5 15.Z2 Cryo Operatec
Other Permian (1 11.¢ 0.t
Versado Systerr
Saunders (2 63 Lea, NM 70.C Cryo Operatec
Eunice (2) 63 Lea, NM 120.C Cryo Operatec
Monument (2) 63 Lea, NM 90.C Cryo Operated
Area Total 280.( 162.¢ 18.1
SAOU
Mertzon 10C Irion, TX 52.C Cryo Operatec
Sterling 10C Sterling, TX 62.C Cryo Operatec
Conger 10C Sterling, TX 25.C Cryo Operated
Area Total 139.( 111.C 17.4
North Texas Systerr
Chico (3) 10C Wise, TX 265.( Cryo Operatec
Shackelford,
Shackelford 10C TX 13.C Cryo Operated
Area Total 278.( 203.t 22.¢
Segment System Total 847.( 611.€ 74.1

(1) Other Permian includes throughput other than ptdat, primarily from compressor statior

(2) These plants are part of our Versado joint ventofrgshich we own 63%; capacity and volumes repre$80% of ownership interes
(3) The Chico plant has fractionation capacity of appmately 15 MBbl/d.

(4) Cryo- Cryogenic Processini

13




Table of Content
Coastal Gathering and Processing Segment

The Partnershig’ Coastal Gathering and Processing segment assdtzated in the onshore region of the Louisiam#f Goast and the Gulf
Mexico. With the strategic location of its assetd ouisiana, the Partnership has access to theyHdurn, the largest natural gas hub in the |
and to a substantial NGL distribution system witltess to markets throughout Louisiana and the sasthU.S. The Coastal Gathering
Processing segmeastassets consist of the Coastal Straddles and leath as described below. For the year ended Dece®ibe011, th
Partnership processed an average of approximafebi MMcf/d of plant natural gas inlet and produeedaverage of approximately 50 MBI
of NGLs.

Coastal Straddles. Coastal Straddles consists of three wholly ownetigerated gas processing plants and seven padiatied plants, son
of which are operated by the Partnership. The plamving an aggregated processing capacity ofoappately 8,230 MMcf/d, are geners
situated on mainline natural gas pipelines neactastline and process volumes of natural gasateliefrom multiple offshore gathering syste
and pipelines throughout the Gulf of Mexico. CohStmaddles also has ownership in three offshotbegang systems that are operated by
Partnership. The Pelican and Seahawk pipeline mgstee nor-ERC regulated gathering systems that have a cadbéngth of approximate
175 miles and a combined capacity of approxim&28y MMcf per day. These systems gather natural gas thenshallow waters of the cen
Gulf of Mexico and supply a portion of the natugas delivered to the Barracuda and Lowry proces&oiities. Additionally, through tF
Partnership’s 77% ownership interest in VESCO, Raetnership operates the Venice Gathering Syst®6$”), an offshore gathering syst:
regulated as an interstate pipeline by the Fedsratgy Regulatory Commission (“FERCYGS is approximately 150 miles in length and h
nominal capacity of 320 MMcf per day. VGS gatheasunal gas from the shallow waters of eastern GuNexico and supplies a portion of
natural gas to the Venice gas plant.

Coastal Straddles process natural gas produceddnafiow water central and western Gulf of Mexiatunal gas wells and from deep shelf
deepwater Gulf of Mexico production via connectiaaghirdparty pipelines or through pipelines owned by tlagtfership. Coastal Stradd
has access to markets across the U.S. throughttrstate natural gas pipelines to which they rierc¢onnected.

LOU. LOU consists of approximately 875 miles of gathgrisystem pipelines, covering approximately 3,800asg miles in Southwe
Louisiana. The gathering system is connected toemaus producing wells and/or central delivery ppintthe area between Lafayette and |
Charles, Louisiana. The gathering system is a piglssure gathering system that delivers naturafagsocessing to either the Acadia or G
plants via three main trunk lines. The processauglifies include the Gillis and Acadia processignts, both of which are cryogenic pla
These processing plants have an aggregate progesapecity of approximately 260 MMcf/d. In additjothe Gillis plant has integrat
fractionation with operating capacity of approxieigtl3 MBbl/d.
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The following table lists the Coastal Gathering drdcessing segmeanthatural gas processing plants and related voldaorethe year ende
December 31, 2011:

Gross Gross Plant
Processing Natural Gas
Inlet
Capacity Throughput Gross NGL Process Operated/
Volume
Facility % Owned Location (MMcf/d) (MMcf/d) Production Type (4)  Non-operatec
Coastal Straddles (1.
Barracude 10C Cameron, LA 19C 126.2 3.3 Cryo Operatec
Lowry 10C Cameron, LA 26E 125.% 2.8 Cryo Operatec
Stingray 10C Cameron, LA 30C 135.2 3.1 RA Operatec
Calumet (5 32.4 St. Mary, LA 1,65( 99.7 2.6 RA Non-operatec
St. Bernard,
Yscloskey (2) 25.2 LA 1,85( 276.2 1.8 RA Operatec
Bluewater (2. 21.¢ Acadia, LA 42F * * Cryo Non-operatec
Terrebonne,
Terrebonne (2 4.€ LA 95C 22.€ 0.6 RA Non-operatec
St. Bernard,
Toca (2) 10.7 LA 1,15C 51.k 1.2 Cryo/RA Non-operatec
Vermillion,
Sea Robir 0.8 LA 70C 17.4 0.5 Cryo Non-operatec
Plaquemines,
VESCO 76.¢ LA 75C 498.t 25.¢ Cryo Operatec
Other (6) 21.7 0.8
Area Total 8,23( 1,374.¢ 42.F
LOU
Gillis (3) 10C Calcasieu, LA 18C Cryo Operatec
Acadia 10C Acadia, LA 80 Cryo Operated
Area Total 26C 175.% 7.4
Consolidated System Total 8,49( 1,550.! 49.€

* Not available.

(1) Coastal Straddles also includes three offshoreegatiy systems which have a combined length of agpmately 330 miles
(2) Our ownership is adjustable and subject to anredg#termination based on our proportionate shaosvaere production.
(3) The Gillis plant has fractionation capacity of appmately 13 MBbl/d

(4) Cryc—Cryogenic Processing; F—Refrigerated Absorption Processit

(5) Plant shi-down January 201.

(6) Other includes plants not owned by us or the Pesimg.

Logistics and Marketing Divisior

The Partnershig Logistics and Marketing Division is also refertedas the Downstream Business. It includes thieiaes necessary to conv
mixed NGLs into NGL products and provide certainueaadded services such as the fractionation, ggoréerminaling, transportatic
distribution and marketing of NGLs, as well as airtnatural gas supply and marketing activitiesupport of our other businesses. Thrc
fractionation, mixed NGLs are separated into tlegeimponent parts (ethane, propane, butanes ancahgagoline). These component parts
delivered to end-users through pipelines, bargasks$ and rail cars. Enasers of NGL products include petrochemical anthiref companie
and propane markets for heating, cooking or crgndrapplications. Retail distributors often sellend-use propane customers.

Logistics Assets Segme

This segment uses its platform of integrated aswet®ceive, fractionate, store, treat, transpod deliver NGLs typically under felease:
arrangements. For NGLs to be used by refineriegspo@@gemical manufacturers, propane distributors athér industrial endisers, they must
fractionated into their component products andveetid to various points throughout the U.S. Tharaships logistics assets are gener
connected to and supplied in part by its Naturad Gathering and Processing assets and are prin@cédyed at Mont Belvieu and Galena F
near Houston, Texas and in Lake Charles, Louisi@his. segment also contains refined petroleum prbdnd crude oil storage and terminaling.

Fractionation. After being extracted in the field, mixed NGLs, stimes referred to as “Y-grade” or “raw NGL mi@ate typically transporte
to a centralized facility for fractionation whetgetmixed NGLs are separated into discrete NGL mtsdethangropane mix, ethane, propa
normal butane, iso-butane and natural gasoline.eMikIGLs delivered from the PartnersisigField and Coastal Gathering and Proce:
segments represent the largest single source oied processed by the Partnership’s NGL fractioaato
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The Partnership’s fractionation assets include oship interests in three stamadbne fractionation facilities that are locatedtba Gulf Coas
two of which it operates, one at Mont Belvieu, Texad the other at Lake Charles, Louisiana. Thin®aship has an equity investment in
third fractionator, GCF, also located at Mont Belvi The Partnership is subject to a consent detiteethe Federal Trade Commission, iss
December 12, 1996, that, among other things, ptevierfrom participating in commercial decisiongaeding rates paid by third parties
fractionation services at GCF. This restrictiontib@ Partnership activity at GCF will terminate oadember 12, 2016, twenty years after the
the consent order was issued. In addition to theetlstandzlone facilities in the Logistics Assets segmeag the description of fractionati
assets in the North Texas System and LOU in ounfdbGas Gathering and Processing division.

The majority of the Partnership’s NGL fractionatioasiness is under fdmsed arrangements. These fees are subject taradjusor changes
certain fractionation expenses, including energstolhe operating results of the PartnershiWGL fractionation business are dependent
the volume of mixed NGLs fractionated and the lefdractionation fees charged.

We believe that sufficient volumes of mixed NGLdlwe available for fractionation in commercialljable quantities for the foreseeable fu
due to increases in NGL production expected froalesplays and other shaleehnology driven resource plays in areas of the. that includ
North Texas, South Texas, Permian Basin, Oklahamdatlze Rockies and certain other basins accesseipblines to Mont Belvieu, as well
from conventional production of NGLs in areas sashthe Permian Basin, Mi@entinent, East Texas, South Louisiana and shelfdeepwate
Gulf of Mexico. Hydrocarbon dew point specificatioimplemented by individual natural gas pipelined the policy statement enacted by FE
should result in volumes of mixed NGLs being aMa#afor fractionation because natural gas requiresessing or conditioning to meet pipe
quality specifications. These requirements esthldidbase volume of mixed NGLs during periods whHemight be otherwise uneconomica
process certain sources of natural gas. Furthernsageificant volumes of mixed NGLs are contradyalommitted to the PartnershjppNGL
fractionation facilities.

Although competition for NGL fractionation services primarily based on the fractionation fee, thodity of an NGL fractionator to obta
mixed NGLs and distribute NGL products is also ampadrtant competitive factor. This ability is a faion of the existence of store
infrastructure and supply and market connectiviagassary to conduct such operations. We believehbdocation, scope and capability of
Partnershigs logistics assets, including its transportatiod distribution systems, give the Partnership actebsth substantial sources of mi
NGLs and a large number of e-use markets.

The Partnership also has a natural gasoline hygitar at Mont Belvieu, Texas that removes sulfomfinatural gasoline, allowing customer
meet new, more stringent environmental standartie fhcility has a capacity of 30 MBbl/d and is soged by feebased contracts wi
Marathon Petroleum Company LLC (“Marathorehd Koch Supply and Trading LP that have certaiargoteed volume commitments
provisions for deficiency payments.

Modifications have been made to this process to jpisvide for benzene treating for Marath®account. This new process addition was st
up in January 2012, which effectively reset Marateaerm for five years beginning February 1, 201gilar to the hydrotreater, the benz
saturation process is supported by fee-based aisttzat have certain guaranteed volume commitn@mnpsovisions for deficiency payments.

The following table details the Logistics Assetgraent’s fractionation and treating facilities:

Maximum Gross Capacity Gross Throughput for

Facility % Owned (MBbl/d) 2011 (MBbl/d)
Operated Fractionation Facilities:
Lake Charles Fractionator (Lake Charles, | 100.0 55.0 34.8
Cedar Bayou Fractionator (Mont Belvieu, T 88.0 293.0 230.3
Targa LSNG Hydrotreater (Mont Belvieu, T. 100.0 30.0 15.3
Non-operated Fractionation Facilities:
Gulf Coast Fractionator (Mont Belvieu, T. 38.8 109.0 92.0

Storage, Terminaling and Petroleum Logistics. In general, the Partnership'storage assets provide warehousing of mixed NGIGL.
products and petrochemical products in undergromells, which allows for the injection and withdrawa such products at various times
order to meet supply and demand cycles. Similathg, Partnershig terminaling operations provide the inbound/outimbdogistics an
warehousing of mixed NGLs, NGL products and petemcital products in above-ground storage tanks. Admenershig underground stora
and terminaling facilities serve single markets;tsas propane, as well as multiple products andketsr For example, the Mont Belvieu
Galena Park facilities have extensive pipeline emtions for mixed NGL supply and delivery of compoh NGLs. In addition, some of the
facilities are connected to marine, rail and trlaading and unloading facilities that provide seed and products to the Partnershigistomer:
The Partnership provides long and short term sweagl terminaling services and throughput capgtidithird-party customers for a fee.
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The Partnershig’ newly acquired Petroleum Logistics business, lwigiensists of storage and terminaling facilitiesTexas (the Channelvie
Terminal), Maryland (the Baltimore Terminal) and $&angton (the Sound Terminal), each currently prilpdor the refined petroleum produ
and crude oil market, but potentially also inclglsrude oil, LPGs and biofuels.

Across the Logistics Assets segment, the Parteisivins or operates a total of 39 storage wellgsatacilities with a net storage capacity
approximately 64 MMBDI, the usage of which may ingted by brine handling capacity, which is utilizeo displace NGLs from storage.

The Partnership operates its storage and term@édiailities based on the needs and requiremenits afustomers. The Partnership ust
experiences an increase in demand for storageemmdnaling of mixed NGLs during the summer monthsew gas plants typically reach p
NGL production, refineries have excess NGL produmtsl LPG imports are often highest. Demand forasferand terminaling at t
Partnershis propane facilities typically peaks during fallinter and early spring. The Partnership has expeee@ significant demand grov
for NGL (primarily propane) exports and expects th@nd to continue with its announced internatiagrade propane exports project.

The Partnership’s fractionation, storage and teatimg business is supported by approximately 94@snof companywned pipelines |
transport mixed NGLs and specification products.

The following table details the Logistics AssetsIN§&orage facilities at December 31, 2011:

NGL Storage Facilities

Number of Gross Storage
County/Parish, Capacity
Facility % Owned State Permitted Wells (MMBDbI)
Hackberry Storage (Lake Charle 100 Cameron, LA 12(1) 20.0
Mont Belvieu Storag 100 Chambers, T> 20(2) 43.0
Easton Storag 100 Evangeline, LA 1 0.8

(1) Five of twelve owned wells leased to CITGO undeg-term leases
(2) The Partnership owns 20 wells and operates 6 weltgeed by Chevron Phillips Chemical Company LI

The following table details the Logistics Assetsmmal Facilities for the year ended December 31,12

Usable Storage
Throughput for 2011 Capacity

Facility % Owned  County/Parish, State Description (Million gallons) (MMBDbI)
Galena Park Terminal (. 100 Harris, TX NGL import/export termina 1,022.3 0.7
Mont Belvieu Termina 100 Chambers, T> Transport and storage termir 2,554.8 48.9
Hackberry Termina 100 Cameron, LA Storage terming 390.9 17.8
Channelview Terminal

(2) 100 Harris, TX Transport and storage termir 101.6 0.5
Baltimore Termina 100 Baltimore, MD Transport and storage termir - 0.5
Sound Terminal (3 100 Pierce, WA Transport and storage termir 46.7 0.8

(1) Volumes reflect total import and export acrossabek/terminal
(2) Represents throughput for the 10 % months follovtfregChannelview terminal acquisition on March 28] 1.
(3) Represents throughput for the three months follgwire Sound Terminal acquisition on September G012

Marketing and Distribution Segme

The Marketing and Distribution segment transpadisiributes and markets NGLs via terminals anddpartation assets across the U.S.
Partnership owns or commercially manages termiaailifies in a number of states, including Texasuisiana, Arizona, Nevada, Califorr
Florida, Alabama, Mississippi, Tennessee, Kentutdgw Jersey and Washington. The geographic diyeo$ithe Partnershig’ assets provit
direct access to many NGL customers as well as etanrka trucks, barges, rail cars and opeoess regulated NGL pipelines owned by -
parties. The Marketing and Distribution segmentsists of (i) NGL Distribution and Marketing, (ii) Mélesale Marketing, (iii) Refine
Services, (iv) Commercial Transportation, (v) Natutas Marketing, and (vi) Terminal Facilities, kas described below.
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NGL Distribution and Marketing. The Partnership markets its own NGL production als¢ purchases component NGL products from
NGL producers and marketers for resale. During ythar ended December 31, 2011, the Partne's distribution and marketing servir
business sold an average of approximately 273 MBIfINGLSs.

The Partnership generally purchases mixed NGLs fppoducers at a monthly pricing index less appliedbactionation, transportation &
marketing fees and resells these products to getrocal manufacturers, refineries and other mamgetind retail companies. This is primari
physical settlement business in which the Partigrsarns margins from purchasing and selling NGadpcts from producers under contr
The Partnership also earns margins by purchasidgeselling NGL products in the spot and forwarggital markets. To effectively serve
Distribution and Marketing customers, the Partnigrglontracts for and uses many of the assets iedlud its Logistics Assets segment.

Partnership also markets natural gas available fitenGGathering and Processing segments, and pwshasd resells natural gas in sele
United States markets.

Wholesale Marketing. The Partnershig’ wholesale propane marketing operations primagl propane and related logistics services to r
multi-state retailers, independent retailers arfteoend-users. The Partnerskipropane supply primarily originates from bothriginery/ga
supply contracts and its other owned or managedtlog and marketing assets. The Partnership giyneedls propane at a fixed or posted p
at the time of delivery and, in some circumstanttes Partnership earns margin on a net-back basis.

The wholesale propane marketing business is sigmifiy impacted by weatheiriven demand, particularly in the winter, whicmdapact th
price of propane in the markets it serves and imnbecability to deliver propane to satisfy peakndad.

Refinery Services. In its refinery services business, the Partnerstgjrally provides NGL balancing services via caectual arrangements w
refiners to purchase and/or market propane andgplg butanes. The Partnership uses its commereiadportation assets (discussed below
contracts for and uses the storage, transportatiohdistribution assets included in its Logisticsséts segment to assist refinery custome
managing their NGL product demand and productidredales. This includes both feedstocks consumeeéfinery processes and the ex
NGLs produced by those same refining processeselUtypical ne-back purchase contracts, the Partnership geneaerttiyns a portion of tt
resale price of NGL sales or receives a fixed mimmfee per gallon on products sold. Underlpedk sales contracts, fees are earned for loc
and supplying NGL feedstocks to the refineries asea percentage of the cost to obtain such sugpyminimum fee per gallon.

Key factors impacting the results of the Partngrshrefinery services business include productioumwas, prices of propane and butane
well as its ability to perform receipt, deliverydatransportation services in order to meet refirdagand.

Commercial Transportation. The Partnershig NGL transportation and distribution infrastruetimcludes a wide range of assets suppc
both third-party customers and the delivery requiats of its marketing and asset management bgsifibe Partnership provides fbase:
transportation services to refineries and petrodb@incompanies throughout the Gulf Coast area. Hagnerships assets are also deploye
serve its wholesale distribution terminals, fragtition facilities, underground storage facilitiesl gipeline injection terminals. These distribu
assets provide a variety of ways to transport petgdto and from its customers. The Partnershigginsportation assets, as of December 31,
include:

< approximately 56! railcars that the Partnership leases and man

« approximately 74 owned and leased transport traetod approximately 100 compi-owned tank trailers; ar

¢ 18 compan-owned pressurized NGL bargs

Natural Gas Marketing. The Partnership also markets natural gas avaitaltlee Partnership from the Gathering and Procgssiéigments, al
purchases and resells natural gas in selecteddJ8ttges markets.
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The following table details the Marketing and Distition segment’s Terminal Facilities:

Usable Storage

Throughput for 2011 Capacity

Facility % Owned County/Parish, State Description (Million gallons) (1) (Million gallons)

Calvert City Termina 100 Marshall, KY Propane termine 24.0 0.1
Greenville Termina 100 Washington, M< Marine propane termini 20.1 1.7
Port Everglades Termin 100 Broward, FL Marine propane termini 12.0 1.7
Tyler Terminal 100 Smith, TX Propane terminc 15.4 0.2
Abilene Transport (2 100 Taylor, TX Raw NGL transport termini 13.2 Less than 0.
Bridgeport Transport (2 100 Jack, TX Raw NGL transport termini 37.2 0.1
Gladewater Transport (. 100 Gregg, TX Raw NGL transport termin: 25.7 0.2
Hammond Transpo 100 Tangipahoa, L/ Transport terming 31.0 No storag
Chattanooga Termini 100 Hamilton, TN Propane termine 14.0 1.0
Sparta Terming 100 Sparta, N. Propane termine 10.7 0.2
Hattiesburg Terminal (= 50 Forrest, MS Propane termine 138.4 269.6
Winona Termina 100 Flagstaff, AZ Propane terminc 7.2 0.3
Sound Terminal (4 100 Pierce, WA Propane terming Less than 0. 0.2

(1) Throughputs include volumes related to exchangeeagents and thi-party storage agreemen

(2) Volumes reflect total transport and injection voksy

(3) Throughput volume is based on total facility capar

(4) Operated by Logistics Assets segment; throughplunve is for three months following the Sound Terahiacquisition on September
2011

Operational Risks and Insurance

The Partnership is subject to all risks inherenthie midstream natural gas and petroleum logisticsnesses. These risks include, but ar
limited to, explosions, fires, mechanical failuterrorist attacks, product spillage, weather, reatmd inadequate maintenance of rightsvaf-
and could result in damage to or destruction ofrajiey assets and other property, or could resuttersonal injury, loss of life or polluting 1
environment, as well as curtailment or suspensfasperations at the affected facility. We maintain, behalf of ourselves and our subsidia
including the Partnership, general public liabiliproperty, boiler and machinery and business finpion insurance in amounts that we cons
to be appropriate for such risks. Such insuransaligect to deductibles that we consider reasoraiienot excessive given the current insur
market environment. The costs associated withitisisrance coverage have increased significantlpiahg Hurricanes Katrina and Rita in 2(
and then again following hurricanes Gustav anddkd as a result of volatile conditions in the ficiah markets in 2008. Insurance premiu
deductibles and cmsurance requirements increased substantially temas were generally less favorable than termiswieae obtained prior
these events.

The occurrence of a significant event not fullyured or indemnified against, or the failure of atypdo meet its indemnification obligatiol
could materially and adversely affect the Partnpistoperations and the Partnerskigind our financial condition. While we currentlaimtair
levels and types of insurance that we believe tpribdent under current insurance industry markatlitmns, our inability to secure these le
and types of insurance in the future could negbtiirapact the Partnership business operations hadPartnershig and our financial stabilit
particularly if an uninsured loss were to occur. &surance can be given that we will be able totaia these levels of insurance in the futu
rates considered commercially reasonable, partigutamed windstorm coverage and contingent busiirgerruption coverage for our onsh
operations.

Significant Customel
The following table lists the percentage of thetianship’s consolidated sales with the Partnershsgnificant customer:

2011 2010 2009

% of consolidated revenu
Chevron Phillips Chemical Company LL 12% 10% 15%
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The Partnership has agreements with Chevron Philipemical Company LLC (“CPC”pursuant to which it supplies a significant portiof
CPC’s NGL feedstock needs for petrochemical plantshin Texas Gulf Coast area and a related service=em@mgnt, pursuant to which
Partnership provides storage and logistical sesvioeCPC for feedstocks and products produced ftwenpetrochemical plants. The serv
contract was renegotiated in 2008 with key comptnéaving a 10 year term. In September 2009, CRCtlaem Partnership executed a |
feedstock and storage agreement effective for m w@fr 5 years, which will renew annually followinget end of the five year term unl
terminated by either party. We believe that tharRaiship is well positioned to retain CPC as aamustr based on the Partnership’s latgnding
history of customer service, the criticality of thervice provided, the integrated nature of faesitand the difficulty and high cost associatedh
replicating the Partnership’s assets. In additmthese two agreements, The Partnership has fnatiom agreements in place with CPC for Y-
grade streams and butanes.

No other customer accounted for more than 10%ePirtnersh’s consolidated revenues during these periods.
Competition

The Partnership faces strong competition in acggiriew natural gas supplies. Competition for natgas supplies is primarily based on

location of gathering and processing facilitiescipg arrangements, reputation, efficiency, flekipj reliability and access to engse markets

liquid marketing hubs. Competitors to the Partnigrshgathering and processing operations include athtural gas gatherers and proces

such as major interstate and intrastate pipelinmepemies, master limited partnerships and oil ansl g@ducers. The Partnerstipimajo

competitors for natural gas supplies in its curr@merating regions include Atlas Gas Pipeline Camgp&opano Energy, L.L.C. (“Copang”
WTG Gas Processing, L.P. (“WTG”), DCP MidstreamtPars LP (“DCP”), Devon Energy Corp (“DevonBnbridge Inc., GulfSouth Pipeli

Company, LP, Hanlon Gas Processing, Ltd., J W Qpgr&ompany, Louisiana Intrastate Gas and seahar interstate pipeline compan

Many of its competitors have greater financial teses than the Partnership possesses.

The Partnership also competes for NGL products &oket through its NGL Logistics and Marketing digis. The Partnership’ competitor
include major oil and gas producers who market NdBducts for their own account and for others. Addally, the Partnership competes v
several other NGL marketing companies, includin¢eEgrise Products Partners L.P., DCP, ONEOK angh BE.

Additionally, the Partnership faces competition fimixed NGLs supplies at its fractionation facil#tidts competitors include large oil, natural
and petrochemical companies. The fractionatorshickvthe Partnership owns an interest in the MoglviBu region compete for volumes
mixed NGLs with other fractionators also locatedvaint Belvieu. Among the primary competitors aretdfprise Products Partners L.P.
ONEOK, Inc. In addition, certain producers fractte mixed NGLs for their own account in captiveilfdes. The Mont Belvieu fractionatc
also compete on a more limited basis with fractiorin Conway, Kansas and a number of decentrhligmaller fractionation facilities
Texas, Louisiana and New Mexico. The Partnershigther fractionation facilities compete for mixdisLs with the fractionators at Mc
Belvieu as well as other fractionation facilitieséted in Louisiana. The Partnerskigustomers who are significant producers of miX&L_s
and NGL products or consumers of NGL products meyetbp their own fractionation facilities in liefiwsing the Partnerships’ services.

Regulation of Operations

Regulation of pipeline gathering and transportatsemvices, natural gas sales and transportatioNGifs may affect certain aspects of
Partnership’s business and the market for its prtsdand services.

Regulation of Interstate Natural Gas Pipelines

VGS is regulated by FERC under the Natural GasoAd938 (“NGA”), and the Natural Gas Policy Act 1878 (“NGPA").VGS operates und
a FERC approved, oparccess tariff that establishes rates and termscanditions under which the system provides serviceits customer
Pursuant to FERG' jurisdiction, existing pipeline rates and/or teremd conditions of service may be challenged Isgotner complaint or t
FERC and proposed rate changes or changes inrths tend conditions of service may be challengegroyest. Generally, FER€ authorit
extends to: transportation of natural gas; ratesdmarges for natural gas transportation; certificeand construction of new facilities; extens
or abandonment of services and facilities; maimenadf accounts and records; commercial relatigssand communications between pipel
and certain affiliates; terms and conditions of/ger and service contracts with customers; deptieciand amortization policies; and acquisi
and disposition of facilities.
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VGS holds a certificate of public convenience aadassity issued by FERC permitting the constructiemership, and operation of its inters
natural gas pipeline facilities and the provisioh ttansportation services. This certificate authation requires VGS to provide or
nondiscriminatory basis opeatcess services to all customers who qualify untdeFERC gas tariff. FERC has the power to prescthx
accounting treatment of items for regulatory pugsod hus, the books and records of VGS may begiedlly audited by FERC.

The maximum recourse rates that may be charged®$ ¥6r its services are established through FER&temaking process. Generally,
maximum filed recourse rates for interstate pipdirare based on the cost of service including exgoef and a return on the pipeline’
investment. Key determinants in the ratemaking @secare costs of providing service, allowed ratgetfirn and volume throughput ¢
contractual capacity commitment assumptions. VGgeisnitted to discount its firm and interruptibktes without further FERC authorizat
down to the variable cost of performing servicepvided they do not “unduly discriminateThe applicable recourse rates and terms
conditions for service are set forth in each pipeEl FERC approved tariff. Rate design and thecation of costs also can impact a pipelie’
profitability.

Gathering Pipeline Regulation

The Partnershig’ natural gas gathering operations are typicalbjesui to ratable take and common purchaser staiuté®e states in which t
Partnership operates. The common purchaser stagetesally require gathering pipelines to purchastake without undue discrimination a:
source of supply or producer. These statutes aigmied to prohibit discrimination in favor of oneoducer over another or one source of su
over another. The regulations under these statzeshave the effect of imposing some restrictiomghe Partnership’ ability as an owner
gathering facilities to decide with whom it contsato gather natural gas. The states in which #rénBrship operates have adopted complaint
based regulation of natural gas gathering actsjitiehich allows natural gas producers and shipfgefiée complaints with state regulators in
effort to resolve grievances relating to gather@gess and rate discrimination. The rates the &attip charges for gathering are deemec
and reasonable unless challenged in a complaintcadaot predict whether such a complaint will Bedfiagainst the Partnership in the fut
Failure to comply with state regulations can resuthe imposition of administrative, civil and rinal penalties.

Section 1(b) of the NGA exempts natural gas gatigefacilities from regulation as a natural gas campby FERC under the NGA. We beli
that the natural gas pipelines in the Partnerstgpthering systems meet the traditional tests FBERECused to establish a pipelinstatus as
gatherer not subject to regulation as a naturatgagpany. However, the distinction between FERQIlegd transmission services and fede
unregulated gathering services is the subject bétautial, on-going litigation, so the classificatiand regulation of the Partnersisigjatherin
facilities are subject to change based on fututerdenations by FERC, the courts or Congress. Mhtgas gathering may receive gre
regulatory scrutiny at both the state and federetls. The Partnershiphatural gas gathering operations could be adyeaffected should the
be subject to more stringent application of statéederal regulation of rates and services. Adddiorules and legislation pertaining to tr
matters are considered or adopted from time to.tiWe cannot predict what effect, if any, such clengight have on the Partnerskip’
operations, but the industry could be requirednicui additional capital expenditures and increasests depending on future legislative
regulatory changes.

In 2007, Texas enacted new laws regarding ratesipetition and confidentiality for natural gas gathg and transmission pipelir
(“Competition Statute”and new informal complaint procedures for challeggieterminations of lost and unaccounted for gagas gatheret
processors and transporters (“LUG Statute”). Then@etition Statute gives the Railroad CommissiofeXas (“RRC”)the ability to use either
cost-of-service method or a marketsed method for setting rates for natural gasegaitp and transportation pipelines in formal rateceedings
This statute also gives the RRC specific authadtgnforce its statutory duty to prevent discrintioia in natural gas gathering and transporta
to enforce the requirement that parties particifratn informal complaint process and to punisithasers, transporters, and gatherers for ti
discriminatory actions against shippers and sellEng Competition Bill also provides producers wiitle unilateral option to determine whe
or not confidentiality provisions are included ircantract to which a producer is a party for thie saansportation, or gathering of natural
The LUG Statute modifies the informal complaintgess at the RRC with procedures unique to lostuaadcounted for gas issues. Such st
also extends the types of information that candmpiested and provides the RRC with #uhority to make determinations and issue ordt
specific situations. We cannot predict what efféany, these statutes might have on the Partigsstuture operations in Texas.
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Intrastate Pipeline Regulatiot

Though the Partnership’natural gas intrastate pipelines are not sultjecegulation by FERC as natural gas companies rutideNGA, th
Partnership’s intrastate pipelines may be subjectdrtain FERUmposed reporting requirements depending on themel of natural g:
purchased or sold in a given year. See “—Other r¢daws and Regulation Affecting Our Industry—FERI@rket Transparency Rules.”

The Partnership’s intrastate pipelines located éxak are regulated by the RRC. The PartnershipXas intrastate pipeline, Targa Intras
Pipeline LLC (“Targa Intrastate”), owns the intiast pipeline that transports natural gas from thenerships Shackelford processing plan
an interconnect with Atmos Pipeline-Texas thatumtdelivers gas to the West Texas Utilities ConypsarPaint Creek Power Station. Te
Intrastate also owns a 1.65 mile, 10 inch diamieteastate pipeline that transports natural gasifeothirdparty gathering system into the Cf
System in Denton County, Texas. Targa Intrastadegas utility subject to regulation by the RRC &aad a tariff on file with such agency.

The Partnership’s Louisiana intrastate pipelineg@d_ouisiana Intrastate LLC (“TLI") owns an appimately 60mile intrastate pipeline syste
that receives all of the natural gas it transpuaiithin or at the boundary of the State of LouisiaBacause all such gas ultimately is consu
within Louisiana, and since the pipeliserates and terms of service are subject to regoldty the Office of Conservation of the Louisi
Department of Natural Resources (“DNRie pipeline qualifies as a Hinshaw pipeline un8lection 1(c) of the NGA and thus is exempt f
most FERC regulation.

Texas and Louisiana have adopted complbaged regulation of intrastate natural gas tramapon activities, which allows natural ¢
producers and shippers to file complaints withestagulators in an effort to resolve grievanceatired) to pipeline access and rate discrimina
The rates the Partnership charges for intrastatesportation are deemed just and reasonable wtiellenged in a complaint. We cannot pre
whether such a complaint will be filed against Betnership in the future. Failure to comply withte regulations can result in the impositio
administrative, civil and criminal penalties.

Regulation of NGL intrastate pipelin

The Partnershig’ intrastate NGL pipelines in Louisiana gather miX¢GLs streams that the Partnership owns from @giog plants i
Louisiana and deliver such streams to the Gillietipnators in Lake Charles, Louisiana, where tliecthNGLs streams are fractionated
various products. The Partnership delivers sudnedfpetroleum products (ethane, propane, butamgsatural gasoline) out of its fractione
to and from Targa-owned storage, to other thirdypkacilities and to various thirgarty pipelines in Louisiana. These pipelines aresubject t
FERC regulation or rate regulation by the DNR, én& regulated by United States Department of Tramation (“DOT”) safety regulations.

Natural Gas Processini

The Partnershig’ natural gas gathering and processing operati@naa presently subject to FERC regulation. Howestarting in May 20C
the Partnership was required to report to FERCrim&tion regarding natural gas sale and purchasedctions for some of its operati
depending on the volume of natural gas transactethgl the prior calendar year. See Gther Federal Laws and Regulation Affecting
Industry—FERC Market Transparency Rules.” Therelmamo assurance that the Partnershgsbcessing operations will continue to be ex
from other FERC regulation in the future.

Availability, Terms and Cost of Pipeline Transpottan

The Partnershig processing facilities and marketing of naturad gamd NGLs are affected by the availability, teramgl cost of pipelir
transportation. The price and terms of access pelipie transportation can be subject to extensdgerfal and, if a complaint is filed, st
regulation. FERC is continually proposing and inmpésting new rules and regulations affecting therstate transportation of natural gas, ar
a lesser extent, the interstate transportation @& These initiatives also may indirectly affeloe tintrastate transportation of natural gas
NGLs under certain circumstances. We cannot predecultimate impact of these regulatory changehé¢oPartnersh’s processing operatic
and its natural gas and NGL marketing operations.d& not believe that the Partnership would bectdtéby any such FERC action materi
differently than other natural gas processors aatliral gas and NGL marketers with whom it compeld® ability of the Partnership’
processing facilities and pipelines to deliver makwgas into thirgearty natural gas pipeline facilities is directlppacted by the gas qua
specifications required by those pipelines. In 200BRC issued a policy statement on provisions gong gas quality and interchangeability
the tariffs of interstate gas pipeline companied anseparate order declining to set generic prEseei national standards. FERC stror
encouraged all natural gas pipelines subject tjuitsdiction to adopt, as needed, gas quality iatefchangeability standards in their FERC
tariffs modeled on the interim guidelines issuedaygroup of industry representatives, headed byNawiral Gas Council NGC+ Work
Group”), or to explain how and why their tariff pisions differ. We do not believe that the adoptafnthe NGC+ Work Groug gas qualit
interim guidelines by a pipeline that either dikgcdr indirectly interconnects with the Partnerskigacilities would materially affect |
operations. We have no way to predict, however,tindreFERC will approve of gas quality specificaahat materially differ from the NG(
Work Group’s interim guidelines for such an internecting pipeline.
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Sales of Natural Gas and NGL

The price at which the Partnership buys and sellaral gas and NGLs is currently not subject tefadrate regulation and, for the most pa
not subject to state regulation. However, with rdg@ the Partnership’physical purchases and sales of these energy oditi@s and ar
related hedging activities that the Partnershipeutadtes, it is required to observe amtirket manipulation laws and related regulatiorfereec
by FERC and/or the Commodities Futures Trading Casion (“CFTC”). See “—Other Federal Laws and Ragaoh Affecting Our Industr-
Energy Policy Act of 2005.Starting May 1, 2009, the Partnership was requiceckport to FERC information regarding natural gake an
purchase transactions for some of its operatiopgming on the volume of natural gas transactethgluhe prior calendar year. See Gthel
Federal Laws and Regulation Affecting Our IndustfygRC Market Transparency Rules.” Should the Pastrigrviolate the antarke
manipulation laws and regulations, it could alsosbeject to related thirgarty damage claims by, among others, market paatits, seller:
royalty owners and taxing authorities.

Other State and Local Regulation of Operations

The Partnershig’ business activities are subject to various statklocal laws and regulations, as well as ordérggulatory bodies pursue
thereto, governing a wide variety of matters, idahg marketing, production, pricing, community righ-know, protection of the environme
safety and other matters. For additional infornratiegarding the potential impact of federal, statéocal regulatory measures on our, sBé&sk
Factors—Risks Related to Our Business.”

Interstate common carrier liquids pipeline regutati

The Partnership acquired Targa NGL Pipeline Comgdry (“Targa NGL"), which has interstate NGL pipelines that are coneideegulate
common carrier pipelines subject to regulation BRE under the ICA. More specifically, Targa NGL anantwelve inch diameter pipeline t
runs between Lake Charles, Louisiana and Mont Belvi exas. This pipeline can move mixed NGLs amitypMGL products. Targa NGL al
owns an eight inch diameter pipeline and a 20 dielmeter pipeline, each of which run between Moelv®u, Texas and Galena Park, Te
The eight inch and the 20 inch pipelines are atgulated and are part of an extensive mixed NGLpndy NGL pipeline receipt and delive
system that provides services to domestic anddorenport and export customers. The ICA required the Partnership maintain tariffs on
with FERC for each of these pipelines. Those ms#t forth the rates the Partnership chargesrétiging transportation services as well as
rules and regulations governing these services.ITlerequires, among other things, that rates dergtate common carrier pipelines hast
and reasonable” and non-discriminatory. All shigpen this pipeline are our subsidiaries.

Other Federal Laws and Regulation Affecting Our ludtry
Energy Policy Act of 200¥EPA Act of 2005”)

The EPA Act of 2005 is a comprehensive compilatibtax incentives, authorized appropriations fargs and guaranteed loans, and signif
changes to the statutory policy that affects ahsents of the energy industry. Among other matePA Act of 2005 amends the NGA to adc
anti-market manipulation provision which makes it unlalfor any entity to engage in prohibited behaviorbe prescribed by FERC, ¢
furthermore provides FERC with additional civil @ty authority. The EPA Act of 2005 provides FER@hwthe power to assess civil penal
of up to $1 million per day for violations of the®\ and $1 million per violation per day for violatis of the NGPA. The civil penalty provisic
are applicable to entities that engage in the sftatural gas for resale in interstate commermguding VGS. In 2006, FERC issued Order
to implement the antinarket manipulation provision of EPA Act of 2005td@r 670 makes it unlawful: (1) in connection wille purchase
sale of natural gas subject to the jurisdictio-BRC, or the purchase or sale of transportationices subject to the jurisdiction of FERC,
any entity, directly or indirectly, to use or emplany device, scheme or artifice to defraud; (2ineke any untrue statement of material fa
omit any statement necessary to make the statemmets not misleading; or (3) to engage in any agractice that operates as a fraud or d
upon any person. Order 670 does not apply to sietivihat relate only to intrastate or other quisdictional sales or gathering, but does apg
activities of gas pipelines and storage compathiasfgrovide interstate services, as well as otlsrwbnjurisdictional entities to the extent |
activities are conducted “in connection witgas sales, purchases or transportation subjecERCFjurisdiction, which includes the ann
reporting requirements under a final rule on theuah natural gas transaction reporting requiremesgsamended by subsequent order
rehearing (Order 704), and the quarterly reporteguirement under Order 735. The antirket manipulation rule and enhanced civil pel
authority reflect an expansion of FERC’s NGA enéanent authority.
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FERC Standards of Conduct for Transmission Pro:

On October 16, 2008, FERC issued new standarderafuct for transmission providers (Order 717) tgutate the manner in which interst
natural gas pipelines may interact with their méngaffiliates based on an employee separatiomcgmh. A “Transmission Provideificlude:
an interstate natural gas pipeline that providesnogccess transportation pursuant to FER@gulations. Under these rules, a Transmi:
Providers transmission function employees (including tls$mission function employees of any of its affii& must function independer
from the Transmission Providermarketing function employees (including the manie function employees of any of its affiliate§)ERC
clarified on October 15, 2009 in a rehearing ordargler 717A, however, that if a Hinshaw pipeline affiliatedtlva Transmission Provid
engages in off-system sales of gas that has baespwrted on the Transmission Providexffiliated pipeline, then the Transmission Previdn(
the Hinshaw pipeline (which is engaging in markgtfonctions) will be required to observe the Staddaf Conduct by, among other thir
having the marketing function employees functiodeipendently from the transmission function emplsyéehe Partnershig’ only Hinsha
pipeline, TLI, does not engage in any effstem sales of gas that have been transported affitkated Transmission Provider, and we do
believe that the Partnership’s operations will ffeced by the new standards of conduct. FERC &urtharified Order 717 in a rehearin
order, Order 717-B, on November 16, 2009, in Olef-C, on April 16, 2010, and in Order 717-D, onriRB, 2011. However, Orders 718
717-C, and 717-D did not substantively alter theswromulgated under Orders 717 and 717-A. Then®ahips only Transmission Provid:
VGS, does not engage in any transactions with niakaffiliates, and we do not believe that thetRenships operations will be affected by
new standards of conduct.

FERC Market Transparency Rul

In 2007, FERC issued Order 704, whereby wholesajeits and sellers of more than 2.2 BBtu of physiedlral gas in the previous caler
year, including interstate and intrastate natuesd pgipelines, natural gas gatherers, natural gasepsors and natural gas marketers, are
required to report, on May 1 of each year, begigrim 2009, aggregate volumes of natural gas puethas sold at wholesale in the pi
calendar year to the extent such transactiongetitiontribute to, or may contribute to the formiatof price indices. It is the responsibility o
reporting entity to determine which transactionsudti be reported based on the guidance of OrderagQelarified in orders on clarification &
rehearing.

On November 20, 2008, FERC issued a final rule aity dcheduled flows and capacity posting requinetm€Order 720). Under Order 720
clarified in orders on clarification and rehearirgytain noninterstate pipelines delivering, on an annual has@re than an average of 50 mill
MMBtu of gas over the previous three calendar years required to post daily certain informatiomargling the pipelins’ capacity ar
scheduled flows for each receipt and delivery pthiat has a design capacity equal to or greater 162000 MMBtu/d and interstate pipelines
required to post information regarding the prowisaf nonotice service. In October 2011, Order 720, asfiddr was vacated by the Court
Appeals for the Fifth Circuit with respect to ifgpdication to noninterstate pipelines. In December 2011, the Fifttt@ confirmed that Ordi
720, as clarified, remained applicable to inteesfapelines with respect to posting informationameting the provision of noetice service. Tt
Partnership takes the position that, at this tiaflepf its entities are exempt from this rule asreatly written.

On May 20, 2010, the FERC issued Order No. 735¢ckwhequires intrastate pipelines providing trantsgt@n services under Section 311 of
NGPA and‘Hinshaw” pipelines operating under Section 1(c) of the N@GAdport on a quarterly basis more detailed trariapon and storag
transaction information, including: rates charggdilie pipeline under each contract; receipt and/egl points and zones or segments cov
by each contract; the quantity of natural gas thipper is entitled to transport, store, or delivbe duration of the contract; and whether the
an affiliate relationship between the pipeline #melshipper. Order No. 735 further requires thahsoformation must be supplied through a
electronic reporting system and will be posted &RE’s website, and that such quarterly reports maycoatain information redacted
privileged. The FERC promulgated this Rule aftetedwining that such transactional information woulelp shippers make more inforn
purchasing decisions and would improve the abdftpoth shippers and the FERC to monitor actualdaations for evidence of market powe
undue discrimination. Order No. 735 also extenésGbmmissiors periodic review of the rates charged by the sulggpelines from three ye:
to five years. Order No. 735 became effective omilAp 2011. On December 16, 2010, the Commissssnéd Order No. 73A: In Order No
735-A, the Commission generally reaffirmed Order Ndb T8quiring section 311 and Hinshaw pipelines poreon a quarterly basis storage
transportation transactions containing specifioilinfation for each transaction, aggregated by contfarder No. 735A did grant rehearing
three requests, including removing the requirentbiat the quarterly reports include the contract-éat for interruptible transactio
eliminating the increased peustomer revenue reporting requirements, and ektgrttie deadline for submitting the quarterly repdrom 3(
days to 60 days following the quarter end datecdtsently written, this rule does not apply to Partnership’s Hinshaw pipelines.

Additional proposals and proceedings that migheafthe natural gas industry are pending beforegtss, FERC and the courts. We ca
predict the ultimate impact of these or the aboegulatory changes to the Partnershipatural gas operations. We do not believe the
Partnership would be affected by any such FERComctaterially differently than other midstream matugas companies with whom
competes.
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Environmental and Operational Health and Safety Maters
General

The Partnershig operations are subject to stringent and comgdgril, state and local laws and regulations gavgrthe discharge of materi
into the environment, health and safety aspect®wfoperations, or otherwise relating to environtakemprotection. As with the indust
generally, compliance with current and anticipagtironmental laws and regulations increases thén&ahips overall cost of busine:
including its capital costs to construct, maintaimd upgrade equipment and facilities. These laves ragulations may, among other thir
require the acquisition of various permits to cortdregulated activities, require the installatiohpollution control equipment or otherw
restrict the way the Partnership can handle orodispof its wastes; limit or prohibit constructioctigities in sensitive areas such as wetla
wilderness areas or areas inhabited by endangertulemtened species; impose specific health afedyseriteria addressing worker protecti
require investigatory and remedial action to migggollution conditions caused by the Partnershipperations or attributable to forr
operations; and enjoin some or all of the operatiohfacilities deemed in nocempliance with permits issued pursuant to suchlirenmenta
laws and regulations. Failure to comply with thé&sgs and regulations may result in assessment rofrastrative, civil and criminal penaltie
the imposition of removal or remedial obligatiomsiahe issuance of injunctions limiting or prohibit the Partnership’s activities.

The Partnership has implemented programs and eslidésigned to keep its pipelines, plants and d#udlities in compliance with existit
environmental laws and regulations. The clear treneénvironmental regulation, however, is to planere restrictions and limitations
activities that may affect the environment and ttarg/ changes in environmental laws and regulatborrgeinterpretation of enforcement polic
that result in more stringent and costly waste hagdstorage, transport, disposal or remediatiequirements could have a material adv
effect on the Partnershig’operations and financial position. The Partngrshay be unable to pass on such increased comeliemsts to it
customers. Moreover, accidental releases or spily occur in the course of the Partnershipperations and we cannot assure you the
Partnership will not incur significant costs andbiiities as a result of such releases or spifisluding any thirdearty claims for damage
property, natural resources or persons. While wie\e that the Partnership is in substantial coenle with existing environmental laws |
regulations and that continued compliance withenirrequirements would not have a material adveifeet on it, there is no assurance tha
current conditions will continue in the future.

The following is a summary of the more significaxisting environmental, health and safety laws esgllations to which the Partnerstsp’
business operations are subject and for which camg® may have a material adverse impact on thadétahips capital expenditures, results
operations or financial position.

Hazardous Substances and Wa:

The Comprehensive Environmental Response, Compensaind Liability Act, as amended (“CERCLA"3nd comparable state laws imp
liability without regard to fault or the legalityf the original conduct, on certain classes of pesseho are considered to be responsible fc
release of a “hazardous substanicgd the environment. These persons include cuaedtprior owners or operators of the site wheeeréeas
occurred and entities that disposed or arrangethfodisposal of the hazardous substances foutik &iite. Under CERCLA, theseeSponsibl
persons’may be subject to joint and several, strict liapifor the costs of cleaning up the hazardous suloss that have been released int
environment, for damages to natural resources anthé costs of certain health studies. CERCLA algihorizes the Environmental Protec
Agency (“EPA”) and, in some instances, thpdrties to act in response to threats to the putgdalth or the environment and to seek to rec
from the responsible classes of persons the dosysihcur. It is not uncommon for neighboring lamnah@rs and other thirgarties to file claim
for personal injury and property damage allegedlysed by the release of hazardous substanceserpmhutants into the environment. 1
Partnership generates materials in the course opierations that are regulated as “hazardousanudest’under CERCLA or similar state statt
and, as a result, may be jointly and severallyidéiainder CERCLA or such statutes for all or parthef costs required to clean up sites at w
these hazardous substances have been releaséukiiavironment.

The Partnership also generates solid wastes, imgjuthzardous wastes that are subject to the egeimts of the Resource Conservation
Recovery Act, as amended (“RCRA3nd comparable state statutes. While RCRA regulatéls solid and hazardous wastes, it imposes
requirements on the generation, storage, treatrtramsportation and disposal of hazardous wastethel course of the Partnershigperation:
it generates petroleum product wastes and ordimatystrial wastes such as paint wastes, waste r#shand waste compressor oils that
regulated as hazardous wastes. Certain materiatsaed in the exploration, development or productif crude oil and natural gas are exclt
from RCRA’s hazardous waste regulations. However, it is ptesghat future changes in law or regulation caelsult in these wastes, includ
wastes currently generated during the Partnerghdpations, being designated as “hazardous waates'therefore subject to more rigorous
costly disposal requirements. Any such changesénlaws and regulations could have a material agveffect on the Partnerstgptapita
expenditures and operating expenses as well as tfdke oil and gas industry in general.
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The Partnership currently owns or leases and hdsipast owned or leased properties that for nyaays have been used for midstream ne
gas and NGL activities and refined petroleum prodared crude oil storage and terminaling activitidthough the Partnership has utili:
operating and disposal practices that were standaitte industry at the time, hydrocarbons or wastey have been disposed of or release¢
or under the properties owned or leased by us oorounder the other locations where these hydracertand wastes have been taker
treatment or disposal. In addition, certain of he@soperties have been operated by tpadies whose treatment and disposal or relea
hydrocarbons or wastes was not under the Partpéssbontrol. These properties and wastes disposeddhanay be subject to CERCIL
RCRA and analogous state laws. Under these lavesPtrtnership could be required to remove or reateddreviously disposed was
(including wastes disposed of or released by peners or operators), to clean up contaminatedgstpggincluding contaminated groundwa
and to perform remedial operations to prevent itontamination. We are not currently aware of facys, events or conditions relating to s
requirements that could materially impact the Raghip’s results of operations or financial corafiti

Air Emissions

The federal Clean Air Act, as amended, and comparsiate laws and regulations restrict the emissioair pollutants from many sourc
including processing plants and compressor stagmaisalso impose various monitoring and reporteguirements. These laws and regulat
may require the Partnership to obtain ppproval for the construction or modification ofrteén projects or facilities expected to produc
significantly increase air emissions, obtain anmittly comply with stringent air permit requiremerdr utilize specific equipment or technolog
to control emissions. The Partnership is currergljiewing the air emissions monitoring systemseatain of its facilities. The Partnership n
be required to incur capital expenditures in thet few years to implement various air emission& ldatection and monitoring programs as
as to install air pollution control equipment omrambient storage tanks as a result of the Pahipéssreview or in connection with maintainii
amending or obtaining operating permits and appsofaa air emissions. We currently believe, howetbat such requirements will not hav
material adverse affect on the Partnerghipperations. In addition, in July 2011, the EPApmsed a range of new regulations that w
establish new air emission controls for oil andunat gas production and natural gas processindgydimg, among other things, a new sot
performance standard for volatile organic compoutidg would apply to hydraulically fractured wellspmpressors, pneumatic controll
condensate and crude oil storage tanks, and naasgbrocessing plants. The EPA is under a coddrdo finalize these proposed regulation
April 3, 2012.

Climate Change

In December 2009, the EPA published its findings #imissions of carbon dioxide, methane and othesrdiouse gases (“GHGgjesent a
endangerment to public health and the environmepalise emissions of such gases are, according t8RA, contributing to warming of t
earth’s atmosphere and other climatic changes. Baselese findings, the EPA adopted two sets of reguiatthat restrict emissions of G+
under existing provisions of the Clean Air Act, luding one that regulates emissions of GHGs fromiomeehicles and another that requ
certain construction and operating permit reviearsemissions of GHGs from certain large statiorswyrces of emissions. The EPA ado
rules requiring the monitoring and reporting of GH@issions from certain sources, including, amotigers, onshore and offshore oil
natural gas production facilities and onshore pd aatural gas processing, transmission, storadelistribution facilities in the United States
an annual basis. The EPA also assumed respongsibiliissuing certain Clean Air Act permits for adruction and Title V operating permits
GHG emissions in Texas in December 2010. As a tiethualse two permitting programs are now subjeatual sets of approvals at the state
federal levels. Effective January 2, 2011, opegtorTexas with stationary sources emitting GHGexoess of applicable regulatory thresh
must obtain separate Clean Air Act permits and/dle TV permits from each of the EPA, with respestGHG emissions, and the Te
Commission on Environmental Quality (“TCEQ”) withspect to all other regulated nGHG emissions. The Partnership is monitoring itsG
emissions from its operations in accordance with@HG emissions reporting rule and the Partnersbijgves that its monitoring activities
in substantial compliance with applicable reportitdigations.

Also, Congress has from time to time consideredslatjon to reduce emissions of GHGs, and almostlaif of the states already have ta
legal measures to reduce emissions of GHGs, piiyrthriough the planned development of GHG emisgimentories and/or regional GHG ¢
and trade programs. The adoption of any legislatioregulations that requires reporting of GHG®therwise restricts emissions of GHGs fi
the Partnershig’ equipment and operations could require it toriségnificant added costs to reduce emissions o6&&ldr could adversely affe
demand for the natural gas and natural gas ligtigiathers and processes or fractionates. Finatlne scientists have concluded that incre:
concentrations of GHGs in the Eaghatmosphere may produce climate change that dmud significant physical effects, such as incrd
frequency and severity of storms, droughts, anddifoand other climatic events; if such effects wereccur, they could have an adverse e
on the Partnership’s operations.
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Water Discharges

The Federal Water Pollution Control Act, as amenft€@ean Water Act” or “CWA”"),and analogous state laws impose restrictions aicd
controls regarding the discharge of pollutants idwigable waters. Pursuant to the CWA and analgtate laws, permits must be obtaine
discharge pollutants into state waters or waterghef U.S. Any such discharge of pollutants intoutatpd waters must be performec
accordance with the terms of the permit issued H®y EPA or the analogous state agency. Spill prementontrol and countermeas
requirements under federal law require appropriaetainment berms and similar structures to hefvemt the contamination of naviga
waters in the event of a petroleum hydrocarbon &pilt, rupture or leak. In addition, the CWA andatogous state laws require individ
permits or coverage under general permits for disgds of storm water runoff from certain types afilities. These permits may require
Partnership to monitor and sample the storm wateoff. The CWA and analogous state laws can imgogstantial civil and criminal penalt
for non-compliance including spills and other naauized discharges.

The Oil Pollution Act of 1990, as amended (“OPARhich amends the CWA, establishes strict liability owners and operators of facilities 1
are the site of a release of oil into waters ofltimited States. OPA and its associated regulatiopsse a variety of requirements on respon
parties related to the prevention of oil spills diadility for damages resulting from such spilds:responsible partyunder OPA includes owne
and operators of onshore facilities, such as thienBahips plants, and its pipelines. Under OPA, owners @petrators of facilities that hanc
store, or transport oil are required to develop amglement oil spill response plans, and establisid maintain evidence of financ
responsibility sufficient to cover liabilities reéad to an oil spill for which such parties could &tatutorily responsible. We believe that
Partnership is in substantial compliance with tNgAC OPA and analogous state laws.

Hydraulic Fracturing

It is customary to recover natural gas from deegesformations through the use of hydraulic fraiciyr combined with sophisticated horizol
drilling. Hydraulic fracturing involves the injeom of water, sand and chemical additives underspresinto rock formations to stimulate
production. The process is typically regulated tatesoil and gas commissions but the EPA recersbered federal regulatory authority ¢
hydraulic fracturing involving diesel under the &&¥rinking Water Act. In addition, legislation hlasen introduced before Congress to prc
for federal regulation of hydraulic fracturing umdbe Safe Drinking Water Act, as amended, ancetpire disclosure of the chemicals use
the hydraulic fracturing process. At the state legeveral states have adopted or are consideeiggl Irequirements that could impose n
stringent permitting, disclosure, and well condtiut requirements on hydraulic fracturing actiwstidn the event that new or more string
federal, state, or local legal restrictions relgtio the hydraulic fracturing process are adoptearéas where the Partnerskipil and natural gi
exploration and production customeeogerate, those customers could incur potentiagpiicant added costs to comply with such requinet:
and experience delays or curtailment in the purstigxploration, development, or production actdgt which could reduce demand for
Partnerships gathering, processing and fractionation servibeaddition, several governmental reviews areegittmderway or being propos
that focus on environmental aspects of hydraukctfrring activities. The White House Council on Eawmental Quality is coordinating
administrationwide review of hydraulic fracturing practices, amdommittee of the United States House of Repratiees has conducted
investigation of hydraulic fracturing practices.eTEPA has commenced a study of the potential emviemtal effects of hydraulic fracturing
drinking water and groundwater, with initial resuktxpected to be available by late 2012 and fieallts by 2014. Moreover, the EP#
developing effluent limitations for the treatmemidadischarge of wastewater resulting from hydrafrécturing activities and plans to prop
these standards by 2014. Other governmental aggriniduding the U.S. Department of Energy and th8. Department of the Interior, i
evaluating various other aspects of hydraulic fraog. These ongoing or proposed studies, dependmgheir degree of pursuit and
meaningful results obtained, could spur initiatitesfurther regulate hydraulic fracturing under fleeeral Safe Drinking Water Act or otl
regulatory mechanisms, which events could delagudiail production of natural gas by exploratior gmoduction operators, some of which
be the Partnership’s customers, and thus reducamtfor its midstream services.

Endangered Species A

The federal Endangered Species Act, as amended\(JE®estricts activities that may affect endangeretheeatened species or their habi
While some of the Partnershipfacilities may be located in areas that are desayl as habitat for endangered or threatenedespeace believ
that the Partnership is in substantial compliandb the ESA. If endangered species are locateddasaof the underlying properties where
Partnership wishes to conduct development actsjiteich work could be prohibited or delayed or espe mitigation may be require
Moreover, as a result of a settlement approvedhbylt.S. District Court for the District of Columbism September 9, 2011, the U.S. Fish
Wildlife Service is required to make a determinatam listing of more than 250 species as endangaréftteatened under the ESA over the
six years, through the agensy2017 fiscal year. The designation of previousiprotected species as threatened or endangereeas &here tf
Partnership’s or its oil and natural gas explorati;md production customers operate could causer tiseoPartnershig’ customers to inc
increased costs arising from species protectiorsarea and could result in delays or limitationshie Partnership’s customengerformance ¢
operations, which could reduce demand for the Beship’s midstream services.
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Pipeline Safety

The pipelines used by the Partnership to transpaiiral gas and transport NGLs are subject to atigul by the DOT under the Natural (
Pipeline Safety Act of 1968, as amended (“NGPSAVth respect to natural gas and the Hazardous dg#ipeline Safety Act of 1979,
amended (“HLPSA"),with respect to crude oil, NGLs and condensatee WIGPSA and HLPSA govern the design, installati@sting
construction, operation, replacement and manageaiaratural gas and NGL pipeline facilities. Punsit® these acts, the DOT has promulg
regulations governing pipeline wall thickness, dagpressures, maximum operating pressures, pipeéitrels and leak surveys, minimum de
requirements, and emergency procedures, as welhas matters intended to ensure adequate prateftiothe public and to prevent accide
and failures. Where applicable, the NGPSA and HLP&Aire any entity that owns or operates pipdiandities to comply with the regulatio
under these acts, to permit access to and alloyirmgwf records and to make certain reports andigecinformation as required by the Secre
of Transportation. We believe that the Partnershigipeline operations are in substantial compliawith applicable NGPSA and HLP¢
requirements; however, due to the possibility offroe amended laws and regulations or reinterpiaiatif existing laws and regulations, fut
compliance with the NGPSA and HLPSA could resulnitreased costs.

The Partnershig’ pipelines are also subject to regulation by t@E'inder the Pipeline Safety Improvement Act of 208hich was amended
the Pipeline Inspection, Protection, Enforcement|, 8afety Act of 2006 (“PIPES ActT.he DOT, through the Pipeline and Hazardous Mds
Safety Administration (“PHMSA")has established a series of rules, which requipelipie operators to develop and implement inte
management programs for gas transmission pipethrags in the event of a failure, could affect “higbhnsequence areas.High consequen:
areas”are currently defined as areas with specified pamn densities, buildings containing populatioridimited mobility and areas whe
people gather that are located along the route mpeline. Similar rules are also in place for @gers of hazardous liquid pipelines incluc
lines transporting NGLs and condensates.

In addition, states have adopted regulations, amtd existing DOT regulations, for intrastate gathg and transmission lines. Texas, Louis
and New Mexico have developed regulatory progranas parallel the federal regulatory scheme andag@icable to intrastate pipelir
transporting natural gas and NGLs. The Partnershipently estimates an annual average cost of 8@libn for years 2012 through 2014
perform necessary integrity management progranmgesn its pipelines required by existing DOT anates regulations. This estimate does
include the costs, if any, of any repair, remediatipreventative or mitigating actions that mayde¢ermined to be necessary as a result ¢
testing program, which costs could be substartialvever, we do not expect that any such costs wbeldhaterial to the Partnerstgdinancia
condition or results of operations.

Moreover, changes to pipeline safety laws and egguls that result in more stringent or costly saftandards could have a significant adv
effect on the Partnership and similarly situatedstream operators. On January 3, 2012, Presidesnn@®Isigned the Pipeline Safety, Regule
Certainty, and Job Creation Act of 2011 (“2011 RipeSafety Act”),which act requires increased safety measures oagd hazardous liqui
transportation pipelines. Among other things, théP2Pipeline Safety Act directs the Secretary @nEportation to promulgate rules or stand
relating to expanded integrity management requirgmyeautomatic or remotntrolled valve use, excess flow valve use, amadt ldetectio
system installation. The 2011 Pipeline Safety Asb alirects owners and operators of interstateiatndstate gas transmission pipelines to v
their records confirming the maximum allowable pres of pipelines in certain class locations anghhtonsequence areas, reqt
promulgation of regulations for conducting testsctfirm the material strength of pipe operating\ab 30% of specified minimum yie
strength in high consequence areas, and increlasesaximum penalty for violation of pipeline safeggulations from $1 million to $2 millio
Also, in August 2011, PHMSA published an advancticeomf proposed rulemaking in which the agencgeisking public comment on a hum
of changes to regulations governing the safetyagftgansmission pipelines and gathering linesudiob, for example, (i) revising the definitic
of “high consequence areas” and “gathering lin€B);strengthening integrity management requiremeagsthey apply to existing regula
operators and to currently exempt operators shaeldain exemptions be removed; (iii) strengtheniequirements on the types of

transmission pipeline integrity assessment methibds may be selected for use by operators; (iv)oimpy gas transmission integi
management requirements on onshore gas gathamigsy (v) requiring the submission of annual, inotdend safetyelated conditions reports
operators of all gathering lines; and (vi) enhagcthe current requirements for internal corrosiamtml of gathering lines. The saf
enhancement requirements and other provisionseoR@11 Pipeline Safety Act as well as any adoptibthe proposed PHMSA regulatic
applying more comprehensive or stringent pipelafety standards could require the Partnershipgtaihnew or modified safety controls, pur
additional capital projects, or conduct maintenapaegrams on an accelerated basis, any or all aéhwtasks could result in the Partner:
incurring increased operating costs that couldifpeificant and have a material adverse effect smdasults of operations or financial position.
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Employee Health and Safer

We and the Partnership are subject to a numbeedsrél and state laws and regulations, includirgféideral Occupational Safety and He
Act, as amended (“OSHA”gnd comparable state statutes, whose purposeistiect the health and safety of workers, both gelyeand withir
the pipeline industry. In addition, the OSHA hazeodnmunication standard, the EPA community righkstow regulations under Title Il of ti
Federal Superfund Amendment and Reauthorization aktt comparable state statutes require that infiwmae maintained concerni
hazardous materials used or produced in the Pahipés operations and that this information be providedemployees, state and Ic
government authorities and citizens. The Partnpraimd the entities in which it owns an interest also subject to OSHA Process Sa
Management regulations, which are designed to ptememinimize the consequences of catastrophiasgls of toxic, reactive, flammable
explosive chemicals. These regulations apply to@ogess which involves a chemical at or abovesfiexified thresholds or any process w
involves flammable liquid or gas, pressurized tameverns and wells in excess of 10,000 poundsi@dws locations. Flammable liquids stc
in atmospheric tanks below their normal boilingrmiovithout the benefit of chilling or refrigeratiaare exempt. The Partnership has an int
program of inspection designed to monitor and e@otompliance with worker safety requirements. Pagtnership believes that it is
substantial compliance with all applicable laws asgllations relating to worker health and safety.

Title to Properties and Rights-of-Way

The Partnershig’ real property falls into two categories: (1) gdscthat it owns in fee and (2) parcels in whichiitterest derives from leas
easements, rights-afay, permits or licenses from landowners or govemntal authorities permitting the use of such laodifs operation:
Portions of the land on which the Partnershiplants and other major facilities are located@waed by it in fee title and we believe that
Partnership has satisfactory title to these lafile. remainder of the land on which the Partnershiyfant sites and major facilities are locate
held by the Partnership pursuant to ground leastésden it, as lessee, and the fee owner of thesJamsl lessors. The Partnership an
predecessors have leased these lands for manywitlaosit any material challenge known to the Paghip relating to the title to the land uy
which the assets are located, and we believe ieaPartnership has satisfactory leasehold estatssch lands. We have no knowledge of
challenge to the underlying fee title of any matelease, easement, rightswky, permit, lease or license; and we believe tiatPartnership h
satisfactory title to all of its material leaseasements, rights-of-way, permits, and licenses.

We may continue to hold record title to portionseftain assets until we make the appropriategilim the jurisdictions in which such asset:
located and obtain any consents and approvalsatbatot obtained prior to transfer. Such consemdsagprovals would include those require:
federal and state agencies or political subdivisidn some cases, we may, where required consengppovals have not been obtair
temporarily hold record title to property as non@rfer our benefit and in other cases may, on thséshaf expense and difficulty associated
the conveyance of title, cause us to retain titenominee for our benefit, until a future date. &écipate that there will be no material che
in the tax treatment of our common units resulfmogn the holding by us of title to any part of sua$sets subject to future conveyance or a
nominee.

Employees

Through a wholly-owned subsidiary of ours, we ergpig096 people who primarily support the Partngrshioperations. None of the
employees are covered by collective bargainingeagents. We consider our employee relations to loe.go

Financial Information by Reportable Segment
See “Segment Information” included under Note 28uo“Consolidated Financial Statements” beginrongoage Ft of this Annual Report for

presentation of financial results by reportablensegt and see “ManagementDiscussion and Analysis of Financial Conditior d&esults ¢
Operations — Results of Operations of the PartiersiBy Segment” for a discussion of our financggults by segment.
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Available Information

We make certain filings with the SEC, including é&umual Report on Form 10-K, quarterly reports amrf 10-Q, current reports on Fornkg-
and all amendments and exhibits to those reporte Wake such filings available free of charge thtougur website
http://www.targaresources.com, as soon as reasppeduticable after they are filed with the SEC. Tiliegs are also available through the £
at the SEC’s Public Reference Room at 100 F Stiééi,, Washington, D.C. 20549 or by calling 1-800€30330. Also, these filings &
available on the internet at http://www.sec.govr Press releases and recent analyst presentatioadsa available on our website.
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Iltem 1A. Risk Factors.

The nature of our business activities subjectsousertain hazards and risks. You should consideefcdly the following risk factors togetr
with all of the other information contained in thigport. If any of the following risks were actyalio occur, then our business, finan
condition, cash flows and results of operationsiddae materially adversely affected.

Risks Related to Our Business
Our cash flow is dependent upon the ability of tRartnership to make cash distributions to us.

Our cash flow consists of cash distributions frdva Partnership. The amount of cash that the Pahigewill be able to distribute to its partn:
including us, each quarter principally depends ugh@namount of cash it generates from its busirfémsa description of certain factors that
cause fluctuations in the amount of cash that thegnBrship generates from its business, please “red&isks Inherent in the Partnership’
Business” and “Management’s Discussion and Analg&isinancial Condition and Results of Operatiorisaetors That Significantly Affect O
Results."The Partnership may not have sufficient availallghceach quarter to continue paying distributidrtker current level or at all. If tl
Partnership reduces its per unit distribution, lbseaof reduced operating cash flow, higher expersgstal requirements or otherwise, we
have less cash available to pay dividends to amakbblders and would probably be required to redheedividend per share of common sti
The amount of cash the Partnership has availabldistribution depends primarily upon the Partngrshcash flow, including cash flow frc
the release of reserves as well as borrowingsisanat solely a function of profitability, which Wbe affected by nomash items. As a result, 1
Partnership may make cash distributions duringoplsrivhen it records losses and may not make casfibdtions during periods when it recc
profits.

Once we receive cash from the Partnership andehergl partner, our ability to distribute the casbeived to our stockholders is limited k
number of factors, including:

« our obligation to (i) satisfy tax obligations assted with previous sales of assets to the Patiieend (ii) reimburse the Partnership
certain capital expenditures related to Versadasldescribed in more detail in “Managemsmdiscussion and Analysis of Finan
Condition and Results of Operati—Liquidity and Capital Resource’

« interest expense and principal payments on anybbedeess we incu

« restrictions on distributions contained in any 8rig or future debt agreemen

« our general and administrative expenses, incluéixgenses we incur as a result of being a publicpemy as well as other operat
expenses

¢ expenses of the general partr

* income taxes

* reserves we establish in order for us to maintain 2% general partner interest in the Partnersipipnuthe issuance of additio
partnership securities by the Partnership;

* reserves our board of directors establishes foptbper conduct of our business, to comply withliapple law or any agreement bind
on us or our subsidiaries or to provide for futdiddends by us

The actual amount of cash that is available foidéinds to our stockholders will depend on numefaators, many of which are beyond our
control.

A reduction in the Partnershi’s distributions will disproportionately affect thamount of cash distributions to which we are eie.
Our ownership of the IDRs in the Partnership esgtitls to receive specified percentages of the ammwfupash distributions made by
Partnership to its limited partners only in the mvihat the Partnership distributes more than $138r unit for such quarter. As a result,

holders of the Partnershgoptommon units have a priority over our IDRs to élxeent of cash distributions by the Partnershigauand includin
$0.3881 per unit for any quarter.
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Our IDRs entitle us to receive increasing percezgagp to 48%, of all cash distributed by the Rasdiip. Because the Partnershigistributior
rate is currently above the maximum target castuibligion level on the IDRs, future growth in disuitions we receive from the Partnership
not result from an increase in the target cashildigton level associated with the IDRs. Furthereya decrease in the amount of distributior
the Partnership to less than $0.50625 per unitgparter would reduce the general partsgrércentage of the incremental cash distribu
above $0.3881 per common unit per quarter from 48%28%. As a result, any such reduction in quartealsh distributions from the Partners
would have the effect of disproportionately redgcthe distributions that we receive from the Paghip based on our IDRs as compare
distributions we receive from the Partnership wébpect to our 2% general partner interest anc¢@mmon units.

If the Partnershif’s unitholders remove the general partner, we woldde our general partner interest and IDRs in theufnership and th
ability to manage the Partnership.

We currently manage our investment in the Partmergirough our ownership interest in the generatrga. The Partnership’ partnershi
agreement, however, gives unitholders of the Pestiye the right to remove the general partner upenaffirmative vote of holders of 8846 of
the Partnershig outstanding units. If the general partner wersoneed as general partner of the Partnership, itldvoeceive cash or comm
units in exchange for its 2% general partner irsieead the IDRs and would also lose its abilityrtanage the Partnership. While the cas
common units the general partner would receivardemded under the terms of the Partnershgartnership agreement to fully compensate
the event such an exchange is required, the vdltreanvestments we make with the cash or the comumits may not over time be equiva
to the value of the general partner interest apdtiRs had the general partner retained them.

In addition, if the general partner is removed @seggal partner of the Partnership, we would facmareased risk of being deemed an invest
company. Please read “#-in the future we cease to manage and controPduenership, we may be deemed to be an investooempany unde
the Investment Company Act of 1940.”

The Partnership, without our stockholdergonsent, may issue additional common units or otleguity securities, which may increase the t
that the Partnership will not have sufficient avaible cash to maintain or increase its cash distritmn level per common unit.

Because the Partnership distributes to its partmexst of the cash generated by its operations)igs primarily upon external financing sour
including debt and equity issuances, to fund itpugitions and expansion capital expenditures. Adiogly, the Partnership has wide latitud
issue additional common units on the terms and iiond established by its general partner. We rexeash distributions from the Partner:
on the general partner interest, IDRs and commats thmt we own. Because a significant portionhe&f tash we receive from the Partnersh
attributable to our ownership of the IDRs, paymehtdistributions on additional Partnership commaritai may increase the risk that
Partnership will be unable to maintain or incresejuarterly cash distribution per unit, whichtimn may reduce the amount of distributions
receive attributable to our common units, genegatrner interest and IDRs and the available cashwheahave to pay as dividends to
stockholders.

The general partner, with our consent but withoute consent of our stockholders, may limit or modiflye incentive distributions we a
entitled to receive, which may reduce cash dividena you.

We own the general partner, which owns the IDRhé@Partnership that entitle us to receive increppercentages, up to a maximum of 48¢
any cash distributed by the Partnership as cetsaget distribution levels are reached in exces$08881 per common unit in any quarte
substantial portion of the cash flow we receivenfréhe Partnership is provided by these IDRs. Bezaafsthe high percentage of

Partnership incremental cash flow that is distributed to flBRs, certain potential acquisitions might not e&se cash available for distribut
per Partnership unit. In order to facilitate acgigas by the Partnership or for other reasons,kibard of directors of the general partner

elect to reduce the IDRs payable to us with ourseah These reductions may be permanent redudtioiie IDRs or may be reductions w
respect to cash flows from the potential acquisitid distributions on the IDRs were reduced foe thenefit of the Partnership units, the 1
amount of cash distributions we would receive fittve Partnership, and therefore the amount of casthethds we could pay to our stockhold
would be reduced.
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In the future, we may not have sufficient cash tayestimated dividend

Because our only source of operating cash flow istmisf cash distributions from the Partnership, @amount of dividends we are able to pe
our stockholders may fluctuate based on the lefieligiributions the Partnership makes to its pagnacluding us. The Partnership may
continue to make quarterly distributions at the 2@durth quarter distribution level of $0.602per common unit, or may not distribute any o
amount, or increase its quarterly distributionstlwe future. In addition, while we would expect ticriease or decrease dividends to
stockholders if the Partnership increases or deeedistributions to us, the timing and amountuzhschanges in distributions, if any, will |
necessarily be comparable to the timing and amofuahy changes in dividends made by us. Factors asceserves established by our boa
directors for our estimated general and adminisgaexpenses as well as other operating expensssyves to satisfy our debt sen
requirements, if any, and reserves for future dinds by us may affect the dividends we make testngkholders. The actual amount of cash
is available for dividends to our stockholders wi#jpend on numerous factors, many of which arermepor control.

Our cash dividend policy limits our ability to graw

Because we plan on distributing a substantial amotiour cash flow, our growth may not be as fastte growth of businesses that rein
their available cash to expand ongoing operatitm$act, because currently our only cagmerating assets are direct and indirect partip
interests in the Partnership, our growth will bestantially dependent upon the Partnership. Ifsgee additional shares of common stock ¢
were to incur debt, the payment of dividends ors¢hadditional shares or interest on that debt cmgdictase the risk that we will be unabli
maintain or increase our cash dividend levels.

Our rate of growth may be reduced to the extent pugchase additional units from the Partnership, wth will reduce the relative percenta
of the cash we receive from the IDRs.

Our business strategy includes, where appropsatgporting the growth of the Partnership by puritttathe Partnershig’units or lending func
or providing other forms of financial support t@tRartnership to provide funding for the acquisitid a business or asset or for a growth prc
To the extent we purchase common units or secsinitie entitled to a current distribution from thertRership, the rate of our distribution gro
may be reduced, at least in the short term, asoiessr cash distributions will come from our owsleip of IDRs, whose distributions increas
a faster rate than those of our other securities.

We have a credit facility that contains various tgstions on our ability to pay dividends to ouratkholders, borrow additional funds
capitalize on business opportunities.

We have a credit facility that contains variousrapiag and financial restrictions and covenantst. &hility to comply with these restrictions ¢
covenants may be affected by events beyond ouralpiricluding prevailing economic, financial anadustry conditions. If we are unable
comply with these restrictions and covenants, amyré indebtedness under this credit facility magdme immediately due and payable anc
lenders’ commitment to make further loans to us may ternein&/e might not have, or be able to obtain, sudfitifunds to make the
accelerated payments.

Our credit facility limits our ability to pay diviehds to our stockholders during an event of defawilt an event of default would result from s
dividend. In addition, any future borrowings may:

« adversely affect our ability to obtain additionialancing for future operations or capital nee

« limit our ability to pursue acquisitions and othrersiness opportunitie

« make our results of operations more susceptibéelt@rse economic or operating conditions

« limit our ability to pay dividends
Our payment of any principal and interest will redwur cash available for dividends to our stocttbrd. In addition, we are able to in
substantial additional indebtedness in the futifreve incur additional debt, the risks associatethvour leverage would increase. For

information regarding our credit facility, pleasad “Management’s Discussion and Analysis of Firer@ondition and Results of Operatiens
Liquidity and Capital Resources.”
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If dividends on our shares of common stock are matid with respect to any fiscal quarter, our stoaktders will not be entitled to receive tt
guarter’s payments in the future.

Dividends to our stockholders will not be cumulatiConsequently, if dividends on our shares of comstock are not paid with respect to
fiscal quarter, our stockholders will not be estitlto receive that quarter’'s payments in the future

The Partnerships practice of distributing all of its available chsmay limit its ability to grow, which could impadtistributions to us and th
available cash that we have to dividend to our $toalders.

Because currently our only cagbnerating assets are common units and generaleparterests in the Partnership, including the $DBu
growth will be dependent upon the Partnershigbility to increase its quarterly cash distribnd. The Partnership has historically distributa
its partners most of the cash generated by itsadipes. As a result, it relies primarily upon exi@rfinancing sources, including debt and ec
issuances, to fund its acquisitions and expansapital expenditures. Accordingly, to the extent fertnership is unable to finance gro
externally; its ability to grow will be impaired bause it distributes substantially all of its aahle cash. Also, if the Partnership incurs addéti
indebtedness to finance its growth, the increasedast expense associated with such indebtedregsaduce the amount of available cash
the Partnership distributes to us, which in turrymeduce the amount of available cash that we ¢striltlite to our stockholders. In addition
the extent the Partnership issues additional comamits in connection with any acquisitions or grbvaapital expenditures, the paymen
distributions on those additional common units nivagrease the risk that the Partnership will be lmab maintain or increase its per
distribution level, which in turn may impact thesbaavailable for dividends to our stockholders.

Restrictions in the Partnersh’s Senior Secured Revolving Credit Facility (the &olver”) and indentures could limit its ability to mal
distributions to us.

The Partnershig’ Revolver and indentures contain covenants ligiitie ability to incur indebtedness, grant liensg&ge in transactions w
affiliates and make distributions. The PartnershiRévolver also contains covenants requiring thienBiship to maintain certain financial rat
The Partnership is prohibited from making any dsiion to unitholders if such distribution wouldwse an event of default or otherwise vic
a covenant under its Revolver or the indenturesgtwim turn may impact the cash available for dérids to our stockholders.

If in the future we cease to manage and control tRartnership, we may be deemed to be an investrnentpany under the Investme:
Company Act of 1940.

If we cease to manage and control the Partnerstdmee deemed to be an investment company undéntbstment Company Act of 1940,
would either have to register as an investment @mypnder the Investment Company Act of 1940, ab&iemptive relief from the SEC
modify our organizational structure or our contuattrights to fall outside the definition of an @stment company. Registering as an invest
company could, among other things, materially limit ability to engage in transactions with affiis, including the purchase and sale of ce
securities or other property to or from our affidis, restrict our ability to borrow funds or engageother transactions involving leverage
require us to add additional directors who are jreshelent of us and our affiliates, and adverselgcaffhe price of our common stock.

Our historical financial information may not be reggsentative of our future performance.
The historical financial information included inigkannual report is derived from our historicalitial statements including for periods pric
our initial public offering in December 2010. Ouwrdited historical financial statements were preganeaccordance with GAAP. According

the historical financial information included ingrannual report does not reflect what our resafltsperations and financial condition would h
been had we been a public entity during the penwdsented, or what our results of operations arah€ial condition will be in the future.
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If we lose any of our named executive officers, dursiness may be adversely affect

Our success is dependent upon the efforts of threedaexecutive officers. Our named executive offi@e responsible for executing our anc
Partnership’s business strategies and, when apatefo our primary business objective, facilitgtithe Partnership’ growth through variol
forms of financial support provided by us, incluglilbut not limited to, modifying the PartnershipB3Rs, exercising the PartnerstspgDR rese
provision contained in its partnership agreemerdking loans, making capital contributions in exdajror yielding or noryelding equity
interests or providing other financial support te Partnership. There is substantial competitiomgtalified personnel in the midstream nat
gas industry. We may not be able to retain ourtiexjsnamed executive officers or fill new positioos vacancies created by expansio
turnover. We have not entered into employment agesgs with any of our named executive officersadidition, we do not maintain “key man”
life insurance on the lives of any of our namedcetiee officers. A loss of one or more of our nanes@cutive officers could harm our and
Partnership’s business and prevent us from implémgour and the Partnership’s business strategies.

If we fail to maintain an effective system of inteal controls, we may not be able to accurately repmur financial results or prevent fraud. |
addition, potential changes in accounting standardsght cause us to revise our financial results addclosure in the future.

Effective internal controls are necessary for upriwvide timely and reliable financial reports aftectively prevent fraud. If we cannot prov
timely and reliable financial reports or preveraud, our reputation and operating results woultidrened. We continue to enhance our inte
controls and financial reporting capabilities. The@nhancements require a significant commitmemesdurces, personnel and the develop
and maintenance of formalized internal reportingcpdures to ensure the reliability of our financegdorting. Our efforts to update and main
our internal controls may not be successful, andnag be unable to maintain adequate controls owefimancial processes and reporting in
future, including future compliance with the obligas under Section 404 of the Sarba@edey Act of 2002. Any failure to maintain effeat
controls or difficulties encountered in the effgetimprovement of our internal controls could pmves from timely and reliably reporting ¢
financial results and may harm our operating resuiteffective internal controls could also causeestors to lose confidence in our repa
financial information. In addition, the Financiat@ounting Standards Board or the SEC could enagtaweounting standards that might imj
how we or the Partnership are required to recoveémees, expenses, assets and liabilities. Any fgigni change in accounting standard
disclosure requirements could have a material effacour business, results of operations, finardaldition and ability to comply with our a
the Partnership’s debt obligations.

An increase in interest rates may cause the maneate of our common stock to declin

Like all equity investments, an investment in oamenon stock is subject to certain risks. In excleafoy accepting these risks, investors
expect to receive a higher rate of return than datherwise be obtainable from lowésk investments. Accordingly, as interest ratasg rih:
ability of investors to obtain higher risk-adjustetes of return by purchasing governmbatked debt securities may cause a correspa
decline in demand for riskier investments generafligluding yieldbased equity investments. Reduced demand for cummm stock resultir
from investors seeking other more favorable investhopportunities may cause the trading price ofoommon stock to decline.

Future sales of our common stock in the public matkcould lower our stock price, and any additionzdpital raised by us through the sale
equity or convertible securities may dilute your n&rship in us.

We or our stockholders may sell shares of commacksh subsequent public offerings. We may alsoésadditional shares of common stoc
convertible securities. As of December 31, 2011haee 42,398,148 outstanding shares of common s€eiain of our existing stockholde
including our executive officers, certain of ouretitors and affiliates of Warburg Pincus LLC (“Warg Pincus”)are party to a registrati
rights agreement with us which requires us to affiee registration of their shares in certain ainstances no earlier than the expiration o
lock-up period contained in the underwriting agreeatrof our initial public offering.

We cannot predict the size of future issuancesuoftcommon stock or the effect, if any, that futisguances and sales of shares of our cor

stock will have on the market price of our commaack. Sales of substantial amounts of our commacks(including shares issued
connection with an acquisition), or the perceptiwat such sales could occur, may adversely afiestgiling market prices of our common stc

35




Table of Content

Our amended and restated certificate of incorpotiand amended and restated bylaws, as well as Data law, contain provisions th
could discourage acquisition bids or merger proptsavhich may adversely affect the market priceonfr common stock.

Our amended and restated certificate of incorpomagiuthorizes our board of directors to issue prefestock without stockholder approva
our board of directors elects to issue preferredkstit could be more difficult for a thirdarty to acquire us. In addition, some provisiohsw
amended and restated certificate of incorporatimhaamended and restated bylaws could make it mifiieutt for a third-party to acquire contr
of us, even if the change of control would be beiedfto our stockholders, including:

« a classified board of directors, so that only agpnately on«-third of our directors are elected each y:
« limitations on the removal of directors; a

« limitations on the ability of our stockholders tallcspecial meetings and establish advance notimégions for stockholder proposals i
nominations for elections to the board of directorbe acted upon at meetings of stockholc

Delaware law prohibits us from engaging in any hess combination with any “interested stockholderganing generally that a stockhol
who beneficially owns more than 15% of our stockruz# acquire us for a period of three years fromdhte this person became an intere
stockholder, unless various conditions are meth sigcapproval of the transaction by our board ators. We have opted out of this provit
of Delaware law until such time as Warburg Pincog eertain transferees do not beneficially owreast 15% of our common stock. Please
“Description of Our Capital Stock—Anfiakeover Effects of Provisions of Our Amended arektRted Certificate of Incorporation, (
Amended and Restated Bylaws and Delaware Law.”

We have a significant stockholder, which will limdther stockholdersability to influence corporate matters and may giviee to conflicts o
interest.

Affiliates of Warburg Pincus beneficially own apgimately 23.1% of our outstanding common stock. Sgecurity Ownership of Certe
Beneficial Owners and Management and Related Stdd&hMatters.”Accordingly, Warburg Pincus can exert significarftience over us al
any action requiring the approval of the holderswf stock, including the election of directors amproval of significant corporate transactis
Warburgs concentrated ownership makes it less likely #mgt other holder or group of holders of commonlstwil be able to affect the wi
we are managed or the direction of our businesssé factors also may delay or prevent a changerimanagement or voting control.

Furthermore, conflicts of interest could arisehe future between us, on the one hand, and Wamingus and its affiliates, on the other hi
concerning among other things, potential competibusiness activities, business opportunitiesishigance of additional securities, the payr
of dividends by us and other matters. Warburg Friswa private equity firm that has invested, amotiger things, in companies in the ene¢
industry. As a result, Warburg Pincuestisting and future portfolio companies which intols may compete with us for investment or buss
opportunities. These conflicts of interest may lo@tesolved in our favor.

In our amended and restated certificate of incor@dion, we have renounced business opportunitiesttimay be pursued by the Partnership
by affiliated stockholders that currently hold agiificant amount of our common stock.

In our restated charter and in accordance with \eda law, we have renounced any interest or expegtare may have in, or being offerec
opportunity to participate in, any business oppdties, including any opportunities within thosasdes of opportunity currently pursued by
Partnership, presented to Warburg Pincus or awaterifund that it manages or advises, their aféi§gother than us and our subsidiaries),
officers, directors, partners, employees or otlggmés who serve as one of our directors, Merrithdly Ventures L.P. 2001, its affiliates (ot
than us and our subsidiaries) and any portfolio gamy in which such entities or persons has an edoitestment (other than us and
subsidiaries) participates or desires or seekatticipate in and that involves any aspect of thergy business or industry.
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The duties of our officers and directors may comrfliwith those owed to the Partnership and theseaaifs and directors may face conflicts
interest in the allocation of administrative timenang our business and the Partnership’s business.

Substantially all of our officers and certain memsbef our board of directors are officers and/gedtors of the general partner and, as a
have separate duties that govern their managenfiehé d?artnershi business. These officers and directors may eneosituations in whic
their obligations to us, on the one hand, and #mnership, on the other hand, are in conflict. Tésolution of these conflicts may not alway:
in our best interest or that of our stockholders.

In addition, our officers who also serve as officef the general partner may face conflicts inatng their time spent on our behalf anc
behalf of the Partnership. These time allocatioray mdversely affect our or the Partnershipgsults of operations, cash flows, and final
condition. For a discussion of our officers andediors that will serve in the same capacity for geaeral partner and the amount of time
expect them to devote to our business, please‘Management.”

Risks Inherent in the Partnership’s Business

Because we are directly dependent on the distdbative receive from the Partnership, risks to thenrships operations are also risks to
We have set forth below risks to the Partnershipisiness and operations, the occurrence of whickdaregatively impact the Partnerstsp’
financial performance and decrease the amountsif itas able to distribute to us.

The Partnership has a substantial amount of indetiteess which may adversely affect its financial pamsi.

The Partnership has a substantial amount of indabts. As of December 31, 2011, the Partnershipapapdoximately $498.0 million
borrowings outstanding under its Revolver, appratety $92.5 million of letters of credit outstangiand approximately $509.5 million
additional borrowing capacity under its Revolver.addition, as of December 31, 2011, the Partngrdshd $979.7 million outstanding undel
senior unsecured notes. The partnersh§f.1 billion Revolver allows us to request insesain commitments up to an additional $300 mil
For the years ended December 31, 2011, 2010 an@, 209 Partnership’consolidated interest expense was $107.7 mil$ad0.8 million an
$159.8 million.

This substantial level of indebtedness increasepdssibility that the Partnership may be unablgetmerate cash sufficient to pay, when due
principal of, interest on or other amounts dueeispect of indebtedness. This substantial indebsgsgdisembined with the Partnerstipéase ar
other financial obligations and contractual comneitrts, could have other important consequences, taelading the following:

« the Partnershig ability to obtain additional financing, if necasg, for working capital, capital expenditures, @isgions or other purpos
may be impaired or such financing may not be akbglan favorable term:

« satisfying the Partnershipobligations with respect to indebtedness may beerdifficult and any failure to comply with thelaations o
any debt instruments could result in an event fddeunder the agreements governing such indebts;

« the Partnership will need a portion of cash flowrtake interest payments on debt, reducing the fthrttsvould otherwise be available
operations and future business opportuni

« the Partnershig debt level will make it more vulnerable to conifpet pressures or a downturn in its business erdtonomy generall
and

« the Partnersh’s debt level may limit flexibility in planning fogr responding to, changing business and econoomditons.

The Partnership’s ability to service its debt wiipend upon, among other things, its future firgremd operating performance, which will be
affected by prevailing economic conditions and fiicial, business, regulatory and other factors, sofwehich are beyond its control. If the
Partnership’s operating results are not suffictergervice its current or future indebtednessilitve forced to take actions such as reducing or
delaying business activities, acquisitions, investta or capital expenditures, selling assets,uetstring or refinancing debt, or seeking
additional equity capital and may adversely afteetPartnership’s ability to make cash distribusiofihe Partnership may not be able to affect
any of these actions on satisfactory terms, ollat a
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Increases in interest rates could adversely affédw Partnershiy's business.

The Partnership has significant exposure to ine®as interest rates. As of December 31, 2011tpitd indebtedness was $1,477.7 million
which $979.7 million was at fixed interest ratesl &498.0 million was at variable interest ratesorfe percentage point increase in the int
rate on the PartnershipVariable interest rate debt would have incred@secbnsolidated annual interest expense by apprabely $5.0 millior
As a result of this significant amount of variabléerest rate debt, the Partnerskifinancial condition could be adversely affectgdsignifican
increases in interest rates.

Despite current indebtedness levels, the Partnepsimay still be able to incur substantially more defbhis could increase the risks associa
with its substantial leverage.

The Partnership may be able to incur substantiditiadal indebtedness in the future. As of DecemB&r 2011, the Partnership |
approximately $498.0 million of borrowings outstamyl under its Revolver, approximately $92.5 million letters of credit outstanding ¢
approximately $509.5 million of additional borrowincapacity under its Revolver. The Partnership rbayable to incur an additior
$300 million of debt under its Revolver if it reqie and is able to obtain commitments for the amtthi $300 million available under
Revolver. Although the PartnershépRevolver contains restrictions on the incurresicadditional indebtedness, these restrictionsabgect to
number of significant qualifications and exceptioasd any indebtedness incurred in compliance thigse restrictions could be substantic
the Partnership incurs additional debt, the rigdsoaiated with its substantial leverage would iasee

The terms of the Partnershig’ Revolver and indentures may restrict its curreamid future operations, particularly its ability teespond t
changes in business or to take certain actions.

The credit agreement governing the Partnership\soRer and the indentures governing the Partnershégnior notes (other than its 11
senior notes due 2017) contain, and any futurebitedimess the Partnership incurs will likely contannumber of restrictive covenants
impose significant operating and financial resioics, including restrictions on its ability to emgain acts that may be in its best |laegr
interests. These agreements include covenantsatihatg other things, restrict the Partnership’itstio:

« incur or guarantee additional indebtedness or ipseferred stock

* pay distributions on its equity securities or redeespurchase or retire its equity securities tosdinated indebtednes

* make investment:

« create restrictions on the payment of distributitmis equity holders

« sell assets, including equity securities of itssidiaries;

< engage in affiliate transactior

 consolidate or merg:

* incur liens;

e prepay, redeem and repurchase certain debt, dthedoans under the Revolw

* make certain acquisition

* transfer asset:

* enter into sale and lease back transacti

« make capital expenditure

« amend debt and other material agreements

< change business activities conducted b

38




Table of Content

In addition, the Partnershigp’Revolver requires it to satisfy and maintain #jet financial ratios and other financial conditidgests. Th
Partnerships ability to meet those financial ratios and tesis be affected by events beyond its control, aedcannot assure you that
Partnership will meet those ratios and tests.

A breach of any of these covenants could resudtnirevent of default under the Partnershievolver and indentures, as applicable. Upo
occurrence of such an event of default, all amoantstanding under the applicable debt agreemenisl e declared to be immediately due
payable and all applicable commitments to extenthéu credit could be terminated. If the Partngrskiunable to repay the accelerated

under its Revolver, the lenders under the Revobaisld proceed against the collateral granted tonthe secure that indebtedness.

Partnership has pledged substantially all of itsetss as collateral under its Revolver. If the Raghip indebtedness under its Revolve
indentures is accelerated, we cannot assure yduthibaPartnership will have sufficient assets tpagethe indebtedness. The operating
financial restrictions and covenants in these dgbéements and any future financing agreementsathegrsely affect the Partnershigbility tc
finance future operations or capital needs or gage in other business activities.

The Partnerships cash flow is affected by supply and demand fotural gas and NGL products and by natural gas, NGInd condensal
prices, and decreases in these prices could adWemsect its results of operations and financiabodition.

The Partnershig’ operations can be affected by the level of nagaa and NGL prices and the relationship betwéesé prices. The prices
oil, natural gas and NGLs have been volatile andewgect this volatility to continue. The Partnepshifuture cash flow may be materic
adversely affected if it experiences significanblpnged pricing deterioration. The markets andgsifor natural gas and NGLs depend
factors beyond the Partnershiptontrol. These factors include demand for thesanoodities, which fluctuate with changes in markat
economic conditions and other factors, including:

« the impact of seasonality and weatt

» general economic conditions and economic conditimmecting the Partnerst’s primary markets

« the economic conditions of the Partner’s customers

« the level of domestic crude oil and natural gaglpotion and consumptio

« the availability of imported natural gas, liquefiedtural gas, NGLs and crude ¢

« actions taken by foreign oil and gas producingametj

« the availability of local, intrastate and interstansportation systems and storage for residugal@as and NGLs

« the availability and marketing of competitive fualsd/or feedstock:

« the impact of energy conservation efforts;

« the extent of governmental regulation and taxal
The Partnership’s primary natural gas gathering piodessing arrangements that expose it to comgngpdite risk are its percent-gicoceed
arrangements. For the years ended December 31,82@112010, its percent-@iroceeds arrangements accounted for approximadélyahd 389
of its gathered natural gas volume. Under thesengaments, the Partnership generally processeshgas from producers and remits to
producers an agreed percentage of the proceedsltimsale of residue gas and NGL products at mardkets or a percentage of residue gas
NGL products at the tailgate of its processing lfiaes. In some perce-of-proceeds arrangements, the Partnership remitsetgrbducer
percentage of an indebased price for residue gas and NGL products,dgsesed adjustments, rather than remitting a poufahe actual sal
proceeds. Under these types of arrangements, ttieePships revenues and its cash flows increase or decredsehever is applicable, as-

price of natural gas, NGLs and crude oil fluctuattlease see “ManagemenDiscussion and Analysis of Financial Conditiord d&esults ¢
Operations—Quantitative and Qualitative Discloswalesut Market Risk.”
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Because of the natural decline in production in tH&artnershif’s operating regions and in other regions from whighsources NGL supplie
the Partnership’s longterm success depends on its ability to obtain newurses of supplies of natural gas and NGLs, whickepménds o
certain factors beyond its control. Any decreaseduapplies of natural gas or NGLs could adverselyfeat the Partnerships business an
operating results.

The Partnershig’ gathering systems are connected to oil and dagasawells from which production will naturally dame over time, whic
means that its cash flows associated with theseceswf natural gas will likely also decline oveneé. The Partnershig’logistics assets ¢
similarly impacted by declines in NGL supplies iretregions in which the Partnership operates akasebther regions from which it sour
NGLs. To maintain or increase throughput levelsitsngathering systems and the utilization ratetafprocessing plants and its treating
fractionation facilities, the Partnership must é¢onally obtain new natural gas and NGL suppliesnaterial decrease in natural gas produr
from producing areas on which the Partnership selées a result of depressed commodity prices arwibe, could result in a decline in
volume of natural gas that it processes and NGldyxts delivered to its fractionation facilities. el Partnershi ability to obtain addition
sources of natural gas and NGLs depends, in pathelevel of successful drilling and productianivdty near its gathering systems and, in |
on the level of successful drilling and productiorother areas from which it sources NGL supplidse Partnership has no control over the |
of such activity in the areas of its operationg #mount of reserves associated with the wellhe@rate at which production from a well \
decline. In addition, the Partnership has no cérdver producers or their drilling or productioncigons, which are affected by, among o
things, prevailing and projected energy prices, aednfor hydrocarbons, the level of reserves, gecébgconsiderations, governmer
regulations, availability of drilling rigs, othergruction and development costs and the availglglid cost of capital.

Fluctuations in energy prices can greatly affectdpiction rates and investments by third partiesiédevelopment of new oil and natural
reserves. Drilling and production activity generallecreases as oil and natural gas prices decrBases of oil and natural gas have t
historically volatile, and the Partnership expehis volatility to continue. Consequently, eveméw natural gas reserves are discovered in
served by the Partnershipassets, producers may choose not to develop tesee/es. For example, current low prices for rahigas combine
with relatively high levels of natural gas in stpeacould result in curtailment or shatof natural gas production. Reductions in expioraanc
production activity, competitor actions or shag- by producers in the areas in which the Parimgreperates may prevent it from obtair
supplies of natural gas to replace the naturalimeéh volumes from existing wells, which could uksn reduced volumes through its faciliti
and reduced utilization of its gathering, treatipgycessing and fractionation assets.

If the Partnership does not make acquisitions orvédop growth projects for expanding existing assetsconstructing new midstream ass
on economically acceptable terms or fails to eféinily and effectively integrate acquired or devedopassets with its asset base, its fu
growth will be limited.

The Partnershig ability to grow depends, in part, on its abililymake acquisitions or develop growth projects thault in an increase in ce
generated from operations per unit. The Partnershimable to acquire businesses from us in oregrow because our only assets are
interests in the Partnership that we own. As alteguwvill need to focus on thirgharty acquisitions and organic growth. If the Parship i
unable to make accretive acquisitions or develapetive growth projects because the Partnership)isinable to identify attractive acquisit
candidates and negotiate acceptable acquisitioeeatgnts or develop growth projects economically,ufZable to obtain financing for the
acquisitions or projects on economically acceptéaims, or (3) unable to compete successfully éguésitions or growth projects, then its fut
growth and ability to increase distributions wi# bmited.

Any acquisition or growth project involves poteitigks, including, among other things:
« operating a significantly larger combined orgari@atand adding new or expanded operatis

« difficulties in the assimilation of the assets aprations of the acquired businesses or growtjeqo, especially if the assets acqu
are in a new business segment or geographic
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« the risk that natural gas reserves expected tosstifige acquired assets may not be of the anteipatagnitude or may not be devela
as anticipatec

« the failure to realize expected volumes, revenpiegitability or growth;

« the failure to realize any expected synergies astl €avings

« coordinating geographically disparate organizatisgstems and facilitie

« the assumption of unknown liabilitie

« limitations on rights to indemnity from the sellaran acquisition or contractors and suppliersrowgh projects
« inaccurate assumptions about the overall costgufyeor debt;

« the diversion of managemds and employer’ attention from other business concerns;

» customer or key employee losses at the acquireiddrsses or to a competit

If these risks materialize, the acquired assetgrowth project may inhibit the Partnershipgrowth, fail to deliver expected benefits and
further unexpected costs. Challenges may arise awegrbusinesses with different operations or mamage are combined, and the Partner
may experience unanticipated delays in realizirg iknefits of an acquisition or growth projecttHé Partnership consummates any ft
acquisition or growth project, its capitalizationdaresults of operations may change significantig gou may not have the opportunity
evaluate the economic, financial and other relevafarmation that the Partnership will considerewaluating future acquisitions or grou
projects.

The Partnershig acquisition and growth strategy is based, in, pamtits expectation of ongoing divestitures of rggeassets by indusi
participants and new opportunities created by itrgusxpansion. A material decrease in such divgst# or in opportunities for econor
commercial expansion would limit its opportunitis future acquisitions or growth projects and cbatlversely affect its operations and ¢
flows available for distribution to its unit holder

Acquisitions may significantly increase the Parshép’s size and diversify the geographic areas in witicdperates and growth projects r
increase the Partnershéptoncentration in a line of business or geograpdgion. The Partnership may not achieve the disifiect from an
future acquisitions or growth project.

The Partnerships expansion or modification of existing assets et construction of new assets may not result itveaue increases and
subject to regulatory, environmental, political,dal and economic risks, which could adversely affés results of operations and financi
condition.

The construction of additions or modifications tee tPartnershig’ existing systems and the construction of new tm@dm assets invol
numerous regulatory, environmental, political aedal uncertainties beyond the Partnerghipontrol and may require the expenditur
significant amounts of capital. If the Partnershiplertakes these projects, they may not be contpbteteschedule or at the budgeted cost or ¢
Moreover, the Partnershiprevenues may not increase immediately upon tpershture of funds on a particular project. Fortanse, if th
Partnership builds a new fractionation facilitygars processing plant, the construction may occar am extended period of time and it will
receive any material increases in revenues uriptioject is completed. Moreover, it may constfactlities to capture anticipated future gro
in production in a region in which such growth doe$ materialize. Since the Partnership is not gadan the exploration for and developr
of natural gas and oil reserves, it does not pess=erve expertise and it often does not havesadoehirdparty estimates of potential reser
in an area prior to constructing facilities in sumtea. To the extent the Partnership relies omas#is of future production in its decisior
construct additions to its systems, such estimatag prove to be inaccurate because there are numenmcertainties inherent in estima
quantities of future production. As a result, neailities may not be able to attract enough thrgugto achieve the Partnerstipexpecte
investment return, which could adversely affectrésults of operations and financial conditionabidition, the construction of additions to
Partnership’s existing gathering and transportatiesets may require it to obtain new rightssafy prior to constructing new pipelines. -
Partnership may be unable to obtain such rightsrayf-to connect new natural gas supplies to itstiegiggathering lines or capitalize on ot
attractive expansion opportunities. Additionally,may become more expensive for the Partnershipbtain new rights-ofvay or to rene
existing rights-of-way. If the cost of renewingaitaining new rights-of-way increases, the Partripts cash flows could be adversely affected.
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The Partnerships acquisition and growth strategy requires acceesnew capital. Tightened capital markets or increascompetition fo
investment opportunities could impair its abilitg grow through acquisitions or growth projects.

The Partnership continuously considers and entgesdiscussions regarding potential acquisitiond growth projects. Any limitations on
access to capital will impair its ability to exeeuhis strategy. If the cost of such capital becotoe expensive, its ability to develop or acg
strategic and accretive assets will be limited. Paetnership may not be able to raise the necedgads on satisfactory terms, if at all. -
primary factors that influence the Partnerssipiitial cost of equity include market conditiorises it pays to underwriters and other offe
costs, which include amounts it pays for legal aedounting services. The primary factors influegcthe Partnership’ cost of borrowin
include interest rates, credit spreads, covenamiderwriting or loan origination fees and simildracges it pays to lenders. These factors
impair the Partnership’s ability to execute its@sgion and growth strategy.

In addition, the Partnership is experiencing inseghcompetition for the types of assets it contatepl purchasing or developing. Cur
economic conditions and competition for asset pagses and development opportunities could limitRaenership ability to fully execute i
acquisition and growth strategy.

Demand for propane is seasonal and requires increa# inventory to meet seasonal dema

Weather conditions have a significant impact ondbmand for propane because end users depend jpangrgrincipally for heating purpos
Warmer than normal temperatures in one or morensgin which the Partnership operates can sigmifigalecrease the total volume of prop
the Partnership sells. Lack of consumer demangrmpane may also adversely affect the retailerdPgmnership transacts with their whole
propane marketing operations, exposing the Patiipets the wholesaler’s inability to satisfy themntractual obligations to the Partnership.

If the Partnership fails to balance its purchase$ matural gas and its sales of residue gas and NGits exposure to commodity price risk v
increase.

The Partnership may not be successful in balani¢sngurchases of natural gas and its sales of wesjs and NGLs. In addition, a prodt
could fail to deliver promised volumes to the Parship or deliver in excess of contracted volunoesa purchaser could purchase less
contracted volumes. Any of these actions could earsimbalance between the Partnership’s purcteasksales. If the Partnershépurchase
and sales are not balanced, it will face increasgabsure to commaodity price risks and could hacesiased volatility in its operating income.

The Partnerships hedging activities may not be effective in rechgithe variability of its cash flows and may, in rtain circumstances
increase the variability of its cash flows. Moreayéhe Partnerships hedges may not fully protect it against volatjliin basis differentials
Finally, the percentage of the Partnership’s expedtequity commodity volumes that are hedged de@sasibstantially over time.

The Partnership has entered into derivative traisecrelated to only a portion of its equity volesa As a result, it will continue to have dii
commodity price risk to the unhedged portion. Tletierships actual future volumes may be significantly higbetower than it estimated
the time it entered into the derivative transactifor that period. If the actual amount is highweart it estimated, it will have greater commo
price risk than it intended. If the actual amownioiwer than the amount that is subject to itsv@dine financial instruments, it might be force:
satisfy all or a portion of its derivative trandaos without the benefit of the cash flow from $&@le of the underlying physical commaodity.
percentages of the PartnersBigXxpected equity volumes that are covered byeitigbs decrease over time. To the extent the Psinipenedge
its commodity price risk, it may forego the berefitwould otherwise experience if commodity prigesre to change in its favor. The deriva
instruments the Partnership utilizes for these bedge based on posted market prices, which maygber or lower than the actual natural
NGLs and condensate prices that it realizes inptrations. These pricing differentials may be tarigl and could materially impact the pri
the Partnership ultimately realizes. In additiorgrket and economic conditions may adversely affieetPartnership’s hedge counterparties’
ability to meet their obligations. Given volatility the financial and commodity markets, the Paghip may experience defaults by its he
counterparties in the future. As a result of thasd other factors, the Partnerskifiedging activities may not be as effective daténds it
reducing the variability of its cash flows, and éertain circumstances may actually increase thélidity of its cash flows. Please ¢
“Management’s Discussion and Analysis of Finan@aindition and Results of OperationQuantitative and Qualitative Disclosures al
Market Risk.”
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If third -party pipelines and other facilities interconnecteto the Partnershipgs natural gas pipelines, terminals and processiragcifities
become partially or fully unavailable to transponiatural gas and NGLs, the Partnership’s revenuesutibe adversely affected.

The Partnership depends upon thiaty pipelines, storage and other facilities thedvide delivery options to and from its pipelinasc
processing facilities. Since it does not own orrapethese pipelines or other facilities, theirtgmring operation in their current manner is
within the Partnership’s control. If any of theb@d-party facilities become partially or fully unavale, or if the quality specifications for th
facilities change so as to restrict the Partnetslapility to utilize them, its revenues could litvarsely affected.

The Partnership’s industry is highly competitivend increased competitive pressure could adversdfgct the Partnerships business ar
operating results.

The Partnership competes with similar enterprieatsirespective areas of operation. Some of itspiitors are large oil, natural gas and na
gas liquid companies that have greater financedueces and access to supplies of natural gas &hg khan it does. Some of these compet
may expand or construct gathering, processingag&rterminaling and transportation systems thatldvoreate additional competition for
services the Partnership provides to its custonmieraddition, its customers who are significantdareers of natural gas may develop their
gathering, processing, storage, terminaling andsprartation systems in lieu of using the Partn@ishiThe Partnership’ ability to renew ¢
replace existing contracts with its customers s aufficient to maintain current revenues and dasvs could be adversely affected by
activities of its competitors and its customersl & these competitive pressures could have a nahtadverse effect on the Partnership’
business, results of operations, and financial itimmc

The Partnership typically does not obtain indepemtieevaluations of natural gas reserves dedicatedit® gathering pipeline systenr
therefore, volumes of natural gas on the Partnerpts systems in the future could be less than itiaigates.

The Partnership typically does not obtain indepehdsvaluations of natural gas reserves connecteidstgathering systems due to

unwillingness of producers to provide reserve infation as well as the cost of such evaluations.oAtingly, the Partnership does not h
independent estimates of total reserves dedicatéd gathering systems or the anticipated lifswth reserves. If the total reserves or estin
life of the reserves connected to its gatheringesys is less than it anticipates and the Partneishinable to secure additional sources of ne
gas, then the volumes of natural gas transportdts @athering systems in the future could be thas it anticipates. A decline in the volume
natural gas on the Partnership’s systems could dawaterial adverse effect on its business, restiltperations, and financial condition.

A reduction in demand for NGL products by the pettemical, refining or other industries or by the & markets, or a significant increase
NGL product supply relative to this demand, couldatarially adversely affect the Partnerst’s business, results of operations and finant
condition.

The NGL products the Partnership produces haveiatyaf applications, including as heating fuglsfrochemical feedstocks and refining bl
stocks. A reduction in demand for NGL products, thiee because of general or industry specific ecanaronditions, new governme
regulations, global competition, reduced demandcbysumers for products made with NGL products érample, reduced petrochem
demand observed due to lower activity in the autoife@and construction industries), increased coitipetfrom petroleumbased feedstocks ¢
to pricing differences, mild winter weather for seMGL applications or other reasons, could result decline in the volume of NGL prodL
the Partnership handles or reduce the fees it ebdiay its services. Also, increased supply of N@tducts could reduce the value of N(
handled by the Partnership and reduce the margalzed. The Partnership’s NGL products and themand are affected as follows:

Ethane.Ethane is typically supplied as purity ethane amgart of ethangropane mix. Ethane is primarily used in the pdtesgical industry ¢
feedstock for ethylene, one of the basic builditacks for a wide range of plastics and other champroducts. Although ethane is typic:
extracted as part of the mixed NGL stream at gasqssing plants, if natural gas prices increasafgigntly in relation to NGL product prices
if the demand for ethylene falls, it may be morefipable for natural gas processors to leave tharet in the natural gas stream thereby red
the volume of NGLs delivered for fractionation andrketing.
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Propane.Propane is used as a petrochemical feedstock iprttiction of ethylene and propylene, as a heaéingine and industrial fuel, anc
agricultural applications such as crop drying. GJemin demand for ethylene and propylene could raéiye affect demand for propane. -
demand for propane as a heating fuel is signiflgaaffected by weather conditions. The volume adgame sold is at its highest during the six-
month peak heating season of October through Mdemand for the Partnership’s propane may be retldceing periods of warmer-than-
normal weather.

Normal ButaneNormal butane is used in the production of isobetas a refined petroleum product blending compipramna fuel gas eitr
alone or in a mixture with propane, and in the picitbn of ethylene and propylene. Changes in thepmsition of refined petroleum produ
resulting from governmental regulation, changefeedstocks, products and economics, demand fomigefatel and for ethylene and propy!l
could adversely affect demand for normal butane.

Isobutane.lsobutane is predominantly used in refineries todpce alkylates to enhance octane levels. Accolgirany action that reduc
demand for motor gasoline or demand for isobutarraduce alkylates for octane enhancement mightoe demand for isobutane.

Natural Gasoline.Natural gasoline is used as a blending componentéaain refined petroleum products and as a teeksused in th
production of ethylene and propylene. Changes énntlandated composition of motor gasoline resultiogh governmental regulation, and
demand for ethylene and propylene, could advemsdet demand for natural gasoline.

NGLs and products produced from NGLs also compétie products from global markets. Any reduced dethanincreased supply for etha
propane, normal butane, isobutane or natural gasalithe markets the Partnerskipccesses for any of the reasons stated abowe atversel
affect demand for the services it provides as welINGL prices, which would negatively impact thetRerships results of operations &
financial condition.

The Partnership has significant relationships witG@hevron Phillips Chemical Company LLC as a custonter its marketing and refiner
services. In some cases, these agreements are dubjeenegotiation and termination rights

For the years ended December 31, 2011, and 20p@pxdamately 12% and 10% of the Partnershipbnsolidated revenues were derived
transactions with CPC. Under many of the Partnptsit€PC contracts where it purchases or markets \N@&LCPGCs behalf, CPC may elect
terminate the contracts or renegotiate the prio@seTo the extent CPC reduces the volumes of NiBasit purchases from the Partnershi
reduces the volumes of NGLs that the Partnershigkeis on its behalf or to the extent the economaims of such contracts are changed
Partnership’s revenues and cash available forskbice could decline.

The tax treatment of the Partnership depends onstatus as a partnership for federal income tax poses as well as its not being subject
material amount of entity-level taxation by indivichl states. If the Internal Revenue Service (“IRSWere to treat the Partnership as
corporation for federal income tax purposes or tliartnership becomes subject to a material amounteaititydevel taxation for state te
purposes, then its cash available for distributiom its unitholders, including us, would be substéaidty reduced.

We currently own an approximate 14.5% limited partimterest, a 2% general partner interest andDRs in the Partnership. The anticipe
aftertax economic benefit of our investment in the Renthip depends largely on its being treated asréngrahip for federal income t
purposes. A publicly traded partnership such asPhnership may be treated as a corporation fotedrStates federal income tax purpe
unless 90 percent or more of its gross income Y¥eryetaxable year is “qualifying incomeihder section 7704 of the Internal Revenue Co
1986, as amended (the “CodeThe Partnership has not requested and does notlaquest a ruling from the IRS with respecttsatieatmer
as a partnership for federal income tax purposes.
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Despite the fact that the Partnership is a limgadnership under Delaware law, it is possible,anrmrtain circumstances, for an entity suc
the Partnership to be treated as a corporatiofefigral income tax purposes. Although we do nokbel| based upon the Partnershkipurren
operations, that it will be so treated, a changéhe Partnershig’ business could cause it to be treated as a @tiporfor federal income ti
purposes or otherwise subject it to federal inctamation as an entity.

If the Partnership were treated as a corporatiorfdderal income tax purposes, it would pay fedarabme tax on its taxable income at
corporate tax rate, which is currently a maximun3%%, and would likely pay state income tax at rsgyrates. Distributions to the Partnerskip’
unitholders, including us, would generally be targdin as corporate distributions and no incomimsgéosses or deductions would flow thro
to the Partnership’ unitholders, including us. If such tax was impbspon the Partnership as a corporation, its caalladle for distributio
would be substantially reduced. Therefore, treatroéthe Partnership as a corporation would reisudt material reduction in the anticipated ¢
flow and after-tax return to the Partnershipinitholders, including us, and would likely cawsesubstantial reduction in the value of
investment in the Partnership.

In addition, current law may change so as to cdlisePartnership to be treated as a corporatiofieftgral income tax purposes or othen
subject the Partnership to entlgrel taxation for state or local income tax pugmd-or example, members of Congress have recamnibidere
legislative changes that would affect the tax treatt of certain publicly traded partnerships. Angdification to the federal income tax laws
interpretations thereof may or may not be applietoactively. Any such changes could negativelydotphe value of our investment in
Partnerships common units. In addition, because of widesptate budget deficits and other reasons, sevtatdssare evaluating ways
subject partnerships to entilgvel taxation through the imposition of state immg franchise and other forms of taxation. For eXamthe
Partnership is required to pay Texas franchiseataxmaximum effective rate of 0.7% of its grossome apportioned to Texas in the prior y
Imposition of any similar tax on the Partnershipdaditional states would reduce the cash availtdslelistribution to Partnership unitholde
including us.

The Partnershig partnership agreement provides that if a lawn&cted or existing law is modified or interpretada manner that subjects i
taxation as a corporation or otherwise subjects gntitylevel taxation for federal, state or local incorag purposes, the minimum quarte
distribution amount and the target distribution amis may be adjusted to reflect the impact of daton the Partnership.

The Partnership does not own most of the land onighhits pipelines and compression facilities arechted, which could disrupt i
operations.

The Partnership does not own most of the land oitlwits pipelines, terminals and compression faegi are located, and the Partnersh
therefore subject to the possibility of more onerterms and/or increased costs to retain neceksahuse if it does not have valid rightsvedy
or leases or if such rights-efay or leases lapse or terminate. The Partnershipesmes obtains the rights to land owned by thadies an
governmental agencies for a specific period of tiffige Partnership’s loss of these rights, throughnability to renew right-ofvay contract:
leases or otherwise, could cause it to cease dpesatn the affected land, increase costs relatedntinuing operations elsewhere and redu
revenue.

The Partnership may be unable to cause its majoiatyned joint ventures to take or not to take certaintions unless some or all of its jo
venture participants agree.

The Partnership participates in several majasityied joint ventures whose corporate governancetsires require at least a majority in inte
vote to authorize many basic activities and reqairgreater voting interest (sometimes up to 10086uthorize more significant activiti
Examples of these more significant activities aasgé expenditures or contractual commitments, testcuction or acquisition of ass:
borrowing money or otherwise raising capital, magkifistributions, transactions with affiliates ofj@nt venture participant, litigation a
transactions not in the ordinary course of businassong others. Without the concurrence of joimituee participants with enough vot
interests, the Partnership may be unable to causefdts joint ventures to take or not take certactions, even though taking or preventing t
actions may be in the best interest of the Parm@is the particular joint venture.

In addition, subject to certain conditions, anynjoienture owner may sell, transfer or otherwiselifiyoits ownership interest in a joint ventt

whether in a transaction involving third partiestbe other joint owners. Any such transaction cawsult in the Partnership partnering v
different or additional parties.
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Weather may limit the Partnership’s ability to opate its business and could adversely affect itsrafiag results.

The weather in the areas in which the Partnerspgrades can cause disruptions and in some caspsnsisn of its operations. For exam
unseasonably wet weather, extended periods of bikmszing weather or hurricanes may cause dismpta suspensions of the Partnership’
operations, which could adversely affect its opegatesults.

The Partnerships business involves many hazards and operationsitsj some of which may not be insured or fully coee by insurance. If .
significant accident or event occurs that is notliy insured, if the Partnership fails to recover laknticipated insurance proceeds 1
significant accidents or events for which it is insed, or if it fails to rebuild facilities damagelly such accidents or events, its operations
financial results could be adversely affecte

The Partnershig operations are subject to many hazards inhemegathering, compressing, treating, processingsatlthg natural gas; storir
fractionation, treating, transportation and sellofgNGLs and NGL products; and storing and ternintakefined petroleum products and cr
oil including:

« damage to pipelines and plants, related equipmedtsarrounding properties caused by hurricanesatiwes, floods, fires and ot
natural disasters, explosions and acts of terrgi

« inadvertent damage from third parties, includirgnirmotor vehicles or construction, farm and utityuipment
« leaks of natural gas, NGLs and other hydrocarbenassses of natural gas or NGLs as a result ofrtafunction of equipment or facilitie

« spills or other unauthorized releases of natural, gdGLs, other hydrocarbons or waste materials toataminate the environme
including soils, surface water and groundwater, @theérwise adversely impact natural resources;

« other hazards that could also result in personatyrand loss of life, pollution and suspensioroperations

These risks could result in substantial lossestdyeersonal injury, loss of life, severe damagerd destruction of property and equipment
pollution or other environmental damage and maylteés curtailment or suspension of the Partnershiplated operations. A natural disaste
other hazard affecting the areas in which the IRastrip operates could have a material adversetaffeds operations. For example, in 2
Hurricanes Katrina and Rita damaged gathering syst@rocessing facilities, NGL fractionators angdgtines along the Gulf Coast, includ
certain of the Partnership’facilities, and curtailed or suspended the opmratof various energy companies with assets inréggon. Thi
Louisiana and Texas Gulf Coast was similarly impeddh September 2008 as a result of Hurricanesa@wstid lke. The Partnership is not fi
insured against all risks inherent to its busin®gkile we are insured for pollution resulting framvironmental accidents that occur on a su
and accidental basis, we may not be insured agalinstvironmental accidents that might occur, safhehich may result in toxic tort claims.
a significant accident or event occurs that isfoly insured, if the Partnership fails to recowk anticipated insurance proceeds for signifi
accidents or events for which it is insured, oit ifails to rebuild facilities damaged by such agits or events, its operations and finai
condition could be adversely affected. In addititre Partnership may not be able to maintain oainbinsurance of the type and amoul
desires at reasonable rates. As a result of madkitions, premiums and deductibles for certairthef Partnershig’ insurance policies ha
increased substantially, and could escalate furtf@r example, following Hurricanes Katrina andaRinsurance premiums, deductibles and co:
insurance requirements increased substantiallytemas were generally less favorable than termsaiald be obtained prior to such hurrica
Insurance market conditions worsened as a resuhefosses sustained from Hurricanes Gustav aednliSeptember 2008. As a result,
Partnership experienced further increases in dédestand premiums, and further reductions in cagerand limits, with some cover:
unavailable at any cost.
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The Partnership may incur significant costs and bdities resulting from performance of pipeline iegrity programs and related repairs.

Pursuant to the Pipeline Safety Improvement AR@32, as reauthorized and amended by the Pipeaispmettion, Protection, Enforcement
Safety Act of 2006, the DOT, through the PHMSA, leopted regulations requiring pipeline operatarsdévelop integrity managem:
programs for transmission pipelines located wherdeak or rupture could do the most harm in “higmsequence areasificluding higt
population areas, areas that are sources of dgnkater, ecological resource areas that are unlyssesitive to environmental damage fro
pipeline release and commercially navigable watgsyanless the operator effectively demonstratesigkyassessment that the pipeline ¢
not affect the area. The regulations require opesaif covered pipelines to:

« perform ongoing assessments of pipeline integ

identify and characterize applicable threats t@ g segments that could impact a high consequerezg
« improve data collection, integration and analy

 repair and remediate the pipeline as necessary

« implement preventive and mitigating actio

In addition, states have adopted regulations simdaexisting DOT regulations for intrastate gathgrand transmission lines. The Partner
currently estimates that it will incur an aggregatest of approximately $8.2 million between 20121 #0914 to implement pipeline integr
management program testing along certain segméits ratural gas and NGL pipelines. This estinddes not include the costs, if any, of
repair, remediation, preventative or mitigatingauts that may be determined to be necessary asiti of the testing program, which costs ct
be substantial. At this time, the Partnership carpredict the ultimate cost of compliance with apglble pipeline integrity managem
regulations, as the cost will vary significantlypgeding on the number and extent of any repairadda be necessary as a result of the pip
integrity testing. The Partnership will continue ftipeline integrity testing programs to assess raathtain the integrity of its pipelines. 1
results of these tests could cause the Partnershizur significant and unanticipated capital apeérating expenditures for repairs or upgr:
deemed necessary to ensure the continued safelatde operation of its pipelines.

Moreover, changes to pipeline safety laws and egguds that result in more stringent or costly saftandards could have a significant adv
effect on us and similarly situated midstream ofmesa On January 3, 2012, President Obama sigre®ifieline Safety, Regulatory Certail
and Job Creation Act of 2011, which, among othargs, directs the Secretary of Transportation tonprigate rules or standards relatini
expanded integrity management requirements, auiomatemoteeontrolled valve use, excess flow valve use, legtiection system installati
and testing to confirm the material strength ofepgperating above 30% of specified minimum yiel@rsgth in high consequence areas. T
safety enhancement requirements and other progisibithis act could require us to install new ordified safety controls, pursue additio
capital projects, or conduct maintenance program&m accelerated basis, any or all of which taskddcresult in our incurring increas
operating costs that could be significant and reaweaterial adverse effect on our financial positomesults of operations.

Unexpected volume changes due to production valligbor to gathering, plant or pipeline system digstions may increase the Partnershig’
exposure to commodity price movements.

The Partnership sells processed natural gas t plairties at plant tailgates or at pipeline poolseints. Sales made to natural gas marketer
endusers may be interrupted by disruptions to volumegwhere along the system. The Partnership attetoptslance sales with volun
supplied from processing operations, but unexpeetddme variations due to production variability tor gathering, plant or pipeline syst
disruptions may expose the Partnership to volumigalemces which, in conjunction with movements imowodity prices, could materia
impact the Partnership’s income from operations cagh flow.
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The Partnership requires a significant amount of sl to service its indebtedness. The Partnershigbility to generate cash depends on m
factors beyond its contro

The Partnershig ability to make payments on and to refinancénidgbtedness and to fund planned capital expemditdepends on its ability
generate cash in the future. This, to a certaiargxts subject to general economic, financial, petitive, legislative, regulatory and other fac
that are beyond its control. We cannot assure lratithe Partnership will generate sufficient cdstv firom operations or that future borrowit
will be available to it under its credit agreementotherwise in an amount sufficient to enableoitpay its indebtedness or to fund its o
liquidity needs. The Partnership may need to refeaall or a portion of its indebtedness at or efoaturity. We cannot assure you that
Partnership will be able to refinance any of itdehtedness on commercially reasonable terms di at a

Failure to comply with existing or new environmeritlaws or regulations or an accidental release adizardous substances, hydrocarbons
wastes into the environment may cause the Partngygb incur significant costs and liabilities.

The Partnershig’ operations are subject to stringent federalesdad local environmental laws and regulations gung the discharge
pollutants into the environment or otherwise relgtio environmental protection. These laws andlegigmns may impose numerous obligati
that are applicable to the Partnershipperations including acquisition of a permit lvefeonducting regulated activities, restrictiontygbes
guantities and concentration of materials that banreleased into the environment; limitation orhabdion of construction and operati
activities in environmentally sensitive areas sashwetlands, wilderness regions and other proteateds; requiring capital expenditure:
comply with pollution control requirements, and iosggion of substantial liabilities for pollution gelting from operations. Numerc
governmental authorities, such as the U.S. Enviemtal Protection Agency (“EPA”and analogous state agencies, have the power toce
compliance with these laws and regulations ang#reits issued under them, often requiring diffi@rid costly actions. Failure to comply v
these laws and regulations or any newly adopted lawregulations may trigger a variety of admimgittre, civil and criminal enforceme
measures, including the assessment of monetanytigsnar other sanctions, the imposition of remedialigations and the issuance of orc
enjoining future operations or imposing additionampliance requirements on such operations. Ceeiaronmental laws impose strict, jc
and several liability for costs required to clegm and restore sites where hazardous substancesychydons or waste products have
disposed or otherwise released. Moreover, it isumabmmon for neighboring landowners and othedtparties to file claims for personal inji
and property damage allegedly caused by noise, odathe release of hazardous substances, hydratarbo waste products into !
environment.

There is inherent risk of incurring environmentasts and liabilities in connection with the Parsiép’s operations due to its handling of nat
gas, NGLs and other petroleum products, becausé eimissions and produtated discharges arising out of its operationsl, @s a result
historical industry operations and waste disposatiices. For example, an accidental release froenod the Partnershigfacilities could subje
it to substantial liabilities arising from envirommtal cleanup and restoration costs, claims madediyhboring landowners and other tl
parties for personal injury, natural resource amdperty damages and fines or penalties for relatethtions of environmental laws
regulations. Moreover, stricter laws, regulationsenforcement policies could significantly incredke Partnershig’ operational or complian
costs and the cost of any remediation that may hecoecessary. Additionally, environmental groupsehdrom time to time, advocat
increased regulation on the issuance of drillingmts for new natural gas wells in areas where perate, including the Barnett Shale area.
adoption of any laws, regulations or other leg&hforceable mandates that result in more stringenémission limitations or that restrict
prohibit the drilling of new natural gas wells fany extended period of time could increase theneeships operating and compliance cost
well as reduce the rate of production of natural ggerators with whom the Partnership has a busirgationship, which could have a mate
adverse effect on the Partnership’s results ofaters and cash flows.
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Increased regulation of hydraulic fracturing couldesult in reductions or delays in drilling and congting new oil and natural gas well
which could adversely impact the Partnershipfevenues by decreasing the volumes of natural ted the Partnership gathers, processes
fractionates.

Hydraulic fracturing is a process used by oil aad gxploration and production operators in the detigm of certain oil and gas wells wher:
water, sand and chemicals are injected under peessto subsurface formations to stimulate gas amdy lesser extent, oil production. -
process is typically regulated by state oil and gammissions but the EPA has asserted federal atgylauthority over hydraulic fracturi
involving diesel under the Safe Drinking Water Acf*SDWA”) Underground Injection Control Program and has begerprocess of draftil
guidance documents related to this asserted regulauthority. In addition, legislation has beetraduced before Congress to provide
federal regulation of hydraulic fracturing and &xuire disclosure of the chemicals used in the dayldr fracturing process. Moreover, sc
states have adopted, and other states are comgjdetbpting, regulations that could restrict hydlcafracturing in certain circumstances.

example, Texas adopted a law in June 2011 requdisgosure to the Railroad Commission of Texas @&l public of certain informatic
regarding the constituents used in the hydrafudicturing process. Adoption of legislation or afyamplementing regulations placing restricti
on hydraulic fracturing activities could impose cgt@nal delays, increased operating costs andiaddl regulatory burdens on exploration
production operators, which could reduce their potidn of natural gas and, in turn, adversely affae Partnershig’ revenues and results
operations by decreasing the volumes of naturatlggtst gathers, processes and fractionates.

In addition, several governmental reviews are eithederway or being proposed that focus on enviemtal aspects of hydraulic fractur
practices. The White House Council on Environme@ahlity is coordinating an administrativéde review of hydraulic fracturing practic
and a committee of the United States House of Reptatives has conducted an investigation of hyidrénacturing practices. The EPA t
commenced a study of the potential environmenfalces of hydraulic fracturing on drinking water agibundwater, with initial results expec
to be available by late 2012 and final results B4 Moreover, the EPA is developing effluent stadd for the treatment and dispose
wastewater resulting from hydraulic fracturing eitiés and plans to propose those standards by.2Dt¥er governmental agencies, incluc
the U.S. Department of Energy and the U.S. Departroé the Interior, are evaluating various othepeads of hydraulic fracturing. The
ongoing or proposed studies, depending on theiregegf pursuit and any meaningful results obtaimed)d spur initiatives to further regul
hydraulic fracturing under the federal Safe DrirgkWater Act or other regulatory mechanisms, whieéngés could delay or curtail productior
natural gas by exploration and production operatwse of which are the Partnership’s customeis tlams reduce demand for the Partnerghip’
midstream services.

A change in the jurisdictional characterization acfome of the Partnersh’s assets by federal, state or local regulatory ages or a change i
policy by those agencies may result in increasegulation of the Partnershi’s assets, which may cause its revenues to declimeaperating
expenses to increase.

Venice Gathering System, L.L.C. (*VGST1$ a wholly owned subsidiary of VESCO engaged ie Husiness of transporting natural ga
interstate commerce, under authorization granteanulysubject to the jurisdiction of FERC underk@A. VGS owns and operates a natural
gathering system extending from South TimbalierckRl@35 to an onshore interconnection to a natumal grocessing plant owned by VES!
With the exception of our interest in VGS, our aggiiems are generally exempt from FERC regulatiodeurthe NGA, but FERC regulation <
affects our norFERC jurisdictional businesses and the marketspfoducts derived from these businesses. The NGAnpte natural ge
gathering facilities from regulation by FERC asaunal gas company under the NGA. The Partnersélip\es that the natural gas pipeline
its gathering systems meet the traditional tesREBas used to establish a pipelgstatus as a gatherer not subject to regulati@annasural ge
company. However, the distinction between FERC letgd transmission services and federally unregdlggathering services is the subjec
substantial, on-going litigation, so the classifica and regulation of the Partnerskigathering facilities are subject to change basetuture
determinations by FERC, the courts or Congresadtition, the courts have determined that certgirlmes that would otherwise be subjec
the ICA are exempt from regulation by FERC under fBA as proprietary lines. The classification dfree as a proprietary line is a fdoése:
determination subject to FERC and court review.dkdingly, the classification and regulation of soofehe Partnershig’ gathering facilitie
and transportation pipelines may be subject to ghdmased on future determinations by FERC, thetgooir Congress.

While the Partnershipsiatural gas gathering operations are generally pkénomm FERC regulation under the NGA, its gas gétlg operatior
may be subject to certain FERC reporting and pgsteguirements in a given year. FERC has issuddah ffule (as amended by orders
rehearing and clarification), Order 704, requiraggtain participants in the natural gas marketuigiog intrastate pipelines, natural gas gathe
natural gas marketers and natural gas processmisehgage in a minimum level of natural gas salepurchases to submit annual reg
regarding those transactions to FERC. It is thpamsibility of the reporting entity to determine it individual transactions should be repo
based on the guidance of Order No. 704. Order 19d. &so requires market participants to indicatetiver they report prices to any in
publishers and, if so, whether their reporting cbegpwith FERC's policy statement on price repagtin
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In addition, FERC has issued a final rule, (as atednby orders on rehearing and clarification), @rd20, requiring major noimterstat
pipelines, defined as certain norierstate pipelines delivering, on an annual hasisre than an average of 50 million MMBtu of ga®othe
previous three calendar years, to post daily aeitdormation regarding the pipelireetapacity and scheduled flows for each receiptdatidery
point that has design capacity equal to or gretiten 15,000 MMBtu/d and requiring interstate pipe$i to post information regarding

provision of nonotice service. In October 2011, Order 720, asfiddr was vacated by the Court of Appeals for fifgh Circuit with respect 1
its application to nonnterstate pipelines. In December 2011, the Fifttcuit confirmed that Order 720, as clarified, rensal applicable 1
interstate pipelines with respect to posting infation regarding the provision of mwtice service. The Partnership takes the positiahat thi
time it and its subsidiaries are exempt from thisr

In addition, FERC recently issued an order extemdiartain of the opeaecess requirements including the prohibition owdrll arrangemen
and shipper-must-haudle provisions to include Hinshaw pipelines te thxtent such pipelines provide interstate serHoavever, FERC issur
a Notice of Inquiry on October 21, 2010, effectivelspending the recent ruling and requesting camsnen whether and how holders of f
capacity on Section 311 and Hinshaw pipelines shbalpermitted to allow others to make use of tfigir interstate capacity, including to wi
extent buy/sell transactions should be permittdee Partnership has no way to predict with certaimfiether and to what extent the Notici
Inquiry will result in a modification to the FERCisevious ruling.

Other FERC regulations may indirectly impact thetfaship’s businesses and the markets for prodierised from these businesses. FERC’
policies and practices across the range of itsrabgias regulatory activities, including, for exdmpts policies on open access transportatior
quality, ratemaking, capacity release and marketezepromotion, may indirectly affect the intrastatatural gas market. In recent years, F
has pursued proempetitive policies in its regulation of intergtatatural gas pipelines. However, we cannot agsarghat FERC will contint
this approach as it considers matters such asipgpedtes and rules and policies that may affegtitsi of access to transportation capacity.
more information regarding the regulation of Tasgaperations, see “ltem 1. Business—Regulationp#r&tions.”

Should the Partnership fail to comply with all apphble FERC administered statutes, rules, regulatgoand orders, it could be subject
substantial penalties and fine:

Under the Domenici-Barton Energy Policy Act of 2Q0BP Act 2005"),which is applicable to VGS, FERC has civil penaltithority under tr
NGA to impose penalties for current violations @ 1 $1million per day for each violation and disgorgemehiprofits associated with a
violation. While the Partnershigp’'systems, other than VGS, have not been reguigtd¢ERC as a natural gas company under the NGAQ
has adopted regulations that may subject certaits atherwise nof=ERC jurisdictional facilities to FERC annual refmg and daily scheduli
flow and capacity posting requirements. Additionges and legislation pertaining to those and othatters may be considered or adopte
FERC from time to time. Failure to comply with tieosegulations in the future could subject the Rastip to civil penalty liability. For mo
information regarding regulation of Targa’s opera, see “ltem 1. Business—Regulation of Operations

The adoption of climate change legislation or regitilons restricting emissions of GHGs could resuitincreased operating costs and redu
demand for the products and services the Partnepspiovides.

In December 2009, the EPA published its findings #imissions of carbon dioxide, methane and othesrdiouse gases (“GHGgjesent a
endangerment to public health and the environmepalise emissions of such gases are, according t8RA, contributing to warming of t
earths atmosphere and other climatic changes. Basethase tfindings, the EPA adopted two sets of rulgsileging GHG emissions unc
existing provisions of the Clean Air Act, includirane that requires a reduction in emissions of GHt@Gs motor vehicles and another t
requires certain construction and operating perenitews for GHG emissions from certain large staiy sources. The stationary source
rule addresses the permitting of GHG emissions fstationary sources under the Clean Air Act Prdeantf Significant Deterioration (“PSD”
construction and Title V operating permit programstsuant to which these permit programs have Bedlored” to apply to certain statione
sources of GHG emissions in a mudtep process, with the largest sources first stulifeermitting. Moreover, because the EPA asst
responsibility for issuing Clean Air Act PSD consgttion and Title V operating permits for GHG emis® in Texas in December 2010, tt
two permitting programs are now subject to duas edtapprovals at the state and federal level$eck¥e January 2, 2011, operators in T¢
with stationary sources emitting GHGs in excesapglicable regulatory thresholds must obtain seépd*&D and/or Title V permits from eact
the EPA, with respect to GHG emissions, and theag&ommission on Environmental Quality (“TCEQ”) wiespect to all other regulated non-
GHG emissions. Facilities required to obtain PSibes for their GHG emissions will be required tluce those emissions according tbes
available control technologystandards for GHGs. In addition, the EPA adoptéelsreequiring the monitoring and reporting of GH@igsion:
from certain sources, including, among others, orsland offshore oil and natural gas productionlifees and onshore oil and natural
processing, transmission, storage and distribd#oilities on an annual basis, which includes éertd our operations.
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In addition, the United States Congress has frome tio time considered adopting legislation to redemmissions of GHGs and almost half of
states have already taken legal measures to regmissions of GHGs primarily through the plannedeadewment of GHG emission inventor
and/or regional GHG cap and trade programs. Thetamoof legislation or regulatory programs to redwemissions of GHGs could require
Partnership to incur increased operating costsoorpty with new regulatory or reporting requirementse division of PSD construction &
Title V operating permit authority in Texas betweba EPA and TCEQ may cause the Partnershipxas operations to experience added d
in obtaining permit coverages, which delays maysigmificant. Any such legislation or regulatory grams could also increase the cos
consuming, and thereby reduce demand for, the alafjass and NGLs the Partnership processes ordreatgés, which could have an adw
effect on the Partnershipbusiness, financial condition and results of afiens. Finally, it should be noted that some d@&nhave conclude
that increasing concentrations of GHGs in the Eartimosphere may produce climate changes that igmdicant physical effects, such
increased frequency and severity of storms, drajgind floods and other climatic events. If anyhseffects were to occur, they could hav
adverse effect on the Partnership’s financial ciboriand results of operations.

Recently proposed rules regulating air emissionsrr oil and natural gas operations could cause tharthership as well as natural gi
exploration and production operators to incur incased capital expenditures and operating costs adl we cause the Partnership
experience reduced demand for its gathering, praieg or fractionation services.

On July 28, 2011, the U.S. Environmental Protectigency (“EPA”) proposed rules that would establish new air emissamntrols for oil an
natural gas production and natural gas processpagations. Specifically, EPA’ proposed rule package includes New Source Peafun
Standards (“NSPS”) to address emissions of sulfutide and volatile organic compounds (“VOCsdpd a separate set of emission standal
address hazardous air pollutants frequently assatiaith oil and natural gas production and proicesactivities. The EPA proposal woul
require the reduction of VOC emissions from oil aradural gas production facilities by mandating tise of “green completiongdr hydraulic
fracturing, which requires the operator to recaether than vent the gas and natural gas liquigisabme to the surface during completion o
fracturing process. The proposed rules also wostdbdish specific requirements regarding emissfoos compressors, dehydrators, stol
tanks and other production equipment. In additibe, rules combined with other federal and statesrtthat regulate air emissions that im
natural gas gathering and processing operationsdwestablish new operating requirements for thereaships business. The EPA will rece
public comment and hold hearings regarding the ggeg rules and must take final action on them Wyrdaey 28, 2012. If finalized, these rL
could require a number of modifications to the Renship’s customer’s as well as the Partnershigserations including the installation of r
equipment. Compliance with such rules could resulsignificant costs as well as delays in well céetipns by the Partnership’customer
including increased capital expenditures and opegatosts, which may adversely impact the Partngrstbusiness. Moreover, the incurrenc
such expenditures and costs by the Partnershiplertion and production custometrsiuld result in reduced production by those custsrac
thus translate into reduced demand for the Pahipssgathering, processing or fractionation seggic

Pipeline safety legislation and regulations expandiintegrity management programs or requiring these of certain safety technologies co
require the Partnership to use more comprehensivedastringent safety controls and subject the Pantsieip to increased capital ar
operating costs.

Congress is currently considering adopting legstathat would establish more stringent pipelinfesarequirements. The proposed legislal
if adopted, could impose strengthened pipelinegnie management system requirements, includingaedmg those requirements to pipel
outside high consequence areas, as well as mangesit non-integrity pipeline measures such asutteeof automatic or remote-controlled shut-
off valves on pipeline facilities. In addition, dtay 5, 2011, the federal Pipeline and Hazardousehits Safety Administration, or “PHMSA”
published a final rule expanding pipeline safetyuieements including added reporting obligationd aregrity management standards to ce
rural low-stress hazardous liquid pipelines that were notipusly regulated in such manner. Also, on August 2011, PHMSA published
advance notice of proposed rulemaking in whichabency is seeking public comment on a number oh@bs to regulations governing
safety of gas transmission pipelines, gatheringsliand related facilities including, among othéngh, whether PHMSA should: (i) @efine the
term “gathering line,” (ii) require the submissiohannual, incident and safetgtated conditions reports by operators of all gatiy lines, (iii
establish a new, risk-based regime of safety requeénts for largeliameter, high pressure gas gathering lines inl tacations, (iv) enhance t
requirements for internal corrosion control of gathg lines, and (v) apply its gas integrity marmagat requirements to onshore gas gath
lines. The adoption of legislation or regulatiohattapply more comprehensive or stringent safetydstrds to gathering lines could require
Partnership to install new or modified safety colstrpursue added capital projects, or conduct reaamce programs on an accelerated bas
of which could require the Partnership to incurré@ased operational costs that could be signifieawt have a material adverse effect or
Partnership’s financial position or results of gigms.
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The recent adoption of derivatives legislation hetUnited States Congress could have an adversecefbn the Partnershi ability to us
derivative instruments to reduce the effect of cowfity price, interest rate and other risks assoeidiwith its business.

The United States Congress adopted comprehensiaeciial reform legislation that establishes fedexadrsight and regulation of the over-the-
counter derivatives market and entities, such asP@rtnership, that participate in that market. e legislation, known as the Doédank
Wall Street Reform and Consumer Protection Act (fhet”), was signed into law by the President on July 2102@nd requires the CFTC ¢
the SEC to promulgate rules and regulations imptgimg the new legislation. In its rulemaking undke Act, the CFTC issued regulatis
which set position limits for certain futures angtion contracts in the major energy markets andsfeaps that are their economic equivale
provided, however certain bona fide hedging trati@as or positions are exempt from these positionits. The financial reform legislation a
subsequent rulemaking may require the Partnerahigomply with margin requirements and with cert@learing and tradexecutiol
requirements in connection with its derivative @ts, although the application of those provisido the Partnership is uncertain at this t
The financial reform legislation may also requimicterparties to the Partnershiplerivative instruments to spin off some of thagrivative:
activities to a separate entity, which may not beeditworthy as the current counterparty. The fegislation and any new regulations cc
significantly increase the cost of derivative cants (including through requirements to post cetlt which could adversely affect
Partnership available liquidity), materially alter the termfderivative contracts, reduce the availabilitydefivatives to protect against risks
Partnership encounters, reduce the Partnershigityab monetize or restructure its existing dettive contracts, and increase the Partnership’
exposure to less creditworthy counterparties. & Bartnership reduces its use of derivatives assaltrof the legislation and regulations.
results of operations may become more volatileitsndash flows may be less predictable, which caualdersely affect its ability to plan for ¢
fund capital expenditures. Finally, the legislati@as intended, in part, to reduce the volatilityodfand natural gas prices, which some legisl;
attributed to speculative trading in derivativesd asommodity instruments related to oil and natgas. The Partnershg’revenues cou
therefore be adversely affected if a consequentieoliegislation and regulations is to lower comityodrices. Any of these consequences c
have a material adverse effect on us and the Pahiipethe Partnership’s financial condition, ahd Partnership’s results of operations.

The Partnership’s interstate common carrier liquigspeline is regulated by the Federal Energy Regiolky Commission.

Targa NGL Pipeline Company LLC (“Targa NGL"), oné the Partnershiig subsidiaries, has interstate NGL pipelines thatansidere
common carrier pipelines subject to regulation BRE under the ICA. More specifically, Targa NGL anantwelve inch diameter pipeline t
runs between Lake Charles, Louisiana and Mont Balviexas. This pipeline can move mixed NGL andtpINGL products. Targa NGL al
owns an eight inch diameter pipeline and a 20 dieimeter pipeline each of which run between Morivide, Texas and Galena Park, Te:
The eight inch and the 20 inch pipelines are paenoextensive mixed NGL and purity NGL pipelineegt and delivery system that provi
services to domestic and foreign import and expastomers. The Interstate Commerce Act (“ICASYuires that the Partnership maintain ta
on file with FERC for each of these pipelines. Tdtariffs set forth the rates the Partnership aesifgr providing transportation services as
as the rules and regulations governing these ssrvithe ICA requires, among other things, thatsrateinterstate common carrier pipeline
“just and reasonable” and nondiscriminatory. Alipglers on these pipelines are the Partnership’sidialoies.

Terrorist attacks and the threat of terrorist attle have resulted in increased costs to the Parthgr'ss business. Continued hostilities in t
Middle East or other sustained military campaignsaphadversely impact the Partnersl's results of operations.

The longterm impact of terrorist attacks, such as the kftaéleat occurred on September 11, 2001, and tleattlof future terrorist attacks on
Partnerships industry in general and on it in particular ig koown at this time. However, resulting regulatoseguirements and/or rela
business decisions associated with security aetyltio increase the Partnership’s costs.

Increased security measures taken by the Partpeashia precaution against possible terrorist adtddve resulted in increased costs t
business. Uncertainty surrounding continued hdssliin the Middle East or other sustained militaampaigns may affect the Partnership’
operations in unpredictable ways, including disium of crude oil supplies and markets for its meid, and the possibility that infrastruct
facilities could be direct targets, or indirectualsies, of an act of terror.

Changes in the insurance markets attributablertorist attacks may make certain types of insuranoee difficult for the Partnership to obte
Moreover, the insurance that may be available & Rhartnership may be significantly more expenshantits existing insurance coverags
coverage may be reduced or unavailable. Instabilitthe financial markets as a result of terrorismwar could also affect the Partnership’
ability to raise capital.
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Item 1B. Unresolved Staff Comments.

None.

Item 2. Properties .

A description of our properties is contained irefit 1. Business” of this Annual Report.

Our principal executive offices are located at 1Q@@Qisiana Street, Suite 4300, Houston, Texas 7#@Rour telephone number is 713-584-
1000.

Item 3. Legal Proceedings.

We are not a party to legal proceedings other thgal proceedings arising in the ordinary cours@wf business. We are a party to var
administrative and regulatory proceedings that hasisen in the ordinary course of our business. ‘%een 1. Business —Regulation ¢
Operations” and “Item 1. Business — Environmerttidalth and Safety Matters.”

Item 4. Mine Safety Disclosures.

Not applicable
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PART Il
Item 5. Market for Registrant’'s Common Equity, Related Stockholder Matters and Issuer Purchases of Edty Securities.
Market Information
Our common stock has been listed on the New YookISExchange since December 7, 2010 under the dyfiB&P.” The following table se

forth the high and low sales prices of the commiocks as reported by The New York Stock Exchang¢YSE”) through December 31, 20
and the amount of cash dividends declared sincéRgir

Stock Prices Dividends
Quarter Ended High Low Declared
December 31, 201 $ 4112 % 26.7¢  $ 0.336:
September 30, 201 34.91 26.01 0.307¢
June 30, 201 36.7: 29.4¢ 0.290(
March 31, 201: 36.7(C 26.51 0.272¢
December 31, 201 28.4( 23.5( 0.061¢ (1)

(1) Represents a prorated dividend for the portiormeffourth quarter of 2010 that the Company wasipu

As of February 17, 2012, there were approximatél &ockholders of record of our common stock. Thisiber does not include stockholc
whose shares are held in trust by other entitibe. dctual number of stockholders is greater themtimber of holders of record.

Stock Performance Graph

The graph below compares the cumulative returrotders of Targa Resources Corp.'s common stockN¥®E Composite index (theN'YSE
Index") and the Alerian MLP Index ("the MLP IndexThe performance graph was prepared based omlbeing assumptions: (i) $100 w
invested in our common stock at $24.70 per shae ¢losing market price at the end of our firstling day), in the NYSE Index, and the M
Index on December 7, 2010 (our first day of tradliagpd (ii) dividends were reinvested on the relévaayment dates. The stock pi
performance included in this graph is historical ant necessarily indicative of future stock pregformance.

$170.00

516000

5150.00

514000

5130.00

512000

5100.00

590.00
7-Dec-10 31-Dec-10 31-Dec11
=4=Targa Resources Corp. [TRGP) 5100.00 5108.54 $168.51
NYSE Compaosite Index [NYA) 5100.00 5102.90 596.61
== Alerian MLP Index [AMZ} 5100.00 510156 6108.93

Pursuant to Instruction 7 to Item 201(e) of RedalaSK, the above stock performance graph and relatiuinmation is being furnished anc
not being filed with the SEC, and as such shallb@teemed to be incorporated by reference intdiking that incorporates this Annual Reg
by reference.
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Overview of Dividends

During 2011 and 2010, our stockholders have rededreidends from us on a pro rata basis. PrioruolBO in 2010, holders of our previou
outstanding preferred stock received their pro msitare of (i) an $18 million dividend paid on Nouen22, 2010; (i) a $220 millic
extraordinary dividend paid in April 2010; and Y& $200 million extraordinary dividend paid on t@mmon stock (treating the preferred s
on a common stock equivalent basis) in April 2080bsequent to our IPO, holders of our common shasle been paid in accordance with
dividend policy.

Our Dividend Policy

We intend to pay to our stockholders, on a quarteskis, dividends equal to the cash we receiva fsar Partnership distributions, less rese
for expenses, future dividends and other usesdf,dacluding:

« Federal income taxes, which we are required tobgmpause we are taxed as a corporation;
« the expenses of being a public company;

« other general and administrative expenses;

« general and administrative reimbursements to thme@aship;

« capital contributions to the Partnership upon g8suance by it of additional partnership securitiege choose to maintain the gent
partne’s 2.0% interest

« reserves our board of directors believes prudentamtain;

« our obligation to (i) satisfy tax obligations asisted with previous sales of assets to the Paittigréi) reimburse the Partnership
certain capital expenditures related to Versadonfieted in 2011) and (iii) provide the Partnershigh limited quarterly distributio
support through 2011 (completed in 2011, with nppsut provided), all as described in more detailNtfanagement® Discussion ar
Analysis of Financial Condition and Results of Ggiem«—Liquidity and Capital Resourc¢’ and

« interest expense or principal payments on any itedisless we incur.

If the Partnership is successful in implementirgghtisiness strategy and increasing distributionisstpartners, we would generally expec
increase dividends to our stockholders, althoughtithing and amount of any such increased dividevilsiot necessarily be comparable to
increased Partnership distributions. We cannotrassau that any dividends will be declared or paithe future.

The determination of the amount of cash dividemduding the quarterly dividend referred to abo¥eny, to be declared and paid will dep
upon our financial condition, results of operatiocesh flow, the level of our capital expenditufesiyre business prospects and any other m
that our board of directors deems relevant. ThénBeships debt agreements contain restrictions on the payofeistributions and prohibit tl
payment of distributions if the Partnership is ifallt. If the Partnership cannot make incentiv&ritiutions to the general partner or lim
partner distributions to us, we will be unable &y mividends on our common stock.

The Partnership’s Cash Distribution Policy

Under the Partnership’partnership agreement, available cash is defme@nerally mean, for each fiscal quarter, alhcais hand at the date
determination of available cash for that quartes léhe amount of cash reserves established byetherg partner to provide for the pro
conduct of the Partnershgpbusiness, to comply with applicable law or anyeagent binding on the Partnership and its subsidiaand t
provide for future distributions to the Partnerskipnitholders for any one or more of the upcomimg fquarters. The determination of avail:
cash takes into account the possibility of esthbig cash reserves in some quarterly periods thatRartnership may use to pay ¢
distributions in other quarterly periods, therelmalgling it to maintain relatively consistent cadbtribution levels even if the Partnerstip’
business experiences fluctuations in its cash foperations due to seasonal and cyclical factors.géneral partnes’determination of availak
cash also allows the Partnership to maintain resete provide funding for its growth opportunitiéthe Partnership makes its quart
distributions from cash generated from its operatj@and those distributions have grown over timigsasusiness has grown, primarily as a re
of numerous acquisitions and organic expansioreptsjthat have been funded through external fimg®burces and cash from operations.
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The actual cash distributions paid by the Partnprghits partners occur within 45 days after the ef each quarter. Since second quarter :
the Partnership has increased its quarterly castrilgition 11 times. During that time period, thart®ership has increased its quar
distribution by 79% from $0.3375 per common unit,$4.35 on an annualized basis, to $0.6025 per camumit, or $2.41 on an annuali
basis.

For a discussion of restrictions on our and ousilifries’ ability to pay dividends or make distritons, please see “Managemenbiscussio
and Analysis of Financial Condition and ResultOgferations—Credit Facilities and Long-Term Debttasiote 8 “Debt Obligationsto oul
consolidated financial statements beginning on padeof this Form 10-K.

Equity Compensation Plans

For information on our equity compensation plarisape see Item 12S&curity Ownership of Certain Beneficial Owners dtahagement ar
Related Stockholder Matters — Securities Authorifed Issuance Under Equity Compensation Plans” &lwde 22 ‘Stock and Othe
Compensation Plans” to our consolidated finandetesnents beginning on page F-1 of this Form 10-K.

Recent Sales of Unregistered Stock

None

Repurchase of Equity by Targa Resources Corp or Affiated Purchasers.

None
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Item 6. Selected Financial Data.

The following table presents selected historicaismbidated financial and operating data of TargadrReces Corp. for the periods and as o
dates indicated. We derived this information froor distorical consolidated financial statements aocdompanying notes. This informat
should be read together with, and is qualifiedtsneintirety, by reference to those financial staets and notes, which for the years 2011,

and 2009 begins on page F-1 of this Form 10-K.

2011 2010 2009 2008 2007
(In millions, except per share amounts

Statement of operations data

Revenue! $ 6,994.! $ 5476.. $ 45421 $ 7,998.¢ $ 7,297..
Income from operation 351.1 196.1 217.2 234.t 280.3
Net income 2154 63.2 79.1 134.¢ 104.2
Net income (loss) attributable to Targa Resouraap( 30.7 (15.0 29.Z 37.: 56.1
Dividends on Series B preferred stc - (9.5 (17.8) (16.¢) (31.6)
Net income (loss) available to common sharehol 30.7 (202.9) - - -
Net loss per common she- basic 0.7¢ (30.99 - - -
Net loss per common she- diluted 0.74 (30.99 - - -
Balance sheet data (at end of period

Total asset $ 3,831.( $ 3,393.¢ $ 3,367.5 % 3,641.¢ $ 3,795.;
Long-term debt 1,567.( 1,534, 1,593.t 1,976. 1,867.¢
Convertible cumulative participating series B predd

stock - - 308.4 290.€ 273.¢
Total owners' equit 1,330.° 1,036.: 754.¢ 822.( 574.1
Other:

Dividends declared per she $ 1.206: $ 0.061¢ N/A N/A N/A
Dividends paid on series B preferred sh: $ - $ 238.C $ - % - $ 445.1

57




Table of Content
Item 7. Management’s Discussion and Analysis of Famcial Condition and Results of Operations.

The following discussion and analysis of our finahcondition and results of operations should lad in conjunction with our historic
financial statements and notes included in Parbf\this Annual Report. Also, the Partnership fitleseparate Annual Report on Form-K with
the SEC.

Overview
Financial Presentatiol

An indirect subsidiary of ours is the general partof the Partnership. Because we control the gérgartner, under generally accej
accounting principles we must reflect our ownershiprest in the Partnership on a consolidatedsb@sicordingly, the Partnershigpfinancia
results are included in our consolidated finanstatements even though the distribution or transfétartnership assets are limited by the ti
of the partnership agreement, as well as restectigvenants in the Partnersisigending agreements. The limited partner inter@stthe
Partnership not owned by us are reflected in osulte of operations as net income attributablediocontrolling interests. Therefore, througt
this discussion, we make a distinction where ralev@etween financial results of the Partnershipswerthose of us as a standalone p
including our non-Partnership subsidiaries. Seernfemsed Parent Only Financial Statements” inclugteder Note 25 to ourConsolidate
Financial Statements” beginning on page F-1 in Amesual Report.

As a result of the conveyance of all of our remagnbperating assets to the Partnership in Septeftlid, we have no separate, direct oper
activities apart from those conducted by the Pastrip. As such, our cash inflows will primarily st of cash distributions from our interest
the Partnership. The Partnership is required twiklige all available cash at the end of each gquaatter establishing reserves to provide fo
proper conduct of its business or to provide faufe distributions.
The Partnership files its own separate Annual Refdre results of operations included in our comstéd financial statements will differ frc
the results of operations of the Partnership primdue to the financial effects of:

« noncontrolling interests in the Partnership;

« our separate debt obligations;

« certain general and administrative costs applicables as a separate public company;

« federal income taxes; and

« certain non-operating assets and liabilities thatretained.
Our Operations
Currently, we have no separate, direct operatitigiies apart from those conducted by the PartmprsAs such, our cash inflows will primar
consist of cash distributions from our interestghia Partnership. The Partnership is required s$tridute all available cash at the end of ¢
quarter after establishing reserves to providetferproper conduct of its business or to provideudture distributions.

The Partnership’s Operations

The Partnership is engaged in the business of gatgheompressing, treating, processing and seliayral gas; storing, fractionating, treat
transporting and selling NGLs and NGL products; atwting and terminaling refined petroleum prodwetd crude oil.

The Partnership reports its operations in two divis: (i) Natural Gas Gathering and Processingsisting of two reportable segmentsa} Fielc

Gathering and Processing and (b) Coastal GathengProcessing; and (ii) Logistics and Marketingsisting of two reportable segments
(a) Logistics Assets and (b) Marketing and Disttidw..  The financial results of the Partnershipesiging activities are reported in Other.
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The Partnershig’ Natural Gas Gathering and Processing divisiolud®s assets used in the gathering of natural gaiped from oil and g
wells and processing this raw natural gas into heemtable natural gas by extracting NGLs and renguimpurities. The Field Gathering
Processing segmestassets are located in North Texas and the PerBaam of West Texas and New Mexico. The Coastah&mg an
Processing segment’s assets are located in thenahd near offshore regions of the Louisiana Gokist and the Gulf of Mexico.

The Partnershig Logistics and Marketing division is also refertedas the Downstream Business. The DownstreamnBssiincludes all tl
activities necessary to convert raw NGLs into NGbducts and provides certain value added servigels as storing, terminaling, transporti
distributing and marketing of NGLs, refined petrate products and crude oil. It also includes certaitural gas supply and marketing activ
in support of the Partnership’s other operations.

The Partnershig’ Logistics Assets segment is involved in transpgrtstoring and fractionating mixed NGLs; storingrminaling an
transporting finished NGLs; and storing and terringarefined petroleum products and crude oil. Ehassets are generally connected to
supplied in part by, the PartnerstipNatural Gas Gathering and Processing segmentarartedominantly located in Mont Belvieu, Texad
Southwestern Louisiana. This segment includes thieites associated with the Partnersbif2011 acquisitions of refined petroleum prod
and crude oil storage and terminaling facilitiese S2011 Developments”.

The Partnershig’ Marketing and Distribution segment covers agégitequired to distribute and market raw and fie@s natural gas liquids a
all natural gas marketing activities. It includés} marketing the PartnershipNGL production and purchasing NGL products iresield Unite
States markets; (2) providing liquefied petroleuas dpalancing services to refinery customers; é)sporting, storing and selling propane
providing related propane logistics services to tivathte retailers, independent retailers and othdr uesers; and (4) marketing natural
available to the Partnership from the Partnershiatural Gas Gathering and Processing divisiontaagurchase and resale of natural g
selected United States markets.

Other contains the results of the Partnership’smodity hedging activities.
Factors That Significantly Affect Our Results
Our cash flow and resulting ability to pay dividendill be dependent upon the Partnershipbility to make distributions to its partni
including us. The actual amount of cash that thneeship will have available for distributions dlepend primarily on the amount of cash
it generates from its operations.
As of February 17, 2012, our interests in the Rastnip consist of the following:

« a 2% general partner interest, which we hold thinooigr 100% ownership interest in the general paxhée Partnership;

« all IDRs; and

« 12,945,659 of the 89,170,989 outstanding commots wfithe Partnership, representing a 14.5% limp@dnership interest.

Factors That Significantly Affect the Partnership’s Results

The Partnershig’ results of operations are substantially impabtethe volumes that move through its gatheringcessing and logistics ass
changes in commodity prices, contract terms, thgaichof hedging activities and the cost to opeaatd support assets.

Volumes.In the Partnershig’ gathering and processing operations, plant vidddmes and capacity utilization rates generally driven b
wellhead production, its competitive and contratpasition on a regional basis and more broadlyhgyimpact of prices for oil, natural gas
NGLs on exploration and production activity in theeas of its operations. The factors that impaetghathering and processing volumes
impact the total volumes that flow to the PartngrshDownstream Business. In addition, fractionatiolumes are also affected by the loca
of the resulting mixed NGLs, available pipeline aeaipy to transport NGLs to the Partnership’s fracéitors, and the Partnerstigompetitivi
and contractual position relative to other fracatanrs.
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Commodity Prices The following table presents selected annual guatterly industry index prices for natural gadested NGL products al
crude oil and for the periods presented:

lllustrative
Natural Gas Targa NGL Crude Oil
Average Quarterly & Annual Prices $/MMBLtu (1)  $/gallon (2) $/Bbl (3)

2011
4th Quartel $ 3.5 3 1.37 $ 91.8¢
3rd Quarte! 4.2C 1.37 89.5¢
2nd Quarte 4.3z 1.3€ 102.3¢
1st Quarte 4.11 1.2¢ 94.6(
2011 Average $ 4.0 $ 13 % 94.5¢

2010
4th Quatrtel $ 3.8 $ 1.1 $ 85.2¢
3rd Quarte! 4.3¢ 0.94 76.21
2nd Quarte 4.0¢ 1.0C 78.0%
1st Quarte 5.3C 1.1c 78.8¢
2010 Average $ 43¢ $ 1.0t $ 79.6(

2009
4th Quartel $ 4.1¢ $ 1.0z $ 76.1%
3rd Quarte! 3.3¢ 0.8C 68.2¢
2nd Quarte 3.51 0.7C 59.7¢
1st Quarte 4.91 0.61 43.31
2009 Average $ 3.9¢ % 0.7¢ $ 61.87

(1) Natural gas prices are based on average quartethamnual prices from Henry Hu-FERC commercial index price

(2) NGL prices are based on quarterly and annual aesrafjprices from Mont Belvieu N-TET monthly commercial index prices. lllustrat
Targa NGL contains 43% ethane, 30% propane, 11%alajasoline, 6% isobutane and 10% normal but

(3) Crude oil prices are based on quarterly and anauatages of daily prices from West Texas Internted@mmercial index prices
measured on the NYME)

Contract Terms, Contract Mix and the Impact of Cardity Prices.Because of the significant volatility of naturalsgand NGL prices, tt
contract mix of the Partnershiphatural gas gathering and processing segmenglsarhave a significant impact on its profitabiligspeciall
those that create exposure to changes in energgsp(fequity volumes”). Set forth below is a tablenmarizing the mix of the Partnersksip’
natural gas gathering and processing contract®dbt and the potential impacts of commodity price®perating margins:

Percent of
Contract Type Throughput Impact of Commodity Prices

Percent-of-Proceeds/Percent-of-Liquids 40% Decreases in natural gas and or NGL prices gendeateeases in operat
margins.

Fee-Based 3% No direct impact from commodity price movemel

Wellhead Purchases/Keep-whole 21% Increases in natural gas prices relative to NGgwigenerate decrease
operating margin

Hybrid 36% In periods of favorable processing economics (jilar to percent-ofiquids

or to wellhead purchases/keegole in some circumstances, if economic
advantageous to the processor. In periods of undél® processir
economics, similar to f-based

(1) Favorable processing economics typically occur whremessed NGLs can be sold, after allowing focessing costs, at a higher value 1
natural gas on a Btu equivalent ba
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Negotiated contract terms are based upon a vasfeiyctors, including natural gas quality, geogliaghcation, the competitive commodity ¢
pricing environment at the time the contract iscerted, and customer requirements. The gatheringpeowessing contract mix and, accordin
the exposure to natural gas and NGL prices, mapgdas a result of producer preferences, competitind changes in production as w
decline at different rates or are added, the Pesitii@s expansion into regions where different typesaftiacts are more common as wel
other market factors.

The contract terms and contract mix of the Dowmstréusiness can also have a significant impactsoresults of operations. During period
low relative demand for available fractionation aaity, rates were low and frac-paey contracts were not readily available. Currerdgman
for fractionation services is near existing industapacity, rates have increased, contract lertgilie increased and reservation fees are req
These fractionation contracts in the logistics sssegment are primarily fdmsed arrangements while the marketing and disioibisegmer
includes both fee-based and percent-of-proceedsamis.

Impact of the Partnersh’'s Commodity Price Hedging Activitiels1 an effort to reduce the variability of its cdtdws, the Partnership has hed
the commodity price associated with a portion sfekpected natural gas and NGL equity volumes tiird013 and condensate equity volu
through 2014 by entering into derivative instrunseincluding swaps and purchased puts (or floorsih Wese arrangements, the Partnershij
attempted to mitigate its exposure to commoditycgonmovements with respect to its forecasted gast plalumes for these periods. 1
Partnership also actively manages product inverdad/other working capital levels to reduce its Detream exposure to changing NGL pri
For additional information regarding the Partngu&hihedging activities, see “Quantitative and Quaéilie Disclosures About Market Risk
Commodity Price Risk.”

Operating ExpensesVariable costs such as fuel, utilities, poweryse and repairs can impact the Partnershig'sults as volumes fluctu
through its systems. Continued expansion of exjstissets will also give rise to additional opegtixpenses, which will affect the Partnership’
results.

General and Administrative Expenséder the Omnibus Agreement we have with the Pestiig which runs through April 2013, we prov
general and administrative and other services &sdcwith (1) the Partnership’existing assets and any future conveyances kands(2
subject to mutual agreement, future acquisitioomfthird parties. Since October 1, 2010, substiytd of our general and administrative cc
have been and, so long as our only cash generatiegts are ownership interests in the Partnerghipcontinue to be allocated to t
Partnership, other than our direct costs of beipglaic reporting company.

General Trends and Outlook

We expect the midstream energy business environttegbntinue to be affected by the following kegns: demand for our servic
commodity prices, volatile capital markets and @ased regulation. These expectations are basedsomptions made by us and informa
currently available to us. To the extent our unded assumptions about or interpretations of abéélanformation prove to be incorrect,
actual results may vary materially from our expdatesults.

Demand for the Partnerst’s Services.Fluctuations in energy prices can affect productiates and investments by third parties in
development of oil and natural gas reserves. Gépedailling and production activity will increasas energy prices increase. We believe th
current strength of oil, condensate and NGL prazesompared to natural gas prices has caused mnadncand around the Partnershkipature
gas gathering and processing areas of operatidoctes their drilling programs on regions rich iquid forms of hydrocarbons. This focu:
reflected in increased drilling permits and highigrcounts in these areas, and we expect thesatmdito lead to higher inlet volumes in
Field Gathering and Processing segment over thé sexeral years. While we expect demand for thénBeships NGL products to rems
strong, a reduction in demand for NGL products aignificant increase in NGL product supply relatito this demand, could impact
Partnerships business. Increases in demand for internatioalegpropane, along with expansion in the petroatermdustry, which relies ¢
ethane as a feedstock, point towards sustained ribrfeat the Partnershig’ terminaling and storage services in the Downstr@&sines:
Producer activity in areas rich in oil, condensatel NGLs is currently generating increased demandhie Partnership’fractionation servic:
and for related feéased services provided by the Downstream Busivgbie we expect development activity to remainustowith respect !
oil and liquids rich gas development and productimunrently depressed natural gas prices havetessint reduced activity levels surround
comparatively dry natural gas reserves, whetheveational or unconventional.
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Commodity PricesCurrent forward commodity prices as of December2i,1 show natural gas prices strengthening whik.ldnd crude o
prices weaken on an absolute price basis. Variwdissiry commodity price forecasts based on fundémhanalysis may differ significantly frc
forward market prices. Both are subject to change @ multiple factors. There has been and we \eliere will continue to be significe
volatility in commodity prices and in the relatidnigs among NGL, crude oil and natural gas pricesaddition, the volatility and uncertainty
natural gas, crude oil and NGL prices impact dvjli completion and other investment decisions mdpcers and ultimately supply to
Partnership’s systems.

The Partnershig operating income generally improves in an envirent of higher natural gas, NGL and condensategrigrimarily as a resi
of its percent-of-proceeds contracts. The Partigrsiprocessing profitability is largely dependentipoicing, the supply of and market dem
for natural gas, NGLs and condensate, which arermkyts control and have been volatile. Recent weadnomic conditions have negativ
affected the pricing and market demand for natgeasl which caused a reduction in profitability o# tRartnershig processing operations. |
declining commodity price environment, without tadiinto account the Partnerstéghedges, it will realize a reduction in cash flawsler it:
percent-ofproceeds contracts proportionate to average pecténegs. The Partnership has attempted to mitigatexposure to commodity pri
movements by entering into hedging arrangements.aBditional information regarding hedging actietj see Quantitative and Qualitati
Disclosures about Market Risk—Commodity Price Risk.

Volatile Capital MarketsWe and the Partnership are dependent on our abilitt access equity and debt capital markets ierai@ func
acquisitions and expansion expenditures. Globalniiial markets have been, and are expected toncento be, volatile and disrupted and w
economic conditions may cause a significant dedlineommodity prices. As a result, we and the Rasiip may be unable to raise equit
debt capital on satisfactory terms, or at all, wahicay negatively impact the timing and extent tdolvtwe and the Partnership execute grc
plans. Prolonged periods of low commodity pricevalatile capital markets may impact our and theriaships ability or willingness to ent
into new hedges, fund organic growth, connect t@ sepplies of natural gas, execute acquisitiorisnptement expansion capital expenditures.

Increased RegulatiorAdditional regulation in various areas has the ptig¢ to materially impact the Partnerstgpoperations and financ
condition. For example, increased regulation ofraytic fracturing used by producers may cause m@ohe in supplies of natural gas anc
NGLs from producers. Please re‘Risk Factors—ncreased regulation of hydraulic fracturing corddult in reductions or delays in drilling ¢
completing new oil and natural gas wells, whichldadversely impact the Partnersisipevenues by decreasing the volumes of naturahgag
gathers, processes and fractionates.” Similarky ftlithcoming rules and regulations of the CFTC dirajt the Partnershis ability or increas
the cost to use derivatives, which could createemalatility and less predictability in its resuti§ operations. Please read “Risk Factotse—
recent adoption of derivatives legislation by theitedd States Congress could have an adverse effettte Partnership’ability to use derivati\
instruments to reduce the effect of commodity pricterest rate and other risks associated withutness.”

How We Evaluate Our Operations

Our consolidated operations include the operatadrtbe Partnership due to our ownership and comtrthe general partner. We currently h
no separate, direct operating activities from thoseducted by the Partnership. Our financial resdiffer from the Partnershigp’due to th
financial effects of: noncontrolling interests metPartnership, our separate debt obligationsaicenoneperating costs associated with as
and liabilities that we retained and were not ideld in asset conveyances to the Partnership, anmadircgeneral and administrative cc
applicable to us as a separate public company. mant’'s primary measure of analyzing our perforceais the norGAAP measur
distributable cash flow.

Distributable Cash Flow. We define distributable cash flow as distribusotue to us from the Partnership, less our speg#iceral an
administrative costs as a separate public repodirtdy, the interest carry costs associated withdebt and taxes attributable to our earn
Distributable cash flow is a significant performanmetric used by us and by external users of mantiial statements, such as inves
commercial banks, research analysts, and otherorntpare basic cash flows generated by us to the dasdends we expect to pay |
shareholders. Using this metric, management aretreadt users of our financial statements can quickippute the coverage ratio of estimi
cash flows to planned cash dividends. Distributaiaieh flow is also an important financial measunedur shareholders since it serves a
indicator of our success in providing a cash retnmnvestment. Specifically, this financial measurdicates to investomshether or not we a
generating cash flow at a level that can sustasupport an increase in our quarterly dividendsafastributable cash flow is also a quantite
standard used throughout the investment commumitalse the share value is generally determinetidoghtares yield (which in turn is bas
on the amount of cash dividends the entity paysgbareholder).
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The economic substance behind our use of disttiteiteash flow is to measure the ability of our &s$e generate cash flow sufficient to
dividends to our investors.

The GAAP measure most directly comparable to disteble cash flow is net income. Distributable cistv should not be considered as
alternative to GAAP net income. Distributable célskv is not a presentation made in accordance G#WAP and has important limitations as
analytical tool. Investors should not consider riisttable cash flow in isolation or as a substitite analysis of our results as reported u
GAAP. Because distributable cash flow excludes sdmenot all, items that affect net income andefined differently by different compan
in our industry, our definition of distributable gta flow may not be compatible to similarly titledeasures of other companies, thel
diminishing its utility.

Management compensates for the limitations of ibistable cash flow as an analytical tool by reviegvithe comparable GAAP measi
understanding the differences between the measmeténcorporating these insights into its decisiweking process. On January 12, 2012
Partnership announced that the board of directbits general partner declared a quarterly distrdsufor the three months ended Decembe
2011 of $0.6025 per common unit, or an annual cdt$2.41 per common unit. Based on these distdutates, we will receive quarte
distributions of $7.8 million, or $31.2 million oan annualized basis, in respect of our common umithe Partnership, and based on t
distribution rates, we will receive quarterly distitions of $11.0 million and $1.3 million, or $®4million and $5.3 million on an annualiz
basis, based on our IDRs and 2% general partrexests. See Note 9 — Partnership Units and Reldggtbrs.

2011
Targa Resources Corp. Distributable Cash Flov (In millions)
Distributions declared by Targa Resour
Partners LP associated wi
General Partner Interes $ 4.8
Incentive Distribution Right 34.4
Common Units 27.1
Total distributions declared by Targa Resourcegnes LP 66.¢
Income (expenses) of TRC N-Partnershiy
General and administrative expen (8.9
Interest expense, n (4.0
Current cash tax expense (7.9
Taxes funded with cash on hand 10.1
Other income (expense) 2.9
Distributable cash flow $ 60.2

(1) Excludes $4.7 million of non-cash current tax exgeearising from amortization of deferred lotegm tax assets from drop down g:
realized for tax purposes and paid in 2010 foryisr ended December 31, 20

(2) Current period portion of amount established atIlB@ to fund taxes on deferred gains related t@ dimvn transactions that were treate
sales for income tax purposi
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2011
Reconciliation of net income attributable to (In millions)
Targa Resources Corp. to Distributable Cash Flov
Net income of Targa Resources Cc $ 215.¢
Less: Net income of Targa Resources Partners LP (245.9)
Net loss for TRC No-Partnershig (30.7)
Plus: TRC No-Partnership income tax exper 22.2
Plus: Distributions declared by the Partners 66.¢
Plus: Nor-cash loss (gain) on hedg (4.4
Plus: Depreciatio- Nor-Partnership asse 2.8
Less: Current cash tax expense (7.4)
Plus: Taxes funded with cash on hand (2) 10.1
Distributable cash flow $ 60.2

(1) Excludes $4.7 million of non-cash current tax exggemrising from amortization of deferred lomgm tax assets from drop down g:
realized for tax purposes and paid in 2010 foryds@ ended December 31, 20

(2) Current period portion of amount established atIB@ to fund taxes on deferred gains related t@ dimvn transactions that were treate
sales for income tax purposi

How We Evaluate the Partnership’s Operations

The Partnership’s profitability is a function oftllifference between: (i) the revenues the Paftiergceives from its operations, including fee-
based revenues from services and revenues fromatueal gas, NGLs and condensate the Partnershdp ard (ii) the costs associated v
conducting the Partnershgpbperations, including the costs of wellhead ratgas and mixed NGLs that the Partnership purchasewell a
operating and general and administrative coststaedmpact of commodity hedging activities. Becaosenmodity price movements tenc
impact both revenues and costs, increases or dawéathe Partnershiprevenues alone are not necessarily indicativeocoéases or decrea

in its profitability. The Partnership’contract portfolio, the prevailing pricing enwviraent for natural gas and NGLs, and the volumezatira
gas and NGL throughput on its systems are impoftanors in determining its profitability. The Paetships profitability is also affected by t
NGL content in gathered wellhead natural gas, sugpt demand for its products and services andgesaim its customer mi;

Aside from commodity-based revenues, the Partngssprofitability is also impacted by fee-basedeewes. The Partnershipgrowth strateg
largely based on third-party acquisitions of busges and assets as well as expansion of existilijiés, emphasizes assets that generate fee
based revenues. Fixed fees for services such eggetand terminaling are more attractive to theneeships investors because these reve

are not susceptible to changes in market pricesdomodities or to changes in the efficiency of Beetnership’s operational environments.

Management uses a variety of financial measuresopedational measurements to analyze the Partpéssperformance. These include:
throughput volumes, facility efficiencies and feensumption, (2) operating expenses and (3) thewolg non-GAAP measuresgross margir
operating margin, adjusted EBITDA and distributatdsh flow.

Throughput Volumes, Facility Efficiencies and F@einsumptionThe Partnershig’ profitability is impacted by its ability to adew sources ¢
natural gas supply to offset the natural declineexibting volumes from natural gas wells that avanected to its gathering and proces
systems. This is achieved by connecting new weilts adding new volumes in existing areas of productas well as by capturing natural
supplies currently gathered by third parties. Sanhyl, the Partnership’ profitability is impacted by its ability to adeéw sources of mixed NC
supply, typically connected by third-party trangation, to its Downstream Businedggactionation facilities. The Partnership fractitemNGL:
generated by its gathering and processing plastsyedl as by contracting for mixed NGL supply frahird-party gathering, fractionation a
export facilities.
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In addition, the Partnership seeks to increase atipgr margin by limiting volume losses and reduciiogl consumption by increasi
compression efficiency. With its gathering systemstensive use of remote monitoring capabilitieg Bartnership monitors the volume:
natural gas received at the wellhead or centralegl points along its gathering systems, the vauoh natural gas received at its proces
plant inlets and the volumes of NGLs and residuginah gas recovered by its processing plants. TdmnBrship also monitors the volume:
NGLs received, stored, fractionated and deliveretbss its logistics assets. This information ischkead through its processing plants
Downstream Business facilities to determine custose#tlements for sales and volumetated fees for service and help the Partnerstupeas
efficiency and reduce fuel consumption.

As part of monitoring the efficiency of its operts, the Partnership measures the difference bettheevolume of natural gas received al
wellhead or central delivery points on its gathgrgystems and the volume received at the inletsopriocessing plants as an indicator of
consumption and line loss. The Partnership alstkérghe difference between the volume of natural gaeived at the inlet of the proces:
plant and the NGLs and residue gas produced atutiet of such plant to monitor the fuel consumptand recoveries of the facilities. Sim
tracking is performed for its logistics assets. Sehevolume, recovery and fuel consumption measurtsmare an important part of |
Partnership’s operational efficiency analysis.

Operating Expenseperating expenses are costs associated with teeatggn of a specific asset. Labor, contract sesjiaepair ar
maintenance, utilities and ad valorem taxes coraphis most significant portion of the Partnershipperating expenses. These expenses,
than fuel and power, generally remain relativebbt and independent of the volumes through iteesys but fluctuate depending on the st
of the activities performed during a specific pdrio

Gross Margin.We define gross margin as revenues less purchases. It isteghy volumes and commodity prices as well aPduenershigE
contract mix and hedging program. We define Nat@as Gathering and Processing gross margin asdpéahting revenues from the sale
natural gas and NGLs plus service fee revenues,desduct purchases, which consist primarily ofdpi®er payments and other natural
purchases. Logistics Assets gross margin consigtsaply of service fee revenue. Gross margin foarkéting and Distribution equals tc
revenue from service fees and NGL sales, less afosales, which consists primarily of NGL purchaseeansportation costs and change
inventory valuation. The gross margin impacts afhctiow hedge settlements are reported in Other.

Operating Margin.Operating margin is an important performance measfithe core profitability of the Partnerstipoperations. We defi
operating margin as gross margin less operatingresgs. Natural gas and NGL sales revenue includ#smnsent gains and losses on commc
hedges.

Gross margin and operating margin are B®%AP measures. The GAAP measure most directly coafgb@to gross margin and operating me
is net income. Gross margin and operating margennatt alternatives to GAAP net income and have maob limitations as analytical toc
Investors should not consider gross margin andatipgr margin in isolation or as a substitute foalgsis of the Partnershipresults as report
under GAAP. Because gross margin and operatingimasglude some, but not all, items that affectinebme and are defined differently
different companies in our industry, our definitiohgross margin and operating margin may not baparable to similarly titled measures
other companies, thereby diminishing their utility.

Our management reviews business segment grossmraardioperating margin monthly as a core interrethagement process. We believe
investors benefit from having access to the samenfiial measures that our management uses in éngluwar operating results. Gross ma
and operating margin provide useful informationineestors because they are used as supplemendaicfali measures by us and by exte
users of our financial statements, including ingestind commercial banks, to assess:

« the financial performance of the Partnership’s @ssgthout regard to financing methods, capitalaure or historical cost basis;

« the Partnershig’ operating performance and return on capital aspeoed to other companies in the midstream eneggtois withou
regard to financing or capital structure; ¢

« the viability of acquisitions and capital expendétprojects and the overall rates of return orr@édtive investment opportunities.
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Management compensates for the limitations of groasgin and operating margin as analytical toolsréyiewing the comparable GA/
measures, understanding the differences betweendhsures and incorporating these insights intbeitision-making processes.

Adjusted EBITDAThe Partnership defines Adjusted EBITDA as netinedefore interest, income taxes, depreciationaanalrtization, gains
losses on debt repurchases and cash risk management activities related to desedtistruments. Adjusted EBITDA is used as a supplga
financial measure by the Partnership and by exteisexs of our financial statements such as investmmmercial banks and others.

The economic substance behind the Partnershige of Adjusted EBITDA is to measure the abilityts assets to generate cash sufficient tc
interest costs, support its indebtedness and miakgbdtions to its investors.

The GAAP measures most directly comparable to Adju€EBITDA are net cash provided by operating &g and net income. Adjust
EBITDA should not be considered as an alternatv& AAP net cash provided by operating activitie&#AP net income. Adjusted EBITDA
not a presentation made in accordance with GAAP fesdimportant limitations as an analytical toolvdstors should not consider Adjus
EBITDA in isolation or as a substitute for analysfsour results as reported under GAAP. Becausei#tdfl EBITDA excludes some, but not
items that affect net income and net cash provimedperating activities and is defined differeritly different companies in our industry,

definition of Adjusted EBITDA may not be comparakbbesimilarly titted measures of other companies.

The Partnership compensates for the limitationdAdjusted EBITDA as an analytical tool by reviewitige comparable GAAP measul
understanding the differences between the meaauacksicorporating these insights into its decigioaking processes.

Distributable Cash FlowThe Partnership defines distributable cash flownas income attributable to Targa Resources ParthBrolus
depreciation and amortization, deferred taxes amortization of debt issue costs included in inteeapense, adjusted for naash losses (gair
on mark-tomarket derivative contracts and debt repurchasss, haintenance capital expenditures (net of ambresements of project cos
The impact of noncontrolling interests is includedhis measure.

Distributable cash flow is a significant performametric used by the Partnership and by exterreasusf the Partnershipfinancial statemen
such as investors, commercial banks and reseastirsts) to compare basic cash flows generatedd#ntnership (prior to the establishmetr
any retained cash reserves by the board of directoits general partner) to the cash distributitresPartnership expects to pay the Partnership’
unitholders. Using this metric, the Partnerstipianagement and external users of its finan@&dstents can quickly compute the coverage

of estimated cash flows to planned cash distrilmstidDistributable cash flow is also an importamtaficial measure for the Partnership’
unitholders since it serves as an indicator ofRagnerships success in providing a cash return on investn8p#cifically, this financial meast
indicates to investors whether or not the Partriprishgenerating cash flow at a level that canansdr support an increase in the Partnership’
quarterly distribution rates. Distributable casbwflis also a quantitative standard used throughimaitinvestment community with respec
publicly-traded partnerships and limited liabilitpmpanies because the value of a unit of such &ty én generally determined by the usit’
yield (which in turn is based on the amount of cdistributions the entity pays to a unitholder).

The GAAP measure most directly comparable to disteble cash flow is net income attributable togéaResources Partners LP. Distribut
cash flow should not be considered as an altemativGAAP net income attributable to Targa ResaRRartners LP. Distributable cash flov
not a presentation made in accordance with GAAPhasdimportant limitations as an analytical toakdstors should not consider distribut:
cash flow in isolation or as a substitute for ase\of our results as reported under GAAP. Becdistebutable cash flow excludes some, bu
all, items that affect net income and is defindtedently by different companies in the Partnersiimdustry, our definition of distributable ci
flow may not be comparable to similarly titled meees of other companies, thereby diminishing iyt

The Partnership compensates for the limitationglisfributable cash flow as an analytical tool byieiing the comparable GAAP measi
understanding the differences between the meaaunckesicorporating these insights into its decisitaking processes.
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Non-GAAP Financial Measures

The following tables reconcile the n@AAP financial measures of the Partnership usethagagement to their most directly comparable G

measures for the periods indicated:

2011 2010 2009

Reconciliation of Targa Resources Partners LI (In millions)

gross margin and operating margin to net income
Gross margit $ 948.1 $ 7710 $ 710.¢

Operating expenses (287.0) (258.6) (234.4)
Operating margit 661.1 512.% 476.5

Depreciation and amortization expen (178.9) (176.2) (166.7)

General and administrative expen (127.9 (122.9 (118.5

Other operating income (los - 3.3 3.€

Interest expense, n (207.7%) (110.9 (159.9

Income tax expens 4.3 (4.0 (1.2

Gain (loss) on sale of assi (0.2 - -

Gain (loss) on debt repurchas - - (1.5)

Other, net (1) 2.6 31.4 (25.2)
Targa Resources Partners LP Net income $ 2455 $ 134.C $ 7.2
(1) Includes gain on ma-to-market derivatives, equity earnings, insurancendaiand other income (expens

2011 2010 2009

Reconciliation of net cash provided by Targa Resowes Partners LP (In millions)

operating activities to Adjusted EBITDA.:
Net cash provided by (used in) operating activi $ 400.¢ % 367.¢ $ 422.¢
Net income attributable to noncontrolling intere (41.0 (24.9) (19.9)
Interest expense, net ( 95.5 74.¢ 48.2
Gain (loss) on debt repurchas - - (1.5)
Current income tax expen 3.5 2.8 0.3
Other (2) 7.9 (11.9 (13.9
Changes in operating assets and liabilities whagduprovided) casl

Accounts receivable and other as: 150.: 71.2 57.C

Accounts payable and other liabilities (126.7) (84.3) (93.7)
Targa Resources Partners LP Adjusted EBITDA $ 490.8 $ 396.1 $ 400.¢

(1) Net of amortization of debt issuance costs, distand premium included in interest expense of: $hillion for the year ended Decem
31, 2011; $6.6 million for the year ended Decen#r2010, and $3.9 million for the year ended Demen31, 2009. Excludes affiliate ¢

allocated interest expens

(2) Includes equity earnings net of distributions, ation expense associated with asset retiremengatldns, amortization of stock ba:

compensation and gain (loss) on sale of as
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2011 2010 2009

Reconciliation of net income attributable to (In millions)

Targa Resources Partners LP to Adjusted EBITDA:
Net income attributable to Targa Resources Partofe $ 2045 3 1091 $ (12.7)
Add:

Interest expense, net ( 107.7 110.¢ 159.¢

Income tax expens 4.3 4.C 1.2

Depreciation and amortization expen 178.2 176.2 166.7

Risk management activitie 7.2 6.4 95.k

Noncontrolling interests adjustment (11.0) (10.4) (10.5)
Targa Resources Partners LP Adjusted EBITDA $ 490.6 % 396.1 $ 400.¢
(1) Includes affiliate and allocated interest expel

2011 2010 2009

Reconciliation of net income attributable to Targa (In millions)

Resources Partners LP to distributable cash flow
Net income attributable to Targa Resources Partrfe $ 2045 $ 109.1 $ (12.7)
Affiliate and allocated interest exper - 29.4 107.7
Depreciation and amortization expen 178.2 176.2 166.7
Deferred income tax expen 0.8 1.2 0.9
Amortization in interest expen: 12.4 6.1 3.9
Loss (gain) on debt repurchas - - 1.t
Risk management activiti¢ 7.2 6.4 95.k
Maintenance capital expenditut (81.9) (50.9 (44.5)
Other (1) 15.4 (1.0 (7.4)
Distributable cash flow $ 336.7 $ 277.C $ 312.2

(1) Includes reimbursements of certain environmentainteaance capital expenditures by us and the ndralbng interest portion ¢
maintenance capital expenditures and depreciakiparee
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Financial Information — Partnership versus Non-Parnership

As a supplement to the financial statements indudehis 10K, we present the following tables which segregateconsolidated balance sh
results of operations and statement of cash floetsvéen Partnership and N&artnership activities. Partnership results aresered on
common control accounting basis — the same bapited in the Partnership’s Annual Report on FolrKl(the “Partnership Form 10-K"
Except when otherwise noted, the remainder ofrttasagement’s discussion and analysis refers te itisaggregated results.

Balance Sheets — Partnership versus Non-Partnership

2011 2010
Targa Targa
Resources Targa Resources Targa
Corp. Resources TRC - Non- Corp. Resources TRC - Non-
Consolidated  Partners LP Partnership  Consolidated Partners LP Partnership
(In millions)
ASSETS
Current asset:
Cash and cash equivalents $ 145.¢ $ 55.6 $ 90.2 $ 188.¢ $ 76.2 $ 112.1
Trade receivables, n 575.% 575.¢ (0.2 466.€ 466.1 0.5
Inventory 92.2 92.1 0.1 50.4 50.2 0.1
Deferred income taxes ( 0.1 - 0.1 3.6 - 3.€
Assets from risk management activit 41.C 41.C - 25.2 25.2 -
Other current assets (1) 11.7 2.7 9.C 16.3 2.9 13.4
Total current assets 866.5 767.% 99.2 750.5 620.¢ 129.7
Property, plant and equipment, at cos
(2) 3,821.: 3,786.¢ 34.2 3,331.¢ 3,299.! 31.¢
Accumulated depreciation (1,001.6) (980.¢) (20.€) (822.4) (804.7) (18.7)
Property, plant and equipment, | 2,819.! 2,806.: 13.4 2,509.( 2,495.; 13.¢
Long-term assets from risk managem
activities 10.¢ 10.¢ - 18.¢ 18.¢ -
Other long-term assets (3) 134.1 73.7 60.4 115.2 51.t 63.€
Total assets $ 3,831.( $ 3,658.( $ 173.C $ 3,393.t $ 3,186.« $ 207.4
LIABILITIES AND OWNERS'
EQUITY
Current liabilities:
Accounts payable and accrued liabilit
(4) $ 700.C $ 647.¢ $ 52z $ 590.C $ 5242 $ 65.¢
Affiliate payable (receivable) (¢ - 60.C (60.0) - 51.4 (51.9
Liabilities from risk management
activities 41.1 41.1 - 34.2 34.2 -
Total current liabilities 741.1 748.¢ (7.8) 624.2 609.¢§ 14.4
Long-term debt (6 1,567.( 1,477. 89.2 1,534." 1,445.. 89.2
Long-term liabilities from risk
management activitie 15.¢ 15.¢ - 32.¢ 32.¢ -
Deferred income taxes ( 120.t 9.t 111.C 111.¢ 8.7 102.¢
Other long-term liabilities (7) 55.¢ 442 11.5 54.4 40.€ 13.€
Total liabilities 2,500.1 2,296.! 204.( 2,357.% 2,137.: 220.4
Total owners' equity 1,330.° 1,361.° (31.0) 1,036.: 1,049.: (13.0)
Total liabilities and owners' equity $ 3,831.( $ 3,658. $ 173.C $ 3,393.¢ $ 3,186.« $ 207.4

The major Non-Partnership balance sheet itemser&dat

(1) Corporate assets consisting of cash, administratioperty and equipment, and prepaid insura

(2) Current and lon-term deferred income tax balanc

(3) Long-term tax assets primarily related to gains on 20¥bp down transactions recognized as sales ofsafsdix purpose:
(4) Accrued current employee liabilities related to qpélyand incentive compensation plans and taxeslipiay

(5) Intercompany receivable with the Partnership relétethe ongoing execution of the Omnibus Agreerr

(6) Long-term debt obligations of TRC and TF

(7) Long-term liabilities related to incentive compensatpdans and deferred rent related to the headquartfics lease
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Results of Operations — Partnership versus Non-Panmership

2011 2010 2009
Targa Targa Targa Targa Targa Targa
Resources Resources Resources Resources Resources Resources
Corp. Partners TRC - Non- Corp. Partners TRC - Non- Corp. Partners TRC - Non-
Consolidatec LP Partnership Consolidatec LP Partnership Consolidatec LP Partnership
(In millions)

Revenues (1 $ 6,994:% 6,987..% 74% 5476..$% 5,467.($ 9.1% 4542.:$% 4,510.:% 32.1
Costs and Expense
Product purchase 6,039.( 6,039.( - 4,695.! 4,695.° (0.2 3,797.¢ 3,799.1 2.9)
Operating expense 287.1 287.( 0.1 259.% 258.¢ 0.7 235.C 234.4 0.€
Depreciation
and amortization (Z 181.( 178.2 2.8 185.t 176.2 9.3 170.3 166.7 3.€
General
and administrative
3 136.1 127.¢ 8.3 144.¢ 122.¢ 22.C 120.¢ 118.t 1.¢
Other 0.2 0.2 - (4.7) (3.9) (1.4) 2.C (3.€) 5.€
Income from
operations 351.1 354.¢ (3.9 196.1 217.¢ (21.9) 217.2 194.¢ 22.%
Other income
(expense)
Interest expense, n¢
- third party (4) (111.9) (107.%) (4.0 (110.9 (81.9 (29.5) (132.) (52.7) (80.0)
Interest expense -
intercompany (5 - - - - (29.9 29.4 - (207.%) 107.7
Equity earning: 8.8 8.8 - 54 54 - 5.C 5.C -
Loss on debt
repurchases (¢ - - - (17.9 - (17.9 (2.5 (1.5 -
Gain on early debt
extinguishment (4 - - - 12.t - 12.5 9.7 - 9.7
Gain (loss) on mark
to-market derivative
instruments (5.0 (5.0 - (0.9 26.C (26.4) 0.3 (30.9) 31.2
Other income
(expense) (1.2) (1.2) - 0.t - 0.5 1.2 0.7 0.t
Income before
income taxe: 242.( 249.¢ (7.8 85.¢ 138.( (52.2) 99.¢ 8.4 91.4
Income tax expense (26.6€) (4.3 (22.9) (22.5) (4.0) (18.5) (20.7) (1.2) (19.5)
Net income (loss 215.¢ 245 (30.7) 63.2 134.( (70.7) 79.1 7.2 71.¢
Less: Net income
attributable to
noncontrolling
interests (6) 184.7 41.C 143.7 78.% 24.¢ 53.4 49.¢ 19.: 30.5

Net income (loss
after noncontrolling
interests $

30.7% 2045 $ (173.9% (15.0% 109.1% (124.0%

20.:$ (12, 41.2

The major Non-Partnership results of operatiorstecto:

(1) Business interruption revenues of $3.0 million,0sgillion and $21.5 million for the years ended Beber 31, 2011, 2010, and 2009
amortization of OCI related to Versado hedges dedpgown to the Partnership, and OCI related toiteated hedges

(2) Depreciation on assets excluded from drop dowrsaetions and corporate administrative as:

(38) General and administrative expenses retained by, T&&ted to its status as a public ent

(4) Interest expense and other gains and losses reétaRIC and TRI debt obligation

(5) Interest on pr-drop down intercompany debt obligatio

(6) TRC noncontrolling interest in the Partnerst
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Statements of Cash Flows — Partnership versus NoraRnership

2011

2010

2009

Targa

Resources Resource
Corp.

Consolidatec

Targa

Partners
LP

TRC - Non-

Targa

Targa

Resources Resource

Corp.

Partnership Consolidatec

Partners
LP

TRC - Non-

Targa

Targa

Resources Resource

Corp.

Partnership Consolidatec

Partners
LP

TRC - Non-
Partnership

Cash flows from
operating activities
Net income (loss
Adjustments to
reconcile net incom
to net cash providet
by operating
activities:
Amortization in
interest expens
Paid-inkind interes
expense
Compensation on
equity grants
Interest expense o
affiliate and
allocated
indebtedness (!
Depreciation and
amortization
expense (2

Asset impairment
charges

Accretion of asset
retirement
obligations
Deferred income te
expense

Equity earnings, ne
of distributions (3
Risk management
activities (4)

Loss (gain) on sale
of asset:

Gain on debt
repurchase

Loss on early debt
extinguishmen
Payments of intere
on Holdco loan
facility

Changes in
operating assets al
liabilities: (5)

$

215.¢

13.C

15.2

181.(

(39.9)

$ 245t

178.2

3.6
0.8
(0.4)
(16.7)

0.2

(24.2)

$ (30.0) $

0.6

13.7

2.8

11.t

(4.5)

(15.6)

(In millions)
63.2 $ 134.(

9.4
10.¢

13.4

174.5

10.€

3.2
33.1
29.¢
(1.5)
17.4

(12.9)

(0.9

(146.0)

6.€

0.4

29.4

1712

13.1

$ (70.7) $

2.8

10.¢

13.C

(29.4)

3.4

31.¢

26.1
(1.5)
17.4

(12.9)

0.9)

(159.7)

79.1

10.z
25.¢

0.7

(9.7)

(6.0)

1.4

$ 7.2

107.7

165.2

36.1

$ 71.€

2
(@8]

25.¢

0.4

(107.7)

3.€

18.2

(55.9)
(1.4)
1.4

9.7)

(6.0)

(34.7)

Net cash provided
by (used in)
operating activities

379.<

400.¢

(21.6)

205.2

367.¢

(162.7)

335.¢

422.¢

(87.1)

Cashflows from
investing activities
Outlays for propert
plant and equipmer
(2)

Business
acquisitions
Investment in
unconsolidated
affiliate

Return of capital
from unconsolidate
affiliate (3)

(331.9)

(156.5)

(21.2)

(328.7)

(156.)

(21.2)

(3.2)

(139.9)

(137.0)

2.3)

(99.9)

(95.9)

(3.5)



Other

©
(@8]

0.3

4.7

2.1

2.6 40.1

38.¢

Net cash provided
by (used in)
investing activities

(509.%)

(506.)

(3.2)

(131.9)

(131.6)

0.3 (59.9)

(94.6)

35.5

Cash flows from
financing activities
Loan Facilities of
the Partnershig
Borrowings
Repayment:
Repayment of
affiliated
indebtedness (!
Loan Facilities-
Non-Partnership
Borrowings (6)
Repayments (€
Proceeds from sale
of common units of
the Partnershi
Partnership equity
transactions (7
Noncontrolling
interest
contributions
(distributions) (8
Capital contribution
(distributions)
Distributions under
common contro
Repurchases of
common stocl
Stock options
exercisec
Dividends to
common and
common equivalen
shareholder
Dividends to
preferred
shareholder

Costs incurred in
connection with
financing
arrangements (6)

2,112.(
(2,082.0

298.(

(196.2)

(38.9)

(6.2)

2,112.(
(2,082.0

304.1

(256.6)

13.2

(6.2)

(6.1)

60.4

(13.2)

(38.9)

1,593
(1,057.0

495.(
(1,087.9)

224.¢

317.¢

(136.9)

(210.9)

(238.0)

(39.6)

1,593.:
(1,057.0

(737.7)

317.¢

(138.9)
(95.7)
(68.1)

(20.2)

- 806.¢€
- (596.6)

737.% -

495.(

(1,087.9) (589;)

224.4 -

= 103.¢

46.2 (98.5)
95.7 -
68.1 -

(0.7) -

(210.9) -

(238.0) -

(19.9) (13.9

806.¢€
(596.6)

(397.9)

103.1

(136.9)

(149.9)

(9.6)

397.5

38.4

149.7

(3.7)

Net cash provided
by (used in)
financing activities

87.2

84.5

2.9

(137.9)

(250.9)

113.C (386.9)

(380.6)

(6.9)

Net change in cas
and cash equivalen
Cash and cash
equivalents,
beginning of period

(42.6)

188.<

(20.%)

76.%

(21.9

112.]

(64.0)

252.¢

(14.6)

90.<

(49.9) (110.9)

161.5 362.¢

(52.9

143.2

(58.7)

219.¢

Cash and cash
equivalents, end of
period $

145.¢ $

55.¢ $

90.2 $

188.2 $

76.5 $

112.1 $

252.2 $

90.€ $

161.t

The major Non-Partnership cash flow items relate to
(1) Affiliated indebtedness that was settled in droprddransactions
(2) Cash and nc-cash activity related to corporate administratisseds
(3) Pursuant to the Purchase and Sale Agreement &@dhmstream Business acquisition, we were entibexbteive GCF distributions of $:
million in both 2010 and 200!
(4) Non-cash OCI hedge realizations related to predecegsyations

(5) See Balance She- Partnership versus N-Partnership for a description of the MPartnership operating assets and liabilit

(6) Cash activity related to TRC and TRI debt obligasic
(7) Contribution to the Partnership to maintain our @étieral partner intere:

(8) Cash distributions received by TRC for its genpeatners and limited partner interests and IDR&énPartnershiy
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Consolidated Results of Operations

The following table and discussion is a summarguf consolidated results of operations for the yaated December 31, 2011, 2010 and ;
(in millions, except operating statistics and p@raounts):

Variance

2011 2010 2009 2011 vs. 201( 2010 vs. 200!
Revenue! $ 6,994.! $ 5,476.. $ 4542 $ 1,518.: 28% $ 933.¢ 21%
Product purchases 6,039.( 4,695.! 3,797. 1,343.! 29% 898.1 24%
Gross margin (1 955.t 780.€ 744.¢ 174.¢ 22% 35.7 5%
Operating expenses 287.1 259.% 235.( 27.¢ 11% 24.% 10%
Operating margin (2 668.4 521.: 509.¢ 147.1 28% 11.4 2%
Depreciation and
amortization expense 181.( 185.t 170.c (4.5) (2%) 15.2 9%
General and
administrative
expense: 136.1 144.¢ 120.¢ (8.9 (6%) 24.C 20%
Other 0.2 (4.7) 2.C 4.¢ (104%) (6.7) (335%)
Income from
operations 351.1 196.1 217.2 155.( 79% (21.]) (10%)
Interest expense, n (1119 (110.9 (132.)) (0.8 1% 21.2 (16%)
Equity earning: 8.8 54 5.C 34 63% 04 8%
Loss on debt
repurchase - (17.9 (1.5) 17.4 (100%) (15.€ 1,060%
Gain on early debt
extinguishment, ne - 12.t 9.7 (12.5) (100%) 2.8 29%
Loss on mark-to-
market derivative
instruments (5.0 (0.9 .3 (4.€) 1,150% (0.7) (233%)
Other (2.2 0.t 1.2 @.7) (340%) (0.7) (58%)
Income tax expense (26.6€) (22.5) (20.7) (4.1) 18% (1.8) 9%
Net income 215.¢ 63.3 79.1 152.1 240% (15.9) (20%)
Less: Net income
attributable to
noncontrolling
interests 184.7 78.% 49.¢ 106.< 136% 28.E 57%
Net income (loss
attributable to Targa
Resources Coryj 30.7 (5.0 29.2 45.7% (305%) (44.9) (151%)
Less:
Dividends on Series [
preferred stocl - (9.5 (17.9) 9.t (100%) 8.3 (47%)
Undistributed earning
attributable to
preferred shareholde - - (11.5) - 0% 11.5 (100%)
Dividends to commor
equivalents - (177.9) - 177.¢ (100%) (177.9 0%
Net income (loss
available to common
shareholders $ 30.7 $ (202.9) $ - $ 233.( (115%) $ (202.9 0%
Operating statistics:
Plant natural gas inle
MMcf/d (3) (4) 2,162.: 2,268.( 2,139.¢ (205.9 (5%) 128.2 6%
Gross NGL
production, MBbl/c 123.¢ 121.2 118.: 2.7 2% 2.8 2%
Natural gas sale:
BBtu/d (4) 779.% 685.¢ 598.4 93.t 14% 87.4 15%
NGL sales, MBbl/c 269.¢ 251.F 279.7 18.1 7% (28.29) (10%)
Condensate sales,
MBbl/d 3.C 3.2 4.7 (0.5) (14%) 2.2 (26%)

(1) Gross margin is a non-GAAP financial measure ardissussed under “ManagemenDiscussion and Analysis of Financial Conditiorl
Results of Operatior- How We Evaluate the Partners’s Operation?”
(2) Operating margin is a non-GAAP financial measure msndiscussed under “ManagemeanbDiscussion and Analysis of Financial Condi
and Results of Operatio— How We Evaluate the Partners’s Operation?”



(3) Plant natural gas inlet represents the volume tfrabgas passing through the meter located anhtbeof a gas processing pla
(4) Plant natural gas inlet volumes include producleg-in-kind volumes, while natural gas sales exclude predtak-in-kind volumes
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2011 Compared to 2010

Revenues (including the impacts of hedging) inadatue to the net impact of higher realized prae$lGLs and condensate ($1,077.2 milli
higher NGL and natural gas sales volumes ($488libm)i and higher fedsased and other revenues ($80.7 million), offsetdwer realize
prices on natural gas ($116.8 million) and lowendensate sales volumes ($11.1 million).

The $174.9 million increase in gross margin refiddgher revenues ($1,518.4 million) offset by leighroduct purchase costs ($1,343.5 milli
For additional information regarding the periogporiod changes in our gross margins see “— Restu@perations — By Segment.”

The $27.8 million increase in operating expenses wamarily attributable to increased compensatonl benefit expenses ($7.4 millic
increased maintenance, utility and catalyst cakt6.0 million). See “— Results of Operations — Byg®ient for additional discussion regardi
changes in operating expenses.

The decrease in depreciation and amortization esggenf $4.5 million was driven by an impairmentrgeain 2010 ($10.8 million) related
idled terminal and processing assets, plus adsatsdoecame fully depreciated in 2010 ($2.2 millidPartially offsetting these factors were:
depreciation on assets and expansions that wezedla service during 2010 and had a full yearplease in 2011 ($4.1 million); (2) the imp
of Petroleum Logistics acquisitions in 2011 ($2.llian); and (3) expansion projects that went oalgiuring 2011 ($4.4 million).

General and administrative expenses decreased#ich, primarily due to lower professional sergifees in 2011, as compared to 2010, v
we incurred professional fees associated with B@ &nd drop-down transactions.

Interest expense was essentially flat as higherest expense ($26.3 million) from an increaséird{party debt obligations of the Partners
was offset by lower interest expense ($25.5 mi)lisam a reduction in our outstanding borrowingse S—Liquidity and Capital Resourcefsr
information regarding our and the Partnership’stautding debt obligations.

The increase in loss on mark+twarket derivative instruments ($4.6 million) isrititable to a portion of interest rate swaps thatlonge
qualified for hedge accounting treatment as of Gatyr 11, 2011.

At December 31, 2011 our ownership in the Partnensfas 16.5% versus 17.1% at yesnd 2010. After adjusting for the impact of theantive
distribution rights, our weighted average perceasagf the net income of the Partnership were 2982011 and 35.5% in 2010. The dilutior
our earnings of the Partnership is a result ofsale of common units in April 2010 (6%). This impa@s partially offset by issuance of comr
units to us associated with the assets dropped dowhe Partnership, which were also offset by merdasing share of earnings from
ownership of the IDR (1%) due to increased distributions from therRasghip. Additionally, $16.1 million of the inciawas due to increas
net income subject to noncontrolling interest f@&FR; Versado and VESCO.

2010 Compared to 2009

Revenues (including the impacts of hedging) inadadue to higher realized commodity prices ($1,194illion) and natural gas sales volur
($125.4 million) offset by lower NGL and condensateles volumes ($365.5 million), lower businessenniption insurance proces
($15.5 million) and lower fee-based and other rexesn($4.6 million).

The $35.7 million increase in gross margin refldéggher revenues ($933.8 million) offset by higpepduct purchase costs ($898.1 million).
additional information regarding the period to pdrchanges in our gross margins, see “— ResulBpefations —By Segment.”

The $24.3 million increase in operating expenses mamarily attributable to increased compensatonl benefits expense ($14.6 millic
increased maintenance costs and utility costs bf.@million), partially offset by lower contractrwices and professional fees of $6.1 mill
See “— Results of Operations—By Segment” for addai discussion regarding changes in operatingresgse

The increase in depreciation and amortization espgmf $15.2 million was attributable to a $13.0iam impairment charge related to id
terminal and processing assets as well as asspigeat in 2009 that have a full period of depreoiain 2010 and expansion projects that \
online in 2010 ($3.7 million) offset by assets thatame fully depreciated in 2009 ($1.5 million).

General and administrative expenses increased $2#ion reflecting increased professional servicesmpensation and transactional c
related to our December IPO and drop down transagti

Other operating items were an overall gain of $dillion during 2010 versus an overall loss of $&illion during 2009. This improveme

primarily reflects lower project abandonment catusing 2010. Both years included income relatefatmrable hurricane reserve adjustm
due to lower than expected hurricane repair outbaygshigher than expected insurance recoveries.
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The decrease in interest expense of $21.2 milotuie to reductions in our total outstanding inddbess primarily funded by equity issuat
by the Partnership. See “— Liquidity and Capitab®&rces” for information regarding our outstanditedpt obligations.

The effects of an overall net loss on debt retineiméwered pre-tax earnings by $13.1 million.

Net income subject to noncontrolling interest floe Partnership increased in 2010, primarily duthéimpact of the full year ownership of
Downstream Business by the Partnership, as weleapartial year impact of the 2010 dropdowns sk&sinto the Partnership. In addition,
ownership interest in the Partnership decreas@91® due to the impact of the secondary sales ofioits to the public in April 2010, as well
the Partnershig’ sales of common units in January and August 28i0ecember 31, 2010 our ownership in the Partripresas 17.1% vers
33.9% at yeaend 2009. After adjusting for the impact of theentive distribution rights, our weighted averagecpatages of net income w
35.5% in 2010 and 40.5% in 2009. In addition, $&ibion of the increase was due to increased natrime subject to noncontrolling interest
CBF, Versado and VESCO.

Dividends were paid to our Series B Preferred st@ders in April 2010, November 2010 and Decemifdi02 which reduced the accretive vi
of these shares. At our IPO, the outstanding S&ikseferred shares converted to common shares.

Results of Operations—ByYy Reportable Segment

We have segregated the following segment operatiagins between Partnership and TRC Namtnership activities. Partnership activities
been presented on a common control accounting bdsh reflects the dropdown transactions betweargd and the Partnership as if t
occurred in prior periods. TRC NdPartnership segment results include certain assetdiabilities contractually excluded from the pdowr
transactions and certain historical hedge actwitigat could not be reflected as such under GAAfRénPartnership common control results.
“—Financial Information — Partnership Versus NormtRership.”

Partnership

Field Coastal
Gathering Gathering Marketing Consolidated
and and Logistics and TRC Non- Operating
Processing Processing Assets Distribution Other Partnership Margin
(In millions)
2011 $ 287.¢ 3 174:  $ 1231 $ 1132 $ (37.6) $ 73 % 668.4
2010 236.€ 107.¢ 83.¢ 80.t 4.0 8.€ 521.:
2009 183.2 89.7 74.% 83.C 46.3 33.4 509.¢
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Results of Operations of the Partnership — By Reptable Segment
Natural Gas Gathering and Processing Segme

Field Gathering and Processir

2011 2010 2009 2011 vs. 201 2010 vs. 200!
($ in millions)

Gross margit $ 403€ $ 338.6 3% 268.2 $ 64.¢ 19% $ 70.5 26%
Operating expenses 115.7 102.2 85.1 13.t 13% 17.1 20%
Operating margin $ 287.¢ 3 236.6 $ 183.2 $ 51.: 22% $ 53.4 29%
Operating statistics:
Plant natural gas inle
MMcf/d (1),(2) 611.5 587.% 581.¢ 23.¢ 4% 5.8 1%
Gross NGL
production, MBbl/c 74.2 71.2 69.¢ 3.C 4% 1.4 2%
Natural gas sale:
BBtu/d (2),(3) 285.t 258.€ 242 26.¢ 10% 15.¢ 7%
NGL sales, MBbl/d (3 59.¢ 56.€ 56.2 3.2 6% 0.4 1%
Condensate sales,
MBbl/d (3) 2.8 2.6 3.2 (0.2) (3%) (0.3 (9%)
Average realized
prices (4):
Natural gas, $/MMBtt 3.8C 4.0¢ 3.3¢ (0.29) (7%) 0.7¢ 23%
NGL, $/gal 1.2¢ 0.9 0.6¢ 0.3C 32% 0.24 35%
Condensate, $/Bl 91.5¢ 75.4¢ 55.8¢ 16.07 21% 19.6¢4 35%

(1)Plant natural gas inlet represents the volume tfrabgas passing through the meter located antbeof a natural gas processing plant.
(2)Plant natural gas inlet volumes include producke-ia-kind volumes, while natural gas sales exclpdmucer take-in-kind volumes.

(3)Segment operating statistics include the effeéhtdrsegment sales, which have been eliminated frentonsolidated presentation. Fo
volume statistics presented, the numerator is ated volume sold during the period and the denoting the number of calendar d.
during the period

(4)Average realized prices exclude the impact of haglgictivities.

2011 Compared to 2010

The increase in gross margin for 2011 was primahilg to higher NGL and condensate sales price0($28illion), higher natural gas and N
volumes ($85.9 million) and higher féased and other revenues ($4.0 million), partiaffget by higher product purchases ($281.2 millj
lower natural gas sales prices ($30.9 million), lvder condensate sales volumes ($3.8 million). iflcesase in plant inlet volumes was larg
attributable to new well connects, particulariNatrth Texas and SAOU. These factors were partifiyet by the impact of severe cold weat
operational outages in 2011 and production declatesur Versado system. Natural gas sales inadeaséhigher throughput and a decreas
take-in-kind volumes.

The increase in operating expenses was primarigy tdthigher fuel, utilities and catalysts expen@s1 million), higher system maintena
expenses ($3.4 million) driven by severe cold weatdnd operational outages in 2011, higher compiensand benefit costs ($3.4 million) ¢
higher contract and professional service experzd (nillion).

2010 Compared to 2009

The increase in gross margin was primarily dueighér commodity sales prices ($302.0 million), fegmatural gas and NGL sales volul
($22.5 million), and higher febased and other revenue ($6.5 million) partiallisetf by higher product purchases ($253.6 milliondl éowe|
condensate sales volumes ($6.8 million). The irsgdanatural gas and NGL sales volumes were dueaphlynio higher natural gas and N
production.

The increase in operating expenses was primarig/ tduhigher system maintenance expenses ($8.2n)illhigher compensation and ber
costs ($4.7 million), higher contract and profesalservices ($2.0 million) and higher utilitiesvger and catalysts costs ($1.3 million).
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Coastal Gathering and Processing

2011 2010 2009 2011 vs. 201! 2010 vs. 200!
($ in millions)

Gross margit $ 221¢ 3 1512 $ 132.¢ $ 70.4 47% $ 18.€ 14%
Operating expenses 47.Z 43.2 42.€ 3.€ 9% 0.5 1%
Operating margin $ 174: $ 107.¢ $ 89.7 $ 66.5 62% $ 18.1 20%
Operating statistics:
Plant natural gas inle
MMcf/d (1),(2),(3) 1,550.¢ 1,680.: 1,557.¢ (229.7) (8%) 122.% 8%
Gross NGL
production, MBbl/c 49.¢ 50.1 48.t 0.3 (1%) 1.€ 3%
Natural gas sale:
BBtu/d (3),(4) 268.4 294.; 258.¢ (25.¢) (9%) 35.2 14%
NGL sales, MBbl/d (4 43.t 43.7 40.¢€ (0.2) (%) 3.1 8%
Condensate sales,
MBbl/d (4) 0.2 0.t 1.€ (0.2) (40%) (2.3 (69%)
Average realized
prices (5):
Natural gas, $/MMBtt 4.0z 4.4¢ 4.0C (0.4¢) (10%) 0.4¢ 12%
NGL, $/gal 1.31 1.0¢ 0.77 0.2¢ 27% 0.2¢ 34%
Condensate, $/Bl 105.1( 78.8: 53.31 26.2¢ 33% 25.51 48%

(1) Plant natural gas inlet represents the volume of nagaalpassing through the meter located at thedhlginatural gas processing ple
(2) The majority of our Coastal Straddle plant voluraes gathered on thi-party offshore pipeline systems and delivered éoptant inlets
(3)Plant natural gas inlet volumes include producer tak&hrd volumes, while natural gas sales exclude predtake-in-kind volumes.

(4)Segment operating statistics include the effe@ht@frsegment sales, which have been eliminated fhentonsolidated presentation.
(5) Average realized prices exclude the impact of heglgictivities.
2011 Compared to 2010

The increase in gross margin is primarily attrilolgéato higher NGL and condensate sales prices,réde frac spread as a result of low
prices relative to NGLs and crude oil, a significarcrease in higher GPM keeyhole volumes at VESCO and Lowry and higher systeerag
GPM at LOU, largely due to increased traditionallhead volumes. The decrease in plant inlet volumas largely attributable to a decline
other offshore and offystem supply volumes. Despite the lower inlet m@s, NGL production and sales volumes remainedivela flat as i
result of the abovesentioned higher GPM gas and the optimization edubhput to more efficient, higher recovery plamistural gas sal
volumes decreased due to lower demand from indlisuistomers and lower sales to other reportalgmeats for resale.

The increase in operating expenses was primaridy tdihigher contract and professional service ex@er$0.9 million), higher miscellane:
and other expenses ($1.6 million), higher operagixigenses on nooperated joint ventures ($0.6 million) and a deseca recovery of expens
from an operated joint venture ($0.9 million).

2010 Compared to 2009

The increase in gross margin was primarily duentinarease in commodity sales prices ($230.4 mi)liand an increase in natural gas and |
sales volumes ($88.6 million), partially offset by increase in product purchases ($266.8 millianflecrease in condensate sales vol
($21.8 million), a decrease in revenue from busniegerruption insurance ($10.9 million) and a éese in fedased and other rever
($0.9 million). Natural gas sales volumes increadad to increased sales to other reportable segnientresale partially offset by a sn
decrease in demand from industrial customers. N@ityral gas and inlet sales volumes increased phnt@ecause the straddle plants w
recovering operations in the first two quarter209 after Hurricanes Gustav and lke disruptedatfmers in 2008.

Operating expenses were flat.
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Logistics and Marketing Segmen

Logistics Asset

2011 2010 2009 2011 vs. 201 2010 vs. 200!
($ in millions)

Gross margit $ 2211 3 171.¢  $ 1562 $ 49.7 29% $ 15.2 10%
Operating expenses 98.( 87.€ 81.¢ 10.4 12% 5.7 7%
Operating margin $ 1231 $ 83.6 $ 74.2 $ 39.: 47% $ 9.5 13%
Operating statistics:
1)
Fractionation volume:
MBbl/d 268.¢ 230.¢ 217.2 37.€ 16% 13.€ 6%
Treating volumes,
MBbl/d 15.2 18.C 21.¢ 2.7 (15%) (3.9 (18%)

(1)Segment operating statistics include the effeéhtdrsegment sales, which have been eliminated frentonsolidated presentation. Fo
volume statistics presented, the numerator is dted volume sold during the period and the denotoing the number of calendar d.
during the period

2011 Compared to 2010

The increase in gross margin was primarily dueighér fractionation and treating revenue

($28.2 million), higher terminaling and storage eeue ($16.7 million) and higher fémsed and other revenue ($4.4 million). Hi
fractionation revenues were driven by the expansio@BF. LSNG customers, contractually bound tetakpay for treating services, decic
not to use their reserved throughput in the foqrthrter of 2011, leading to lower treating volumempared to 2010. The increase in termin:
and storage revenue was partially due to the implptopane and normal butane exports. The increafeebased and other revenue is du
the 2011 acquisitions of petroleum terminaling tsse

The increase in operating expenses was primarigytdihigher utilities, power and catalyst costaassult of the expansion of the CBF fac
($6.4 million), higher compensation and benefitpense ($4.4 million), system maintenance cost$(@@lion), and contract and professic
services fees ($2.7 million), partially offset by imcrease in system product gains ($5.3 milliapaesult of increased volumes at the rec
expanded CBF, which provides more favorable prodygrades. Higher operating expenses also reflext2011 acquisitions of petrole
terminaling assets.

2010 Compared to 2009

The increase in gross margin was primarily dueighdr fractionation and treating revenue

($16.5 million), higher terminaling and storage eeve ($2.6 million) partially offset by lower fé@sed and other revenue ($2.4 million)
lower revenue from business interruption insura(®9 million). Fractionation facilities operatir@t or near capacity drove increase
fractionation volumes in 2010.

The increase in operating expenses was primariytdunigher natural gas prices for fuel to fracsitams ($6.2 million), higher compensation
benefits expense ($5.0 million), higher system temiance expenses ($3.0 million) and a decreasssiam product gains ($7.3 million).
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Marketing and Distributior

2011 2010 2009 2011 vs. 201! 2010 vs. 200!
($ in millions)

Gross margit $ 156.¢ $ 1252 $ 128.¢ $ 31.1 25% $ (3.6) (3%)
Operating expenses 43.C 44.¢ 45.¢ (1.8 (4%) (1.1) (2%)
Operating margin $ 1132 $ 80.E $ 83.C $ 32.¢ 41% $ (2.5 (3%)
Operating statistics:
(1)
Natural gas sale:
BBtu/d 877.¢ 634.¢ 510.: 242.¢ 38% 124.¢ 24%
NGL sales, MBbl/c 272.% 246.7 276.1 25.¢ 10% (29.9 (11%)
Average realized
prices:
Natural gas, $/MMBtt 3.94 4.31 3.6¢ (0.37) (9%) 0.6€ 18%
NGL realized price
$/gal 1.34 1.1C 0.8 0.2¢ 22% 0.3C 38%

(1)Segment operating statistics include the effeéhtdrsegment sales, which have been eliminated frentonsolidated presentation. Fo
volume statistics presented, the numerator is ated volume sold during the period and the denoting the number of calendar d.
during the period

2011 Compared to 2010

The increase in gross margin was primarily due ighdr NGL sales prices ($996.1 million), higherurat gas and NGL sales volun
($816.3 million) and increased fé&ased and other revenues ($37.5 million), partiaffget by increased product purchases ($1,6981n)j
lower natural gas sales prices ($119.9 million) Eoveer condensate sales volumes ($1.0 million). Nales volumes rose on increased der
from industrial customers and from increased expales. Natural gas sales volumes increased duighier natural gas purchases which res
in incremental increases in volumes processed ligr aeportable segments.

Operating expenses decreased $1.8 million due teerlorailcar expenses ($2.2 million) and contractord professional services fi
($1.9 million), partially offset by higher systenmamtenance costs ($1.7 million) and compensatiahtemefits expenses ($0.8 million).

2010 Compared to 2009

The decrease in gross margin was primarily duadeeased commodity prices ($1,287.9 million) arghbr natural gas volumes ($166.2 milli
partially offset by increased product purchasesO&3.8 million), lower NGL sales volumes ($359.8liom) and lower feebased and oth
revenues ($14.5 million).

Lower 2010 margins were primarily due to the 200@act of higher margins on forward sales agreentbatswere fixed at relatively high 2C
prices, along with spot fractionation volumes ardoziated fees. These items were partially offgdtipher marketing fees on contract purcl
volumes due to overall higher 2010 market priceardih on transportation activity decreased duexporation of a barge contract partially off
by increased truck activity.

Natural gas sales volumes were higher due to isete@urchases for resale. NGL sales volumes wererldue to a change in contract te
with a petrochemical supplier that had minimal ictpta gross margin.

Operating expenses were essentially flat.

Other
2011 2010 2009 2011 vs. 201 2010 vs. 200
(In millions)
Gross margin $ (37.6) $ 4C 3 46.2 % (41.6) $ (42.9)
Operating margin $ (37.6) $ 4C 3 46.2 $ (416 $ (42.9)
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Other contains the financial effects of the Padhigrs hedging program on profitability. It typicallgpresents the cash settlements ot
Partnership’s derivative contracts. Other alsduithes deferred gains or losses on previously teatathor dedesignated hedge contracts tha
reclassified to revenues upon the occurrence ofitiderlying physical transactions.

The primary purpose of the Partnershigommodity risk management activities is to maniggexposure to commodity price risk and rec
volatility in its operating cash flow due to fluetiions in commodity prices. The Partnership haggaddhe commodity price associated wi
portion of its expected natural gas, NGL and cosdémequity volumes by entering into derivativafioial instruments. Because the Partne
is essentially forward selling a portion of its plaequity volumes, these hedge positions will méaeorably in periods of falling prices a
unfavorably in periods of rising prices.

The following table provides a breakdown of thetRenship’s hedge revenue by product:

2011 2010 2009 2011 vs. 201 2010 vs. 200!

(In Millions)
Natural gas $ 212 $ 20.z $ 28.€ $ 1C $ (8.4)
NGL (53.1) (14.2) 17.1 (38.9 (31.9
Crude oil (5.7) (2.0) 0.6 (3.7) (2.6)
$ (376 $ 4.C $ 46.5 $ (419 $ (42.9

The decrease in gross margin from the Partnershipk management activities between 2011 and 28@@, between 2010 and 2009, -
primarily due to increasing NGL and crude oil pade levels above the fixed prices we received enivdtive instruments, partially offset
decreasing prices of natural gas to levels bel@afiked prices we received.
Our Liquidity and Capital Resources
We have no separate, direct operating activitiegtajpom those conducted by the Partnership. Ad,saoar ability to finance our operatio
including payment of dividends to our common stamilbrs, funding capital expenditures and acquis#joor to meet our indebtedn
obligations, will depend on cash inflows from figurash distributions to us from our interests & Bartnership. The Partnership is require
distribute all available cash at the end of eacdrtgu after establishing reserves to provide ferghoper conduct of its business or to provid:
future distributions. See “ltem 1A. Risk Factor8s of February 17, 2012, our interests in the Raginip consist of the following:

* a 2% general partner interest, which we hold thihoaigr 100% ownership interest in the general pahéhe Partnershig

« all of the outstanding IDRs; ar

e 12,945,659 of the 89,170,989 outstanding commots wfithe Partnership, representing a 14.5% limp@dnership interes
Our ownership of the general partner interest lestits to receive:

« 2% of all cash distributed in respect for that ¢gera
Our ownership of the IDRs of the Partnership esgitls to receive:

 13% of all cash distributed in a quarter after 888Bhas been distributed in respect of each comunirof the Partnership for that quar

» 23% of all cash distributed in a quarter after 809 has been distributed in respect of each comundrof the Partnership for that quar
and

» 48% of all cash distributed in a quarter after $6Zb has been distributed in respect of each comumitnof the Partnership for tt
quarter.
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Subsequent EvenOn January 12, 2012, the Partnership announcedtlieaboard of directors of its general partner aled a quarter
distribution for the three months ended December2®11 of $0.6025 per common unit, or an annua odt$2.41 per common unit. T
distribution was paid on February 14, 2012. Basethese current distribution rates, we will receiN&ributions in future quarters and years of:
* $7.8 million or $31.2 million annually based on @ammon units in the Partnersh
e $11.0 million or $44.0 million annually based on éDRs; and
* $1.3 million or $5.3 million annually based on o@bZeneral partner interes
We intend to pay to our stockholders, on a quarteskis, dividends equal to the cash the Partredikiributes to us based on our ownership of
Partnership securities, less the expenses of lzepudplic company, other general and administraxmenses, federal income taxes, capital

contributions to the Partnership and reserves ksita@ldl by our board of directors.

Dividends since our initial public offering on Dexber 10, 2010 through December 31, 2011 were &si®]

Dividend
Declared per

Share of

Total Dividend Amount of Accrued Common

Date Paid For the Three Months Ended Declared Dividend Paid Dividends (1) Stock
(In millions, except per share amounts
2011
November 15, 201 September 30, 201 $ 13.C $ 126 $ 04 $ 0.307¢
August 16, 201: June 30, 201 12.5 11.¢€ 04 0.290(
May 13, 2011 March 31, 201: 11.€ 11.2 0.4 0.272¢
February 14, 201 December 31, 201 2.6 2.t 0.1 0.061¢ (2)

(1) Represents accrued dividends on the restricte@shlaat are payable upon vesti
(2) Represents a prorated dividend for the portiomeffourth quarter of 2010 that the Company wasipu

Subsequent Even®n January 12, 2012, we announced a quarterly elidicbf $0.33625 per share of our common stockHerthree montt
ended December 31, 2011, or $1.345 per share @nmaumalized basis. The declared dividend totals3ddllion, including $0.5 million wit|
respect to accrued dividends related to unvestdated stock grants. The cash dividend of $13lBam was paid on February 14, 2012.

As of December 31, 2011, we had $145.8 million aglcon hand, including $55.6 million of cash beloggo the Partnership. We do not h
access to the Partnerstggash as it is restricted for the use of the Reship. We have the ability to use $90.2 milliontleé cash on hand a
available to us to satisfy our aggregate tax lighdf approximately $78 million over the next tt@en years associated with our sales of ass
the Partnership and related financings. On Jan2@r2012, we used $49.8 million of available caspurchase an additional 1,300,000 com
units of the Partnership as part of a public offgiy the Partnership of 4,000,000 common units.

The Partnership’s cash generated from operatiorsbhan sufficient to finance its operating expenddg and nomcquisition related capi
expenditures. Based on our anticipated levelsefPtartnershifg operations and absent any disruptive eventsalieve that internally generat
cash flow, borrowings available under the PartriptstRevolver and proceeds from unit offerings shquitw/ide sufficient resources to finai
its operations, capital expenditures, ldegm debt obligations, collateral requirements amdimum quarterly cash distribution for at least
next twelve months.

Our future cash flows will consist of distributions us from our interests in the Partnership, frefrich we intend to make quarterly c
dividends to our stockholders from available c&dsed on our anticipated levels of distributioret tre expect to receive from the Partner:
cash generated from this interest should providicgnt resources to finance our operations, loexgn debt and quarterly cash dividends f
least the next twelve months.
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The impact on us of changes in the Partnershiggildution levels will vary depending on severatttas, including the Partnershiptota
outstanding partnership interests on the record ftatthe distribution, the aggregate cash distiiims made by the Partnership and the inte
in the Partnership owned by us. If the Partnersigpeases distributions to its unitholders, inchgdus, we would expect to increase divident
our stockholders, although the timing and amourgueh increased dividends, if any, will not necalshe comparable to the timing and amc
of the increase in distributions made by the Pastrip. In addition, the level of distributions weceive and of dividends we pay to
stockholders may be affected by the various risls®eated with an investment in us and the undeglpusiness of the Partnership. Please
“Item 1A. Risk Factors” for more information abdbe risks that may impact your investment in us.

The Partnership’s Liquidity and Capital Resources

The Partnershig ability to finance its operations, including fumgl capital expenditures and acquisitions, to mtetdebt obligations, -
refinance its debt and to meet its collateral regjuents will depend on its ability to generate caskhe future. The Partnershipability tc
generate cash is subject to a number of factorse sif which are beyond its control, including westttommodity prices, particularly for natt
gas and NGLs, and its ongoing efforts to manageadipg costs and maintenance capital expendit@®syell as general economic, financ
competitive, legislative, regulatory and other ¢ast

The Partnershig’ main sources of liquidity and capital resources iaternally generated cash flow from operatiomstrowings under i
Revolver, the issuance of additional common unitd access to debt markets. The capital marketsntento experience volatility. Mal
financial institutions have had liquidity concerpspmpting government intervention to mitigate gree on the credit markets. The Partnership’
exposure to current credit conditions includesitdit facility, cash investments and counterpadyformance risks. Continued volatility in
debt markets may increase costs associated wiingsslebt instruments due to increased spreads relerant interest rate benchmarks
affect our ability to access those markets.

As of February 17, 2012, the Partnershipquidity of $1.1 billion consisted of $123.0 tioh of available cash and $1.0 billion of avaik
borrowings under its credit facility. The Partneépsbontinually monitors its liquidity and the crédnarkets, as well as events and circumste
surrounding each of the lenders in its credit fgcil

The Partnership may issue additional equity or dedmurities to assist in meeting future liquiditydacapital spending requirements.
Partnership has filed with the SEC a universalfsiegjistration statement that, subject to effectess at the time of use, allows it to issue t
an aggregate of $500 million of debt or equity sei@s (the “2009 Shelf")As of December 31, 2011, the Partnership had $2##li®n of
available securities under the 2009 Shelf. On Gat@d, 2011, the Partnership filed a prospectuplsarent under the 2009 Shelf that allov
to issue common units, representing limited parimerests having an aggregate offering price ofou$100 million from time to time through
Equity Distribution Agreement with Citigroup Glob#darkets, Inc. Sales of common units, if any, vii# by means of ordinary brokers’
transactions through the facilities of the NYSHrairket prices, in block transactions or as othexwigreed between us and the sales agen
2009 Shelf expires in July 2012.

The Partnership also has filed with the SEC a usbleshelf registration statement (the “2010 Shelffhich provides it with the ability to off
and sell an unlimited amount of debt and equityusées, subject to market conditions and its apiteeds. The PartnerstgpAugust 201(
January 2011 and January 2012 equity offerings weneucted under the 2010 Shelf.

Subsequent Event®n January 23, 2012, the Partnership completedkbcmffering of 4,000,000 common units under i@l Shelf at a price
$38.30 per common unit ($37.11 per common unitpheinderwriting discounts). As part of this offegi we purchased 1,300,000 common 1
with an aggregate value of $49.8 million (basedthom offering price of $38.30). The units we purathsvere not subject to any underwi
discounts or commissions. Net proceeds to the @astiip from this offering were approximately $15ion. Pursuant to the exercise of
underwriters’ overallotment option, the Partnership sold an &l 405,000 common units, providing net proceedfisapproximatel
$15 million. In addition, we contributed $3.4 nolii for 89,898 general partner units to maintain2%rgeneral partner interest.

On January 30, 2012 the Partnership privately pl&#0 million in aggregate principal amount &% Senior Notes (the %% Notes”)due

2022. The &% Notes resulted in approximately $395 million @t proceeds, which was used to reduce borrowinggruthe Partnership’
Revolver and for general partnership purposes.
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Risk ManagemenThe Partnership continues to evaluate counterpékg related to its commodity derivative contraatgl trade credit. Tl
Partnership has all of its commodity derivativeghwimajor financial institutions or major oil compas. Should any of these finant
counterparties not perform, the Partnership mayrealize the benefit of some of its hedges undeetocommodity prices, which could hav
material adverse effect on its results of operatitme Partnership sells its natural gas, NGLs amtlensate to a variety of purchasers. Non-
performance by a trade creditor could result iséss

Crude oil and natural gas prices are also voldtilen effort to reduce the variability of the Pemntships cash flows, the Partnership has he:
the commodity price associated with a portion efé@kpected natural gas and NGL equity volumes tiira2013 and its condensate eq
volumes through 2014 by entering into derivativeficial instruments including swaps and purchasesl (@r floors). With these arrangeme
the Partnership has attempted to mitigate its axjgo® commodity price movements with respectsdatrecasted volumes for this period.
“Quantitative and Qualitative Disclosures About Metr Risk—Commodity Price Risk.The current market conditions may also impac
Partnership ability to enter into future commodity derivativwntracts. A significant reduction in commodityigess could reduce tl
Partnerships operating margins and cash flow from operatiorthé extent that such operating margins and dasls fderive from the portion
equity volumes that are not hedged.

The Partnershig risk management position has moved from a nieditiaof $22.9 million at December 31, 2010 to et hiability of $5.0 millior
at December 31, 2011. The Partnership terminasedtitrest rate swap contracts in September 204ithveliminated a liability of $23.0 millic
from its books. Additionally, forward prices for tnaal gas are below the fixed prices the Partnprsbéceives on those derivative contre
creating an asset valued at $41.7 million, whileverd prices on crude oil and NGLs are above thedfiprices the Partnership receives on t
derivative contracts, creating a liability valued $#6.7 million. Consequently, expected future igiseon derivative contracts are less |
expected future payments, creating a net liabdfty$5.0 million. The Partnership accounts for datives that mitigate commaodity price risk
cash flow hedges. Changes in fair value are defer©CI until the underlying hedged transactioetils.

Working Capital. Working capital is the amount by which current éssxceed current liabilities. The Partnershiworking capital is primari
impacted by changes in inventory, which is closaBnaged to maintain minimum levels. On a cons@iiasis at the end of any given mc
accounts receivable and payable tied to commoditgssand purchases are relatively balanced with i3tn@am receivables from N¢
customers offset by plant settlements payable qweducers.

The Partnership’s cash generated from operatiossblegn sufficient to finance its operating expemd# and both acquisition and non-
acquisition related capital expenditures. Basedonanticipated levels of the Partnerski@perations and absent any disruptive event
believe that the Partnershipinternally generated cash flow, borrowings avwddaunder its Revolver and proceeds from unit @ffgs and del
offerings should provide sufficient resources t@afice its operations, capital expenditures, l@mgr debt obligations, collateral requirements
minimum quarterly cash distribution for at least tiext twelve months.

A significant portion of the Partnershiptapital resources may be utilized in the formetters of credit to satisfy certain counterpantgdit
requirements. While the Partnership’s credit ratiag improved this year, these letters of crediecethe Partnership’s nanvestment grac
status, as assigned to us by Moody’s Investorsi&@erinc. and Standard & Poor’s Corporation, andnterparties’ views of the Partnerstip’
financial condition and ability to satisfy its penfnance obligations, as well as commodity prices atiner factors. At December 31, 2011,
Partnership’s total outstanding letter of credistimgs were $92.5 million.
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Cash Flow
The following table and discussion summarize oursodidated cash flows provided by or used in ojegaactivities, investing activities a

financing activities for the periods indicated. S8eatement of Cash Flows — Partnership versus Ramrership’for a detailed presentation
cash flow activity:

Targa
Resources Targa
Corp. Resources TRC - Non-
2011 Consolidated Partners LP Partnership
Net cash provided by (used il (In millions)
Operating activitie: $ 379.5 % 400¢ % (21.¢)
Investing activities (509.9 (506.7) 3.2
Financing activitie: 87.4 84.t 2.9
2010
Net cash provided by (used il
Operating activitie: $ 2052 $ 367.¢ $ (162.%)
Investing activities (131.9) (131.¢ 0.3
Financing activitie: (137.9 (250.9 113.C
2009
Net cash provided by (used il
Operating activitie! $ 335.6 $ 422.¢ $ (87.])
Investing activities (59.9) (94.6) 35.2
Financing activitie: (386.9) (380.¢) (6.9

Cash Flow from Operating Activities - Partnership

The Consolidated Statement of Cash Flows emplaydréditional indirect method of presenting caslwB from operating activities. Under
the indirect method, net cash provided by operatictiyities is derived by adjusting the Partnerghiget income for non-cash items related
to operating activities. An alternative GAAP presgion employs the direct method in which the alctaah receipts and outlays comprising
cash flow are presented. The following table digplthe Partnership’s operating cash flows usingdinect method as a supplement to the
presentation in the Partnership’s financial statese

2011 2010 2009 2011 vs. 201 2010 vs. 200
Cash flows from operating activities: (In millions)
Cash received from custome $ 6,916.C $ 5,400.. $ 4,345¢ $ 1,515.¢ $ 1,054.
Cash paid for goods and servic
Product purchase (5,960.) (4,643.) (3,626.9) (1,316.9) (1,017.9)
Operating expense (286.7) (274.¢) (238.9) (11.9) (36.9)
General and administrative expen (120.79) (84.5) (108.5) (36.2) 24.C
Derivative settlement receipts (paymer (56.€) 38.1 78.1 (94.7) (40.0)
Cash distributions from equity investme 8.2 5.4 5.0 2.9 0.4
Interest paic- net (96.7) (70.0 (27.0) (26.1) (43.0
Income taxes pai (2.5) (3.9 - 0.€ (3.2
Other cash receipts (payments) (1.9 0.2 (5.6) (1.5) 5.8
Net cash provided by operating activities $ 400¢ $ 367.¢ $ 422.¢ % 33.C $ (55.0)
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In 2011, Partnership derivative settlements wenetacash outflow, as opposed to a net inflow in@0dhe change in cash paid to deriva
counterparties reflects (1) the change in the Restnp’s net position from in-the-money for theipdrending December 31, 2010 to out-of-the-
money for the period ending December 31, 2011€e#flg higher commodity prices than the fixed psieee receive on derivative contracts),

a payment for interest rate swap termination ingtmunt of $23.0 million in September 2011 andt@®l payments for ethane call option:
the amount of $1.5 million in October 2011.

Partnership cash receipts from derivative countégzsawere lower in 2010 compared to 2009 becaosenmdity prices, although higher tt
the fixed prices we receive on derivative contraasre closer to the fixed prices compared to 20@8n commodity prices were much hig
than the fixed prices of our contracts.

The changes in Partnership general and administratish payments primarily result from the timinffedences in settlements between us
the Partnership, especially those related to dilmes of incentive and lonterm compensation programs and insurance, whicttheomost par
the Partnership does not fund until Targa makesneays to participants or providers.

Cash Flow from Operating Activities - Non-Partndgsh

The operating activities of TRC — Non-Partnership primarily related to interest, taxes, retainedeyal and administrative expenses and
business interruption insurance proceeds.

Cash Flow from Investing Activities - Partnership

Partnership net cash used in investing activitieseiased by $374.5 million for 2011 compared to020lhe increase was primarily due to
Partnerships petroleum logistics acquisitions of $156.5 milliand a $157.0 million increase in expansion chpitejects in gathering al
processing assets and in fractionation capacite. Fértnership also invested $21.2 million in equiptributions associated with the expan
of fractionation capacity at GCF.

Partnership net cash used in investing activitieseased by $37.0 million for 2010 compared to 200% increase is attributable to hig
capital expenditures in 2010 compared to 2009.

Cash Flow from Investing Activities — Non-Partnepsh

During 2011, NorPartnership net cash used in investing activit@ssisted of $3.2 million in outlays for corporatin@nistrative assets. Duri
2010, net cash provided by investing activitiesnarilly consisted of $3.5 million in insurance reeaes, partially offset by outlays for corpol
administrative assets of $2.3 million. During 200@t cash provided by investing activities primagbnsisted of $38.8 million in insurar
recoveries, partially offset by $3.5 million in &gts for corporate administrative assets.

Cash Flow from Financing Activities - Partnership

Net cash provided by financing activities for 2044s $84.5 million compared to net cash used imfiireg activities of $250.9 million for 201
The increase was due to two primary factors: chaingéhe Partnership’s equity offerings and finagcactivities and distributions.

Net proceeds from public offerings, issuance ofi@enotes and borrowings under the Partnel's credit facility less repayments on
Partnerships credit facility increased $211.1 million from RL@ million for the year ended December 31, 201$384.1 million for the yei
ended December 31, 2011. The Partnership’s prifirgayncing activities that occurred during the yeaded December 31, 2011 were:

« OnJanuary 24, 2011, the Partnership completedkcprffering of 8,000,000 common units under arsting shelf registration statement
Form S3 at a price of $33.67 per common unit ($32.41 @@mmon unit, net of underwriting discounts), prowgl net proceeds
$259.2 million. Pursuant to the exercise of theamadliters’ overallotment option, on February 3, 2011 the Rasinip issued an additiol
1,200,000 common units, providing net proceedgpfaximately $38.8 million. In addition, we contited $6.3 million for 187,755 gene
partner units to maintain our 2% general partnerast.

« On February 2, 2011, the Partnership closed a tgriplacement of $325.0 million in aggregate priatipmount of its &% Notes resultin
in net proceeds of $318.8 millio

« On February 4, 2011, the Partnership exchangedaditianal $158.6 million principal amount of it3:86 Notes for $158.6 million aggreg

principal amount of the Partnershgpl1%% Notes. In conjunction with the exchangeRhenership paid a cash premium of $28.6 mi
including $0.9 million of accrued intere
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Net cash from the completion of the unit offeringdlahe note offering less cash paid in connectiith the exchange offer was used to rec
outstanding borrowings under the Partnership’s Revdy $ 553.4 million.

Net cash used in financing decreased $129.7 mifbor2010 compared to 2009. The decrease was phyntare to the purchase from us of
Permian Business and Straddle Assets and our stgeire Versado and VESCO, the repayment to us 87 $7million in affiliate and allocatt
indebtedness, including interest, and net borrosvimgder the PartnershigpRevolver increasing by $294.6 million in 2010 gamred to 200!
partially offset by cash distributions to unithalgleincluding us and our incentive distributionhts, increased $49.7 million in 2010.

The following table shows the historical distrilouts of the Partnership to us for 2011 and 2010 wegipect of our 2% general partner inte
the associated IDRs and actual common units thatehdeduring the periods indicated along with dénds declared by us to our shareholder
the same periods. The amount of these Partners$tifibdtions available for distribution to us artetPartnershig shareholders will be af
reserves are established for the Partnerstdppital contributions, debt service requiremegésieral, administrative and other expenses, f
distributions and other miscellaneous uses of cash:

Cash Distributions (1) Dividend Total
Cash Distributions Declared Dividend
Distribution Limited General to Targa Per TRC Declared to
For the Three Per Limited Partner Partner Resources Common Common
Partner
Date Paid Months Ended Unit Units Interest IDRs Corp. (2) Share Shareholder:
(In millions, except per unit amounts)
2011
November 14 September 30,
2011 2011 $ 0.582f $ 6.8 $ 12 $ 88 $ 16.¢ $ 0.307¢ $ 13.C
August 12,
2011 June 30, 201 0.570( 6.€ 1.2 7.8 15.€ 0.290( 12.c
May 13, 2011 March 31, 201 0.557¢ 6.5 1.1 6.8 14.4 0.272¢ 11.5
February 14, December 31,
2011 2010 0.547¢ 6.4 11 6.C 13.t 0.061¢ (3) 2.€
2010
November 12 September 30,
2010 2010 $ 0.537t % 6.3 $ 0c $ 4€ $ 11.¢ N/A N/A
August 13,
2010 June 30, 201 0.527¢ 6.1 0.8 3.t 10.4 N/A N/A
May 14, 201C March 31, 201 0.517¢ 6.C 0.8 2.8 9.€ N/A N/A
February 12, December 31,
2010 2009 0.517¢ 10.4 0.8 2.8 14.C N/A N/A
2009
November 14 September 30,
2009 2009 $ 0.517t $ 104 % 0.7 $ 2€ $ 13.7 N/A N/A
August 14,
2009 June 30, 200 0.517¢ 6.C 0.t 2.C 8.5 N/A N/A
May 15, 200¢ March 31, 200 0.517¢ 6.C 0.t 1.9 8.4 N/A N/A
February 13, December 31,
2009 2008 0.517¢ 6.C 0.t 1.¢ 8.4 N/A N/A

(1) Subsequent Even®n January 12, 2011, the Partnership announcedla diatribution of $0.6025 per common unit on itgstandini
common units for the three months ended Decemhge2(@ll1 that was paid on February 14, 2011. Theildigton was $45.9 million to tt
Partnership’s thirgearty limited partners, and $7.8 million, $11.0liait and $1.3 million to us for our ownership ofnemon units, incentiy
distribution rights and our 2% general partner nese in the Partnership. We distributed to our shaiders $13.8 million on February
2011.

(2) Distributions to us are comprised of amounts aiteble to our (i) limited partner units, (ii) geaépartner units, and (iii) IDR:

(3) Represents a prorated dividend for the portiomeffourth quarter of 2010 that the Company wasipu

Cash Flow Financing Activities - Non-Partnership

Non-Partnership net cash provided by financing acesitdecreased by $110.0 million during 2011. Durg@j0, we received from t
Partnership $737.7 million in repayments of afféid indebtedness, and received $224.4 million fthensale of Partnership interests. Tl
proceeds were primarily used to pay $448.1 miliodividends to common and common equivalent stadels and preferred shareholders,
$592.4 million in outstanding balances on our léailities during 2010. Distributions to us frometRartnership increased $14.3 million in 2
compared to 2010 primarily from a $15.7 million riease in distributions related to our incentivetrdisition rights, partially offset by
$2.5 million decrease in limited partner distriloms due to our sale of Partnership interests d@ig.
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During 2009, NorPRartnership net cash used in financing activitiemgrily consisted of net repayments on loan ftiesi of $589.2 millior

partially offset by receipts from the Partnershiplepayment of affiliated indebtedness and $149libm from intercompany capit
contributions.

Capital Requirements

The following table lists gross additions to prageplant and equipment, cash flows used in prgpgrant and equipment additions and
difference, which is primarily settled accruals:

2011 2010 2009
Targa Targa Targa Targa Targa Targa
Resources Resource: Resources Resource: Resources Resource:
Corp. Partners TRC - Non- Corp. Partners TRC - Non- Corp. Partners TRC - Non-
Consolidatec LP Partnership Consolidatec LP Partnership Consolidatec LP Partnership
(In millions)
Gross
additions to
property,
plant and
equipmen  $ 4922 $ 490.C $ 22 $ 148.¢ $ 1457 $ 34 % 922 % 89.t % 2.7
Change in
accruals (3.9) (4.8) 1.C (9.3 (8.2) (1.7) 7.2 6.4 0.8
Cash
expenditures $ 488.« $ 485.c $ 32 $ 139.2 $ 137.C $ 23 $ 99.4 $ 95.¢ $ &.E

The midstream energy business can be capital irgngequiring significant investment to maintaindaupgrade existing operations.
significant portion of the cost of constructing ngathering lines to connect to the Partnershgmthering system is generally paid for by
natural gas producer. However, the Partnershipasgpge make significant expenditures during thetngar for the construction of additio
natural gas gathering and processing infrastru@ndethe expansion of its logistics assets.

We categorize capital expenditures as either: @jntenance expenditures or (ii) expansion expergbtuMaintenance capital expenditures
those expenditures that are necessary to mairitaiedrvice capability of our existing assets inicilgdhe replacement of system components
equipment which is worn, obsolete or completingugeful life, the addition of new sources of natgi@s supply to our systems to replace na
gas production declines and expenditures to rermicompliance with environmental laws and regulagioExpansion capital expenditL
improve the service capability of the existing @assextend asset useful lives, increase capaditims existing levels, add capabilities, red
costs or enhance revenues, and fund acquisitiobgsifiesses or assets.

2011 2010 2009
Targa Targa Targa Targa Targa Targa
Resources Resource Resources Resource Resources Resource
Corp. Partners TRC - Non- Corp. Partners TRC - Non- Corp. Partners TRC - Non-
Consolidatec LP Partnership Consolidatec LP Partnership Consolidatec LP Partnership
(In millions)
Capital
expenditures
Business
acquisitions $ 156.8 $ 156 $ - $ - $ - $ - $ - $ - $ -
Expansior 252.% 251.% 0.€ 95.c 94.7 0.€ 45.7 45.C 0.7
Maintenance 83.4 81.¢ 1.€ 53.2 50.E 2.8 46.5 44.F 2.C
$ 4922 $ 490.C $ 22 $ 1486 $ 1452 $ 34 $ 92.2 $ 89.t $ 2.7

The Partnership estimates that its total capitaeexitures for 2012 will be approximately $680 mill gross and $650 million net
noncontrolling interest share and reimbursemeftse Partnership also estimates that of the $65mihet capital expenditures, approxima
12% will be for maintenance capital expenditurésiven the Partnership’objective of growth through acquisitions, expansiof existing asse
and other internal growth projects, the Partnersimficipates that over time they will invest sigraint amounts of capital to grow and acq
assets. Major capital projects include:

« $360 million expansion project at CBF to add a fodractionation train and related infrastructunn@ncements at Mont Belvieu;

« $250 million expansion of the Partnership’s Monthii®s complex and the Partnershipéxisting import/export marine terminal
Galena Park to export international grade prop

« $150 million North Texas Longhorn project for a nesyogenic processing plant with associated preject
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« $60 million expansion of the Partnership’s petratdagistics assets;
« $45 million capital expansion programs to exparedghathering and processing capability of SAOU dedRermian Business;

« $40 million benzene treating project at Mont Belvte construct a treater designed to reduce bernzamtent of natural gasoline to m
new, more stringent environmental standa

« $20 million capital expansion program to expandghthering and processing capability of the Norlds System;

« $13 million HD-5 Refrigeration Export project to mand the Partnership’dock facilities and related infrastructure enteanents ¢
Galena Park; an

« the Partnershig share of the $90 million expansion at Gulf Cdastctionators, which is expected to be approxinga$d5 million
funded via cash calls and suspended earning disitsits.

These capital projects will extend through 2013r BRodetailed discussion of these projects, seam‘le Business Gverview of th
Partnership.” Future expansion capital expenditarag vary significantly based on investment opputtes.

The Partnership expects to fund future capital edpares with funds generated from their operatidmsrrowings under the Revolver, ¢
proceeds from the issuance of additional commotsamd debt offerings.

Credit Facilities and Long-Term Debt
The following table summarizes consolidated delligabions as of December 31, 2011 (in millions):
Non-Partnership Obligation:
TRC Holdco Loan, due February 20 $ 89.2

TRI Senior secured revolving credit facility dudyJ2014 -
Partnership Obligation

Senior secured revolving credit facility, due JAGL5 498.(
Senior unsecured notes, 8 1/4% fixed rate, due2lulyp 209.1
Senior unsecured notes, 11 1/4% fixed rate, due2Dd7 72.7
Unamortized discour (2.9
Senior unsecured notes, 7 7/8% fixed rate, due2lulyy 250.(
Senior unsecured notes, 6 7/8% Fixed rate, due2Di§ 483.¢
Unamortized discount (32.9)
Total debt 1,567.(
Current maturities of debt -
Total long-term debt $ 1,567.(

We consolidate the debt of the Partnership with di@ur own; however, we do not have the contractiligation to make interest or princi
payments with respect to the debt of the Partnerallie have retired all amounts outstanding underSamior Secured Term Loan Facility
July 2016 as of December 2010. Our debt obligatinalsiding those of TRI Resources, Inc. (“TR9 not restrict the ability of the Partners
to make distributions to us. TRI'Senior Secured Credit Facility has restrictiomd eovenants that may limit our ability to pay diends to ot
stockholders. Please read “—TRI Senior SecurediCfadility” for a discussion of the restrictionsdaicovenants in TR$ Senior Secured Cre
Facility.

As of December 31, 2011, both we and the Partnessbkre in compliance with the covenants contaimeabir various debt agreements.
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Holdco Loan

In August 2007, we borrowed $450 million under theldco loan facility. Interest on borrowings undee facility are payable, at our opti
either (i) entirely in cash, (ii) entirely by in@sing the principal amount of the outstanding beimngs or (iii) 50% in cash and 50% by increa:
the principal amount of the outstanding borrowings.

In connection with our repurchase of $301.6 millmoutstanding Holdco notes in 2010, we removéafathe restrictive covenants under
Holdco credit agreement.

In November 2010, we amended our Holdco Loan toenaor whollyowned subsidiary, TRI, as guarantor to our oblayaiunder the crel
agreement. The operations and assets of the Pariperontinue to be excluded as guarantors of thkldé Loan. In conjunction with tl
guaranty agreement, the applicable margin for lwarrgs under the facility was reduced from 5.0% {6586. At our option, if we choose to |
the interest on this loan in cash versus increatiagrincipal amount of the outstanding borrowirthe applicable margin for borrowings wo
be further reduced to 3.0%.

TRI Senior Secured Credit Facility
On January 5, 2010, we entered into a Senior Sedredit Facility providing senior secured finargiof $600 million, consisting of:
« $500 million Senior Secured Term Loan Facility (fulepaid as of December 2010); and
« $100 million Senior Secured Revolving Credit Faci{subsequently reduced to $75 million and undras of December 2010 and 20.

The entire amount of our credit facility is avaikalfor letters of credit and includes a limited fmwing capacity for borrowings on sarday
notice referred to as swing line loans. Our avédaapacity under this facility is currently $75liioin. TRI is the borrower under this facility.

Borrowings under the credit agreement bear intexeatrate equal to an applicable margin, plusiabgption, either (a) a base rate determine
reference to the higher of (1) the prime rate ofitSehe Bank, (2) the federal funds rate plus 0.&84, (3) solely in the case of term loans, 39
(b) LIBOR as determined by reference to the higifel) the British Bankers Association LIBOR Ratag2) solely in the case of term loe
2%.

Principal amounts outstanding under our Senior f&ecRevolving Credit Facility are due and payabhbléuil on July 5, 2014. During 2010,
used the proceeds from our sales of the PermiarCaadtal Straddles Systems, Versado and VESCOekhasvthe secondary public offering
8,500,000 common units of the Partnership that weeal to fully repay the outstanding balance onSaeior Secured Term Loan.

The credit agreement is secured by a pledge obauership in our restricted subsidiaries and costai number of covenants that, among «
things, restrict, subject to certain exceptions, ahility to incur additional indebtedness (inclugiguarantees and hedging obligations); c
liens on assets; enter into sale and leasebacsairians; engage in mergers or consolidationsasskts; pay dividends and make distributiol
repurchase capital stock and other equity intereséke investments, loans or advances; make capipanditures; repay, redeem or repurc
certain indebtedness; make certain acquisitiongag® in certain transactions with affiliates; ameadain debt and other material agreem:
and change our lines of business.

The credit agreement requires us to maintain adaioleded leverage ratio of less than 5.75 to 1i6rgo 2012, less than 5.50 to 1.0 during 2!
and less than 5.25 to 1.0 thereafter. We are algoined to maintain an interest coverage ratioreier than 1.50 to 1.0. As of Decembel
2011, we were in compliance with these ratios. diditton, we are required to comply with certain itations, including minimum ca
consideration requirements for nondinary course asset sales. If we were to breaclewerage or interest ratios or otherwise faitoonply witk
the requirements of our credit agreement, we waooldbe able to make any further borrowings or dividis to stockholders. If such default"
not cured within the time periods allowed underdhedit agreement, and not otherwise waived byehders, the lenders would have the rigl
pursue their remedies against us, including dedaail amounts outstanding under the credit agreémnebe immediately due and payable.
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The Partnership’s Revolving Credit Facility due 801

On July 19, 2010, the Partnership entered intovafhe-year $1.1 billion amended and restated Revolveichvallows it to request increase:
commitments up to an additional $300 million. ThewnRevolver amended and restated the Partnessfapher $977.5 million Senior Secu
Revolving Credit Facility due February 2012.

For the year ended December 31, 2011, the Partpensid gross borrowings under its Revolver of $Z,@8nillion, and repayments totali
$2,054.3 million, for a net decrease for the yeadeel December 31, 2011 of $267.3 million. The Resobalance at December 31, 2011
$498.0 million.

The amended and restated Revolver bears intereB@R plus an applicable margin ranging from 2.26%/8.5% (or base rate at the borrower’
option) dependent on the Partnership’s consolidateded indebtedness to consolidated adjusted EBITddo. The Partnership’amended ai
restated Revolver is secured by substantiallyfathe Partnership’s assets.

The Partnershig’ Revolver restricts its ability to make distrilauts of available cash to unitholders if a defaulao event of default (as defir
in our Senior Secured Credit Agreement) has occurredsndritinuing. The Revolver requires the Partnershimaintain a consolidated func
indebtedness to consolidated adjusted EBITDA dof tesn or equal to 5.50 to 1.00. The Revolver adspires the Partnership to maintair
interest coverage ratio (the ratio of our consaédaEBITDA to our consolidated interest expensedefned in the Senior Secured Cr
Agreement) of greater than or equal to 2.25 to té@rmined as of the last day of each quartethierfourfiscal quarter period ending on
date of determination, as well as upon the occogerf certain events, including the incurrencedtfifonal permitted indebtedness.

The Partnership’s Outstanding Senior Unsecured 8lote

On June 18, 2008, the Partnership privately pl&2sD million in aggregate principal amount at palue of 8%% senior notes due 2016
“8%4% Notes”).

On July 6, 2009, the Partnership privately plac28i0million in aggregate principal amount of 11¥#fisr notes due 2017 (the “11¥4% Nofes”
The 11vY.% Notes were issued at 94.973% of the fangiat, resulting in gross proceeds of $237.4 nmillio

On August 13, 2010, the Partnership privately pda$250 million in aggregate principal amount at palue of its 7:% senior notes due 20
(the “74% Notes”).

On February 2, 2011, the Partnership closed a teriplacement of $325.0 million in aggregate priatimount of &% Senior Notes due 20
(the “6/4% Notes”).

All four issues of unsecured senior notes are alibgs that rank pari passu in right of paymentvekisting and future senior indebtedn
including indebtedness under the Partnershgpédit facility. They are senior in right of pagnt to any of our future subordinated indebted
and are unconditionally guaranteed by the Partier3ihese notes are effectively subordinated tsetured indebtedness under the Partnesship
credit agreement, which is secured by substantalllyof the Partnershipg’ assets, to the extent of the value of the co#latgecuring thi
indebtedness.

3

On February 4, 2011, the Partnership exchangedlditianal $158.6 million principal amount of it3:86 Notes plus payments of $28.6 milli
including $0.9 million of accrued interest, for 816 million aggregate principal amount of its 11.&¥%nior Notes due 2017 (the “11%% Noj)es”
The debt covenants related to the remaining $72libmof face value of the 11%% Notes were remavEiis exchange was accounted for
debt modification whereby the financial effectstod exchange will be recognized over the term efrtw debt issue.

Subsequent Everfbn January 31, 2012 the Partnership privately pl&00.0 million in aggregate principal amount &% Senior Notes (tt

“6%% Notes”)due 2022. The %% Notes resulted in approximately $395.0 millionnet proceeds, which was used to reduce borrowingse
the Partnership’s Revolver and for general partrprsurposes.
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The Partnershig senior unsecured notes and associated indengwezraents (other than the indenture for the 11¥e$jotestrict th
Partnerships ability to make distributions to unitholders lmetevent of default (as defined in the indentur&ge indentures also restrict
Partnerships ability and the ability of certain of its subsides to: (i) incur additional debt or enter infdesand leaseback transactions; (ii)
certain distributions on or repurchase, equityregées (only if such distributions do not meet sfiediconditions); (iii) make certain investmel
(iv) incur liens; (v) enter into transactions wiffiliates; (vi) merge or consolidate with anotltempany; and (vii) transfer and sell assets. T
covenants are subject to a number of importantiaes and qualifications. If at any time when tiwes are rated investment grade by
Moody’s Investors Service, Inc. and Standard & Podratings Services and no Default (as defined énitldentures) has occurred an
continuing, many of such covenants will terminate ¢he Partnership and its subsidiaries will cead®e subject to such covenants.

Off-Balance Sheet Arrangements

We currently have no off-balance sheet arrangemasitdefined by the Securities and Exchange CommnisS8ee “Contractual Obligations”
below and “Commitments and Contingencies” includader Note 17 to our “Audited Consolidated FinahSiamtements” beginning on pagelF-
of this Annual Report for a discussion of our conmants and contingencies.

Contractual Obligations

Following is a summary of our contractual cash gdtions over the next several fiscal years, reptex amounts that were fixed ¢
determinable as of December 31, 2011:

Payments Due By Perioc

Less Than More Than
Contractual Obligations Total 1 Year 1-3 Years 4-5 Years 5 Years
(In millions)

Non-Partnership Obligations:
Debt obligations (1 $ 89.2 3 - $ 89.2 % - $ -
Interest on debt obligations ( 10.: 3.3 7.0 - -
Operating lease obligations ( 12.¢€ 2.1 6.7 4.1 -
Partnership Obligations:
Debt obligations (1 1,513.¢ - 498.( 281.¢ 733.€
Interest on debt obligations ( 631.3 97.2 283.¢ 127.¢ 122.t
Operating lease and service contract obligatioh 35.1 7.5 15.€ 8.9 3.1
Pipeline capacity and throughput agreement: 195.¢ 8.3 b5.k 36.¢& 95.2
Land site lease and ri¢-of-way (5) 6.4 1.8 3.5 1.1 -
Asset retirement obligatic 42.3 - - - 42.:
Commodities (6 109.€ 109.¢ 0.2 - -
Purchase commitments (7) 228.% 228.5 - - -

$ 2,874.¢ $ 458.1 $ 959.¢ $ 4605 $ 996.7
Commaodity volumetric commitment
Natural Gas (MMBtu 15.4 15.4 - - -
NGL (millions of gallons! 63.2 57.2 6.0 - -

(1) Represents scheduled future maturities of congelitldebt obligations for the periods indicat

(2) Represents interest expense on debt obligatioredbas interest rates as of December 31, 2011 anddieduled future maturities of th
debt obligations

(3) Includes minimum payments on lease obligation®ffice space, railcars and tractors, and servicdraots.

(4) Consists of pipeline capacity payments for firnmgortation and throughput and deficiency agreesn

(5) Land site lease and right-wefay provides for surface and underground accesgdtirering, processing and distribution assetsatetocate
on property not owned by the Partnership. Theseeagents expire at various dates through 2

(6) Includes natural gas and NGL purchase commitm

(7) Includes commitments for capital expenditures gmerating expense
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Critical Accounting Policies and Estimates

The preparation of financial statements in accoecdanith GAAP requires our management to make estisnand assumptions that affect
reported amounts of assets and liabilities andaksce of contingent assets and liabilities atdhte of the financial statements and the rep
amounts of revenues and expenses during the péaddal results could differ from these estimafBse policies and estimates discussed b
are considered by management to be critical toraenstanding of our financial statements because &pplication requires the most signific
judgments from management in estimating matterdif@ncial reporting that are inherently uncertéee the description of our accoun
policies in the notes to the financial statemeatsafiditional information about our critical accting policies and estimates.

Property, Plant and Equipmerin general, depreciation is the systematic ana@matiallocation of an assettost, less its residual value (if a
to the period it benefits. Our property, plant agdiipment are depreciated using the strdiglet-method over the estimated useful lives o
assets. Our estimate of depreciation incorpor@sesmptions regarding the useful economic livesrasdlual values of our assets. At the |
we place our assets gervice, we believe such assumptions are reasqraever, circumstances may develop that wouldeaws to chang
these assumptions, which would change our depi@ciatmounts prospectively. Examples of such cirdanmces include:

« changes in energy prices;

« changes in competition;

« changes in laws and regulations that limit thenestéd economic life of an asset
« changes in technology that render an asset obsolete

« changes in expected salvage values; and

« changes in the forecast life of applicable resailisins.

As of December 31, 2011, the net book value of uperty, plant and equipment was $2.8 billion amel recorded $181.0 million

depreciation and amortization expense for the gaded December 31, 2011. The weighted averageflider longlived assets is approximat
20 years. If the useful lives of these assets @sad to be shorter than originally estimated, def@tion expense may increase, liabilities
future asset retirement obligations may be insigffic and impairments in carrying values of tangibha intangible assets may result.

example, if the depreciable lives of our assetseweduced by 10%, we estimate that depreciatioeresgwould increase by $80.4 million
year, which would result in a corresponding redurcin our operating income. In addition, if an asseent of impairment resulted in a reduc
of 1% of our longlived assets, our operating income would decregsk2B.2 million in the year of the impairment. Tedrave been no mate
changes impacting estimated useful lives of thetass

Revenue RecognitioAs of December 31, 2011, our balance sheet reftetdas accounts receivable from third parties of %5 million. We hav
recorded an allowance for doubtful accounts asexfdinber 31, 2011 of $2.4 million.

The Partnershig’ exposure to uncollectible accounts receivablateslto the financial health of its counterpartd& have an active cre
management process which is focused on contrdllisg exposure to bankruptcies or other liquidisues of counterparties. If an assessme
uncollectible accounts resulted in a 1% reductibthe Partnership’s thirgarty accounts receivable, annual operating inconmgéld decrease |
$5.8 million in the year of the assessment.

Price Risk Management (HedginThe Partnershig net income and cash flows are subject to vdjastiemming from changes in commo
prices and interest rates. To reduce the volatiftpur cash flows, the Partnership has entereal detivative financial instruments related
portion of its equity volumes to manage the purehasd sales prices of commodities. We are expaselet credit risk of the Partnership’
counterparties in these derivative financial instemts. We also monitor NGL inventory levels withviaw to mitigating losses related
downward price exposure.
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The Partnershig’ cash flow is affected by the derivative finandratruments it enters into to the extent thesérunsents are settled by
making or receiving a payment to/from the countegpar (ii) making or receiving a payment for eribgrinto a contract that exactly offsets
original derivative financial instrument. Typically derivative financial instrument is settled whle physical transaction that underlies
derivative financial instrument occurs.

One of the primary factors that can affect the faghip’s operating results each period is theepagsumptions used to value the Partnership’
derivative financial instruments, which are refegttat their fair values in the balance sheet. Hiationship between the derivative finan
instruments and the hedged item must be highlyctiie in achieving the offset of changes in caslwl attributable to the hedged risk bot
the inception of the derivative financial instrurh@md on an ongoing basis. Hedge accounting odtswued prospectively when a deriva
financial instrument becomes ineffective. Gains trs$es deferred in other comprehensive incomeeckla cash flow hedges for which he
accounting has been discontinued remain deferréabtle forecasted transaction occurs. If it islpable that a hedged forecasted transactiot
not occur, deferred gains or losses on the deviediinancial instrument are reclassified to earsimgmediately.

The estimated fair value of the Partnershigérivative financial instruments was a net ligpibf $5.0 million as of December 31, 2011, netc
adjustment for credit risk. The credit risk adjustrhis based on the default probabilities by yesandicated by the counterpartiesedit defaul
swap transactions. These default probabilities teeesn applied to the unadjusted fair values ofitrévative financial instruments to arrive at
credit risk adjustment, which aggregates to $08anias of December 31, 2011. The Partnershipamaactive credit management process w
is focused on controlling loss exposure to bankiiegtor other liquidity issues of counterpartiésa financial instrument counterparty wert
declare bankruptcy, we and the Partnership wouldexgosed to the loss of fair value of the finandi@trument transaction with tt
counterparty. Ignoring the adjustment for credikriif a bankruptcy by a financial instrument carparty impacted 10% of the fair value
commodity-based financial instruments that are ninaaset position, we estimate that the Partnerstdperating income would decrease
$5.2 million in the year of the bankruptcy.

Use of Estimates.When preparing financial statements in conformitthvicAAP, management must make estimates and asmnsased ¢
information available at the time. These estimated assumptions affect the reported amounts otsadsbilities, revenues and expense:
well as the disclosures of contingent assets aatllities as of the date of the financial stateraefistimates and judgments are base
information available at the time such estimated prigments are made. Adjustments made with redqpetiie use of these estimates
judgments often relate to information not previgualailable. Uncertainties with respect to suchneges and judgments are inherent in
preparation of financial statements. Estimatesjaddments are used in, among other things, (1in@sitng unbilled revenues, product purch
and operating and general and administrative c{®}sjeveloping fair value assumptions, includisgireates of future cash flows and discc
rates, (3) analyzing lonfived assets for possible impairment, (4) estingatime useful lives of assets and (5) determininguats to accrue f
contingencies, guarantees and indemnificationsu@ceesults, therefore, could differ materiallyrfrestimated amounts.

2011 Accounting PronouncementsFor a discussion of recent accounting pronounoésnéhat will affect us, see2011 Accountin
Pronouncements” included under Note 3 to our “Chdated Financial Statements” beginning on pageifrthis Annual Report.
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Item 7A. Quantitative and Qualitative Disclosures Aout Market Risk.

The Partnershig’ principal market risks are its exposure to charigecommodity prices, particularly to the pricdsnatural gas and NGL
changes in interest rates, as well as nonperforenagdts customers. Neither we nor the Partnerabgrisk sensitive instruments for trac
purposes.

Commodity Price RiskA majority of the Partnership’s revenues arewdstifrom percent-oproceeds contracts under which it receives a pt
of the natural gas and/or NGL equity volumes asmpat for services. The prices of natural gas and.N&e subject to fluctuations in respc
to changes in supply, demand, market uncertaintyaawariety of additional factors beyond the Paghip’s control. The Partnership monit
these risks and enters into hedging transactiosigied to mitigate the impact of commodity priagcfuations on its business. Cash flows frc
derivative instrument designated as a hedge assified in the same category as the cash flows ftenitem being hedged.

The primary purpose of the commodity risk managdraetivities is to hedge the exposure to commaoglitye risk and reduce fluctuations in
Partnership’s operating cash flow despite fluctuatiin commodity prices. In an effort to reduce\thegability of the Partnership’cash flows, ¢
of December 31, 2011, the Partnership has hedgedotmmodity price associated with a portion okexpected natural gas, NGL and conder
equity volumes that result from its percent of geds processing arrangements in Field GatheringPamcessing, and the LOU portion of
Coastal Gathering and Processing Operations thr@0@4 by entering into derivative financial instremmts including swaps and purchased
(or floors). The percentages of expected equitymas that are hedged decrease over time. With swagd$artnership typically receives
agreed fixed price for a specified notional quantit natural gas or NGL and it pays the hedge cenpatrty a floating price for that same quat
based upon published index prices. Since the Raltipereceives from its customers substantiallysieme floating index price from the salt
the underlying physical commodity, these transastiare designed to effectively logk-the agreed fixed price in advance for the vols
hedged. In order to avoid having a greater voluedgld than its actual equity volumes, the Partiyetgpically limits its use of swaps to hec
the prices of less than its expected natural gdsNfBL equity volumes. The Partnership utilizes pased puts (or floors) to hedge additic
expected equity commodity volumes without creatiotumetric risk. The Partnership intends to corgitta manage its exposure to commc
prices in the future by entering into similar dative transactions using swaps, collars, purchasésl (or floors) or other derivative instrume
as market conditions permit.

The Partnership has tailored its hedges to gegeraktch the NGL product composition and the NGL aatlral gas delivery points to thost
its physical equity volumes. The NGL hedges coyerc#ic NGL products based upon the expected edu®. composition. The Partners|
believes this strategy avoids uncorrelated risksilteng from employing hedges on crude oil or othetroleum products as “proxyiedges ¢
NGL prices. The NGL hedg’ fair values are based on published index pricegiélivery at Mont Belvieu through 2013. The natigas hedges’
fair values are based on published index pricesdfdivery at various locations which closely appnoate the actual NGL and natural
delivery points. A portion of the Partnerstigondensate sales are hedged using crude oil hiftsgeare based on the NYMEX futures contl
for West Texas Intermediate light, sweet crude.

These commodity price hedging transactions are#flyi documented pursuant to a standard InternatiSawap Dealers Association form w
customized credit and legal terms. The principalnterparties (or, if applicable, their guarantdngye investment grade credit ratings.
Partnership payment obligations in connection with substdgtiall of these hedging transactions and any okl credit exposure due t
rise in natural gas and NGL prices relative toftked prices set forth in the hedges are curresélgured by a first priority lien in the collate
securing its senior secured indebtedness that ragkal in right of payment with liens granted ivda of its senior secured lenders. Ab:
federal regulations requiring the deposit of cashateral resulting from the DodErank Wall Street Reform and Consumer Protectiof) A
as long as this first priority lien is in effedhet Partnership expects to have no obligation to qaxh, letters of credit or other additional dalia
to secure these hedges at any time, even if a eqarty’s exposure to the Partnershiptedit increases over the term of the hedgerasudt o
higher commaodity prices or because there has bebarage in the Partnership’s creditworthiness. Klpased put (or flootransaction does r
expose the Partnershiptounterparties to credit risk, as the Partnerehgpno obligation to make future payments beybedpremium paid !
enter into the transaction. The Partnership is segdo the risk of default by the counterparty, ahihis the risk that the counterparty will
honor its obligation under the put transaction.

For all periods presented, the Partnership hasezhieto hedging arrangements for a portion ofdatecasted equity volumes. Floor volumes
floor pricing are based solely on purchased putsflmrs). During the years ended December 31, 2@DIL0 and 2009, our consolida
operating revenues were increased (decreased)tbhedge adjustments on commodity derivative cotgrat $(33.9) million, $4.7 million ar
$44.1 million. The net hedge adjustments that impac consolidated revenues (but do not affecPaenerships revenues) include amortizat
of other comprehensive income (“OCI”) related taldpes terminated and re-assigned upon the Partp&ysigquisition of Versado in 2010,
well as OClI related to terminations of commodityidaives in July 2008.
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As of December 31, 2011, the Partnership had thewimg hedge arrangements which will settle durthg years ending December 31, 2

through 2014:

Natural Gas
Instrument Price MMBtu per day
Type Index $/MMBtu 2012 2013 Fair Value
(In millions)
Swap IF-WAHA 6.61 14,850 $ 18.8
Swap IF-WAHA 5.28 7,230 3.8
Total Swaps 14,850 7,230
Swap IF-PB 4.98 10,200 7.0
Swap IF-PB 5.23 7,084 3.7
Total Swaps 10,200 7,084
Swap IF-NGPL MC 6.03 6,740 7.1
Swap IF-NGPL MC 4.89 2,775 1.1
Total Swaps 6,740 2,775
Total Sales 31,790 17,089
Natural Gas Basis Swap:
Basis Swap Various Indexes, Maturities Through December 2 0.2
$ 41.7
NGL
Instrument Price Barrels per day
Type Index $/Gal 2012 2013 Fair Value
(In millions)
Swap OPIS-MB 0.95 9,361 $ (32.2
Swap OPIS-MB 0.98 4,150 (11.1
Total Swaps 9,361 4,150
Floor OPIS-MB 1.43 294 0.7
Cap OPIS-MB 0.66 2,000 2.7
Total Floors 2,294 -
Total Sales 11,655 4,150
$ (39.9
Condensate
Instrument Price Barrels per day
Type Index $/Bbl 2012 2013 2014 Fair Value
(In millions)
Swap NY-WTI 91.37 1,660 $ (4.5)
Swap NY-WTI 93.34 1,795 (1.6)
Swap NY-WTI 90.03 700 0.7,
Total Sales 1,660 1,795 700
$ (6.8
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These contracts may expose the Partnership tdgkhefrfinancial loss in certain circumstances.hé&ging arrangements provide protectio
the hedged volumes if prices decline below thegsriat which these hedges are set. If prices risgeathe prices at which they have t
hedged, the Partnership will receive less revemuthe hedged volumes than it would receive in tieeace of hedges.

The Partnership accounts for the fair value offitgncial assets and liabilities using a thtiee-fair value hierarchy, which prioritizes 1
significant inputs used in measuring fair valuee3é tiers include: Level 1, defined as observaipets such as quoted prices in active mar
Level 2, defined as inputs other than quoted prineactive markets that are either directly or iedtly observable; and Level 3, definec
unobservable inputs in which little or no marketadexists, therefore requiring an entity to devetspwn assumptions. The value of the M
derivative contracts is determined utilizing a diseted cash flow model for swaps and a standardroptrricing model for options, based
inputs that are readily available in public markdtsr the NGL contracts that have inputs from qdopeices, the classification of the
instruments is Level 2 within the fair value hietay. For those NGL contracts which the Partnersghimable to obtain quoted prices for at |
90% of the full term of the commodity swap and op$, the NGL valuations are classified as LeveltBiwthe fair value hierarchy. See Note
to the Consolidated Financial Statements in thisuah Report for more information regarding classifions within the fair value hierarchy.

Interest Rate RislWe and the Partnership are exposed to the riskafges in interest rates. We are exposed to intexteschanges due to «
variable rate Holdco loan facility. The Partnersisigxposed to interest rate changes as a resuitrizfble rate borrowings under the Revolve
the Partnership. To the extent that interest rate®ase, interest expense for our Holdco loarifia@nd the Partnershig’revolving debt wi
also increase. As of December 31, 2011, the Paftipehad variable rate borrowings of $498.0 milliand we had variable rate borrowing
$89.3 million. A hypothetical change of 100 basisngs in the interest rate of variable rate debtildampact the Partnershig’annual intere
expense by $5.0 million and would impact the TRGNRartnership annual interest expense by $0.9amilli

Counterparty Credit RiskThe Partnership is subject to risk of losses raspifrom nonpayment or nonperformance by its coymatdies. Th
credit exposure related to commodity derivativerumaents is represented by the fair value of theetaposition (i.e. the fair value of expec
future receipts) at the reporting date. Shouldctieglitworthiness of one or more of the counterpartiecline, the Partnerstspability to mitigat
nonperformance risk is limited to a counterpartyea@ng to either a voluntary termination and subset| cash settlement or a novation of
derivative contract to a third party. In the eveifita counterparty default, the Partnership mayasnisa loss and its cash receipts coul
negatively impacted.

As of December 31, 2011, affiliates of Barclays PLBarclays”), Credit Suisse AG (“Credit SuisseNatixis and JP Morgan Chase Bank I
(“JP Morgan”) accounted for 38%, 15%, 14% and 10P4he Partnershig counterparty credit exposure related to commodéyivative
instruments. Barclays, Credit Suisse, Natixis aRdVbrgan are major financial institutions that pEssinvestment grade credit ratings b
upon minimum credit ratings assigned by Moody’selsters Service, Inc. and Standard & Poor’s Corparat

Customer Credit RiskThe Partnership extends credit to customers andr giarties in the normal course of business. Thgn@aship ha

established various procedures to manage its ae&disure, including initial credit approvals, dtditnits and terms, letters of credit and ric
of offset. The Partnership also uses prepaymentgaarantees to limit credit risk to ensure thae#tablished credit criteria are met.
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Item 8. Financial Statements and Supplementary Data

Our Consolidated Financial Statements, togethen wié report of our independent registered puldimanting firm begin on page Fof this
Annual Report.

Item 9. Changes in and Disagreements With Accountasion Accounting and Financial Disclosure.
None.

Item 9A. Controls and Procedures.

Evaluation of Disclosure Controls and Procedures

Management, under the supervision of and with tuigipation of our Chief Executive Officer and €hiinancial Officer, has evaluated
design and effectiveness of our disclosure contot$ procedures, as such term is defined in Ri8aslb(e) and 15d5(e) under the Securit
Exchange Act of 1934, as amended (the “Exchang® Astof the end of the period covered in this Anfgbort. Based on such evaluation,
Chief Executive Officer and Chief Financial Officeave concluded that, as of December 31, 2011 isatodure controls and procedures v
designed at the reasonable assurance level and tlas end of the period covered in this Annual &&pour disclosure controls and proced
are effective at the reasonable assurance levetavide that information required to be disclosadour reports filed or submitted under
Exchange Act is (i) recorded, processed, summazetreported within the time periods specifiedhe rules and forms of the Securities
Exchange Commission and (ii) accumulated and conwated to management, including our principal exigeuofficer and principal financi
officer, to allow for timely decisions regardingyréred disclosure.

Internal Control Over Financial Reporting

(a) Management’s Report on Internal Control Over Fnhancial Reporting

Management is responsible for establishing and taiaimg adequate internal control over financighasing, as such term is defined
Exchange Act Rules 13a-15(f) and 156f). Management, including the Chief Executivefi€gr and Chief Financial Officer, conducted
evaluation of the effectiveness of the internaltoarover financial reporting based on the Inter@ahtrol —Integrated Framework issued by
Committee of Sponsoring Organizations of the Tremd@ommission. Based on the results of this evimnatmanagement concluded that
internal control over financial reporting was effee as of December 31, 2011 as stated in its teipotuded in our consolidated financ
statements on page F-2 of this Annual Report, wisidhcorporated herein by reference.

The business of the refined petroleum products emde oil storage and terminaling facility that tRartnership purchased in Taco
Washington on September 30, 2011 was excluded finenscope of our managemenéissessment of the effectiveness of our inteoratal ove
financial reporting as of December 31, 2011. Thisibess constituted 0.7% of our total revenue2@drl and 3.3% of our total assets a
December 31, 2011.

(b) Changes in Internal Control Over Financial Reprting

During the three months ended December 31, 20Ete tiwvere no changes in our internal control ovearfcial reporting that have materi
affected or are reasonably likely to materiallyeatf our internal control over financial reporting.

Iltem 9B. Other Information.

None.
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PART llI
Item 10. Directors , Executive Officers and Corporée Governance.

Our executive officers listed below serve in thmeacapacity for the general partner and devote time as needed to conduct the busines:
affairs of both the Company and the PartnershigaBse our only caspenerating assets are direct and indirect partipeisterests in th
Partnership, we expect that our executive offiaeits devote a substantial majority of their time ttee Partnershig’ business. We expect
amount of time that our executive officers devat@tir business as opposed to the Partnesshigsiness in future periods will not be subst¢
unless significant changes are made to the nafwerdusiness.

Our directors hold office until the earlier of theieath, resignation, removal or disqualificationuatil their successors have been electec
qualified. Officers serve at the discretion of theard of directors. There are no family relatiopshamong any of our directors or exect
officers. Please read “Certain Relationships anthtRé Transactions—Stockholders’ Agreemeiat’ a discussion of arrangements amonc
stockholders pursuant to which our directors wetected prior to our IPO. The following table sfetgh certain information with respect to
directors, executive officers and other officerotBebruary 17, 2012.

Name Age Position
Rene R. Joyc 64 Executive Chairman of the Board and Direc
Joe Bob Perkin 51 Chief Executive Officer and Direct
James W. Whale 70 Advisor to Chairman & CEO and Direct
Michael A. Heim 63 President and Chief Operating Offic
Jeffrey J. McParlan 57 Presider-Finance and Administratic
Roy E. Johnso 67 Executive Vice Presidel
Paul W. Chun¢ 51 Executive Vice President, General Counsel and &&g;
Matthew J. Meloy 34 Senior Vice President, Chief Financial Officer dandasurel
John R. Sparge 58 Senior Vice President and Chief Accounting Offi
Charles R. Cris| 64 Director
In Seon Hwan 35 Director
Peter R. Kaga 43 Director
Chris Tong 55 Director
Ershel C. Redd J 64 Director

Rene R. Joychas served as Executive Chairman of the Board @&, TRe general partner and TRI Resources Inc. (TBhce January 1, 20
and as a director of the Company since its formatio October 27, 2005 and of the general partmeesDctober 2006. Mr. Joyce previot
served as Chief Executive Officer of the Compantyvben October 27, 2005 and December 31, 2011,dhergl partner between October 2
and December 31, 2011 and TRI between February @004ecember 31, 2011. He also served as diretfiR| between 2004 and Decem
31, 2011 and was a consultant for the TRI predecessmpany during 2003. He is also a member of singervisory directors of Cc
Laboratories N.V. Mr. Joyce served as a consultattie energy industry from 2000 through 2003 padowg advice to various energy compal
and investors regarding their operations, acquisitiand dispositions. Mr. Joyce served as Presiofennshore pipeline operations of C¢
Energy, LLC, a subsidiary of Shell Oil Company (&8f) from 1998 through 1999 and President of energyiseswof Coral Energy Holdin
L.P. (“Coral”), a subsidiary of Shell which was tgas and power marketing joint venture between|%ime Tejas Gas Corporation (“Tejas”
during 1999. Mr. Joyce served as President of uar@perating subsidiaries of Tejas, a natural gasipe company, from 1990 until 1998 wt
Tejas was acquired by Shell. As the founding CHlirécutive Officer of TRI, Mr. Joyce brings deep espnce in the midstream busint
expansive knowledge of the oil and gas industrywel as relationships with chief executives anldeotsenior management at peer compe
customers and other oil and natural gas compatiesighout the world. His experience and industrypvdedge, complemented by
engineering and legal educational background, enhhbl Joyce to provide the board with executive nsmlh on the full range of busine
technical, and professional matters.
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Joe Bob Perkinthas served as Chief Executive Officer and direofothe Company, the general partner and TRI sisceidry 1, 2012. M
Perkins previously served as President of the Comp&tween the date of its formation on OctoberZI5 and December 31, 2011, of
general partner between October 2006 and Decenmh&031 and of TRI between February 2004 and Deeefdb, 2011. He was a consuli
for the TRI predecessor company during 2003. MrkiRs was an independent consultant in the enerdystry from 2002 through 2003 and
an active partner in RTM Media (an outdoor advertjfirm) during a portion of such time period. Mrerkins served as President and C
Operating Officer for the Wholesale Businesses, M4ale Group and Power Generation Group of Reli@asources, Inc. and

parent/predecessor companies, from 1998 to 200%/aadPresident, Corporate Planning and Developnaitouston Industries from 1996
1998. He served as Vice President, Business Dewaop of Coral from 1995 to 1996 and as DirectarsiBess Development, of Tejas fr
1994 to 1995. Prior to 1994, Mr. Perkins held vasigositions with the consulting firm of McKinsey@ompany and with an exploration :
production company. Mr. Perkingitimate knowledge of all facets of the Companyrivazl from his service as President from its foug
through 2011 and his current service as Chief BieeOfficer and director, coupled with his broaxperience in the oil and gas industry,
specifically in the midstream sector, his enginegrand business educational background and hisrierpe with the investment commur
enable Mr. Perkins to provide a valuable and unjggrspective to the board on a range of businessremagement matters.

James W. Whalehas served as Advisor to Chairman and CEO of thegany, the general partner and TRI since Janua®012 and as
director of the Company since its formation on ®@eto27, 2005, of the general partner since Febra@f7 and of TRI between 2004
December 2010. Mr. Whalen previously served as tiex Chairman of the Board of the Company and BBiween October 25, 2010
December 31, 2011 and of the general partner betweeember 15, 2010 and December 31, 2011. Hesals®d as PresideRtnance an
Administration of the Company and TRI between Jap2806 and October 2010 and the general partrterele®m October 2006 and Decerr
2010 and for various Targa subsidiaries since Ndem2005. Between October 2002 and October 2005\\WMalen served as the Senior \
President and Chief Financial Officer of Parkerllbng Company. Between January 2002 and OctobeR 2B8 was the Chief Financial Offi
of Diversified Diagnostic Products, Inc. He senasdChief Commercial Officer of Coral from Februd898 through January 2000. Previou
he served as Chief Financial Officer for Tejas frb@92 to 1998. Mr. Whalen brings a breadth andtdeptexperience as an executive, b
member, and audit committee member across seviéiegrett companies and in energy and other induateas. His valuable management
financial expertise includes an understanding efabcounting and financial matters that the Pastnprand industry address on a regular basis.

Michael A. Heirrhas served as President and Chief Operating Offitére Company, the general partner and TRI sitiomiary 1, 2012, N
Heim previously served as Executive Vice Presidemi Chief Operating Officer of the Company betwdlea date of its formation «
October 27, 2005 and December 2011, of the gempardher between October 2006 and December 201lofam&l between April 2004 ar
December 2011 and was a consultant for the TRIgmeskor company during 2003. Mr. Heim also sergea @onsultant in the energy indu:
from 2001 through 2003 providing advice to vari@mergy companies and investors regarding theiratipais, acquisitions and dispositic
Mr. Heim served as Chief Operating Officer and Exe® Vice President of Coastal Field Services,ulsaliary of The Coastal Co
(“Coastal”) a diversified energy company, from 1997 to 2001 Brekident of Coastal States Gas Transmission Qoyripam 1997 to 2001.
these positions, he was responsible for Coastaitistream gathering, processing, and marketisgbases. Prior to 1997, he served as an ¢
of several other Coastal exploration and produgctioarketing and midstream subsidiaries.

Jeffrey J. McParlanc has served as PresidentFinance and Administration of the Company and TiR¢es October 25, 2010 and of the ger
partner since December 15, 2010. He has also sewweddirector of TRI since December 16, 2010. WoParland served as Executive
President and Chief Financial Officer of the Comp&etween October 27, 2005 and October 25, 2010c&ricRI between April 2004 ai
October 25, 2010 and was a consultant for the TRilgcessor company during 2003. He served as Exedlite President and Chief Finant
Officer of the general partner between October 28@# December 15, 2010 and served as a directbeafeneral partner from October 200
February 2007. Mr. McParland served as TreasuréneofCompany from October 27, 2005 until May 208f7the general partner from Octo
2006 until May 2007 and of TRI from April 2004 unitilay 2007. Mr. McParland served as Secretary of B&ween February 2004 and N
2004, at which time he was elected as Assistantefey. Mr. McParland served as Senior Vice Pregjdeéinance of Dynegy Inc., a compi
engaged in power generation, the midstream nag@mlbusiness and energy marketing, from 2000 t@.200this position, he was respons
for corporate finance and treasury operations #iettv He served as Senior Vice President, Chieéiik¢ial Officer and Treasurer of PG&E (
Transmission, a midstream natural gas and regulaédaral gas pipeline company, from 1999 to 20Q@rRo 1999, he worked in vario
engineering and finance positions with companigbépower generation and engineering and congiruttdustries.
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Roy E. Johnsohas served as Executive Vice President of the Caoypmce its formation on October 27, 2005, of gemeral partner sin
October 2006 and of TRI since April 2004 and wasoasultant for the TRI predecessor company durid@32 Mr. Johnson also served ¢
consultant in the energy industry from 2000 thro2§B3 providing advice to various energy compaaigs investors regarding their operatit
acquisitions and dispositions. He served as ViesiBent, BusinesBevelopment and President of the International @rofuTejas from 1995
2000. In these positions, he was responsible fguiaitions, pipeline expansion and development gmtsj in North and South Ameri
Mr. Johnson served as President of Louisiana RessuCompany, a company engaged in intrastate hgasdransmission, from 1992 to 1€
Prior to 1992, Mr. Johnson held various positiorith\a number of different companies in the upstreanth downstream energy industry.

Paul W. Chunchas served as Executive Vice President, Generah$gband Secretary of the Company since its foonath October 27, 20C
of the general partner since October 2006 and dfsiifite May 2004. Mr. Chung served as ExecutiveeVecesident and General Counse
Coral from 1999 to April 2004; Shell Trading Normerica Company, a subsidiary of Shell, from 208April 2004; and Coral Energy, LL
from 1999 to 2001. In these positions, he was nesipte for all legal and regulatory affairs. Hewaat as Vice President and Assistant Gel
Counsel of Tejas from 1996 to 1999. Prior to 1996, Chung held a number of legal positions withfeliént companies, including the law fi
of Vinson & Elkins L.L.P.

Matthew J. Melothas served as Senior Vice President, Chief Finb@dfecer and Treasurer of the Company and TRI ei@ctober 25, 2010 a
of the general partner since December 15, 2010Métoy served as Vice President Finance and Treasurer of the Company and TRI bei
April 2008 and October 2010, and as Director, CoafDevelopment of the Company and TRI betweercMa006 and March 2008 and of
general partner between March 2006 and March 288&as served as Vice President~irance and Treasurer of the general partner be
April 2008 and December 15, 2010. Mr. Meloy washwithe Royal Bank of Scotland in the structured rit& group, focusing on the ene
sector from October 2003 to March 2006, most rdgesgtrving as Assistant Vice President.

John R. Spargehas served as Senior Vice President and Chief Adoau Officer of the Company and TRI since Janu2@p6 and of th
general partner since October 2006. Mr. Spargefegeas Vice President, Internal Audit of the Comphertween October 2005 and Jani
2006 and of TRI between November 2004 and Janu@®p.2Mr. Sparger served as a consultant in theggneddustry from 2002 throug
September 2004, including TRI between February 20@#September 2004, providing advice to varioesgncompanies and entities regart
processes, systems, accounting and internal cenfabr to 2002, he worked in various accounting administrative positions with compar
in the energy industry, audit and consulting posiiin public accounting and consulting positiorith & large international consulting firm.

Charles R. Crisphas served as a director of the Company sinceoitadtion on October 27, 2005 and of TRI betweenriaaly 2004 an
December 2010. Mr. Crisp was President and ChietHtve Officer of Coral Energy, LLC, a subsidiafyShell Oil Company from 1999 ur
his retirement in November 2000, and was PresidadtChief Operating Officer of Coral from Janua8g& through February 1999. Priol
this, Mr. Crisp served as President of the poweregation group of Houston Industries and, betwe@®8land 1996, as President and C
Operating Officer of Tejas. Mr. Crisp is also aeditor of AGL Resources Inc., EOG Resources Inc.lataicontinentalExchange, Inc. Mr. Cr
brings extensive energy experience, a vast undawlistg of many aspects of our industry and expegesgrving on the boards of other pu
companies in the energy industry. His leadership lausiness experience and deep knowledge of vasecters of the energy industry brin
crucial insight to the board of directors.

In Seon Hwanthas served as a director of the Company since Mag,2of TRI between May 2006 and December 2010thadjeneral partn
since February 2011. Mr. Hwang is a Member and gamgaDirector of Warburg Pincus LLC and a generattiper of Warburg Pincus & C
where he has been employed since 2004, and becaaenar of Warburg Pincus & Co. in 2009. Priofjdming Warburg Pincus, Mr. Hwal
worked at GSC Partners, a distressed investment firom 2002 until 2004, the M&A group at Goldmaac8s from 1998 to 2000, and
Boston Consulting Group from 1997 to 1998. He soa director of Competitive Power Ventures, Omiegargia Renovavel S.A. and serve:
the investment committee of Sheridan Productiontinees LLC. Mr. Hwang was appointed as a directozabge certain investment ful
managed by Warburg Pincus LLC, for whom Mr. Hwasi@ imanaging director and member, previously ctettais through their ownership
securities in Targa Resources Corp. Mr. Hwang hasfieant experience with energy companies anegtments and broad familiarity with -
industry and related transactions and capital niarketivity, which enhance his contributions to fleard of directors.
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Peter R. Kagarhas served as a director of the Company sinceiitsdtion on October 27, 2005, of the general padimee February 2007 a
of TRI between February 2004 and December 2010.Klslgan is a member and Managing Director of Warliirgcus LLC and a gene
partner of Warburg Pincus & Co., where he has leeployed since 1997 and became a partner of Waminaus & Co. in 2002. He is als
member of Warburg Pincugxecutive Management Group. He is also a diredtdmtero Resources Corporation, Broad Oak, Canbiaargy
Fairfield Energy Limited, Laredo Petroleum and ME@ergy Corp. Mr. Kagan was appointed as a direlsémause certain investment fu
managed by Warburg Pincus LLC, for whom Mr. Kagaa imanaging director and member, previously ctatrais through their ownership
securities in Targa Resources Corp. Mr. Kagan hpsfisant experience with energy companies anéatments and broad familiarity with
industry and related transactions and capital niarketivity, which enhance his contributions to tleard of directors.

Chris Tonghas served as a director of the Company since 3a2086 and of TRI between January 2006 and Dece@®E). Mr. Tong is
director of Cloud Peak Energy Inc. and Kosmos Enétd. He served as Senior Vice President and Gfiredincial Officer of Noble Energy, Ir
from January 2005 until August 2009. He also sem®&enior Vice President and Chief Financial @ffior Magnum Hunter Resources,

from August 1997 until December 2004. Prior therdte was Senior Vice President of Finance of Téjeadian Holding Company and
subsidiaries, including Tejas Gas Corp., Acadias Garporation and Transok, Inc., all of which weieolly-owned subsidiaries of Tejas (
Corporation. Mr. Tong held these positions from Asig1996 until August 1997, and had served in otteasury positions with Tejas sit
August 1989. Mr. Tong brings a breadth and deptixpkrience as a chief financial officer in therggendustry, a financial executive, a diret
of other public companies and a member of othertazmmmittees. He brings significant financial, tap markets and energy indus
experience to the board and in his position asltarman of our Audit Committee.

Ershel C. Redd Jhas served as a director of the Company since Bgb@011. Mr. Redd has served as a consultaheiemnergy industry sin
2008 providing advice to various energy companied mvestors regarding their operations, acquiseti@nd dispositions. Mr. Redd v
President and Chief Executive Officer of El Paseckic Company, a public utility company, from Ma@07 until March 2008. Prior to th
Mr. Redd served in various positions with NRG Enelgc., a wholesale energy company, including schtive Vice President SGommercie
Operations from October 2002 through July 2006Pessident “Western Region from February 2004 through July 2G0&1 as a direct
between May 2003 and December 2003. On May 14, 2R&3%5 filed for protection under Chapter 11 of thederal Bankruptcy Code. |
November 24, 2003, NRG's Chapter 11 Plan of Redzgton was confirmed. Mr. Redd served as VicesRient of Business Development
Xcel Energy Markets, a unit of Xcel Energy Inc.orfr 2000 through 2002, and as President and Chiefafipg Officer for New Centu
Energys (predecessor to Xcel Energy Inc.) subsidiary,afe®hio Gas Company, from 1997 through 2000. R#dd brings to the Comps
extensive energy industry experience, a vast utatedsg of varied aspects of the energy industry experience in corporate performail
marketing and trading of natural gas and natural lgpuids, risk management, finance, acquisitiond divestitures, business developm
regulatory relations and strategic planning. Heedlership and business experience and deep knowtdédgeious sectors of the energy indu
bring a crucial insight to the board of directors.

Board of Directors

Our board of directors consists of eight membehe Board reviewed the independence of our directsirgy the independence standards o
NYSE and, based on this review, determined thatskée<risp, Hwang, Kagan, Redd and Tong are indip#rwithin the meaning of the NY.
listing standards currently in effect.

Our directors are divided into three classes sgrstaggered thregear terms. Class |, Class Il and Class Il directaill serve until our annu
meetings of stockholders in 2014, 2012 and 201§heetively. The Class | directors are Messrs. Caisg Whalen, the Class Il directors
Messrs. Redd, Perkins and Hwang and the ClassirBttdrs are Messrs. Kagan, Tong and Joyce. At eactual meeting of stockholde
directors will be elected to succeed the classimfctbrs whose terms have expired. This classifioabf our board of directors could have
effect of increasing the length of time necessarghtange the composition of a majority of the baafrdirectors. In general, at least two ani
meetings of stockholders will be necessary forldtotders to effect a change in a majority of themhers of the board of directors.
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Committees of the Board of Directors

Our board of directors has four standing committeesn Audit Committee, a Compensation Committee, a iNating and Governan
Committee and a Conflicts Committeand may have such other committees as the boalileattors shall determine from time to time. Ea€
the standing committees of the board of directassthe composition and responsibilities descriladv.

Audit Committee

The members of our Audit Committee are Messrs. T&egld and Crisp. Mr. Tong is the Chairman of dusmittee. Our board of directors
affirmatively determined that Messrs. Crisp, Reaidd Tong are independent as described in the ofildee NYSE and the Securities Excha
Act of 1934, as amended (the “Exchange AdDur board of directors has also determined thatedaipon relevant experience, Mr. Tong i
“audit committee financial expert” as defined iartt 407 of Regulation S-K of the Exchange Act.

This committee oversees, reviews, acts on and temor various auditing and accounting matters to mard of directors, including: t
selection of our independent accountants, the sobper annual audits, fees to be paid to the ieddpnt accountants, the performance o
independent accountants and our accounting practiceaddition, the Audit Committee oversees oungliance programs relating to legal
regulatory requirements. We have adopted an Audih@ittee charter defining the committegdrimary duties in a manner consistent witt
rules of the SEC and NYSE or market standards.

Compensation Committee

The members of our Compensation Committee are Igesagan, Crisp and Hwang. Mr. Crisp is the Chairnod this committee. Th
committee establishes salaries, incentives and édhes of compensation for officers and other esgpks. Our Compensation Committee
administers our incentive compensation and bepéfits. We have adopted a Compensation Committe¢echiefining the committes’primary
duties in a manner consistent with the rules of3B€ and NYSE or market standards.

Nominating and Governance Committe

The members of our Nominating and Governance Cormendre Messrs. Kagan, Redd and Tong. Mr. Kag#rei€hairman of this committe
This committee identifies, evaluates and recommepaddified nominees to serve on our board of dmexstdevelops and oversees our inte
corporate governance processes and maintains sgeraeat succession plan. We have adopted a Nongratih Governance Committee che
defining the committee’s primary duties in a manc@msistent with the rules of the SEC and NYSE arkat standards.

In evaluating director candidates, the Nominatinmgl &overnance Committee assesses whether a cangidssesses the integrity, judgm
knowledge, experience, skills and expertise thatlikely to enhance the boasdability to manage and direct the affairs and mess of th
Company, including, when applicable, to enhanceathility of committees of the board to fulfill theduties.

Conflicts Committee

The members of our Conflicts Committee are MesSrisp, Redd and Tong. Mr. Tong is the Chairmanhi$ tommittee. This Committ
reviews matters of potential conflicts of interess, directed by our board of directors. We adojptéibnflicts Committee charter defining
committee’s primary duties.

Corporate Governance

Code of Business Conduct and Ethics

Our board of directors has adopted a Code of EtRasChief Executive Officer and Senior Financidfi€ézrs (the “Code of Ethics”)which
applies to our Chief Executive Officer, Chief Fical Officer, Chief Accounting Officer, Controlleand all of our other senior financial ¢
accounting officers, and our Code of Conduct (tli®de of Conduct”), which applies to our and our sidilaries’ officers, directors ar

employees. In accordance with the disclosure reqents of applicable law or regulation, we inteadlisclose any amendment to, or wa
from, any provision of the Code of Ethics or Cod€onduct under Item 5.05 of a current report om#8-K.
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Available Informatior

We make available, free of charge within the “Cogte Governance8ection of our website at www.targaresources.cothiarprint to an
stockholder who so requests, our Corporate Govem@&uidelines, Code of Ethics, Code of Conduct,ifGdmmittee Charter, Compensat
Committee charter and Nominating and Governancergittee charter. Requests for print copies may bectid to: Investor Relations, Ta
Resources Corp., 1000 Louisiana, Suite 4300, Haudtexas 77002 or made by telephone by calling)(383-1000. The information contain
on or connected to, our internet website is nobiporated by reference into this Annual Report sinduld not be considered part of this or
other report that we file with or furnish to the GE

Corporate Governance Guidelines

Our board of directors has adopted corporate geve guidelines in accordance with the corporateigance rules of the NYSE.
Executive Sessions of Management Directors

Our nonmanagement directors meet in executive sessionoutitmanagement participation at regularly schedebegcutive sessions. Thi
meetings are chaired by Mr. Peter Kagan.

Interested parties may communicate directly with non-management directors by writing to: Ndianagement Directors, Targa Resou
Corp., 1000 Louisiana, Suite 4300, Houston, Tex&¥?2.

Section 16(a) Beneficial Ownership Reporting Compdince
Section 16(a) of the Securities Exchange Act of4l@88juires our directors, executive officers anébl€lockholders to file with the SEC rept
of ownership and changes in ownership of our eqeturities. Based solely upon a review of theeopif the Form 3, 4 and 5 reports furnis

to us and certifications from our directors andoestive officers, we believe that during 2011, dlbar directors, executive officers and benefi
owners of more than 10% of our common units condphé&h Section 16(a) filing requirements applicatdehem.
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Item 11. Executive Compensation.
Compensation Discussion and Analysis

The following discussion and analysis containsestegnts regarding our and our executive officéusire performance targets and goals. Tt
targets and goals are disclosed in the limited eahtof our compensation programs and should notubderstood to be statements
management’s expectations or estimates of resulither guidance.

Overview

Compensatory arrangements with our executive offidgdentified in the Summary Compensation Tableafied executive officers™are
approved by the Compensation Committee (the “Corsgion Committee”)of our Board of Directors. The Compensation Comemitis
responsible for overseeing the development of &t@ive compensation philosophy, strategy, fram&vemd individual compensation eleme
for our named executive officers based on our mssipriorities.

The following Compensation Discussion and Analydéscribes the material elements of compensatiorodiornamed executive officers
determined by the Compensation Committee.

Compensation Philosophy

The Compensation Committee believes that total @sation of executives should be competitive whid market in which we compete
executive talent which encompasses not only midstreatural gas companies, but also other energysindcompanies as described iFh&
Role of Peer Groups and Benchmarkimglow. The following compensation objectives guide Compensation Committee in its deliberat
about executive compensation matters:

« provide a competitive total compensation prograat émables us to attract and retain key executives;

« ensure an alignment between our strategic and diabperformance and the total compensation redebwe our named executi
officers;

« provide compensation for performance that refl@utévidual and company performance both in absoletens and relative to our pi
group;

« ensure a balance between short-term and long-tempensation while emphasizing régk or variable, compensation as a valu
means of supporting our strategic goals and aligtiie interests of our named executive officerdiwhibse of our shareholders; ¢

« ensure that our total compensation program suppartpusiness objectives and priorities.

Consistent with this philosophy and compensatiojeaitves, we do not pay for perquisites for anyoaf named executive officers, other t
minimal parking subsidies.

The Role of Peer Groups and Benchmarking

When evaluating compensation levels for each naexedutive officer, the Compensation Committee nesi@ublicly available compensati
data for executives in our peer group and compemsatrveys and uses that information to set corsgugon levels for each named execL
officer in the context of their roles and levelsre$ponsibility, accountability and decisiaraking authority. While compensation data from ¢
companies is considered, the Compensation Comndtidesenior management do not attempt to set cosafien components to meet spe«
benchmarks, such as salaries “above the mediatotalrcompensation “at the 50th percentilétie peer company data that is reviewed by s
management and the Compensation Committee is simpdy factor out of many that is used in connectidth the establishment of t
compensation for our officers. The other factorasidered include, but are not limited to, (i) ashle compensation data about rankings
comparisons, (ii) effort and accomplishment on augrand individual basis, (iii) challenges faced @hallenges overcome, (iv) unique sk
(v) contribution to the management team and (\@)gbrception of both the Board of Directors andGoenpensation Committee of performa
relative to expectations and actual market/busimesslitions. All of these factors, including peempany data, are utilized in a subjec
assessment of each year’s decisions relating tosmash incentives, longrm incentives and base compensation changesawitbw toward
total compensation and pay-for-performance.
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The peer group reviewed by the Compensation Coreenith consultation with senior management for campgon comparison incluc
midstream master limited partnerships (“MLPsi)d other energy companies to better reflect thekebeor executive talent in the ene
industry. Because many companies in the peer gaoaiparger than the Company as measured by maakétbization and total assets, with
assistance of BDO USA, LLP (“BDO”gp compensation consultant engaged by the Compensatmmittee, compensation data for the
companies is analyzed using multiple regressioflyaisato develop a prediction of the total compéeiasathat peer companies of comparable
to the Company would offer similarlsituated executives. This regressed data is théghvesl as follows to develop a reference poingdidiging
the adequacy of executive pay at the Company: MigR&n a 70% weighting), exploration and productcmmpanies (“E&Ps”)diven a 159
weighting) and utility companies (given a 15% weigh). The peer group companies in each of theetbegegories are:

e« MLP peer companie: Atlas Pipeline Partners, L.P., Copano Energy,.C.L Crosstex Energy, LP, DCP Midstream PartneB
Enbridge Energy Partners LP, Energy Transfer PestneP, Enterprise Products Partners LP, Magelladsiveam Partners, L
MarkWest Energy Partners, LP, NuStar Energy LP, OKFPartners, LP, Regency Energy Partners LP antiawig Partners LF

« E&P peer companie: Apache Corporation, Anadarko Petroleum Corpomati©abot Oil & Gas Corp., Cimarex Energy Co., Day
Resources Inc., Devon Energy Corporation, EOG Ressunc., Murphy Oil Corp., Newfield ExploratioroC Noble Energy Inc., Pe
Virginia Corp., Petrohawk Energy Corp., PioneerlMalt Resources Co., Southwestern Energy Co. and B#troleum Cory

« Utility peer companies Centerpoint Energy Inc., Dominion Resources IBtRaso Corp., Enbridge Inc., EQT Corp., Natidhatl Ga
Co., NiSource Inc., ONEOK Inc., Questar Corp., Searipnergy, Spectra Energy Co., Southern Union BansCanada Corporati
and Williams Companies In

Senior management and the Compensation Committéaveur compensation practices and peer compamied least an annual basis.
Role of Senior Management in Establishing Comperisatfor Named Executive Officer

Typically, under the direction of the Compensat@ommittee, senior management consults with BDO ctimapensation consultant engage:
the Compensation Committee, and reviews market datl evaluates relevant compensation levels amgpeasation program elements. Bz
on these consultations and assessment of perfoematative to key business priorities, senior managnt submits emerging conclusions
later a proposal to the Chairman of the Compensa&iommittee. The proposal includes a recommendafidrase salary, annual bonus and
longterm compensation to be paid or awarded to exezwificers and employees. The Chairman of the Coisgiieon Committee reviews &
discusses the proposal with senior managementrendansultant and may discuss it with the other bemof the Compensation Commit
other board members, or the full boards of the Caamgpand Targa Resources GP LLC and may requestehair management provide him v
additional information or reconsider or revise ttgioposal. The resulting recommendation is thdmstied to the Compensation Committee
consideration, which also meets separately withlctimpensation consultant. The final compensati@isams are reported to the Board.

Our senior management has no other role in det@mgncompensation for our named executive officaldiough the Compensation Commi
may delegate the approval of award grants and athesactions and responsibilities regarding thmiaidtration of compensatory program:
the Chairman of the Board of Directors or the Clagécutive Officer, provided that such administatand approval of awards does not a
for our Section 16 officers. Our executive officene delegated the authority and responsibilitdétermine the compensation for all o
employees.

Elements of Compensation for Named Executive Offie
The elements of compensation for our named exeeutfficers consist of the following: (i) annual kasalary; (ii) discretionary annual c
bonus awards; (iii) long term incentive awards, gisting of performance awards under the Partn€ssigmg-term incentive plan and awa

under our stock incentive plan; (iv) contributiamsder our 401(k) and profit sharing plan; (v) papation in our health and welfare plans on
same basis as all of our other employees; angértjcipation in a change in control-related semeeaplan.
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Base Salary The base salaries for our named executive offiaeFsset and reviewed annually by the Compens&@mnmittee. The salaries
intended to provide fixed compensation based ototicsl salaries paid to our named executive offider services rendered to us, market
on compensation paid to similarly situated exe@asiand responsibilities and performance of our nexecutive officers.

Annual Cash Incentives The discretionary annual cash bonus awards amilab our named executive officers provide an opputy tc
supplement annual base salary based on perfornsant®t, on a combined basis, the annual cash awapen opportunity yields competiti
cash compensation levels and drives performansapport of our business strategies. It is our gargmlicy to pay these incentive awards [
to the end of the first quarter of the fiscal yEdlowing the fiscal year to which they related.eTpayment of individual cash bonuses to exec
management, including our named executive offidersubject to the sole discretion of the Compeasafommittee.

The discretionary annual cash awards are designecward our employees for contributions towards achievement of financial a
operational business priorities (including businpserities of the Partnership) approved by the @ensation Committee and to aid ut
retaining and motivating employees. These priariiee not objective in naturethey are subjective and performance in regarddsdlprioritie
is ultimately evaluated by the Compensation Conamith its sole discretion. As such, success doedegpend on achieving a particular tar
rather, success is evaluated based on past noxpesgtations and unanticipated obstacles or oppitiearthat arise. For example, hurricanes
deteriorating or changing market conditions marathe priorities initially established by the Caengation Committee such that cer
performance that would otherwise be deemed a negatiay, in context, be a positive result. This eatiyity allows the Compensati
Committee to account for the full industry and emwmic context of our actual performance or that af personnel. The Compensal
Committee considers all strategic priorities andaws performance against the priorities and cdribex does not assign specific weighting
the strategic priorities in advance.

A discretionary cash bonus pool is recommendedusysenior management and approved by the Compengatimmittee annually based on
achievement of certain strategic, financial andrati@enal objectives. Near or following the end atbk year, senior management recommen
the Compensation Committee the total amount of ¢adie allocated to the bonus pool based upon werati performance relative to the
objectives. Following receipt of our senior manageatis recommendation, the Compensation Committeesisdte discretion, determines
total amount of cash to be allocated to the borad. fAdditionally, the Compensation Committee,tsole discretion, determines the amou
the cash bonus awards to each of our executiveeofj including the CEO. The executive officersedmine the amount of the cash bonus
to be allocated to our departments, groups andarapt (other than our executive officers) basedesformance and on the recommendatic
supervisors, managers and line officers.

Long Term Incentive Awards: Stock Incentive Plad Bartnership Lon-Term Incentive Plan Award#n connection with the IPO, we adop
the 2010 Stock Incentive Plan (the “Stock Incentlan”) under which we may grant to the named executivieer, other key employe:
consultants and directors certain awards, includasgricted stock, bonus stock and performance @gsvarhe Stock Incentive Plan provides
discretionary grants of the following types of adsr(a) incentive stock options qualified as sunbear U.S. federal income tax laws, (b) st
options that do not qualify as incentive stock opsi, (¢) phantom stock awards, (d) restricted stwlirds, (e) performance awards, (f) bc
stock awards, or (g) any combination of such awaafthough we are currently utilizing only restedtstock and bonus stock awards.
maximum aggregate number of shares of our comnmrk ¢hat may be granted in connection with awanmiden the Stock Incentive Plar
5 million, of which approximately 1.9 million sharevere awarded in connection with our IPO. The IStacentive Plan awards are grante(
such terms and conditions and at such purchase fifiany) determined by the Compensation Committee may, but need not be, subje«
performance criteria, objectives, or forfeiture.ditébnal details relating to shares of restrictéoick and bonus stock granted under the ¢
Incentive Plan are included below under “—Applioatiof Compensation Elements—Equity Ownership Gdiyérand “—Executive
Compensation Tables—Outstanding Equity Awards aflZscal Year-End.”

We may grant to the named executive officers ahdrdtey employees performance unit awards undelPantmership’s longerm incentive pla
linked to the performance of the Partnership’s camnanits, with the amounts vesting under such asvalebendent on the Partnership’
performance compared to a pggoup consisting of the Partnership and other plybtraded partnerships. These awards, which magehted i
cash or equity, are designed to further align theréests of the named executive officers and dibgremployees with those of the Partnership’
equity holders. Additional details relating to queer group applicable to LTIP awards payouts actuded below under “-Application o
Compensation Elements—Long-Term Cash Incentives.”
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Awards to our named executive officers under tleelStncentive Plan and Partnership’s Iaegm incentive plan are made near or following
end of each year. For 2011, the long term incentm@ponent of compensation was allocated approeimaiventyfive percent to restricte
stock awards under the Stock Incentive Plan andrggyvive percent to equity settled performance amiards under the Partnership’s Idegr
incentive plan.

Retirement BenefitsWe offer eligible employees a Section 401(k) tasldied, defined contribution plan (the “401(k) Riq to enabl
employees to save for retirement through aadxantaged combination of employee and Companyribations and to provide employees
opportunity to directly manage their retirementpéssets through a variety of investment options.gnployees, including our named exect
officers, are eligible to participate in our 401fan and may elect to defer up to 30% of theinahoompensation on a ptax basis and have
contributed to the plan or contribute such amountagosttax basis via a Roth contribution, subject to dertamitations under the Code.
addition, we make the following contributions te th01(k) Plan for the benefit of our employeesluding our named executive officers: (i)

of the employee’s eligible compensation; and (ii)aanount equal to the employee’s contributionsh®401(k) Plan up to 5% of the employee’
eligible compensation. We may also make discretipr@ntributions to the 401(k) Plan for the benefft employees depending on
performance. Contributions made by the Company beagubject to certain limitations under the Codectrtain employees.

Health and Welfare BenefitAll full- time employees, including our named executive efic may participate in our health and welfare bt
programs, including medical, health, life insuranoe dental coverage and disability insurance.

Perquisites.It is the Compensation Committsepolicy not to pay for perquisites for any of cwamed executive officers, other than mini
parking subsidies.

Severance and Change in Control BenefitWe maintained the Targa Resources Officer Chamdgeontrol Severance Program (th@fficer
Change in Control Programturing the 2011 year for certain officers and keyp®yees other than executive officers. Mr. Melogsvthe onl
named executive officer that met the criteria of‘afficer” under the Officer Change in Control Program andig@pated in this plan during tl
2011 year. Following the 2011 year, we adoptedTieja Resources Executive Officer Change in Cor8mderance Program (th&Xecutive
Change in Control Program?r our executive officers. Mr. Meloy and the othirmed executive officers will now participate I tExecutiv
Change in Control Program during the 2012 calegéar. The two plans are similar in the fact thatytprovide for certain severance paym
in the event that a participant incurs a qualifyiegnination within an eighteen month period follogra change in control, although the amo
payable will differ between participants and plalRer more details on the terms and conditions ches# these plans, as well as the pote
payment that would have been due to Mr. Meloy e 2011 year under the Officer Change in ControlgRnm, please see the section be
under “—Potential Payments Upon Termination or @gaim Control.”

Relation of Compensation Elements to Compensatidnl&ophy

Our named executive officers, other executives @action 16 officers and directors, through a comtidm of personal investment and eq
grants, own approximately 11.2% of our fully dildtequity. Based on our named executive officeshership interests in us and their di
ownership of the Partnership’s common units, then,adirectly and indirectly, approximately 0.4%tbe Partnershig limited partner interes
The Compensation Committee believes that the eixecofficers’ ownership interests and the elements of the amtmrapensation progratr
available to them align the interests of the ex