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APPLICATION OF PLAINS PIPELINE, L.P.

Plains Pipeline, L.P. (“Plains” or “Applicant”) pursuant to the provisions of Chapter 49-03.1
of the North Dakota Century Code makes application to the North Dakota Public Service
Commission (“Commission”) for a Certificate of Public Convenience and Necessity for its Trenton
Pipeline System. In support of this application, Plains states as follows:

1.

Plains is a limited partnership organized and existing under the laws of the state of Texas,
with principal offices located at 333 Clay Street, Suite 1600, Houston, TX 77002 and authorized to
do business in the State of North Dakota.

2.

Plains is the owner and current operator of the Trenton Pipeline System which consists of
approximately 90 miles of pipeline and other facilities located in Richland County, Montana and
McKenzie and Williams Counties, North Dakota. Approximately 65 miles of the Trenton Pipeline

System is located in Montana and approximately 25 miles is located in North Dakota.
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3.

Plains acquired the Trenton Pipeline System from Link Energy Pipeline Limited Partnership,
in April of 2004. Link, by name change, was the successor in interest to EOTT Energy Pipeline
Limited Partnership which acquired the Trenton Pipeline System from Koch Pipeline Company, L.P.

4,

The Trenton Pipeline System as acquired from Link receives crude oil from numerous oil
well sites located in Richland County, Montana, and McKenzie and Williams Counties, North
Dakota. Plains transports the crude oil for hire to a receiving facility known as Trenton Station
located approximately five (5) miles southwest of the city of Williston, North Dakota. Crude oil
transported for hire by Plains’ Trenton Pipeline System is ultimately delivered to Enbridge Pipelines
(North Dakota) LL.C for transportation to various locations in the United States.

5.

The main line of the Trenton Pipeline System was originally constructed and installed by
Koch Pipeline Company, L.P. in 1968 for the purpose of transporting crude oil from o1l fields near
Sidney, Montana, to the former Flying J Refinery at one time located on the eastern edge of
Williston, North Dakota. When the Flying J Refinery shut down its operations in 1980, Trenton
Station was built approximately five (5) miles southwest of Williston.

6.

In Richland County, Montana, the Trenton Pipeline System begins with a segment of three
(3) inch line in Section 28, Township 23 North, Range 57 East, at the location of the Westport Qil
and Gas Company, L.P. Cundiff #1-28 well, transitioning into four (4) inch pipe in Section 7,

Township 23 North, Range 58 East, transitioning into six (6) inch pipe in Section 18, Township 25

2-



North, Range 59 East, and ;:xiting the state of Montana in Section 36, Township 26 North, Range
59 East.
7.
In Richland County, Montana, eight laterals connect to the mainline:

(a) The Merrill Lateral, a segment of three (3) inch line beginning in Section 3,
Township 22 North, Range 57 East, at the location of the Westport Oil and Gas Company, L.P.
Merrill #1 well, and ending in Section 34, Township 23 North, Range 57 East;

(b)  The Larson Lateral, a segment of three (3) inch line beginning in Section 26,
Township 23 North, Range 57 East, at the location of the Nance Petroleum Larson #2 well, and
ending in Section 25, Township 23 North, Range 57 East;

(©) The Sawyer Lateral, a segment of three (3) inch line beginning in Section 8,
Township 23 North, Range 57 East, at the location of the Nance Petroleum Sawyer #1 well, and
ending in Section 13, Township 23 North, Range 57 East;

(d) The Lewis Lateral, a segment of four (4) inch line beginning in Section 17,
Township 24 North, Range 57 East, at the location of the Nance Petroleum Pederson #1 well, and
ending in Section 21, Township 24 North, Range 58 East;

(e) The Norby Lateral, a segment of four (4) inch line beginning in Section 14,
Township 25 North, Range 57 East, at the location of the Nance Petroleum Norby #1 well, and
ending in Section 33, Township 25 North, Range 58 East;

) The Leo Lateral, a segment of four (4) inch line beginning in Section 4,
Township 23 North, Range 59 East, at the location of the Nance Petroleum Leo #1 well, and ending

in Section 2, Township 24 North, Range 58 East;

3.



(2) The Salsbury Lateral, a segment of four (4) inch line beginning in Section 20,
Township 26 North, Range 58 East, at the location of the Luff Exploration D-20 Salsbury well, and
ending in Section 18, Township 25 North, Range 59 East; and
(h) The Burgess Lateral, a segment of four (4) inch line beginning in Section 22,
Township 26 North, Range 59 East, at the location of the Dominion Oil & Gas Burgess #1 well, and
ending in Section 35, Township 26 North, Range 59 East.
8.

In North Dakota, the Trenton Pipeline System begins with a segment of six (6) inch line
entering the state in Section 30, Township 152 North, Range 104 West, McKenzie County, North
Dakota, and terminating with a segment of dual four (4) inch pipe at Trenton Station, located in
Section 34, Township 154 North, Range 102 West, Williams County, North Dakota. The six inch
line connects to the dual four (4) inch in Section 2, Township 153 North, Range 102 West, and then
connects to Trenton Station located in Section 34, Township 154 North, Range 102 West, Williams
County, North Dakota. At the point the six (6) inch line enters the state of North Dakota, the
operating pressure of the line is approximately 500 PSI without any further increase in the pressure
in the state of North Dakota.

9.
In McKenzie and Williams Counties, North Dakota, two laterals connect to the mainline:
(a) The Buford Lateral, a segment of four (4) inch line beginning in Section 10,
Township 152 North, Range 104 West, at the location of the Hunt Petroleum Buford CTB well, and

ending in Section 10, Township 152, Range 104 West; and




(b) The Eightmile Lateral, a segment of four (4) inch line beginning in Section
3, Township 152 North, Range 103 West, at the location of the Rankin Bergstrom Federal State 1
well and ending in Section 5, Township 152 North, Range 103 West.
() The Trenton Bottoms Lateral, a segment of four (4) inch line beginning in
Section 19, Township 153 North, Range 101 West, at the location of the Nance Petroleum Coulter-
Metzger well, and ending in Section 19, Township 153 North, Range 101 West.
10.

Included in this application is a Certificate of Existence from the Texas Secretary of State
indicating Plains is authorized to do business in the state of Texas. See Exhibit A; Appendix at
Tab 1.

11.

Included in this application is a Certificate of Fact from the North Dakota Secretary of State
indicating Plains is authorized to do business n the state of North Dakota. See Exhibit B; Appendix
at Tab 2.

12.

Included in this application is a map of portions of North Dakota and Montana which sets

forth the area served by Plains with the Trenton Pipeline System. See Exhibit C; Appendix at Tab 3.
13.

Included in this application is a detailed description of the various components of the pipeline

which together comprise the Trenton Pipeline System owned and operated by Plains. See Exhibit D;

Appendix at Tab 4



14.

Included in this application is a copy of the 2004 annual report of Plains which sets forth

detailed financial information for Plains. See Exhibit E; Appendix at Tab 5.
15.

Based upon knowledge and belief, there are no other pipelines which provide the service of
gathering crude oil from Richland County, Montana, and McKenzie and Williams Counties, North
Dakota, which is provided by the Trenton Pipeline System.

16.

The Trenton Pipeline System provides the most cost-effective means of transporting crude
oil from oil and gas well sites in Richland County, Montana, and McKenzie and Williams Counties,
North Dakota, to Trenton Station. There is no other existing pipeline system that could meet the
demand for transporting crude oil which the Trenton Pipeline System currently meets.

17.

Plains is in the process of making application to the Commission for two expansion projects
for its Trenton Pipeline System. One project, referred to by Plains as the “Trenton Expansion
Project”, involves the installation of a segment of 2.38 miles of 10 inch line to replace an existing
segment of dual 4 inch and a segment of 6 inch line and a segment of 1000 feet of 6 inch line to
connect the new 10 inch line to the existing 6 inch line. In addition, Plains is in the process of
making application to the Commission for its “Fort Buford Expansion Project”” which involves the
installation of a 4.62 mile segment of 10 inch line to replace an existing segment of 6 inch line. See

Exhibit F; Appendix at Tab 6.



18.

Based upon the foregoing, Plains is of the opinion that there is currently and in the future a
need for the service Plains is providing with its Trenton Pipeline System; Plains is fit and has the
ability to provide this needed service, since no other public utility provides this service, Plains’
service will not have any adverse effect upon other pipeline carriers for hire; the proposed service
is adequate or Plains will alter its system to provide adequate service; and, Plains has the technical,
financial and managerial ability to provide the services sought to be approved by the Commission.

WHEREFORE, Plains requests that Plains’ application be noticed for an opportunity for
hearing as provided by Chapter 49-03.1 of the North Dakota Century Code and the rules and
regulations of the Commission and that thereafter the Commission enter its order granting the relief
requested by Plains for the issuance of a certificate of public convenience and necessity for the

Plains’ Trenton Pipeline System as described herein.

DATED this 29" day of June, 2005.

(AP
LAWRENCE JENDER, N.D. BAR ID #03908
Attorneys for Applicant, Plains Pipeline, L P
314 East Thayer Avenue
Post Office Box 400
Bismarck, North Dakota 58502
Phone: (701) 223-2890




STATE OF NORTH DAKOTA )
) ss
COUNTY OF BURLEIGH )
LAWRENCE BENDER, of lawful age, being first duly sworn, on oath deposes and says:

That he is the duly elected and qualified attorney for Applicant in the foregoing application;

that he executed the foregoing application for and on behalf of said Applicant and as its said attorney

Subscribed and sworn to before me this 29" day of June, 2005.

éf},azw 4. Gt
Notary Public
Burleigh County, North Dakota
My Commission Expires:

JEANNE A. FEIST
Notary Pubhc State of North Dakota
My Commission Expires MARCH 7, 2007
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Roger Williams

Secretary of State

Corporations Section
P.O.Box 13697
Austin, Texas 78711-3697

Office of the Secretary of State

The undersigned, as Secretary of State of Texas, does hereby certify that the document, Articles Of
Conversion for Plains Pipeline, L.P. (filing number: 11400110), a Domestic Limited Partnership (LP),
was filed in this office on November 16, 1998.

It is further certified that the entity status in Texas is active.

In testimony whereof, I have hereunto signed my name
officially and caused to be impressed hereon the Seal of
State at my office in Austin, Texas on May 27, 2005.

Roger Williams

Secretary of State

EXHIBIT A

Come visit us on the internet at http.//www.sos.state tx us/
Phone: (512) 463-5555 Fax. (512) 463-5709 TTY 7-1-1
Prepared by: Ila Hendricks Hendricks Document 91594880002
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CERTIFICATE OF FACT
OF
PLAINS PIPELINE, L.P.

The undersigned, as Secretary of State of the State of North
Dakota, hereby certifies that PLAINS PIPELINE, L.P., a Texas limited
partnership, was filed in this office on Apnl 27, 2000. The registration
shall remain in force unless canceled.
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Dated: May 27, 2005

Alvin A. Jaeger
Secretary of State

EXHIBIT B




TRENTON PIPELINE SYSTEM

MAINLINE 3"
Origination . . ................... Section 28, 23 N, 57 E, Richland County, MT
Termination .................... Section 7, 23 N, 58 E, Richland County, MT
Length ........................ 8 miles
Outside Diameter .. .............. 3.5 inches
Wall Thickness ................. 0.188 inches
Grade ........... . ... X42
Seam ............ ... ... . .. 100% ERW
Pipeline Coating ................ Polykin 929 Tape and Primer
Cathodic Protection .............. Impressed Current
SMYS (psig) «+vvvvveennnnn... 42,000
Pipe Design Pressure (psig) ........ 3248
Max. Operating Pressure (MOP) . ... 1440
Operating Pressure (psig) ......... 500
Other Components, ANSI ......... 1440
Test Pressure ................... 1800
Year Tested .................... 1985
Emergency Shutdown Time ....... 3 hours
Maximum Pumping Rate (bph) .. ... 75 bph
Type of Product Transported . ... ... Sweet crude oil
Date of Installation .............. 1985

EXHIBIT D



TRENTON PIPELINE SYSTEM

MAINLINE 4"
Origination ..................... Section 7,23 N, 58 E, Richland County, MT
Termination ...........covuuv... Section 18, 25 N, 59 E, Richland County, MT
Length .............. ... ... ... 13 miles
Outside Diameter . ............... 4.5 inches
Wall Thickness ................. 0.188 inches
Grade .......... ... X42
Seam . ... 100% ERW
Pipeline Coating ................ Polykin 929 Tape and Primer
Cathodic Protection . ............. Impressed Current
SMYS (Psig) -« vvvvne i 42,000
Pipe Design Pressure (psig) .. ...... 2527
Mazx. Operating Pressure (MOP) . . .. 1440
Operating Pressure (psig) ......... 500
Other Components, ANSI ......... 1440
TestPressure ................... 1800
Year Tested .................... 1985
Emergency Shutdown Time ....... 2 hours
Maximum Pumping Rate (bph) .. ... 300 bph
Type of Product Transported . . .. ... Sweet crude oil
Date of Installation .............. 1985

EXHIBIT D



TRENTON PIPELINE SYSTEM

MAINLINE 6"
Origination . .................... Section 18, 25 N, 59 E, Richland County, MT
Termination ..........covvev.... Section 2, 153 N, 102 W, Williams County, ND
Length ... ... ... .. . it 24 miles
Outside Diameter ... ............. 6 5/8 inches
Wall Thickness ................. 0.188 inches
Grade ....... ... .o i X42
Seam ...t 100% ERW
Pipeline Coating ................ Polykin 919 Tape and Primer
Cathodic Protection .............. Impressed Current
SMYS (psig) ««vvvvviiiiin.. 42,000
Pipe Design Pressure (psig) ........ 1716
Max. Operating Pressure (MOP) . ... 1440
Operating Pressure (psig) ......... 500
Other Components, ANSI ......... 1440
TestPressure ................... 1800
YearTested ......... ... ... .. ... 1968
Emergency Shutdown Time ....... 2 hours
Maximum Pumping Rate (bph) ... .. 600 bph
Type of Product Transported . ... ... Sweet crude oil
Date of Installation .............. 1968

EXHIBIT D



TRENTON PIPELINE SYSTEM

MERRILL LATERAL
Origination . .................... Section 3,22 N, 57 E, Richland County, MT
Termination .................... Section 34, 23 N, 57 E, Richland County, MT
Length ............. ... .. ..... 1.25 miles
Outside Diameter . ............... 3.5 inches
Wall Thickness ................. 0.188 inches
Grade .......... .. ... . . X42
Seam ... 100% ERW
Pipeline Coating ................ Polykin 929 Tape and Primer
Cathodic Protection .............. Impressed Current
SMYS (PSig) «.vvvviinii 42,000
Pipe Design Pressure (psig) ........ 2527
Max. Operating Pressure (MOP) . . .. 1440
Operating Pressure (psig) ......... 500
Other Components, ANSI ......... 1440
Test Pressure ................... 1800
Year Tested .................... 1985
Emergency Shutdown Time ....... 2 hours
Maximum Pumping Rate (bph) . .. .. 60 bph
Type of Product Transported . . .. ... Sweet crude oil
Date of Installation .............. 1985

EXHIBIT D



TRENTON PIPELINE SYSTEM

LARSON LATERAL
Origination . . ................o.0. Section 26, 23 N, 57 E, Richland County, MT
Termination .........c.cvvuunnnn. Section 25, 23 N, 57 E, Richland County, MT
Length ......... . . oL, 1 mile
Outside Diameter . ............... 3.5 inches
Wall Thickness ................. 0.188 inches
Grade ... X42
SEamM . vt v 100% ERW
Pipeline Coating ................ Polykin 929 Tape and Primer
Cathodic Protection .............. Impressed Current
SMYS (PSig) v vvvviii e 42,000
Pipe Design Pressure (psig) ........ 2527
Max. Operating Pressure (MOP) . ... 1440
Operating Pressure (psig) ......... 500
Other Components, ANSI ......... 1440
TestPressure ................... 1800
Year Tested .................... 1985
Emergency Shutdown Time ....... 2 hours
Maximum Pumping Rate (bph) .. ... 60 bph
Type of Product Transported .. ... .. Sweet crude oil
Date of Installation .............. 1985

EXHIBIT D



TRENTON PIPELINE SYSTEM

SAWYER LATERAL
Origination . . ................... Section 8, 23 N, 57 E, Richland County, MT
Termination ..........c.vueue... Section 13, 23 N, 57 E, Richland County, MT
Length ...........o i, 6 miles
Outside Diameter .. .............. 3.5 inches
Wall Thickness ................. 0.188 inches
Grade ..., X42
SEamM . ot v e e 100% ERW
Pipeline Coating ................ Polykin 929 Tape and Primer
Cathodic Protection . ............. Impressed Current
SMYS (psig) - vvvvvvinnnnn. 42,000
Pipe Design Pressure (psig) ........ 2527
Max. Operating Pressure (MOP) . . .. 1440
Operating Pressure (psig) ......... 500
Other Components, ANSI ......... 1440
TestPressure ................... 1800
Year Tested ........... .. ... ... 1985
Emergency Shutdown Time ....... 2 hours
Maximum Pumping Rate (bph) . .. .. 60 bph
Type of Product Transported . . .. ... Sweet crude oil
Date of Installation .............. 1985

EXHIBIT D



TRENTON PIPELINE SYSTEM \

LEWIS LATERAL
Origination .. ................... Section 17,24 N, 57 E, Richland County, MT
Termination .................... Section 21, 24 N, 58 E, Richland County, MT
Length ......... ... ... ... ..., 8 miles
Outside Diameter .. .............. 4.5 inches
Wall Thickness ................. 0.188 inches
Grade .......... ... ... X42
Seam ........... . i 100% ERW
Pipeline Coating ................ Polykin 929 Tape and Primer
Cathodic Protection .............. Impressed Current
SMYS (pSig) + .o 42,000
Pipe Design Pressure (psig) ........ 2527
Max. Operating Pressure (MOP) . . .. 1440
Operating Pressure (psig) ......... 500
Other Components, ANSI ......... 1440
Test Pressure ................... 1800
Year Tested .................... 1984
Emergency Shutdown Time ....... 2 hours
Maximum Pumping Rate (bph) . .. .. 75 bph
Type of Product Transported . . ... .. Sweet crude oil
Date of Installation .............. 1984

EXHIBIT D



TRENTON PIPELINE SYSTEM

NORBY LATERAL
Origination . .................... Section 14, 25 N, 57 E, Richland County, MT
Termination .................... Section 33, 25 N, 58 E, Richland County, MT
Length ........... ... . ... .... 6 miles
Outside Diameter ................ 4.5 inches
Wall Thickness ................. 0.188 inches
Grade ........... ..., X42
Seam..........cciiiiiiiin... 100% ERW
Pipeline Coating ................ Polykin 919 Tape and Primer
Cathodic Protection .............. Impressed Current
SMYS (PSIg) v v v 42,000
Pipe Design Pressure (psig) . ....... 3248
Max. Operating Pressure (MOP) . ... 1440
Operating Pressure (psig) ......... 450
Other Components, ANSI ......... 1440
Test Pressure ................... 1800
Year Tested .................... 1968
Emergency Shutdown Time ....... 1 hour
Maximum Pumping Rate (bph) . .. .. 55 bph
Type of Product Transported . . . .. .. Sweet crude oil
Date of Installation .............. 1968

EXHIBIT D



TRENTON PIPELINE SYSTEM

LEO LATERAL
Origination . .................... Section 4, 23 N, 59 E, Richland County, MT
Termination .................... Section 2, 24 N, 58 E, Richland County, MT
Length ........ ... ... ... ... ... 8 miles
Outside Diameter .. .............. 4.5 inches
Wall Thickness ................. 0.188 inches
Grade ........ ... . L X42
Seam . ... 100% ERW
Pipeline Coating ................ Polykin 929 Tape and Primer
Cathodic Protection .............. Impressed Current
SMYS (psig) - vvvvviniiienn 42,000
Pipe Design Pressure (psig) .. ...... 2527
Max. Operating Pressure (MOP) .. .. 1440
Operating Pressure (psig) ......... 500
Other Components, ANSI ......... 1440
Test Pressure ................... 1800
Year Tested .................... 1985
Emergency Shutdown Time ....... 2 hours
Maximum Pumping Rate (bph) . . ... 60 bph
Type of Product Transported . . .. ... Sweet crude oil
Date of Installation .............. 1985

EXHIBIT D



TRENTON PIPELINE SYSTEM

SALSBURY LATERAL
Origination .. ................... Section 20, 26 N, 58 E, Richland County, MT
Termination .................... Section 18, 25 N, 59 E, Richland County, MT
Length .......... ... ... ...... 8 miles
Outside Diameter .. .............. 4.5 inches
Wall Thickness ................. 0.188 inches
Grade ..., X42
Seam .......co i 100% ERW
Pipeline Coating ................ Polykin 919 Tape and Primer
Cathodic Protection .............. Impressed Current
SMYS (psig) ... vvvvnnnnnnn 42,000
Pipe Design Pressure (psig) . ....... 2527
Max. Operating Pressure (MOP) . . .. 1440
Operating Pressure (psig) ......... 400
Other Components, ANSI ......... 1440
TestPressure ................... 1800
Year Tested ....................
Emergency Shutdown Time ....... 1 hour
Maximum Pumping Rate (bph) . .. .. 25 bph
Type of Product Transported . . .. ... Sweet crude oil
Date of Installation .............. 1969

EXHIBIT D



TRENTON PIPELINE SYSTEM

BURGESS LATERAL
Origination . . .. ................. Section 22, 26 N, 59 E, Richland County, MT
Termination .................... Section 35, 26 N, 59 E, Richland County, MT
Length ......... ... ... ... .... 4.5 miles
Outside Diameter . ............... 4.5 inches
Wall Thickness ................. 0.188 inches
Grade .......... ...t X42
Seam ....... ..o 100% ERW
Pipeline Coating ................ Polykin 919 Tape and Primer
Cathodic Protection ........... ... Impressed Current
SMYS (PSIg) «vvv vt 42,000
Pipe Design Pressure (psig) . ....... 3248
Max. Operating Pressure (MOP) . ... 1440
Operating Pressure (psig) ......... 500
Other Components, ANSI ......... 1440
Test Pressure ................... 1800
Year Tested .................... 1968
Emergency Shutdown Time ....... 1 hour
Maximum Pumping Rate (bph) .. ... 75 bph
Type of Product Transported . ... ... Sweet crude oil
Date of Installation .............. 1968

EXHIBIT D




TRENTON PIPELINE SYSTEM

DUAL MAINLINE 4"
Origination . . ................... Section 2, 153 N, 102 W, Williams County, ND
Termination .................... Section 34, 154 N, 102 W, Williams County, ND
Length ......... ... ... ....... 1.25 miles
Outside Diameter . ............... 4.5 inches
Wall Thickness ................. 0.188 inches
Grade ....... .. i X42
Seam ..o 100% ERW
Pipeline Coating ................ Polykin 929 Tape and Primer
Cathodic Protection .............. Impressed Current
SMYS (psig) «vvvvvveni 42,000
Pipe Design Pressure (psig) ... ..... 2527
Max. Operating Pressure (MOP) . ... 1440
Operating Pressure (psig) ......... 200
Other Components, ANSI ......... 1440
Test Pressure ................... 1800
Year Tested ................. ... 1987
Emergency Shutdown Time ....... 1 hour
Maximum Pumping Rate (bph) .. ... 600 bph
Type of Product Transported . . ... .. Sweet crude oil
Date of Installation .............. 1987

EXHIBIT D



TRENTON PIPELINE SYSTEM

BUFORD LATERAL
Origination .. ................... Section 10, 152 N, 104 W, Williams County, ND
Termination .................... Section 10, 152 N, 104 W, Williams County, ND
Length ......... ... ... ... ... 0.12 miles
Outside Diameter .. .............. 4.5 inches
Wall Thickness ................. 0.188 inches
Grade .......... ..o, X42
Seam . ...oi 100% ERW
Pipeline Coating . ............... Polykin 929 Tape and Primer
Cathodic Protection .. ............ Impressed Current
SMYS (PSIZ) -« vvveeeneieae e 42,000
Pipe Design Pressure (psig) . ....... 2527
Max. Operating Pressure (MOP) . . .. 1440
Operating Pressure (psig) ......... 200
Other Components, ANSI ......... 1440
Test Pressure ................... 1800
Year Tested .................... 1987
Emergency Shutdown Time ....... 1 hour
Maximum Pumping Rate (bph) .. ... 600 bph
Type of Product Transported .. ... .. Sweet crude oil
Date of Installation .............. 1987

EXHIBIT D



TRENTON PIPELINE SYSTEM

EIGHTMILE LATERAL
Origination . .................... Section 3, 152 N, 103 W, Williams County, ND
Termination .................... Section 5, 152 N, 103 W, Williams County, ND
Length ......... .. .. ... .. ... 5 miles
Outside Diameter . ............... 4.5 inches
Wall Thickness ................. 0.188 inches
Grade ......... ... i, X42
Seam .........c.coiiiiiii... 100% ERW
Pipeline Coating ................ Polykin 919 Tape and Primer
Cathodic Protection .............. Impressed Current
SMYS (psig) .. vvvveeninnn. 42,000
Pipe Design Pressure (psig) ........ 2527
Max. Operating Pressure (MOP) . ... 1440
Operating Pressure (psig) ......... 530
Other Components, ANSI ......... 1440
Test Pressure ................... 1800
Year Tested .................... 1968
Emergency Shutdown Time ....... 2 hours
Maximum Pumping Rate (bph) . . ... 80 bph
Type of Product Transported . . ... .. Sweet crude oil
Date of Installation .............. 1968

EXHIBIT D



TRENTON PIPELINE SYSTEM

TRENTON BOTTOMS LATERAL

Origination . .. .................. Section 19, 153 N, 101 W, Williams County, ND
Termination .................... Section 16, 153 N, 102 W, Williams County, ND
Length ......... ... ... ... ... 5 miles

Outside Diameter ................ 4.5 inches

Wall Thickness ................. 0.188 inches

Grade ............coiiiiiin.. X42

Seam ............. oL 100% ERW

Pipeline Coating ................ Polykin 919 Tape and Primer

Cathodic Protection .............. Impressed Current

SMYS (pS1g) + v vvvveeini e, 42,000

Pipe Design Pressure (psig) ........ 2527

Max. Operating Pressure (MOP) . . .. 1440

Operating Pressure (psig) ......... 530

Other Components, ANSI ......... 1440

Test Pressure ................... 1800

Year Tested .................... 1968

Emergency Shutdown Time ....... 2 hours

Maximum Pumping Rate (bph) ... .. 80 bph

Type of Product Transported . . . .. .. Sweet crude oil

Date of Installation .............. 1968

EXHIBITD
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CHAIRMAN AND
PRESIDENT’S LETTER

et

As you read this letter, you will likely note many similarities to last year’s unitholder letter It 1s not
because we are at a loss for words, but simply that the words used to describe last year’s strong perfor-
mance are equally applicable to 2004’s excellent performance — and then some

Although each year has its own significance, we believe that 2004 was perhaps the most productive year
in the history of Plains All American Pipeline We exceeded each of the goals that we established at the
beginning of the year while simultaneousiy closing and integrating the second largest and most complex
acquisition in our history The Partnership met these and many other challenges throughout 2004 and,
very importantly, entered 2005 positioned to continue its multi-year track record of improving its operat-
g and financial results and growing its distribution to Unitholders

2004 REVIEW

At the beginning of 2004, we established four very specific goals for the year These goals were to

(1) deliver operating and financial performance 1n line with our guidance,

(2) improve our credit rating and preserve the strength of our balance sheet and credit profile,

(3) position the Partnership for continued growth by executing our organic expansion projects and pur-
suing our annual target of averaging $200 to $300 million of accretive and strategic acquisitions, and

(4) increase our distribution to Unitholders by approximately five percent ’

Our results for 2004 significantly surpassed the operating and financial guidance that we provided

at the beginning of the year Excluding the impact of certain selected items that affected comparability
between periods, our 2004 adjusted EBITDA exceeded our original guidance range by approximately

28 percent Additionally, 2004 adjusted EBITDA, adjusted net income and adjusted net income per basic unit
increased by 46 percent, 53 percent and 27 percent, respectively, over 2003 levels on a comparable basis

In conjunction with our growth in assets and cash flow during 2004, we continued to execute our disci-
plined financial growth strategy We achieved a credit rating upgrade from Moody’s Investor Services,
which elevated us to an investment grade rating at both agencies We successfully syndicated a new
unsecured five-year $750 million credit facility, which is expandable to $1 billion at our election, and
renewed and doubled the size of our secured hedged inventory facility We raised approximately $260 mil-
lion of equity capital in two separate transactions — one 1n the public equity market and one 1n a private
placement with 1nstitutional investors In addition, we accessed the debt capital markets on attractive
terms by issuing $350 million of five- and twelve-year senior notes As a result of these activities, we
reduced our incremental borrowing costs, extended our average maturities, reduced our exposure to ris-
ing interest rates, expanded our financial flexibility, maintained excellent liquidity and strengthened
the Partnership’s overall capital structure

During 2004, we completed five acquisitions for approximately $550 million In March, we acquired enti-
ties owning interests in the Capline Pipeline System and related systems from Shell for approximately
$159 million The Capline transaction was very strategic for us as 1t established a platform for further
growth and consolidation of Gulf Coast crude o1l assets and facilitated our entry into the foreign crude
o1l markets In April, we significantly increased the size of our asset base through the acqusition of the



crude o1l and pipeline operations of Link Energy for approximately $332 million The Link transaction
was the second largest acquisition in our history and represented the most challenging integration effort
we have ever undertaken Thanks to the hard work and dedication of our staff, we were able to complete
the integration effort in a timely manner, accelerate the realization of our cost savings and synergies and
outperform our expectations for the transaction In addition, we made several acquisitions in our LPG
business during the year, including the $32 million acquisition of the Schaefferstown LPG storage facil-
1ty, and we continue to see opportunities for future growth in that business On the organic growth front,
we mitiated and completed the Phase IV expansion of our Cushing Terminal We also initiated two pipe-
line construction projects, which we expect to complete 1n 2005 As a result of the overall increase 1n the
scale and scope of our operations, we are optimistic that we will continue to generate additional organic

growth opportunities in the future

Our Unitholders were once again rewarded in 2004 We raised our distribution level on three separate
occasions by a total of $0 20 per unit to $2 45 per unit on an annuahzed basis, which was effective with
the fourth quarter distribution paid 1n February 2005 This represents an increase of 8 9 percent over
the February 2004 distribution of $2 25 per unit For the 2004 calendar year, the Partnership generated
a total return to investors of approximately 25 percent by paying out a total of approximately $2 30 in
cash distributions on a unit that appreciated in value from $32 46 to $37 74 per unit We are pleased
that the market rewarded our progress during the year and believe Plains All American continues to
offer our investors an attractive and competitive total return proposition

In 2004, the composite strength of our general partner owners improved substantially as Vulcan Energy,
an affiliate of Paul Allen, acquired Plains Resources, which owned 44 percent of our general partner
interest and 12 4 million common units Collectively, our seven general partner owners have access to
hiterally billions of dollars of capital, which they have shown a willingness to use to help us take advan-
tage of attractive opportunities to grow the Partnership. As an illustration, within 24 hours of being
contacted, two of our current general partner owners committed to provide as much as $100 mallion

of equaty capital to assist us in financing the Link acquisition Although we have never failed to raise
the equity capital necessary to complete attractive acquisition opportunities, we believe the addition of
Vulcan to our group of general partner owners strengthens our overall financial capabilities We beheve
these capabilities should make us a preferred candidate to potential sellers of midstream assets, espe-
aally 1n difficult economic times when financial strength and agility become a competitive advantage

OUTLOOK FOR THE FUTURE

Looking forward, we are excited about our prospects for 2005 and beyond The acquisitions and organic
growth projects that we completed in 2004 have set the stage for us to continue executing our business
plan in 2005 We are a management team that beheves in fundamentals and we are focused on long-
term value creation for our stakeholders We endeavor to accomplish that objective by simultaneously
pursuing both long-term strategic initiatives and short-term tactical goals.
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An important strategic imtiative that we are currently pursuing

18 establishing a meanmingful presence 1n the importation of foreign
crude o1l using our Gulf Coast assets Given the potential signifi-
cance of this itmtiative to our future growth, we have included a more
detailed discussion of this topic beginning on page eight 1n this report

Our tactical goals are relatively consistent from year to year and
generally represent the next steps in the growth of our Partnership
Specifically, our goals for 2005 are to

Deliver operating and financial performance in line with our
guidance, which targets a year-over-year increase in EBITDA

of over ten percent,

Optimize our field operations to eliminate inefficiencies and
1mmprove our ability to service our customers, thereby strength-

ening our competitive position,

Position the Partnership for continued growth by executing
our organic expansion projects and purswuing our target of
averaging $200 to $300 mullion per year of accretive and
strategic acquisitions, and

Increase our distribution to Unitholders by approximately
five to seven percent, without regard to future acquisitions

We will also be pursuing the strategic initiative mentioned above
and focusing on maintaining the strength of our balance sheet and
credit rating We believe all of these goals are achievable and we
pledge to do our best to deliver these results to our Unitholders
Although every year brings its own set of unique and unforeseen
challenges, we have confidence 1n our ability to overcome obstacles
and thrive We encourage you to monitor our progress and our
results by visiting our Partnership website at www paalp com

On behalf of Plains All American Pipeline and its 1,900 plus loyal
and dedicated employees, we thank you for your continued support

Sincerely,
Greg L Armstrong Harry N Pefamns
Chairman and President and

Chief Executive Officer Chuef Operating Officer

1 |

The acquisitions and

organic growth projects
that we completed in 2004
have set the stage for us
to continue executing our

business plan in 2005

05



Link Energy’s ~ Interests in the
Crude Oil and Capline and Capwood

Pipeline Operations ' Pipeline Systems

$332 | $159

MILLION MILIION

"WO MAJOR ACQUISITIONS

In 2004, Plains All American completed two major acquisitions that were
both strategic to our business model and accretive to our Unitholders.
We significantly increased the size of our asset base and expanded the

scale and scope of our operations.

CAPLINE ACQUISITION

On March 1, 2004, we completed the acquisition of entities whose
principal assets were an approximate 22 percent ownership interest
1n the Capline Pipeline System and an approximate 76 percent own-

ership interest in the Capwood Pipeline System for approximately
$159 mitlion The Capline Pipeline System 1s a 633-mile, 40-inch
mainhne crude o1l pipeline originating in St James, Louisiana and
terminating 1n Patoka, Illinois The Capwood Pipeline System 1s a
57-mile, 20-inch mainline crude o1l pipeline originating in Patoka
and terminating in Wood River, Ilhnos

The Capline system 1s the largest and perhaps most reliable trans-
portation route to the Midwestern U S, also known as PADD 11,
L for crude o1l produced 1n the Gulf of Mexico and foreign crude o1l

mmported on the water Including its connection to the Capwood

system, Capline has access to over 2 7 million barrels of refining

capacity in PADD II Capline has direct connections to a significant _
amount of sweet and light sour crude production mn the Gulf of A tanker unloads its cargo of
Mexico In addition, with its two active docks capable of handling
600,000-barrel tankers as well as access to the LOOP, the foreign crude oil at our Mobile
Louisiana Offshore O1l Port, it 1s a key transporter of sweet
and hight sour foreign crude to PADD 11

Bay terminal

In addition to providing us with a direct transportation route to
the Midwest market, the Capline acquisition facilitated our entry
mnto the foreign crude oil markets Over the long term, as onshore
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domestic crude o1l production continues to deplete, particularly in
PADD II, increasing volumes of crude o1l from the Gulf of Mexico
and from foreign sources will compete with increasing volumes of

Canadian crude o1l (particularly from the o1l sands) to supply the
PADD II market

LiNnk ACQUISITION

On April 1, 2004, we completed the acquisition of Link Energy’s
crude o1l and pipeline operations for approximately $332 million
The Link transaction was the second largest in our history and
significantly expanded the size of our asset base The Link assets
consisted of approximately 7,000 males of active crude o1l pipeline
and gathering systems, over ten million barrels of crude o1l storage
capacity, a fleet of approximately 200 owned or leased trucks

and approximately two million barrels of crude o1l hnefill and
working inventory

The Link assets complemented our existing asset base, particularly
1n West Texas and along the Gulf Coast, and allowed us to signifi-
cantly expand our footprint in the Rocky Mountain and Oklahoma/
Kansas regions By integrating the Link assets into our operations,
we were able to realize substantial cost savings that enabled us

to more than double the cash flow from the assets within twelve
months of the acquisition date Additionally, we believe there 1s
future upside to be realized as we 1dentify and develop organic
growth projects 1n and around the new assets

BILLION
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STRATEGIC INITIATIVE: \
BUILD ASSET POSITION CAPABLE OF RECEIVING
FOREIGN CRUDE OIL VIA GULF COAST

Plains All American’s asset base has been intentionally configured to benefit from long-term trends
1n the crude o1l industry One of those trends 1s the decline in U S crude o1l production and the related
mcrease i 1mports of foreign crude o1l

The primary sources for incremental foreign barrels into the U S are imports from Canada and imports
recewved along the Gulf Coast The Partnership’s Cushing Terminal has always been well positioned
relative to imports and, beginning in 2001, Plains All American established a meaningful position in the
Canadian market and has continued to grow 1ts business in Canada As a result of the imitial investment
1n Canada and several follow-up acquisitions and expansions, Plains All American now operates a suite
of Canadian pipeline assets that \aggregate and transport crude o1l bound for the US market Moreover,
the Partnership continues to evaluate ways to expand its presence in Canada and enhance its ability

to capture profits derived from the market conditions that it behieves those imports will influence The
more dynamic area for foreign imports 1s the Gulf Coast, which offers several locations for the delivery
of waterborne cargoes transported via tanker, and provides access to numerous sources and varieties

of foreign crude o1l

In 2003, Plains All American determined that the next logical step 1n 1ts efforts to provide supply
alternatives to 1ts refinery customers was to build a meamngful asset position that enables the
Partnership to recewve foreign crude o1l via the Gulf Coast Accordingly, Plains All American
established this next step as a strategic initiative, which we believe also provides an excellent

hedge against domestic depletion

The assets the Partnership acquired from El Paso in mid-2003 provided 1t with tankage at Nederland,
Texas that supports its ability to deliver foreign crude o1l to refiners in the Gulf Coast area or to
refiners that access crude o1l through 1ts Cushing Terminal As a result of 1ts March 2004 acquisition

HEEE

- Foreign Crude O1l

Source: U.S. Energy Information Administration
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of Shell’s interest in the Capline Pipeline System, Plains All
American positioned itself to be able to supply its refiner custom-
ers 1n the eastern half of PADD II with foreign crude ol sourced
through the Gulf Coast In April 2004, the Partnership acquired
Link Energy’s crude ml assets, which included approximately
three million barrels of tankage in the Mobile Bay area The
Mobile Bay facilities fit perfectly into the foreign crude o1l imtia-
tive and complement Plains All American’s existing asset base as
they can receive tanker cargoes of foreign crude o1l and deliver
mnto the Capline system or to local refiners that source crude

o1l from the Mobile Bay Terminal

In order to further implement this strategic imitiative, the Partner-
ship has added additional human resources to augment the experi-
ence already possessed by certain members of 1ts management team
The results of its efforts to date have been promising Although a
relative newcomer to the foreign crude oil market, PAA has been
embraced as a viable participant in thas arena In 2004, the Part-
nership purchased an average of approximately 13,500 barrels per
day of foreign crude ol sourced through its Gulf Coast assets Plains
All American intends to continue expanding its foreign crude o1l
capabilities by acquiring and/or building strategically located Gulf
Coast crude ol infrastructure assets, including a terminal at St
James, Louisiana, where Caphne originates, as well as expanding

its global network of industry relationships

Our Cushing Terminal is well

positioned to benefit from 1imports

of foreign crude oil.
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FORWARD-LOOKING STATEMENTS

All statements, other than statements of hustorical fact, included in this report are forward-looking
statements, including, but not limited to, statements identified by the words “anticipate,” “beheve,”
“estimate,” “expect,” “plan,” “intend” and “forecast,” and similar expressions and statements regarding
our business strategy, plans and objectives of our management for future operations. These statements
reflect our current views with respect to future events, based on what we believe are reasonable
assumptions. Certain factors could cause actual results to differ materially from results anticipated n
the forward-looking statements. These factors include, but are not limited to.

* abrupt or severe production declines or production interruptions in outer contmental shelf
production located offshore California and transported on our pipeline system;

* the success of our risk management activities;
* the availability of, and our ability to consummate, acquisition or combination opportunities;

* our access to capital to fund additional acquisitions and our ability to obtain debt or equity
financing on satisfactory terms,

* successful integration and future performance of acquired assets or busimesses;

* environmental liabilities or events that are not covered by an indemnity, isurance or existing
reserves;

* maintenance of our credit rating and ability to receive open credit from our suppliers,

* declies in volumes shipped on the Basin Pipeline, Capline Pipeline and our other pipelines by
third party shippers;

the availability of adequate third party production volumes for transportation and marketing n
the areas 1 which we operate;

* successful third party drilling efforts in areas in which we operate pipelines or gather crude oil;

* demand for various grades of crude o1l and resulting changes 1n pricing conditions or
transmussion throughput requirements;

* fluctuations in refinery capacity in areas supplied by our transmission lines,
* the effects of competition;

* continued creditworthiness of, and performance by, counter parties;

* the impact of crude oil price fluctuations;

* the impact of current and future laws, rulings and governmental regulations;
* shortages or cost increases of power supplies, materials or labor,

* weather interference with business operations or project construction;

* the currency exchange rate of the Canadian dollar;

* fluctuations 1n the debt and equity markets, including the price of our units at the time of
vesting under our Long-Term Incentive Plan; and

e general economic, market or business conditions

Other factors described herein, or factors that are unknown or unpredictable, could also have a
maternial adverse effect on future results. Please read “Risk Factors Related to Our Business” discussed
mn Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of Operations.”
Except as required by applicable securities laws, we do not intend to update these forward-looking
statements and information.
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PART 1

Items 1 and 2. Business and Properties
General

We are a publicly traded Delaware limited partnership, formed in 1998 and engaged in interstate
and intrastate crude o1l transportation, and crude o1l gathering, marketing, terminalling and storage, as
well as the marketing and storage of liquefied petroleum gas and natural gas related petroleum
products. We refer to liquefied petroleum gas and natural gas related petroleum products collectively as
“LPG ” We have an extensive network of pipeline transportation, storage and gathering assets in key
o1l producing basins and at major market hubs 1n the United States and Canada Our operations can
be categorized 1nto two primary business activities

* Crude Oul Pipeline Transportation Operations. As of December 31, 2004, we owned
approximately 15,000 miles of active gathering and mainline crude o1l pipelines located
throughout the United States and Canada, of which approximately 13,000 mules are included n
our pipeline segment. Our activities from pipeline operations generally consist of transporting
crude o1l for a fee, third party leases of pipeline capacity, barrel exchanges and buy/sell
arrangements.

e Gathenng, Marketing, Terminalling and Storage Operations ~ As of December 31, 2004, we owned
approximately 37 million barrels of active above ground crude oil terminalling and storage
facilities, including approximately 23 4 million barrels of tankage that are associated with our
pipeline operations within our pipeline segment These facilities include a crude oil termunalling
and storage facility at Cushing, Oklahoma. Cushing, which we refer to in this report as the
Cushing Interchange, 1s one of the largest crude o1l market hubs in the United States and the
designated delivery point for NYMEX crude o1l futures contracts We utilize our storage tanks
to counter-cyclically balance our gathering and marketing operations and to execute various
hedging strategies to stabihize profits and reduce the negative impact of crude oil market
volatility Our terminalling and storage operations also generate revenue at the Cushing
Interchange and our other locations through a combination of storage and throughput charges to
third parties. We also own approximately 1.7 million barrels of LPG storage Our gathering and
marketing operations nclude

e the purchase of US and Canadian crude o1l at the wellhead and the bulk purchase of
crude o1l at pipeline and terminal facilities, as well as foreign cargoes,

* the transportation of crude o1l on trucks, barges and pipelines,

* the subsequent resale or exchange of crude oil at various points along the crude o1l
distribution chain, and

e the purchase of LPG from producers, refiners and other marketers, the storage of LPG at
storage facilities owned by us or third parties and the sale of LPG to wholesalers, retailers
and dustnal end users

Business Strategy

Our principal business strategy s to capitalize on the regional crude o1l supply and demand
imbalances that exist in the United States and Canada by combining the strategic location and
distinctive capabilities of our transportation and terminalling assets with our extensive marketing and
distribution expertise to generate sustainable earnings and cash flow




We mtend to execute our business strategy by:

» increasing and optimizing throughput on our existing pipeline and gathering assets and realizing
cost efficiencies through operational improvements,

e utilizing our Cushing Termuinal and our other assets to service the needs of refiners and to profit
from merchant activities that take advantage of crude o1l pricing and quality differentials;

* utilizing assets we have recently acquired along the Gulf Coast and our Cushing Terminal to
increase our presence 1n the importation of foreign crude through Gulf of Mexico receipt
facilities to U.S. refiners,

* selectively pursuing strategic and accretive acquisitions of crude oil transportation assets,
including pipelines, gathering systems, terminalling and storage facilities and other assets that
complement our existing asset base and distribution capabilities;

» optimizing and expanding our Canadian operations and our presence n certain areas of the U.S.
to take advantage of anticipated increases 1n the volume and qualities of crude o1l produced 1n
these areas as well as increased foreign crude import activities 1n the Gulf Coast area; and

» prudently and economuically leveraging our asset base, knowledge base and skill sets to
participate n energy businesses that are closely related to, or significantly intertwined with, the
crude oil business

To a lesser degree, we also engage 1n a similar business strategy with respect to the wholesale
marketing and storage of LPG.

Financial Strategy
Targeted Credit Profile

We believe that a major factor in our continued success 1s our ability to maintain a competitive
cost of capital and access to the capital markets. We have consistently communicated to the financial
community our intention to maintain a strong credit profile that we believe 1s consistent with an
investment grade credit rating We have targeted a general credit profile with the following attributes

* an average long-term debt-to-total capitalization ratio of approximately 55% or less,

* an average long-term debt-to-EBITDA ratio of approximately 3.5x or less (EBITDA 1s earnings
before interest, taxes, depreciation and amortization); and,

 an average EBITDA-to-interest coverage ratio of approximately 3 3x or better.

Based on our 2004 results, we were slightly above our targeted metric for long-term debt-to-
EBITDA primarily due to acquisitions made at various times throughout the year, and the inclusion of
less than a full year’s results in EBITDA In order for us to maintain our targeted credit profile and
achieve growth through acquisitions, we intend to fund acquisitions using approximately equal
proportions of equity and debt In certain cases, acquisitions will initially be financed using debt since 1t
1s difficult to predict the actual timing of accessing the market to raise equity. Accordingly, from time
to time we may be outside the parameters of our targeted credit profile.

Credit Rating

As of February 2005, our senior unsecured rating with Standard & Poors and Moody’s Investment
Services was BBB- stable and Baa3 stable, respectively, both of which are investment grade. We cannot
assure you that these ratings will remain 1n effect for any given period of time or that one or both of
these ratings will not be lowered or withdrawn entirely by a rating agency. Note that a credit rating 1s
not a recommendation to buy, sell or hold securities, and may be revised or withdrawn at any time.




Competitive Strengths

We believe that the following competitive strengths posttton us to successfully execute our principal
business strategy.

* Qur pipeline assets are strategically located and have additional capacity. Our primary crude o1l
pipeline transportation and gathering assets are located 1n well-established o1l producing regions
and are connected, directly or indirectly, with our termialling and storage assets that service
major North American refinery and distribution markets where we have strong business
relationships. In many instances, these assets are strategically positioned to maximize the value
of crude o1l by transporting 1t to major trading locations and premium markets. Certamn of our
pipeline networks currently possess additional capacity that can accommodate increased demand
without significant additional capital investment.

* Qur Cushing Terminal is strategically located and operationally flexible. Our Cushing Terminal
interconnects with the Cushing Interchange’s major mbound and outbound pipelines, providing
access to both foreign and domestic crude oil. Our Cushing Terminal 1s one of the most modern
large-scale terminalling and storage facilities at the Cushing Interchange, incorporating
operational enhancements designed with the abulity to safely and efficiently terminal, store, blend
and segregate large volumes and multiple varieties of crude oil as well as with extensive
environmental safeguards. Since becoming operational in late 1993, we have completed four
separate expansion phases, increasing the Cushing Terminal’s tankage to 6 3 million barrels. In
January 2005, we announced the commencement of our Phase V expansion that will increase the
Cushing Terminal’s capacity by approximately 1.1 million barrels. In addition, we own
approximately 31 million barrels of above-ground crude o1l terminalling and storage assets
elsewhere 1n the United States and Canada that are used in our pipeline operations or that
complement our Cushmg Terminal and enable us to serve the needs of our customers.

* We possess specialized crude oil market knowledge. We believe our business relationships with
participants 1n various phases of the crude o1l distribution chain, from crude o1l producers to
refiners, as well as our own mdustry expertise, provide us with an extensive understanding of the
North American physical crude o1l markets

* Our business activities are counter-cychically balanced. 'We believe that our terminalling and
storage activities and our gathering and marketing activities are counter-cyclical We believe this
balance of activities, combined with our prpeline transportation operations, has a stabilizing
effect on our cash flow from operations.

* We have the financial flexibility to continue to pursue expansion and acquisition opportunities. We
believe we have significant resources to finance strategic expansion and acquisition opportunities,
mncluding our ability to issue additional partnership units, to borrow under our credit facilities
and to 1ssue additional notes m the long-term debt capital markets. As of December 31, 2004,
we had approximately $420.2 million available under our committed credit facilities, subject to
covenant compliance.

* We have an experienced management team whose interests are aligned with those of our
unitholders. Our executive management team has an average of more than 20 years industry
experience, with an average of over 15 years with us or our predecessors and affiliates Members
of our senior management team own a 4% 1nterest 1n our general partner and collectively own
approximately 650,000 common units. In addition, through grants of phantom units and options,
the senior management team also owns significant contingent equity incentives that generally
vest upon achievement of performance objectives, continued service or, in certan cases, both




Organizational History

We were formed as a master imited partnership in September 1998 to acquire and operate
midstream crude oil businesses and assets. We completed our 1mtial public offering in November 1998.
Since June 2001, our 2% general partner nterest has been held by Plains AAP, L.P, a Delaware limited
partnership. Plains All American GP LLC, a Delaware limited liability company, 1s Plains AAP, L P’s
general partner. Unless the context otherwise requires, we use the term “general partner” to refer to
both Plains AAP, L.P and Plains All Amenican GP LLC Plains AAP, L P and Plains All Amernican
GP LLC are essentially held by seven owners. See “Security Ownership of Certain Beneficial Owners
and Management and Related Unitholders’ Matters—Beneficial Ownership of General Partner
Interest.”

Partnership Structure and Management

Our operations are conducted through, and our operating assets are owned by, our subsidiaries.
We own our interests i our subsidiaries through two operating partnerships, Plains Marketing, L P. and
Plaimns Pipeline, L.P Our Canadian and LPG operations are conducted through Plains Marketing
Canada, L P.

Our general partner, Plains AAP, L.P, 1s a mited partnership. Our general partner 1s managed by
its general partner, Plains All American GP LLC, which has ultimate responsibility for conducting our
business and managing our operations. Plains All American GP LLC 1s governed by an eight-member
board of directors As amended 1n July 2004, the limited liability company agreement provides that four
directors are designated by the four owners that hold 9% or greater of the outstanding membership
mterests of Plains All American GP LLC, one director 1s the Chairman and CEO and three
independent directors are elected by majority vote of the membership owners of Plains All American
GP LLC. Our general partner does not receive a management fee or other compensation in connection
with 1ts management of our business, but 1t 1s retmbursed for all direct and indirect expenses incurred
on our behalf.

The chart on the next page depicts the current structure and ownership of Plains All American
Pipeline, L.P. and certain subsidiaries.
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Acquisitions

An mtegral component of our business strategy and growth objective 1s to acquire assets and
operations that are strategic and complementary to our existing operations Such assets and operations
include crude o1l related assets and LPG assets, as well as energy assets that are closely related to, or
mtertwined with, these business lines, and enable us to leverage our asset base, knowledge base and
skill sets. We have established a target to complete, on average, $200 million to $300 million n
acquisitions per year, subject to availability of attractive assets on acceptable terms. Since 1998, and
through December 31, 2004, we have completed numerous acquisitions for an aggregate purchase price
of approximately $1.9 billion. In addition, from time to time, we have sold assets that are no longer
considered essential to our operations

The following table summarizes selected acquisitions that we have completed over the past five

years'
Approximate
Purchase Price

Acquisition Date Description (in millions)
Schaefferstown Propane August 2004 Storage capacity of $32
Storage Facility approximately 0.5 million

barrels of refrigerated propane
Cal Ven Pipeline System May 2004 195-miles of gathering and $19

mainhne crude o1l pipelines 1n
northern Alberta

Link Energy LLC Aprl 2004 The North American crude o1l $332
and pipeline operations of Link
Energy, LLC (“Link”)

Capline and Capwood Pipeline  March 2004 An approximate 22% undivided $158
Systems jomnt nterest in the Capline

Pipeline System and an

approximate 76% undivided

jomt mterest m the Capwood

Pipeline System

South Saskatchewan Pipeline November 2003 A 158-mile mainline crude o1l $48
System pipeline and 203 miles of

gathering lines 1n Saskatchewan
ArkLaTex Pipeline System October 2003 240 mules of crude o1l gathering $21

and mainlne pipelines and
470,000 barrels of crude oil
storage capacity

Iraan to Midland Pipeline June 2003 98-mile mamime crude o1l $18
System pipeline
South Louisiana Assets June 2003 and  Various terminalling and $18

December 2003 gathering assets in South
Louisiana, including a 100%
interest 1 Atchafalaya Pipeline,
LL.C
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Approximate
Purchase Price
Acquisition Date Description (in millions)
Iatan Gathering System March 2003 West Texas crude o1l gathering $24
system
Red River Pipeline System February 2003  334-mule crude oil pipeline $19

along with 645,000 barrels of
crude o1l storage capacity

Shell West Texas Assets August 2002 Basin Pipeline System, Permian $324
Basin Pipeline System and the
Rancho Pipeline System

Canadian Operations May/July 2001  The assets of CANPET Energy $232
Group (crude oil and LPG
marketing) and substantially all
of the Canadian crude o1l
pipeline, gathering, storage and
terminalling assets of Murphy
O1l Company Ltd. (560 miles of
crude o1l and condensate
mainhnes along with 1.1 million
barrels of crude o1l storage and
terminalling capacity)

The followng 1s a more in-depth discussion of selected acquisitions completed in 2004:

Schaefferstown Propane Storage Facility

In August 2004, we completed the acquisition of the Schaefferstown Propane Storage Facility from
Koch Hydrocarbon, L.P. The total purchase price was approximately $32 million, mcluding transaction
costs. In connection with the transaction, the Partnership also acquired an additional $14.2 mullion of
inventory. The transaction was funded through a combination of cash on hand and borrowings under
the Partnership’s revolving credit facihties. The storage facility is located approximately 65 miles
northwest of Philadelphia near Schaefferstown, Pennsylvania, and has the capacity to store
approximately 0 5 million barrels of refrigerated propane. In addition, the facility has 19 bullet storage
tanks with an aggregate capacity of approximately 14,000 barrels. Propane is delivered to the facility via
truck or pipelme and 1s transported out of the facility by truck. In addition, the transaction also
included approximately 61 acres of land and a truck rack. The results of operations and assets from this
acquisition have been included n our consohdated financial statements and our gathering, marketing,
terminalling and storage operations segment since August 25, 2004.

Cal Ven Pipeline System

On May 7, 2004, we completed the acquisition of the Cal Ven Pipeline System from Cal Ven
Limited, a subsidiary of Unocal Canada Limited. The total purchase price was approximately
$19 mullion, including transaction costs. The Cal Ven Pipeline System includes approximately 195 mules
of 8-inch and 10-inch gathering and mainline crude o1l pipelines. The system 1s located in northern
Alberta and has the ability to deliver crude o1l mto the Rambow Pipeline System The results of
operations and assets from this acqusition have been included 1n our consolidated financial statements
and our pipeline operations segment since May 1, 2004
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Link Energy LLC

On April 1, 2004, we completed the acquisition of all of the North American crude oil and
pipeline operations of Link Energy LLC (“Link”) for approximately $332 million, including
$268 mullion of cash (net of approximately $5.5 million subsequently returned to us from an mndemnity
escrow account) and approximately $64 million of net liabilities assumed and acquisition-related costs.
The Link crude oil business consists of approximately 7,000 miles of active crude o1l pipeline and
gathering systems, over 10 muillion barrels of active crude oil storage capacity, a fleet of approximately
200 owned or leased trucks and approximately 2 million barrels of crude oil linefill and working
mventory. The Link assets complement our assets in West Texas and along the Gulf Coast and allowed
us to expand our presence in the Rocky Mountain and Oklahoma/Kansas regions. The results of
operations and assets from this acquisition have been mcluded 1n our consolidated financial statements
and both our pipeline operations and gathering, marketing, terminalling and storage operations
segments simnce April 1, 2004

Capline and Capwood Pipeline System

In March 2004, we completed the acquisition of all of Shell Pipeline Company LP’s (“SPLC”)
nterests in two entities for approximately $158.0 million 1n cash (including a $15.8 million deposit paid
in December 2003) and approximately $0.5 mullion of transaction and other costs. The principal assets
of the entities are* (1) an approximate 22% undivided joint interest i the Capline Pipehine System, and
(n) an approximate 76% undivided jomt mterest in the Capwood Pipeline System. The Caphine Pipeline
System 1s a 633-mile, 40-inch mainline crude oil pipeline originating in St. James, Lousiana, and
terminating in Patoka, Illmois The Capline system is one of the primary transportation routes for
crude o1l shipped nto the Midwestern U.S., accessing over 2 7 million barrels of refining capacity 1n
PADD II. Capline has direct connections to a significant amount of sweet and light sour crude
production in the Gulf of Mexico. In addition, with 1ts two active docks capable of handling
600,000-barrel tankers as well as access to LOOP, the Lowisiana Offshore Ol Port, the Capline System
1s a key transporter of both domestic and foreign crude to PADD II. The total system operating
capacity 1s 1 14 million barrels per day, with approximately 248,000 barrels per day subject to the
mterest acquired Since we acquired this asset, throughput on the interest we acquired averaged
approximately 147,000 barrels per day

The Capwood Pipeline System 1s a 57-mile, 20-inch mainline crude o1l pipeline originating in
Patoka, Illmoss, and terminating in Wood Ruver, Illinoss. The Capwood system has an operating
capacity of 277,000 barrels per day of crude oil. Of that capacity, approximately 211,000 barrels per day
are subject to the interest acquired. Since we acquired this asset, throughput on the interest we
acquired averaged approximately 120,000 barrels per day. The Capwood System has the ability to
deliver crude at Wood Ruver to PADD II refineries and pipelines. Movements on the Capwood system
are driven by the volumes shipped on Capline as well as Canadian crude that can be delivered to
Patoka via the Mustang Pipeline. Since closing, we have assumed the operatorship of the Capwood
system from SPLC.

Ongoing Acquisition Activities

Consistent with our business strategy, we are contmuously engaged n discussions with potential
sellers regarding the possible purchase by us of assets and operations that are strategic and
complementary to our existing operations. Such assets and operations include crude o1l related assets
and LPG assets, as well as energy assets that are closely related to, or mntertwined with, these business
lines, and enable us to leverage our asset base, knowledge base and skill sets. Such acquisition efforts
nvolve participation by us 1n processes that have been made public, involve a number of potential
buyers and are commonly referred to as “auction” processes, as well as situations 1n which we believe
we are the only party or one of a very limited number of potential buyers m negotiations with the
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potential seller. These acquisition efforts often involve assets which, if acquired, would have a material
effect on our financial condition and results of operations.

Dispositions
Shutdown and Sale of Rancho Pipeline System

We acquired an interest in the Rancho Pipeline System from Shell in August 2002. The Rancho
Pipeline System Agreement dated November 1, 1951, pursuant to which the system was constructed and
operated, terminated 1n March 2003 Upon termination, the agreement required the owners to take the
pipeline system, 1n which we owned an approximate 50% interest, out of service. Accordingly, we
notified our shippers and did not accept nominations for movements after February 28, 2003 This
shutdown was contemplated at the time of the acquisition and was accounted for under purchase
accounting in accordance with SFAS No. 141 “Business Combinations.” The pipeline was shut down on
March 1, 2003 and a purge of the crude oil Iinefill was completed 1n April 2003 In June 2003, we
completed transactions whereby we transferred our ownership interest in approximately 241 miles of
the total 458 mules of the pipeline in exchange for $4 0 million and approximately 500,000 barrels of
crude o1l tankage in West Texas. In August 2004, we sold our interest in the remaining portion of the
system for approximately $0.9 million, including the assumption by the purchaser of all habilities
typically associated with pipelines of this type We recogmized a gain of approximately $0 6 million on
this transaction.

All American Pipeline Linefill Sale and Asset Disposition

In March 2000, we sold the segment of the All American Pipeline that extends from Emudio,
California to McCamey, Texas for $129 0 miflion Except for minor third-party volumes, one of our
subsidiaries, Plains Marketing, L P, was the sole shipper on this segment of the pipeline since its
predecessor acquired the line from the Goodyear Tire & Rubber Company 1n July 1998. We realized
net proceeds of approximately $124.0 mullion after the associated transaction costs and estimated costs
to remove equipment. We used the proceeds from the sale to reduce outstanding debt We recognized
a gam of approximately $20.1 mullion in connection with the sale.

We had suspended shipments of crude oil on this segment of the pipeline in November 1999 At
that time, we owned approximately 5.2 million barrels of crude o1l in the segment of the pipeline We
sold this crude oil from November 1999 to February 2000 for net proceeds of approximately
$100 0 million, which were used for working capital purposes. We recogmzed an aggregate gain of
approximately $44 6 million, of which approximately $28.1 million was recogmzed 1n 2000

Description of Segments and Associated Assets

Our business activities are conducted through two primary segments, Pipeline Operations and
Gathering, Marketing, Terminalling and Storage Operations (“GMT&S”) Our operations are
conducted 1n approximately 40 states i the United States and six provinces in Canada

Following 1s a description of the activities and assets for each of our business segments

Pipeline Operations

As of December 31, 2004, we owned approximately 15,000 miles of active gathering and mainline
crude o1l pipelines located throughout the United States and Canada Approximately 13,000 miles of
these pipelines are used 1n our pipeline operations segment with the remainder used in our GMT&S
segment. Our activities from pipeline operations generally consist of transporting crude o1l for a fee
and third-party leases of pipeline capacity, as well as barrel exchanges and buy/sell arrangements



Substantially all of our pipeline systems are controlled or monitored from one of two central
control rooms with computer systems designed to continuously monitor real-time operational data,
mcluding measurement of crude o1l quantities injected into and delivered through the pipelines,
product flow rates, and pressure and temperature variations. The systems are designed to enhance leak
detection capabilities, sound automatic alarms in the event of operational conditions outside of
pre-established parameters and provide for remote controlled shut-down of pump stations on the
pipeline systems. Pump stations, storage facilities and meter measurement points along the pipeline
systems are linked by telephone, satellite, radio or a combination thereof to provide communications
for remote monitoring and i some instances control, which reduces our requirement for full-time site
personnel at most of these locations

We perform scheduled maintenance on all of our pipeline systems and make repatrs and
replacements when necessary or appropriate We attempt to control corroston of the mainlines through
the use of cathodic protection, corroston mnhibiting chemicals injected into the crude stream and other
protection systems typtcally used i the industry Maintenance facilities containing equipment for pipe
reparirs, spare parts and tramned response personnel are strategically located along the pipelines and in
concentrated operating areas. We believe that all of our pipelines have been constructed and are
maintained 1n all material respects m accordance with applicable federal, state, provincial and local laws
and regulations, standards prescribed by the American Petroleum Institute, the Canadian Standards
Association and accepted industry practice. See “—Regulation—Pipeline and Storage Regulation.”

Major Pipeline Assets
All American Pipeline System

The All American Pipeline 1s a common carrier crude o1l pipeline system that transports crude o1l
produced from certain outer continental shelf, or OCS, fields offshore California via connecting
pipelnes to refinery markets in California. The system extends approximately 10 miles along the
Califorma coast from Las Flores to Gaviota (24-inch diameter pipe) and continues from Gaviota
approximately 126 muiles to our station in Emidio, California (30-inch diameter pipe) Between Gaviota
and our Emudio Station, the All American Pipeline interconnects with our San Joaquin Valley, or SJV,
Gathening System as well as various third-party intrastate pipelines. The system 1s subject to tanff rates
regulated by the FERC.

The All American Pipeline currently transports OCS crude o1l received at the onshore facilities of
the Santa Ynez field at Las Flores and the onshore facilities of the Point Arguello field located at
Gaviota ExxonMobil, which owns all of the Santa Ynez production, and Plains Exploration and
Production Company (“PXP”) and other producers that together own approximately 75% of the Point
Arguello production, have entered into transportation agreements commutting to transport all of their
production from these ficlds on the All American Pipeline. These agreements, which expire 1n
August 2007, provide for a minimum tariff with annual escalations based on specific composite mndices
The producers from the Point Arguello field that do not have contracts with us have no other means of
transporting their production and, therefore, ship their volumes on the All American Pipeline at the
filed tanffs. Volumes attributable to PXP are purchased and sold to a third party under our marketing
agreement with PXP before such volumes enter the All American Pipeline See “Certain Relationships
and Related Transactions—Transactions with Related Parties—General ” The third party pays the same
tariff as required in the transportation agreements. For 2003 and 2004, the tanffs averaged $1.71 per
barrel and $1 81 per barrel, respectively Effective January 1, 2005, based on the contractual escalator,
the average tanff increased to $1 88 per barrel. The agreements do not require these owners to
transport a mmmum volume.

A sigmificant portion of our revenues less direct field operating costs 1s derived from the pipehine
transportation business associated with these two fields. The relative contribution to our revenues less
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direct field operating costs from these fields has decreased from approximately 24% m 2000 to 11% 1n
2004, as we have grown and dwersified through acquisitions and organic expansions and as a result of
declines 1 volumes produced and transported from these fields. Since our acquisition in 1998, the
volume decline has been substantially offset by an increase in pipeline tanffs Over the last several
years, transportation volumes received from the Santa Ynez and Point Arguello fields have declined
from 92,000 and 60,000 average daily barrels, respectively, 1n 1995 to 44,000 and 10,000 average daily
barrels, respectively, for 2004. We expect that there will continue to be natural production declines
from each of these fields as the underlying reservoirs are depleted. A 5,000 barrel per day decline in
volumes shipped from these fields would result in a decrease m annual pipeline segment profit of
approximately $3.2 million, based on a tariff of $1.88 per barrel.

In October 2004, PXP announced that 1t had successfully completed an imitial development well
into the Rocky Point field that 1s accessible from the Point Arguello platforms and that drilling
operations are underway on a second development well. If successful, such incremental drilling activity
could lead to increased volumes on our All American Pipeline System in future periods. However, we
can give no assurance that our volumes transported would increase as a result of this dnilling actwvity.

The table below sets forth the historical volumes received from both of these fields for the past
five years:

Year Ended December 31,
2004 2003 2002 2001 2000
(barrels in thousands)

Average daily volumes received from.

Point Arguello (at Gaviota) .. ..... ............ ... 10 13 16 18 18
Santa Ynez (at Las Flores) ... ...... Ce e e ... 44 46 50 51 56

Total .... ... ... .. . e e e ﬁ __5_2 _@ _6_9_ 74

Basin Pipeline System

The Basin Pipeline System, in which we own an approximate 87% undivided jont interest, 1s a
primary route for transporting Permian Basin crude oil to Cushing, Oklahoma, for further delivery to
Mid-Continent and Midwest refiming centers. We acquired the Basin Pipeline System m August 2002
Since acquisition, we have been the operator of the system The Basin system 1s a 515-mile mainlne,
telescoping crude o1l system with a capacity ranging from approximately 144,000 barrels per day to
394,000 barrels per day depending on the segment. System throughput (as measured by system
deliveries) was approximately 265,000 barrels per day (net to our interest) during 2004. Within the
current operating range, a 20,000 barrel per day dechne 1n volumes shipped on the Basin system would
result 1n a decrease in annual pipeline segment profit of approximately $1 8 million.

The Basin system consists of three primary movements of crude oil: (1) barrels are shipped from
Jal, New Mexico to the West Texas markets of Wink and Midland, where they are exchanged and/or
further shipped to refining centers; (i1) barrels are shipped to the Mid-Continent region on the Midland
to Wichita Falls segment and the Wichita Falls to Cushing segment; and (ui) foreign and Gulf of
Mexico barrels are delivered into Basin at Wichita Falls and dehivered to a connecting carrier or
shipped to Cushing for further distribution to Mid-Continent or Midwest refineries. The system also
includes approximately 5 8 mullion barrels (5.0 milhon barrels, net to our interest) of crude oil storage
capacity located along the system.

In 2004, we expanded a 424-mile section of the system extending from Midland, Texas to Cushing,
Oklahoma With the completion of this expansion, the capacity of this section has increased
approximately 15%, from 350,000 barrels per day to approximately 400,000 barrels per day. The Basin
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system 1s subject to tariff rates regulated by the Federal Energy Regulatory Commussion (the “FERC”).
TEPPCO Partners, L.P. owns the remaining approximately 13% terest in the system.

Capline/Capwood Pipeline Systems

The Capline Pipeline System, m which we own a 22% undivided jont interest, is a 633-mule,
40-inch mainimme crude oil pipeline onigmating 1n St. James, Louisiana, and terminating in Patoka,
Illinois. The Capline Pipeline System is one of the primary transportation routes for crude oil shipped
into the Midwestern U S, accessing over 2 7 million barrels of refining capacity im PADD II. Capline
has direct connections to a significant amount of crude production 1n the Gulf of Mexico. In addition,
with 1ts two active docks capable of handling 600,000-barrel tankers as well as access to LOOP, 1t is a
key transporter of sweet and hight sour foreign crude to PADD II. With a total system operating
capacity of 1.14 million barrels per day of crude oil, approximately 248,000 barrels per day are subject
to our mterest. Since we acquired this asset in March 2004, throughput on the interest acquired has
averaged approximately 147,000 barrels per day. A 10,000 barrel per day decline in volumes shipped on
the Capline system would result 1n a decrease m annual pipeline segment profit of approximately
$1.5 mullion.

The Capwood Pipeline System, in which we own a 76% undivided joint 1nterest, 1s a 57-mile,
20-1inch mainlne crude o1l pipeline originating 1in Patoka, Illinois, and terminating in Wood Ruver,
Illmois The Capwood Pipeline System has an operating capacity of 277,000 barrels per day of crude
oil. Of that capacity, approximately 211,000 barrels per day are subject to our interest. The system has
the ability to deliver crude oil at Wood River to several other PADD II refineries and pipelines.
Movements on the Capwood system are driven by the volumes shipped on Capline as well as Canadian
crude that can be delivered to Patoka via the Mustang Pipeline. PAA assumed the operatorship of the
Capwood system from SPLC. Since we acquired this asset in March 2004, throughput net to our
interest acquired has averaged approximately 120,000 barrels per day.
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Our significant pipeline systems are discussed on the previous pages Following 1s a tabular

presentation of all of our active pipeline assets in the United States and Canada, grouped by

geographic location and including the aforementioned major pipeline assets:

Region

Southwest US.

Western US ... ....

US Rocky Mountains

US Gulf Coast . ..

Ownership  Pipeline Avefa?goe4 Net

Pipeline Percentage Mileage Volumes
Basin 87.0% 515 265,000
West Texas Gathering 100.0% 717 80,000
Permian Basin 100.0% 919 46,000
Dollarhide 100.0% 24 6,000
Mesa 8.8% 79 28,000
Iraan 100 0% 98 23,000
Tatan 100.0% 360 22,000
New Mexico 100 0% 1,185 50,000
Texas 100 0% 1,276 80,000
Lefors 100.0% 68 2,000
Merkel 100 0% 128 1,000
All American 100.0% 136 54,000
San Joaquin Valley 100 0% 86 74,000
Butte 22.0% 370 15,000
North Dakota 100.0% 620 39,000
Sabine Pass 100.0% 33 15,000
Ferniday 100.0% 570 7,000
La Glorna 100 0% 114 23,000
Red River 100.0% 567 12,000
ArkLaTex 100.0% 161 7,000
Atchafalaya 100.0% 35 14,000
Eugene Island 100.0% 66 12,000
Bridger Lakes 100.0% 17 3,000
Capline 22.0% 633 123,000
Capwood/Patoka 76.0% 57 109,000
Pearsall 100 0% 62 2,000
Mississippi/Alabama 100.0% 686 29,000
Southwest Louisiana 100.0% 267 4,000
Oklahoma 100.0% 1,498 56,000
Midcontinent 100 0% 1,196 22,000
Cal Ven 100.0% 177 11,000
Manito 100 0% 101 71,000
Milk River 100 0% 11 106,000
Cactus Lake 14.9% 55 3,000
Wascana 100 0% 114 9,000
Wapella 100.0% 79 14,000
South Sask 100 0% 158 49,000

Gathering, Marketing, Terminalling and Storage Operations

The combination of our gathering and marketing operations and our terminalling and storage
operations provides a counter-cyclical balance that has a stabihzing effect on our operations and cash
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flow The strategic use of our terminalling and storage assets mn conjunction with our gathering and
marketing operations generally provides us with the flexibility to maintain our margins irrespective of
whether a strong or weak market exists. Following 1s a description of our activities with respect to this
segment

Gathering and Marketing Operations

Crude Ol The majority of our gathering and marketing activities are 1n the geographic locations
previously discussed These activities include:

* purchasing crude oil from producers at the wellhead and 1n bulk from aggregators at major
pipeline interconnects, trading locations as well as foreign cargoes brought n by tanker;

* transporting crude o1l on our own proprietary gathering assets and our common carrier pipelies
or, when necessary or cost effective, assets owned and operated by third parties,

* exchanging crude o1l for another grade of crude o1l or at a different geographic location, as
appropriate, in order to maximize margins or meet contract delivery requirements; and

* marketing crude o1l to refiners or other resellers

We purchase crude o1l from many independent producers and believe that we have established
broad-based relationships with crude o1l producers in our areas of operations. Gathering and marketing
activities mvolve relatively large volumes of transactions often with lower margins than pipeline and
termimalling and storage operations.

The following table shows the average daily volume of our lease gathering and bulk purchases for
the past five years

Year Ended December 31,
2004 2003 2002 2001 2000
(barrels 1n thousands)

Lease gathering . .. .. . 589 437 410 348 262
Bulk purchases . . e e e e e 148 90 68 46 28
Total volumes per day ceeeee ... 7370527 478 394 290

Crude Ou Purchases We purchase crude o1l from producers under contracts, the majority of
which range in term from a thirty-day evergreen to three years In a typical producer’s operation, crude
o1l flows from the wellhead to a separator where the petroleum gases are removed After separation,
the crude o1l 1s treated to remove water, sand and other contaminants and 1s then moved mto the
producer’s on-site storage tanks When the tank 1s approaching capacity, the producer contacts our field
personnel to purchase and transport the crude o1l to market We utilize our truck fleet and gathering
pipelines as well as third-party pipelines, trucks and barges to transport the crude o1l to market. We
own or lease approximately 400 trucks used for gathering crude oil.

We currently have a marketing agreement with PXP for certain of its equity crude o1l production
and that of 1its subsidiaries The marketing agreement provides that we will purchase PXP’s equity
crude o1l production for resale at market prices, for which we charge a fee of $0 20 per barrel. For any
new contracts for the sale of the crude oil entered into after January 1, 2005, the marketing fee will be
adjusted to $0.15 per barrel, subject to further adjustment in November 2007 based upon then existing
market conditions See “Certain Relationships and Related Transactions—Transactions with Related
Parties—General ”

Bulk Purchases 1In addition to purchasing crude oil at the wellhead from producers, we purchase
crude o1l in bulk at major pipeline terminal locations This o1l 1s transported from the wellhead to the
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pipeline by major oil compames, large independent producers or other gathering and marketing
companites. We purchase crude o1l in bulk when we believe additional opportunities exist to realize
margns further downstream n the crude o1l distribution chain The opportunities to earn additional
margins vary over time with changing market conditions Accordingly, the margins associated with our
bulk purchases will fluctuate from period to period.

Crude Ou Sales The marketing of crude o1l 1s complex and requires current detailed knowledge
of crude o1l sources and end markets and a famihanty with a number of factors including grades of
crude o1l, individual refinery demand for specific grades of crude oil, area market price structures for
the different grades of crude oil, location of customers, availability of transportation faciliies and
timing and costs (including storage) involved in delivering crude o1l to the appropriate customer. We
sell our crude o1l to major integrated o1l companies, mdependent refiners and other resellers in various
types of sale and exchange transactions The majorty of these contracts are at market prices and have
terms ranging from one month to three years.

We establish a margin for crude o1l we purchase by selling crude o1l for physical delwery to third-
party users, such as independent refiners or major o1l compames, or by entering mnto a future delivery
obligation with respect to futures contracts on the NYMEX or over-the-counter. Through these
transactions, we seek to maintain a position that 1s substantially balanced between crude o1l purchases
and sales and future delivery obligations. From time to time, we enter into various types of sale and
exchange transactions including fixed price delivery contracts, floating price collar arrangements,
financial swaps and crude o1l futures contracts as hedging devices. Except for pre-defined inventory
positions, our policy 1s generally to purchase only crude o1l for which we have a market, to structure
our sales contracts so that crude o1l price fluctuations do not maternally affect the segment profit we
recewve, and to not acquire and hold crude o1, futures contracts or other denvative products for the
purpose of speculating on crude oil price changes that might expose us to mndeterminable losses. In
November 1999, we discovered a significant violation of this policy. As a result, we incurred an
aggregate loss of approximately $181 million in unauthorized trading losses, including associated costs
and legal expenses.

Crude Oul Exchanges. We pursue exchange opportumties to enhance margins throughout the
gathering and marketing process. When opportunities arise to increase our margin or to acquire a
grade of crude o1l that more closely matches our physical delivery requirement or the preferences of
our refinery customers, we exchange physical crude o1l with third parties. These exchanges are effected
through contracts called exchange or buy-sell agreements. Through an exchange agreement, we agree to
buy crude o1l that differs in terms of geographic location, grade of crude oil or physical delivery
schedule from crude o1l we have available for sale. Generally, we enter into exchanges to acquire crude
oil at locations that are closer to our end markets, thereby reducing transportation costs and increasing
our margin We also exchange our crude o1l to be physically delivered at a later date, if the exchange 1s
expected to result n a higher margin net of storage costs, and enter into exchanges based on the grade
of crude o1l, which includes such factors as sulfur content and specific gravity, in order to meet the
quality specifications of our physical delivery contracts.

Producer Services  Crude oil purchasers who buy from producers compete on the basis of
competitive prices and highly responsive services. Through our team of crude o1l purchasing
representatives, we maintain ongoing relationships with producers in the United States and Canada. We
believe that our ability to offer high-quality field and administrative services to producers is a key factor
in our ability to mamntam volumes of purchased crude o1l and to obtain new volumes. Field services
mnclude efficient gathering capabilities, availability of trucks, willingness to construct gathering pipelines
where economically justified, timely pickup of crude o1l from tank batteries at the lease or production
point, accurate measurement of crude o1l volumes recewved, avoidance of spills and effective
management of pipeline deliveries. Accounting and other admmistrative services mnclude securing
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division orders (statements from interest owners affirming the division of ownership mn crude oil
purchased by us), providing statements of the crude oil purchased each month, disbursing production
proceeds to interest owners, and calculation and payment of ad valorem and production taxes on behalf
of interest owners. In order to compete effectively, we must maintain records of title and division order
interests 1 an accurate and timely manner for purposes of making prompt and correct payment of
crude o1l production proceeds, together with the correct payment of all severance and production taxes
associated with such proceeds.

Liquefied Petroleumn Gas and Other Petroleum Products We also market and store LPG and other
petroleum products in the United States and Canada. These activities include:

* purchasing LPG (primarily propane and butane) from producers at gas plants and 1n bulk at
major pipeline terminal points and storage locations,

* transporting the LPG via common carrier pipelines, railcars and trucks to our own terminals and
third party facilities for subsequent resale by them to retailers and other wholesale customers;
and

* exchanging product to other locations to maximize margins and /or to meet contract delivery
requirements

We purchase LPG from numerous producers and have established long-term, broad based
relationships with LPG producers 1n our areas of operation We purchase LPG directly from gas plants,
major pipeline terminals, refineries and storage locations Marketing activities for LPG typically consist
of smaller volumes and generally higher margin per barrel transactions relative to crude ol

LPG Purchases We purchase LPG from producers, refiners, and other LPG marketing companies
under contracts that range from immediate delivery to one year 1n term. In a typical producer’s or
refiner’s operation, LPG that 1s produced at the gas plant or refinery 1s fractionated into various
components including propane and butane and then purchased by us for movement via tank truck,
railcar or pipeline.

In addition to purchasing LPG at gas plants or refineries, we also purchase LPG 1n bulk at major
pipeline terminal points and storage facilities from major o1l companies, large independent producers
or other LPG marketing companies We purchase LPG m bulk when we believe additional
opportunities exist to realize margins further downstream mn our LPG distribution chain. The
opportunities to earn additional margins vary over time with changing market conditions. Accordingly,
the margins associated with our bulk purchases will fluctuate from period to period.

LPG Sales The marketing of LPG 1s complex and requires current detailed knowledge of LPG
sources and end markets and a famiharity with a number of factors including the vartous modes and
availability of transportation, area market prices and timing and costs of dehivering LPG to customers.

We sell LPG primarily to industrial end users and retailers, and limited volumes to other
marketers. Propane 1s sold to small independent retailers who then transport the product via bobtail
truck to residential consumers for home heating and to some light industnal users such as forklift
operators. Butane 1s used by refiners for gasoline blending and as a diluent for the movement of
conventional heavy oil production Butane demand for use as heavy o1l diluent has increased as
supplies of Canadian condensate have declined

We establish a margin for propane by transporting 1t in bulk, via various transportation modes, to
terminals where we deliver the propane to our retailer customers for subsequent delivery to their
individual heating customers We also create margin by selling propane for future physical delivery to
third party users, such as retailers and industrial users. Through these transactions, we seek to maintamn
a position that 1s substantially balanced between propane purchases and sales and future delivery
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obligations From time to time, we enter wnto various types of sale and exchange transactions including
floating price collar arrangements, financial swaps and crude o1l and LPG-related futures contracts as
hedging devices Except for pre-defined inventory positions, our policy s generally to purchase only
LPG for which we have a market, and to structure our sales contracts so that LPG spot price
fluctuations do not matenally affect the segment profit we receive Margin 1s created on the butane
purchased by delivering large volumes during the short refinery blending season through the use of our
extensive leased railcar fleet and the use of our own storage facilities and third party storage facilities.
We also create margin on butane by capturing the difference in price between condensate and butane
when butane 1s used to replace condensate as a diluent for the movement of Canadian heavy o1l
production. While we seek to maintain a position that 1s substantially balanced within our LPG
activities, as a result of production, transportation and delivery vanances as well as logistical 1ssues
assoctated with inclement weather conditions, from time to time we experience net unbalanced
positions for short periods of time In connection with managing these positions and maintaimng a
constant presence in the marketplace, both necessary for our core business, our polcies provide that
any net imbalance may not exceed 250,000 barrels. These activities are monitored independently by our
risk management function and must take place within predefined limits and authorizations.

LPG Exchanges We pursue exchange opportunities to enhance margins throughout the marketing
process When opportunities arise to mcrease our margin or to acquire a volume of LPG that more
closely matches our physical delivery requirement or the preferences of our customers, we exchange
physical LPG with third parties. These exchanges are effected through contracts called exchange or
buy-sell agreements Through an exchange agreement, we agree to buy LPG that differs in terms of
geographic location, type of LPG or physical delivery schedule from LPG we have available for sale.
Generally, we enter into exchanges to acquire LPG at locations that are closer to our end markets 1n
order to meet the delivery specifications of our physical delivery contracts.

Credit  Our merchant activities (nvolve the purchase of crude oil and LPG for resale and require
significant extensions of credit by our suppliers of crude o1l and LPG. In order to assure our ability to
perform our obligations under crude o1l purchase agreements, various credit arrangements are
negotiated with our suppliers These arrangements include open hnes of credit directly with us, and
standby letters of credit 1ssued under our senior unsecured revolving credit facility

When we sell crude o1l and LPG, we must determine the amount, if any, of the line of credit to be
extended to any given customer. We manage our exposure to credit risk through credit analysss, credit
approvals, credit limits and monitoring procedures If we determine that a customer should recewve a
credit line, we must then decide on the amount of credit that should be extended

Because our typical crude o1l sales transactions can involve tens of thousands of barrels of crude
oil, the nisk of nonpayment and nonperformance by customers 1s a major consideration 1n our bustness
We believe our sales are made to creditworthy entities or entities with adequate credit support
Generally, sales of crude o1l are settled within 30 days of the month of delivery (in the case of foreign
cargoes, typically 10 days after delivery), and pipeline, transportation and termmalling services also
settle within 30 days from mvoice for the provision of services.

We also have credit risk with respect to our sales of LPG; however, because our sales are typically
m relatively small amounts to individual customers, we do not believe that we have material
concentration of credit risk Typically, we enter into annual contracts to sell LPG on a forward basis, as
well as sell LPG on a current basis to local distributors and retailers. In certain cases our customers
prepay for their purchases, in amounts ranging from approximately $2 per barrel to 100% of their
contracted amounts. Generally, sales of LPG are settled within 30 days of the date of invoice.
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Terminalling and Storage Operations

We own approximately 37 million barrels of terminalling and storage assets. Approximately
13.6 million barrels of capacity are used in our GMT&S segment, and the remaining 23.4 million
barrels are used 1 our Pipeline segment. Our storage and terminalling operations increase our margins
in our business of purchasing and selling crude o1l and also generate revenue through a combination of
storage and throughput charges to third parties. Storage fees are generated when we lease tank
capacity to third parties Terminalling fees, also referred to as throughput fees, are generated when we
recetve crude o1l from one connecting pipeline and redeliver crude oil to another connecting carrier in
volumes that allow the refinery to receive its crude o1l on a ratable basis throughout a delivery period.
Both terminalling and storage fees are generally earned from:

* refiners and gatherers that segregate or custom blend crudes for refining feedstocks, and
* pipeline operators, refiners or traders that need segregated tankage for foreign cargoes

The tankage that 1s used to support our arbitrage activities positions us to capture margmns in a
contango market (when the o1l prices for future deliveries are higher than the current prices) or when
the market switches from contango to backwardation (when the oil prices for future deliveries are
lower than the current prices).

Our most significant terminalling and storage asset 1s our Cushing Terminal located at the Cushing
Interchange. The Cushing Interchange 1s one of the largest wet-barrel trading hubs m the U S. and the
delivery pomnt for crude o1l futures contracts traded on the NYMEX. The Cushing Terminal has been
designated by the NYMEX as an approved delwvery location for crude o1l delivered under the NYMEX
light sweet crude oil futures contract As the NYMEX delivery point and a cash market hub, the
Cushing Interchange serves as a primary source of refinery feedstock for the Midwest refiners and plays
an integral role in establishing and marntaining markets for many varieties of foreign and domestic
crude oil. Our Cushing Terminal was constructed 1 1993, with an mitial tankage capacity of 2 million
barrels, to capitalize on the crude oil supply and demand imbalance in the Midwest. The Cushing
Terminal 1s also used to support and enhance the margins associated with our merchant activities
relating to our lease gathering and bulk purchasing activities. See “—Gathering and Marketing
Operations—Bulk Purchases.” Since 1999, we have completed four separate expanston phases, which
increased the capacity of the Cushing Terminal to a total of approximately 6 3 million barrels. The
Cushing Terminal now consists of fourteen 100,000-barrel tanks, four 150,000-barrel tanks and sixteen
270,000-barrel tanks, all of which are used to store and terminal crude oil. In January 2005, we
announced the commencement of our Phase V expansion that will add approximately 1 1 million
barrels of storage capacity to our Cushing Termial. The Cushing Terminal also includes a pipeline
manifold and pumping system that has an estimated throughput capacity of approximately 800,000
barrels per day The Cushing Terminal 1s connected to the major pipelines and other terminals in the
Cushing Interchange through pipelines that range in size from 10 inches to 24 inches in diameter

The Cushing Terminal 1s designed to serve the needs of refiners in the Midwest. In order to service
an increase in volumes and varneties of foreign and domestic crude oil projected to be transported
through the Cushing Interchange, we incorporated certain attributes into the original design of the
Cushing Terminal mcluding:

* multiple, smaller tanks to facilitate simultaneous handling of multiple crude varneties i
accordance with normal pipeline batch sizes;

* dual header systems connecting most tanks to the main manifold system to facilitate efficient
switching between crude grades with minimal contamination;
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* bottom drawn sumps that enable each tank to be efficiently drained down to mimmal remaining
volumes to minimize crude o1l contamination and maintamn crude o1l integrity during changes of
SEIVICE;

* mixer(s) on each tank to facilitate blending crude oil grades to refinery specifications, and

* a mamfold and pump system that allows for receipts and deliveries with connecting carriers at
their maximum operating capacity.

As a result of incorporating these attributes nto the design of the Cushing Terminal, we believe we
are favorably positioned to serve the needs of Midwest refiners to handle an increase in the number of
varieties of crude o1l transported through the Cushing Interchange. The pipeline manifold and pumping
system of our Cushing Terminal 1s designed to support more than 10 million barrels of tank capacity.
Our tankage in Cushing ranges 1n age from less than a year old to approximately 11 years old and the
average age 1s approximately 5 years old. In contrast, we estimate that of the approximately 21 million
barrels of remaiming tanks 1n Cushing owned by third parties, the average age 1s approximately 50 years
and of that, approximately 9 million barrels has an average age of over 70 years. We believe that
provides us with a competitive advantage over our competitors.

Our Cushing Terminal also incorporates numerous environmental and operational safeguards. We
believe that our terminal 1s the only one at the Cushing Interchange 1n which each tank has a
secondary liner (the equivalent of double bottoms), leak detection devices and secondary seals. The
Cushing Terminal 1s the only terminal at the Cushing Interchange equipped with aboveground pipelines.
The Cushing Terminal is operated by a computer system designed to monitor real-time operational data
and each tank 1s cathodically protected. In addition, each tank is equipped with a high-level alarm
system to prevent overflows; a double seal floating roof designed to mimmize air emissions and prevent
the possible accumulation of potentially flammable gases between fluid levels and the roof of the tank;
and a foam dispersal system that, in the event of a fire, 1s fed by a fully automated fire water
distribution network

We also own LPG storage facihities located in Alto, Michigan, Schaefferstown, Pennsylvania and
Claremont, New Hampshire The Alto facility is approximately 20 miles southeast of Grand Rapids.
The Alto facility was acquired from Ohio-Northwest Development Inc m 2003 and 1s capable of storing
over 1.2 million barrels of LPG. The Schaefferstown facility 1s approximately 65 miles northwest of
Philadelphia and 1s capable of storing over 0 5 million barrels of propane. The Claremont facility 1s on
the Vermont border and has the capacity to store approximately 17,000 barrels of propane. In addition,
the Claremont facility has two truck loading stations and two rail unloading stations We believe these
facilities will further support the expansion of our LPG business in Canada and the northern tier of the
U.S. as we combine the facilities’ existing fee-based storage business with our wholesale propane
marketing expertise. In addition, there may be opportunities to expand these facilities as LPG markets
continue to develop n the region

Crude Oil Volatility; Counter Cyclical Balance; Risk Management

Crude o1l prices have historically been very volatile and cyclical, with NYMEX benchmark prices
ranging from a hgh of over $55 per barrel in October 2004 to as low as $10 per barrel over the last
20 years. Segment profit from terminalling and storage activities is dependent on the crude o1l
throughput volume, capacity leased to third parties, capacity that we use for our own activities, and the
level of other fees generated at our terminalling and storage facilities. Segment profit from our
gathering and marketing activities 1s dependent on our ability to sell crude o1l at a price 1n excess of
our aggregate cost. Although margins may be affected during transitional periods, these operations are
not directly affected by the absolute level of crude o1l prices, but are affected by overall levels of supply
and demand for crude o1l and relative fluctuations in market related indices.
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During periods when supply exceeds the demand for crude oil, the market for crude oil 1s often 1n
contango, meaning that the price of crude o1l for future deliveries is higher than current prices. A
contango market has a generally negative impact on marketing margins, but is favorable to the storage
business, because storage owners at major trading locations (such as the Cushing Interchange) can
simultaneously purchase production at current prices for storage and sell at higher prices for future
delivery

When there 1s a higher demand than supply of crude oil in the near term, the market 1s
backwardated, meaning that the price of crude o1l for future deliveries 1s lower than current prices A
backwardated market has a positive impact on marketing margins because crude oil gatherers can
capture a premium for prompt deliveries. In this environment, there is little incentive to store crude oil
as current prices are above future delivery prices.

The periods between a backwardated market and a contango market are referred to as transition
periods. Depending on the overall duration of these transition periods, how we have allocated our
assets to particular strategies and the time length of our crude oil purchase and sale contracts and
storage lease agreements, these transition periods may have either an adverse or beneficial affect on
our aggregate segment profit A prolonged transition from a backwardated market to a contango
market, or vice versa (essentially a market that 1s neither in pronounced backwardation nor contango),
represents the most difficult environment for our gathering, marketing, terminalling and storage
activities When the market 1s in contango, we will use our tankage to improve our gathering margins
by storing crude o1l we have purchased for delivery in future months that are selling at a higher price.
In a backwardated market, we use less storage capacity but increased marketing margins provide an
offset to this reduced cash flow. We believe that the combination of our terminalling and storage
activities and gathering and marketing activities provides a counter cyclical balance that has a stabilizing
effect on our operations and cash flow References to counter-cyclical balance elsewhere n this report
are referring to this relationship between our terminalling and storage activities and our gathering and
marketing activities n transitioning crude o1l markets.

As use of the financial markets for crude o1l has increased by producers, refiners, utilities and
trading entities, risk management strategies, including those mvolving price hedges using NYMEX
futures contracts and derivatives, have become increasingly important 1n creating and maintaming
margins. Such hedging techniques require significant resources dedicated to managing these positions.
Our risk management policies and procedures are designed to monitor both NYMEX and
over-the-counter positions and physical volumes, grades, locations and delivery schedules to ensure that
our hedging activitics are implemented 1n accordance with such policies. We have a risk management
function that has direct responsibility and authornty for our risk policies, our trading controls and
procedures and certain other aspects of corporate risk management.

Our policy 1s to purchase only crude oil for which we have a market, and to structure our sales
contracts so that crude oil price fluctuations do not materially affect the segment profit we receive
Except for the controlled trading program discussed below, we do not acquire and hold crude o1l
futures contracts or other dervative products for the purpose of speculating on crude o1l price changes
that might expose us to indeterminable losses

While we seek to mamntain a position that 1s substantially balanced within our crude o1l lease
purchase and LPG activities, we may experience net unbalanced positions for short periods of time as a
result of production, transportation and delivery variances as well as logistical 1ssues associated with
inclement weather conditions. In connection with managing these positions and maintaining a constant
presence 1n the marketplace, both necessary for our core business, we engage 1n a controlled trading
program for up to an aggregate of 500,000 barrels of crude oil. This controlled trading activity is
monitored independently by our risk management function and must take place within predefined
limits and authorizations
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In order to hedge margins mnvolving our physical assets and manage risks associated with our crude
o1l purchase and sale obligations, we use derwvative instruments, including regulated futures and options
transactions, as well as over-the-counter instruments. In analyzing our nisk management activities, we
draw a distinction between enterprise level risks and trading related risks Enterprise level risks are
those that underhie our core businesses and may be managed based on whether there 1s value in doing
so Conversely, trading related risks (the risks involved 1n trading 1n the hopes of generating an
increased return) are not inherent in the core business; rather, those risks arise as a result of engaging
in the trading activity We have a Risk Management Committee that approves all new risk management
strategies through a formal process. With the exception of the controlled trading program, our
approved strategies are intended to mitigate enterprise level nisks that are inherent in our core
businesses of crude o1l gathering and marketing and storage.

Although the intent of our risk-management strategies 1s to hedge our margin, not all of our
dernvatives qualify for hedge accounting In such nstances, changes 1n the fair values of these
dervatives will receive mark-to-market treatment i current earmings, and result 1n greater potential for
earnings volatility

Geographic Data; Financial Information about Segments

See Note 14 “Operating Segments” in “Notes to the Consolidated Financial Statements.”

Customers

Marathon Ashland Petroleum (“MAP”) accounted for 10%, 12% and 10% of our revenues for
each of the three years in the period ended December 31, 2004. BP O1l Supply Company also
accounted for 10% of our revenues for the year ended December 31, 2004. No other customers
accounted for 10% or more of our revenues during the three years ended December 31, 2004 The
majority of the revenues from Marathon Ashland Petroleum and BP Ol Supply Company pertain to
our gathering, marketing, terminalling and storage operations We believe that the loss of these
customers would have only a short-term 1mpact on our operating results There can be no assurance,
however, that we would be able to 1dentify and access a replacement market at comparable margins

Competition

Competition among pipelines 1s based primarily on transportation charges, access to producing
areas and demand for the crude o1l by end users. We believe that high capital requirements,
environmental considerations and the difficulty in acquiring nights-of-way and related permits make 1t
unlikely that competing pipeline systems comparable in size and scope to our pipeline systems will be
built in the foreseeable future. However, to the extent there are already third-party owned pipelines or
owners with joint venture pipelines with excess capacity in the vicimity of our operations, we will be
exposed to sigmficant competition based on the incremental cost of moving an incremental barrel of
crude oil.

We face intense competition in our gathering, marketing, terminalling and storage operations. Our
competitors mclude other crude o1l pipeline companies, the major integrated o1l companies, their
marketing affihates and mmdependent gatherers, brokers and marketers of widely varying sizes, financial
resources and experience. Some of these competitors have capital resources many times greater than
ours, and control greater supplies of crude o1l

Regulation

Our operations are subject to extensive regulations We estimate that we are subject to regulatory
oversight by over 70 federal, state, provincial and local departments and agencies, many of which are
authorized by statute to 1ssue and have 1ssued laws and regulations binding on the oil pipeline industry,
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related businesses and individual participants. The failure to comply with such rules and regulations can
result 1n substantial penalties The regulatory burden on our operations increases our cost of doing
business and, consequently, affects our profitability However, except for certain exemptions that apply
to smaller companies, we do not believe that we are affected n a significantly different manner by
these laws and regulations than are our competitors Following 1s a discussion of certain laws and
regulations affecting us However, due to the myriad of complex federal, state, provincial and local
regulations that may affect us, directly or indirectly, you should not rely on such discussion as an
exhaustive review of all regulatory considerations affecting our operations

Pipeline and Storage Regulation

A substantial portion of our petroleum pipelines and storage tanks in the United States are subject
to regulation by the U.S Department of Transportation (“DOT”) with respect to the design,
mstallation, testing, construction, operation, replacement and management of pipeline and tank
facilities In addition, we must permit access to and copying of records, and must make certamn reports
available and provide information as required by the Secretary of Transportation. Federal pipeline
safety rules also require pipeline operators to develop and maintain a written qualification program for
individuals performing covered tasks on pipeline facilities Comparable regulation exists in some states
n which we conduct intrastate common carrier or private pipeline operations, as well as in Canada
under the National Energy Board (“NEB”) and provincial agencies

Since 2000, the DOT has adopted a series of rules requiring operators of interstate pipelines
transporting hazardous liquids or natural gas to develop and follow an integrity management program
that provides for continual assessment of the integrity of all pipeline segments that could affect
so-called “high consequence areas,” including high population areas, areas that are sources of drinking
water, ecological resource areas that are unusually sensitive to environmental damage from a pipeline
release, and commercially navigable waterways. Segments of our pipelines transporting hazardous
liquds 1n high consequence areas are subject to these DOT rules and therefore obligate us to evaluate
pipeline conditions by means of periodic internal inspection, pressure testing, or other equally effective
assessment means, and to correct identified anomalies If, as a result of our evaluation process, we
determine that there 15 a need to provide further protection to high consequence areas, then we will be
required to implement additional spill prevention, mitigation and risk control measures for our
pipelines. The DOT rules also require us to evaluate and, as necessary, improve our management and
analysis processes for integrating available integnity related data relating to our pipeline segments and
to remediate potential problems found as a result of the required assessment and evaluation process.
Costs associated with this program were approximately $1 0 million i 2003 and approximately
$5 mullion 1n 2004 Based on currently available information, our preliminary estimate for 2005 1s
approximately $8 million The relative increase mn program cost over the last few years 1s primarily
attributable to pipeline segments acquired i 2003 and 2004 (including the Link assets), which are
subject to the new rules and for which assessment commenced 1n 2004 Certain of these costs are
recurring in nature and thus will impact future periods We will continue to refine our estimates as
information from our assessments 1s collected. Our estimates do not include the potential costs
associated with assets acquired n the future. Although we believe that our pipeline operations are in
substantial compliance with currently applicable regulatory requirements, we cannot predict the
potential costs associated with additional, future regulation

The DOT 1s currently considering expanding the scope of its pipeline regulation to include certamn
gathering pipeline systems that are not currently subject to regulation. This expanded scope would
likely include the establishment of additional pipeline integrity management programs for these newly
regulated pipelines The DOT 1s 1n the 1mitial stages of evaluating this nitiative and we do not currently
know what, 1f any, impact this will have on our operating expenses However, we cannot assure you that
future costs related to the potential programs will not be material However, even if the DOT does not
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expand the scope of 1ts pipeline regulation to include pipeline systems not currently regulated, we may
still need to upgrade or expand our existing pipeline integrity management programs to remain in
compliance with the Federal Water Pollution Control Act and other environmental laws. We could be
required to spend substantial sums to ensure the mtegrity of and upgrade our pipeline systems to
maintain environmental compliance, and in some cases, we may take pipelines out of service if we
believe the cost of upgrades will exceed the value of the pipelines. We cannot provide any assurance as
to the ulimate amount or timing of future pipeline ntegrity expenditures for environmental
compliance.

States are largely preempted by federal law from regulating pipeline safety but may assume
responsibility for enforcing federal intrastate pipeline regulations and inspection of intrastate pipelines.
In practice, states vary considerably in their authority and capacity to address pipeline safety. We do
not anticipate any significant problems in complying with applicable state laws and regulations in those
states in which we operate

The DOT has adopted API 653 as the standard for the mspection, repair, alteration and
reconstruction of existing crude oil storage tanks subject to DOT jurisdiction (approximately 83% of
our 37 million barrels are subject to DOT jurisdiction). API 653 requires regularly scheduled mspection
and repair of tanks remaining in service. Full compliance is required by 2009 Costs associated with this
program were approximately $3 million in 2004. Based on currently available information, we anticipate
we will spend an approximate average of $6 million per year from 2005 through 2009 in connection
with API 653 compliance activities. Such amounts incorporate the costs associated with the assets
acquired in 2003 and 2004. Our estimates do not include the potential costs associated with assets
acquired in the future We will continue to refine our estimates as information from our assessments is
collected.

We have mstituted security measures and procedures, in accordance with DOT guidelines, to
enhance the protection of certain of our facilities from terrorist attack We cannot assure you that these
security measures would fully protect our faciities from a concentrated attack. See “—Operational
Hazards and Insurance.”

In Canada, the NEB and provincial agencies such as the Alberta Energy and Utilities Board and
the Saskatchewan Industry and Resources have promulgated regulations similar to the domestic
pipeline integrity management rules and API 653 standards. We spent approximately $4.1 million in
2004 m compliance activities Our preliminary estimate for 2005 is approximately $5 1 mullion. In
addition, we expect to mcur compliance costs under other regulations related to pipeline and storage
tank integrity, such as operator competency programs, regulatory upgrades to our operating and
maintenance systems and environmental upgrades of buried sump tanks. Our preliminary estimate for
such costs for 2005 1s approximately $0.5 million. Certain of these costs are recurring in nature and
thus will impact future periods. We will continue to refine our estimates as information from our
assessments is collected. Our estimates do not include the potential costs associated with assets
acquired m the future Although we believe that our pipeline operations are in substantial compliance
with currently applicable regulatory requirements, we cannot predict the potential costs associated with
additional, future regulation.

Asset acquisitions are an integral part of our business strategy As we acquire additional assets, we
may be required to mcur additional costs 1n order to ensure that the acquired assets comply with the
regulatory standards in the U.S and Canada.

Transportation Regulation

General Interstate Regulation  Our nterstate common carrier pipeline operations are subject to
rate regulation by the FERC under the Interstate Commerce Act. The Interstate Commerce Act
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requires that tariff rates for petroleum pipelines, which includes both crude o1l pipelines and refined
product pipelines, be just and reasonable and non-discrimiatory.

State Regulanon Our intrastate pipeline transportation activities are subject to various state laws
and regulations, as well as orders of state regulatory bodies.

Canadian Regulation. Our Canadian pipeline assets are subject to regulation by the NEB and by
provincial agencies With respect to a pipeline over which 1t has jurisdiction, each of these agencies has
the power, upon application by a third party, to determine the rates we are allowed to charge for
transportation on, and set other terms of access to, such pipeline. In such circumstances, if the relevant
regulatory agency determines that the applicable terms and conditions of service are not just and
reasonable, the agency can amend the offending provisions of an existing transportation contract.

Energy Policy Act of 1992 and Subsequent Developments. In October 1992, Congress passed the
Energy Policy Act of 1992 (“EPAct”), which among other things, required the FERC to 1ssue rules
establishing a simplified and generally applicable ratemaking methodology for petroleum pipelines and
to streamline procedures in petroleum pipeline proceedings. The FERC responded to this mandate by
1issuing several orders, including Order No. 561 Beginning January 1, 1995, Order No 561 enables
petroleum pipelines to change their rates within prescribed ceiling levels that are tied to an inflation
index. Rate increases made pursuant to the indexing methodology are subject to protest, but such
protests must show that the portion of the rate increase resulting from application of the index is
substantially in excess of the pipeline’s increase 1n costs. If the indexing methodology results 1n a
reduced ceiling level that 1s lower than a pipeline’s filed rate, Order No 561 requires the pipeline to
reduce 1ts rate to comply with the lower ceiling unless doing so would reduce a rate “grandfathered” by
EPAct (see below) below the grandfathered level. A pipeline must, as a general rule, utilize the
indexing methodology to change 1ts rates. The FERC, however, retained cost-of-service ratemaking,
market based rates, and settlement as alternatives to the indexing approach, which alternatives may be
used 1n certain specified circumstances The EPAct deemed petroleum pipeline rates in effect for the
365-day period ending on the date of enactment of EPAct that had not been subject to complaint,
protest or 1nvestigation during that 365-day period to be just and reasonable under the Interstate
Commerce Act. Generally, complaints against such “grandfathered” rates may only be pursued if the
complamnant can show that a substantial change has occurred since the enactment of EPAct in either
the economic circumstances of the oil pipeline, or in the nature of the services provided, that were a
basis for the rate. EPAct places no such limit on challenges to a provision of an oil pipeline tariff as
unduly discriminatory or preferential.

On July 20, 2004, the United States Court of Appeals for the District of Columbia Circuit
(“D C. Circuit”) 1ssued its opmion in BP West Coast Products, LLC v FERC, which upheld FERC’s
determination that the rates of an interstate petroleum products pipeline, SFPP, L.P (“SFPP”), were
grandfathered rates under EPAct and that SFPP’s shippers had not demonstrated substantially changed
circumstances that would justify modification of those rates. The court also vacated the portion of the
FERC’s decision applying the Lakehead policy, under which the FERC allowed a regulated entity
organized as a master limited partnership to include in its cost-of-service an income tax allowance to
the extent that entity’s unitholders were corporations subject to income tax On December 2, 2004, the
FERC ssued a Notice of Inquury that called for comments regarding whether BP West Coast applies
broadly or only to the specific facts of that case. We are uncertain what action the FERC ultimately
will take 1n response to the court’s disapproval of the FERC’s Lakehead policy and what effect, if any,
such action might have on our rates should they be challenged
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Additionally, in BP West Coast, the court remanded to the FERC the 1ssue of whether SFPP’s
revised cost-of-service without a tax allowance would qualify as a substantially changed circumstance
that would justify modification of SFPP’s rates. Because the court remanded to the FERC and because
the FERC’s ruling on the substantially changed circumstances issue will focus on the facts and record
presented to it, 1t 18 not clear what impact, if any, the opinion will have on our rates or on the rates of
other FERC-junsdictional pipelines organized as tax pass-through entities. Moreover, 1t is not clear to
what extent FERC’s actions taken in response to BP West Coast will be challenged and, 1if so, whether
they will withstand further FERC or judicial review

In a subsequent FERC proceeding involving SFPP, certain shippers agaimn challenged SFPP’s
grandfathered rates on the basis of substantially changed circumstances since the passage of EPAct On
March 26, 2004, the FERC 1ssued an order 1n that case, finding that some of SFPP’s rates were not
grandfathered and that there were substantially changed circumstances on certain of their systems.
Several of the participants 1n the proceeding have requested rehearing of the FERC’s order, and
several participants have filed petitions with the D C. Circuit for review of the order. FERC and court
action on those petitions 1s pending We are uncertain whether FERC’s order will remain intact and, if
1t does, what effect, if any, that order might have on our grandfathered rates should they be challenged.

Our Pipelines The FERC generally has not investigated rates on its own 1nitiative when those
rates have not been the subject of a protest or complaint by a shipper. Substantially all of our segment
profit on transportation 1s produced by rates that are either grandfathered or set by agreement with
one or more shippers.

Trucking Regulation

We operate a fleet of trucks to transport crude o1l and oilfield materials as a private, contract and
common carrier. We are licensed to perform both intrastate and interstate motor carrier services. As a
motor carrier, we are subject to certain safety regulations issued by the Department of Transportation
The trucking regulations cover, among other things, driver operations, maintaining log books, truck
manifest preparations, the placement of safety placards on the trucks and trailer vehicles, drug and
alcohol testing, safety of operation and equipment, and many other aspects of truck operations We are
also subject to the Occupational Safety and Health Act, as amended (“OSHA”), with respect to our
trucking operations

Our trucking assets in Canada are subject to regulation by both federal and provincial
transportation agencies in the provinces i which they are operated. These regulatory agencies do not
set freight rates, but do establish and administer rules and regulations relating to other matters
including equipment and driver licensing, equipment 1nspection, hazardous materials and safety.

Cross Border Regulation

As a result of our Canadian acqusittons and cross border actwvities, we are subject to regulatory
matters including export licenses, tariffs, Canadian and U S. customs and tax issues and toxic substance
certifications. Regulations include the Short Supply Controls of the Export Administration Act, the
North American Free Trade Agreement and the Toxic Substances Control Act Violations of these
hicense, tariff and tax reporting requirements could result 1n the imposition of significant administrative,
civil and criminal penalties Furthermore, the failure to comply with U S, Canadian, state, provincial
and local tax requirements could lead to the imposition of additional taxes, interest and penalties.

Environmental, Health and Safety Regulation
General

Our operations 1nvolving the storage, treatment, processing, and transportation of hquid
hydrocarbons including crude oil are subject to stringent federal, state, provincial and local laws and
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regulations governing the discharge of materials into the environment or otherwise relating to
protection of the environment As with the industry generally, compliance with these laws and
regulations increases our overall cost of business, including our capital costs to construct, maintain and
upgrade equipment and facilities Failure to comply with these laws and regulations may result in the
assessment of admnistrative, civil, and crimnal penalties, the imposition of investigatory and remedial
liabilities, and even the issuance of injunctions that may restrict or prohibit our operations.
Environmental laws and regulations are subject to change, and we cannot provide any assurance that
compliance with current and future laws and regulations will not have a material affect on our results
of operations or earnings. A discharge of hazardous liquids into the environment could, to the extent
such event 1s not nsured, subject us to substantial expense, including both the cost to comply with
applicable laws and regulations and any claims made by neighboring landowners and other third parties
for personal injury and property damage.

Water

The U S. O1l Pollution Act (“OPA”) and analogous state and Canadian federal and provincial laws
subject owners of facilities to strict, joint and potentially unlimited liability for containment and
removal costs, natural resource damages, and certain other consequences of an oil spill, where such
spill 1s into navigable waters, along shorehnes or in the exclusive economic zone of the U.S The OPA
establishes a hiability himit of $350 mullion for onshore facilities. However, a party cannot take
advantage of this hiability limut if the spill 1s caused by gross negligence or willful misconduct, resulted
from a violation of a federal safety, construction, or operating regulation, or if there 1s a failure to
report a spill or cooperate n the cleanup. We believe that we are 1n substantial compliance with
applicable OPA requirements

The U.S Clean Water Act and analogous state and Canadian federal and provincial laws impose
restrictions and strict controls regarding the discharge of pollutants into navigable waters of the United
States and Canada, as well as state and provincial waters Permits must be obtained to discharge
pollutants into these waters The Clean Water Act imposes substantial potential liability for the removal
and remediation of pollutants Although we can give no assurances, we believe that compliance with
existing permuts and comphance with foreseeable new permit requirements will not have a material
adverse effect on our financial condition or results of operations.

Some states and all provinces maintain groundwater protection programs that require permits for
discharges or operations that may impact groundwater conditions. We believe that we are 1n substantial
compliance with any such applicable state requirements.

In addition to the costs described above we could also be required to spend substantial sums to
ensure the integrity of and upgrade our pipeline systems as a result of oil spills, and 1n some cases, we
may take pipelines out of service if we believe the cost of upgrades will exceed the value of the
pipelines We cannot provide any assurance as to the ultimate amount or timing of future pipehne
integrity expenditures for environmental complance.

Air Emissions

Our operations are subject to the U.S. Clean Air Act and comparable state and provincial laws
Under these laws, permits may be required before construction can commence on a new source of
potentially significant air emissions and operating permits may be required for sources already
constructed We may be required to incur certain capital expenditures in the next several years for air
pollution control equipment 1n connection with obtaming or maintaiming permits and approvals for
sources of air emissions While we believe that our operations are 1n substantial compliance with these
laws 1n those areas in which we operate, we can provide no assurance that future compliance
obligations will not have a material adverse effect on our financial condition or results of operations.
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Canada 1s a participant 1n the Kyoto Protocol of the United Nations Framework Convention on
Chmate Change. The Kyoto Protocol requires participating developed nations such as Canada to
reduce their emussions of carbon dioxide and other “greenhouse gases” to five percent below 1990
levels by 2012. As a result, already stringent air emissions regulations apphcable to our operations in
Canada will be replaced, by 2010, with even stricter requirements. We are currently monitoring the
mmpact on our operations of proposed changes in regulations that will be necessary as a result of
Canada’s participation n the Protocol.

Solid Waste

We generate wastes, including hazardous wastes, that are subject to the requirements of the federal
Resource Conservation and Recovery Act (“RCRA”) and comparable state and provincial laws. We are
not required to comply with a substantial portion of the RCRA requirements because our operations
generate primarily o1l and gas wastes, which currently are excluded from consideration as RCRA
hazardous wastes. However, it is possible that in the future the exclusion of o1l and gas wastes from
regulation as RCRA hazardous wastes may be eliminated, in which event, our wastes as well as the
wastes of our competitors in the o1l and gas industry will be subject to more ngorous and costly
disposal requirements, resulting 1n additional capital expenditures or operating expenses for us and the
industry mn general.

Hazardous Substances

The federal Comprehensive Environmental Response, Compensation and Liability Act, as
amended (“CERCLA”), also known as “Superfund,” and comparable state and provincial laws impose
liability, without regard to fault or the legality of the oniginal act, on certain classes of persons that
contributed to the release of a “hazardous substance” into the environment. These persons include the
owner or operator of the site or sites where the release occurred and companies that disposed of, or
arranged for the disposal of, the hazardous substances found at the site. Under CERCLA, such persons
may be subject to strict joint and several liability for the costs of cleaning up the hazardous substances
that have been released into the environment, for damages to natural resources, and for the costs of
certain health studies. It 1s not uncommon for neighboring landowners and other third parties to file
claims for personal injury and property damage allegedly caused by hazardous substances or other
pollutants released into the environment. In the course of our ordinary operations, we may generate
waste that falls within CERCLA's definition of a “hazardous substance,” in which event we may be held
jointly and severally liable under CERCLA for all or part of the costs required to clean up sites at
which such hazardous substances have been released into the environment

OSHA

We are subject to the requirements of OSHA, and comparable state statutes that regulate the
protection of the health and safety of workers. In addition, the OSHA hazard communication standard
requires that certain mnformation be maintained about hazardous materals used or produced
operations and that this nformation be provided to employees, state and local government authorities
and citizens. We believe that our operations are 1n substantial comphiance with OSHA requirements,
including general industry standards, record keeping requirements and monitoring of occupational
exposure to regulated substances. OSHA has also been given jurisdiction over enforcement of
legislation designed to protect employees who provide evidence 1n fraud cases from retaliation by their
employer.

Similar regulatory requirements exist in Canada under the federal and provincial Occupational
Health and Safety Acts and related regulations. The agencies with junisdiction under these regulations
are empowered to enforce them through inspection, audit, incident investigation or public or employee
complaint. Additionally, recent legislation directly ties corporate accountability to the Criminal Code of
Canada. This legislation enables occupational health and safety (“OH&S”) regulators to prosecute
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organizations and mdividuals crimmally for violations of the regulations. We believe that our operations
are 1 substantial compliance with applicable OH&S requirements

Endangered Species Act

The federal Endangered Species Act (“ESA”) restricts activities that may affect endangered species
or their habitats. Although certain of our facilities are in areas that may be designated as habitat for
endangered species, we believe that we are 1n substantial compliance with the ESA. However, the
discovery of previously unidentified endangered species could cause us to incur additional costs or
operation restrictions or bans 1n the affected area, which costs, restrictions, or bans could have a
material adverse effect on our financial condition or results of operations Similar regulation (the
Species Risk Act) applies to our Canadian operations.

Hazardous Materials Transportation Requirements

The DOT regulations affecting pipeline safety require pipeline operators to implement measures
designed to reduce the environmental impact of o1l discharge from onshore o1l pipelines. These
regulations require operators to maintain comprehensive spill response plans, imcluding extensive spill
response training for pipeline personnel. In addition, DOT regulations contain detailed specifications
for pipeline operation and mamtenance We believe our operations are in substantial compliance with
such regulations See “—Regulation—Pipeline and Storage Regulation ”

Environmental Remediation

We currently own or lease properties where hazardous liquids, including hydrocarbons, are being
or have been handled. These properties and the hazardous iquids or associated generated wastes
disposed thereon may be subject to CERCLA, RCRA and analogous state and Canadian federal and
provincial laws Under such laws, we could be required to remove or remediate hazardous liquids or
associated generated wastes (including wastes disposed of or released by prior owners or operators), to
clean up contammated property (including contaminated groundwater) or to perform remedial
operations to prevent future contamination.

We maintain insurance of various types with varying levels of coverage that we consider adequate
under the circumstances to cover our operations and properties The msurance policies are subject to
deductibles and retention levels that we consider reasonable and not excessive Consistent with
msurance coverage generally available 1n the industry, 1n certain circumstances our insurance policies
provide limited coverage for losses or liabilities relating to gradual pollution, with broader coverage for
sudden and accidental occurrences.

In addition, we have entered mto indemnification agreements with various counterparties in
conjunction with several of our acquisitions. Allocation of environmental liability 1s an 1ssue negotiated
i connection with each of our acquisition transactions. In each case, we make an assessment of
potential environmental exposure based on available information. Based on that assessment and
relevant economic and risk factors, we determine whether to negotiate an indemnity, what the terms of
any indemnity should be (for example, minimum thresholds or caps on exposure) and whether to
obtain msurance, 1If available. In some cases, we have received contractual protections 1n the form of
environmental indemnifications from several predecessor operators for properties acquired by us that
are contaminated as a result of historical operations These contractual indemnifications typically are
subject to specific monetary requirements that must be satisfied before indemnification will apply and
have term and total dollar limats.

The acquisitions we completed 1n 2003 and 2004 include a variety of provisions dealing with the
allocation of responsibility for environmental costs that range from no or limited indemnities from the
sellers to indemnification from sellers with defined limitations on their maximum exposure. We have
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not obtained nsurance for any of the conditions related to our 2003 acquisitions, and only 1n limited
circumstances for our 2004 acquisitions.

For mnstance, 1n connection with the Link acquisition, we 1dentified a number of environmental
habilities, for which we recewved a purchase price reduction from Link. A substantial portion of these
environmental liabilities are associated with the former Texas New Mexico (“TNM”) pipeline assets. On
the effective date of the acquisition, we and TNM entered 1nto a cost-sharing agreement whereby, on a
tiered basis, we will bear $11 mullion of the first $20 million of pre-May 1999 environmental 1ssues We
will also bear the first $25,000 per site for new sites which were not identified at the time we entered
mnto the agreement (capped at 100 sites). TNM will pay all costs 1 excess of $20 million (excluding the
deductible for new sites). TNM’s obligations are guaranteed by Shell O1l Products (“SOP”) We
recorded a reserve for environmental liabihities of approximately $17.0 million in connection with the
Link acquisition

In connection with the acquisition of certamn crude o1l transmission and gathering assets from SOP
in 2002, Shell purchased an environmental insurance policy covering known and unknown
environmental matters associated with operations prior to closing. We are a named beneficiary under
the policy, which has a $100,000 deductible per site, an aggregate coverage himit of $70 million, and
expires in 2012 Shell has recently made a claim against the policy; however, we do not believe that the
claim will substantially reduce our coverage under the policy.

In connection with our 1999 acquisition of Scurlock Permian LLC from MAP, we were indemnified
by MAP for any environmental habilities attributable to Scurlock’s business or properties which
occurred prior to the date of the closing of the acquisition This indemnity apphied to claims that
exceeded $25,000 individually and $1 0 million 1n the aggregate. For the indemmity to apply, we were
required to assert any claims on or before May 15, 2003. In conjunction with the expiration of this
indemnity, we reached agreement with respect to MAP’s remaining indemnity obligations. Under the
terms of this agreement, MAP will continue to remain obhgated for liabilities associated with two
Superfund sites at which 1t 1s alleged that Scurlock Permian deposited waste oils. In addition, MAP
paid us $4.6 million cash as satisfaction of its obligations with respect to other sites. During 2002, we
had reassessed previous investigations and completed environmental studies related to environmental
conditions associated with our 1999 acquisitions As a result of that reassessment, we established an
additional reserve of $1.2 million

Other assets we have acquired or will acquire 1n the future may have environmental remediation
liabilities for which we are not ndemnified We have m the past experienced and 1n the future will
likely experience releases of crude o1l into the environment from our pipeline and storage operations,
or discover releases that were previously umdentified Although we maintain a program designed to
prevent and, as apphicable, to detect and address such releases promptly, damages and habilities
incurred due to environmental releases from our assets may substantially affect our business

At December 31, 2004, our reserve for environmental liabilities totaled approximately $19.8 million
(approximately $12.7 million of this reserve 1s related to labilities assumed as part of the Link
acquisition) Approximately $9 3 million of our environmental reserve 1s classified as current and
$10.5 mullion 1s classified as long-term At December 31, 2004, we have recorded receivables totaling
approximately $6 3 million for amounts recoverable under insurance and from third parties under
indemnification agreements

In some cases, the actual cash expenditures may not occur for three to five years. We believe that
this reserve 1s adequate, and 1n conjunction with our indemnification arrangements, should prevent
remediation costs from having a material adverse effect on our financial condition, results of
operations, or cash flows Our estimates used 1n these reserves are based on all known facts at the time
and our assessment of the ultimate outcome. Among the many uncertainties that impact our estimates
are the necessary regulatory approvals for, and potential modification of, our remediation plans, the
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Iimited amount of data available upon mitial assessment of the impact of soil or water contamination,
changes 1n costs associated with environmental remediation services and equipment and the possibility
of existing legal claims giving rise to additional claims Therefore, no assurances can be made that any
costs mncurred 1n excess of this reserve or outside of the indemnifications would not have a material
adverse effect on our financial condition, results of operations, or cash flows

Operational Hazards and Insurance

Pipelines, terminals, trucks or other facilities or equipment may experience damage as a result of
an accadent or natural disaster. These hazards can cause personal mjury and loss of life, severe damage
to and destruction of property and equipment, pollution or environmental damage and suspension of
operations. Since we and our predecessors commenced midstream crude o1l activities in the early 1990s,
we have maintained nsurance of various types and varymg levels of coverage that we consider adequate
under the circumstances to cover our operations and properties The insurance policies are subject to
deductibles and retention levels that we consider reasonable and not excessive. However, such
msurance does not cover every potential risk associated with operating pipelines, terminals and other
facilities, including the potential loss of significant revenues. Consistent with nsurance coverage
generally available to the industry, 1n certain circumstances our insurance policies provide limited
coverage for losses or liabilities relating to gradual pollution, with broader coverage for sudden and
accidental occurrences. Over the last several years, our operations have expanded significantly, with
total assets increasing over 400% since the end of 1998 At the same time that the scale and scope of
our business activities have expanded, the breadth and depth of the available insurance markets have
contracted. Notwithstanding what we believe 1s a favorable claims history, the overall cost of such
insurance as well as the deductibles and overall retention levels that we maintain have increased As a
result, we have elected to self insure more activities against certain of these operating hazards and
expect this trend will continue 1n the future Certain aspects of these conditions were exacerbated by
the events of September 11, 2001, and their overall effect on the insurance industry have adversely
mmpacted the availability and cost of certain coverages. Due to these events, insurers have excluded acts
of terrorism and sabotage from our insurance policies and on certain of our key assets, we have elected
to purchase a separate msurance policy for acts of terrorism and sabotage.

Since the terrorist attacks, the United States Government has issued numerous warnings that
energy assets, including our nation’s pipeline infrastructure, may be future targets of terrorist
orgamzations These developments expose our operations and assets to increased risks. We have
instituted security measures and procedures in conformity with DOT guidance. We will nstitute, as
appropriate, additional security measures or procedures indicated by the DOT or the Transportation
Safety Administration. However, we cannot assure you that these or any other security measures would
protect our facilities from a concentrated attack. Any future terrorist attacks on our facilities, those of
our customers and, in some cases, those of our competitors, could have a matenal adverse effect on
our business, whether insured or not

The occurrence of a significant event not fully insured, indemnified or reserved aganst, or the
failure of a party to meet 1ts ndemnification obligations, could materially and adversely affect our
operations and financial condition. We believe we are adequately insured for public hability and
property damage to others with respect to our operations We believe that our levels of coverage and
retention are generally consistent with those of similarly situated companies 1n our industry. With
respect to all of our coverage, no assurance can be given that we will be able to maintain adequate
insurance 1n the future at rates we consider reasonable, or that we have established adequate reserves
to the extent that such nisks are not insured
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Title te Properties and Rights-of-Way

We believe that we have satisfactory title to all of our assets Although title to such properties are
subject to encumbrances 1n certain cases, such as customary interests generally retained 1n connection
with acquusition of real property, hens related to environmental habilities associated with historical
operations, liens for current taxes and other burdens and minor easements, restrictions and other
encumbrances to which the underlying properties were subject at the time of acquisition by our
predecessor or us, we believe that none of these burdens will materially detract from the value of such
properties or from our interest therein or will materially interfere with their use 1n the operation of our
business.

Substantially all of our pipelines are constructed on rights-of-way granted by the apparent record
owners of such property and, in some 1nstances, such rights-of-way are revocable at the election of the
grantor. In many instances, lands over which rights-of-way have been obtained are subject to prior liens
that have not been subordinated to the right-of-way grants In some cases, not all of the apparent
record owners have joined in the right-of-way grants, but 1n substantially all such cases, signatures of
the owners of majority interests have been obtained We have obtained permuts from public authorities
to cross over or under, or to lay facilities 1n or along water courses, county roads, municipal streets and
state highways, and 1n some 1nstances, such permits are revocable at the election of the grantor We
have also obtamned permits from railroad companies to cross over or under lands or rights-of-way, many
of which are also revocable at the grantor’s election In some cases, property for pipeline purposes was
purchased in fee. All of the pump stations are located on property owned 1n fee or property under
leases. In certain states and under certamn circumstances, we have the right of eminent domain to
acquire rights-of-way and lands necessary for our common carrier pipelines.

Some of the leases, easements, rights-of-way, permits and licenses transferred to us, upon our
formation m 1998 and mn connection with acquisitions we have made since that time, required the
consent of the grantor to transfer such rights, which 1n certain instances 1s a governmental entity. We
believe that we have obtamed such third party consents, permits and authorizations as are sufficient for
the transfer to us of the assets necessary for us to operate our business 1n all material respects as
described 1n this report. With respect to any consents, permits or authorizations that have not yet been
obtained, we believe that such consents, permits or authorizations will be obtamned within a reasonable
period, or that the failure to obtam such consents, permits or authorizations will have no material
adverse effect on the operation of our business.

Employees

To carry out our operations, our general partner or 1ts affiiates employed approximately 1,950
employees at December 31, 2004. None of the employees of our general partner were represented by
labor unions, and our general partner considers its employee relations to be good.

Summary of Tax Considerations

The tax consequences of ownership of common units depends 1n part on the owner’s individual tax
circumstances. However, the following is a brief summary of material tax consequences of owning and
disposing of common units.

Partnership Status; Cash Distributions

We are classified for federal income tax purposes as a partnership based upon our meeting certain
requirements imposed by the Internal Revenue Code (the “Code”), which we must meet each year.
The owners of common units are considered partners in the Partnership so long as they do not loan
their common units to others to cover short sales or otherwise dispose of those units Accordingly, we
pay no federal income taxes, and a common unitholder 1s required to report on the unitholder’s federal
income tax return the unitholder’s share of our income, gains, losses and deductions. In general, cash
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distributions to a common umtholder are taxable only if, and to the extent that, they exceed the tax
basis 1 the common umnits held.

Fartnership Allocations

In general, our income and loss 1s allocated to the general partner and the unitholders for each
taxable year in accordance with their respective percentage interests in the Partnership (including, with
respect to the general partner, its incentive distribution right), as determined annually and prorated on
a monthly basis and subsequently apportioned among the general partner and the unitholders of record
as of the opening of the first business day of the month to which they relate, even though unitholders
may dispose of their umts during the month 1n question A umitholder is required to take into account,
m determimning federal income tax lability, the unitholder’s share of income generated by us for each
taxable year of the Partnership ending within or with the unitholder’s taxable year, even if cash
distributions are not made to the unitholder As a consequence, a unitholder’s share of our taxable
income (and possibly the income tax payable by the umitholder with respect to such imncome) may
exceed the cash actually distributed to the unitholder by us At any time incentive distributions are
made to the general partner, gross income will be allocated to the recipient to the extent of those
distributions

Basis of Common Units

A umtholder’s 1nitial tax basis for a common umt 1s generally the amount paid for the common
unit. A unitholder’s basis 1s generally increased by the unitholder’s share of our income and decreased,
but not below zero, by the unitholder’s share of our losses and distributions.

Limitations on Deductibility of Partnership Losses

In the case of taxpayers subject to the passive loss rules (generally, individuals and closely held
corporations), any partnership losses are only available to offset future income generated by us and
cannot be used to offset income from other activities, including passive activities or mvestments Any
losses unused by virtue of the passive loss rules may be fully deducted if the umtholder disposes of all
of the unitholder’s common units in a taxable transaction with an unrelated party.

Section 754 Election

We have made the election provided for by Section 754 of the Code, which will generally result in
a unitholder being allocated income and deductions calculated by reference to the portion of the
unitholder’s purchase price attributable to each asset of the Partnership.

Disposition of Common Units

A unitholder who sells common units will recognize gain or loss equal to the difference between
the amount realized and the adjusted tax basis of those common units. A unitholder may not be able to
trace basis to particular common umits for this purpose Thus, distributions of cash from us to a
unitholder 1n excess of the income allocated to the umitholder will, in effect, become taxable mcome if
the unitholder sells the common units at a price greater than the unitholder’s adjusted tax basis even 1f
the price 1s less than the unitholder’s original cost Moreover, a portion of the amount realized
(whether or not representing gain) will be ordinary income

Foreign, State, Local and Other Tax Considerations

In addition to federal mcome taxes, unitholders will likely be subject to other taxes, such as
foreign, state and local income taxes, unincorporated business taxes, and estate, inheritance or
intangible taxes that are 1mposed by the various jurisdictions mn which a unitholder resides or in which
we do busimness or own property. We own property and conduct busmess in Canada as well as i most
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states 1n the United States A umtholder may be required to file Canadian federal income tax returns
and to pay Canadian federal and provincial income taxes, as well as to file state income tax returns and
to pay taxes in various states. A umtholder may be subject to penalties for failure to comply with such
requirements In certain states, tax losses may not produce a tax benefit in the year incurred (if, for
example, we have no mmcome from sources within that state) and also may not be available to offset
income 1n subsequent taxable years. Some states may require us, or we may elect, to withhold a
percentage of income from amounts to be distributed to a umtholder who 1s not a resident of the state.
Withholding, the amount of which may be more or less than a particular umtholder’s income tax
hability owed to the state, may not relieve the nonresident umtholder from the obligation to file an
income tax return Amounts withheld may be treated as if distributed to unitholders for purposes of
determining the amounts distributed by us

It 15 the responsibulity of each prospective unitholder to investigate the legal and tax consequences,
under the laws of pertinent states and localities, including the Canadian provinces and Canada, of the
unitholder’s investment in us Further, it 1s the responsibiity of each unitholder to file all U.S federal,
Canadian, state, provincial and local tax returns that may be required of the unitholder

Ownership of Common Units by Tax-Exempt Organizations and Certain Other Investors

An mvestment 1n common umts by tax-exempt orgamzations (including IRAs and other retirement
plans), regulated nvestment compames (mutual funds) and foreign persons raises i1ssues unique to such
persons Virtually all of our income allocated to a unitholder that 1s a tax-exempt organization 1s
unrelated business taxable mcome and, thus, 1s taxable to such a unmitholder. Furthermore, no significant
amount of our gross income 1s qualifying income for purposes of determining whether a umtholder will
qualify as a regulated investment company, and a unitholder who 1s a nonresident alien, foreign
corporation or other foreign person 1s regarded as being engaged 1n a trade or business 1n the United
States as a result of ownership of a common umit and, thus, 1s required to file federal income tax
returns and to pay tax on the untholder’s share of our taxable income. Finally, distributions to foreign
unitholders are subject to federal income tax withholding

Unauthorized Trading Loss

In November 1999, we discovered that a former employee had engaged 1n unauthorized trading
activity that resulted in significant losses and litigation and had a temporary, but material adverse
impact on our liquidity and our relationship with our customers A full investigation into the
unauthorized trading activities by outside legal counsel and independent accountants and consultants
determined that the vast majority of the losses occurred in 1999, but also extended mto 1998 and
required restatements of our financial statements for the applicable periods. Including litigation
settlement costs, the aggregate losses associated with this event totaled approximately $181 million. All
of the cases were settled and pard Additionally, based on recommendations from experts involved 1n
the nvestigation, we made significant enhancements to our systems, policies and procedures and
developed and adopted a written policy document and manual of procedures designed to enhance our
processes and procedures and improve our ability to detect any activity that might occur at an early
stage We can give no assurance that the above steps will serve to detect and prevent all violations of
our trading policy, however, we believe that such steps substantially reduce the possibility of a
recurrence of unauthorized trading activities, and that any material unauthorized trading that does
occur would be detected at an early stage

Available Information

We make available free of charge on our website (www paalp com) our annual report on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to those
reports filed or furmshed pursuant to Section 13(a) or 15(d) of the Exchange Act as soon as reasonably
practicable after we electronically file the material with, or furnish 1t to, the Securities and Exchange
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Commission We also have on our website our Code of Ethics for Senior Financial Officers, our Code
of Business Conduct and our Governance Guidelines Any waiver of the Code of Ethics for Senior
Financial Officers and any waiver of our Code of Business Conduct on behalf of an executive officer or
director will also be posted on our website. We also have on our website the committee charters for
our Audit, Compensation and Governance Commuittees. Print versions of the foregoing are available to
any unitholder upon request You can also access Section 16 reports through our website. On
September 15, 2004, our Chief Executive Officer submitted to the New York Stock Exchange
(“NYSE”) the annual certification required by Section 303A.12(a) of the NYSE’s Listed Company
Manual

Item 3. Legal Proceedings

Export License Matter In our gathering and marketing activities, we import and export crude oil
from and to Canada Exports of crude o1l are subject to the “short supply” controls of the Export
Administration Regulations (“EAR”) and must be licensed by the Bureau of Industry and Securnty
(the “BIS”) of the U S. Commerce Department. In 2002, we determined that we may have violated the
terms of our licenses with respect to the quantity of crude oil exported and the end-users in Canada
Export of crude o1l except as authorized by license 1s a violation of the EAR In October 2002, we
submitted to the BIS an 1mitial notification of voluntary disclosure The BIS subsequently informed us
that we could continue to export while previous exports were under review. We apphed for and
received several new licenses allowing for export volumes and end users that more accurately reflect
our anticipated business and customer needs We also conducted reviews of new and existing contracts
and implemented new procedures and practices i order to monitor compliance with applicable laws
regarding the export of crude oil to Canada. As a result, we subsequently submitted additional
iformation to the BIS i October 2003 and May 2004. In August 2004, we received a request from the
BIS for additional information We have responded to this and subsequent requests, and continue to
cooperate fully with BIS officials At this time, we have received neither a warning letter nor a charging
letter, which could nvolve the imposition of penalties, and no indication of what penalties the BIS
might assess As a result, we cannot reasonably estimate the ultimate impact of this matter.

Alfons Sperber v Plains Resources Inc, et al  On December 18, 2003, a putative class action
lawsuit was filed m the Delaware Chancery Court, New Castle County, entitled Alfons Sperber v Plains
Resources Inc., et al This suit, brought on behalf of a putative class of Plains All American Pipeline,
L.P. common unttholders, asserted breach of fiduciary duty and breach of contract claims against us,
Plains AAP, L P, and Plains All American GP LLC and 1ts directors, as well as breach of fiduciary duty
claims aganst Plains Resources Inc. and 1ts directors (Plains Resources, Inc 1s a unitholder and an
mnterest owner m our general partner. See “Security Ownership of Certain Beneficial Owners and
Management and Related Unitholders’ Matters ”’) The complaint sought to enjomn or rescind a
proposed acquisition of all of the outstanding stock of Plains Resources Inc, as well as declaratory
rehief, an accounting, disgorgement and the imposition of a constructive trust, and an award of
damages, fees, expenses and costs, among other things This lawsuit has been settled i principle The
court has approved the settlement and, assuming no appeals are filed, the settlement will become final
n March 2005

Pipeline Releases In December 2004 and January 2005, we experienced two unrelated releases of
crude o1l that reached rivers located near the sites where the releases originated In late
December 2004, one of our pipelines in West Texas experienced a rupture that resulted in the release
of approximately 4,500 barrels of crude oil, a portion of which reached a remote location of the Pecos
Ruver. In early January 2005, an overflow from a temporary storage tank located in East Texas resulted
in the release of approximately 1,200 barrels of crude oil, a portion of which reached the Sabine Ruver.
In both cases, emergency response personnel under the supervision of a unified command structure
consisting of representatives of Plains Pipeline, the U S Environmental Protection Agency, the Texas
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Commussion on Environmental Quality and the Texas Railroad Commission conducted clean-up
operations at each site. Approximately 4,200 barrels and 980 barrels were recovered from the two
respective sites The unrecovered oil has been or will be removed or otherwise addressed by us in the
course of site remediation. Aggregate costs associated with each release, including estimated
remediation costs, are estimated at approximately $1.7 million and $1.4 million, respectively. We
continue to work with the appropriate state and federal environmental authorties in responding to the
releases and no enforcement proceedmngs have been instituted by any governmental authority at this
time

Other.  We, n the ordinary course of business, are a claimant and/or a defendant m various other
legal proceedings. We do not believe that the outcome of these other legal proceedings, ndividually
and n the aggregate, will have a materially adverse effect on our financial condition, results of
operations or cash flows.

Item 4. Submission of Matters to a Vote of Security Holders

On January 20, 2005, we held a special meeting of our unitholders. At the meeting, our
umtholders approved the following matters:

* A proposal to approve (a) a change 1n the terms of our Class B common units to provide that
each Class B common unit 1s convertible into one of our common units and (b) the issuance of
additional common units upon such conversion (36,457,148 “For,” 486,532 “Against,” 197,686
“Abstain”);

* A proposal to approve (a) a change 1n the terms of our Class C common units to provide that
each Class C common unit 1s convertible mto one of our common units and (b) the 1ssuance of
additional common umts upon such conversion (36,448,165 “For,” 492,779 “Agamst,” 200,422
“Abstain”);

* A proposal to approve the terms of our 2005 Long-Term Incentive Plan (the “2005 LTIP”),
which provides for awards of common units, options to purchase common units and other rights
to our employees, officers and directors (39,864,363 “For,” 1,336,929 “Against,” 493,061
‘“Abstan”); and

* Any proposal to adjourn the special meeting to a later date, if necessary, to solicit additional
proxies 1f there were not sufficient votes mn favor of the foregoing proposals (38,273,033 “For,”
3,185,226 “Against,” 235,995 “Abstain”).

See “Certain Relationships and Related Transactions—Transactions with Related Parties—Class B
Common Units” and “Certain Relationships and Related Transactions—Transactions with Related
Parties—Class C Common Units” for a discussion of the Class B and Class C common units.
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PART II

Item 5. Market For the Registrant’s Common Units and Related Unitholder Matters

The common units are listed and traded on the New York Stock Exchange under the symbol
“PAA”. On February 24, 2005, the closing market price for the common units was $39.22 per unit and
there were approximately 32,000 record holders and beneficial owners (held in street name). As of
February 24, 2005, there were 67,293,108 common units outstanding The number of common units
outstanding on this date mcludes the 3,245,700 Class C common units and the 1,307,190 Class B
common units that converted in February 2005

The following table sets forth high and low sales prices for the common units and the cash
distributions paid per common unit for the periods indicated:

Common Unit
Price Range C

e ash
High Low DistributionsV

2003
1st Quarter $2690 $2420 $0 5500
2nd Quarter . . 31.48 24 65 05500
3rd Quarter 3249 2910 05500
4th Quarter 3282 2976 05625
2004
1st Quarter . $3523 $3118 $0 5625
2nd Quarter . . . . 36 13 2725 05775
3rd Quarter 3598 3163 0 6000
4th Quarter . 3799 3451 06125

(@ Cash distributions are paid 1n the following calendar quarter

Cash Distribution Policy

We will distribute to our unitholders, on a quarterly basis, all of our available cash in the manner
described below

Defimtion of Available Cash ~ Available cash generally means, for any quarter ending prior to
liquidation, all cash on hand at the end of that quarter less the amount of cash reserves that are
necessary or appropriate in the reasonable discretion of the general partner to

» provide for the proper conduct of our business;
» comply with applicable law or any partnership debt instrument or other agreement; or

 provide funds for distributions to umtholders and the general partner in respect of any one or
more of the next four quarters.

In addition to distributions on 1ts 2% general partner interest, our general partner 1s entitled to receve
mcentive distributions if the amount we distribute with respect to any quarter exceeds levels specified mn our
partnership agreement. Under the quarterly incentive distribution provisions, our general partner is entitled,
without duplication, to 15% of amounts we distribute 1n excess of $0 450 per unit, 25% of the amounts we
distribute 1n excess of $0.495 per unit and 50% of amounts we distribute in excess of $0.675 per unit. We
paid $8.3 mullion to the general partner in incentive distributions n 2004 Our most recent quarterly
distribution was $0.6125 per unit. See Item 13 “Certain Relationships and Related Transactions—Our
General Partner ”

Under the terms of the agreements governing our debt, we are prohibited from declaring or paying
any distribution to unitholders if a default or event of default (as defined 1n such agreements) exists
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See Item 7 “Management’s Discussion and Analysis of Financial Condition and Results of

Operations—Liquidity and Capital Resources—Credit Facilities and Long-term Debt ”

Item 6. Selected Financial and Operating Data

The historical financial information below was derived from our audited consolidated financial
statements as of December 31, 2004, 2003, 2002, 2001 and 2000 and for the years then ended The

selected financial data should be read in conjunction with the consohidated financial statements,

including the notes thereto, and Item 7. “Management’s Discussion and Analysis of Financial Condition

and Results of Operations ”

Statement of operations data:
Revenues(?)

Cost of sales and field operations (excluding LTIP
charge)®

Unauthorized trading losses and related expenses

Inventory valuation adjustment

LTIP charge—operations("

General and administrative expenses (excluding LTIP
charge)

LTIP charge—general and administrative(

Depreciation and amortization

Total costs and expenses

Gain on sale of assets
Asset impairment

Operating 1ncome
Interest expense
Interest and other income (expense), net®

Income from continuing operations before cumulative
effect of change 1n accounting principle®®

Basic net mcome per linmted partner unit before
cumulative effect of change in accounting principle®®

Diluted net mncome per limited partner unit before
cumulative effect of change in accounting principle®®

Basic weighted average number of limited partner units
outstanding

Diluted weighted average number of limited partner units
outstanding

Balance sheet data (at end of period):
Total assets

Total long-term debt®

Total debt

Partners’ capital
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Year Ended December 31,

2004 2003 2002 2001 2000
(in mullions except per unit data)
$209755 $125898 $83842 $68682 §6,6412
(20,6411) (123666) (8,2099) (6,7209) (6,506 5)
— — — — 70)
(20) — — 50) —
09 57 — — —
(75 8) (500) @57 (46 6) (408)
(70) (231) — — —
672) (46 8) 340) (24 3) (245)
(20,794 0) (12,4923) (8,2896) (6,7968) (6,578 8)
06 06 — 10 48 2
20) — — — —
1801 982 946 724 1106
46 7) (352) 291) (291) 287
03) (36) 02 04 @49
$ 1331 3§ 594 § 653 $§ 437 §$ 775
$ 194 § 100 ¢ 134 $ 112 $ 213
$ 194 § 100 $ 13¢ $ 112 § 213
633 527 455 375 344
633 534 455 375 344
$ 3,1604 $ 20956 $1,6666 $12612 $ 8858
949 0 5190 509 7 3547 3200
1,124 5 646 3 609 0 456 2 3213
1,070 2 T46 7 5116 4028 2140



Year Ended December 31,
2004 2003 2002 2001 2000
(in millions except per unit and volume data)

Other data:

Maintenance capital expenditures $ 113 3§ 76 $ 60 $ 34 $ 18
Net cash provided by (used 1n) operating activities® 104 0 1153 1850 (16 2) (335)
Net cash provided by (used 1) mvesting activities® (6512) (2721)  (3749)  (2632) 2110
Net cash provided by (used 1n) financing activities 5545 1572 1895 2795 (2278)
Declared distributions per limited partner unit©®@M® 230 219 211 195 183

Operating Data:
Volumes (thousands of barrels per day)®
Pipeline segment

Taniff activities

All American 54 59 65 69 74
Link acquisition 283 N/A N/A N/A N/A
Capline 123 N/A N/A N/A N/A
Basin 265 263 93 N/A N/A
Other domestic 424 299 219 144 130
Canada 263 203 187 132 N/A
Pipeline margin activities 74 78 73 61 60
Total 1,486 902 637 406 264
Gathering, marketing, terminalling and storage segment
Crude o1l lease gathering 589 437 410 348 262
Crude o1l bulk purchases 148 90 68 46 28
Total 737 527 478 394 290
LPG sales 48 38 35 19 N/A

O]

@)

@3)

@)

©)

()
)

®)

©)

(10)

Compensation expense related to our 1998 Long Term Incentive Plan (1998 LTIP”), see “Executive Compensation—1998
Long Term Incentive Plan—Phantom Units

The 2000 peniod mcludes $15 1 million related to losses on the early extinguishment of debt previously classified as an
extraordinary item Effective with our adoption of Statement of Financial Accounting Standards (“SFAS™) 145, “Rescission of
FASB Statements No 4, 44, and 64, Amendment of FASB Statement No 13, and Technical Corrections” in January 2003, such
items are now shown as impacting mcome from continuing operations As a result of this reclassification, basic and diluted net
mmcome per hmited partner unit before cumulative effect of change in accounting principle for 2000 was reduced by $044 In
addition, effective with the 1ssuance of the Emerging Issues Task Force Issue No 03-06 (“EITF 03-06”), “Participating Securities
and the Two Class Method under FASB Statement No 128,” the 2000 amount was further reduced by $0 07

Income from continuing operations before cumulative effect of change in accounting principle pro forma for the impact of our
January 1, 2004 change 1n our method of accounting for pipeline linefill in third party assets would have been $61 4 million,

$64 8 mullion, $384 nullion and $78 2 mullion for each of the four years ended December 31, 2003, respectively In addition, basic
net mcome per lumited partner umut before cumulative effect of change n accounting principle would have been $1 05 ($104
diluted), $1 33 ($1 33 diluted), $0 97 (3097 diluted) and $2 15 ($2 15 diluted) for each of the four years ended December 31, 2003,
respectively

Includes current maturities of long-term debt of $9 0 million and $3 0 million at December 31, 2002 and 2001, respectively,
classified as long-term because of our ability and intent to refmance these amounts under our long-term revolving credit
facilities

In conjunction with the change in accounting principle we adopted as of January 1, 2004, we have reclassified cash flows for
the years 2003 and prior associated with purchases and sales of linefill on assets that we own as cash flows from investing
activities 1nstead of the historical classification as cash flows from operating activities

Distributions represent those declared and paid 1n the applicable period

No distributions were declared or paid on subordimated units m the first quarter of 2000 A distribution of $045 per unit was
declared and paid to holders of common units 1n that period

Our general partner 1s entitled to recerve 2% proportional distributions and also incentive distributions if the amount we distribute
with respect to any quarter exceeds levels speafied in our partnership agreement See Note 6 “Partners’ Capital and Distributions”
in the “Notes to the Consolidated Financial Statements

Volumes associated with acquisitions represent total volumes transported for the number of days we actually owned the
assets divided by the number of days m the period

Includes buy/sell transactions, see Note 2 “Summary of Significant Accounting Policies” 1n the “Notes to the Consolidated
Financial Statements
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Introduction

The following discussion 1s intended to provide investors with an understanding of our financial
condition and results of our operations and should be read 1 conjunction with our historical
consolidated financial statements and accompanying notes.

Our discussion and analysis includes the following:

¢ Executive Summary

* Acquisitions

e Critical Accounting Policies and Estimates

« Recent Accounting Pronouncements and Change in Accounting Principle
* Results of Operations

e QOutlook

* Liquidity and Capital Resources

e Off-Balance Sheet Arrangements

¢ Rusk Factors Related to Our Business

Executive Summary
Company Overview

Plains All American Pipeline, L.P. 1s a Delaware hmited partnership formed in September of 1998.
Our operations are conducted directly and indirectly through our operating subsidiaries, Plains
Marketing, L.P, Plains Pipeline, L.P. and Plains Marketing Canada, L.P. We are engaged in interstate
and intrastate crude oil transportation, and crude oil gathering, marketing, terminalling and storage, as
well as the marketing and storage of liquefied petroleum gas and other petroleum products. We refer
to hquified petroleum gas and other petroleum products collectively as “LPG ” We have an extensive
network of pipeline transportation, terminalling, storage and gathering assets in key oil producing
basins and at major market hubs 1n the United States and Canada.

We are one of the largest midstream crude o1l companies in North America. As of December 31,
2004, we owned approximately 15,000 miles of active crude o1l pipelines, approximately 37 million
barrels of active terminalling and storage capacity and over 400 transport trucks Currently, we handle
an average of over 2.4 mullion barrels per day of physical crude o1l through our extensive network of
assets located 1n major o1l producing regions of the United States and Canada Our operations consist
of two operating segments. (1) pipeline operations (“Pipeline Operations”) and (1) gathering,
marketing, terminalling and storage operations (“GMT&S”). Through our pipeline segment, we engage
in interstate and intrastate crude oil pipeline transportation and certain related margin activities.
Through our GMT&S segment, we engage 1n purchases and resales of crude oil and LPG at various
points along the distribution chain and we operate certain terminalling and storage assets

Overview of Operating Results and Significant Activities

During 2004, we recogmzed net income and earnings per limited partner unit of $130.0 mullion and
$1.89, respectively, both of which were substantial increases over 2003 and 2002. The results for 2004 as
compared to the two previous years include significant contributions from acquisitions completed
during 2003 and 2004.
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The following significant activities impacted our operations, operating results or our financial
posttion during 2004:

 Effective April 1, 2004, we acquired all of the North American crude o1l and pipeline operations
of Link Energy LLC (“Link”) for approximately $332 million Additionally, effective March 1,
2004, we completed the acqusition of all of Shell Pipeline Company LP’s interests m two
entities for approximately $158.5 million (including a $15.8 million deposit paid in
December 2003). The principal assets of the Shell entities are: (1) an approximate 22%
undivided joint mterest 1n the Capline Pipeline System, and (i1) an approximate 76% undivided
joint mterest 1 the Capwood Pipeline System.

* We maintamned the relative strength of our overall capital structure and maintamed substantial
liquidity through a series of equity 1ssuances and senior notes 1ssuances. We also entered mto
new credit facilities which expanded and extended the size and maturity of our prior facilities.
See “—Liqudity and Capital Resources ”

* We realized year over year growth 1n segment profit from both our pipeline operations segment
and our GMT&S segment This growth was primarily driven by (1) the impact of the current
year acquisitions subsequent to their acquisition during 2004, (1) inclusion of a full year
contribution from those assets that we acquired during 2003, and (iii) the positive results, in
relatively volatile market conditions, of our counter-cyclically balanced activities in our GMT&S
segment

* We changed our method of accounting for pipeline linefill in third party assets resulting 1n a
cumulative effect of change in accounting principle charge of $3.1 million. See “—Recent
Accounting Pronouncements and Change 1n Accounting Principle ”

* Under generally accepted accounting principles, we are required to recognize an expense when
vesting of units under our 1998 Long-Term Incentive Plan (“1998 LTIP”’) becomes probable as
determuned by management. Our results of operations for 2004 include a charge of $7 9 mullion

Recognized a foreign exchange gain of $5 0 mullion related to the impact of changes m the
Canadian dollar to U.S. dollar exchange rate on a net U.S dollar denominated hability of our
Canadian subsidiary This 1s primarily attributable to our LPG business, a substantial amount of
which 1s transacted n U S Dollars.

Recognized a lower-of-cost-or-market inventory charge of approximately $2.0 million related to a
valuation adjustment on our LPG mventory This charge 1s linked to the foreign exchange gain
mentioned above, and 1s effectively a partial reversal of that gain. This 1s primarily because of a
stronger Canadian dollar relative to the U S dollar at the date of measurement compared to at
the time of purchase

Recognized a non-cash gain of approximately $1.0 million resulting from the mark-to-market of
open derivative instruments pursuant to Statement of Financial Accounting Standard No 133, as
amended (“SFAS 1337).

Recognized a non-cash charge of approximately $2.0 mullion associated with taking our pipeline
system 1n the Ilhnois Basin out of service. This pipehine did not support spending the capital
necessary to continue service and we shifted the majority of the gathering and transport activities
to trucks. As a result, we were able to maintain most of our margins.

Prospects for the Future

We believe we have access to equity and debt capital and that we are well situated to optimize our
position 1 and around our existing assets and to expand our asset base by continuing to consolidate,
rationalize and optimize the North American crude o1l infrastructure. We have deliberately configured
our assets to provide a counter-cyclical balance between our gathering and marketing activities and our
terminalling and storage activities We believe the combination of these balanced activities adds stability
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to the portion of our busmess that 1s highly cyclical, and with our relatively stable, fee-based pipeline
assets, enables us to generate stable financial results

During 2004 we strengthened our business by expanding our asset base through acquisitions and
mnternal growth projects. We operate in a mature mdustry and believe that our primary source of
growth will come from acquisitions, and we believe that there are opportunities for acquisitions. We
will continue to pursue the purchase of midstream crude o1l assets, and we will also continue to mitiate
projects designed to optimize crude o1l flows 1 the areas in which we operate We believe the outlook
1s positive for, and have a strategic mitiative of increasing our participation 1n, the importing of foreign
crude o1l, primarily through building a meaningful asset presence to enable us to recewve foreign crude
oil via the Gulf Coast We also believe there are opportunities for us to grow our LPG business. In
addition, we believe we can, and will pursue opportunities to, leverage our assets, business model,
knowledge and expertise 1nto investments in businesses complementary to our crude o1l and LPG
activities Although we believe that we are well situated in the North American crude o1l infrastructure,
we face various operational, regulatory and financial challenges that may impact our ability to execute
our strategy as planned See “—Risk Factors Related to Our Business” for further discussion of these
items We can give no assurance that our current or future acquisition efforts will be successful or that
any such acqusition will be completed on terms considered favorable to us

Acquisitions

We completed a number of acquisitions 1 2004, 2003 and 2002 that have impacted the results of
operations and liquidity discussed herein. The following acquisitions were accounted for, and the
purchase price was allocated, m accordance with the purchase method of accounting. We adopted SFAS
No 141, “Business Combinations” mn 2001 and followed the provisions of that statement for all
business combinations nitiated after June 30, 2001. Our ongoing acquisition activity 1s discussed further
m “Liqudity and Capital Resources” below

2004 Acquusitions

In 2004, we completed several acquisitions for aggregate consideration of approximately
$549.5 mullion. The aggregate consideration includes cash paid, estimated transaction costs and assumed
habilities and net working capital 1items. The following table summarizes our 2004 acquisitions, and a
description of each of these follows the table-

Acquisition Effective Date  Acquisition Cost Operating Segment
- (in millions)

Capline and Capwood Pipeline Systems . . 03/01/04 $158.5 Pipeline
Link Epergy LLC .... . A . 04/01/04 3323 Pipeline/GMT&S
Cal Ven Pipeline System e . 05/01/04 19.0 Pipeline
Schaefferstown Propane Storage Facility .. ... .. 08/25/04 320 GMT&S
Other  ...... .. e e various 7.7 GMT&S

Total 2004 Acquisitions . e e R $549 5

Capline and Capwood Pipeline Systems In March 2004, we completed the acquisition of all of
Shell Pipeline Company LP’s interests i two entities for approximately $158 0 million n cash
(including a $15 8 million deposit paid m December 2003) and approximately $0 5 mulhon of
transaction and other costs In December 2003, subsequent to the announcement of the acquisition and
m anticipation of closing, we 1ssued approximately 2.8 million common units for net proceeds of
approximately $88.4 million, after paymng approximately $4.1 million of transaction costs. The proceeds
from this 1ssuance were used to pay down the outstanding balances under our revolving credit facility
At closing, the cash portion of this acquisition was funded from cash on hand and borrowings under
our revolving credit facility
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The principal assets of the entities are: (1) an approximate 22% undivided joint interest 1n the
Caphline Pipeline System, and (11) an approximate 76% undivided jomt interest in the Capwood Pipeline
System. The Capline Pipeline System is a 633-mule, 40-1nch mainline crude oil pipeline originating in
St. James, Lousiana, and terminating 1n Patoka, Illinois. The Capwood Pipeline System 1s a 57-mile,
20-inch mamline crude o1l pipeline originating n Patoka, Ithnois, and terminating in Wood River,
Illinois. The results of operations and assets from this acquisition (the “Capline acquisition™) have been
mcluded m our consohdated financial statements and 1n our pipeline operations segment since
March 1, 2004. These pipelines provide one of the primary transportation routes for crude oil shipped
mto the Midwestern U.S. and delivered to several refineries and other pipelines.

The purchase price was allocated as follows (1n millions):

Crude o1l pipelines and facilities . ... .. .... e e ceee ee eee .. 81514
Crude o1l storage and termunal facilities .. ... ........... ..... e e 5.7
Land . .... e e e cee e e 13
Office equipment and other .. ........ e e e e e . 0.1

Total . ..... e e e e ce . ... .. 81585

Link Energy LLC On April 1, 2004, we completed the acquisition of all of the North American
crude o1l and pipeline operations of Link for approximately $332 mullion, including $268 mullion of cash
and approximately $64 million of net liabilities assumed and acquusition related costs. The Link crude
oil business consists of approximately 7,000 miles of active crude oil pipeline and gathering systems,
over 10 milhion barrels of active crude o1l storage capacity, a fleet of approximately 200 owned or
leased trucks and approximately 2 million barrels of crude oil hnefill and working inventory. The Link
assets complement our assets in West Texas and along the Gulf Coast and allow us to expand our
presence 1n the Rocky Mountain and Oklahoma/Kansas regions The results of operations and assets
from this acqusition (the “Link acquisttion”) have been included in our consolidated financial
statements and both our pipeline operations and GMT&S operations segments since April 1, 2004

The purchase price was allocated as follows and includes goodwill primarly related to Link’s
gathering and marketing business (1n millions):

Cash paid for acquisition. . ... ... . ... ... ... ... ... ... cee o ... . $2680
Fair value of net liabilities assumed:
Accounts recevable® .. .. ... ... e e e e e 409 4
Other current assets e e e e e e e 1.8
Accounts payable and accrued habilities® . . . .. e e e e e (459.6)
Other current habihities .. . .. ... ... ..., e e e e cea (8.5)
Other long-term habihties . . ... . ............. .. Cee e (7.4)
Total net liabilities assumed . . . e e .. e (64 3)
Total purchase price........... ce e e e e e e .. $3323
Purchase price allocation
Property and equipment .. e e e cee oo .. $2602
Inventory ...... e e cee e 34
Lmefill  ....... e e e e e e . 554
Inventory 1n third party assets .. .... ..... e e e e e . 81
Goodwill ........ .. ... oL, e e e e e e e 50
Other long term assets .. ........ .. C - e e 02
Total ... ........ e e e ce e e e .. $ 3323

M Cash paid does not include the subsequent payment of various transaction and other acquisition related costs

@ Accounts recewvable and accounts payable are gross and do not reflect the adjustment of approximately $250 million to net
settle, based on contractual agreements with our counterparties
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The total purchase price mncludes (1) $9.4 million m transaction costs, (11) approximately
$7.4 million related to a plan to involuntarily terminate and relocate employees i conjunction with the
acquisition, and (1i1) approximately $11 0 mullion related to costs to terminate a contract assumed 1n the
acqusition. These activities are substantially complete and the majonty of the related costs have been
mncurred as of December 31, 2004, In addition, we anticipate making capital expenditures of
approximately $28 0 million ($18.0 million 1n 2005) to upgrade certain of the assets and comply with
certain regulatory requirements

The acquisition was 1nitially funded with cash on hand and borrowings under our existing credit
facihities as well as under a new $200 muillion, 364-day credit facility. In connection with the acquisition,
on April 15, 2004, we completed the private placement of 3,245,700 Class C common units to a group
of mstitutional 1nvestors During the third quarter of 2004, we completed a public offering of common
units and the sale of unsecured senior notes. A portion of the proceeds from these transactions was
used to retire the $200 mullion, 364-day credit facility.

Cal Ven Pipeline System. On May 7, 2004 we completed the acquisition of the Cal Ven Pipeline
System from Cal Ven Limited, a subsidiary of Unocal Canada Limited. The total purchase price was
approximately $19 million, including transaction costs The transaction was funded through a
combination of cash on hand and borrowings under our revolving credit facilities. The Cal Ven Pipeline
System includes approxmmately 195 miles of 8-inch and 10-inch gathering and mamhne crude o1l
pipelines. The system 1s located in northern Alberta and delivers crude o1l into the Rainbow Pipeline
System. The Rainbow Pipeline System then transports the crude south to the Edmonton market, where
it can be used m local refineries or shipped on connecting pipelines to the U S market. The results of
operations and assets from this acquisition have been included 1n our consolidated financial statements
and our pipeline operations segment since May 1, 2004

Schaefferstown Propane Storage Facility In August 2004, we completed the acquisition of the
Schaefferstown Propane Storage Facility from Koch Hydrocarbon, L P The total purchase price was
approximately $32 million, including transaction costs. In connection with the transaction, we also
acquired an additional $14 2 million of inventory. The transaction was funded through a combination of
cash on hand and borrowings under our revolving credit facilities. The results of operations and assets
from this acquisition have been included in our consolidated financial statements and our gathering,
marketing, terminalling and storage operations segment since August 25, 2004.

2003 Acquisitions

During 2003, we completed ten acquisitions for aggregate consideration of approximately
$159.5 million. The aggregate consideration includes cash paid, estimated transaction costs, assumed
habilities and estimated near-term capital costs. The acquisitions were nitially financed with borrowings
under our credit facilities, which were subsequently repaid with a portion of the proceeds from our
equity 1ssuances and the 1ssuance of senior notes. See “—Liquidity and Capital Resources.” The
businesses acquired during 2003 impacted our results of operations commencing on the effective date
of each acquisition as indicated below. These acquisitions included mainline crude o1l pipelines, crude
oll gathering lines, terminal and storage facilities, and an underground LPG storage facility. With the
exception of $0.5 million that was allocated to goodwill and other intangible assets and $4.7 million
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associated with crude oil linefill and working inventory, the remaining aggregate purchase price was
allocated to property and equipment. The following table details our 2003 acquisitions (in millions):

Effective  Acquisition Operating
Acquisition Date Price Segment
Red River Pipeline System ......... e e 02/01/03  § 194 Pipeline
Iatan Gathering System. . . . .. e e ... 03/01/03 243 Pipeline
Mesa Pipeline Facility . . ... C e cevv oo 05/05/03 2.9 Pipeline
South Louisiana Assets®™ . .. ... e e 06/01/03 134  Pipeline/G,M,T,&S
Alto Storage Faciity . .. ... .. e e 06/01/03 85 G,M,T&S
Iraan to Midland Pipeline System — ................ 06/30/03 17.6 Pipeline
ArkLaTex Pipeline System ..... .............. 10/01/03 21.3 Pipeline
South Saskatchewan Pipeline System . ........ .. 11/01/03 47.7 Pipeline
Atchafalaya Pipeline System®@ .. ... ... ... ........ 12/01/03 4.4 Pipeline
Total 2003 Acquisitions . . . ... ..... ........... $1595

@ Includes a 33 3% interest in Atchafalaya Pipeline L L C
@ Includes two acquisitions each for 33 3% mterests in Atchafalaya Pipeline L L C

2002 Acquisitions

Shell West Texas Assets  On August 1, 2002, we acquired nterests in approximately 2,000 miles of
gathering and mainline crude oil pipelines and approximately 9 0 mullion barrels (net to our nterest) of
above ground crude oil terminalling and storage assets in West Texas from Shell Pipeline Company LP
and Equilon Enterprises LLC (the “Shell acquisition”) for approximately $324 million. The primary
assets included 1n the transaction are nterests in the Basin Pipeline System, the Permian Basin
Gathering System and the Rancho Pipeline System The entire purchase price was allocated to property
and equipment.

The acquired assets are primarily fee-based mainline crude o1l pipeline transportation assets that
gather crude o1l in the Permian Basin and transport the crude o1l to major market locations 1n the
Mid-Continent and Gulf Coast regions The Perman Basin has long been one of the most stable crude
o1l producing regions 1n the Umted States, dating back to the 1930s. The acquired assets complement
our existing asset infrastructure in West Texas and represent a transportation link to Cushing,
Oklahoma, where we provide storage and terminalling services. The Rancho Pipeline System was taken
out of service in March 2003, pursuant to the operating agreement See “Business and Properties—
Dispositions—Shutdown and Sale of Rancho Pipeline System.”

Other 2002 Acquisiions  During February and March of 2002, we completed two other
acquisitions for aggregate consideration totaling $15.9 million, with effective dates of February 1, 2002
and March 31, 2002, respectively These acquisitions include an equity interest in a crude oil pipeline
company and crude oil gathering and marketing assets.

Critical Accounting Policies and Estimates

Our critical accounting policies are discussed 1n Note 2 to the Consolidated Financial Statements.
The preparation of financial statements 1n conformity with accounting principles generally accepted
the United States requires us to make estimates and assumptions that affect the reported amounts of
assets and habulities, as well as the disclosure of contingent assets and liabilities, at the date of the
financial statements. Such estimates and assumptions also affect the reported amounts of revenues and
expenses during the reporting period. Although we believe these estimates are reasonable, actual results
could differ from these estimates. The critical accounting policies that we have 1dentified are discussed
below.
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Purchase and Sales Accruals. We routinely make accruals based on estimates for certan
components of our revenues and cost of sales due to the timing of compiling billing information,
recewving third-party information and reconciling our records with those of third parties. Where
applicable, these accruals are based on nominated volumes expected to be purchased, transported and
subsequently sold. Uncertainties involved 1n these estimates include levels of production at the
wellhead, access to certain qualities of crude oil, pipeline capacities and delivery times, utilization of
truck fleets to transport volumes to their destinations, weather, market conditions and other forces
beyond our control These estimates are generally associated with a portion of the last month of each
reporting period. We currently estimate that less than 2% of total annual revenues and cost of sales are
recorded using estimates and less than 5% of total quarterly revenues and cost of sales are recorded
using estimates. Accordingly, a variance from this estimate of 10% would impact the respective line
items by less than 1% on both an annual and quarterly basis. Although the resolution of these
uncertainties has not historically had a material impact on our reported results of operations or
financial condition, because of the high volume, low margin nature of our business, we cannot provide
assurance that actual amounts will not vary significantly from estimated amounts. Variances from
estimates are reflected i the period actual results become known, typically in the month following the
estimate.

Mark-to-Market Accrual. In situations where we are required to make mark-to-market estimates
pursuant to SFAS 133, the estimates of gains or losses at a particular period end do not reflect the end
results of particular transactions, and will most hikely not reflect the actual gain or loss at the
conclusion of a transaction. We reflect estimates for these 1tems based on our internal records and
information from third parties. A portion of the estimates we use are based on internal models or
models of third parties because they are not quoted on a national market. Additionally, values may vary
among different models due to a difference in assumptions applied such as the estimate of prevailing
market prices, volatihity, correlations and other factors and may not be reflective of the price at which
they can be settled due to the lack of a liquid market. Less than 1% of total revenues are based on
estimates derived from these models Although the resolution of these uncertainties has not historically
had a material impact on our results of operations or financial condition, we cannot provide assurance
that actual amounts will not vary significantly from estimated amounts

Contingent Liability Accruals We accrue reserves for contingent liabilities including, but not
limited to, environmental remediation, insurance claims, asset retirement obligations and potential legal
claims Accruals are made when our assessment mdicates that 1t 1s probable that a hability has occurred
and the amount of hability can be reasonably estimated Our estimates are based on all known facts at
the time and our assessment of the ultimate outcome. Among the many uncertainties that impact our
estimates are the necessary regulatory approvals for, and potential modification of, our remediation
plans, the limited amount of data available upon mitial assessment of the impact of soil or water
contamination, changes m costs associated with environmental remediation services and equipment,
costs of medical care associated with worker’s compensation and employee health msurance claims, and
the possibility of existing legal claims giving rise to additional claims. Our estimates for contingent
liability accruals are mncreased or decreased as additional information 1s obtained or resolution 1s
achieved. A variance of 10% 1 our aggregate estimate for the contingent habilities discussed above
would have an approximate $2.3 million impact on earmings Although the resolution of these
uncertamnties has not historically had a material impact on our results of operations or financial
condition, we cannot provide assurance that actual amounts will not vary significantly from estimated
amounts.

Fair Value of Assets and Liabilities Acquired and Identification of Associated Goodwill and Intangible
Assets  In conjunction with each acquisition, we must allocate the cost of the acquired entity to the
assets and lLabilities assumed based on their estimated fair values at the date of acquisition. We also
estimate the amount of transaction costs that will be incurred in connection with each acquisition. As
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additional information becomes available, we may adjust the original estimates within a short time
period subsequent to the acqusition In addition, in conjunction with the adoption of SFAS 141, we are
required to recognize intangible assets separately from goodwill. Goodwill and tangible assets with
indefinite lives are not amortized but instead are periodically assessed for impairment The impairment
testing entails estimating future net cash flows relating to the asset, based on management’s estimate of
market conditions including pricing, demand, competition, operating costs and other factors Intangible
assets with finite lives are amortized over the estimated useful life determined by management
Determining the fair value of assets and Liabihities acquired, as well as mtangible assets that relate to
such items as customer relationships, contracts, and industry expertise mvolves professional judgment
and 1s ultimately based on acquisition models and management’s assessment of the value of the assets
acquired and, to the extent available, third party assessments Uncertainties associtated with these
estimates include changes in production decline rates, production interruptions, fluctuations 1n refinery
capacity or product slates, economic obsolescence factors 1n the area and potential future sources of
cash flow. Although the resolution of these uncertainties has not historically had a matenal impact on
our resuits of operations or financial condition, we cannot provide assurance that actual amounts will
not vary significantly from estimated amounts

Recent Accounting Pronouncements and Change in Accounting Principle

Recent Accounting Pronouncements

Buy/sell transactions. The Emerging Issues Task Force (“EITF”) 1s currently considering Issue
No. 04-13, “Accounting for Purchases and Sales of Inventory with the Same Counterparty,” (“EITF
No. 04-13”), which relates to buy/sell transactions. The 1ssues to be addressed by the EITF are 1) under
what circumstances should two or more transactions with the same counterparty be viewed as a single
nonmonetary transaction within the scope of APB No 29, and u) if nonmonetary transactions within
the scope of APB No. 29 involve mventory, are there any circumstances under which the transactions
should be recognized at fair value.

Buy/sell transactions are contractual arrangements i which we agree to buy a specific quantity and
quality of crude oil or LPG to be delivered at a specific location while simultaneously agreeing to sell a
specified quantity and quality of crude o1l or LPG at a different location, usually with the same
counterparty. These arrangements are generally designed to increase our margin through a variety of
methods, including reducing our transportation or storage costs or acquiring a grade of crude o1l that
more closely matches our physical delivery requirement to one of our other customers The value
difference between purchases and sales 1s referred to as margmn and 1s primarily due to grade, quality
or location differentials All buy/sell transactions result in us making or receiving physical delivery of
the product, involve the attendant risks and rewards of ownership, including title transfer, assumption
of environmental risk, transportation scheduling, credit risk and counterparty nonperformance risk, and
such transactions are settled in cash similar to all other purchases and sales Accordingly, such
transactions are recorded in both revenues and purchases as separate sales and purchase transactions
on a “gross” basis

We believe that buy/sell transactions are monetary i nature and thus outside the scope of APB
Opinion No 29, “Accounting for Nonmonetary Transactions” (“APB No. 29”) Additionally, we have
evaluated EITF No 99-19, “Reporting Revenue Gross as a Principal versus Net as an Agent” (“EITF
No 99-19”) and, based on that evaluation, we believe that recording these transactions on a gross basis
1s appropriate If the EITF were to determine that these transactions should be accounted for as
monetary transactions on a gross basis, no change in our accounting policy for buy/sell transactions
would be necessary If the EITF were to determine that these transactions should be accounted for as
nonmonetary transactions qualifying for fair value recognition and require a net presentation of such
transactions, the amounts of revenues and purchases associated with buy/sell transactions would be
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netted in our consolidated statement of operations, but there would be no effect on operating income,
net income or cash flows from operating activities. If the EITF were to determine that these
transactions should be accounted for as nonmonetary transactions not qualifying for fair value
recognition, these amounts of revenues and purchases would be netted in our consolidated statement of
operations and there could be an impact on operating income and net income related to the timing of
the ultimate sale of product purchased in the “buy” side of the buy/sell transaction. However, we do
not believe any impact on operating income, net income or cash flows from operating activities would
be matenal.

Earnings per Unit.  In March 2004, the Emerging Issues Task Force 1ssued Issue No. 03-06 (“EITF
03-06”), “Participating Securities and the Two-Class Method under FASB Statement No. 128.” EITF
03-06 addresses a number of questions regarding the computation of earnings per share by companies
that have issued securities, other than common stock, that contractually entitle the holder to participate
in dividends and earnings of the company when, and if, it declares dividends on 1ts common stock. The
1ssue also provides further gmidance in applying the two-class method of calculating earnings per share,
clarifying what constitutes a participating security and how to apply the two-class method of computing
earnings per share once it 1s determined that a secunty is participating, including how to allocate
undistributed earnings to such a security. EITF 03-06 was effective for fiscal periods beginning after
March 31, 2004. The adoption of EITF 03-06 may have an impact on earnings per limited partner umt
in future periods if net income exceeds distributions or if other participating securities are issued. The
effect of applying EITF 03-06 on prior periods was not material except for the year ended
December 31, 2000, which has been restated as shown below.

Basic and Diluted Income Before Extraordinary Item and Cumulative Effect of Change in
Accounting Principle per Limited Partner Unit:

For the
Year Ended
December 31,
2000

Prior to the adoption of SFAS 1450 or EITF 03-06 .. ............. «...ouen... $2.64

After the adoption of SFAS 145 but prior to the adoption of EITF 03-06. . ... cees $2.20
After the adoption of both SFAS 145 and EITF 03-06. . ... ................... $2.13

(1} SFAS 145 “Rescission of FASB Statements No 4, 44 and 64, Amendment of FASB Statement No 13 and Technical
Corrections ”

Change in Accounting Principle

During the second quarter of 2004, we changed our method of accounting for pipeline linefill in
third party assets. Historically, we have viewed pipeline linefill, whether in our assets or third party
assets, as having long-term characterstics rather than characteristics typically associated with the
short-term classification of operating mventory. Therefore, previously we have not included lmefill
barrels in the same average costing calculation as our operating inventory, but instead have carried
linefill at historical cost. Following this change in accounting principle, the linefill in third party assets
that we have historically classified as a portion of “Pipeline Linefill” on the face of the balance sheet
(a long-term asset) and carried at historical cost, is included in “Inventory” (a current asset) in
determining the average cost of operating inventory and applying the lower of cost or market analysis.
At the end of each period, we reclassify the linefill in third party assets not expected to be liquidated
within the succeeding twelve months out of “Inventory” (a current asset), at average cost, and mnto
“Inventory in Third Party Assets” (a long-term asset), which 1s now reflected as a separate line item
within other assets on the consohidated balance sheet

This change 1n accounting principle was effective January 1, 2004 and is reflected in our
consolidated statement of operations for the year ended December 31, 2004 and our consolidated
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balance sheet as of December 31, 2004. The cumulative effect of this change in accounting principle as
of January 1, 2004, 1s a charge of approximately $3.1 million, representing a reduction in Inventory of
approximately $1.7 million, a reduction in Pipehne Linefill of approximately $30.3 mullion and an
increase in Inventory in Third Party Assets of $28.9 million. The pro forma impact for the periods
ended December 31, 2003 and 2002 1s detailed below:

Impact of Change

Reported in Accounting Principle Pro Forma
Year Ended December 31, Year Ended December 31, Year Ended December 31,
2003 2002 2003 2002 2003 2002
(in millions, except per unit amounts)
Net income . ......... $59.5 $65.3 $ 20 $(0.1) $61.5 $65.2
Basic income per limited
partner umt . . . e $1.01 $1.34 $0.04 $ — $1.05 $1.34
Diluted income per
limited partner unit . . . $1.00 $1.34 $0.04 $ — $1.04 $1.34

In conjunction with this change in accounting principle, we have classified cash flows associated
with purchases and sales of linefill on assets that we own as cash flows from investing actwvities instead
of the historical classification of cash flows from operating activities. Accordingly, our statement of cash
flows for the years ended December 31, 2003 and 2002 has been revised to reclassify the cash paid for
linefill 1n assets owned from operating activities to mvesting activities As a result of this change in
classification, net cash provided by operating activities for the years ended December 31, 2003 and 2002
increased to $115.3 milhon from $68.5 million and to $185 0 milhon from $173.9 mullion, respectively.
Net cash used in nvesting activities for the years ended December 31, 2003 and 2002 increased to
$272.1 mullion from $225.3 million and $374.8 million from $363.8 million, respectively.

Results of Operations
Analysis of Operating Segments

Our operations consist of two operating segments: (1) Pipeline Operations and (1) GMT&S
Operations. Through our pipeline segment, we engage 1n interstate and intrastate crude oil pipeline
transportation and certamn related margin actwvities. Through our GMT&S segment, we engage mn
purchases and resales of crude oil and LPG at various points along the distribution chain and we
operate certain terminalling and storage assets. We believe that the combination of our terminalling
and storage actwities and gathering and marketing activities provides a counter-cychical balance that has
a stabihizing effect on our results of operations and cash flow. In a contango market (oil prices for
future deliveries are higher than for current deliveries), we use our tankage to improve our gathering
margms by storing crude oil we have purchased at lower prices in the current month for delivery at
higher prices i future months. In a backwardated market (oil prices for future dehveries are lower
than for current deliveries), we use less storage capacity, but increased marketing margins (premiuzms
for prompt dehivery) provide an offset to this reduced cash flow.

We evaluate segment performance based on segment profit and maintenance capital. We define
segment profit as revenues less (1) purchases, (i1) field operating costs and (1) segment general and
adminmstrative (“G&A”) expenses. Each of the items above excludes depreciation and amortization. As
a master limited partnership, we make quarterly distributions of our “available cash” (as defined in our
partnership agreement) to our unitholders. Therefore, we look at each period’s earnings before
non-cash depreciation and amortization as an mmportant measure of segment performance. The
exclusion of depreciation and amortization expense could be viewed as hmiting the usefulness of
segment profit as a performance measure because 1t does not account 1n current periods for the
imphed reduction 1n value of our capital assets, such as crude oil pipelines and facilities, caused by
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aging and wear and tear. Management compensates for this limitation by recogmzing that depreciation
and amortization are largely offset by repair and mamntenance costs, which keep the actual value of our
principal fixed assets from declining These maintenance costs are a component of field operating costs
included 1n segment profit or in maintenance capital, depending on the nature of the cost. Maintenance
capital consists of capital expenditures required either to maintain the existing operating capacity of
partially or fully depreciated assets or to extend their useful lives. Capital expenditures made to expand
our existing capacity, whether through construction or acquisition, are not considered maintenance
capital expenditures Repair and maintenance expenditures associated with existing assets that do not
extend the useful life or expand the operating capacity are charged to expense as incurred. See Note 14
“Operating Segments” m the “Notes to the Consolidated Financial Statements” for a reconciliation of
segment profit to consolidated mmcome before cumulative effect of change 1n accounting principle The
following table reflects our results of operations and maintenance capital for each segment

Pipeline GMT&S
Operations  Operations

(in millions)

Year Ended December 31, 20040

Revenues . ... ..... e e e .. - R $ 8749 §$202235
Purchases .. .... . .. ... L. Ll e (554.6)  (19,992.8)
Field operating costs (excludmg LTIP charge) e .. ce e (1211) (975)
LTIP charge—operations . . ..  ...... e e 01 (0.8)
Segment G&A expenses (excludmg LTIP charge)(z) e e e (38.1) (377)
LTIP charge—general and admimstrative . e e Ce e 38) (3.2)
Segment profit ..... ..... Ce e e e . .. $1572 § 91.5
Noncash SFAS 133 impact® .....  ...... - . e $ — 8 10
Maintenance capital ... .. . e e e ce .. . $ 83 § 3.0

Year Ended December 31, 20030

Revenues . ... . e e e e e e R $ 6586 $ 11,985.6
Purchases . ............ . cee ce .. (487.1)  (11,799.8)
Field operating costs (excluding LTIP charge) e . e e (60.9) (73 3)
LTIP charge—operations . .  ..... cee Ceee e e (1.5) (43)
Segment G&A expenses (excludmg LTIP charge)(z) e e - (183) (31.6)
LTTP charge—general and administrative . . Cee e e e e (9.5) (13.5)
Segment profit .. . . ..... $ 813 §$ 631
Noncash SFAS 133 impact® . ... ce .. e . .. $ — 3 0.4
Maintenance capital . . .. e e e e e $ 64 $ 1.2
Year Ended December 31, 2002

Revenues . . .. ce e ceee e e $4862 § 79218
Purchases . ... C e e e e .o (3622) (7,765.1)
Field operating costs . e e e e e e e (40.1) (66.3)
Segment G&A expenses(2) .......... .. Ce e e (13.2) (315)
Segment profit Ce .. o cen .. cee $ 707 $ 58.9
Noncash SFAS 133 1mpact(3) . e e e - . — % 0.3
Maintenance capital .. ..... ce Ce e e e $ 34 § 26

)  Revenues and purchases include mtersegment amounts

@ Segment G&A expenses reflect direct costs attributable to each segment and an allocation of other expenses to the segments
based on the business activities that existed at that time The proportional allocations by segment require judgement by
management and will continue to be based on the business activities that exist during each period

®  Amounts related to SFAS 133 are included 1n revenues and impact segment profit
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Pipeline Operations

As of December 31, 2004, we owned approximately 15,000 miles (of which approximately 13,000
mules are included in our pipeline segment) of active gathering and mainline crude o1l pipelines located
throughout the United States and Canada. Our activities from pipeline operations generally consist of
transporting volumes of crude o1l for a fee and third party leases of pipeline capacity (collectively
referred to as “tanff activities”), as well as barrel exchanges and buy/sell arrangements (collectively
referred to as “pipeline margin activities”). In connection with certain of our merchant activities
conducted under our gathering and marketing business, we are also shippers on certain of our own
pipelines. These transactions are conducted at published tanff rates and elimiated in consolidation.
Tariffs and other fees on our pipeline systems vary by receipt poimnt and delivery point. The segment
profit generated by our taniff and other fee-related activities depends on the volumes transported on
the pipeline and the level of the tanff and other fees charged as well as the fixed and variable field
costs of operating the pipeline. Segment profit from our pipeline capacity leases, barrel exchanges and
buy/sell arrangements generally reflect a negotiated amount

The following table sets forth our operating results from our Pipeline Operations segment for the
periods indicated:
Year Ended December 31,
2004 2003 2002
(in mlhions)

Operating Results®”

Revenues
Tariff activities . $ 2997 $1533 §$1037
Pipeline margin activities . 5752 5053 3825
Total pipeline operations revenues . 8749 6586 4862
Costs and Expenses
Pipeline margin activities purchases . (5546) (4871) (3622)
Field operating costs (excluding LTIP charge) (121 1) (609) (401)
LTIP charge—operations 1) (14) —
Segment G&A expenses (excluding LTIP charge)® . (381) (183) (132
LTIP charge—general and administrative 398 96) —
Segment profit $ 1572 $ 813 § 707
Maintenance capital $ 83 § 64 $ 34

Average Daily Volumes (thousands of barrels per day)®
Tanff activities

All American 54 59 65
Basin . 265 263 93
Link acquisition 283 N/A N/A
Capline . . 123 N/A N/A
Other domestic 424 299 219
Canada . 263 203 187
Total taniff activities . 1,412 824 564
Pipeline margin activities 74 78 73
Total 1,486 902 637

@ Revenues and purchases include intersegment amounts

@ Segment G&A expenses reflect direct costs attributable to each segment and an allocation of other expenses to the segments
based on the business activities that existed at that time The proportional allocations by segment require judgment by
management and will continue to be based on the business activities that exist during each period

®) Volumes associated with acquisitions represent total volumes transported for the number of days we actually owned the
assets divided by the number of days in the period
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Revenues from both our tariff activities and our pipeline margin activities have mcreased over the
three year period ended December 31, 2004. The increase mn revenues from tariff activities in both the
2004 and 2003 periods 1s primarily related to increased volumes resulting from our acquisition activities
as discussed further below. The increase in revenue from our pipeline margin activities was related to
higher average prices for crude o1l sold and transported on our SJV gathering system 1n each of the
years compared to the year prior. The mcrease in 2004 was partially offset by lower buy/sell volumes
(as compared to 2003), while the 2003 period benefitted from higher buy/sell volumes (as compared to
2002). Because the barrels that we buy and sell are generally indexed to the same pricing indices,
revenues and purchases will increase and decrease with changes in market prices without significant
changes to our margins related to those purchases and sales

Our buy/sell arrangements 1n our pipeline segment consisted of the following:

Year Ended December 31,

2004 2003 2002
Barrels per day . .... R - 12,000 17,000 10,000
Revenues (1In MIIONS) . . ..ottt ittt ittt e eaan $ 1498 $ 1662 $ 95.8
Purchases (m millions) .. ......... ... .. ... . . ... (142.5) (159.2) (87.6)
Margin (nmillions) .. ... . L $ 73 $ 70 $ 82

Increases in segment profit, our primary measure of segment performance, were driven by the
following:

* Increased volumes and related tanff revenues—The 1ncrease 1n volumes and related tanff
revenues in 2004 versus 2003 is primarily related to the Link acquisition, the Capline acquisition
and other acquisitions completed during 2004 and late 2003. Similar increases 1n 2003 compared
to 2002 are related to the acquisitions made n 2003, as well as the inclusion of the assets
acquired in 2002 for a full year as compared to only a portion of 2002.

* Higher reahized prices on our loss allowance oill—Higher crude oil prices during 2004 as
compared to 2003 (the NYMEX average for 2004 was $41.29 per barrel versus $31.08 per barrel
mn 2003) have resulted i increased revenues related to loss allowance oil.

* Increased field operatmg costs—Our continued growth, primarily from the Link acquisition and
other acquisttions completed during 2004 and late 2003 1s the principal driver of the increase
field operating costs for 2004. The mcreased costs are primarily 1n payroll and benefits and
utilities. The 2004 results also include a $1 7 million charge for a pipeline release of oil. In
addition, costs related to pipeline and storage regulation have increased by approximately
$2 million in 2004. The increase m field operating costs 1n 2003 as compared to 2002 was
predominantly related to growth from acquisitions and hgher utility costs. The 2003 period also
mncludes a $1.4 million LTIP charge and a $1.0 milhon charge for a release of o1l from a
pipelne.

* Increased segment G&A expenses—The increase 1n segment G&A expenses in 2004 1s primanly
related to the Link acquisition coupled with the increase 1n the percentage of indirect costs
allocated to the pipeline operations segment in the 2004 period as our pipeline operations have
grown. G&A costs have also increased because of increased headcount from our continued
growth and higher costs related to comphance activities attributable to Sarbanes-Oxley
section 404 compliance. Costs related to section 404 comphance were $2.6 million 1 2004. These
items were partially offset by the inclusion of an LTIP charge of approximately $9 6 mullion in
the 2003 period compared to $3 8 million 1n the 2004 period. The increase i 2003 as compared
to 2002 1s primarily related to the LTIP charge mentioned above, an overall increase in costs
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from our continued growth from acquisitions and increased indirect costs allocated to the
pipeline operations segment as operations grew.

As discussed above, the increase in pipeline operations segment profit is largely related to our
acquusition activities. We have completed a number of acquisitions during 2004 and 2003 that have
impacted our results of operations. The following presentation summarizes the revenue and volume
impact of recent acquisitions

Year Ended December 31,
2004 2003 2002
Revenues Volumes Revenues Volumes Revenues Volumes

(volumes in thousands of barrels per day and revenues in millions)
Tariff activitiesV®

2004 acquisitions . ..... ........ .. $1156 525 $NJA NA $NA NA
2003 acqusitions . ..... ....... e 39.7 170 14.8 82 N/A NA
2002 acqusitions ............... . 54.6 327 54.2 344 231 171
All other pipeline systems. . ........... 89.8 390 84.3 398 80.6 393
Total tariff activities. . . . .. e e $299.7 1,412  $1533 824 $103.7 564

@ Revenues include intersegment amounts

@ Volumes associated with acquisitions represent total volumes transported for the number of days we actually owned the
assets divided by the number of days m the period

The increase n 2004 is predominately related to (1) the inclusion of an average of 283,000 barrels
per day and $79.3 mullion of revenues from the pipelines acquired in the Link acqusition, (i1) the
inclusion of an average of approximately 123,000 barrels per day and $25 9 million of revenues from
the Capline pipeline system and (11i) 119,000 barrels per day and $10.4 million of revenues from other
2004 acquisitions. Additionally, volumes and revenues have increased as a result of the inclusion for the
full year of 2004 of several pipeline systems acquired during 2003 as compared to only a portion of the
year in 2003 (See “Acquisitions”), coupled with higher realized prices on our loss allowance oil.
Revenues from all other pipeline systems increased in the 2004 period, primarily related to shghtly
higher volumes on various systems. The appreciation of Canadian currency also favorably impacted
revenues. The Canadian dollar to U.S. dollar exchange rate appreciated to an average of 1.30 to 1 for
the year ended December 31, 2004, compared to an average of 1.40 to 1 for the year ended
December 31, 2003.

The increase m 2003 relates to various acquisitions completed in 2003 along with the inclusion of
assets acquired in 2002 for an entire year compared to only a portion of 2002.

Maintenance Capital

For the periods ended December 31, 2004, 2003 and 2002, maintenance capital expenditures were
approximately $8.3 million, $6.4 million and $3.4 million, respectively for our pipeline operations
segment. The increase m 2004 1s because of the growth of our business, primarily related to the Link
acquusition. The mncrease n 2003 is related to our continued growth, primarily through acquisitions

Gathering, Marketing, Terminalling and Storage Operations

As of December 31, 2004, we owned approximately 37 million barrels of active above-ground crude
oil terminalling and storage facilities, including a crude o1l termmalling and storage facility at Cushing,
Oklahoma. Cushing, which we refer to as the Cushing Interchange, 1s one of the largest crude oil
market hubs in the United States and the designated delivery point for New York Mercantile Exchange,
or NYMEX, crude oil futures contracts. Terminals are facilities where crude o1l 1s transferred to or
from storage or a transportation system, such as a pipeline, to another transportation system, such as

52




trucks or another pipeline. The operation of these facilities 1s called “terminalling ” Approximately
13.6 million barrels of our 37 million barrels of tankage 1s used primarily m our GMT&S Operations
segment and the balance 1s used n our Pipelmme Operations segment. On a stand-alone basis, segment
profit from termmalling and storage actvities 1s dependent on the throughput of volumes, the volume
of crude o1l stored and the level of fees generated from our terminalling and storage services. Our
terminalling and storage activities are integrated with our gathering and marketing activities and the
level of tankage that we allocate for our arbitrage activities (and therefore not available for lease to
third parties) varies throughout crude o1l price cycles This mtegration enables us to use our storage
tanks 1n an effort to counter-cyclically balance and hedge our gathering and marketing activities. In a
contango market (when o1l prices for future delveries are higher than for current deliveries), we use
our tankage to mmprove our gathering margins by storing crude o1l we have purchased at lower prices mn
the current month for delivery at higher prices 1n future months. In a backwardated market (when o1l
prices for future deliveries are lower than for current deliveries), we use less storage capacity, but
increased marketing margins (premiums for prompt delivery) provide an offset to this reduced cash
flow. We believe that this combination of our termalling and storage activities and gathering and
marketing activities provides a counter-cyclical balance that has a stabilizing effect on our results of
operations and cash flows.

Our revenues from gathering and marketing activities reflect the sale of gathered and
bulk-purchased crude o1l and LPG volumes, plus the sale of additional barrels exchanged through
buy/sell arrangements entered into to supplement the margins of the gathered and bulk-purchased
volumes. Because the commodities that we buy and sell are generally mndexed to the same pricing
indices for both the purchase and the sale, revenues and costs related to purchases will increase and
decrease with changes 1n market prices. However, the margins related to those purchases and sales will
not necessarily have corresponding increases and decreases For example, our revenues increased
approximately 69% m 2004 compared to 2003, while our segment profit increased approximately 45%
mn the same period

Revenues from our GMT&S operations were approximately $20.2 billion, $12.0 billion and
$7 9 billion for the years ended December 31, 2004, 2003 and 2002, respectively Revenues and costs
related to purchases for the 2004 period were mmpacted by higher average prices and higher volumes as
compared to the 2003 period. Approximately 60% of the increase in revenues resulted from higher
average prices mn the 2004 period and the remainder was attributable to increased sales volumes The
average NYMEX price for crude o1l was $41.29 per barrel and $31 08 per barrel for the years ended
December 31, 2004 and 2003, respectively The mcrease m revenues and costs related to purchases in
2003 was related to higher average prices and higher volumes m 2003 as compared to 2002. The
average NYMEX price for crude o1l was $26 10 per barrel i 2002

Our buy/sell arrangements 1 our GMT&S segment consisted of the following

Year Ended December 31,

2004 2003 2002
Barrels per day® ... .. . e e e 790,000 545000 460,000
Revenues (in millions)® ... ... Cee e Coe $ 11,2470 $6,1249 $4,1408
Purchases (in millions)® . . ce ceee (11,1377)  (5,967.2) (4,026 2)
Margm (in nullions) . .. ... el i e ... .8 1093 $ 1577 § 1146

@ Include certain estimates based on management’s judgment, such estimates are not expected to have a material impact on
the balances

Generally, we expect our segment profit to mcrease or decrease directionally with increases or
decreases 1n lease gathered volumes and LPG sales volumes. Although we believe that the combination
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of our lease gathering business and our storage assets provides a counter-cyclical balance that provides
stability in our margins, these margins are not fixed and may vary from period to period. In order to
evaluate the performance of this segment, management focuses on the following metrics (1) segment
profit, (1) crude o1l lease gathered volumes and LPG sales volumes and (u1) segment profit per barrel
calculated on these volumes. The following table sets forth our operating results from our Gathering,
Marketing, Terminalling and Storage Operations segment for the periods mdicated.

December 31,
2004 2003 2002
(in millions, except per barrel amounts)

Operating Results®

Revenues . ... .. .. L . $202235 $119856 $ 79218
Purchases and related costs .. e e . (19,9928) (11,7998) (7,7651)
Field operating costs (excluding LTIP charge) . (97.5) (733) (66.3)
LTIP charge—operations . . . ce .. (08) (43) —
Segment G&A expenses (excluding LTIP charge)® . ... .. . 377) (31.6) (315)
LTIP charge—general and administrative .... . e 32 (135) —
Segment profit $ 915 § 631 $ 589
Noncash SFAS 133 impact® $ 10 § 04 $ 03
Maintenance capital . . . .. e e e $ 30 § 12§ 2.6
Segment profit per barrel® . $ 039 $ 036 $ 036
Average Daily Volumes (thousands of barrels per day)®
Crude o1l lease gathered .o . . .. 589 437 410
Crude o1l bulk purchases. . . . 148 90 68
Total ... e e e Ce e . 737 527 478
LPG sales .. . . . .. .. 48 38 35

(' Revenue and purchases include intersegment amounts

@  Segment G&A expenses reflect direct costs attributable to each segment and an allocation of other expenses to the segments
based on the business activities that existed at that time The proportional allocations by segment require judgment by
management and will continue to be based on the business activities that exist during each period

®  Amounts related to SFAS 133 are included 1n revenues and impact segment profit
@ Calculated based on crude o1l lease gathered barrels and LPG sales barrels

& Volumes associated with acquisitions represent total volumes transported for the number of days we actually owned the
assets divided by the number of days 1n the period

Increases m segment profit, our primary measure of segment performance, were driven by the
following.

* Increased crude oil lease gathered volumes and LPG sales volumes—The crude o1l volumes
gathered from producers, using our assets or third-party assets, have increased by approximately
35% m 2004 The ncrease 1s primarily related to the Link acquisition, which has offset natural
production declines. In addition, we marketed 48,000 barrels per day of LPG during 2004
compared to 38,000 barrels per day in 2003

* Favorable market conditions—Durimg 2004, market conditions were favorable as the crude oil
market experienced significant volatility and the market shifted between backwardation and
contango multiple times during the year Additionally, price differentials between grades of
crude o1l were wider than normal, enhancing results The NYMEX benchmark price of crude
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ranged from $32.20 to $55.65 during the period This volatile market allowed us to optimize and
enhance the margins of both our gathering and marketing assets and our terminalling and
storage assets at different times during the period. The market conditions 1n 2003 were also
favorable as there was relatively high volatility and strong backwardation throughout the period.
During 2003, the NYMEX benchmark price of crude ranged from $25.04 to $39.99 per barrel.
Additionally, n the first quarter of 2003, cold weather throughout the U.S and Canada led to
increased LPG sales and higher margins.

Change 1n impact from the SFAS 133 mark-to-market adjustment—The 2004 period included a
non-cash gain of approximately $1.0 million resulting from the mark-to-market of open
derivative instruments pursuant to SFAS 133, while the 2003 and 2002 periods included non-cash
gains of approximately $0 4 million and $0 3 mulhion, respectively.

Impact of change in Canadian dollar to U.S. dollar exchange rate—The 2004 period includes a
foreign exchange gain of $5.0 million. The gain 1s related to the impact of changes in the
Canadian dollar to U.S. dollar exchange rate on a net U.S. dollar denominated hability of our
Canadian subsidiary whose functional currency 1s the Canadian dollar. This 1s primarily
attributable to our LPG business, a substantial amount of which 1s transacted in US Dollars

Lower-of-cost-or-market inventory adjustment—The 2004 period included a charge of
approximately $2 0 million related to a valuation adjustment on our LPG 1nventory. This charge
is linked to the foreign exchange gain mentioned above, and 1s effectively a partial reversal of
that gain.

Increased tankage available to our gathering and marketing business—As a result of various
acquisitions and expansion at our Cushing Terminal, the average amount of tankage available
increased to 12.7 million barrels mn 2004 from 11.0 mullion barrels 1n 2003 and 10 million barrels
in 2002,

Increased field operating costs—QOur continued growth, primarily from the Link acqusition 1s
the primary driver of the increase i field operating costs for 2004 as compared to 2003. This
increase was partially offset by the $4 3 million charge related to our 1998 LTIP in the 2003
period compared to $0.8 million in 2004. Field operating costs increased in 2003 as compared to
2002 primarily because of the 1998 LTIP charge mentioned above. The remaining increase was
partially related to our growth 1n 2003, primarily related to acquisitions, coupled with increased
regulatory comphance activities and higher fuel costs.

Increased segment G&A expenses—G&A increased in 2004, primarily related to an increase n
employees resulting from continued growth and higher costs related to compliance activities
attributable to Sarbanes-Oxley section 404 compliance partially offset by a decrease 1n the
percentage of indirect costs allocated to the GMT&S operations segment as the growth 1n our
pipeline operations segment has outpaced growth in our GMT&S operations segment. Costs
related to section 404 compliance were $1.9 million in 2004. The increase 1s partially offset by
the $13.5 million charge related to our LTIP 1n 2003 compared to $3.2 million in 2004. The
increase 1n G&A 1 2003 as compared to 2002 1s primarily related to the 1998 LTIP charge
mentioned above, partially offset by the decrease in indirect costs allocated to the GMT&S
segment from period to period as our Pipeline Operations segment has grown.

The impact of the items discussed above resulted in segment profit per barrel (calculated based on

our lease gathered crude o1l and LPG barrels) of $0.39 per barrel for 2004, compared to $0.36 for both
2003 and 2002.

Maintenance capital

For the periods ended December 31, 2004, 2003 and 2002, maintenance capital expenditures were

approximately $3 0 mullion, $1.2 million and $2.6 milhion, respectively for our gathering, marketing,
terminalling and storage operations segment The increase in 2004 as compared to 2003 1s primarily
related to the Link acquisition The decrease in 2003 as compared to 2002 was primarily because of a
reduction in costs associated with information systems and the replacement of a portion of our fleet in
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Other Income and Expenses
Unallocated G&A Expenses

Segment G&A expenses include the costs directly associated with the segments, as well as a
portion of corporate overhead costs considered allocable. Total G&A expenses were $82 8 mullion,
$73.0 million and $45.7 million for the years ended December 31, 2004, 2003 and 2002, respectively.
We have included in the above segment discussion the G&A expenses for each of these years that were
attributable to our segments either directly or by allocation. During 2002, we were unsuccessful in our
pursuit of several sizable acquisition opportunities determined by auction and one negotiated
transaction that had advanced nearly to the execution stage when 1t was abruptly terminated by the
seller. As a result, our 2002 results reflect a $1.0 million charge to G&A expenses associated with the
third-party costs of these unsuccessful transactions. This charge was not allocated to the segments.

Deprecration and Amortization

Depreciation and amortization expense was $67.2 million for the year ended December 31, 2004,
compared to $46 8 million and $34.1 million for the years ended December 31, 2003 and 2002,
respectively. The increase 1n 2004 relates primarily to the assets from our 2004 acquisitions and our
various 2003 acquisitions being included for the full year versus only a part of the year m 2003. In
addition, 2004 includes approximately $4.2 million of depreciation of trucks and trailers under capital
leases. Amortization of debt issue costs was $2.5 million 1n 2004, compared to $3.8 million 1 2003.

The mcrease in 2003 over 2002 relates primarily to the inclusion of the assets from the Shell
acquisition for the entire year as compared to a portion of 2002. Additionally, several acquisitions were
completed during the year along with various capital projects. Amortization of debt issue costs was flat
between the two years.

Interest Expense

Interest expense was $46.7 million for the year ended December 31, 2004, compared to
$35.2 milion and $29.1 mullion for the years ended December 31, 2003 and 2002, respectively. In 2004,
our average debt balance was $859.5 million. This balance consisted of fixed rate senior notes averaging
$585.8 million and borrowings under our revolving credit facilities averaging $273.7 million. During the
2003 period, our average debt balance was approximately $525 5 mullion and consisted of fixed rate
senior notes averaging $214.4 million and borrowings under our revolving credit facilities averaging
$311.1 millon. The higher average debt balance in 2004 was primarily related to the portion of our
acquisitions that were not refinanced with equity. Our financial growth strategy 1s to fund our
acquusitions using a balance of debt and equity.

During the third quarter of 2004, we 1ssued $175 million of five year senior unsecured notes and
$175 mullion of 12 year senior unsecured notes. These 1ssuances resulted n an increase 1n the average
amount of longer term and higher cost fixed rate debt outstanding in 2004 to approximately 68% as
compared to approximately 41% 1n 2003. During 2004 and 2003, the average three-month LIBOR rate
was 1 6% and 1.2%, respectively.

The higher average debt balance 1n 2004 resulted in additional interest expense of approximately
$16.8 million, while at the same time our commitment and other fees decreased by approximately
$0 4 million Our weighted average interest rate, excluding commitment and other fees, was
approximately 5.0% for 2004 compared to 6.0% for 2003 The lower weighted average rate decreased
interest expense by approximately $4.9 million 1n 2004 compared to 2003.

The mncrease 1 2003 compared to 2002 was primarnly related to an increase m the average debt
balance during the 2003 period to approximately $525 5 million from approximately $444.6 million in
the 2002 period, which resulted in additional interest expense of approximately $5.0 million. The higher

56



average debt balance was primarily due to the portion of the Shell acquisition that was not financed
with equity This debt was outstanding for all of 2003 versus only a portion of 2002. Also, increased
commitment and other fees coupled with lower capitahized interest resulted in approximately

$2 2 mullion of the increase in the 2003 period Our weighted average interest rate decreased shghtly
during 2003 to 6 0% versus 6 2% 1 2002, which decreased our interest expense by approximately

$1 1 mulhion Although the change in our weighted average interest rate was nomunal, the change was
the net result of various factors that included an increase in the amount of fixed rate debt with longer
maturities, long-term interest rate hedges and declining short-term interest rates In

mid-September 2002, we 1ssued $200 million of ten-year bonds bearing a fixed interest rate of 7.75%
In the fourth quarter of 2002 and the first quarter of 2003, we entered into hedging arrangements to
lock 1 interest rates on approximately $50 mullion of its floating rate debt. In addition, the average
three-month LIBOR rate declined from approximately 1.8% during 2002 to approximately 1.2% during
2003. The net impact of these factors, increased commitment fees and changes in average debt balances
decreased the average interest rate by 0.2%

Other

During the third quarter of 2004, we completed (1) the 1ssuance of 4,968,000 common units and
(1) the 1ssuance of an aggregate of $350 nullion of senior unsecured notes We used the proceeds from
these 1ssuances to, among other things, repay amounts outstanding under our revolving credit facilities,
including all amounts outstanding under the $200 million, 364-day facility we used to fund the Link
acquisition The repayment and termination of this facility resulted 1n a non-cash charge of
approximately $0 7 million associated with the write-off of unamortized debt 1ssue costs Additionally,
during the fourth quarter of 2004, we recognized an impairment charge of approximately $2 0 nullion
associated with taking our pipeline system in the Illinois Basin out of service The impairment
represents the remaining net book value of the 1dled pipeline system. This pipeline did not support
spending the capital necessary to continue service and we shifted the majority of the gathering and
transport activities to trucks. As a result, we were able to maintain most of our margins

During the fourth quarter of 2003 we completed the refinancing of our bank credit facilities with
new senior unsecured credit facilities totaling $750 million and a $200 million uncomnutted facility for
the purchase of hedged crude o1l (See “—Liquidity and Capital Resources—Credit Facilities and
Long-term Debt”). In addition, during the third quarter of 2003 we made a $34 million prepayment on
our Senior secured term B loan 1n anticipation of the refinancing The completion of these transactions
resulted 1n a non-cash charge of approximately $3.3 nullion associated with the write-off of unamortized
debt 1ssue costs.

Outlook

This section 1dentifies certain matters of risk and uncertainty that may affect our financial
performance and results of operations 1n the future

Ongoing Acquisttion Actities  Consistent with our business strategy, we are continuously engaged
in discussions with potential sellers regarding the possible purchase by us of transportation, gathering,
termialling or storage assets and related businesses. These acquisition efforts often involve assets
which, if acquired, would have a material effect on our financial condition and results of operations In
an effort to prudently and economically leverage our asset base, knowledge base and skill sets,
management has also expanded its efforts to encompass businesses that are closely related to, or
significantly intertwined with, the crude o1l business We can give no assurance that our current or
future acquisition efforts will be successful or that any such acquisition will be completed on terms
considered favorable to us.

57



OCS Production. In October 2004, Plains Exploration and Production (“PXP”) announced that 1t
had successfully completed an mnitial development well into the Rocky Point field, which 1s accessible
from the Point Arguello platforms and that drilling operations are underway on a second development
well We can give no assurances, however, that our volumes transported would increase as a result of
this drilling activity

Pipeline Integrity and Storage Tank Testing Compliance  Although we believe our short-term
esttmates of costs under the pipeline integrity management rules and API 653 (and similar Canadian
regulations) are reasonable, a high degree of uncertainty exists with respect to estimating such costs, as
we continue to test existing assets and as we acquire new assets

Sarbanes Oxley Act and Related Legislaton  Several regulatory and legislative 1nitiatives were
troduced m 2002 and 2003 1n response to developments during 2001 and 2002 regarding accounting
1ssues at large public companies, resulting disruptions 1n the capital markets and ensuing calls for
action to prevent recurrence of similar events We believe implementation of reforms m connection
with these mitiatives have added to the costs of doing business for most publicly traded entities,
mcluding us as a partnership. These costs will have an adverse impact on future income and cash flow.

Longer Term Outlook. Our longer-term outlook, spanning a period of five or more years, 18
influenced by many factors affecting the North American crude o1l sector. Some of the more sigmificant
trends and factors include:

1 Continued overall depletion of U.S. crude o1l production
2 The continuing convergence of worldwide crude o1l supply and demand trends

3 Aggressive practices in the U.S. to maintain working crude o1l mventory levels below historical
levels despite rising demand 1in North America

4  Industry complhance with the Department of Transportation’s adoption of the American
Petroleum Institute’s standard 653 for testing and maintenance of storage tanks, which will
require significant investments to maintain existing crude o1l storage capacity or, alternatively,
will result 1n a reduction of existing storage capacity by 2009

5  The expectation of increased crude o1l production from certain North American regions
(primarily Canadian o1l sands and deepwater Gulf of Mexico sources) that will, of economic
necessity, compete for U S. markets currently being supplied by non-North American foreign
crude imports.

We believe the collective impact of these trends, factors and developments, many of which are
beyond our control, will result 1n an increasingly volatile crude o1l market that 1s subject to more
frequent short-term swings 1n market prices and grade differentials and shifts in market structure In an
environment of reduced 1nventories and tight supply and demand balances, even relatively minor supply
disruptions can cause significant price swings. Conversely, despite a relatively balanced market on a
global basis, competition within a given region of the U.S could cause downward pricing pressure and
signtficantly impact regional crude o1l price differentials among crude o1l grades and locations
Although we believe our business strategy 1s designed to manage these trends, factors and potential
developments, and that we are strategically positioned to benefit from certain of these developments,
there can be no assurance that we will not be negatively affected.

Liquidity and Capital Resources
Lwquidity

Cash generated from operations and our credit facilities are our primary sources of hquidity. At
December 31, 2004, we had a working capital deficit of approximately $12.5 million, approximately
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$420.2 mullion of availability under our commutted revolving credit facilities and $344.6 mullion of
unused capacity under our uncommitted hedged inventory facility. Usage of the credit facilities 1s
subject to compliance with covenants. We believe we are currently in compliance with all covenants. In
January 2005, we had additional net borrowings under our uncommtted hedged inventory facility of
approximately $236.8 million. The proceeds were used to pay for crude o1l stored at December 31,
2004.

Capital Resources

We pertodically access the capital markets for both equity and debt financing. In April 2004, we
completed the private placement of 3,245,700 units of Class C common units to a group of nstitutional
mnvestors compnsed of affihates of Kayne Anderson Capital Adwvisors, Vulcan Capital and Tortoise
Capital Advisors for $30.81 per umt Total proceeds from the transaction, after deducting transaction
costs and mncluding the general partner’s proportionate contribution, was approximately $101 million In
the third quarter of 2004, we completed a public offering of 4,968,000 common units for $33 25 per
unit. The offering resulted 1n gross proceeds of approximately $165.2 million from the sale of umits and
approximately $3.4 million from our general partner’s proportionate capital contribution. Total costs
associated with the offering, including underwriter fees and other expenses, were approximately
$7.7 mullion. Net proceeds of $160.9 million were used to permanently reduce outstanding borrowings
under the $200 million, 364-day credit facility.

In August 2004, we completed the sale of $350 mullion of senior notes. We used the net proceeds,
after deducting mitial purchaser discounts and offering costs, of approximately $345 million to repay
amounts outstanding under our credit facilities, including the remaining balance under the $200 million,
364-day facility we used to fund the Link acquisition, and for general partnership purposes In
connection with this repayment, we terminated the facility. Subsequent to the notes offering, we also
terminated our $125 mullion, 364-day facility, which was scheduled to expire in November 2004.

Capital Expenditures

We have made and will continue to make capital expenditures for acquisitions, expansion capital
and maintenance capital. Historically, we have financed these expenditures primarily with cash
generated by operations, credit facility borrowmgs the 1ssuance of senior unsecured notes and the sale
of additional common units - - -

We expect to invest approximately $100 million on expansion capital projects during 2005. Our
2005 expansion capital projects include the following notable projects with the estimated cost for the
entire year

Estimated to be
Incurred in 2005

(in millions)

Caputal projects and upgrades associated with the Link acquisition . . . . . $ 18.0
Trenton pipeline expansion .. .......... ...... ....... R 16.0
Cushing Phase Vexpansion ... .... ... .. ..... e 130
Cal Ven fractionator .. .. ......... . . . i L. 16.0

Capital projects and upgrades associated with the Shell South Louisiana
Assets acquisifion . ... ... e Ce 8.0
Other .... .. ..... e e 290
$100.0

s —_—

In addition, we expect to invest approximately $19.0 million on maintenance capital projects during
2005.
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We believe that we have sufficient liquid assets, cash flow from operations and borrowing capacity
under our credit agreements to meet our financial commitments, debt service obligations, contingencies
and anticipated capital expenditures. However, we are subject to business and operational risks that
could adversely affect our cash flow. A maternal decrease in our cash flows would likely produce an
adverse effect on our borrowing capacity.

Cash Flows
Cash flows for the years ended December 31, 2004, 2003 and 2002 were as follows:

Year Ended December 31,

2004 2003 2002
(in millions)
Cash provided by (used 1n).
Operating actvities . .. ...... ..... .o .. . $1040 $1153 §$ 1850
Investing actvities ... ... ..........  ........ (6512) (272.1) (374.9)
Financing activities. . ... ...... e e e e 5545 1572 189.5

Operating Actmvities. The primary drivers of our cash flow from operations are (1) the collection of
amounts related to the sale of crude oil and LPG and the transportation of crude o1l for a fee and
(u) the payment of amounts related to the purchase of crude o1l and LPG and other expenses,
principally field operating costs and general and administrative expenses The cash settlement from the
purchase and sale of crude oil during any particular month typically occurs within thirty days from the
end of the month, except in the months that we store inventory because of contango market conditions
or 1n months that we increase hnefill. The storage of crude oil in periods of a contango market can
have a material impact on our cash flows from operating activities for the period we pay for and store
the crude oil and the subsequent period that we recerve proceeds from the sale of the crude oil. When
we store the crude oil, we borrow on our credit facilities to pay for the crude oil so the impact on
operating cash flow 1s negative. Conversely, cash flow from operations icreases in the period we
collect the cash from the sale of the stored crude oil. In addition, our cash flow from operating
activities 1s also impacted by the level of LPG mventory stored at period end

Cash flow from operations was $104.0 million in 2004 and reflects cash generated by our recurring
operations that was offset negatively by several factors totaling approximately $100 mitlion. The primary
item was a net increase 1n hedged crude o1l and LPG inventory and linefill in third party assets that
was financed with borrowings under our credit facilities (approximately $75 million net) Cash flows
from operations were also negatively impacted by a decrease of approximately $20 mullion n
prepayments recewved from counter parties to mitigate credit risk

Our positive cash flow from operations for 2003 resulted from cash generated by our recurring
operations. In addition, cash flow from operating activities was positively impacted by approximately
$74 million related to proceeds received m 2003 from the sale of 2002 hedged crude o1l inventory and
negatively impacted by approximately $100 mullion related to ventory stored at the end of 2003. The
proceeds from the sale of the 2003 stored crude o1l were recerved 1n the first quarter of 2004. In 2003,
we also received approximately $23 million of additional prepayments over the 2002 balance from
counter parties to mitigate our credit risk, and paid approximately $6.2 mithon to terminate an mterest
rate hedge n conjunction with a change in our capital structure.

Our posttive cash flow from operations for 2002 resulted from cash generated by our recurnng
operations In addition, we received approximately $93 million of proceeds during 2002 associated with
crude o1l hedged and stored duning 2001. This was partially offset by the payment of approximately
$74 million for crude oil purchased and stored during 2002 but for which receipt of the proceeds
occurred during 2003. In addition, our 2002 cash flow from operating activities was positively impacted
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by the collection of approximately $21 miilion of prepayments from counter parties to mitigate our
credit risks and the collection of approximately $9.1 million of amounts that had been outstanding
primarily since 1999 and 2000

Investing Activities  Net cash used n mnvesting activities 1n 2004, 2003 and 2002 consisted
predominantly of cash paid for acquisitions. Net cash used i 2004 was approximately $651 million and
was comprised primarily of cash paid for acquisitions of $535 million, which included (1) approximately
$294 mulhion for the Link acquisition, (11) approximately $143 million for the Capline/Capwood
acquisition (a deposit of $15.8 million was paid during 2003), (1) approximately $47 million for the
Schafferstown Propane Storage Facility (including approximately $14 2 million of working inventory)
and (1v) approximately $51 mullion related to various other acquisitions Investing activities for 2004
also included over $115 million of property and equipment construction and capitalized maintenance
projects, which includes approximately $34 million related to the Cushing to Broome pipeline
construction project.

Net cash used 1n investing activities 2003 was $272 1 milhion and was comprised of (1) an aggregate
$152.6 mullion paid primarily for ten acquisitions completed during 2003, (11) a $15.8 mullion deposit
paid on the Capline acquisition, see “—Acquisitions”, (1) proceeds of approximately $8 5 million from
sales of assets, and (1v) $65 4 million paid for additions to property and equipment, including
$19.2 million related to the construction of crude o1l gathering and transmission lines 1n West Texas,
and (v) crude oil linefill purchases of approximately $47 million, primarily attributable to increased
linefill requirements related to 2003 and 2002 acquisitions. Net cash used 1n 2002 was $374 9 million
and was comprised of (1) an aggregate $324.6 million paid for three acquisitions completed during
2002, see “—Acquisitions”, and (u) $40.6 million paid for additions to property and equipment,
primarily related to our Cushing expansion and the construction of the Marshall terminal in Canada,
and (1) crude o1l Iinefill purchases of approximately $11 million

Financing Activities Cash provided by financing activities 1n 2004 consisted primarily of
$348.1 million of net proceeds from the 1ssuance of senior notes and $262.1 miilion of net proceeds
from the 1ssuance of common units, used primarily to fund acquisitions and pay down outstanding
balances on our revolving credit facilities Net borrowings under our short-term and long-term revolving
credit facilities were $107.7 million. In addition, $158 4 million of distributions were paid to our
unitholders and general partner

Cash provided by financing activities 1n 2003 consisted primarily of $499 7 million of net proceeds -
from the 1ssuance of common units and senior unsecured notes, used primarily to fund capital projects
and acquisitions and pay down outstanding balances on our revolving credit facilities and senior term
loans. Net repayments of our short-term and long-term revolving credit facilities and related senior
term loans were $215 4 milhon In addition, $121 8 mullion of distributions were paid to our unitholders
and general partner. Cash provided by financing activities m 2002 consisted of approximately
$344 6 million of net proceeds from the 1ssuance of common units and senior unsecured notes, used
primarily to fund capital projects and acquisitions and pay down outstanding balances on the revolving
credit facility Net repayments of our short-term and long-term revoiving credit facilities during 2002
were $49.9 milhon. In addition, $99.8 mullion of distributions were paid to our unitholders and general
partner during the year ended December 31, 2002

Credit Facilities and Long-term Debt

During August 2004, we completed the sale of $175 mullion of 4 75% senior notes due 2009 and
$175 miilion of 5.88% senior notes due 2016 The 4.75% notes were sold at 99 551% of face value and
the 5 88% notes were sold at 99 345% of face value. We used the net proceeds, after deducting initial
purchaser discounts and offering costs, of approximately $345 million to repay amounts outstanding
under our credit facilities, including the remaining balance under the $200 million, 364-day facility
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funded in connection with the Link acquisition, and for general partnership purposes. In connection
with this repayment, we terminated the facility. Subsequent to the notes offering, we also terminated
our $125 million, 364-day facility that was scheduled to expire in November 2004.

In November 2004, we entered mto a new $750 mullion, five-year senior unsecured credit facility,
which contams a sub-facility for Canadian borrowings of up to $300 million The new credit facility
extends our maturities, lowers our cost of credit and provides an additional $125 million of hiquidity
over our previous facilities. This facility can be expanded to $1 billion As of December 31, 2004, we
had approximately $231.8 million outstanding under this credit facility, as well as $98 0 million 1n letters
of credit outstanding, resulting 1n unused capacity under the facility of approximately $420 2 nmillion

Also 1n the fourth quarter of 2004, we amended and renewed our secured hedged inventory
facility, increasing the facility to $425 mullion, with the ability to further increase the facility in the
future by an incremental $75 million This facility 1s an uncommitted working capital facility, which 1s
used to finance the purchase of hedged crude o1l inventory for storage when market conditions warrant.
Borrowings under the hedged inventory facility are secured by the inventory purchased under the
facility and the associated accounts receivable, and will be repaid with the proceeds from the sale of
such mventory This facility expires in November 2005 As of December 31, 2004, we had approximately
$80.4 mullion outstanding and no letters of credit 1ssued under our hedged crude o1l mventory facility
resulting 1n unused uncommutted capacity under this facility of approximately $344 6 mullion.

Our credit agreements and the indentures governing our senior notes contain cross default
provisions Our credit agreements prohibit distributions on, or purchases or redemptions of, units if any
default or event of default 1s continuing In addition, the agreements contain various covenants limiting
our ability to, among other things:

* 1ncur indebtedness 1if certain financial ratios are not maintained,

* grant liens,

* engage In transactions with affiliates;

* enter 1nto sale-leaseback transactions,

* sell substantially all of our assets or enter into a merger or consolidation

Our credit facility treats a change of control as an event of default and also requires us to
maintam

* an nterest coverage ratio that 1s not less than 2 75 to 1.0, and

* a debt coverage ratio which will not be greater than 4 75 to 1.0 on all outstanding debt and 5.25
to 10 on all outstanding debt during an acqusition period (generally, the period consisting of
three fiscal quarters following an acquisition greater than $50 mullion)

For covenant compliance purposes, letters of credit and borrowings to fund hedged inventory and
margin requirements are excluded when calculating the debt coverage ratio.

A default under our credit facility would permit the lenders to accelerate the maturity of the
outstanding debt As long as we are 1n compliance with our credit agreements, our ability to make
distributions of available cash 1s not restricted. We are currently in compliance with the covenants
contained 1n our credit agreements and indentures.

Contingencies

Export License Matter In our gathering and marketing activities, we import and export crude oil
from and to Canada Exports of crude o1l are subject to the “short supply” controls of the Export
Administration Regulations (“EAR”) and must be licensed by the Bureau of Industry and Security (the
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“BIS”) of the U.S Commerce Department. In 2002, we determined that we may have violated the
terms of our licenses with respect to the quantity of crude o1l exported and the end-users in Canada.
Export of crude o1l except as authorized by license 1s a violation of the EAR. In October 2002, we
submitted to the BIS an mmitial notification of voluntary disclosure. The BIS subsequently informed us
that we could continue to export while previous exports were under review We applied for and
recetved several new lLicenses allowing for export volumes and end users that more accurately reflect
our anticipated business and customer needs We also conducted reviews of new and existing contracts
and implemented new procedures and practices in order to monitor comphance with applicable laws
regarding the export of crude oil to Canada. As a result, we subsequently submitted additional
information to the BIS in October 2003 and May 2004. In August 2004, we received a request from
the BIS for additional information We have responded to this and subsequent requests, and continue
to cooperate fully with BIS officials. At this time, we have received neither a warning letter nor a
charging letter, which could involve the imposition of penalties, and no indication of what penalties
the BIS might assess As a result, we cannot reasonably estimate the ultimate impact of this matter

Alfons Sperber v Plains Resources Inc., et al. On December 18, 2003, a putative class action
lawsuit was filed in the Delaware Chancery Court, New Castle County, entitled Alfons Sperber v. Plains
Resources Inc., et al This suit, brought on behalf of a putative class of Plains All American
Pipeline, L.P common unitholders, asserted breach of fiduciary duty and breach of contract claims
against us, Plains AAP, L.P, and Plains All American GP LLC and its directors, as well as breach of
fiduciary duty claims against Plains Resources Inc. and its directors. The complaimnt sought to enjomn or
rescind a proposed acquisition of all of the outstanding stock of Plains Resources Inc., as well as
declaratory relief, an accounting, disgorgement and the imposition of a constructive trust, and an award
of damages, fees, expenses and costs, among other things. This lawsuit has been settled in principle
The court has approved the settlement and, assuming no appeals are filed, the settlement will become
final in March 2005.

Pipeline Releases In December 2004 and January 2005, we experienced two unrelated releases of
crude o1l that reached rivers located near the sites where the releases originated. In late
December 2004, one of our pipelines in West Texas experienced a rupture that resulted in the release
of approximately 4,500 barrels of crude o1l, a portion of which reached a remote location of the Pecos
Ruver. In early January 2005, an overflow from a temporary storage tank located in East Texas resulted
mn the release of approximately 1,200 barrels of crude oil, a portion of which reached the Sabine River
In both cases, emergency response personnel under the supervision of a unified command structure
consisting of representatives of Plains Pipeline, the U.S. Environmental Protection Agency, the Texas
- Commussion on Environmental Quality and the Texas Railroad Commission conducted clean-up
operations at each site. Approximately 4,200 barrels and 980 barrels were recovered from the two
respective sites. The unrecovered o1l has been or will be removed or otherwise addressed by PAA
the course of site remediation. Aggregate costs assoclated with each release, including estimated
remediation costs, are estimated at approximately $1 7 million and $1.4 million, respectively. We
continue to work with the appropriate state and federal environmental authorities 1n responding to the
releases and no enforcement proceedings have been instituted by any governmental authority at this
time.

General. We, in the ordinary course of business, are a claimant and/or a defendant 1n various
legal proceedings. We do not believe that the outcome of these legal proceedings, individually or 1n the
aggregate, will have a maternally adverse effect on our financial condition, results of operations or cash
flows.

Environmental. 'We may experience future releases of crude o1l into the environment from our
pipeline, gathering and storage operations, or discover past releases that were previously unidentified
Although we maintain an mspection program designed to prevent and, as applicable, to detect and
address such releases promptly, damages and liabilities incurred due to any such environmental releases
from our assets may substantially affect our business At December 31, 2004, our reserve for
environmental habilities totaled approximately $19.8 million. Approximately $12 7 million of the reserve
1s related to habilities assumed as part of the Link acquisition Although we believe our reserve 1s
adequate, no assurance can be given that any costs incurred n excess of this reserve would not have a
material adverse effect on our financial condition, results of operations or cash flows.
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Other. A pipelme, terminal or other facility may experience damage as a result of an accident or
natural disaster. These hazards can cause personal njury and loss of life, severe damage to and
destruction of property and equipment, pollution or environmental damage and suspension of
operations. We maintain insurance of various types that we consider adequate to cover our operations
and properties. The insurance covers our assets in amounts considered reasonable The msurance
policies are subject to deductibles that we consider reasonable and not excessive. Our msurance does
not cover every potential risk associated with operating pipelines, terminals and other facilities,
including the potential loss of significant revenues. The overall trend n the environmental insurance
mdustry appears to be a contraction in the breadth and depth of available coverage, while costs,
deductibles and retention levels have increased. Absent a materal favorable change 1n the insurance
markets, this trend 1s expected to contmue as we continue to grow and expand. As a result, we
anticipate that we will elect to self-insure more of our activities or incorporate higher retention in our
msurance arrangements.

The occurrence of a significant event not fully insured, indemnified or reserved against, or the
fallure of a party to meet 1ts indemnification obligations, could materially and adversely affect our
operations and financial condition. We believe we are adequately msured for public hability and
property damage to others with respect to our operations With respect to all of our coverage, no
assurance can be given that we will be able to mamntamn adequate msurance in the future at rates we
consider reasonable, or that we have established adequate reserves to the extent that such risks are not
msured.

Commitments

Contractual Obligations. In the ordmary course of doing business we purchase crude o1l and LPG
from third parties under contracts, the majority of which range n term from thirty-day evergreen to
three years We establish a margin for these purchases by entering mto various types of physical and
financial sale and exchange transactions through which we seek to maintain a position that 1s
substantially balanced between crude o1l and LPG purchases and sales and future delivery obligations
The table below includes purchase obligations related to these activities. Where applicable the amounts
presented represent the net obligations associated with buy/sell contracts and those subject to a net
settlement arrangement with the counterparty. We do not expect to use a significant amount of mternal
capttal to meet these obligations, as the obligations will be funded by corresponding sales to credit
worthy entities.

The following table mcludes our best estimate of the amount and timing of these payments as well
as others due under the specified contractual obligations as of December 31, 2004.

2005 2006 2007 2008 2009 Thereafter
(n millions)

Long-term debt and interest payments(l) ceee eeee .08 497 $49.7 $49.7 $497 $3680 $7997
Leases® . ......... e e e e 178 140 109 6.3 52 13.7
Capital expenditure obllgatlons e e 206 — —  — — —
Other long-term habilities® . .. .. ... ce e 28 49 35 16 11 30

Subtotal . ....... ... ... L., 909 686 641 57.6 3743 8164
Crude o1l and LPG purchases(“) .......... . .... 12657 200 20 20 1.0 —

Total . ..... e e e ... $1,356.6 $88.6 $66.1 $59.6 $3753 $8164

@ Includes debt service payments, interest payments due on our senior notes and the commtment fee on our revolving credit
facility While there 1s an outstanding balance on our revolving credit facility at December 31, 2004 (this amount 1s included
in the amounts above), we historically repay and borrow at varying amounts As such, we have included only the maximum
commitment fee (as if no amounts were outstanding on the facility) 1n the amounts above

@) Leases are primarily for office rent and trucks used mn our gathering actvities

3 Excludes approximately $10 6 million non-current Liability related to SFAS 133 which are included 1n crude oil and LPG
purchases

@ Amounts are based on estimated volumes and market prices The actual physical volume purchased and actual settlement
prices may vary from the assumptions used 1n the table Uncertainties involved 1n these estimates include levels of
production at the wellhead, weather conditions, changes in market prices and other conditions beyond our control
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Letters of Credit  In connection with our crude o1l marketing, we provide certain suppliers with
irrevocable standby letters of credit to secure our obligation for the purchase of crude o1l Our
liabilities with respect to these purchase obligations are recorded n accounts payable on our balance
sheet 1n the month the crude oil 1s purchased Generally, these letters of credit are 1ssued for up to
seventy-day periods and are terminated upon completion of each transaction. At December 31, 2004,
we had outstanding letters of credit of approximately $98.0 million.

Distnbutions.  We plan to distribute 100% of our available cash within 45 days after the end of
each quarter to umtholders of record and to our general partner Available cash 1s generally defined as
all cash and cash equivalents on hand at the end of the quarter less reserves established by our general
partner for future requirements On February 14, 2005, we paid a cash distribution of $0.6125 per unit
on all outstanding umts. The total distribution paid was approximately $45 0 mullion, with approximately
$41.2 million paid to our common unitholders and approximately $3 8 million paid to our general
partner for 1ts general partner ($0.8 million) and incentive distribution nterests ($3.0 mullion).

Our general partner 1s entitled to incentive distributions if the amount we distribute with respect
to any quarter exceeds levels specified 1n our partnership agreement Under the quarterly incentive
distribution provisions, our general partner 1s entitled, without duplication, to 15% of amounts we
distribute in excess of $0.450 per hmuted partner umt, 25% of amounts we distribute 1n excess of $0.495
per limited partner unit and 50% of amounts we distribute 1n excess of $0.675 per mited partner unit.
In 2004, we paid $8.3 million n incentive distributions to our general partner See “Certain
Relationships and Related Transactions—Our General Partner.”

Off-Balance Sheet Arrangements

We have no off-balance sheet arrangements as defined by Item 307 of Regulation S-K

Risk Factors Related to Our Business

The level of our profitability is dependent upon an adequate supply of crude oil from fields located
offshore and onshore California. Production from these offshore fields has experienced substantial production
declines since 1995.

A significant portion of our segment profit is derived from pipeline transportation margins
assoclated with the Santa Ynez and Point Arguello fields located offshore California. We expect that
there will continue to be natural production declines from each of these fields as the underlying
reservolrs are depleted We estimate that a 5,000 barrel per day decline 1n volumes shipped from these
fields would result in a decrease m annual pipeline segment profit of approximately $3 2 milion In
addition, any significant production disruption from the Santa Ynez field due to production problems,
transportation problems or other reasons could have a material adverse effect on our business.

Our trading policies cannot eliminate all price risks. In addition, any non-compliance with our trading
policies could result in significant financial losses.

Generally, 1t 18 our policy that we establish a margin for crude oil purchased by selling crude o1l
for physical delivery to third party users, such as independent refiners or major oil companies, or by
entering 1nto a future delivery obligation under futures contracts on the NYMEX and over-the-counter
Through these transactions, we seek to maintain a position that 1s substantially balanced between
purchases, on the one hand, and sales or future delivery obligations, on the other hand Our policy 1s
generally not to acquire and hold crude oil, futures contracts or derivative products for the purpose of
speculating on price changes This policy cannot, however, eliminate all price nisks. For example, any
event that disrupts our anticipated physical supply of crude o1l could expose us to nisk of loss resulting
from price changes. Moreover, we are exposed to some risks that are not hedged, including certain
basis risks and price risks on certain of our mnventory, such as pipeline linefill, which must be

65



maintained 1n order to transport crude o1l on our pipelines. In addition, we engage i a controlled
trading program for up to an aggregate of 500,000 barrels of crude oil. Although this activity 1s
monitored independently by our risk management function, it exposes us to price risks within
predefined limits and authorzations.

In addition, our trading operations mnvolve the risk of non-compliance with our trading policies.
For example, we discovered in November 1999 that our trading policy was violated by one of our
former employees, which resulted 1n aggregate losses of approximately $181 0 million We have taken
steps within our organization to enhance our processes and procedures to detect future unauthorized
trading We cannot assure you, however, that these steps will detect and prevent all violations of our
trading policies and procedures, particularly if deception or other imntentional misconduct 1s involved

If we do not make acquisitions on economically acceptable terms our future growth may be limited.

Our ability to grow 1s substantially dependent on our ability to make acquisitions that result m an
mcrease 1n adjusted operating surplus per unit If we are unable to make such accretive acquisitions
either because (1) we are unable to dentify attractive acquisition candidates or negotiate acceptable
purchase contracts with them, (1t) we are unable to raise financing for such acquisitions on
economically acceptable terms or (1) we are outbid by competitors, our future growth will be limited
In particular, competition for midstream assets and busimesses has intensified substantially and as a
result such assets and businesses have become more costly. As a result, we may not be able to complete
the number or size of acquisitions that we have targeted internally or to continue to grow as quickly as
we have historically.

Our acquisition strategy requires access to new capital. Tightened capital markets or other factors which
increase our cost of capital could impair our ability to grow.

Our business strategy is substantially dependent on acquiring additional assets or operations We
contmuously consider and enter mto discussions regarding potential acquisitions These transactions can
be effected quickly, may occur at any time and may be significant 1n size relative to our existing assets
and operations Any material acquisition will require access to capital Any limitations on our access to
capital or increase in the cost of that capital could significantly impair our ability to execute our
acquisition strategy. Our ability to maintain our targeted credit profile, including maintaming our credit
ratings, could impact our cost of capital as well as our ability to execute our acquisition strategy

Our acquisition strategy involves risks that may adversely affect our business.
Any acquisition 1nvolves potential risks, including

* performance from the acquired assets and businesses that 1s below the forecasts we used 1n
evaluating the acqusition,

* a significant increase 1n our mdebtedness and working capital requirements,

» the mability to timely and effectively integrate the operations of recently acquired businesses or
assets,

e the incurrence of substantial unforeseen environmental and other Labilities arising out of the
acquired businesses or assets, including liabilities arising from the operation of the acquired
businesses or assets prior to our acquisition,

 customer or key employee loss from the acquired businesses, and
* the dwversion of management’s attention from other business concerns.

Any of these factors could adversely affect our ability to achieve anticipated levels of cash flows
from our acquisitions, realize other anticipated benefits and our ability to pay distributions or meet our
debt service requirements
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The nature of our assets and business could expose us to significant compliance costs and liabilities.

Our operations involving the storage, treatment, processing, and transportation of liquid
hydrocarbons mcluding crude o1l are subject to stringent federal, state, and local laws and regulations
governing the discharge of materials into the environment, otherwise relating to protection of the
environment, operational safety and related matters. Comphance with these laws and regulations
increases our overall cost of business, mcluding our capital costs to construct, maintamn and upgrade
equipment and facilities, or claims for damages to property or persons resulting from our operations.
Failure to comply with these laws and regulations may result 1n the assessment of administrative, civil,
and crimmal penalties, the imposition of investigatory and remedial liabilities, and the 1ssuance of
injunctions that may restrict or prohibit our operations or even claims of damages to property or
persons resulting from our operations. The laws and regulations applicable to our operations are
subject to change, and we cannot provide any assurance that compliance with current and future laws
and regulations will not have a material effect on our results of operations or earmings. A discharge of
hazardous hiquids mto the environment could, to the extent such event is not insured, subject us to
substantial expense, mncluding both the cost to comply with applicable laws and regulations and liability
to private parties for personal injury or property damage.

The profitability of our pipeline operations depends on the volume of crude oil shipped.

Third party shippers generally do not have long-term contractual commitments to ship crude o1l on
our pipelines. A decision by a shipper to substantially reduce or cease to ship volumes of crude o1l on
our pipelines could cause a significant decline in our revenues. For example, we estimate that an
average 20,000 barrel per day vanance in the Basin Pipeline System within the current operating
window, equivalent to an approximate 7% volume variance on that system, would change annualized
segment profit by approximately $1.8 million. In addition, we estimate that an average 10,000 barrel per
day variance on the Capline Pipeline System, equivalent to an approximate 7% volume variance on that
system, would change annualized segment profit by approximately $1.5 million.

The success of our business strategy to increase and optimize throughput on our pipeline and gathering
assets is dependent upon our securing additional supplies of crude oil.

Our operating results are dependent upon securing additional supplies of crude oil from increased
production by o1l companies and aggressive lease gathering efforts. The ability of producers to increase
production 1s dependent on the prevailing market price of oil, the exploration and production budgets
of the major and independent o1l companies, the depletion rate of existing reservoirs, the success of
new wells drilled, environmental concerns, regulatory imtiatives and other matters beyond our control
There can be no assurance that production of crude o1l will rise to sufficient levels to cause an increase
in the throughput on our pipeline and gathering assets.

Our operations are dependent upon demand for crude oil by refiners in the Midwest and on the Gulf
Coast. Any decrease in this demand could adversely affect our business.

Demand for crude o1l 1s dependent upon the impact of future economic conditions, fuel
conservation measures, alternative fuel requirements, governmental regulation or technological
advances 1n fuel economy and energy generation devices, all of which could reduce demand. Demand
also depends on the ability and willingness of shippers having access to our transportation assets to
satisfy their demand by deliveries through those assets, and any decrease 1n this demand could
adversely affect our business.

We face intense competition in our gathering, marketing, terminalling and storage activities.

Our competitors include other crude o1l pipelines, the major integrated o1l companuies, their
marketing affiliates, and independent gatherers, brokers and marketers of widely varying sizes, financial
resources and experience. Some of these competitors have capital resources many times greater than
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ours and control greater supplies of crude oil. We estimate that a $0.01 variance 1n the average
segment profit per barrel would have an approximate $2.6 million annual effect on segment profit.

The profitability of our gathering and marketing activities is generally dependent on the volumes of crude
oil we purchase and gather.

To maintain the volumes of crude o1l we purchase, we must continue to contract for new supplies
of crude o1l to offset volumes lost because of natural declines in crude oil production from depleting
wells or volumes lost to competitors. Replacement of lost volumes of crude o1l is particularly difficult in
an environment where production 1s low and competition to gather available production 1s mntense.
Generally, because producers experience inconvenences in switching crude o1l purchasers, such as
delays 1n receipt of proceeds while awaiting the preparation of new division orders, producers typically
do not change purchasers on the basis of minor variations 1n price. Thus, we may experience difficulty
acquiring crude oil at the wellhead 1n areas where there are existing relationships between producers
and other gatherers and purchasers of crude o1l We estimate that a 15,000 barrel per day decrease n
barrels gathered by us would have an approximate $3.0 million per year negative impact on segment
profit. This impact 1s based on a reasonable margin throughout various market conditions Actual
margins vary based on the location of the crude oil, the strength or weakness of the market and the
grade or quality of crude oil.

We are exposed to the credit risk of our customers in the ordinary course of our gathering and marketing
activities.
There can be no assurance that we have adequately assessed the credit worthiness of our existing

or future counterparties or that there will not be an unanticipated deterioration n their credit
worthiness, which could have an adverse impact on us

In those cases m which we provide division order services for crude o1l purchased at the wellhead,
we may be responsible for distribution of proceeds to all parties. In other cases, we pay all of or a
portion of the production proceeds to an operator who distributes these proceeds to the various
interest owners. These arrangements expose us to operator credit risk, and there can be no assurance
that we will not experience losses in dealings with other parties

Our pipeline assets are subject to federal, state and provincial regulation.

Our domestic interstate common carrier pipelines are subject to regulation by the Federal Energy
Regulatory Commussion (FERC) under the Interstate Commerce Act. The Interstate Commerce Act
requures that tariff rates for petroleum pipelines be just and reasonable and non-discriminatory. We are
also subject to the Pipeline Safety Regulations of the U S. Department of Transportation Our
intrastate pipeline transportation activities are subject to various state laws and regulations as well as
orders of regulatory bodies.

Our Canadian pipeline assets are subject to regulation by the National Energy Board and by
provincial agencies. With respect to a pipeline over which 1t has jurisdiction, each of these Canadian
agencies has the power to determine the rates we are allowed to charge for transportation on such
pipeline. The extent to which regulatory agencies can override existing transportation contracts has not
been fully decided.

Our pipeline systems are dependent upon their interconnections with other crude oil pipelines to reach
end markets.

Reduced throughput on these interconnecting pipelines as a result of testing, line repair, reduced
operating pressures or other causes could result in reduced throughput on our pipeline systems that
would adversely affect our profitability.
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Fluctuations in demand can negatively affect our operating results.

Fluctuations in demand for crude o1l, such as caused by refinery downtime or shutdown, can have
a negative effect on our operating results Specifically, reduced demand mn an area serviced by our
transmussion systems will negatively affect the throughput on such systems. Although the negative
mmpact may be mitigated or overcome by our ability to capture differentials created by demand
fluctuations, this ability 1s dependent on location and grade of crude oil, and thus 1s unpredictable.

The terms of our indebtedness may limit our ability to borrow additional funds or capitalize on business
opportunities.

As of December 31, 2004, our total outstanding long-term debt was approximately $949 mullion.
Various limitations in our indebtedness may reduce our ability to incur additional debt, to engage in
some transactions and to capitalize on business opportunities Any subsequent refinancing of our
current indebtedness or any new idebtedness could have similar or greater restrictions

Changes in currency exchange rates could adversely affect our operating results.

Because we conduct operations in Canada, we are exposed to currency fluctuations and exchange
rate risks that may adversely affect our results of operations

Cash distributions are not guaranteed and may fluctuate with our performance and the establishment of
Jinancial reserves.

Because distributions on the common units are dependent on the amount of cash we generate,
distributions may fluctuate based on our performance. The actual amount of cash that is available to be
distributed each quarter will depend on numerous factors, some of which are beyond our control and
the control of the general partner Cash distributions are dependent primarily on cash flow, including
cash flow from financial reserves and working capital borrowings, and not solely on profitability, which
is affected by non-cash items. Therefore, cash distributions might be made during periods when we
record losses and might not be made during periods when we record profits

Our tax treatment depends on our status as a partnership for federal income tax purposes, as well as our
not being subject to entity level taxation by states. If the IRS treats us as a corporation or we become subject
to entity level taxation for state tax purposes, it would substantially reduce our ability to make cash
distributions to our unitholders or pay our debt service obligations.

The after-tax economic benefit of an mvestment 1n the common units depends largely on our being
treated as a partnership for federal income tax purposes. If we were classified as a corporation for
federal mcome tax purposes, we would pay federal income tax on our income at the corporate rate.
Some or all of the distnibutions made to unitholders would be treated as dividend income, and no
income, gains, losses or deductions would flow through to umtholders Treatment of us as a corporation
would cause a matenal reduction 1n the anticipated cash flow and after-tax return to the unitholders,
likely causing a substantial reduction 1n the value of the common units Moreover, treatment of us as a
corporation could materally and adversely affect our abihty to make cash distributions to our
unitholders or to make payments on our debt securities.

In addition, because of widespread state budget deficits, several states are evaluating ways to
subject partnerships to entity-level taxation through the mmposition of state income, franchise or other
forms of taxation. Imposition of such forms of taxation would reduce the cash available for distribution
to unitholders and for payment of debt service obligations The partnership agreement provides that, if
a law 1s enacted or existing law 1s modified or interpreted 1n a manner that subjects us to taxation as a
corporation or otherwise subjects us to entity-level taxation for federal, state or local income tax
purposes, then the target distribution levels will be decreased to reflect that impact on us
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Item 7A. Quantitative and Qualitative Disclosures About Market Risks

We are exposed to various market risks, mncluding volatility i (1) crude o1l and LPG commodity
prices, (1) interest rates and (1) currency exchange rates We utilize various derivative mstruments to
manage such exposure Our risk management policies and procedures are designed to monitor interest
rates, currency exchange rates, NYMEX and over-the-counter positions, and physical volumes, grades,
locations and delivery schedules to ensure our hedging activities address our market risks We have a
risk management function that has direct responsibility and authority for our risk policies and our
trading controls and procedures and certain aspects of corporate risk management To hedge the risks
discussed above we engage 1n risk management activities that we categorize by the risks we are
hedging The following discussion addresses each category of risk

Commodity Price Risk

We hedge our exposure to price fluctuations with respect to crude oil and LPG 1n storage, and
expected purchases and sales of these commodities The derivative mstruments utilized consist primarily
of futures and option contracts traded on the NYMEX and over-the-counter transactions, 1ncluding
crude o1l swap and option contracts entered into with financial institutions and other energy companies.
Our policy 1s to purchase only crude o1l for which we have a market, and to structure our sales
contracts so that crude o1l price fluctuations do not materially affect the segment profit we receive.
Except for the controlled trading program discussed below, we do not acquire and hold crude o1l
futures contracts or other derivative products for the purpose of speculating on crude o1l price changes
that might expose us to indeterminable losses.

While we seek to maintain a position that 1s substantially balanced within our crude o1l lease
purchase and LPG activities, we may experlence net unbalanced positions for short periods of time as a
result of production, transportation and delivery variances as well as logistical 1ssues associated with
inclement weather conditions In connection with managing these positions and maintaming a constant
presence 1n the marketplace, both necessary for our core business, we engage 1n a controlled trading
program for up to an aggregate of 500,000 barrels of crude o1l

In order to hedge margins involving our physical assets and manage risks associated with our crude
o1l purchase and sale obligations, we use derivative instruments, including futures and options
transactions, as well as over-the-counter mstruments In analyzing our risk management activities, we
draw a distinction between enterprise level risks and trading related risks. Enterprise level risks are
those that underlie our core businesses and may be managed based on whether there 1s value i doing
so Conversely, trading related risks (the risks involved in trading i the hopes of generating an
increased return) are not inherent in the core business, rather, those risks arise as a result of engaging
1n the trading activity We have a Risk Management Commuttee that approves all new risk management
strategies through a formal process With the exception of the controlled trading program, our
approved strategies are mtended to mitigate enterprise level risks that are inherent in our core
businesses of gathering and marketing and storage

Although the intent of our risk-management strategies 1s to hedge our margin, not all of our
dervatives qualify for hedge accounting In such instances, changes 1n the fair values of these
dervatives will recetve mark-to-market treatment 1n current earnings, and result 1n greater potential for
earnings volatility. This accounting treatment 1s discussed further under Note 2 “Summary of
Significant Accounting Policies” of our Consolidated Financial Statements.
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All of our open commodity price risk derivatives at December 31, 2004 were categorized as
non-trading. The fair value of these instruments and the change in fair value that would be expected
from a 10 percent price decrease are shown 1n the table below (in millions):

Effect of 10%
Fair Value Price Decrease

Crude oil

Futures contracts.. .......... .....c.0  ciiiaaa.. Cee e $42.3 $(11.8)
Swaps and options contracts. .. ..... ... ieeiiiiiie e 5.1) 61
LPG:

Swaps and option contracts .. ..... ... e ce 2.3 27

The fair values of the futures contracts are based on quoted market prices obtained from the
NYMEX The fair value of the swaps and option contracts are estimated based on quoted prices from
various sources such as independent reporting services, industry publications and brokers. These quotes
are compared to the contract price of the swap, which approximates the gain or loss that would have
been realized if the contracts had been closed out at year end. For positions where independent
quotations are not available, an estimate 1s provided, or the prevailling market price at which the
positions could be hiquidated is used. The assumptions in these estimates as well as the source 1s
maintamned by the independent risk control function. All hedge positions offset physical exposures to
the cash market; none of these offsetting physical exposures are included 1n the above table. Price-risk
sensitvities were calculated by assuming an across-the-board 10 percent decrease 1n price regardless of
term or historical relationships between the contractual price of the mstruments and the underlying
commodity price. In the event of an actual 10 percent change in prompt month crude prices, the fair
value of our derivative portfolio would typically change less than that shown 1n the table due to lower
volatility 1n out-month prices.

Interest Rate Risk

We utilize both fixed and variable rate debt, and are exposed to market risk due to the floating
interest rates on our credit facilities. Therefore, from time to time we utihze interest rate swaps and
collars to hedge interest obligations on specific debt issuances, including anticipated debt 1ssuances.
There are no interest rate hedging instruments outstanding as of December 31, 2004. The table below
presents principal payments and the related weighted average interest rates by expected maturity dates
for variable rate debt outstanding at December 31, 2004 All of our semior notes are fixed rate notes
and their interest rates are not subject to market risk. Our variable rate debt bears interest at LIBOR,
prime or the bankers acceptance rate plus the apphcable margin. The average interest rates presented
below are based upon rates n effect at December 31, 2004. The carrying values of the variable rate
mstruments 1n our credit facilities approximate fair value primarily because interest rates fluctuate with
prevailing market rates, and the credit spread on outstanding borrowings reflects market.

Expected Year of Maturity
2005 2006 2007 2008 2009 Thereafter Total
(in millions)

Liabilities:

Short-term debt—variable rate . . . . . co.. $1686 $ — $— $— $§ — $ — $168 6
Average mnterest rate . ... ... Ceee 34% — @ — — — — 3.4%
Long-term debt—variable rate ... ...... $ — $— $— $— $1436 $ — $1436
Average interest rate .. . .. ceee — — — — 3.5% — 3.5%
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Currency Exchange Risk

Our cash flow stream relating to our Canadian operations 1s based on the U.S. dollar equivalent of
such amounts measured in Canadian dollars. Assets and liabilities of our Canadian subsidiaries are
translated to U.S. dollars using the applicable exchange rate as of the end of a reporting period.
Revenues, expenses and cash flow are translated using the average exchange rate during the reporting
period.

Because a significant portion of our Canadian business 1s conducted 1n Canadian dollars, we use
certain financial instruments to mimmize the risks of changes in the exchange rate. These instruments
include forward exchange contracts and cross currency swaps. Neither the forward exchange contracts
nor the cross currency swaps qualify for hedge accounting in accordance with SFAS 133.

At December 31, 2004, we had forward exchange contracts that allow us to exchange Canadian
dollars for U.S. dollars, quarterly, at set exchange rates as detailed below:

Canadian
Dollars US Dollars Rate
($ in mullions)
2005 ... ... ... e e e e e e e $30 $2.3 1.33t0 1
2006 . e e $2.0 $15 132to1

In addition, at December 31, 2004, we also had cross currency swap contracts for an aggregate
notional principal amount of $21.0 milhion effectively converting this amount of our U.S. dollar
denominated debt to $32.5 million of Canadian dollar debt (based on Canadian dollar to U.S. dollar
exchange rate of 1.55 to 1). The notional principal amount reduces by $2.0 million US 1n May 2005
and has a final maturity in May 2006 ($19 0 milhon U S.) At December 31, 2004, $9 9 million of our
long-term debt was denominated in Canadian dollars ($11.9 million Canadian based on a Canadian
dollar to U.S dollar exchange rate of 1.20 to 1) All of these financial instruments are placed with what
we believe to be large, creditworthy financial institutions.

We estimate the fair value of these instruments based on current termination values The table
shown below summarizes the fair value of our foreign currency hedges by year of maturity (1n millions):

Year of Maturity
2005 2006 2007 2008  Total

Forward exchange contracts. ... ...............ouuuunn... W) $(0.6) $— $— 815
Cross currency swaps . . ........ Ce e e (09 (49 — — (63
Total ....... e e e e $(1.8) $(60) $— $— $(7.8)

Item 8. Financial Statements and Supplementary Data

The 1nformation required here 1s included 1n the report as set forth in the “Index to the
Consolidated Financial Statements” on page F-1.
Item 9. Changes In and Disagreements With Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures

We maintain written “disclosure controls and procedures,” which we refer to as our “DCP” The
purpose of our DCP 1s to provide reasonable assurance that (1) information 1s recorded, processed,
summarized and reported 1n time to allow for timely disclosure of such information mn accordance with
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the securities laws and SEC regulations and (1) mnformation 1s accumulated and communicated to
management, including our Chief Executive Officer and Chief Financial Officer, to allow for timely
decistons regarding required disclosure

Applicable SEC rules require an evaluation of the effectiveness of the design and operation of our
DCP Management, under the supervision and with the partictpation of our Chief Executive Officer and
Chief Financial Officer, has evaluated the effectiveness of the design and operation of our DCP as of
December 31, 2004, and has found our DCP to be effective in providing reasonable assurance of the
timely recording, processing, summarization and reporting of information, and in accumulation and
communication of information to management to allow for timely decisions with regard to required
disclosure

In addition to the information concerning our DCP, we are required to disclose certain changes in
our mnternal control over financial reporting Although we have made various enhancements to our
controls during preparation for our assertion on mternal control over financial reporting, there was no
change mn our internal control over financial reporting that has matenally affected, or 1s reasonably
likely to materially affect, our mternal control over financial reporting

The certifications of our Chief Executive Officer and Chief Financial Officer pursuant to Exchange
Act rules 13a-14(a) and 15d-14(a) are filed with this report as Exhibits 31 1 and 31 2. The certifications
of our Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S C §1350 are furmished
with this report as Exhibits 32 1 and 322

Management 1s responsible for establishing and maintaining adequate mternal control over
financial reporting. “Internal control over financial reporting” 1s a process designed by, or under the
supervision of, our Chief Executive Officer and our Chief Financial Officer, and effected by our Board
of Directors, management and other personnel, to provide reasonable assurance regarding the
rehability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. Our management, mncluding our Chief
Executive Officer and our Chief Financial Officer, has evaluated the effectiveness of our internal
control over financial reporting as of December 31, 2004 See Management’s Report on Internal
Contro} Over Financial Reporting on page F-2

Item 9B. Other Information

None.
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PART III
Item 10. Durrectors and Executive Officers of Our General Partner
Partnership Management and Governance

As 1s the case with many publicly traded partnerships, we do not directly have officers, directors or
employees. Our operations and activities are managed by the general partner of our general partner,
Plains All Amernican GP LLC, which employs our management and operational personnel (other than
our Canadian personnel who are employed by PMC (Nova Scotia) Company). References to our
general partner, unless the context otherwise requires, include Plains All American GP LLC.
References to our officers, directors and employees are references to the officers, directors and
employees of Plamns All American GP LLC (or, 1n the case of our Canadian and LPG operations, PMC
(Nova Scotia) Company).

Our general partner manages our operations and activities. Unitholders are limited partners and
do not directly or indirectly participate 1n our management or operation Our general partner owes a
fiduciary duty to the unitholders, as hmited by our partnership agreement. As a general partner, our
general partner 1s liable for all of our debts (to the extent not paid from our assets), except for
indebtedness or other obligations that are made specifically non-recourse to it. Whenever possible, our
general partner mmtends to incur indebtedness or other obligations on a non-recourse basis.

Our partnership agreement provides that the general partner will manage and operate us and that,
unlike holders of common stock 1n a corporation, unitholders will have only limited voting rights on
matters affecting our business or governance. Specifically, our partnership agreement defines “Board of
Directors” to mean the board of directors of Plains Al American GP LLC, which 1s comprised of eight
directors elected by the members of Plains All American GP LLC, and not by the unitholders. Four
directors are designated by the four owners that hold 9% or greater of the outstanding membership
mterests of Plains All American GP LLC, one director 1s the Chairman and CEO and three
independent directors are elected by majority vote of the membership owners of Plains All American
GP LLC Thus, the corporate governance of Plains All American GP LLC is, 1n effect, the corporate
governance of our partnership, subject 1n all cases to any specific unitholder rights contamed 1n our
partnership agreement. Because we are a limited partnership, the new listing standards of the New
York Stock Exchange do not require that we or our general partner have a majornty of independent
directors or a nominating or compensation committee of the board of directors.

Non-management directors meet 1n executive session in connection with each regular board
meeting Each non-management director acts as presiding director at the regularly scheduled executive
sessions, rotating alphabetically by last name.

Interested parties can communicate directly with non-management directors by mail 1n care of
Tim Moore, General Counsel and Secretary or Sharon Spurlin, Director of Internal Audit, Plains All
American Pipeline, L P, 333 Clay Street, Suite 1600, Houston, Texas 77002. Such communications
should specify the intended recipient or recipients. Commercial solicitations or communications will not
be forwarded.

We have an audit commuttee that reviews our external financial reporting, engages our
independent auditors and reviews the adequacy of our internal accounting controls. The Board of
Directors has determined that (1) each member of our audit commuttee is “independent” under
applicable New York Stock Exchange Rules and (1) that each member of our audit committee 1s an
“Audit Committee Financial Expert,” as that term is defined in Ttem 401 of Regulation S-K. The
members of our audit committee and other commuttees are indicated in the table below.

74



In determining the independence of the members of our audit commuttee, the Board of Directors
considered the relationships described below

Mr Everardo Goyanes, the Chairman of our Audit Commuttee, 1s the Chief Executive Officer of
Liberty Energy Corporation (“LEC”), a subsidiary of Liberty Mutual Insurance Company. Mr. Goyanes
1s an employee of Liberty Mutual Insurance Company. LEC makes investments in producing
properties, from some of which Plains Marketing, L.P. buys the production LEC does not operate the
properties 1n which 1t mvests. Plams Marketing pays the same amount per barrel to LEC that 1t pays to
other interest owners 1n the properties. In 2004, the amount paid to LEC by Plains Marketing was
approximately $1.1 million ($1.0 million net of severance taxes)

Mr. J. Taft Symonds, a member of our Audit Commuttee, 1s a director and the non-executive
Chairman of the Board of Tetra Technologies, Inc. (“Tetra”). A subsidiary of Tetra owns crude o1l
producing properties, from some of which Plains Marketing buys the production. We paid
approximately $11 mullion to the Tetra subsidiary in 2004 Until July 2004, Mr Symonds was also a
director of Plains Resources Inc., with whom Plains Marketing has a marketing arrangement We paid
approximately $28.3 million to Plains Resources 1n 2004, and recognized segment profit of
approximately $0.1 million. Mr Symonds was not and 1s not an officer of Tetra or Plains Resources,
and does not participate i operational decision making, including decisions concermng selection of
crude oil purchasers or entering mnto sales or marketing arrangements.

We have a compensation committee, which reviews and makes recommendations regarding the
compensation for the executive officers and admisters our equity compensation plans for officers and
key employees. We also have a governance committee that periodically reviews our governance
guidelines. In addition, our partnership agreement provides for the establishment/activation of a
conflicts committee as circumstances warrant to review conflicts of interest between us and our general
partner or the owners of our general partner. Such a committee would consist of a mimmum of two
members, none of whom can be officers or employees of our general partner or directors, officers or
employees of its affiliates nor owners of the general partner’s interest. Any matters approved by the
conflicts committee will be conclusively deemed to be fair and reasonable to us, approved by all of our
partners, and not a breach by our general partner of any duties owed to us or our unitholders.

Our committee charters and governance guidelines, as well as our Code of Business Conduct and
our Code of Ethics for Senior Financial Officers, are available on our website at www.paalp.com

Report of the Audit Committee

The audit commuttee of Plains All American GP LLC oversees the Partnership’s financial reporting
process on behalf of the board of directors Management has the primary responsibility for the financial
statements and the reporting process including the systems of internal controls.

In fulfilling 1its oversight responsibilities, the audit committee reviewed and discussed with
management the audited financial statements contamed 1n this Annual Report on Form 10-K.

The Partnership’s independent registered public accounting firm, PricewaterhouseCoopers LLP, are
responsible for expressing an opimion on the conformity of the audited financial statements with
generally accepted accounting principles and opinions on management’s assessment and on the
effectiveness of the Partnership’s imternal control over financial reporting The audit commttee
reviewed with PricewaterhouseCoopers LLP their judgment as to the quality, not just the acceptability,
of the Partnership’s accounting principles and such other matters as are required to be discussed with
the audit committee under generally accepted auditing standards.

The audit committee discussed with PricewaterhouseCoopers LLP the matters required to be
discussed by SAS 61 (Codification of Statement on Auditing Standards, AU § 380), as may be modified
or supplemented. The committee receved written disclosures and the letter from
PricewaterhouseCoopers LLP required by Independence Standards Board No 1, Independence
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Discussions with Audit Commuttees, as may be modifted or supplemented, and has discussed with
PricewaterhouseCoopers LLP 1ts independence from management and the Partnership.

Based on the reviews and discussions referred to above, the audit committee recommended to the
board of directors that the audited financial statements be included n the Annual Report on
Form 10-K for the year ended December 31, 2004 for filtng with the SEC

Everardo Goyanes, Chairman
Arthur L. Smith
J Taft Symonds

Directors and Executive Officers

The following table sets forth certain information with respect to the executive officers and
members of the Board of Directors of our general partner. Directors are elected annually Certain
owners of our general partner each have the right to separately designate a member of our board Such
designees are indicated 1n the footnote to the following table.

Name (as ofA1g2731/04) Position with Our General Partner

Greg L Armstrong® . . 46 Charrman of the Board, Chief Executive Officer and
Director

Harry N Pefanis. . ...... 47 President and Chief Operating Officer

Phillip D. Kramer . N 48 Executive Vice President and Chief Financial Officer

George R Comer. .... 54 Senior Group Vice President

W David Duckett . . ... .. 49 President—PMC (Nova Scotia) Company

Mark E Shires . . .. 47 Sentor Vice Prestdent—Operations

Alfred A. Lindseth . ... .. 35 Senior Vice President—Technology, Process & Risk
Management

Lawrence J Dreyfuss . ... 50 Vice President, Associate General Counsel and Assistant

Secretary; Vice President, General Counsel and
Secretary of PMC (Nova Scotia) Company (the general
partner of Plains Marketing Canada, L.P)

James B. Fryfogle ... .. 53 Vice President—Lease Operations

Jim G. Hester .... .. 45 Vice President—Acquisitions

Tim Moore ... .. . 47 Vice President, General Counsel and Secretary

Dantel J. Nerbonne e 47 Vice President—Engineering

John F Russell . . ... . 56 Vice Presitdent—Pipeline Operations

Al Swanson ... .... 40 Vice President and Treasurer

Tma L. Val .. .... .. 35 Vice President—Accounting and Chief Accounting Officer

Troy E. Valenzuela . .. 43 Vice Presitdent—Environmental, Health and Safety

John P vonBerg . ...... 50 Vice Prestdent—Trading

David N. Capobranco®® . 35 Director and Member of Compensation Committee

Everardo Goyanes ...... 60 Director and Member of Audit* Committee

Gary R. Petersen® .. .. 58 Drrector and Member of Compensation* Committee

John T. Raymond® .. .. 34 Director

Robert V. Sinnott® . . . . .. 55 Drrector and Member of Compensation Committee

Arthur L. Smuth .. ... 52 Director and Member of Audit and Governance*
Committees

J. Taft Symonds .. .... 65 Drrector and Member of Governance and Audit
Commuttees

*  Indrcates charman of committee

(M The Amended and Restated Limited Liability Company Agreement of Plains All American GP LLC (as amended, the “LLC
Agreement”) specifies that the Chief Executive Officer of the general partner will be a member of the board of directors
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The LLC Agreement also provides that certamn of the owners of our general partner have the nght to designate a member of
our board of directors Mr Capobianco has been designated by Plains Holdings Inc, which 1s owned by Vulcan Energy
Corporation, of which he 1s Chairman of the board Mr Petersen has been designated by E-Holdings III, L P, an affiliate of
EnCap Investments L P, of which he 1s a Managing Director Mr Raymond has been designated by Sable Investments, L P
Sable Investments, L P 1s controlled by James M Flores, a director of Vulcan Energy Corporation and also the Chairman,
President and Chief Executive Officer of PXP Mr Smnott has been designated by KAFU Holdings, L P, which 1s affihated
with Kayne Anderson Investment Management, Inc, of which he 1s a Vice President See “Security Ownership of Certain
Beneficial Owners and Management and Related Unitholder Matters—Beneficial Ownership of General Partner Interest ”

Greg L Armstrong has served as Chairman of the Board and Chief Executive Officer since our
formation He has also served as a director of our general partner or former general partner since our
formation. In addition, he was President, Chief Executive Officer and director of Plains Resources Inc
from 1992 to May 2001. He previously served Plains Resources as: President and Chief Operating
Officer from October to December 1992; Executive Vice President and Chief Financial Officer from
June to October 1992, Senior Vice President and Chief Financial Officer from 1991 to 1992, Vice
President and Chief Financial Officer from 1984 to 1991, Corporate Secretary from 1981 to 1988, and
Treasurer from 1984 to 1987. Mr. Armstrong 1s also a director of Varco International, Inc.

Harry N Pefarus has served as President and Chief Operating Officer since our formation He was
also a director of our former general partner In addition, he was Executive Vice President—Midstream
of Plains Resources from May 1998 to May 2001. He previously served Plains Resources as Senior
Vice President from February 1996 until May 1998, Vice President—Products Marketing from 1988 to
February 1996; Manager of Products Marketing from 1987 to 1988, and Special Assistant for Corporate
Planning from 1983 to 1987. Mr. Pefanis was also President of several former midstream subsidianies of
Plains Resources until our formation m 1998

Phillip D. Kramer has served as Executive Vice President and Chief Financial Officer since our
formation. In addition, he was Executive Vice President and Chief Financial Officer of Plains
Resources from May 1998 to May 2001 He previously served Plains Resources as Senior Vice
President and Chief Financial Officer from May 1997 until May 1998, Vice President and Chief
Financial Officer from 1992 to 1997, Vice President from 1988 to 1992; Treasurer from 1987 to
March 2001; and Controller from 1983 to 1987.

George R. Comer has served as Senior Group Vice President since February 2004 and as Senior
Vice President from our formation to February 2004 In addition, he was Vice President of Plains
Marketing & Transportation Inc., from November 1995 until our formation mn 1998 Prior to joining
Plains Marketing & Transportation Inc, he was Senior Vice President, Marketing with Scurlock
Permian Corp

W. David Duckett has been President of PMC (Nova Scotia) Company since June 2003, and
Executive Vice President of PMC (Nova Scotia) Company from July 2001 to June 2003 Mr Duckett
was previously with CANPET Energy Group Inc since 1985, where he served in various capacities,
including most recently as President, Chief Executive Officer and Chairman of the Board

Mark F Shires has served as Senior Vice President—Operations since June 2003 and as Vice
President—Operations from August 1999 to June 2003. He served as Manager of Operations from
April 1999 to August 1999 In addition, he was a business consultant from 1996 until April 1999 He
served as a consultant to Plains Marketing & Transportation Inc. and Plains All American Pipeline, LP
from May 1998 until April 1999. He previously served as President of Plains Terminal & Transfer
Corporation, from 1993 to 1996.

Alfred A Lindseth has served as Senior Vice President—Technology, Process & Risk Management
since June 2003 and as Vice President—Admimstration from March 2001 to June 2003 He served as
Risk Manager from March 2000 to March 2001 He previously served PricewaterhouseCoopers LLP 1n
1its Financial Risk Management Practice section as a Consultant from 1997 to 1999 and as Principal
Consultant from 1999 to March 2000. He also served GSC Energy, an energy risk management
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brokerage and consulting firm, as Manager of 1ts O1l & Gas Hedging Program from 1995 to 1996 and
as Director of Research and Trading from 1996 to 1997

Lawrence J. Dreyfuss has served as Vice President, Associate General Counsel and Assistant
Secretary of our general partner since February 2004 and as Associate General Counsel and Assistant
Secretary of our general partner from June 2001 to February 2004 and held a senior management
position in the Law Department since May 1999 In addition, he was a Vice President of Scurlock
Permian LLC from 1987 to 1999.

James B Fryfogle has served as Vice President—Lease Operations since July 2004. Prior to joining
us 1n January 2004, Mr. Fryfogle served as Manager of Crude Supply and Trading for Marathon
Ashland Petroleum. Mr. Fryfogle had held numerous positions of increasing responsibility with
Marathon Ashland Petroleum or 1its affiliates or predecessors since 1975

Jim G. Hester has served as Vice Presitdent—Acquisitions since March 2002. Prior to jomning us,
Mr Hester was Senior Vice President—Special Projects of Plains Resources From May 2001 to
December 2001, he was Senior Vice President—Operations for Plains Resources. From May 1999 to
May 2001, he was Vice President—Business Development and Acquisitions of Plains Resources He was
Manager of Business Development and Acquisitions of Plains Resources from 1997 to May 1999,
Manager of Corporate Development from 1995 to 1997 and Manager of Special Projects from 1993 to
1995. He was Assistant Controller from 1991 to 1993, Accounting Manager from 1990 to 1991 and
Revenue Accounting Supervisor from 1988 to 1990

Tim Moore has served as Vice President, General Counsel and Secretary since May 2000 In
addition, he was Vice President, General Counsel and Secretary of Plains Resources from May 2000 to
May 2001. Prior to joining Plains Resources, he served in various positions, including General
Counsel—Corporate, with TransTexas Gas Corporation from 1994 to 2000. He previously was a
corporate attorney with the Houston office of Weil, Gotshal & Manges LLP Mr Moore also has seven
years of energy industry experience as a petroleum geologist.

John FE Russell has served as Vice President—Pipeline Operations since July 2004 Prior to jomning
PAA, Mr. Russell served as Vice President of Business Development & Joint Interest for ExxonMobil
Pipeline Company. Mr. Russell had held numerous positions of increasing responsibility with
ExxonMobil Pipeline Company or 1ts affiliates or predecessors since 1974

Daniel J Nerbonne has served as Vice President—Engineering since February 2005. Prior to joining
us, Mr. Nerbonne was General Manager of Portfolio Projects for Shell O1l Products US from
January 2004 to January 2005 and served 1n various capacities, including General Manager of
Commercial and Joint Interest, with Shell Pipeline Company or its predecessors from 1998 From 1980
to 1998 Mr Nerbonne held numerous positions of increasing responsibility 1n engineering, operations,
and business development, including Vice President of Business Development from December 1996 to
April 1998, with Texaco Trading and Transportation or 1its affiliates.

Al Swanson has served as Vice President and Treasurer since February 2004 and as Treasurer from
May 2001 to February 2004. In addition, he held finance related positions at Plains Resources including
Treasurer from February 2001 to May 2001 and Director of Treasury from November 2000 to
February 2001. Prior to joining Plains Resources, he served as Treasurer of Santa Fe Snyder
Corporation from 1999 to October 2000 and 1n various capacities at Snyder Oil Corporation including
Director of Corporate Finance from 1998, Controller—SOCO Offshore, Inc from 1997, and
Accounting Manager from 1992. Mr Swanson began his career with Apache Corporation 1n 1986
serving 1n internal audit and accounting.

Tina L Val has served as Vice President—Accounting and Chief Accounting Officer since
June 2003. She served as Controller from April 2000 until she was elected to her current position.
From January 1998 to January 2000, Ms Val served as a consultant to Conoco de Venezuela S A. She
previously served as Senior Financial Analyst for Plains Resources from October 1994 to July 1997.
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Troy E. Valenzuela has served as Vice President—Environmental, Health and Safety, or EH&S,
since July 2002, and has had oversight responsibility for the environmental, safety and regulatory
compliance efforts of us and our predecessors for the last 12 years. He was Director of EH&S with
Plains Resources from January 1996 to June 2002, and Manager of EH&S from July 1992 to
December 1995 Prior to his time with Plains Resources, Mr. Valenzuela spent seven years with
Chevron USA Production Company 1n various EH&S roles

John P vonBerg has served as Vice President of Trading since May 2003 and Director of these
activities since joinng us in January of 2002. He was with Genesis Energy in differing capacities as a
Director, Vice Chairman, President and CEO from 1996 through 2001, and from 1993 to 1996 he
served as a Vice President and a Crude Oil Manager for Phibro Energy USA. Mr. VonBerg began his
career with Marathon O1l Company, spending 13 years in various disciplines.

David N Capobwuanco has served as a director of our general partner since July 2004.
Mr. Capobianco 1s Chairman of the board of directors of Vulcan Energy Corporation and a Managing
Director of Vulcan Capital, an affiliate of Vulcan Inc, where he has been employed since April 2003.
Previously, he served as a Vice President of Greenhill Capital from July 2001 to April 2003 and a
Vice President of Harvest Partners from July 1995 to January 2001.

Everardo Goyanes has served as a director of our general partner or former general partner since
May 1999. Mr. Goyanes has been President and Chief Executive Officer of Liberty Energy Holdings
LLC (an energy investment firm) since May 2000. From 1999 to May 2000, he was a financial
consultant speciahizing 1n natural resources. From 1989 to 1999, he was Managing Director of the
Natural Resources Group of ING Barings Furman Selz (a banking firm). He was a financial consultant
from 1987 to 1989 and was Vice President—Finance of Forest Oil Corporation from 1983 to 1987.

Mr. Goyanes received a BA 1in Economics from Cornell University and a Masters degree in Finance
(honors) from Babson Institute.

Gary R. Petersen has served as a director since June 2001 Mr. Petersen co-founded EnCap Investments
L.P. (an investment management firm) and has been a Managing Director and principal of the firm since
1988. He had previously served as Semor Vice President and Manager of the Corporate Finance Division
of the Energy Banking Group for RepublicBank Corporation. Prior to his position at RepublicBank, he was
Executive Vice President and a member of the Board of Directors of Nicklos Oil & Gas Company 1n
Houston, Texas from 1979 to 1984. He served from 1970 to 1971 i the U.S. Army as a First Lieutenant n
the Fimance Corps and as an Army Officer 1n the National Security Agency. He 1s also a director of Equus
IT Incorporated.

John T Raymond has served as a director since June 2001. He has been a director and the Chief
Executive Officer of Vulcan Energy Corporation since July 2004. Mr Raymond has served as President and
Chief Executive Officer of Plains Resources since December 2002. Prior thereto, Mr Raymond served as
Executive Vice President and Chief Operating Officer of Plans Resources from May 2001 to
November 2001 and President and Chief Operating Officer since November 2001 Mr Raymond also
served as President and Chief Operating Officer of Plains Exploration and Production from December 2002
to March 2004. He was Director of Corporate Development of Kinder Morgan, Inc from January 2000 to
May 2001. He served as Vice President of Corporate Development of Ocean Energy, Inc from April 1998
to January 2000. He was Vice President of Howard Wel Labouisse Friedrichs, Inc. from 1992 to
April 1998.
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Robert V Sinnott has served as a director of our general partner or former general partner since
September 1998 Mr. Sinnott has been a Sentor Managing Director of Kayne Anderson Capital
Advisors, L.P. (an investment management firm) since 1996, and was a Managing Director from 1992 to
1996 He is also a vice president of Kayne Anderson Investment Management Inc., the general partner
of Kayne Anderson Capital Advisors, L.P. He was Vice President and Senior Securities Officer of the
Investment Banking Division of Citibank from 1986 to 1992 He 1s also a director of Glacier Water
Services, Inc. (a vended water company) Mr Sinott was previously a director of Plains Resources

Arthur L. Snuth has served as a director of our general partner or former general partner since
February 1999. Mr Smith is Chairman and CEO of John S Herold, Inc. (a petroleum research and
consulting firm), a position he has held since 1984. From 1976 to 1984 Mr Smith was a securities
analyst with Argus Research Corp., The First Boston Corporation and Oppenheimer & Co., Inc.

Mr. Smith has prior public board experience with Pioneer Natural Resources, Cabot O1l & Gas
Corporation and Evergreen Resources, Inc. Mr Smuth holds the CFA designation. He serves on the
board of non-profit Dress for Success Houston and the Board of Visitors for the Duke Nicholas School
of the Environment and Earth Sciences. Mr. Smith received a BA from Duke Unwersity and an MBA
from NYU'’s Stern School of Business.

J Taft Symonds has served as a director since June 2001 Mr Symonds 1s Chairman of the Board
of Symonds Trust Co Ltd (an mvestment firm) and Chairman of the Board of Tetra Technologies, Inc.
(an oilfield services firm). From 1978 to 2004 he was Chairman of the Board and Chief Financial
Officer of Maurice Pincoffs Company, Inc. (an international marketing firm). Mr Symonds was
previously a director of Plains Resources. Mr Symonds has a background in both investment and
commercial banking, including merchant banking in New York, London and Hong Kong with Paine
Webber Jackson & Curtis, Robert Fleming Group and Banque de la Societe Financiere Europeenne
He 1s a director of Intercorr International and President of the Houston Arboretum and Nature
Center Mr Symonds recewved a BA from Stanford Unwversity and an MBA from Harvard

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities and Exchange Act of 1934 requires directors, officers and persons
who beneficially own more than ten percent of a registered class of our equity securities to file with the
SEC and the New York Stock Exchange initial reports of ownership and reports of changes in
ownership of such equity securities. Such persons are also required to furnish us with copies of all
Section 16(a) forms that they file.

Based solely upon a review of the copies of Forms 3, 4 and 5 furnished to us, or written
representations from certain reporting persons that no Forms 5 were required, we believe that our
officers and directors complied with all filing requirements with respect to transactions 1n our equity
securities during 2004, except as follows: Mr. Valenzuela filed a late Form 4 related to the vesting of
phantom umts under the 1998 LTIP, Mr VonBerg filed a one-day late Form 3, and Mr. Swanson and
Paul G. Allen each timely filed a Form 5 reporting a transfer in 2004 (reportable on Form 4) of 1,109
units 1n connection with the vesting of an employee equity grant.
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Management Team/Canadian Officers

The following table sets forth certain information with respect to other members of our
management team and officers of the general partner of our Canadian operating partnership.

Age Position with Our General Partner/
Name (as of 12/31/04) Canadian General Partner
Management Team:
A. Patrick Diamond . . . 32 Manager—Special Projects
Canadian Officers:
D. Mark Alenius . 45 Vice President and Chief Financial Officer of PMC (Nova
Scotia) Company
Ralph R. Cross . ... 49 Vice President—Business Development of PMC (Nova
Scotia) Company
Ronald H. Gagnon.. . .. 46 Vice President—Operations of PMC (Nova Scotia)
Company
MD (Mike) Hallahan . 44 Vice President—Crude Oil of PMC (Nova Scotia)
Company
Richard (Rick) Henson. 50 Vice President—Corporate Services of PMC (Nova Scotia)
Company
Ron E Wunder .. .. 36 Vice President—LPG of PMC (Nova Scotia) Company

A Patnck Duamond has served as Manager—Special Projects smce June 2001 In addition, he was
Manager—Special Projects of Plains Resources from August 1999 to June 2001. Prior to joining Plains
Resources, Mr. Diamond served Salomon Smuth Barney Inc. in its Global Energy Investment Banking
Group as an Associate from July 1997 to May 1999 and as a Financial Analyst from July 1994 to
June 1997.

D Mark Alenwus has served as Vice President and Chief Financial Officer of PMC (Nova Scotia)
Company since November 2002. In addition, Mr Alenius was Managing Director, Finance of PMC
(Nova Scotia) Company from July 2001 to November 2002. Mr Alenius was previously with CANPET
Energy Group Inc. where he served as Vice President, Finance, Secretary and Treasurer, and was a
member of the Board of Directors Mr Alenus joined CANPET 1n February 2000. Prior to joining
CANPET Energy, Mr Alenius briefly served as Chief Financial Officer of Bromley-Marr ECOS Inc.,
a manufacturing and processing company, from January to July 1999. Mr Alenius was previously with
Koch Industries, Inc.’s Canadian group of businesses, where he served m various capacities, including
most recently as Vice-President, Finance and Chief Financial Officer of Koch Pipelines Canada, Ltd

Ralph R Cross has been Vice President of Business Development of PMC (Nova Scotia) Company
since July 2001. Mr. Cross was previously with CANPET Energy Group Inc. since 1992, where he
served in various capacities, including most recently as Vice President of Business Development

Ronald H Gagnon has been Vice President, Operations of PMC (Nova Scotia) Company since
January 2004, Managing Director, Information and Transportation Services from June 2003 to
January 2004 and Director, Information Services from July 2001 to May 2003. Mr. Gagnon was
previously with CANPET Energy Group Inc. since 1987, where he served in various capactties,
including Vice President, Producer Services.

M D (Mike) Hallahan has served as Vice President, Crude Oil of PMC (Nova Scotia) Company
since February 2004 and Managing Director, Facilities from July, 2001 to February, 2004 He was
previously with CANPET Energy Group Inc where he served in various capactties since 1996, most
recently General Manager, Facilities.
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Richard (Rick) Henson joined PMC (Nova Scotia) Company in December 2004 as Vice President
of Corporate Services. Mr. Henson was previously with Nova Chemicals Corporation, serving in various
executive positions from 1999 through 2004, mcluding Vice President, Petrochemicals and Feedstocks,
and Vice President, Ethylene and Petrochemicals Business.

Ron F Wunder has served as Vice President, LPG of PMC (Nova Scotia) Company since
February 2004 and as Managing Director, Crude Oil from July 2001 to February 2004. He was
previously with CANPET Energy Group Inc since 1992, where he served 1n various capacities,
including most recently as General Manager, Crude Ol

Item 11. Executive Compensation

The following table sets forth certain compensation information for our Chief Executive Officer
and the four other most highly compensated executive officers in 2004 (the “Named Executive
Officers”) We reimburse our general partner and 1ts affihates for expenses mcurred on our behalf,
ncluding the costs of officer compensation. The Named Executive Officers have also recewved certain
equity-based awards from our general partner, which awards (other than awards under the Long-Term
Incentive Plans) are not subject to reimbursement by us See “—Long-Term Incentive Plan” and
“Certain Relationships and Related Transactions—Transactions with Related Parties.”

Long-Term
Compensation

Annual Compensation e — All Other

Name and Principal Position Year Salary Bonus LTIP Payout Compensation

Greg L. Armstrong . ... ........... 2004 $330,000 $1,800,000 $1,692,600 $13,930M
Chairman and CEO 2003 330,000 1,000,000 — 12,930
2002 330,000 600,000 — 11,930

Harry N. Pefamis .. .... .......... 2004 $235,000 $1,500,000 $1,674,600 $13,875M
President and COO 2003 235,000 800,000 452,400 12,875
2002 235,000 475,000 — 11,875

Phillip D. Kramer .. . ... e e 2004 $200,000 $850,000  $1,209,000 $13,745M
Executive VP. and CFO 2003 200,000 500,000 — 12,745
2002 200,000 275,000 — 11,745

George R Coiner . ................ 2004  $200,000 $1,061,000® $1,643,138 $13,7300
Senior Group Vice President 2003 200,000 719,600 226,200 12,730
2002 200,000 451,000 — 11,651

W David Duckett® .. ... ..., ... ... 2004 $204,161 $933,505® $— $26,541)
President—PMC 2003 190,658 72488314 — —
(Nova Scotia Company) 2002 163,891 270,070 — —

™ Our general partner matches 100% of employees’ contributions to 1ts 401(k) Plan 1n cash, subject to certain limitations mn the
plan Includes $13,000 1n such contributions for 2004 The remaining amount represents premium payments on behalf of the
Named Executive Officer for group term life insurance The amount shown does not include the value of perquisites and
other benefits because they do not exceed $50,000 in the aggregate

@ Includes quarterly bonuses aggregating $561,000, $469,600 and $361,000 and an annual bonus of $500,000, $250,000 and
$90,000 for 2004, 2003 and 2002, respectively The annual bonuses are payable 60% at the time of award and 20% in each of
the two succeeding years For the quarterly bonuses, Mr Coiner participates 1n a quarterly bonus arrangement based on
EBITDA from our commercial activities during the quarter Other participants include approximately 73 employees in the
marketing and business development group For 2004, the quarterly bonus pool totaled approximately $4 4 million

®  Salary and bonus for Mr Duckett are presented in US dollar equivalent, based on the exchange rates in effect on the dates
payments were made
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*)  The 2004 bonus amount includes $798,151 under a bonus program established at the time of the CANPET acqusition and
$135,354 under a special 2004 retention bonus associated with the CANPET acquisition Under the bonus program at PMC
(Nova Scotia) Company established at the time of the CANPET purchase, all employees of PMC (Nova Scotia) Company
are ehigible to participate The plan 1s based on EBITDA, and includes a quarterly bonus pool consisting of 4% of quarterly
EBITDA and an annual bonus pool consisting of 6% of EBITDA

®  Employer contributions to PMC (Nova Scotia) Company savings plan

Employment Contracts and Termination of Employment and Change-in-Control Arrangements

Messrs Armstrong and Pefanis have employment agreements with our general partner
Mr. Armstrong 1s employed as Charrman and Chief Executive Officer. The imitial three-year term of
Mr. Armstrong’s employment agreement commenced on June 30, 2001, and 1s automatically extended
for one year on June 30 of each year (such that the term is reset to three years) unless Mr. Armstrong
receives notice from the Chairman of the Compensation Commuttee that the Board of Directors has
elected not to extend the agreement. Mr Armstrong has agreed, during the term of the agreement and
for five years thereafter, not to disclose (subject to typical exceptions) any confidential information
obtained by him while employed under the agreement. The agreement provided for a base salary of
$330,000 per year, subject to annual review In February 2005, the annual salary was mcreased to
$375,000 If Mr. Armstrong’s employment 1s terminated without cause, he will be entitled to receive an
amount equal to his annual base salary plus his highest annual bonus, multiplied by the lesser of (1) the
number of years (including fractional years) remaimning on the agreement and (1i) two. If
Mr. Armstrong terminates his employment as a result of a change m control he will be entitled to
recewve an amount equal to three times the aggregate of his annual base salary and highest annual
bonus Under Mr Armstrong’s agreement, a “change of control” 1s defined to mclude (1) the
acquusition by an entity or group (other than Plains Resources and 1ts wholly owned subsidiaries) of
50% or more of our general partner or (11) the existing owners of our general partner ceasing to own
more than 50% of our general partner If Mr. Armstrong’s employment 1s terminated because of his
death, a lump sum payment will be paid to his designee equal to his annual salary plus his highest
annual bonus, multiplied by the lesser of (1) the number of years (1ncluding fractional years) remaining
on the agreement and (i1) two. Under the agreement, Mr Armstrong will be reimbursed for any excise
tax due as a result of compensation (parachute) payments

Mr. Pefanis is employed as President and Chief Operating Officer The initial three-year term of
Mr. Pefanis’ employment agreement commenced on-June 30, 2001, and 1s automatically extended for
one year on June 30 of each year (such that the term is reset to three years) unless Mr. Pefanis
recewves notice from the Chairman of the Board of Directors that the Board has elected not to extend
the agreement. Mr. Pefanis has agreed, duning the term of the agreement and for one year thereafter,
not to disclose (subject to typical exceptions) any confidential information obtamned by him while
employed under the agreement. The agreement provided for a base salary of $235,000 per year, subject
to annual review. In February 2005, the annual salary was increased to $300,000 The provisions in
Mr Pefanis’ agreement with respect to termination, change in control and related payment obhigations
are substantially similar to the parallel provisions in Mr. Armstrong’s agreement.

1998 Long-Term Incentive Plan

Our general partner has adopted the Plains All American GP LLC 1998 Long-Term Incentive Plan
(the “1998 LTIP”) for employees and directors of our general partner and 1its affihates who perform
services for us Awards contemplated by the 1998 LTIP include phantom units and unit options. The
1998 LTIP currently permits the grant of phantom units and unit options covering an aggregate of
1,425,000 common units delivered upon vesting of such phantom units or unit options. No options have
been granted under the plan The plan 1s administered by the Compensation Commuttee of our general
partner’s board of directors Our general partner’s board of directors has the right to alter or amend
the 1998 LTIP or any part of the plan from time to time, including, subject to any applicable NYSE
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listing requirements, increasing the number of common units with respect to which awards may be
granted; provided, however, that no change in any outstanding grant may be made that would
matenally impair the nghts of the participant without the consent of such participant

Common units to be delivered upon the vesting of nghts may be common units acquired by our
general partner in the open market or in private transactions, common umnts already owned by our
general partner, or any combination of the foregoing Our general partner will be entitled to
reimbursement by us for the cost incurred in acquirtng common units. In addition, over the term of the
plan we may issue new common units to satisfy delivery obligations under the grants. When we issue
new common units upon vesting of grants, the total number of common units outstanding increases.

Phantom Units. A phantom unit entitles the grantee to receive, upon the vesting of the phantom
unit, a common unit (or cash equivalent, depending on the terms of the grant). A substantial number
of phantom units have vested 1n 2003 and 2004 As of December 31, 2004, giving effect to vested
grants, grants of approximately 134,000 unvested phantom units under the 1998 LTIP remain
outstanding to employees, officers and directors of our general partner. The Compensation Commuttee
may, 1n the future, make additional grants under the plan to employees and directors contaiming such
terms as the Compensation Committee shall determine, including tandem distribution equivalent rights
with respect to phantom units.

Other than grants to directors (discussed below), none of the phantom units vested until
November 2003 Since that time, approximately 927,000 phantom umts have vested. Including grants to
directors, approximately 418,000 units have been purchased and delivered or 1ssued 1n satisfaction of
vesting, after payment of cash-equivalents and netting for taxes As a result of the vesting of these
awards, we recognized an expense of approximately $28.8 mullion during 2003 and an additional
expense of approximately $7 9 million during 2004

The 1ssuance of the common units upon vesting of phantom units 1s primarily intended to serve as
a means of incentive compensation for performance. Therefore, no consideration 1s paid to us by the
plan participants upon receipt of the common units

Grants of 5,000 phantom units were made 1n 2002 to each non-employee director of our general
partner. These units vest and are payable in 25% increments on each anmversary of June 8, 2001. The
first three vestings took place on June 8 of 2002, 2003 and 2004. See “—Compensation of Directors.”

The following table shows the vesting of phantom units granted under the 1998 LTIP to the
Named Executive Officers

2003 2004 Remainming Unvested
Vesting Vesting Grants®
Total

Name Units Umits Value® Units Value®® Units Value®
Greg L. Armstrong .. ... 70,000 — — 52500 $1,692,600 17,500 $660,450
Harry N Pefanis . R 70,000 15,000 $452,400 52,500 $1,674,600 2,500 $ 94,350
Phillip D. Kramer ... .. c.. 50,000 — — 37,500 $1,209,000 12,500 $471,750
George R Comer . .. .. 67,500 7,500 $226,200 50,625 $1,643,138 9,375 $353,813

W David Duckett .. ... ... — — — — — _

M As of vesting dates

@ With respect to remaining grants, vesting 1s contingent upon our achieving a specified distribution threshold of $2 50
annualized Amounts shown do not include grants approved mn 2005

@) As if vested on December 31, 2004, at a market closing price of $37 74 per unit

Unit Option Plan  The umt option plan under our 1998 LTIP currently permits the grant of
options covering common units No grants have been made under the umt option plan to date.
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However, the Compensation Committee may, 1n the future, make grants under the plan to employees
and directors containing such terms as the committee shall determine, provided that unit options have
an exercise price equal to the fair market value of the units on the date of grant

2005 Long-Term Incentive Plan

In January 2005, our unitholders approved the 2005 Plains All American GP LLC Long-Term
Incentive Plan (the “2005 LTIP”). The 2005 LTIP provides for awards to our employees and directors
Awards contemplated by the 2005 LTIP include phantom units, restricted units, unit appreciation rights
and unit options, as determined by the Compensation Commuttee (each an “Award”) Up to 3,000,000
units may be 1ssued n satisfaction of Awards Certain Awards may also include, 1n the discretion of the
Compensation Commuittee, a “distribution equivalent right,” or “DER,” that entitles the grantee to a
cash payment, either while the Award 1s outstanding or upon vesting, equal to any cash distributions
paid on a umt while the Award 1s outstanding

Common units to be delivered upon the vesting of rights may be common umts acquired by our
general partner mn the open market or 1n private transactions, common units already owned by our
general partner, or any combination of the foregoing. Our general partner will be entitled to
reimbursement by us for the cost incurred 1 acquiring common units In addition, over the term of the
plan we may 1ssue new common units to satisfy delivery obligations under the grants. When we 1ssue
new common units upon vesting of grants, the total number of common units outstanding increases

The Compensation Commuittee and Board of Directors have approved grants under the 2005 LTIP
of phantom units with associated DERs to the Named Executive Officers as follows: Mr Armstrong—
300,000 phantom units, Mr. Pefanis—200,000 phantom units; Mr Kramer—100,000 phantom units,

Mr Coiner—80,000 phantom umnits; and Mr. Duckett—75,000 phantom units The phantom units for
Messrs Armstrong and Pefanis will vest incrementally solely upon achievement by the Partnership of
annualized distributions of $2 60, $2.80 and $3.00 per unit and continued employment of at least 2, 4
and 5 years, respectively and any phantom units unvested after seven years will be forfeited The
phantom units granted to Messrs Kramer, Comer and Duckett are also subject to incremental vesting
upon attainment of similar distribution thresholds and similar mimimum years of continued
employment, provided however that any remaining unvested units will fully vest after six years.

The 1ssuance of the common umits upon vesting of phantom units is primarily intended to serve as
a means of incentive compensation for performance. Therefore, no consideration 1s paid to us by the -
plan participants upon receipt of the common units.

Other Equity Grants

Certaimn other employees and officers have also recerved grants of equity not associated with the
LTIP’s described above, and for which we have no direct cost or reimbursement obligations. For
example, 1n 2001 our general partner established a Performance Option Plan funded by common units
owned by the general partner See “Certain Relationships and Related Transactions—Transactions with
Related Parties ”

New tax rules concerning deferred compensation became effective January 1, 2005. We intend to
operate all of our equity plans, and make any amendments thereto that may be necessary, for the plans
and awards granted thereunder to comply with this new law.

Compensation of Directors

Each director of our general partner who 1s not an employee of our general partner 1s reimbursed
for any travel, lodging and other out-of-pocket expenses related to meeting attendance or otherwise
related to service on the board (including, without hmitation, reimbursement for continuing education
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expenses). Each non-employee director 1s currently paid an annual retainer fee of $45,000. In 2001,
Messrs. Goyanes and Smith each received $10,000 for their service on a special committee of the Board
of Directors of our former general partner. Mr. Armstrong 1s otherwise compensated for his services as
an employee and therefore receives no separate compensation for his services as a director. Each
committee chairman (other than the Audit Commuttee) receives $2,000 annually. The chairman of the
Audit Commuttee receives $30,000 annually, and the other members of the Audit Commuttee receive
$15,000 annually. Mr. Petersen assigns any compensation he recewves 1 his capacity as a director to
EnCap Energy Capital Fund I1I, L.P (EnCap III), which 1s controlled by EnCap Investments L P, of
which Mr. Petersen 18 a Managing Director. Mr Capobianco assigns any compensation he receives 1n
his capacity as a director to Vulcan Capatal

Except as described below, each non-employee director has received an LTIP award of 5,000 units
1n the aggregate These units vest annually 1n 25% 1ncrements, subject to an automatic re-grant of the
amount vested, such that the director will always have outstanding an award of 5,000 umts For
Mr. Peterson and Mr. Capobianco, a cash equivalent payment will be made to EnCap III and Vulcan
Capital, respectively, upon any vesting The units vest mn full upon the death or disability (as
determined by the board) of the director. For any “independent” directors (as defined 1n the Third
Amended and Restated Limited Liability Company Agreement of Plains All American GP LLC, as
amended, and currently including Messrs Goyanes, Smith and Symonds), the units will also vest full 1f
such director (1) retires (no longer with full-time employment and no longer serving as an officer or
director of any public company) or (1) 1s removed from the Board or 1s not reelected to the Board,
unless such removal or failure to reelect 1s for “good cause,” as defined 1n the letter granting the
phantom units

Reimbursement of Expenses of Our General Partner and its Affiliates

We do not pay our general partner a management fee, but we do reimburse our general partner
for all expenses mncurred on our behalf, including the costs of employee, officer and director
compensation and benefits, as well as all other expenses necessary or appropriate to the conduct of our
business. Our partnership agreement provides that our general partner will determine the expenses that
are allocable to us 1n any reasonable manner determimed by our general partner 1n 1ts sole discretion.
See “Certain Relationships and Related Transactions.”

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Unitholders’
Matters

Beneficial Ownership of Limited Partner Interest

Our common units outstanding represent 98% of our equity (limited partner interest). The 2%
general partner interest 1s discussed separately below under the caption “Beneficial Ownership of
General Partner Interest.” The following table sets forth the beneficial ownership of imited partner
units held by beneficial owners of 5% or more of the units, by directors and the Chief Executive
Officer and the four other most highly compensated executive officers in 2004 (the “Named Executive
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Officers”) of our general partner and by all directors and executive officers as a group as of
February 25, 2005.

Percentage
of
Common Common
Name of Beneficial Owner Units Umnts®V
Paul G Allen 13,688,400 20 2%
Vulcan Energy Corporation 12,390,120 18 3%
Richard Kayne/Kayne Anderson Capital Advisors, L P 5,470,321® 81%
Greg L Armstrong 213,9926)6)(7) ®)
Harry N Pefanis 145,0276)D) ®)
George R Comer 54,2766 ®
Philhp D Kramer 89,6007 ®
W David Duckett 119,541 ®)
David N Capobianco —® ®)
Everardo Goyanes 7,450 ®)
Gary R Petersen 5,700¢1® ®
John T Raymond 403,11709 ®)
Robert V Sinnott 13,75002) ®
Arthur L Smith 10,000 ®
J Taft Symonds 18,750 ®
All directors and executive officers as a group (23 persons) 1,250,769 18%

()

@

3)

)

)

®)

M

Limited partner units constitute 98% of our equity, with the remaining 2% held by our general partner Amounts shown
include the 575,000 umts 1ssued 1n a private placement on February 25, 2005 to Plains Holdings II Inc The beneficial
ownership of our general partner 1s set forth in the table below under the caption “Beneficial Ownership of General Partner
Interest ” Giving effect to the indirect ownership by Vulcan Energy Corporation of a portion of our general partner,

Mr Allen may be deemed to beneficially own approximately 20 7% of our total equity Mr Allen disclaims any deemed
beneficial ownership, beyond his pecuniary interest, in any of our partner interests held by Vulcan Energy Corporation or
any of 1ts affiliates

Mr Allen owns approximately 88 38% of the outstanding shares of common stock of Vulcan Energy Corporation Vulcan
Energy Corporation 1s the indirect sole stockholder of Plains Holdings Inc See Note 3 below Mr Allen also controls Vuican
Capital Private Equity I LLC (“Vulcan LLC”), which 1s the record holder of 1,298,280 common umts The address for

Mr Alien, Vulcan Energy Corporation and Vulcan LLC 1s 505 Fifth Avenue S, Suite 900, Seattle, Washington 98104

Mr Allen disclaims any deemed beneficial ownership, beyond his pecumary interest, in any of our partner interests held by
Vulcan Energy or any of 1its affihates

Vulcan Energy Corporation 1s the indirect sole stockholder of Plains Holdings Inc, our former general partner The common
umts are owned by Plains Holdings Inc and 1its wholly owned subsidiary, Plains Holdings II Inc The address for Plains
Holdings Inc and Plains Holdings IT Inc 1s 700 Lowsiana, Swite 4150, Houston, Texas 77002

Richard A Kayne 1s President, Chief Executive Officer and Director of Kayne Anderson Investment Management, Inc,
which 1s the general partner of Kayne Anderson Capital Advisors, LP (“KACALP”) Various accounts (including KAFU
Holdings, L P, which owns a portion of our general partner) under the management or control of KACALP own 5,234,591
common umts Mr Kayne may be deemed to beneficially own such umts In addition, Mr Kayne directly owns or has sole
voting and dispositive power over 235,730 common umts Mr Kayne disclaims beneficial ownership of any of our partner
interests other than umts held by him or interests attributable to him by virtue of his interests in the accounts that own our
partner nterests The address for Mr Kayne and Kayne Anderson Investment Management Inc 1s 1800 Avenue of the Stars,
2nd Floor, Los Angeles, California 90067

Does not include the approximately 446,000 common umts owned by our general partner, held for the purpose of satisfying
its obligations under the Performance Option Plan Mr Armstrong disclaims any beneficial ownership of such umts beyond
his rights as a grantee under the plan See Item 13 “Certamn Relationships and Related Transactions—Transactions with
Related Parties—Performance Option Plan”

Does not include unvested phantom units granted under the 1998 LTIP or the 2005 LTIP, none of which will vest within
60 days of the date hereof See “Executive Compensation—1998 Long-Term Incentive Plan”

Includes the following vested, unexercised options to purchase common umits under the Performance Option Plan
Mr Armstrong 37,500, Mr Pefams 27,500, Mr Coiner 21,250, Mr Kramer 22,500, directors and officers as a group
161,875
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Less than one percent

The Amended and Restated Limited Liability Company Agreement of Plains All American GP LLC (the “LLC
Agreement”) specifies that certain of the owners of our general partner have the right to designate a member of our board
of directors Mr Capobianco has been designated by Plains Holdings Inc, a wholly owned subsidiary of Plains Resources, of
which he 1s a director and Vice President Mr Capobianco 1s also the Chairman and a Vice President of Vulcan Energy
Corporation Mr Capobianco has the right to receive a performance-based fee based on the performance of the holdings of
Vulcan Energy Corporation Mr Capobianco disclaims any deemed beneficial ownership of our partner interests held by
Vulcan Energy Corporation or any of its affiliates beyond his pecuniary interest therein, if any Mr Capobianco owns an
equity interest 1n, and has an ndirect night to receive a performance-based fee based on the performance of the holdings of,
Vulcan Capital Private Equity I LLC Mr Capobianco disclaims any deemed beneficial ownership of the umits held by
Vulcan Capital Private Equity I LLC beyond his pecumary mterest therem, if any

Pursuant to the LL.C Agreement, Mr Petersen has been designated by E-Holdings I, L P, an affihate of EnCap
Investments L P, of which he 1s a Managing Director Mr Petersen disclaims any deemed beneficial ownership of any of our
partner interests owned by E-Holdmngs III, L P or other affiliates of EnCap Investments L P beyond his pecuniary interest
The address for E-Holdings III, L P 1s 1100 Lousiana, Suite 3150, Houston, Texas 77002

Pursuant to the LL.C Agreement, Mr Raymond has been designated one of our directors by Sable Investments, L P Sable
Investments, L P 1s controlled by James M Flores, a director of Vulcan Energy Corporation and also the Chairman and
Chuef Executive Officer of Plamns Exploration and Production Company (“PXP”) Mr Raymond owns approximately 2% of
the outstanding shares of common stock of Vulcan Energy Corporation Mr Raymond s a director and the Chief Executive
Officer of Vulcan Energy Corporation Mr Raymond disclaims any deemed beneficial ownership of any units held by Sable
Holdings, L P or 1ts affiliates or Vulcan Energy Corporation or 1ts affihates

Pursuant to the LL.C Agreement, Mr Sinnott has been designated one of our directors by KAFU Holdings, L P, which 1s
controlled by Kayne Anderson Investment Management, Inc, of which he 1s a Vice President Mr Smnott disclaims any
deemed beneficial ownership of any umts held by KAFU Holdings, L P or 1ts affiliates, other than through his 4 5% limuted
partner interest in KAFU Holdings, L P The address for KAFU Holdings, L P 1s 1800 Avenue of the Stars, 2nd Floor, Los
Angeles, California 90067
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Beneficial Ownership of General Partner Interest

Plains AAP, L P owns all of our 2% general partner interest and all of our incentive distribution

rights The following table sets forth the effective ownership of Plains AAP, L.P (after giving effect to
proportionate ownership of Plains All American GP LLC, its 1% general partner)

Percentage
Ownership of

Name and Address of Owner Plains AAP
Paul G Allen® ... . ... . .. e e e 44.000%

505 Fifth Avenue S, Suite 900
Seattle, Washmgton 98104

Vulcan Energy Corporation® . ... . . .. ... . . . .. ... 44.000%
777 Walker, Suite 2400
Houston, TX 77002

Sable Investments, LP. . e e .. e 20.000%
700 Milam, Suite 3100
Houston, TX 77002

KAFU Holdings, L P® e . . e e e e e 16.418%
1800 Avenue of the Stars, 2nd Floor
Los Angeles, CA 90067

E-Holdings III, L.P® PR . e . .o 9 000%
1100 Louisiana, Suite 3150
Houston, TX 77002

PAA Management, LP® . .. ... . . C e e 4.000%
333 Clay Street, #1600
Houston, TX 77002

Wachovia Investors, Inc e e . e e e e 3382%
301 South College Street, 12th Floor
Charlotte, NC 28283 ]

Mark E. Strome . ... e 7. e e e e 2 134%
100 Wilshure Blvd., Sulte 1500
Santa Monica, CA 90401

Strome Hedgecap Fund, LP ...... ..... e e e 1.066%
100 Wilshire Blvd., Suite 1500
Santa Monica, CA 90401

O]

@)

(3

)

Mr Allen owns approximately 88 38% of the outstanding shares of common stock of Vulcan Energy Corporation Vulcan
Energy Corporation, through its wholly owned subsidiary, Plains Holdings Inc, owns 44% of the equity of our general
partner Mr Allen disclaims any deemed beneficial ownership, beyond his pecuniary mterest, in any of our partner interests
held by Vulcan Energy Corporation or any of its affiliates

Mr Capobianco disclaims any deemed beneficial ownership of the interests held by Vulcan Energy Corporation beyond his
pecumary mterest therem, if any Mr Raymond disclaims any deemed beneficial ownership of the mterests held by Vulcan
Energy Corporation or any of its affiliates other than through his approximately 2% ownership interest of the outstanding

shares of common stock of Vulcan Energy Corporation

Mr Smnott disclaims any deemed beneficial ownership of the nterests owned by KAFU Holdings, L P other than through
his 4 5% hmted partner interest in KAFU Holdings, L P

Mr Petersen disclaims any deemed beneficial ownership of the interests owned by E-Holdings III, L P beyond his pecuniary
interest
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®)

PAA Management, L P 1s owned entirely by certain members of senior management, including Messrs Armstrong
(approximately 26%), Pefanis (approximately 14 5%), Kramer (approximately 9 5%), Comer (approximately 9 5%) and
Duckett (approximately 4 5%) Other than Mr Armstrong, no directors own any interest n PAA Management, L P Directors
and executive officers as a group own approximately 95% of PAA Management, LP Mr Armstrong disclaims any beneficial
ownership of the general partner interest owned by Plains AAP, L P, other than through his ownership interest in PAA
Management, L P

Equity Compensation Plan Information

Number of Umts to
be Issued upon
Exercise/Vesting of

Weighted Average
Exercise Price of

Number of Units
Remaining Available
for Future Issuance

Outstanding Options,  Outstanding Options, under Equity
Plan Category Warrants and Rights*  Warrants and Rights* Compensation Plans*
(@) (b) (©

Equity compensation plans approved by

unitholders.

1998 Long Term Incentive Plan . 133,625M N/A®) 460,10116)

2005 Long Term Incentive Plan —® N/A®) —0
Equity compensation plans not approved

by unitholders.

1998 Long Term Incentive Plan me) N/A® ©)

Performance Option Plan .. ... ..... ™ 15.91® ®

O]

@

3

)

)

(6)

Q)]

As of December 31, 2004

As orngmally mstituted by our former general partner prior to our mmtial public offering, the 1998 LTIP contemplated
1ssuance of up to 975,000 common umts to satisfy awards of phantom umts Upon vesting, these awards could be satisfied
either by (1) primary 1ssuance of umts by us or (n) cash settlement or purchase of units by our general partner with the cost
reimbursed by us In 2000, the 1998 LTIP was amended, as provided 1n the plan, without umtholder approval to mcrease the
maximum awards to 1,425,000 phantom units, however, we can 1ssue no more than 975,000 new umts to satisfy the awards
Any additional units must be purchased by our general partner in the open market or in private transactions and be
rexmbursed by us As of December 31, 2004, we have issued approximately 381,000 common units 1n satisfaction of vesting
under the 1998 LTIP The number of umts presented i column (a) assumes that all remaming grants will be satisfied by the
1ssuance of new umts upon vesting In fact, a substantial number of phantom umts that vested 1n 2003 and 2004 were
satisfied without the 1ssuance of umts These phantom units were settled in cash or withheld for taxes See “1998 Long-Term
Incentive Plan ” Any umits not 1ssued upon vesting will become “available for future 1ssuance” under column (c)

Phantom umt awards under the 1998 LTIP vest without payment by recipients See “1998 Long-Term Incentive Plan—
Restricted Unit Plan ”

In accordance with Item 201(d) of Regulation S-K, this column (c) excludes the securities disclosed in column (a) However,
as discussed n footnote (1) above, any phantom umts represented 1 column (a) that are not satisfied by the issuance of
umts become “available for future 1ssuance ” See “1998 Long-Term Incentive Plan”

The 2005 Long Term Incentive Plan was approved by our umitholders 1n January 2005 Accordingly, there were no
outstanding awards as of December 31, 2004 In February 2005, the Board of Directors and Compensation Commuttee
approved grants of approximately 1,900,000 phantom umits The 2005 LTIP contemplates issuance or delivery of up to
3,000,000 umits to satisfy awards under the plan

Although awards for units may from time to time be outstanding under the portion of the 1998 LTIP not approved by
umtholders, all of these awards must be satisfied in cash or out of umts purchased by our general partner and reimbursed by
us None will be satisfied by “units issued upon exercise/vesting

Awards for up to 413,750 phantom units may be granted under the portion of the 1998 LTIP not approved by umtholders,
however, no common units are “available for future 1ssuance” under the plan, because all such awards must be satisfied with
cash or out of umts purchased by our general partner and rexmbursed by us

Our general partner has adopted and maintans a Performance Option Plan for officers and key employees pursuant to
which optionees have the night to purchase umts from the general partner The umts that will be sold under the plan were
contributed to the general partner by certan of its owners 1n connection with the transfer of a majonity of our general
partner interest 1n 2001 (the “General Partner Transition”) without economic cost to the Partnership Thus, there will be no
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units “1ssued upon exercise/vesting of outstanding options ” Approximately 391,000 umt options have been granted out of the
450,000 units ongnally available under the plan See footnote (9) below and “—Other Equity Grants ”

®  As of December 31, 2004, the strike price for all outstanding options under the Performance Option Plan was $15 91 per
umit The strike price decreases as distributions are paid Future grants may include different pricing elements See “—Other
Equity Grants ”

©®  1In connection with the General Partner Transition, certamn of the mnvestors in our general partner contributed 450,000
subordmnated units (now converted mto common units) to our general partner to fund the Performance Option Plan Options
for approximately 388,000 units are currently outstanding and approximately 59,000 umits are available for future option
grants

Item 13. Certain Relationships and Related Transactions
Our General Partner

Our operations and activities are managed by, and our officers and personnel are employed by,
our general partner (or, 1n the case of our Canadian operations, PMC (Nova Scotia) Company). We do
not pay our general partner a management fee, but we do reimburse our general partner for all
expenses incurred on our behalf

Our general partner owns the 2% general partner interest and all of the incentive distribution
nights. Our general partner 1s entitled to recewve incentive distributions if the amount we distribute with
respect to any quarter exceeds levels specified in our partnership agreement. Under the quarterly
mcentive distribution provisions, generally our general partner 1s entitled, without duplication, to 15%
of amounts we distribute 1n excess of $0.450 ($1 80 annualized) per unit, 25% of the amounts we
distribute 1n excess of $0.495 ($1.98 annualized) per unit and 50% of amounts we distribute 1n excess of
$0.675 ($2.70 annualized) per unit.

The following table 1illustrates the allocation of aggregate distributions at different per-umit levels'

GP Percentage

Distribution to Distribution Total of Total
Annual Distribution Per Unit UnitholdersV® to GPYO® Distribution® Distribution
$180..... .. e e e e e $126,000 $ 2,571 $128,571 20%
$198 ... . . $138,600 $ 4,795 $143,395 3.3%
$245 .. e e e .. $171,500 $15,762 $187,262 8.4%
$260 ... ..... S e ... -$182,000 -$19,262- $201,262 9.6%
$280 ... . .. e e e $196,000 $28,595 $224,595 12 7%
$3.00 ..... e e e e e $210,000 $42,595 $252,595 16 9%

@ In thousands

@ Assumes 70,000,000 umits outstanding Actual number of units outstanding as of December 31, 2004 was 67,293,108 An
mcrease m the number of units outstanding would increase both the distribution to unitholders and the distribution to the
general partner of any given level of distribution per umit

& Includes distributions attributable to the 2% general partner interest and the incentive distribution rights

Transactions with Related Parties
General

As of December 31, 2004 Vulcan Energy owned an effective 44% of our general partner interest,
as well as approximately 18 3% of our outstanding limited partner units Mr. John Raymond, one of
our directors, 1s a director and the Chief Executive Officer of Vulcan Energy. Mr. Raymond was
designated as a member of our board by Sable Investments, L P., which is controlled by Mr. James C.
Flores Mr Flores 1s a director of Vulcan Energy, and 1s the Chairman and Chief Executive Officer of
Plains Exploration and Production Company (“PXP”’). We have ongoing relationships with Plains
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Resources, a wholly owned subsidiary of Vulcan Energy. These relationships include but are not limited
to:

* a separation agreement entered mnto in 2001 in connection with the transfer of mterests in our
general partner pursuant to which (i) Plains Resources has indemnified us for (a) claims relating
to securities laws or regulations in connection with the upstream or midstream businesses, based
on alleged acts or omissions occurring on or prior to June 8, 2001, or (b) claims related to the
upstream business, whenever arising, and (i) we have indemnified Plains Resources for claims
related to the mudstream business, whenever arising. Plains Resources also has indemnified, and
maintains liability msurance (through June 8, 2007) for the individuals who were, on or before
June 8, 2001, directors or officers of Plains Resources or our former general partner.

* a Pension and Employee Benefits Assumption and Transition Services Agreement that provided
for the transfer to our general partner of the employees of our former general partner and
certain headquarters employees of Plains Resources.

e an Ommbus Agreement that provides for the resolution of certain conflicts arising from the fact
that we and Plains Resources conduct related businesses, including certain non-compete
obligations of Plains Resources.

* a Marketing Agreement with Plains Resources that provides for the marketing of Plains
Resources’ equity crude o1l production (including its subsidiaries that conduct exploration and
production activities.) Under the Marketing Agreement, we purchase for resale at market prices
of Plains Resources equity production for a fee of $0.20 per barrel. The fee 1s subject to
adjustment in November 2006 based on then-existing market conditions. For the year ended
December 31, 2004, Plains Resources produced approximately 2,000 barrels per day that were
subject to the Marketing Agreement. We paid approximately $28.3 million for such production
and recogmzed segment profit of approximately $0 1 million under the terms of that agreement.
In our opimion, these purchases were made at prevailing market prices. Because Plains
Resources divested 1tself of most of its producing properties at the end of 2002, we do not
expect material amounts of crude o1l to be subject to this agreement As currently in effect, the
Marketing Agreement (as well as the Omnibus Agreement described above) will terminate upon
a “change of control” of Plains Resources or our general partner. The recent purchase of Plains
Resources by Vulcan Energy would have constituted a change of control under both the
Marketing Agreement and the Omnibus Agreement. In July 2004, we amended and restated the
Marketing Agreement and the Ommibus Agreement to except the Vulcan transaction from the
change of control provisions

* Plamns Resources has agreed to pay $150,000 in plaintiff’s attorney’s fees 1n connection with the
settlement of certain hitigation in which we are a defendant. See Item 3. “Legal Proceedings”

On December 18, 2002, Plains Resources completed a spin-off of one of its subsidiaries, PXP, to its
shareholders PXP 1s a successor participant to the Plamns Resources Marketing agreement. For the year
ended December 31, 2004, PXP produced approximately 22,000 barrels per day that were subject to the
Marketing Agreement We paid approximately $328.3 million for such production and recognized
segment profit of approximately $1.4 million. In our opinion, these purchases were made at prevailing
market prices. We are also party to a Letter Agreement with Stocker Resources, L.P (now PXP) that
provides that if the Marketing Agreement terminates before our crude o1l sales agreement with Tosco
Refining Co. terminates, PXP will continue to sell and we will continue to purchase PXP’s equity crude
o1l production from the Arroyo Grande field (now owned by a subsidiary of PXP) under the same
terms as the Marketing Agreement until our Tosco sales agreement terminates. In July 2004, we
amended and restated the Marketing Agreement to, among other things, reflect the change n parties
as a result of the spin-off. We sell PXP’s crude under sales contracts that range from one year to seven
years 1n length In October 2004, we further amended the PXP Marketing Agreement to exclude any
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newly acquired properties and to adjust the marketing fee to $0.15 per barrel for any new contracts
entered 1nto after January 1, 2005.

1998 Long-Term Incentive Plan

Our general partner maintains the 1998 LTIP for employees and directors of our general partner
and 1ts affiliates who perform services for us. The 1998 LTIP consists of two components, a restricted
unit plan and a unit option plan The 1998 LTIP permits the grant of restricted units and unit options
covering delvery of an aggregate of 1,425,000 common units No options have been granted under the
plan The plan 1s administered by the compensation committee of our general partner’s board of
directors.

A restricted unit 15 a “phantom” unit that entitles the grantee to recerve a common unit (or cash
equivalent) upon the vesting of the phantom unit. As of December 31, 2004, approximately 418,000
common units have been 1ssued, or purchased and delivered, upon vesting and grants of approximately
134,000 phantom units remamn outstanding to employees, officers and directors of our general partner
See “Management—Executive Compensation.”

2005 Long-Term Incentive Plan

In January 2005, our unitholders approved the 2005 LTIP. The 2005 LTIP provides for awards to
our employees and directors. Awards contemplated by the 2005 LTIP include phantom units, restricted
units, unit appreciation rights and unit options, as determined by the Compensation Commuttee (each
an “Award”). Up to 3,000,000 units may be 1ssued in satisfaction of Awards. Certain Awards may also
mnclude DERs, in the discretion of the Compensation Commuttee. In February 2005, our Board of
Directors and Compensation Commuttee approved grants of approximately 1,900,000 phantom units (a
substantial portion of which include DERSs) under the 2005 LTIP. See “Management—Executive
Compensation ”

Performance Option Plan

In 2001, the owners of the general partner (other than PAA Management, L P) contributed an
aggregate of 450,000 subordinated units (now converted mnto common units) to the general partner to
provide a pool of units available for the grant of options to management and key employees. In that
regard, the general partner adopted the Plans All American 2001 Performanceé Option Plafi, pursuant
to which options to purchase approximately 391,000 units have been granted. Of this amount, 75,000,
55,000, 45,000 and 42,500 were granted to Messrs. Armstrong, Pefanis, Kramer and Coiner,
respectively, and approximately 346,000 to executive officers as a group These options vest 1n 25%
increments based upon achieving quarterly distribution levels on our units of $0 525, $0 575, $0.625 and
$0.675 ($2.10, $2.30, $2.50 and $2.70, annualized). The first such level was reached in 2002, and 25% of
the options vested. The second level was reached 1n 2004, and an incremental 25% of the options
vested The options will vest 1n their entirety immediately upon a change 1 control (as defined n the
grant agreements) The ornginal purchase price under the options was $22 per subordnated unit,
declining over time n an amount equal to 80% of each quarterly distribution per unit As of
December 31, 2004, the purchase price was $15.91 per umt The terms of future grants may differ from
the existing grants Because the units underlying the plan were contributed to the general partner, we
will have no obligation to reimburse the general partner for the cost of the units upon exercise of the
options

The American Jobs Creation Act of 2004 (the “Jobs Act”) includes, among other things, provisions
with respect to deferred compensation. These provisions, which became effective as of January 1, 2005,
can 1mpose substantial tax penalties with respect to employee options that have an exercise price of less
than the value of the underlying security at the date of grant We are currently assessing the effect of
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the Jobs Act on the options and the Performance Option Plan, and anticipate amending the terms of
the outstanding, unvested options and the Performance Option Plan or taking other appropriate action
to conform to the requirements of the Jobs Act and avoid or mmimize any tax penalty

Stock Option Replacement

In connection with the General Partner Transition, certain members of the management team that
had been employed by Plains Resources, including Messrs. Armstrong, Pefants and Kramer, were
transferred to the general partner At that time, such indwviduals held in-the-money but unvested stock
options 1n Plains Resources, which were subject to forfeiture because of the transfer of employment
Plains Resources, through 1ts affiliates, agreed to substitute a contingent grant of subordinated units,
which are now common units pursuant to conversion, with a value equal to the spread on the unvested
options, with distribution equivalent rights from the date of grant. The grant included 8,548, 4,602 and
9,742 units to Messrs Armstrong, Pefanis and Kramer, respectively. The units vested on the same
schedule as the stock options would have vested The units granted to Messrs. Armstrong, Pefanis and
Kramer vested 1n therr entirety in 2002 The general partner admmistered the vesting and delivery of
the umts under the grants Because the units necessary to satisfy the delivery requirements under the
grants were provided by Plains Resources, we had no obligation to retmburse the general partner for
the cost of such units.

CANPET Energy Group Inc.

In July 2001, we acquired the assets of CANPET Energy Group Inc., a Calgary based Canadian
crude o1l and LPG marketing company (the “CANPET acquisition”), for approximately $24.6 million
plus excess inventory at the closing date of approximately $25.0 million. A portion of the purchase
price, payable in common units or cash, at our option, was deferred subject to various performance
standards bemg met. On April 30, 2004, we satisfied the deferred payment with the 1ssuance of
approximately 385,000 common units (representing approximately $13 1 million 1n value as of the date
of 1ssuance) and the payment of $6 5 million m cash. In addition, an mcremental $3 7 mithon 1n cash
was paid for the distributrons that would have been paid on the common untts had they been
outstanding since the effective date of the acquisiion Mr. W. David Duckett, the President of PMC
(Nova Scotia) Company, the general partner of Plains Marketing Canada, L P, owns approximately
37 8% of CANPET, and recewved a proportionate share of the proceeds from the contingent payment
of purchase price for the CANPET assets

Tank Car Lease and CANPET

In connection with the CANPET acquisttion, Plains Marketing Canada, L P. assumed CANPET’s
rights and obligations under a Master Railcar Leasing Agreement between CANPET and Pivotal
Enterprises Corporation (“Pivotal”’) The agreement provides for Plams Marketing Canada, L.P. to
lease approximately 57 railcars from Pivotal at a lease price of $1,000 (Canadian) per month, per car
The lease extends until June of 2008, with an option for Pivotal to extend the term of the lease for an
additional five years Pwotal 1s substantially owned by former employees of CANPET, including
Mr. W David Duckett Mr. Duckett owns a 22% interest 1n Pivotal

Class B Common Units

In May 1999, we sold 1,307,190 unregistered Class B common untts (the “Class B common umits”)
to our general partner at the time, Plains All American Inc, a wholly owned subsidiary of Plams
Resources Inc, pursuant to Rule 4(2) of the Securities Act. We recetved $19.125 per Class B common
unit, a price equal to the then-market value of our common units for total proceeds of approxmmately
$25 mullion. We used the net proceeds from the offering to defray costs assoctated with our acquisition
of Scurlock Permian LLC and certain other pipeline assets from Marathon Ashland Petroleum LLC. In
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January 2005, our common unitholders approved a change n the terms of the Class B Common units
such that they were immediately convertible into an equal number of Common Units at the option of
the holders, and 1n February 2005, all of the Class B common umnits converted.

Class C Common Units

In April 2004, we sold 3,245,700 unregistered Class C common umits (the “Class C common units™)
to a group of mvestors comprised of affihates of Kayne Anderson Capital Advisors, Vulcan Capital and
Tortoise Capital pursuant to Rule 4(2) under the Securities Act. For more detailed information with
respect to our relationship with Kayne Anderson Capital Advisors and Vulcan Capital, see “Security
Ownership of Certain Beneficial Owners and Management and Related Unitholder Matters.” We
receved $30.81 per Class C common unit, an amount which represented 94% of the average closing
price of our common units for the twenty trading days immediately ending and including March 26,
2004. Net proceeds from the private placement, including the general partner’s proportionate capital
contribution and expenses associated with the sale, were approximately $101.0 milhon. We used the net
proceeds from the offering to repay indebtedness under our revolving credit facihity incurred 1n
connection with the Link acquisition. In January 2005, our common unitholders approved a change in
the terms of the Class C Common units such that they were immediately convertible into an equal
number of Common Units at the option of the holders, and in February 2005, all of the Class C
common units converted

Other

An affiliate of Kayne Anderson Investment Management, Inc participated 1 our December 2003
and July 2004 equity offerings. In the aggregate for both offerings, 1t earned approximately $672,000 in
commussions for 1ts participation.

Item 14. Principal Accountant Fees and Services

All services provided by our mndependent auditor are subject to pre-approval by our Audit
Commuttee The Audit Committee has instituted a policy that describes certain pre-approved non-audit
services. We believe that the description of services 1s designed to be sufficiently detailed as to
particular services provided, such that (1) management 1s not required to exercise judgment as to
whether a proposed service fits within the description and (1) the Audit Commuttee knows what
services it 1s bemng asked to pre-approve. The Audit Commuttee 1s informed of each engagement of the
independent auditor to provide services under the policy.

The following table details the aggregate fees billed for professional services rendered by our
independent auditor (in thousands)

Year Ended

December 31,

2004 2003
Audit fees. . ... e e e .. - . ... $1995 § 852
Audit-related fees . . e e e .. R 160 147
Tax fees . .... ...... e e e e . 825 401
All otherfees .... . . .. .. .. . e e e 590 315
Total ........ e R .. . . $3,570 $1,715

Expenditures classified as “Audit fees” above include those related to our annual audit (including
internal control evaluation and reporting), audits of our general partner and certain joint ventures of
which we are the operator, and work performed on our registration of publicly-held debt and equity.
“Audit-related fees” are primarly comprised of audits of our benefit plans and carve-out audits of
acquired companies “Tax fees” are related to tax processing as well as the preparation of Forms K-1
for our umitholders. “All other fees” primarily consist of those associated with due diligence performed
on potential acquisitions

95




PART IV

Item 15. Exhibits and Financial Statement Schedules

(a)(1) and (2) Financial Statements and Financial Statement Schedules

See “Index to the Consolidated Financial Statements” set forth on Page F-1

All schedules are omitted because they are not applicable, or the required information is shown m

the consolidated financial statements or notes thereto

(a)(3) Exhibits

31

32

3.3

3.4

35

36

37

4.1

42

43

Third Amended and Restated Agreement of Limited Partnership of Plains All American
Pipeline, L.P, dated as of June 27, 2001 (incorporated by reference to Exhibit 3.1 to
Form 8 K filed August 27, 2001) as amended by Amendment No 1 to the Third
Amended and Restated Agreement of Limited Partnership of Plains All American
Pipeline, L P, dated as of April 15, 2004 (incorporated by reference to Exhibit 3 1 to the
Quarterly Report on Form 10-Q for the period ended March 31, 2004)

Third Amended and Restated Agreement of Limited Partnership of Plains
Marketing, L.P. dated as of April 1, 2004 (incorporated by reference to Exhibit 3 2 to the
Quarterly Report on Form 10-Q for the period ended March 31, 2004)

Third Amended and Restated Agreement of Limited Partnership of Plains Pipeline, L.P
dated as of Apnl 1, 2004 (incorporated by reference to Exhibit 3.3 to the Quarterly
Report on Form 10-Q for the period ended March 31, 2004)

Second Amendment dated as of July 23, 2004 to Amended and Restated Limited
Liability Company Agreement of Plamns All American GP LLC (incorporated by
reference to Exhibit 3.1 to the Partnership’s Current Report on Form 8-K filed July 27,
2004)

Amended and Restated Limited Partnership Agreement of Plams AAP, L.P (incorporated
by reference to Exhibit 3 1 to Plams All American Pipeline, L.P’s Current Report on
Form 8-K filed on June 11, 2001)

Certificate of Incorporation of PAA Finance Corp (incorporated by reference to
Exhibit 3.6 to Plamns All American Pipeline, L.P’s Registration Statement on Form S-3
filed on August 27, 2001)

Bylaws of PAA Finance Corp. (incorporated by reference to Exhibit 3 7 to the Plains All
American Pipeline, L.P’s Registration Statement on Form S-3 filed on August 27, 2001)

Indenture dated September 25, 2002 among Plains All American Pipeline, L.P, PAA
Finance Corp. and Wachovia Bank, National Association (incorporated by reference to
Exhibit 4 1 to Quarterly Report on Form 10-Q for the Quarter ended September 30,
2002)

First Supplemental Indenture dated as of September 25, 2002 (incorporated by reference
to Exhibit 4.2 to Quarterly Report on Form 10-Q for the Quarter ended September 30,
2002)

Second Supplemental Indenture dated as of December 10, 2003. (incorporated by
reference to Exhibit 4.4 to Annual Report on Form 10-K for the Year Ended
December 31, 2003)
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4.4

4.5

46

47

48

49

101

102

103

104

Third Supplemental Indenture (Series A and Series B 4.750% Senior Notes due 2009)
dated August 12, 2004 among Plains All American Pipeline, L P, PAA Finance Corp., the
Subsidiary Guarantors named therein and Wachowvia, National Association (1incorporated
by reference to Exhibit 4.4 to the Registration Statement on Form S-4, File

No 333-121168)

Fourth Supplemental Indenture (Series A and Series B 5875% Senior Notes due 2009)
dated August 12, 2004 among Plains All American Pipeline, L P., PAA Finance Corp., the
Subsidiary Guarantors named therein and Wachovia, National Association (incorporated
by reference to Exhibit 4 5 to the Registration Statement on Form S-4, File

No 333-121168)

Exchange and Registration Rights Agreement (4 750% Senior Notes due 2009) dated
August 12, 2004 among Plains All American Pipeline, L.P, PAA Finance Corp., the
Guarantors named therein and the Initial Purchasers named therein (incorporated by
reference to Exhibit 4 6 to the Registration Statement on Form S-4, File No 333-121168)

Exchange and Registration Rights Agreement (5 875% Senior Notes due 20016) dated
August 12, 2004 among Plains All American Pipeline, L P, PAA Finance Corp, the
Guarantors named therein and the Initial Purchasers named therein (incorporated by
reference to Exhibit 4.7 to the Registration Statement on Form S-4, File No 333-121168)

Class C Common Unit Purchase Agreement by and among Plains All American
Pipeline, L.P, Kayne Anderson Energy Fund II, L P, KAFU Holdings, L.P, Kayne
Anderson Capital Income Partners, L P, Kayne Anderson MLP Fund, L.L.P, Tortoise
Energy Infrastructure Corporation and Vulcan Energy II Inc dated March 31, 2004
(incorporated by reference to Exhibit 4 1 to the quarterly report on Form 10 Q for the
period ended March 31, 2004)

Registration Rights Agreement by and among Plains All American Pipeline, L P, Kayne
Anderson Energy Fund II, L P, KAFU Holdings, L. P, Kayne Anderson Capital Income
Partners (QP), L P, Kayne Anderson MLP Fund, L P, Tortoise Energy Infrastructure
Corporation and Vulcan Energy 11 Inc dated April 15, 2004 (incorporated by reference
to Exhibit 4 2 to the Quarterly Report on Form 10 Q for the period ended March 31,
2004) i S T T ) o T o o

Credit Agreement dated November 2, 2004 among Plains All American Pipeline, L P
(as US Borrower), PMC (Nova Scotia) Company and Plains Marketing Canada, L P

(as Canadian Borrowers), and Bank of America, N A (incorporated by reterence to
Exhibit 10 1 to the Quarterly Report on Form 10-Q for the period ended September 30,
2004)

Restated Credit Facility (Uncommuitted Senio1 Secured Discretionary Contango Facility)
dated November 19, 2004 among Plains Marketing. L.P and the lenders named therein
(incorporated by reference to Exhibit 10 1 to Form 8-K tiled November 24. 2004)

Amended and Restated Marketing Agreement, dated as of July 23, 2004, among Plains
Resources Inc, Calumet Florida Inc and Plains Marketing, L P (incorporated by
reference to Exhibit 10 2 to the Quarterly Report on Form 10-Q for the period ended
June 30, 2004)

Amended and Restated Ommibus Agreement. dated as of July 23, 2004, among Plains
Resources Inc, Plains All American Pipeline, L P, Plains Marketing, L P, Plains
Pipeline, L P and Plains All American GP LLC (incorporated by reference to

Exhibit 10 3 to the Quarterly Report on Form 10-Q for the period ended June 30, 2004)
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10.5

106

10.7

10 8**

10.9%*

10 10**

10 11**

10 12**

10 13**

10 14

1015

10 16

1017

— Contribution, Assignment and Amendment Agreement, dated as of June 27, 2001, among

Plains All Amenican Pipeline, L.P, Plains Marketing, L P, All American Pipeline, L.P,
Plains AAP, L.P, Plains All American GP LLC and Plains Marketing GP Inc
(incorporated by reference to Exhibit 10.1 to Form 8-K filed June 27, 2001)

Contribution, Assignment and Amendment Agreement, dated as of June 8, 2001, among
Plains All Amernican Inc, Plains AAP, L.P. and Plains All American GP LLC
(incorporated by reference to Exhibit 10.1 to Form 8-K filed June 11, 2001)

Separation Agreement, dated as of June 8, 2001 among Plains Resources Inc, Plains All
American Inc, Plains All American GP LLC, Plains AAP, L.P and Plains All American
Pipeline, L P (incorporated by reference to Exhibit 10 2 to Form 8-K filed June 11, 2001)

Pension and Employee Benefits Assumption and Transition Agreement, dated as of

June &, 2001 among Plains Resources Inc, Plains All American Inc. and Plains All
American GP LLC (incorporated by reference to Exhibit 10 3 to Form 8-K filed June 11,
2001)

Plains All American GP LLC 2005 Long-Term Incentive Plan (incorporated by reference
to Annex A to Proxy Statement filed December 7, 2004.)

Plains All American GP LLC 1998 Long-Term Incentive Plan (incorporated by reference
to Exhibit 99 1 to Registration Statement on Form S-8, File No 333-74920) as amended
June 27, 2003 (incorporated by reference to Exhibit 10.1 to Form 10-Q filed June 30,
2003)

Plains All American 2001 Performance Option Plan (incorporated by reference to
Exhibit 99 2 to Registration Statement on Form S-8, File No. 333-74920)

Amended and Restated Employment Agreement between Plains All American GP LLC
and Greg L Armstrong dated as of June 30, 2001 (incorporated by reference to

Exhibit 10 3 to Quarterly Report on Form 10-Q for the Quarter Ended September 30,
2001)

Amended and Restated Employment Agreement between Plains All American GP LLC
and Harry N Pefanis dated as of June 30, 2001 (incorporated by reference to

Exhibit 10 4 to Quarterly Report on Form 10-Q for the Quarter Ended September 30,
2001)

Asset Purchase and Sale Agreement between Murphy Oil Company L.td And Plains
Marketing Canada, L P (incorporated by reference to Form 8-K filed May 10, 2001)

Transportation Agreement dated July 30, 1993, between All American Pipeline Company
and Exxon Company, U S A. (incorporated by reference to Exhibit 10 9 to Registration
Statement, File No 333-64107)

Transportation Agreement dated August 2, 1993, between All American Pipeline
Company and Texaco Trading and Transportation Inc , Chevron U.S.A. and Sun
Operating Limited Partnership (incorporated by reference to Exhibit 10.10 to
Registration Statement, File No. 333-64107)

First Amendment to Contribution, Conveyance and Assumption Agreement dated as of
December 15, 1998 (incorporated by reference to Exhibit 10 13 to Annual Report on
Form 10-K for the Year Ended December 31, 1998)
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10.18

10.19**

10.20+**
10.21+**
10.22+**
1023

10 24**

10.25**

10 26**

10.27**

10 28**

21.1

23 1+
311+

31.2+

32.1+
322+

Agreement for Purchase and Sale of Membership Interest in Scurlock Permian LLC
between Marathon Ashland LLC and Plams Marketing, L.P dated as of March 17, 1999
(incorporated by reference to Exhibit 10 16 to Annual Report on Form 10-K for the Year
Ended December 31, 1998)

— Plams All American Inc, 1998 Management Incentive Plan (incorporated by reference to

Exhibit 10.05 to Annual Report on Form 10-K for the Year Ended December 31, 1998)
PMC (Nova Scotia) Company bonus program

Quarterly bonus summary

Directors’ Compensation Summary

Master Railcar Leasing Agreement dated as of May 25, 1998 (effective June 1, 1998),
between Pivotal Enterprises Corporation and CANPET Energy Group, Inc,,
(incorporated by reference to Exhibit 10.16 to Annual Report on Form 10-K for the Year
Ended December 31, 2001)

Form of LTIP Grant Letter (Armstrong/Pefanis) (incorporated by reference to
Exhibit 10 1 to Current Report on Form 8-K filed February 23, 2005)

Form of LTIP Grant Letter—executive officers (incorporated by reference to Exhibit 10.2
to Current Report on Form 8-K filed February 23, 2005)

Form of LTIP Grant Letter—independent directors (incorporated by reference to
Exhibit 10.3 to Current Report on Form 8-K filed February 23, 2005)

Form of LTIP Grant Letter—designated directors (incorporated by reference to
Exhibit 10 4 to Current Report on Form 8-K filed February 23, 2005)

Form of LTIP Grant Letter—payment to entity (incorporated by reference to Exhibit 105
to Current Report on Form 8-K filed February 23, 2005)

List of Subsidiaries of Plains All American Pipeline, L.P. (incorporated by reference to
Exhibit 21.1 to Registration Statement on Form S-1, File No. 333-119738)

Consent of PricewaterhouseCoopers LLP

Certification of Principal Executive Officer pursuant to Exchange Act rules 13a-14(a) and
15d-14(a)

Certification of Principal Financial Officer pursuant to Exchange Act rules 13a-14(a) and
15d-14(a)

Certification of Principal Executive Officer pursuant to 18 USC § 1350
Certification of Principal Financial Officer pursuant to 18 USC § 1350

+ Filed herewith

**  Management compensatory plan or arrangement
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on 1ts behalf by the undersigned, thereunto duly
authorized.

PLAINS ALL AMERICAN PIPELINE, L.P.
By PLAINS AAPF, LP,

1ts general partner
By: PLAINS ALL AMERICAN GP LLC,

its general partner

Date: March 2, 2005 By: /s/ GREG L. ARMSTRONG

Greg L. Armstrong, Chairman of the Board, Chief
Executive Officer and Director of Plains All American
GP LLC (Principal Executive Officer)

Date* March 2, 2005 By: /s/ PHILLIP D KRAMER

Phillip D. Kramer, Executive Vice President and Chief
Financial Officer of Plains All American GP LLC
(Principal Financial Officer)
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Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and 1n the capacities and on the dates

indicated.

Name

/s/ GREG L ARMSTRONG

Greg L. Armstrong

/s/ HARRY N. PEFANIS

Harry N. Pefanis

/s/ PHILLIP D. KRAMER

Phillip D. Kramer

/s/ TINA L. VAL

Tina L. Val

/s/ EVERARDO GOYANES

Everardo Goyanes

/s/ GARY R. PETERSEN

- - -Gary R. Petersen -

/s/ JOHN T RAYMOND

John T. Raymond

/s/ ROBERT V. SINNOTT

Robert V. Sinnott

/s/ DAVID N CAPOBIANCO

David N. Capobianco

/s/ ARTHUR L. SMITH

Arthur L. Smith

/s/ I TAFT SYMONDS

J. Taft Symonds

Title

Chairman of the Board, Chief
Executive Officer and Director
of Plains All American GP
LLC (Principal Executive
Officer)

President and Chief Operating
Officer of Plains All American
GP LLC

Executive Vice President and
Chief Financial Officer of
Plains All American GP LLC
(Principal Financial Officer)

Vice President—Accounting and
Chief Accounting Officer of
Plamns All American GP LLC
(Principal Accounting Officer)

Director of Plains All American
GP LLC

Director of Plains All American
GP LLC

Director of Plains All American
GP LLC

Director of Plains All American
GP LLC

Director of Plains All American
GP LLC

Director of Plains All American
GP LLC

Director of Plains All American
GP LLC
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Date-

Date:

Date.

Date.

Date

Date:

Date:

Date:

Date

Date:

Date

March 2, 2005

March 2, 2005

March 2, 2005

March 2, 2005

March 2, 2005
March 2, 2005
March 2, 2005
March 2, 2005
March 2, 2005
March 2, 2005

March 2, 2005
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Plains All American Pipeline, L P’s management 1s responsible for establishing and maintaining
adequate internal control over financial reporting. Our internal control over financial reporting 1s a
process designed to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes 1n accordance with generally accepted
accounting principles

Internal control over financial reporting cannot provide absolute assurance of achieving financial
reporting objectives because of its inherent limitations. Internal control over financial reporting 1s a
process that involves human diligence and compliance and 1s subject to lapses 1n judgment and
breakdowns resulting from human failures Internal control over financial reporting also can be
circumvented by collusion or improper management override. Because of such limitations, there 1s a
risk that material misstatements may not be prevented or detected on a timely basis by internal control
over financial reporting However, these mherent limitations are known features of the financial
reporting process. Therefore, 1t 1s possible to design into the process safeguards to reduce, though not
eliminate, this risk.

Management has used the framework set forth in the report entitled “Internal Control—Integrated
Framework” published by the Commuttee of Sponsoring Organizations of the Treadway Commussion
(“COS0O”) to evaluate the effectiveness of the Company’s internal control over financial reporting.
Based on that evaluation, management has concluded that the Company’s internal control over
financial reporting was effective as of December 31, 2004. Our management’s assessment of the
effectiveness of the Partnership’s internal control over financial reporting as of December 31, 2004 has
been audited by PricewaterhouseCoopers LLP, an independent registered public accounting firm, as
stated 1n thewr report which appears herein

/s/ GREG L. ARMSTRONG

Greg L. Armstrong, Chairman of the Board, Chief
Executive Officer and Director of Plains All American
GP LLC (Principal Executive Officer)

/s/ PHILLIP D. KRAMER

Phillip D. Kramer, Executive Vice President and Chief
Financial Officer of Plains All American GP LLC
(Principal Financial Officer)

March 2, 2005
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Report of Independent Registered Public Accounting Firm

To the Board of Directors of the General Partner and Unitholders of
Plains All American Pipeline, L.P-

We have completed an mntegrated audit of Plains All American Pipeline, L.P’s 2004 consolidated
financial statements and of its internal control over financial reporting as of December 31, 2004 and
audits of 1ts 2003 and 2002 consolidated financial statements 1n accordance with the standards of the
Public Company Accountmg Oversight Board (United States). Our opinions, based on our audits, are
presented below.

Consolidated financial statements

In our opinion, the accompanying consolidated balance sheets and the related consolidated
statements of operations, of cash flows, of changes in partners’ capital, of comprehensive income and of
changes m accumulated other comprehensive mcome (loss) present fairly, 1n all matenal respects, the
financial position of Plains All Amernican Pipeline, L P and 1ts subsidiaries at December 31, 2004 and
2003, and the results of their operations and their cash flows for each of the three years in the period
ended December 31, 2004 1in conformity with accounting principles generally accepted in the United
States of America. These financial statements are the responsibility of the Partnership’s management.
Our responsibility 1s to express an opinion on these financial statements based on our audits. We
conducted our audits of these statements in accordance with the standards of the Public Company
Accounting Oversight Board (United States). Those standards require that we plan and perform the
audit to obtamn reasonable assurance about whether the financtal statements are free of materal
musstatement An audit of financial statements includes examining, on a test basis, evidence supporting
the amounts and disclosures 1n the financial statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opmion.

As discussed 1n Note 1 to the consolidated financial statements, the Partnership changed 1ts
method of accounting for pipeline linefill n third party assets effective January 1, 2004

Internal control over financial reporting

Also, 1n our opmion, management’s assessment, included m the accompanying Management’s
Report on Internal Control Over Financial Reporting, that the Partnership maintained effective internal
control over financial reporting as of December 31, 2004 based on criteria established in COSO, is
fairly stated, in all matenal respects, based on those criteria. Furthermore, in our opinion, the
Partnership mamtained, 1n all matenal respects, effective internal control over financial reporting as of
December 31, 2004, based on criteria established in Internal Control—Integrated Framework 1ssued by
the COSO. The Partnership’s management 1s responsible for maintaining effective internal control over
financial reporting and for its assessment of the effectiveness of internal control over financial
reporting Our responsibility 1s to express opinions on management’s assessment and on the
effectiveness of the Partnership’s internal control over financial reporting based on our audit. We
conducted our audit of mternal control over financial reporting i accordance with the standards of the
Public Company Accounting Oversight Board (United States). Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether effective imternal control over
financial reporting was mamtamed n all material respects. An audit of internal control over financial
reporting mcludes obtaining an understanding of mternal control over financial reporting, evaluating
management’s assessment, testing and evaluating the design and operating effectiveness of internal
control, and performing such other procedures as we consider necessary mn the circumstances. We
believe that our audit provides a reasonable basis for our opinions.

F-3



A company’s mternal control over financial reporting 1s a process designed to provide reasonable
assurance regarding the rehability of financial reporting and the preparation of financial statements for
external purposes n accordance with generally accepted accounting principles. A company’s internal
control over financial reporting includes those policies and procedures that (1) pertain to the
mamntenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (1) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only
i accordance with authorizations of management and directors of the company; and (u1) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or
detect musstatements Also, projections of any evaluation of effectiveness to future periods are subject
to the risk that controls may become nadequate because of changes in conditions, or that the degree
of comphance with the policies or procedures may deteriorate.

PricewaterhouseCoopers LLP

Houston, Texas
March 2, 2005
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PLAINS ALL AMERICAN PIPELINE, L.P. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

(in thousands, except unit data)

ASSETS

CURRENT ASSETS

Cash and cash equivalents ..  ...... c. e e

Trade accounts recetvable, net ... .......... cee e e
Inventory . ... e e e e e
Other current assets e e

Total current assets ...  ............

PROPERTY AND EQUIPMENT .... . ..... ..... ........
Accumulated depreciation .. ..... ..

OTHER ASSETS

Pipeline hnefill in owned assets . . . . e e .
Inventory in third party assets  .............. ce e e
Other,net . ..... ...... .

Total assets .. ..... e e

LIABILITIES AND PARTNERS’ CAPITAL

CURRENT LIABILITIES

Accounts payable ... ... ... ... ..., .. .
Due to related parties c e e
Short-term debt . ...... e e ..

Other current habilities . ... .. e

Total current liabilities .... . .. e e e e

LONG-TERM LIABILITIES

Long-term debt under credit facilities and other .. .. ...... .
Senior notes, net of unamortized discount of $2,729 and $1,009, respectlvely
Other long-term habilities and deferred credits ..

Total habilittes . ... ... .. R

COMMITMENTS AND CONTINGENCIES (NOTES 11 and 12)

PARTNERS’ CAPITAL

Common umtholders (62,740,218 and 49,502,556 units outstanding at
December 31, 2004, and December 31, 2003, respectively) .

Class B common unitholder (1,307,190 units outstanding at each date)

Class C common unitholders (3,245,700 units and no units outstanding at
December 31, 2004, and December 31, 2003, respectively) . .

Subordinated unitholders (no units and 7,522,214 umits outstanding at
‘December 31, 2004, and December 31, 2003, respectwely) e e

General partner . e e c. .

Total partners’ capital . .. c. e e e e e
Total liabilities and partners’ capital . . . .. ..

December 31, December 31,
2004 2003

$ 12988 § 4,137
521,785 590,645
498,200 105,967
68,229 32,225
1,101,202 732,974
1,911,509 1,272,634

(183,887)  (121,595)
1,727,622 1,151,039
168,352 95,928
59,279 26,725
103,956 88,965
$3,160,411  $2,095,631
$ 850,912 $ 603,460
32,897 26,981
175,472 127,259
54,436 44219
1,113,717 801,919
151,753 70,000
797,271 448,991
27,466 27,994
2,090,207 1,348,904
919,826 744,073
18,775 18,046
100,423 —

— (39,913)
31,180 24,521
1,070,204 746,727
$3,160411  $2,095,631

The accompanying notes are an integral part of these consolidated financial statements.
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PLAINS ALL AMERICAN PIPELINE, L.P. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per unit data)

REVENUES

Crude o1l and LPG sales (includes approximately $11,246,951, $6,124,895

and $4,140,830, respectively, related to buy/sell transactions, see
Note 2)
Other gathering, marketlng, terminalling and storage revenues
Pipeline margn activities revenues (includes approximately $149,797,

$166,165 and $95,826, respectlvely, related to buy/sell transactions, see

Note 2)
Pipeline taniff activities revenues

Total revenues
COSTS AND EXPENSES

Crude o1l and LPG purchases and related costs (includes approximately
$11,137,669, $5,967,165 and $4,026,245, respectively, related to buy/sell

transactions, see Note 2)
Pipeline margin activities purchases (includes approximately $142,538,

$159,231 and $87,554, respectively, related to buy/sell transactions, see

Note 2)
Field operating costs (excluding LTTP charge)
LTIP charge—operations
General and administrative expenses (excludlng LTIP charge)
LTIP charge—general and admimstrative
Depreciation and amortization

Total costs and expenses
Gain on sales of assets .
Asset 1mpairment

OPERATING INCOME
OTHER INCOME/(EXPENSE)

Interest expense (net of capitalized interest of $544, $524 and $773) ..

" Interést and other income™ (expense), net =~~~ T T o

Income before cumulative effect of change in accounting prm01ple
Cumulative effect of change 1 accounting principle

NET INCOME .

NET INCOME-LIMITED PARTNERS

NET INCOME-GENERAL PARTNER

BASIC NET INCOME PER LIMITED PARTNER UNIT

Income before cumulative effect of change in accounting principle
Cumulative effect of change 1n accounting principle

Basic net income per limited partner unit
DILUTED NET INCOME PER LIMITED PARTNER UNIT

Income before cumulative effect of change in accounting principle
Cumulative effect of change mn accounting principle .

Diluted net ncome per limited partner umit
BASIC WEIGHTED AVERAGE UNITS OUTSTANDING
DILUTED WEIGHTED AVERAGE UNITS OUTSTANDING

Twelve Months Ended December 31,

2004 2003 2002

$20,184,319  $11,952,623  $7,892,405
38310 32,052 29,366
575,222 505287 382,513
177,619 99,887 79,939
20975470 12,589,849 8,384,223
19,870,865 11,746,382 7,741,185
553,707 486,154 362,311
218,548 134,177 106,436
918 5,727 —

75,735 49,969 45,663
7,013 23,063 —
67,241 46,821 34,068
20,794,027 12,492,293 8,289,663
580 648 —
(2,000) — —
180,023 98,204 94,560
(46,676) (35226)  (29,057)

@11 - - (3,530)- - -(211) - -

133,136 59,448 65,292
(3,130) — —

$ 130,006 $ 59,448 65,292
$ 119286 $ 53,473 60,912
$ 10720 $ 5975 4,380
$ 194 $ 101 $ 134
(0 05) — —

$ 189 $ 101 $ 134
$ 194§ .00 $ 134
(0 05) — —

$ 189 $ 100 § 134
63,277 52,743 45,546
63,277 53,400 45,546

The accompanying notes are an mntegral part of these consohdated financial statements.
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PLAINS ALL AMERICAN PIPELINE, L.P. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES
Net income .
Adjustments to reconcile to cash flows from operating activities
Depreciation and amortization
Gain on sales of assets
Cumulative effect of change i accounting principle
Allowance for doubtful accounts
Inventory valuation adjustment
SFAS 133 non-cash mark-to-market adjustment
Gain on foreign currency revaluation
Non-cash amortization of terminated mterest rate swap
Net cash paid for terminated swaps
Loss on refinancing of debt
LTIP charge
Impairment of long-lived assets
Changes 1 assets and liabilities, net of acquisitions.
Trade accounts receivable and other assets
Inventory . .
Accounts payable and other liabilities
Inventory in third-party assets
Due to related parties

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Cash paid 1n connection with acquisitions (Note 3)
Additions to property and equipment

Cash paid for linefill on assets owned

Proceeds from sales of assets

Net cash used n nvesting activities

CASH FLOWS FROM FINANCING ACTIVITIES

Net borrowings/(repayments) on long-term revolving credit facilities and other
Net borrowings on working capital revolving credit facility

Net repayments on short-term letter of credit and hedged inventory facilities
Principal payments on semor secured term loans

Cash paid n connection with financing arrangements

Net proceeds from the 1ssuance of common umts (Note 6)

Proceeds from the 1ssuance of senior notes

Distributions paid to umtholders and general partner

Net cash provided by financing activities

Effect of translation adjustment on cash

Net mcrease (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

Cash paid for interest, net of amounts capitalized

Year Ended December 31,

2004

2003

2002

$ 130,006 $ 59,448 $ 65292

67,241 46821 34,068
(580) (648) —
3,130 — —
400 360 146
2,032 — —
(994) (363) (243)
(4,954 — —
1,486 — —
(1,465)  (6,152) —
658 3272 —
7,931 28,790 —
2,000 — —
(30,364) (102,005) (136,480)
(398,671)  (38,941) 105,944
327449 121,274 107,265
(7,248) — —
5911 3,452 8,962
103,968 115308 184,954
(535,266) (168,359) (324,628)
(116,944)  (65,416)  (40,590)
(1,989)  (46,790)  (11,060)
3,012 8,450 1,437
(651,187) (272,115) (374,841)
64,893 62473 (42,144)
62,900 25300 —
(20,090)  (6,197)  (4,770)
— (297,000) (3,000
(5,073)  (5191)  (5,435)
262,132 250341 145,046
348,068 249340 199,600
(158352) (121,822)  (99,841)
554478 157,244 189,456
1,592 199 421
8,851 636 (10)
4,137 3,501 3,511
$ 12988 $ 4,137 $ 3,501
$ 40,780 $ 36382 $ 28,550

The accompanying notes are an mtegral part of these consolidated fmancial statements.
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PLAINS ALL AMERICAN PIPELINE, L.P. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Net income
Other comprehensive income (loss)

Comprehensive income .

Year Ended December 31,
2004 2003 2002
(in thousands)
$130,006 $ 59,448 $65,292
64,702 46,595  (1,684)

$194,708 $106,043  $63,608

CONSOLIDATED STATEMENT OF CHANGES IN ACCUMULATED
OTHER COMPREHENSIVE INCOME (LOSS)

Balance at December 31, 2001

Reclassification adjustments for settled contracts
Changes 1n fair value of outstanding hedge positions .
Currency translation adjustment. . . . .

2002 Activity .
Balance at December 31, 2002

Reclassification adjustments for settled contracts . . .
Changes 1n fair value of outstanding hedge positions
Currency translation adjustment

2003 Activity . . . .
Balance at December 31, 2003

Reclassification adjustments for settled contracts
Changes 1n fair value of outstanding hedge positions
Currency translation adjustment

2004 Actvity .
Balance at December 31, 2004 . . .

Net Deferred

Gam/(Loss)
on Currency
Derivative Translation
Instruments  Adjustments Total
(in thousands)
$ (4,740)  $(8,002) $(12,742)
797 — 797
(4,264) — (4,264)
— 1,783 1,783
(3,467) 1,783 (1,684)
(8,207) (6,219)  (14,426)
(28,151) —  (28,151)
28,666 — 28,666
— 46,080 46,080
515 46,080 46,595
(7,692) 39,861 32,169
13,262 — 13,262
20,367 — 20,367
— 31,073 31,073
33,629 31,073 64,702
$ 25,937 $70,934  $ 96,871

The accompanying notes are an integral part of these consolidated financial statements.
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PLAINS ALL AMERICAN PIPELINE, L.P. AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Note 1—Organization and Basis of Presentation
Organization

Plains All American Pipeline, L.P. (“PAA”) 1s a Delaware limited partnership formed in September
of 1998. Our operations are conducted directly and indirectly through our operating subsidiaries, Plains
Marketing, L.P, Plains Pipeline, L.P. and Plains Marketing Canada, L.P. We are engaged in interstate
and 1ntrastate crude o1l transportation, and crude o1l gathering, marketing, terminalling and storage, as
well as the marketing and storage of liquefied petroleum gas and other natural gas related petroleum
products. We refer to liquified petroleum gas and natural gas related petroleum products collectively as
“LPG.” We own an extensive network of pipeline transportation, terminalling, storage and gathering
assets mn key o1l producing basins and at major market hubs in the United States and Canada

Our 2% general partner mterest 1s held by Plains AAP, L.P, a Delaware limited partnership. Plains
All American GP LLC, a Delaware limited liability company, 1s Plans AAP, L.P’s general partner.
Plains All American GP LLC manages our operations and activities and employs our officers and
personnel, who devote 100% of their efforts to the management of the Partnership. Unless the context
otherwise requires, we use the term “general partner” to refer to both Plamns AAP, L.P. and Plains All
American GP LLC. Plains AAP, L.P and Plains All American GP LLC are essentially held by seven
owners with interests ranging from 44% to 3.2%.

Basis of Consolidation and Presentation

The accompanying financial statements and related notes present our consohdated financial
position as of December 31, 2004 and 2003, and the consolidated results of our operations, cash flows,
changes 1n partners’ capital, comprehensive income (loss) and changes in accumulated other
comprehensive income for the years ended December 31, 2004, 2003 and 2002. All sigmificant
intercompany transactions have been eliminated. Certain reclassifications were made to prior periods to
conform with the current period presentation. The accompanying consolidated financial statements of
PAA 1nclude PAA and all of its wholly-owned subsidiaries. Investments in 50% or less owned affihates,
over which the Company has significant influence, are accounted for by the equity method.

Change in Accounting Principle

During the second quarter of 2004, we changed our method of accounting for pipeline linefill in
third party assets Historically, we have viewed pipeline linefill, whether in our assets or thurd party
assets, as having long-term characternistics rather than characterstics typically associated with the
short-term classification of operating inventory. Therefore, previously we have not included linefill
barrels 1n the same average costing calculation as our operating mventory, but instead have carried
linefill at historical cost. Following this change in accounting principle, the linefill 1n third party assets
that we have historically classified as a portion of “Pipeline Linefill” on the face of the balance sheet
(a long-term asset) and carried at historical cost, 1s included in “Inventory” (a current asset) in
determining the average cost of operating inventory and applying the lower of cost or market analysis
At the end of each period, we reclassify the linefill in third party assets not expected to be hquidated
within the succeeding twelve months out of “Inventory” (a current asset), at average cost, and into
“Inventory in Third Party Assets” (a long-term asset), which 1s now reflected as a separate line item
within other assets on the consolidated balance sheet.

This change 1n accounting principle 1s effective January 1, 2004 and 1s reflected 1n the consolidated
statement of operations for the year ended December 31, 2004 and the consolidated balance sheets as
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PLAINS ALL AMERICAN PIPELINE, L. AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Note 1—Organization and Basis of Presentation (Continued)

of December 31, 2004 and 2003 included herein. The cumulative effect of this change in accounting
principle as of January 1, 2004, 1s a charge of approximately $3 1 million, representing a reduction 1n
Inventory of approximately $1.7 mullion, a reduction in Pipeline Linefill of approximately $30.3 milhon
and an increase 1n Inventory in Third Party Assets of $28.9 million. The pro forma impact for the year
ended December 31, 2003 would have been an increase to net income of approximately $2.0 million
(80.04 per basic and diluted limited partner unit) resulting in pro forma net income of $61.5 million
and pro forma basic net income per limited partner unit of $1.05 and pro forma diluted net income per
himited partner unit of $1 04. The pro forma mmpact for the year ended December 31, 2002 would have
been a decrease to net income of approximately $0.1 mullion (no impact to basic and diluted hmited
partner unit) resulting in pro forma net income of $65.2 million and pro forma basic net income per
limited partner unit of $1.34 and pro forma diluted net income per limited partner umt of $1.34.

In conjunction with this change in accounting principle, we have classified cash flows associated
with purchases and sales of linefill on assets that we own as cash flows from investing activities instead
of the historical classification of cash flows from operating activities. As a result of this change 1n
classification, net cash provided by operating activities for the years ended December 31, 2003 and 2002
increased to $115.3 million from $68.5 million and to $185.0 mullion from $173.9 million, respectively.
Net cash used in mvesting activities for the years ended December 31, 2003 and 2002 increased to
$272.1 million from $225.3 mullion and $374.8 million from $363.8 million, respectively.

Note 2—Summary of Significant Accounting Policies
Use of Esumates

The preparation of financial statements 1n conformity with generally accepted accounting principles
requires us to make estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Significant estimates we make
include: (1) accruals related to purchases and sales, (i1) mark-to-market estimates pursuant to Statement
of Financial Accounting Standards (“SFAS”) No. 133 “Accounting For Derivative Instruments and
Hedging Activities”, as amended, (ui) contingent hiability accruals and (1v) estimated fair value of assets
and habihities acquired and identification of associated goodwill and intangible assets. Although we
believe these estimates are reasonable, actual results could differ from these estimates

Revenue Recognition

Buy/sell transactions The Emerging Issues Task Force (“EITF”) 1s currently considering Issue
No 04-13, “Accounting for Purchases and Sales of Inventory with the Same Counterparty,” (“EITF
No. 04-13”), which relates to buy/sell transactions. The issues to be addressed by the EITF are 1) under
what circumstances should two or more transactions with the same counterparty be viewed as a single
nonmonetary transaction within the scope of APB No. 29; and u) if nonmonetary transactions within
the scope of APB No 29 involve inventory, are there any circumstances under which the transactions
should be recognized at fair value.

Buy/sell transactions are contractual arrangements in which we agree to buy a specific quantity and
qualty of crude o1l or LPG to be delivered at a specific location while simultaneously agreeing to sell a
specified quantity and quality of crude o1l or LPG at a different location, usually with the same
counterparty These arrangements are generally designed to increase our margin through a variety of
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PLAINS ALL AMERICAN PIPELINE, L.P. AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Note 2—Summary of Significant Accounting Policies (Continued)

methods, including reducing our transportation or storage costs or acquiring a grade of crude oil that
more closely matches our physical delivery requirement to one of our other customers. The value
difference between purchases and sales 1s referred to as margin and 1s primarily due to grade, quality
or location differentials All buy/sell transactions result 1n us making or recerving physical delivery of
the product, mvolve the attendant risks and rewards of ownership, including title transfer, assumption
of environmental risk, transportation scheduling, credit risk and counterparty nonperformance risk, and
such transactions are settled in cash similar to all other purchases and sales Accordingly, such
transactions are recorded in both revenues and purchases as separate sales and purchase transactions
on a “gross” basis

We believe that buy/sell transactions are monetary in nature and thus outside the scope of APB
Opinion No. 29, “Accounting for Nonmonetary Transactions” (“APB No 29”) Additionally, we have
evaluated EITF No 99-19, “Reporting Revenue Gross as a Principal versus Net as an Agent” (“EITF
No 99-19”) and, based on that evaluation, we believe that recording these transactions on a gross basis
1s appropriate. If the EITF were to determine that these transactions should be accounted for as
monetary transactions on a gross basis, no change m our accountng policy for buy/sell transactions
would be necessary. If the EITF were to determine that these transactions should be accounted for as
nonmonetary transactions quahfying for fair value recognition and require a net presentation of such
transactions, the amounts of revenues and purchases associated with buy/sell transactions would be
netted 1n our consolidated statement of operations, but there would be no effect on operating income,
net income or cash flows from operating activities. If the EITF were to determine that these
transactions should be accounted for as nonmonetary transactions not qualifying for fair value
recognition, these amounts of revenues and purchases would be netted in our consolidated statement of
operations and there could be an impact on operating income and net income related to the timing of
the ultimate sale of product purchased i the “buy” side of the buy/sell transaction. However, we do
not believe any impact on operating income, net mcome or cash flows from operating activities would
be material ; - - = s s e - - - - - .

Gathenng, Marketing, Termunalling and Storage Segment Revenues Revenues from crude o1l and
LPG sales are recognized at the time title to the product sold transfers to the purchaser, which occurs
upon receipt of the product by the purchaser Sales of crude oil and LPG consist of outright sales
contracts and buy/sell arrangements which are booked gross as well as barrel exchanges which are
booked net.

Terminalling and storage revenues, which are classified as other revenues on the income statement,
consist of (1) storage fees from actual storage used on a month-to-month basis, (1) storage fees
resulting from short-term and long-term contracts for committed space that may or may not be utilized
by the customer on a given month; and (u1) terminal throughput charges to pump crude oil to
connecting carriers. Revenues on storage are recognized ratably over the term of the contract. Terminal
throughput charges are recognized as the crude o1l exits the terminal and 1s delivered to the connecting
crude o1l carrier. Any throughput volumes 1n transit at the end of a given month are treated as third
party mnventory and do not incur storage fees All terminalling and storage revenues are based on
actual volumes and rates.

Pipeline Segment Revenues  Pipeline margin actvities primarily consist of the purchase and sale of
crude o1l shipped on our San Joaquin Valley system from barrel exchanges and buy/sell arrangements
Revenues assoclated with these activities are recognized at the time title to the product sold transfers
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PLAINS ALL AMERICAN PIPELINE, L.F. AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Note 2—Summary of Significant Accounting Policies (Continued)

to the purchaser, which occurs upon receipt of the product by the purchaser Revenues for these
transactions are recorded gross except in the case of barrel exchanges that are net settled. All of our
pipeline margin activities revenues are based on actual volumes and prices Revenues from pipeline
tariffs and fees are associated with the transportation of crude o1l at a published tanff as well as fees
associated with line leases for committed space on a particular system that may or may not be utihzed
Taniff revenues are recognized either at the point of delivery or at the point of receipt pursuant to
specifications outlined in the regulated and non-regulated tanffs. Revenues associated with line lease
fees are recognized in the month to which the lease applies, whether or not the space 1s actually
utthzed All pipeline tariff and fee revenues are based on actual volumes and rates

Purchases and Related Costs

Purchases and related costs include: (1) the cost of crude oil and LPG purchased 1n outright
purchases as well as buy/sell arrangements; (1) third party transportation and storage, whether by
pipeline, truck or barge; and (1) expenses to 1ssue letters of credit to support these purchases. These
purchases are accrued at the time title transfers to us which occurs upon receipt of the product.

Operating Expenses and General and Adnunistrative Expenses

Operating expenses consist of various field and pipeline operating expenses including fuel and
power costs, telecommunications, labor costs for truck drivers and pipeline field personnel, maintenance
costs, regulatory compliance, environmental remediation, insurance, vehicle leases, and property taxes.
General and administrative expenses consist primartly of payroll and benefit costs, certain information
system and legal costs, office rent, contract and consultant costs, and audit and tax fees.

Foreign Currency Transactions

Assets and habilities of subsidiaries with a functional currency other than the U.S. Dollar are
translated at period end rates of exchange and revenues and expenses are translated at average
exchange rates prevailing for each month. The resulting translation adjustments are made directly to a
separate component of other comprehensive income 1n partners’ capital Gains and losses from foreign
currency transactions (transactions denominated 1n a currency other than the entity’s functional
currency) are mncluded in the consolidated statement of operations These gains totaled approximately
$5.0 mullion for the year ended December 31, 2004, and were immaternal for the years ended
December 31, 2003 and 2002.

Cash and Cash Equwalents

Cash and cash equivalents consist of all demand deposits and funds invested in highly hiquid
mstruments with original maturities of three months or less and typically exceed federally insured
hmits We periodically assess the financial condition of the institutions where these funds are held and
believe that any possible credit risk is minimal

Accounts Recewable

Our accounts receivable are primarily from purchasers and shippers of crude o1l and, to a lesser
extent, purchasers of LPG. There was a nominal amount due from related parties at December 31,
2004 and no amounts due from related parties at December 31, 2003 The majority of our accounts
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PLAINS ALL AMERICAN PIPELINE, L.P. AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Note 2—Summary of Significant Accounting Policies (Continued)

recervable relate to our gathering and marketing activities that can generally be described as high
volume and low margin activities, in many cases mnvolving complex exchanges of crude o1l volumes. We
make a determination of the amount, if any, of the line of credit to be extended to any given customer
and the form and amount of financial performance assurances we require Such financial assurances are
commonly provided to us 1n the form of standby letters of credit, advance cash payments or “parental”
guarantees. At December 31, 2004, we had receirved approximately $20 3 million of advance cash
payments and prepayments from third parties to mitigate credit risk. In addition, we enter into netting
arrangements with our counterparties. These arrangements cover a significant part of our transactions
and also serve to mitigate credit risk.

We review all outstanding accounts receivable balances on a monthly basis and assess whether our
allowance for doubtful trade accounts receivable 1s adequate. Actual balances are not applied against
the reserve until all collection efforts have been exhausted. At December 31, 2004 and 2003,
substantially all of our net accounts recewvable classified as current were less than 60 days past their
scheduled invoice date, and our allowance for doubtful accounts receivable (the entire balance of which
1s classified as current) totaled $0.6 million and $0 2 million, respectively. Although we consider our
allowance for doubtful trade accounts recevable to be adequate, there 1s no assurance that actual
amounts will not vary significantly from estimated amounts. Following is a reconcihation of the changes
in our allowance for doubtful accounts balances (1n millions):

December 31,
2004 2003 2002

Balance at beginning of year .. ... e e $02 $81 $8.0
Applied to accounts receivable balances  ................ — 83 —
Increase 1n reserve charged to expense  ................ 0.4 04 01
Balance atendofyear . ........... . . ..., ... ..., $06 $02 $8.1

|
b

Inventory and Pipelme Linefill

Inventory primariy consists of crude o1l and LPG 1n pipelines, storage tanks and rail cars that is
valued at the lower of cost or market, with cost determined using an average cost method During the
fourth quarter of 2004, we recorded a $2.0 million noncash charge related to the writedown of our
LPG mventory Linefill and minimum working inventory requirements are recorded at historical cost
and consist of crude o1l and LPG used to pack an operated pipeline such that when an incremental
barrel enters a pipeline 1t forces a barrel out at another location, as well as the minimum amount of
crude o1l necessary to operate our storage and terminalling facilities.

Linefill and minimum working mnventory requirements in third party assets are included in
“Inventory” (a current asset) in determining the average cost of operating inventory and applying the
lower of cost or market analysis At the end of each period, we reclassify the linefill in third party
assets not expected to be liquidated within the succeeding twelve months out of “Inventory,” at average
cost, and into “Inventory in Third Party Assets” (a long-term asset), which 1s reflected as a separate
line 1tem within other assets on the consolidated balance sheet
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PLAINS ALL AMERICAN PIPELINE, L.P. AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Note 2—Summary of Significant Accounting Policies (Continued)

At December 31, 2004 and 2003, inventory and linefill consisted of.

Inventory
Crude o1l . . ..
LPG .. ...
Other .....

Inventory subtotal .

Inventory in third-party assets
Crudeoll... ........
LPG ...............

Inventory 1n third-party assets subtotal .

Linefill
Crude o1l hnefill .

Total .

Property and Equipment

December 31, 2004

Doltar/
barrel

December 31, 2003

Dollar/
barrel

Dollars
(Barrels in thousands and dollars in millions)

Barrels Dollars Barrels

.. 8716 $396.2 $4546 1,676 $ 50.6 $30.19
2,857 1001  35.04 2243 53.8 2399
— 19 N/A — 1.6 N/A
11,573 $4982 3,919  $106.0
1,294 § 48.7 37.64 853 §$ 226 2649
318 10.6  33.33 183 41 2240
1,612 § 593 1,036 $ 26.7
6,015 $168.4 2800 3,767 $ 959 2546
19,200 $7259 8,722  $228.6

Property and equipment, net 1s stated at cost and consisted of the following:

Crude o1l pipelines and facilittes

Crude o1l and LPG storage and terminal facilities . . .

Trucking equipment and other
Office property and equipment

Less accumulated depreciation .

December 31,

2004 2003
(1n millions)

................ $1,6053 $1,114.5
169 6 100.8

........... 1176 43.8
...... 19.0 13.5
1,911.5 1,2726

.......... (183.9)  (1216)

$1,7276 $1,151.0

Depreciation expense for each of the three years 1in the period ended December 31, 2004, was
$63.3 mulhion, $42.4 million and $30.2 mulhion, respectively. Our policy 1s to depreciate property and

equipment over estimated useful lives as follows

e crude o1l pipelines and facilities—30 to 40 years;

* crude o1l and LPG storage and terminal facihities—30 to 40 years;

* trucking equipment and other—5 to 15 years, and

* office property and equipment—3 to 5 years
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Note 2—Summary of Significant Accounting Policies (Continued)

We calculate our depreciation and amortization using the straight-line method, based on estimated
useful lives and salvage values of our assets. These estimates are based on various factors including age
(in the case of acquired assets), manufacturing specifications, technological advances and historical data
concerming useful lives of similar assets. Uncertanties that impact these estimates include changes in
laws and regulations relating to restoration and abandonment requirements, economic conditions, and
supply and demand 1n the area When assets are put into service, we make estimates with respect to
useful lives and salvage values that we believe are reasonable However, subsequent events could cause
us to change our estimates, thus impacting the future calculation of depreciation and amortization
Historically, adjustments to useful lives have not had a material impact on our aggregate depreciation
levels from year to year.

In accordance with our capitalization policy, costs associated with acquusitions and improvements,
including related interest costs, which expand our existing capacity are capitalized For the years ended
December 31, 2004, 2003 and 2002, capitahized interest was $0.5 million, $0.5 mullion and $0 8 muillion,
respectively In addition, costs required either to maintain the existing operating capacity of partially or
fully depreciated assets or to extend their useful lives are capitalized and classified as maintenance
capital Repair and maintenance expenditures associated with existing assets that do not extend the
useful life or expand the operating capacity are charged to expense as mcurred.

Asset Retirement Obligation

In June 2001, the FASB issued SFAS No. 143 “Asset Retirement Obligations ”” SFAS 143
establishes accounting requirements for retirement obligations associated with tangible long-hved assets,
including (1) the time of the ltability recognition, (2) 1nitial measurement of the habulity, (3) allocation
of asset retirement cost to expense, (4) subsequent measurement of the hability and (5) financial
statement disclosures. SFAS 143 requires that the cost for asset retirement should be capitalized as part
of the cost of the related long-lived asset and subsequently allocated to expense using a systematic and
rational method. Effective January 1, 2003, we adopted SFAS 143, as required The adoption of this
statement did not have a material impact on our financial position, results of operations or cash flows

Some of our assets, primarily related to our pipeline operations segment, have obligations to
perform remediation and, 1in some 1nstances, removal activities when the asset 1s abandoned However,
the majority of these obligations are associated with active assets and the fair value of the asset
retirement obligations cannot be reasonably estimated, as the settlement dates are indeterminate A
small portion of these obligations relate to assets that are nactive and although the ultimate timing and
cost to settle these obligations 1s not known with certainty, we can reasonably estimate the obligation
As such, we have estimated that the fair value of these obligations is approximately $2.5 million at
December 31, 2004. For those obligations that are currently indeterminate, we will record asset
retirement obligations 1n the period in which we can reasonably determine the settlement dates

Impairment of Long-Lwved Assets

Long-lived assets with recorded values that are not expected to be recovered through future cash
flows are written-down to estimated fair value 1n accordance with SFAS No 144 “Accounting for the
Impairment or Disposal of Long-Lived Assets,” as amended. Under SFAS 144, an asset shall be tested
for impairment when events or circumstances indicate that 1ts carrying value may not be recoverable.
The carrying value of a long-lived asset 1s not recoverable if 1t exceeds the sum of the undiscounted
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Note 2—Summary of Significant Accounting Policies (Continued)

cash flows expected to result from the use and eventual disposition of the asset. If the carrying value
exceeds the sum of the undiscounted cash flows, an impairment loss equal to the amount the carrying
value exceeds the fair value of the asset 1s recognized. Fair value 1s generally determimed from
estimated discounted future net cash flows We adopted SFAS 144 on January 1, 2002 In 2004, we
recognized a charge of approximately $2.0 million associated with taking our pipeline 1n the Illinois
Basin out of service. The impairment represents the remaming net book value of the idled pipeline
system This pipeline did not support spending the capital necessary to continue service and we shifted
the majority of the gathering and transport activities to trucks.

Other Assets

Other assets consist of the following:

December 31,
2004 2003
(in milhons)
Goodwill . e ... $ 471 $394
Deposit on pending acquisition . ......... . . . 119 158
Debt 1ssue costs . .......... ... .. .. 155 121
Investment 1n affihate ..... ...... .. . 82 7.8
Fair value of derivative instruments ... .... e 86 59
Intangible assets . e e .. 27 2.6
Other . . e C. 140 71
108.0  90.7
Less accumulated amortization . . e e “@1n (@7
$103.9 $89.0

In accordance with SFAS No 142, “Goodwill and Other Intangible Assets,” we test goodwill and
other intangible assets periodically to determine whether an impairment has occurred Goodwill 1s
tested for impairment at a level of reporting referred to as a reporting umt. If the fair value of a
reporting unit exceeds its carrying amount, goodwill of the reporting unit 1s considered not impaired.
An imparrment loss 1s recognized for intangibles if the carrying amount of an intangible asset 1s not
recoverable and 1ts carrying amount exceeds 1ts fair value. As of December 31, 2004, substantially all of
our goodwill 1s allocated to our gathering, marketing, terminalling and storage operations (“GMT&S”).
Since adoption of SFAS 142, the company has not recognized any impairment of goodwill

Costs 1ncurred m connection with the i1ssuance of long-term debt and amendments to our credit
facilities are capitalized and amortized using the straight line method over the term of the related debt
Use of the straight-line method does not differ materally from the “effective interest” method of
amortization. Debt 1ssue costs and the related accumulated amortization are written off in conjunction
with the refinancing or termination of the applicable debt arrangement We capitalized costs of
approximately $59 milhon and $5.1 million 1n 2004 and 2003, respectively In addition, during 2004 we
wrote off approximately $0 7 million of unamortized costs and approximately $1 7 million of fully
amortized costs and the related accumulated amortization During 2003, we wrote off comparable
amounts totaling $3.3 million and $11 3 million, respectively
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Note 2—Summary of Significant Accounting Policies (Continued)

Amortization of other assets for each of the three years in the period ended December 31, 2004,
was $3.9 mullion, $4.4 million and $3.9 mullion, respectively.

Environmental Matters

We record environmental liabilities when environmental assessments and/or remedial efforts are
probable and we can reasonably estimate the costs Generally, our recording of these accruals coincides
with our completion of a feasibility study or our commitment to a formal plan of action We also
record recervables for amounts recoverable from insurance or from third parties under indemnification
agreements 1n the period that we determine the costs are probable of recovery

We expense or capitalize, as appropriate, environmental expenditures We expense expenditures
that relate to an existing condition caused by past operations, which do not contribute to current or
future revenue generation We capitalize environmental hiabilities assumed 1n business combinations
based on the fair value of the environmental obligations caused by past operations of the acquired
company.

Income and Other Taxes

Except as noted below, no provision for U.S. federal or Canadian imncome taxes related to our
operations 1s included in the accompanying consolidated financial statements, because as a partnership
we are not subject to federal, state or provincial income tax and the tax effect of our activities accrues
to the umitholders. Net earnings for financial statement purposes may differ significantly from taxable
mcome reportable to unitholders as a result of differences between the tax bases and financial
reporting bases of assets and habilities and the taxable income allocation requirements under the
partnership agreement. Individual unitholders will have different investment bases depending upon the
timing and price of acquisition of partnership umts Further, each umitholder’s tax accounting, which 1s
partially dependent upon the umtholder’s tax position, may differ from the accounting followed mn the
consolidated financial statements. Accordingly, there could be sigmficant differences between each
mndividual umtholder’s tax bases and the umtholder’s share of the net assets reported in the
consolidated financial statements We do not have access to information about each individual
umtholder’s tax attributes, and the aggregate tax basis cannot be readily determuned Accordingly, we
do not beheve that in our circumstances, the aggregate difference would be meaningful information.

The Partnership’s Canadian operations are conducted through an operating limited partnership, of
which our wholly owned subsidiary PMC (Nova Scotia) Company 1s the general partner. For Canadian
tax purposes, the general partner 1s taxed as a corporation, subject to income taxes and a capital-based
tax at federal and provincial levels For the years presented, these amounts were immateral.

In addition to federal income taxes, owners of our common units may be subject to other taxes,
such as state and local and Canadian federal and provincial taxes, umncorporated business taxes, and
estate, inheritance or intangible taxes that may be imposed by the various junsdictions in which we do
business or own property. A unitholder may be required to file Canadian federal income tax returns,
pay Canadian federal and provincial income taxes, file state income tax returns and pay taxes in various
states.
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Note 2—Summary of Significant Accounting Policies (Continued)
Recent Accounting Pronouncements

In March 2004, the Emerging Issues Task Force 1ssued Issue No. 03-06 (“EITF 03-06”),
“Participating Securities and the Two-Class Method under FASB Statement No 128.” EITF 03-06
addresses a number of questions regarding the computation of earnings per share by companies that
have ssued securities, other than common stock, that contractually entitle the holder to participate in
dvidends and earnings of the company when, and if, 1t declares dividends on its common stock The
1ssue also provides further guidance 1n applying the two-class method of calculating earnings per share,
clanfying what constitutes a participating security and how to apply the two-class method of computing
earnings per share once 1t 1s determined that a security 1s participating, including how to allocate
undistributed earnings to such a security. EITF 03-06 was effective for fiscal periods beginning after
March 31, 2004. There was no impact on earnings per limited partner unit in the periods presented
because of the adoption of EITF 03-06. The adoption of EITF 03-06 may have an impact on earnings
per limited partner unit n future periods if net income exceeds distributions or if other participating
securities are 1ssued.

Derwvatve Instruments and Hedging Activities

We utilize various derivative instruments to (1) manage our exposure to commodity price risk,
(1) engage 1n a controlled trading program, (i) manage our exposure to nterest rate risk and
(1v) manage our exposure to currency exchange rate risk We record all derivative instruments on the
balance sheet as either assets or habilities measured at their fair value under the provisions of
SFAS 133, “Accounting for Dernvative Instruments and Hedging Activities” as amended by SFAS 137
and SFAS 138 (collectively “SFAS 133”). SFAS 133 requires that changes in derivative instruments fair
value be recogmzed currently in earnings unless specific hedge accounting criteria are met, in which
case, changes 1n fair value are deferred to Other Comprehensive Income (“OCI”) and reclassified into
earnings when the underlying transaction affects earnings. Accordingly, changes n fair value are
included 1n the current period for (1) denvatives characterized as fair value hedges, (1) derwvatives that
do not qualify for hedge accounting and (1) the portion of cash flow hedges that i1s not highly effective
1n offsetting changes 1n cash flows of hedged items.

Net Income Per Unit

Basic and diluted net income per umit 1s determined by dividing net income after deducting the
amount allocated to the general partner interest, (including its incentive distribution in excess of its 2%
interest), by the weighted average number of outstanding limited partner umits during the period,
including common units and subordinated units. Partnership income 1s first allocated to the general
partner based on the amount of incentive distributions The remainder 1s then allocated between the
limited partners and general partner based on percentage ownership in the Partnership The following
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Note 2—Summary of Significant Accounting Policies (Continued)

table sets forth the computation of basic and diluted net mcome per limited partner unit for 2004, 2003

and 2002.

Net income . . ..
Less
Incentive distribution night . . . ..

Subtotal . ce
General partner 2% ownership

Numerator for basic earnings per imited partner unit.
Net income available for imited partners .
Effect of dilutive securities
Increase in general partner’s incentive distribution-contingent equity
issuance . .

Numerator for diluted earnings per limited partner umit . .

Denominator:
Denominator for basic earnings per limited partner umt—weighted
average number of limited partner units . . ..
Effect of dilutive securities’
Contingent equity issuance . . ... ...

Denominator for diluted earnings per imited partner unit—weighted
average number of limited partner units . . ..
Basic net income per limited partner unit

Diluted net mncome per hmited partner umit . . . . ..
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Year ended December 31,

2004 2003 2002

$130,006 $59,448 $65,292

(8,286) (4,884) (3,137)
121,720 54564 62,155
(2,434)  (1,091)  (1,243)
119286 53473 60,912
— (61) —
$119,286 $53,412  $60,912

63,277 52,743 45,546
— 657 —
63,277 53,400 45,546

$ 18 §$ 101 § 134
$ 18 § 100 § 1.34
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Note 3—Acquisitions

The following acquisitions were accounted for using the purchase method of accounting and the
purchase price was allocated in accordance with such method. In addition, we adopted SFAS No. 141,
“Busimess Combmations” 1 2001 and followed the provisions of that statement for all business
combinations mitiated after June 30, 2001

Significant Acquisitions
Link Energy LLC

On April 1, 2004, we completed the acqusition of all of the North American crude o1l and
pipeline operations of Link Energy LLC (“Link™) for approximately $332 million, including
$268 mullion of cash (net of approximately $5 5 million subsequently returned to us from an indemnity
escrow account) and approximately $64 million of net liabilities assumed and acquisition-related costs
The Lk crude o1l business consists of approximately 7,000 miles of active crude o1l pipeline and
gathering systems, over 10 million barrels of active crude o1l storage capacity, a fleet of approximately
200 owned or leased trucks and approximately 2 million barrels of crude o1l inefill and working
mventory The Link assets complement our assets 1n West Texas and along the Gulf Coast and allow us
to expand our presence in the Rocky Mountain and Oklahoma/Kansas regions. The results of
operations and assets and liabilities from this acquisition (the “Link acquisition”) have been included m
our consolidated financial statements and n both our pipeline operations and gathering, marketing,
terminalling and storage operations segments since April 1, 2004.

The purchase price was allocated as follows and mncludes goodwill primarily related to Link’s
gathering and marketing busmess (1n millions):

Cash paid for acquisition® . ... ... ... ... ... ... ... ... ... ...... $ 2680
Fair value of net liabilities assumed:
Accounts receivable® .. ... .. e e . ... 4094
Other current assets. .  ..... e e cee ce 18
Accounts payable and accrued habiities® . . ... .................. (459.6)
Other current hiabilities . ... ......... e e e .. (85)
Other long-term liabilittes .. ........ ... ... ... . .. (74)
Total net hiabilities assumed ................... cee ce (64.3)
Total purchase price ....  ......... e e cee .. $3323
Purchase price allocation
Property and equipment. . ................ .. $ 2602
Inventory .. Cee e e R 34
Lmefil ....... ... . o e e 554
Inventory 1n third party assets e e e 81
Goodwill . .. . e . e 50
Other long term assets - e 02
Total .. ... e e e e $ 3323

M Cash paid does not include the subsequent payment of various transaction and other acquisition related costs

@ Accounts recevable and accounts payable are gross and do not reflect the adjustment of approximately $250 million
to net settle, based on contractual agreements with our counterparties
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Note 3—Acquisitions (Continued)

The total purchase price includes (1) approximately $9.4 million 1n transaction costs,
(1) approximately $7.4 million related to a plan to mvoluntanly terminate and relocate employees in
conjunction with the acquisition, and (1i1) approximately $11.0 million related to costs to terminate a
contract assumed 1n the acquisition. These activities are substantially complete and the majority of the
related costs have been incurred as of December 31, 2004. In addition, we anticipate making capital
expenditures of approximately $28.0 million ($18.0 nullion 1n 2005) to upgrade certain of the assets and
comply with certamn regulatory requirements.

The acquisition was initially funded with cash on hand, borrowings under our existing revolving
credit facilities and under a new $200 million, 364-day credit facility In connection with the acquisition,
on April 15, 2004, we completed the private placement of 3,245,700 Class C common units to a group
of mstitutional vestors. During the third quarter of 2004, we completed a public offering of common
units and the sale of an aggregate of $350 million of senior notes. A portion of the proceeds from
these transactions was used to retire the $200 million, 364-day credit facility.

In connection with the Link purchase, both PAA and Link completed all necessary filings required
under the Hart-Scott-Rodmo Act, and the required 30-day waiting period expired on March 24, 2004
without any inquiry or request for additional information from the U.S. Department of Justice or the
Federal Trade Commussion (the “FTC”). On April 2, 2004, the Office of the Attorney General of Texas
(the “Texas AG”) delivered written notice to us that 1t was investigating the possibility that the
acqusition of Link’s assets might reduce competition 1in one or more markets within the petroleum
products industry 1n the State of Texas Such investigation was coordinated with the FTC, consistent
with federal-state protocols for conducting joint merger mvestigations We cooperated fully with the
antitrust enforcement authorities, including the provision of information at the request of the Texas AG
Antitrust Division. In late 2004, we were informed by the Texas AG Antitrust Division and
subsequently by the FTC that they were closing their investigation and do not have any current
mntentions to pursue any additional course of action with respect to these assets

Capline and Capwood Pipeline Systems

In March 2004, we completed the acquisition of all of Shell Pipeline Company LP’s interests in
two entities for approximately $158 0 million i cash (including a $15.8 muillion deposit paid 1n
December 2003) and approximately $0 5 million of transaction and other costs. In December 2003,
subsequent to the announcement of the acquisition and in anticipation of closing, we 1ssued
approximately 2.8 million common umnits for net proceeds of approximately $88.4 million, after paying
approximately $4.1 million of transaction costs. The proceeds from this 1ssuance were used to pay down
our revolving credit facility. At closing, the cash portion of this acquisition was funded from cash on
hand and borrowings under our revolving credit facility

The principal assets of these entities are: (1) an approximate 22% undivided joint mterest i the
Capline Pipeline System, and (1) an approximate 76% undivided joint interest in the Capwood Pipeline
System The Capline Pipeline System 1s a 633-mile, 40-inch mamhne crude o1l pipeline originating in
St. James, Lowsiana, and terminating in Patoka, Illinois. The Capwood Pipeline System i1s a 57-mule,
20-inch manline crude o1l pipeline originating 1n Patoka, Illinois, and terminating in Wood Ruver,
Illinois. The results of operations and assets from this acquisition (the “Capline acquisition”) have been
included 1n our consolidated financial statements and in our pipeline operations segment since
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Note 3—Acquisitions (Continued)

March 1, 2004 These pipelines provide one of the primary transportation routes for crude o1l shipped
into the Midwestern U.S., and delivered to several refineries and other pipelines.

The purchase price was allocated as follows (in millions)-

Crude o1l pipelines and facilities . ... ... e e R $151.4
Crude oil storage and terminal facities . . ... ..... e e 57
Land ... . - 13
Office equipment and other e e e e . 01
Total ... ... ........ e e $158.5

Pro Forma Data

The following unaudited pro forma data 1s presented to show pro forma revenues, income before
cumulative effect of change in accounting principle, net income, basic and diluted mncome before
cumulative effect of accounting change per limited partner umt and basic and diluted net income per
limited partner umt for the Partnership as if the Capline and Link acquisitions had occurred as of the
beginning of the periods reported:

-

Year Ended December 31,
2004 2003

(unaudited)
(in millions,
except per unmit amounts)

Revenues. . . ......... i e $21,0234  $12,8075
Income before cumulative effect of change 1n accounting principle® . . ... .. .. $ 1159 $ 1104
Net income®  ........ .. . ... ... ... : $ 1128 $ 1064
Basic income before cumulatlve effect of change 1n accounting prmmple per

limited partner unit® . ... Lo L0 L Lo Lol L L $ 177 $ 197
Diluted income before cumulative effect of change 1n accounting prmc1ple per

limted partner unut® . .. .. . . ... .00 L. ... 8 177 8 194
Basic net income per limited partner wit® . c oo 8 172 8 190
Diluted net income per himited partner unit® ... ... .. e e $ 172§ 187

M Includes a net gain in the 2003 period of approximately $67 5 mullion related to Link’s predecessor company’s reorganization,
discharge of debt and fresh start adjustments

@ The 2003 period includes the amounts described i note (1) above as well as a loss of approximately $4 0 million related to
Link’s predecessor company’s cumulative effect of change in accounting principle

Shell West Texas Assets

On August 1, 2002, we acquired from Shell Pipeline Company LP and Equilon Enterprises LLC
interests 1n approximately 2,000 mules of gathering and mainline crude o1l pipelines and approximately
9 0 million barrels (net to our interest) of above-ground crude o1l terminalling and storage assets in
West Texas (the “Shell acquisition”) The results of operations and assets from this acquisition have
been included in our consolidated financial statements and 1 our pipeline operations segment since
that date. The primary assets included 1n the transaction were 1nterests in the Basin Pipeline System,
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Note 3—Acquisitions (Continued)

the Permian Basin Gathering System and the Rancho Pipeline System. These assets complement our
existing asset mnfrastructure m West Texas and represent a transportation link to Cushing, Oklahoma,
where we are a provider of storage and terminalling services The total purchase price of $324 4 million
consisted of (1) $304.0 mullion 1n cash, which was borrowed under our revolving credit facility,

(u) approximately $9 1 million related to the settlement of pre-existing accounts recewvable and
mventory balances and (u1) approximately $11 3 million of estimated transaction and closing costs The
entire purchase price was allocated to property and equipment

Other Acquisitions
2004 Acquisttions

During 2004, 1n addition to the Link and Capline acqusitions, we completed several other
acquusitions for aggregate consideration totaling $58.7 million including transaction costs. These
acqusitions mclude crude o1l mamline and gathering pipelines and propane storage facilities. The
aggregate purchase price was allocated to property and equipment.

2003 Acquisitions

During 2003, we completed ten acquusitions for aggregate consideration totaling approximately
$159.5 mullion The aggregate consideration includes cash paid, estimated transaction costs, assumed
liabilities and estimated near-term capital costs These acquisitions included mainline crude oil
pipelmes, crude o1l gathering lines, terminal and storage facilities, and an underground LPG storage
facility. The aggregate purchase price was allocated as follows (1n milhon)

Crude o1l pipelines and facilities . ... ...... ce e . . $1380
Crude o1l and LPG storage facilities ce e e e i .. 73
Trucking equipment and other . e e e e ... 7.8
Office property and equipment .. ........ .. e e 12
Pipeline Linefill .. e .o e C e e 47
Goodwill . .. .. ..... e e e 0.5

$1595

2002 Acquisitions

During 2002, mn addition to the Shell acquisition, we completed two acquisitions for aggregate
consideration totaling approximately $15 9 million ncluding transaction costs These acquisitions
include crude oil pipeline, gathering and marketing assets and a 22% equuty mterest m a pipeline
company. With the exception of $1 3 mullion that was allocated to goodwill, the aggregate purchase
price was allocated to property and equipment.

Note 4—Asset Dispositions
Shutdown and Sale of Rancho Pipeline System

We acquired an mterest in the Rancho Pipeline System from Shell in August 2002 The Rancho
Pipeline System Agreement dated November 1, 1951, pursuant to which the system was constructed and

F-24



PLAINS ALL AMERICAN PIPELINE, L.P. AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Note 4—Asset Dispositions (Continued)

operated, terminated 1n March 2003. Upon termination, the agreement required the owners to take the
pipeline system, 1n which we owned an approximate 50% interest, out of service. Accordingly, we
notified our shippers and did not accept nominations for movements after February 28, 2003 This
shutdown was contemplated at the time of the acquisition and was accounted for under purchase
accounting 1n accordance with SFAS No. 141 “Business Combinations ” The pipeline was shut down on
March 1, 2003 and a purge of the crude oil linefill was completed in April 2003. In June 2003, we
completed transactions whereby we transferred our ownership interest in approximately 241 miles of
the total 458 miles of the pipeline 1n exchange for $4 0 million and approximately 500,000 barrels of
crude o1l tankage in West Texas. In August 2004, we sold our interest in the remamng portion of the
system for approximately $0.9 million, including the assumption of all liabilities typically associated with
pipelines of this type We recognized a gain of approximately $0.6 million on this transaction

Other Disposttions

During 2004, 2003 and 2002, we sold various other property and equipment for proceeds totaling
approximately $3 0 million, $8.5 million and $1.4 million, respectively Gains of approximately
$0.6 million were recognized 1n both 2004 (including the gain on the sale of the Rancho Pipeline
System) and 2003, respectively, and no gain or loss was recognized 1n 2002

F-25



PLAINS ALL AMERICAN PIPELINE, L.P. AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Note 5—Debt

Debt consists of the following:

Short-term debt:
Senior secured hedged inventory borrowing facility bearing interest at a rate
of 3.0% and 1 9% at December 31, 2004 and December 31, 2003, respectively .
Working capital borrowings, bearing interest at a rate of 3.7% and 4 0% at
December 31, 2004 and December 31, 2003, respectlvely(l) .........
Other. .... . . e e . . ..

Total short-term debt . ...... .. A

Long-term debt:
Senior unsecured revolving credit facility, bearing interest at 3.5% at

December 31, 20040 .. ... L L e .

Senior unsecured $170 million Canadlan revolvmg credit facility, bearing interest
at a rate of 22% at December 31, 2003

4.75% senior notes due August 2009, net of unamortlzed dlscount of $0.7 mllllon
at December 31,2004 .... ... . ........ .. .....

7 75% senior notes due October 2012, net of unamortized dxscount of $0. 3 mxlllon
and $0 3 million at December 31, 2004 and December 31, 2003, respectively

5.63% senior notes due December 2013, net of unamortized discount
of $0.6 milhon and $0.7 million at December 31, 2004 and December 31, 2003,
respectlvely ...........................................

5.88% senior notes due August 2016 net of unamortized discount of $1 1 mullion
at December 31, 2004 . ... .. .. .. e e

Other . ... ..

Total long-term debt®™ .. . ... ... ... .. L.
Totaldebt . ....... ..... e e

December 31,

2004

2003

(in mullions)

$ 804 $ 1005
882 253

6.9 1.5
175.5 127.3

$ 1436 § —
— 70.0

1743 —
199.7 199.7
249 4 2493
1739 —
8.1 —
9490 519.0
$1,1245 $ 646.3

() At December 31, 2004 and 2003, we have classified $88 2 million and $25 3 milhion, respectively, of borrowings under our
sentor unsecured revolving credit facility as short-term These borrowings are designated as working capital borrowings under
this facility and primanly are for hedged LPG wnventory and New York Mercantile Exchange (“NYMEX"”) margin deposits

and must be repaid within one year

Credit Facilities

In November 2004, we entered mto a new $750 mullion, five-year senior unsecured credit facility,
which contams a sub-facility for Canadian borrowings of up to $300 mullion. The new credit facility
extends our maturities, lowers our cost of credit and provides an additional $125 million of Liquidity

over our previous facilities. This facility can be expanded to $1 billion. At December 31, 2004,

approximately $231.8 million was outstanding under this facility (including $88.2 million classified as

short-term).
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Also m the fourth quarter of 2004, we amended and renewed our semor secured hedged inventory
facility; increasing the facility to $425 million, with the ability to further increase the facility in the
future by an incremental $75 milhon. This facility 1s an uncommitted working capital facility, which 1s
used to finance the purchase of hedged crude oil inventory for storage when market conditions warrant.
Borrowings under the hedged mventory facility are collateralized by the inventory purchased under the
facihty and the associated accounts receivable, and will be repaid with the proceeds from the sale of
such nventory. This facility expires 1n November 2005.

Senior Notes

During August 2004, we completed the sale of $175 million of 4 75% Senior Notes due 2009 and
$175 million of 5.88% Senior Notes due 2016 The 4.75% notes were sold at 99.551% of face value and
the 5.88% notes were sold at 99.345% of face value. Interest payments are due on February 15 and
August 15 of each year

During December 2003, we completed the sale of $250 million of 5.625% semior notes due 1n
December 2013. The notes were issued at a discount of $0.7 million, resulting 1n an effective interest
rate of 5.66%. Interest payments are due on June 15 and December 15 of each year

During September 2002, we completed the sale of $200 muillion of 7.75% senior notes due n
October 2012. The notes were issued at a discount of $0 4 million, resulting 1n an effective interest rate
of 7 78%. Interest payments are due on April 15 and October 15 of each year.

In each instance, the notes were co-issued by Plains All American Pipeline, L.P. and a 100%
owned consolidated finance subsidiary (neither of which have independent assets or operations) and are
fully and unconditionally guaranteed, jointly and severally, by all of our existing 100% owned
subsidiaries, except for subsidiaries which are minor
Covenants and Complance

Our credit agreements and the indentures governing the senior notes contamn cross default
provisions. Our credit agreements prohibit distributions on, or purchases or redemptions of, units if any
default or event of default is continuing In addition, the agreements contamn various covenants limiting
our ability to, among other things:

* ncur mdebtedness if certain financial ratios are not maintained,

* grant lens,

* engage 1n transactions with affiliates;

* enter nto sale-leaseback transactions;

* sell substantially all of our assets or enter into a merger or consolidation.

Our credit facility treats a change of control as an event of default and also requires us to
maintain.

* an interest coverage ratio that 1s not less than 2.75 to 1.0, and

* a debt coverage ratio which will not be greater than 4 75 to 1.0 on all outstanding debt and 5.25
to 10 on all outstanding debt during an acquisition period (generally, the perniod consisting of
three fiscal quarters following an acquisition greater than $50 million).
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For covenant compliance purposes, letters of credit and borrowings to fund hedged inventory and
margin requirements are excluded when calculating the debt coverage ratio

A default under our credit facility would permit the lenders to accelerate the maturity of the
outstanding debt As long as we are in compliance with our credit agreements, our ability to make
distributions of available cash 1s not restricted. We are currently in complhiance with the covenants
contamed 1n our credit agreements and indentures

Letters of Credu

As 18 customary in our industry, and in connection with our crude o1l marketing, we provide
certain suppliers and transporters with irrevocable standby letters of credit to secure our obligation for
the purchase of crude oil. These letters of credit are issued under our credit facility, and our habilities
with respect to these purchase obligations are recorded 1n accounts payable on our balance sheet in the
month the crude oil 1s purchased. Generally, these letters of credit are 1ssued for up to seventy-day
periods and are terminated upon completion of each transaction At December 31, 2004 and 2003, we
had outstanding letters of credit of approximately $98 0 million and $57.9 million, respectively. In
addition to changes 1n the level of activity and other factors, the amount of letters of credit outstanding
varies based on NYMEX crude o1l prices, which were $43.34 per barrel and $32 52 per barrel at
December 31, 2004 and 2003, respectively.

Matunties

The weighted average life of our long-term debt outstanding at December 31, 2004, was
approximately 8 years and the aggregate maturities for the for the next five years are as follows

Calendar Year Payment
2005 ..o o e e .. e e $ —
2006 ... L.l e e e e e e . 37
2007 . e e e e e e e e 3.6
2008 ... ... e e e e 0.8
2009 .. .. L. . e e e e 3186
Thereafter . .. .. .... cee e S ¢ 24X |

Total® C e e e e e . ... 9517

M Reflects aggregate unamortized discount of $2 7 million on our various senior notes

Note 6—Partners’ Capital and Distributions
Units QOutstanding

Partners’ capital at December 31, 2004 consists of 67,293,108 common umnits, mncluding 1,307,190
Class B common units and 3,245,700 Class C common units, representing a 98% effective aggregate
ownership interest in the Partnership and its subsidiaries, (after giving affect to the general partner
interest), and a 2% general partner interest.
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Note 6—Partners’ Capital and Distributions (Continued)
Class B and Class C Common Units

The Class B common umts and Class C common units were parn passu with common units with
respect to quarterly distributions In accordance with a common umitholder vote at a special meeting on
January 20, 2005, each Class B common umt and Class C common unit became convertible mto one
common unit upon request of the holder. In February 2005, all of the Class B and Class C common
units converted 1nto common units.

Subordinated Units and Conversion

Pursuant to the terms of our Partnership Agreement and having satisfied the financial tests
contamned therein, in November 2003, 25% of the subordinated units converted to common units on a
one-for-one basis. In February 2004, all of the remaining subordinated units converted to common units
on a one-for-one basis.

The subordinated umts have a debit balance in Partners’ Capital of approximately $39.9 mullion at
December 31, 2003 The debit balance 1s the result of several different factors including. (1) a low
imitial capital balance 1 connection with the formation of the Partnership as a result of a low
carry-over book basis 1n the assets contributed to the Partnership at the date of formation, (1i) a
sigmficant net loss 1n 1999 and (in) distributions to umtholders that have exceeded net income
allocated to unitholders each period Additionally, the capital balances of the common unitholders and
the General Partner have increased periodically as additional umts have been sold and as the General
Partner has made additional capital contributions associated with those offerings. The subordinated
unitholders are not required to make any additional contributions associated with those offerings of
common umts. No additional subordinated units were 1ssued after the nitial 1ssuance.

General Partner Incentive Distributions

Our general partner 1s entitled to receive incentive distributions if the amount we distribute with
respect to any quarter exceeds levels specified 1n our partnership agreement. Under the quarterly
mcentive distribution provisions, generally the general partner 1s entitled, without duplication, to 15%
of amounts we distribute 1n excess of $0.450 per umit, referred to as our mmmimum quarterly
distributions (“MQD”), 25% of the amounts we distribute 1n excess of $0.495 per unit and 50% of
amounts we distribute 1n excess of $0 675 per unit (referred to as “incentive distributions”) Cash
distributions on our outstanding units and the portion of the distributions representing an excess over
the MQD were as follows

Year
2004 2003 2002
Excess Excess Excess
Distribution®  over MQD  Distribution”  over MQD  Distribution®  over MQD
First Quarter .. ..... $0.5625 $0.1125 $0.5375 $0.0875 $05125 $0.0625
Second Quarter . ... $0.5625 $0 1125 $0.5500 $0 1000 $0.5250 $0 0750
Third Quarter . $0.5775 $0.1275 $0.5500 $0 1000 $0 5375 $0.0875
Fourth Quarter . . $0.6000 $0.1500 $0 5500 $0.1000 $0 5375 $0.0875

() Distributions represent those declared and paid n the applicable period
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Distributions

We will distribute 100% of our available cash within 45 days after the end of each quarter to
unitholders of record and to our general partner. Available cash 1s generally defined as all of our cash
and cash equivalents on hand at the end of each quarter less reserves established by our general
partner for future requirements. Total cash distributions made were as follows

GP

Common Subordinated Dastribution
Year Units Units 2% Incentive Total per unit
T (in milhons,e?ept per unit amounts)
2004 ... .. ...l el $1429 $ 4.2 $3.0 $8.3 $158.4 $2.30
2003 ..... e e cee. $927 $21.9 $2.3 $49 $1218 $2.19
2002. . ... e e $ 73.6 $21.1 $20 $31 $ 998 $2.11

On January 25, 2005, we declared a cash distribution of $0.6125 per unit on our outstanding
common units, Class B common units and Class C common units. The distribution was paid on
February 14, 2005, to unitholders of record on February 4, 2005, for the pertod October 1, 2004,
through December 31, 2004. The total distribution paid was approximately $45.0 muillion, with
approximately $41.2 million paid to our common unitholders and $0 8 million and $3.0 mullion paid to
our general partner for its general partner and incentive distrtbution interests, respectively

Equity Offerings

During the three years ended December 31, 2004, we completed the following public equity
offerings of our common units

Gross Proceeds GP Net
Period Units Unit Price  from Sale Contribution Costs Proceeds
(in millions, except per unit amounts)
July/August 2004 ... .. e e 4,968,000  $33.25 $165.2 $3.4 $77 $160.9
December 2003 . . .... e e 2,840,800  $31.94 $ 90.7 $1.8 $4.1 § 884
September 2003 . . e e .. 3,250,000 $30.91 $100.5 $2.1 $4.6 $ 98.0
March 2003 ........... ......... 2,645,000  $24.80 $ 65.6 $1.3 $30 $ 639
August 2002 Ce e .. 6,325,000  $23.50 $148.6 $3.0 $66 $145.0

Private Placement of Class C Common Units

In connection with the Link acquisition, on April 15, 2004 we 1ssued 3,245,700 Class C common
units for $30 81 per unit 1n a private placement to a group of institutional mvestors consisting of
affihates of Kayne Anderson Capital Advisors, Vulcan Capital and Tortoise Capital Advisors. Affiliates
of both Kayne Anderson Capital Advisors and Vulcan Caprital own mterests in our general partner.
Total proceeds from the transaction, after deducting transaction costs and including the general
partner’s proportionate contribution, were approximately $101 million, and were used to reduce the
balance outstanding under our revolving credit facilities. The Class C common units were unlisted
securities that are part passu n voting and distribution rights with the Partnership’s publicly traded
common units The Class C common units were stmilar in most respects to the Partnership’s Class B
common units Both classes became convertible on a one-for-one basis into common untts upon
approval by the holders of a majority of the common units at a special meeting of our unitholders held
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on January 20, 2005. All of the Class B common units and Class C common units converted 1n
February 2005.

Payment of Deferred Acquisttion Price

In connection with the CANPET acqusition 1n July 2001, $26 5 mullion Canadian of the purchase
price, payable in common units or cash at our option, was deferred subject to various performance
objectives being met. These objectives were met as of December 31, 2003 and an increase to goodwill
for this liability was recorded as of that date. The liability was satisfied on April 30, 2004 with the
1ssuance of approximately 385,000 common units and the payment of $6.5 million 1n cash. The number
of common units 1ssued 1n satisfaction of the deferred payment was based upon $34.02 per share, the
average trading price of our common units for the ten-day trading period prior to the payment date,
and a Canadian dollar to U S. dollar exchange rate of 1.35 to 1, the average noon-day exchange rate
for the ten-day trading period prior to the payment date. In addition, an incremental $3.7 million in
cash was paid for the distributions that would have been paid on the common units had they been
outstanding since the effective date of the acquisition

Note 7—Derivatives and Financial Instruments

We utilize various derwative instruments to (1) manage our exposure to commodity price risk,
(1) engage 1 a controlled trading program, (1) manage our exposure to interest rate risk and
(1v) manage our exposure to currency exchange rate risk. Our risk management policies and procedures
are designed to monttor interest rates, currency exchange rates, NYMEX and over-the-counter
positions, and physical volumes, grades, locations and delivery schedules to ensure that our hedging
activities address our market risks We formally document all relationships between hedging instruments
and hedged items, as well as our risk management objectives and strategy for undertaking the hedge.
We calculate hedge effectiveness on a quarterly basis This process includes spectfic identification of the
hedging instrument and the hedged transaction, the nature of the risk being hedged and how the
hedging instrument’s effectiveness will be assessed. Both at the inception of the hedge and on an
ongoing basis, we assess whether the derivatives that are used in hedging transactions are highly
effective 1n offsetting changes in cash flows of hedged items

Summary of Financial Impact

The following 1s a summary of the financial impact of the derivative instruments and hedging
activities discussed below The December 31, 2004, balance sheet includes assets of $63 9 million
(855.2 mullion current), liabilities of $29.5 million ($18.9 mullion current) and unrealized net gains
deferred to Other Comprehensive Income (“OCI”) of $25.9 million Total derivative activities for the
year ended December 31, 2004, generated a gain of $35.1 million. This gain includes (1) derivatives that
do not qualify for hedge accounting (a gamn of approximately $0 9 million), (1i) the portion of cash flow
hedges that 1s not highly effective in offsetting changes in cash flows of hedged items (a gain of
approximately $0.1 mullion), and (i1) gains and losses recognized m earnings for all hedges settled
during the period (a net gamn of approximately $34 1 million). The majority of these gains are related to
our commodity price risk hedging activities that are offset by physical transactions, as discussed below

As of December 31, 2004, the total amount of deferred net gains recorded m OCI are expected to
be reclassified to future earnings, contemporaneously with the related physical purchase or delivery of
the underlying commodity or payments of interest During the year ended December 31, 2004, no
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amounts were reclassified to earnings from OCI in connection with forecasted transactions that were no
longer considered probable of occurring. Of the $25 9 million net gain deferred in OCI at

December 31, 2004, a net gain of $34.7 million will be reclassified into earnings in the next twelve
months and the remaining net loss at various intervals (ending 1n 2016 for amounts related to our
terminated interest rate swaps and 2009 for amounts related to our commodity price risk hedging).
Since a portion of these amounts 1s based on market prices at the current period end, actual amounts
to be reclassified will differ and could vary materially as a result of changes 1n market conditions.

The following sections discuss our risk management activities 1n the indicated categories

Commodity Price Risk Hedging

We hedge our exposure to price fluctuations with respect to crude o1l and LPG 1n storage, and
expected purchases, sales and transportation of these commodities. The derivative instruments we use
consist pnimarily of futures and option contracts traded on the NYMEX and over-the-counter
transactions, including crude o1l swap and option contracts entered into with financial institutions and
other energy companies In accordance with SFAS No. 133 “Accounting for Derivative Instruments and
Hedging Activities,” as amended, these derivative instruments are recognized 1n the balance sheet or
earnings at their fair values. The majority of the instruments that qualify for hedge accounting are cash
flow hedges Therefore, the corresponding changes 1n fair value for the effective portion of the hedges
are deferred into OCI and recognized 1n revenues or crude o1l and LPG purchases and related costs 1n
the periods during which the underlying physical transactions occur. We have determined that
substantially all of our physical purchase and sale agreements qualify for the normal purchase and sale
exclusion and thus are not subject to SFAS 133 Physical transactions that are dervatives and are
meligible, or become inehgible, for the normal purchase and sale treatment (e.g. due to changes in
settlement provisions) are recorded in the balance sheet as assets or liabilities at their fair value, with
the changes 1n fair value recorded net 1n revenues.

Controlled Trading Program

Although we seek to maintain a position that 1s substantially balanced within our crude o1l lease
purchase activities, we may experience net unbalanced positions for short periods of time as a result of
production, transportation and delivery variances as well as logistical issues associated with inclement
weather conditions. In connection with managing these positions and maintaining a constant presence
in the marketplace, both necessary for our core business, we engage 1n a controlled trading program for
up to an aggregate of 500,000 barrels of crude oil. These activities are monitored independently by our
risk management function and must take place within predefined limits and authorizations. In
accordance with SFAS 133, these derivative instruments are recorded in the balance sheet as assets or
habilities at their fair value, with the changes in fair value recorded net in revenues.

Interest Rate Risk Hedging

At December 31, 2004, we have no open interest rate hedging instruments. However, there are
approximately $6.1 million deferred in OCI that relates to cash flow hedge instruments that were
terminated and cash settled ($1 4 million related to an instrument settled in 2004 and $4 7 million
related to instruments settled in 2003) that relate to debt agreements refinanced 1n 2004 and 2003,
respectively. The deferred loss related to these instruments 1s being amortized nto interest expense
over the original terms of the terminated mstruments (approximately $2 9 million over the next two
years and the remaining $3 2 million over approximately ten years). Approximately $1 5 million related
to the terminated instruments were reclassified mnto interest expense during 2004. In addition, earnings
for 2004 include a loss of approximately $0 7 nullion that was reclassified out of OCI related to an
instrument that matured 1n March 2004
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Currency Exchange Rate Risk Hedging

Because a significant portion of our Canadian business 1s conducted 1n Canadian dollars and, at
times, a portion of our debt 1s denominated 1n Canadian dollars, we use certamn financial instruments to
minimize the risks of unfavorable changes in exchange rates. These mstruments include forward
exchange contracts and cross currency swaps. Neither the forward exchange contracts nor the cross
currency swaps qualify for hedge accounting 1n accordance with SFAS 133.

At December 31, 2004, we had forward exchange contracts that allow us to exchange Canadian
dollars for U.S. dollars, quarterly, at set exchange rates as detailed below

Canadian Us

Dollars Dollars Rate
($ 1n millions)
2005. . . . . . e e e e e $3.0 $23 133to1l
2006 . ..... e e e $2.0 $15 132to1l

In addition, at December 31, 2004, we also had cross currency swap contracts for an aggregate
notional principal amount of $21.0 million, effectively converting this amount of our U.S. dollar
denominated debt to $32 5 mullion of Canadian dollar debt (based on a Canadian dollar to U.S. dollar
exchange rate of 1.55 to 1). The notional principal amount will reduce by $2 0 million U S 1 May 2005
and has a final maturity in May 2006 of $19.0 million U S At December 31, 2004, $9.9 million of our
long-term debt was denominated in Canadian dollars ($11 9 million Canadian based on a Canadian
dollar to U S dollar exchange rate of 120 to 1) All of these financial mstruments are placed with what
we believe to be large, creditworthy financial institutions.

Fair Value of Financial Instruments

The carrymg amounts and fair values of our financial instruments are as follows (1n millions).

December 31,
2004 2003

Carrying Fair Carrying Fair
Amount Value Amount Value

NYMEX futures ......... e e e . $423 $423 $75 $75
Options and swaps . . . e .. . $(28) $(28) $(33) $(33)
Forward exchange contracts . e .. .. %15 %15 $(04) $049
Cross currency swaps .. .. .  ..... cee $(63) $(63) $48) $(48)
Interest rate swaps .. .. e e $— $— $(04) $(049)
Short and long-term debt under credlt facxlltles . . $2318 $2318  $953  $953
Borrowings under senior secured hedged nventory fa0111ty .. $80.4  $804 $1005 $100.5
Senior notes ... ..... e e e . $7973 $8480 $4490 $4829

As of December 31, 2004 and 2003, the carrying amounts of items comprising current assets and
current liabilities approximate fair value due to the short-term maturities of these mnstruments The
carrying amounts of the variable rate mstruments 1n our credit facilities and senior secured hedged
mventory facility approximate fair value primarily because the interest rates fluctuate with prevailing
market rates, and the credit spread on outstanding borrowings reflects market The interest rate on our
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sentor notes (7.75%, 5.88%, 5.63%, and 4 75%) 1s fixed and the fair value 1s based on quoted market
prices.

The carrying amount of our denvative financial instruments approximate fair value as these
instruments are recorded on the balance sheet at their fair value under SFAS 133. Our dervative
financial istruments include cross currency swaps, forward exchange and extra option contracts,
interest rate swap, collar and treasury lock agreements for which fair values are based on current
liquidation values. We also have over-the-counter option and swap contracts for which fair values are
estimated based on various sources such as independent reporting services, industry publications and
brokers For positions where independent quotations are not available, an estimate 1s provided, or the
prevailing market price at which the positions could be liquidated 1s used In addition, we have
NYMEX futures and options for which the fair values are based on quoted market prices

Note 8—Major Customers and Concentration of Credit Risk

Marathon Ashland Petroleum (“MAP”) accounted for 10%, 12% and 10% of our revenues for
each of the three years in the period ended December 31, 2004. BP O1l Supply also accounted for 10%
of our revenues for the year ended December 31, 2004. No other customers accounted for 10% or
more of our revenues during any of the three years. The majority of the revenues from MAP and
BP Oil Supply pertain to our gathering, marketing, terminalling and storage operations. We believe that
the loss of these customers would have only a short-term impact on our operating results There can be
no assurance, however, that we would be able to 1dentify and access a replacement market at
comparable margins.

Financial instruments that potentially subject us to concentrations of credit risk consist principally
of trade recewvables Our accounts receivable are primanly from purchasers and shippers of crude o1l
This mdustry concentration has the potential to impact our overall exposure to credit risk, either
positively or negatively, in that the customers may be similarly affected by changes 1n economic,
industry or other conditions. We review credit exposure and financial information of our counterparties
and generally require letters of credit for recewvables from customers that are not considered credit
worthy, unless the credit risk can otherwise be reduced.

Note 9—Related Party Transactions
Reimbursement of Expenses of Our General Partner and Its Affiliates

We do not directly employ any persons to manage or operate our business These functions are
provided by employees of our general partner (or, in the case of our Canadian operations, PMC (Nova
Scotia) Company). Our general partner does not receive a management fee or other compensation 1n
connection with 1ts management of us. We reimburse our general partner for all direct and indirect
costs of services provided, including the costs of employee, officer and director compensation and »
benefits allocable to us, and all other expenses necessary or appropriate to the conduct of our business,
and allocable to us. Our agreement provides that our general partner will determine the expenses
allocable to us 1n any reasonable manner determined by our general partner 1n 1ts sole discretion. Total
costs rexmbursed by us to our general partner for the years ended December 31, 2004, 2003 and 2002
were approximately $151.0 nullion, $88.1 milhon and $70 8 million, respectively
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Crude Ou Marketing Agreement

As of December 31, 2004, Vulcan Energy, through its wholly-owned subsidiary Plains Resources,
owned an effective 44% of our general partner interest, as well as approximately 18.3% of our
outstanding himited partner umts. We are the exclusive marketer/purchaser for all of Plains Resources’
and 1ts subsidiaries’ equity crude oil production We have a marketing agreement with Plains Resources
(the “Marketing Agreement”) whereby we will purchase for resale at market prices the majority of
Plains Resources’ crude oil production for which we charge a fee of $0.20 per barrel. This fee 1s subject
to adjustment every three years based on then-existing market conditions. For the years ended
December 31, 2004, 2003 and 2002, we paid Plains Resources approximately $28.3 million, $25 7 million
and $247.7 mullion, respectively, for the purchase of crude oil under the agreement, including the
royalty share of production, and recogmzed margins of approximately $0.1 mullion, $0.2 million and
$1.8 mullion from the marketing fee for the same periods, respectively. In our opinion, these purchases
were made at prevailing market prices In connection with the separation of Plains Resources and one
of 1ts subsidiaries, discussed below, Plains Resources divested the bulk of its producing properties. As a
result, we do not anticipate the marketing arrangement with Plains Resources to be maternal to our
operating results in the future As currently n effect, the Marketing Agreement will terminate upon a
“change of control” of Plains Resources or our general partner The recent purchase of Plaims
Resources by Vulcan Energy would have constituted a change of control under the Marketing
Agreement. In July 2004, we amended and restated the Marketing Agreement to exclude the Vulcan
transaction from the change of control provisions

In December 2002, Plains Resources completed a spin-off of one of its subsidiaries, Plains
Exploration and Production Company (“PXP”) to 1ts shareholders PXP 1s a successor participant to
the Marketing Agreement. For the years ended December 31, 2004 and 2003, we paid PXP
approximately $328 3 mullion and $277.9 mullion, respectively, for the purchase of crude oil under the
agreement, including the royalty share of production and recognized margins of approximately $1.4 and
$1 7 mullion, respectively, from the marketing fee In our opiion, these purchases were made at
prevailing market prices. We are also party to a Letter Agreement with Stocker Resources, L.P (now
PXP) that provides that 1f the Marketing Agreement terminates before our crude o1l sales agreement
with Tosco Refiming Co. (“Tosco”) terminates, PXP will continue to sell and we will continue to
purchase PXP’s equity crude o1l production from the Arroyo Grande field (now owned by a subsidiary
of PXP) under the same terms as the Marketing Agreement until our Tosco sales agreement
terminates. In July 2004, we amended and restated the Marketing Agreement to, among other things,
reflect the change 1n parties as a result of the spin-off. We sell PXP’s crude under sales contracts that
range from one year to four years in length In October 2004, we further amended the PXP Marketing
Agreement to exclude any newly acquired properties and to adjust the marketing fee to $0.15 per
barrel for any new contracts entered into after January 1, 2005.

Due to Related Parties

The balance of amounts due to related parties at December 31, 2004 and 2003 was $32 9 mullion
and $27.0 million, respectively, and was primarily related to crude ol purchased by us but not yet paid
as of December 31 of each year.
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Performance Option Plan

In connection with the transfer of a majonty of our general partner interest in 2001, the owners of
the general partner (other than PAA Management, L.P)) contributed an aggregate of 450,000
subordinated umts (now converted into common units) to the general partner to provide a pool of
units available for the grant of options to management and key employees. In that regard, the general
partner adopted the Plains All American 2001 Performance Option Plan, pursuant to which options to
purchase approximately 391,000 units have been granted. These options vest in 25% increments based
upon achieving quarterly distribution levels on our umits of $0.525, $0.575, $0.625 and $0.675 ($2.10,
$2 30, $2.50 and $2.70, annualized). The first such level was reached, and 25% of the options vested, 1n
2002 The second level was reached, and an additional 25% of the options vested, 1n 2004 The options
will vest in their entirety immediately upon a change 1n control (as defined n the grant agreements)
The exercise price under the options was $22 per umit at the time of grant, declining over time 1n an
amount equal to 80% of each quarterly distribution per unit. As of December 31, 2004, the exercise
price was $15.91 per umt. The terms of future grants may differ from the existing grants Because the
units underlying the plan were contributed to the general partner, we will have no obligation to
reimburse the general partner for the cost of the units upon exercise of the options. At December 31,
2004 approximately 388,000 umts were outstanding.

Benefit Plan

Our general partner maintains a 401(k) defined contribution plan whereby 1t matches 100% of an
employee’s contribution (subject to certain himitations in the plan) For the years ended December 31,
2004, 2003 and 2002, the defined contribution plan matching expense was approximately $4 0 mullion,
$2.6 mullion and $2.1 million, respectively Similarly, PMC (Nova Scotia) Company maintains a group
Registered Savings Plan and a Non Registered Employee Savings Plan for our Canadian employees.
For the years ended December 31, 2004, 2003 and 2002, these plans had expense of approximately
$1.0 mullion, $0.7 mullion and $0.4 million, respectively.

Note 10—Long-Term Incentive Plans

Our general partner has adopted the Plains All American GP LLC 1998 Long-Term Incentive Plan
(the “1998 LTIP”) for employees and directors of our general partner and 1its affihates who perform
services for us. Awards contemplated by the 1998 LTIP include phantom umts and unit options. The
1998 LTIP currently permits the grant of phantom umnits and unit options covering an aggregate of
1,425,000 common units. The plan 1s admimstered by the Compensation Commuttee of our general
partner’s board of directors. Our general partner’s board of directors has the right to alter or amend
the 1998 LTIP or any part of the plan from time to time, including, subject to any apphicable NYSE
listing requirements, increasing the number of common umts with respect to which awards may be
granted; provided, however, that no change 1 any outstanding grant may be made that would
materially impair the rights of the participant without the consent of such participant.

A phantom unit entitles the grantee to receive, upon the vesting of the phantom umt, a common
umit (or cash equivalent, depending on the terms of the grant) As of December 31, 2004, aggregate
outstanding grants of approximately 134,000 units have been made to employees, officers and directors
of our general partner The Compensation Commuttee may, mn the future, make additional grants under
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the plan to employees and directors contaimning such terms as the Compensation Commuttee shall
determine

Common units to be delivered upon the vesting of grants may be common units acquired by our
general partner in the open market or 1n private transactions, common units already owned by our
general partner, or any combination of the foregomg. Our general partner will be entitled to
reimbursement by us for the cost incurred 1n acquiring common units and any other costs incurred n
settling obligations under the 1998 LTIP In addition, the Partnership may issue up to 975,000 new
common units to satisfy delivery obligations under the grants, less any common units 1ssued upon
exercise of unit options under the plan (see below) If we 1ssue new common units upon vesting of the
phantom units, the total number of common units outstanding will increase The Compensation
Commuttee, 1n 1ts discretion, may grant tandem distribution equivalent nights (“DERs”) with respect to
phantom units A DER entitles the grantee to a cash payment, either while the award 1s outstanding or
upon vesting, equal to any cash distributions paid on a unit while the award 1s outstanding. There are
no tandem equivalent distribution rights outstanding at this time under the 1998 LTIP.

Other than grants to directors, none of the phantom units vested until November 2003 Since that
time, approximately 927,000 phantom units have vested Including grants to directors, approximately
418,000 units have been purchased and delivered or 1ssued 1 satisfaction of vesting, after payment of
cash-equivalents and netting for taxes Under generally accepted accounting principles, we are required
to recogmze expense when i1t 1s considered probable that phantom unit grants under our 1998 LTIP will
vest As a result, we recognized an expense of approximately $7 9 million and $28.8 mullion for the
years ended December 31, 2004 and 2003, respectively

The 1ssuance of the common units upon vesting of phantom units 1s primarily intended to serve as
a means of mncentive compensation for performance Therefore, no consideration 1s paid to us by the
plan participants upon vesting and delivery of the common units.

Our 1998 LTIP currently permits the grant of options to purchase common units. No unit option
grants have been made under the 1998 LTIP to date However, the Compensation Comnuttee may, in
the future, make grants under the plan to employees and directors contarning such terms as the
committee shall determuine, provided that unit options have an exercise price equal to the fair market
value of the units on the date of grant

In January 2005, our unitholders approved the 2005 Long-Term Incentive Plan (the “2005 LTIP”).
The 2005 LTIP provides for awards to our employees and directors. Awards contemplated by the 2005
LTIP include phantom units, restricted units, unit appreciation rights and unit options, as determined
by the Compensation Committee (each an “Award”). Up to 3,000,000 units may be 1ssued 1n
satisfaction of Awards Certain Awards may also include DERs in the discretion of the Compensation
Commuttee Our general partner will be entitled to reimbursement by us for any costs incurred n
setthing obligations under the 2005 LTIP Certain of these Awards could be considered a common stock
equivalent and thus be dilutive to our earnings per unit from the time of their date of grant In
February 2005, our Board of Directors and Compensation Commuttee approved grants of approximately
1,900,000 phantom units (a substanttal number of which include DERSs) under the 2005 LTIP

The 1ssuance of the common units upon vesting of phantom units 1s primarily intended to serve as
a means of incenttve compensation for performance Therefore, no consideration 1s paid to us by the
plan participants upon vesting and delivery of the common units
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We lease certain real property, equipment and operating facilities under various operating and
capital leases. We also incur costs associated with leased land, rights-of-way, permits and regulatory
fees, the contracts for which generally extend beyond one year but can be cancelled at any time should
they not be required for operations Future non-cancellable commitments related to these items at
December 31, 2004, are summarized below (1n millions).

2005 ... e e e e . $17.8
2006 . ... e e e e e e $14.0
2007 . . e e e e e o.. .. $109
2008 .. e e e e .. $6.3
2009 ... ..... e e e e e e e $5.2
Thereafter . .. ... ittt e e e $13.7

Expenditures related to leases for 2004, 2003 and 2002 were $20.1 million, $13 4 milhon and
$9 7 mullion, respectively

Litigation

Export License Matter. In our gathering and marketing activities, we 1mport and export crude o1l
from and to Canada. Exports of crude o1l are subject to the “short supply” controls of the Export
Administration Regulations (“EAR”) and must be licensed by the Bureau of Industry and Securty (the
“BIS”) of the U.S Commerce Department. In 2002, we determined that we may have violated the
terms of our licenses with respect to the quantity of crude oil exported and the end-users in Canada.
Export of crude oil except as authorized by license 1s a violation of the EAR. In October 2002, we
submitted to the BIS an initial notification of voluntary disclosure The BIS subsequently informed us
that we could continue to export while previous exports were under review. We applied for and
received several new licenses allowing for export volumes and end users that more accurately reflect
our anticipated business and customer needs. We also conducted reviews of new and existing contracts
and implemented new procedures and practices in order to monitor compliance with applicable laws
regarding the export of crude oil to Canada. As a result, we subsequently submitted additional
information to the BIS m October 2003 and May 2004. In August 2004, we recewved a request from the
BIS for additional information. We have responded to this and subsequent requests, and continue to
cooperate fully with BIS officials. At this time, we have received neither a warmng letter nor a charging
letter, which could mvolve the imposition of penalties, and no indication of what penalties the BIS
might assess. As a result, we cannot reasonably estimate the ultimate impact of this matter

Alfons Sperber v Plains Resources Inc., et al.  On December 18, 2003, a putative class action
lawsuit was filed in the Delaware Chancery Court, New Castle County, entitled Alfons Sperber v. Plains
Resources Inc., et al. This suit, brought on behalf of a putative class of Plains All American
Pipeline, L.P. common unitholders, asserted breach of fiduciary duty and breach of contract claims
agamst us, Plains AAP, L.P, and Plains All American GP LLC and 1ts directors, as well as breach of
fiduciary duty claims against Plains Resources Inc. and its directors The complaint sought to enjoin or
rescind a proposed acquisition of all of the outstanding stock of Plains Resources Inc, as well as
declaratory relief, an accounting, disgorgement and the 1mposition of a constructive trust, and an award
of damages, fees, expenses and costs, among other things This lawsuit has been settled in principle.
The court has approved the settlement and, assuming no appeals are filed, the settlement will become
final in March 2005.
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Other We, 1 the ordinary course of business, are a claiamant and/or a defendant 1n various other
legal proceedings We do not believe that the outcome of these other legal proceedings, individually
and 1n the aggregate, will have a matenally adverse effect on our financial condition, results of
operations or cash flows.

Note 12—Environmental Remediation

We currently own or lease properties where hazardous hquids, including hydrocarbons, are being
or have been handled. As such, we could be required to remove or remediate hazardous liquids or
associated generated wastes (including wastes disposed of or released by prior owners or operators), to
clean up contaminated property (including contaminated groundwater) or to perform remedial
operations to prevent future contamination.

We maintain 1nsurance of various types with varying levels of coverage that we consider adequate
under the crcumstances to cover our operations and properties. The msurance policies are subject to
deductibles and retention levels that we consider reasonable and not excessive. Consistent with
insurance coverage generally available in the mndustry, in certain circumstances our insurance policies
provide limited coverage for losses or liabilities relating to gradual pollution, with broader coverage for
sudden and accidental occurrences.

In addition, we have entered 1nto indemnification agreements with various counterparties in
comjunction with several of our acquisitions. Allocation of environmental liability 1s an issue negotiated
in connection with each of our acquisition transactions. In each case, we make an assessment of
potential environmental exposure based on available information. Based on that assessment and
relevant economic and risk factors, we determine whether to negotiate an indemnity, what the terms of
any indemnity should be (for example, mimimum thresholds or caps on exposure) and whether to
obtain insurance, if available In some cases, we have receved contractual protections in the form of
environmental indemnifications from several predecessor operators for properties acquired by us that
are contaminated as a result of historical operations These contractual indemmifications typically are
subject to specific monetary requirements that must be satisfied before indemmification will apply and
have term and total dollar limaits.

The acquisitions we completed 1n 2003 and 2004 include a variety of provisions dealing with the
allocation of responsibility for environmental costs that range from no or limited indemnities from the
sellers to indemnification from sellers with defined limitations on their maximum exposure. We have
not obtained msurance for any of the conditions related to our 2003 acquisitions, and only 1n limited
circumstances for our 2004 acquisitions.

For instance, 1n connection with the Link acquisition, we identified a number of environmental
habilities for which we recewved a purchase price reduction from Link A substantial portion of these
environmental habilities are associated with the former Texas New Mexico (“TNM”) pipeline assets. On
the effective date of the acquisition, we and TNM entered 1nto a cost-sharing agreement whereby, on a
tiered basis, we will bear $11 mullion of the first $20 million of pre-May 1999 environmental 1ssues. We
will also bear the first $25,000 per site for new sites which were not identified at the time we entered
into the agreement (capped at 100 sites). TNM will pay all costs 1n excess of $20 million (excluding the
deductible for new sites). TNM’s obligations are guaranteed by Shell O1l Products (“SOP”). We
recorded a reserve for environmental liabilities of approximately $17.0 million i connection with the
Link acquisition
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In connection with the acquisition of certain crude oil transmission and gathering assets from SOP
in 2002, Shell purchased an environmental mnsurance policy covering known and unknown
environmental matters associated with operations prior to closing. We are a named beneficiary under
the policy, which has a $100,000 deductible per site, an aggregate coverage limit of $70 million, and
expires in 2012. Shell has recently made a claim against the policy, however, we do not believe that the
claim will substantially reduce our coverage under the policy

In connection with our 1999 acquisition of Scurlock Permian LLC from MAP, we were indemnified
by MAP for any environmental liabilities attributable to Scurlock’s business or properties which
occurred prior to the date of the closing of the acquisition. This indemmty applied to claims that
exceeded $25,000 individually and $1 0 million 1n the aggregate For the indemmity to apply, we were
required to assert any claims on or before May 15, 2003. In conjunction with the expiration of thus
indemnity, we reached agreement with respect to MAP’s remaining indemnity obligations Under the
terms of this agreement, MAP will continue to remain obhigated for Labilities associated with two
Superfund sites at which 1t 1s alleged that Scurlock Permian deposited waste oils. In addition, MAP
paid us $4 6 million cash as satisfaction of its obligations with respect to other sites During 2002, we
had reassessed previous mvestigations and completed environmental studies related to environmental
conditions associated with our 1999 acquisitions. As a result of that reassessment, we established an
additional reserve of $1 2 million

Other assets we have acquired or will acquire 1n the future may have environmental remediation
liabilities for which we are not indemnified We have in the past experienced and n the future will
likely experience releases of crude o1l into the environment from our pipeline and storage operations,
or discover releases that were previously unidentified. Although we maintain a program designed to
prevent and, as applicable, to detect and address such releases promptly, damages and habilities
incurred due to environmental releases from our assets may substantially affect our business

At December 31, 2004, our reserve for environmental habilities totaled approximately $19 8 million
(approximately $12 7 muillion of this reserve 1s related to liabilities assumed as part of the Link
acquisition) Approximately $9 3 mullion of our environmental reserve s classified as current and
$10.5 million 1s classified as long-term At December 31, 2004, we have recorded receivables totaling
approximately $6 3 million for amounts recoverable under msurance and from third parties under
indemnification agreements.

In some cases, the actual cash expenditures may not occur for three to five years. We believe that
this reserve 1s adequate, and 1n conjunction with our indemnification arrangements, should prevent
remediation costs from having a material adverse effect on our financial condition, results of
operations, or cash flows Our estimates used 1n these reserves are based on all known facts at the time
and our assessment of the ultimate outcome. Among the many uncertainties that impact our estimates
are the necessary regulatory approvals for, and potential modification of, our remediation plans, the
Iimited amount of data available upon mitial assessment of the impact of soil or water contamination,
changes 1n costs associated with environmental remediation services and equipment and the possibility
of existing legal claims giving rise to additional claims Therefore, no assurances can be made that any
costs incurred 1 excess of this reserve or outside of the indemnifications would not have a materal
adverse effect on our financial condition, results of operations, or cash flows.
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Note 13—Quarterly Financial Data (Unaudited):

First Second Third Fourth
Quarter Quarter Quarter Quarter Total™®
(in thousands, except per unit data)

2004
Revenues® . .... ce . .. $38046 $5,131.7 $5,8670 $6,1721 $20,975.5
Gross margin . c . R . 59.7 64.8 740 657 264 2
Operating income . . . . . . 40.5 45.2 551 39.2 180.0
Income before cumulative effect of change n

accounting pr1nc1ple .. . . 310 35.7 417 24.7 133.1
Net income . 279 357 417 24.7 130.0

Basic and diluted income per 11m1ted partner umit
before cumulative effect of change in accounting

principle . . 049 054 0.59 032 194
Basic and diluted net income per 11m1ted partner un1t 044 054 059 032 189
Cash distributions per common umt® . .. . $0563 $ 0563 $ 0578 $ 0600 $ 230
2003
Revenues® .. .. ... $32819 $2,7092 $3,0537 $3,5450 $12,5898
Gross margin . ce . . 46.7 440 387 412 170 6
Operating income . . . .. 33.6 319 210 116 982
Net income (loss) . . .. 24.4 234 119 (0.2) 594
Basic net income (loss) per 11m1ted partner un1t 046 042 0.20 (003) 101
Diluted net mncome (loss) per limited partner unit 046 042 020 (0 03) 100
Cash distributions per common umt® . . . $ 0538 $ 0550 $ 0550 $ 0550 $ 219

(M The sum of the four quarters does not equal the total year due to rounding
@ Distributions represent those declared and paid in the applicable period

@ Includes buy/sell transactions, see Note 2

Note 14—Operating Segments

Our operations consist of two operating segments: (1) pipeline operations (‘“Pipeline Operations”)
and (u) gathering, marketing, terminalling and storage operations (“GMT&S”). Through our pipeline
segment, we engage 1n Interstate and intrastate crude oil pipeline transportation and certain related
margin activities Through our GMT&S segment, we engage 1n purchases and resales of crude o1l and
LPG at various points along the distribution chain and we operate certain terminalling and storage
assets We believe that the combination of our terminalling and storage actvities and gathering and
marketing activities provides a counter-cyclical baiance that has a stabilizing effect on our results of
operations and cash flow. In a contango market (o1l prices for future deliveries are higher than for
current deliveries), we use our tankage to improve our gathering margins by storing crude o1l we have
purchased at lower prices in the current month for delivery at higher prices in future months. In a
backwardated market (o1l prices for future deliveries are lower than for current deliveries), we use and
lease less storage capacity, but increased marketing margins (premiums for prompt delivery) provide an
offset to this reduced cash flow

We evaluate segment performance based on segment profit and maintenance capital. We define
segment profit as revenues less (1) purchases, (i1) field operating costs, and (u1) segment general and
administrative expenses Maintenance capital consists of capital expenditures required erther to
maintain the existing operating capacity of partially or fuily depreciated assets or to extend their useful
lives Capital expenditures made to expand our existing capacity, whether through construction or
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Note 14—Operating Segments (Continued)

acquisition, are not considered maintenance capital expenditures. Repair and maintenance expenditures
associated with existing assets that do not extend the useful Iife or expand the operating capacity are
charged to expense as incurred. The following table reflects certain financial data for each segment for
the periods indicated (note that each of the items in the following table excludes depreciation and

amortization):
Pipeline GMT&S Total
(in millions)
Twelve Months Ended December 31, 2004
Revenues:
External Customers (includes buy/sell revenues of $149 8, $11 2470, and
$11,396 8, respectlvely) . $ 7529 $20,222.6 $20,975.5
Intersegmerlt(a e ce e . 122.0 0.9 1229
Total revenues of reportable segments . . . $ 8749 $20,223.5 $21,0984
Segment profit® .. . . e e . . . $ 1572 § 915 § 2487
Caputal expenditures . . . . $ 5207 $§ 1315 § 6522
Total assets . . . .. L. $1,5075 §$ 1,652.9 $ 3,160.4
Non-cash SFAS 133 mlpact(") . .. . R 1.0 $ 1.0
Maintenance capital . . e e . .o . § 83 % 30 § 113
Twelve Months Ended December 31, 2003
Revenues
External Customers (includes buy/sell revenues of $166 2, $6,124 9, and
$6,291.1, respectively) . . . $ 6051 $11,984.7 $12,5898
Intersegment(“) o . . .o 53.5 09 544
Total revenues of reportable segments ce .o . $ 6586 $11,9856 $12,6442
Segment profit® . . .. . . AN . $ 813 § 631 § 1444
Capital expenditures . . .. .o $ 2119 § 219 § 2338
Total assets . . C e e R . $1,2210 $ 8746 $ 2,0956
Non-cash SFAS 133 1mpact(b) L . . $ — 8 04 $ 0.4
Maintenance capital .o e $ 64 3 12 % 76
Twelve Months Ended December 31, 2002
Revenues
External Customers (includes buy/sell revenues of $95 8, $4,140 8, and
$4,236.7, respectively) . . $ 4624 §$ 79218 § 83842
Intersegment(a) . .. . . 23.8 — 238
Total revenues of reportable segments . $ 4862 $ 7,9218 §$ 8,408.0
Segment profit®© $ 707 $§ 589 § 1296
Capital expenditures . . $ 3419 $§ 233 § 3652
Non-cash SFAS 133 impact® $ — 3 03 $ 03
Maintenance capital $ 34 % 26 $ 60

Table continued on following page

@ Intersegment sales were conducted at arms length
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Note 14—Operating Segments (Continued)

®  Amounts related to SFAS 133 are mcluded 1n revenues and impact segment profit

©  The following table reconciles segment profit to consohdated 1ncome before cumulative effect of change 1n

accounting principle (1n millions)

Segment profit . .
Unallocated general and admimistrative expenses ..
Depreciation and amortization
Garn on sale of assets . . . .
Imparrment loss . ..........
Interest expense . RN
Interest income and other net

Income before cumulative effect of change n accounting principle . . . .

Geographic Data

Year ended December 31,

2004 2003 2002

$2487 $144.4 $129.6
— — Q0
(67.2) (468) (34.1)
06 06 —
20  — —
(467) (352) (29.1)
(03) (3.6 (0.1
$133.1 $ 594 $ 653

We have operations m the Umted States and Canada. Set forth below are revenues and long lived

assets attributable to these geographic areas (in millions):

Revenues

United States (includes buy/sell revenues of $10,164.6, $5,621.6, and
$3,715.5, respectively) .

Canada (1ncludes buy/sell revenues Of $1 2322, $669 5, and $521.2,
respectively) . e

Long-Lived Assets

United States. ... ..
Canada ........

.......

Note 15—Subsequent Event

For the Year Ended December 31,
2004 2003 2002

$17,499.5 $10,536.8 $6,9417

3,476.0 2,053.0 1,4425
$20,9755 $12,5898 $8,384.2

For the Year Ended
December 31,

2004 2003
S . $16708 $ 1,0398
e 379.7 316.9

$ 20505 $ 1,356.7

On February 25, 2005, we 1ssued 575,000 common units to a subsidiary of Vulcan Energy
Corporation The sale price for the common units was $38.13 per unit resulting i net proceeds,
including the general partner’s proportionate capital contribution and expenses associated with the sale,
of approximately $22.3 million. We mtend to use the net proceeds from the private placement to fund a
portion of our 2005 expansion capital program. Pending the incurrence of such expenditures, the net
proceeds will be used to repay indebtedness under our revolving credit facilities
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NoN-GAAP RECONCILIATIONS® (in millions)

Year ended December 31,

M Amounts may not recalculate due to rounding

@Jtem classified as cumulative effect of accounting change on income statement

2004 2003 2002 2001 2000
EBIT and EBITDA Reconciliations
Net Income reconcihation
Net Income (loss) $ 1300 $ 595 $ 653 $ 442 $ 775
Interest expense 46 7 352 291 291 287
EBIT 176 7 947 944 733 106 2
Depreciation and amortization 672 46 8 341 24 3 245
EBITDA $ 2439 $ 1415 $ 1285 $ 976 $ 1307
Year ended December 31,
2004 2003 2002 2001 2000
Selected 1tems impacting comparability
Increase (decrease) to reported amount:
SFAS 133 noncash mark—to—market adjustment $ 10 $ 04 $ 03 $ 02 $ -
LTIP charge 79 (28 8) - - -
Noncash reserve for potential environmental obhgations - - (12) - -
Write—off of deferred acquisition—related costs - - (10) - -
Noncash reserve for recervables - - - 30 50)
Cumulative effect of change 1n accounting principle® 31D - - 05 -
Noncash compensation expense - - - B @31
Gain on sales of assets 06 - - 10 482
Noncash mark-to-market inventory charge - - - (5 0) -
Loss on refinancing of debt ()] 33 - - 151
Latigation settlement 1n excess of reserve - - - - (70)
Inventory valuation adjustment 20) - - - -
Asset 1mpairment 20 - - - -
Gain on foreign currency revaluation 50 - - - -
Gain on interest rate swap - - - — 97
Total of selected items impacting EBIT/EBITDA 92) 317 a9 (12 0) 2717
Noncash amortization of debt 1ssue costs - - - - (4 6)
Total of selected 1tems impacting comparability $ (92) $ (317 $ 19 $ (120) $ 231
Year ended December 31,
2004 2003 2002 2001 2000
Net income and EBITDA excluding
selected items impacting comparability
Net 1income excluding selected 1tems 1mpacting comparabiity $ 1393 $ 911 $ 672 $ 562 $ 544
EBITDA excluding selected 1tems 1mpacting comparabihty $ 2532 $ 1732 $ 1304 $ 1096 $ 1030
2004 2003 %
% change 1n net income excluding selected
items 1mpacting comparability $ 1393 $ 911 53%
2004 2003 %
% change in EBITDA excluding selected
items impacting comparability $ 2532 $ 1732 46%
Year ended D ber 31, Change
2004 2003 $ %o
Reconciliation of adjusted net income per basic unit
Adjusted Net Income $ 1393 $ 911 $ 482 53%
GP incentave 83) 49 34
Subtotal 1310 862 448 52%
GP 2% (26) am 09
LP Net Income $ 1284 $ 845 $ 439 52%
Basic Weighted average units outstanding 63 3 5217
Adjusted basic net income per limited partner unit $ 203 $ 160 $ 043 27%
Midpoint of
2004 Gud on Change
2004 2/24/04 $ %
Increase in adjusted EBITDA over guidance
Adjusted EBITDA $ 2532 $ 1980 $ 552 28%
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