PARTNERSHIP GOVERNANCE GUIDELINES
. Management of the Partnership

The Amended and Restated Agreement of Limited Partnerstsipamended (the
“Partnership Agreement”) of Star Gas Partners, L.PDedaware limited partnership (the
“Partnership”), provides that the general partner of Ragtnership, Kestrel Heat, LLC, a
Delaware limited liability company (the “General Partheshall conduct, direct and manage all
activities of the Partnership. The limited liabilitymapany agreement (the “LLC Agreement”) of
the General Partner provides that the business of ther@epRartner shall be managed by a
board of directors (the “Board of Directors” or theodd”).

The responsibility of the Board is to supervise and ditket management of the
Partnership in the interest and for the benefit ofRhetnership’s unitholders. To that end, the
Board shall have the following duties:

(1) Overseeing the conduct of the Partnership’s businesvaimate whether the
business is being properly managed;

(2) Reviewing and approving the Partnership’s major financial tibgs; plans and
actions;

(3) Assessing major risk factors relating to the Partnerahgits performance, and
reviewing measures to address and mitigate such risks;

4) Regularly evaluating the performance and approving the coapen of the
Chief Executive Officer and, with the advice of the CHiedecutive Officer,
regularly evaluating the performance of key executives; and

(5) Planning for succession with respect to the position of (keicutive Officer
and monitoring management’s succession planning for othexxezyitives.

The Board of Directors has delegated to the Chief Exex@ificer, working with the
other executive officers of the General Partner andfitkates, the authority and responsibility
for managing the day-to-day business of the Partnership inam@ner consistent with the
standards of the General Partner (including these Guidglimed in accordance with any
specific plans, instructions or directions of the Board.

The Chief Executive Officer shall seek the advice amdapproval of the Board with
respect to actions to be undertaken by the Partnershipdimg those that would make a
significant change in the financial structure or cdntbthe Partnership, the acquisition or
disposition of any significant business or the entryhef Partnership into a major new line of
business.

II. Composition of the Board

The LLC Agreement of the General Partner providesttit@Board of Directors shall be
determined from time to time by the sole member of thag&al Partner (the “Sole Member”).

509461 000002 DALLAS 1984345.5



The Board believes that a desirable target number etirs is five to nine, allowing, however,
for changing circumstances that may warrant a high&wveer number.

It is the policy of the Board of Directors that theaBd at all times reflect the following
characteristics:

. Each Director shall at all times represent the egtx of the unitholders of the
Partnership.

. Each Director shall at all times exhibit high standardstegrity, commitment
and independence of thought and judgment.

. Each Director shall dedicate sufficient time, eneagyl attention to ensure the
diligent performance of his or her duties.

. The composition of the Board shall satisfy the requaets under “Director
Independence” below.

. The Board shall encompass a range of talent, skill exebrtise sufficient to
provide sound and prudent oversight of all of the Partnéssbiperations and
interests.

[11. Director Independence

It is the policy of the Board of Directors that thenmber of independent Directors that
comprise the Board shall at all times equal at leasetbirectors or such higher number as may
be necessary to comply with the applicable federalrgexs law requirements.

For the purposes of this Policy, “independent directbdlldiave the meaning set forth in
Section 10A(m) of the Securities Exchange Act of 1934 naended (the “Exchange Act”) and
the rules and regulations promulgated thereunder and angagplstock exchange rules.

The Board shall undertake an annual review of the indepeadsnall non-employee
Directors. To assist the Board in making determinatiohsa non-employee Director’'s
independence, the Board has adopted the standards set forflitachment Ato these
Guidelines. In advance of the meeting at which thisesevoccurs, each non-management
Director shall be asked to provide the Board with full infation regarding the Director’s
business and other relationships with the Partnershiptaraffiliates to enable the Board to
evaluate the Director’s independence.

Directors have an affirmative obligation to inform theaBd of any material changes in
their circumstances or relationships that may impéaetrtdesignation by the Board as
“independent.” This obligation includes all business retestiips between Directors and the
Partnership and its affiliates or members of senior manageand their affiliates, whether or
not such business relationships are subject to the appeapatement set forth in the following
provision.
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V. Business Relationshipswith Directors

For the purpose of minimizing the risk of actual or pemeiconflicts of interest (but
without affecting any determination of Director indeperggerpursuant to the preceding
provisions), any monetary arrangement between a Direetdrhis or her affiliates (including
any member of a Director’'s immediate family) and thetri@aship or any of its affiliates for
goods or services shall be subject to approval by th&8&atd of Directors.

V. Board Leadership
The Chairman of the Board shall be elected by theckurs.

The non-management Directors shall designate one naageement Director to serve as
the “Lead Director” to chair the Board’'s executivessess. If the Chairman is not also an
executive officer of the Company, the Chairman mayesasvthe Lead Director. In addition, the
Lead Director shall advise the Chairman of the Boardifferent) and the Committee Chairs
with respect to agendas and information needs relatinBoard and Committee meetings;
provide advice with respect to the selection of Committle®ir§; and perform such other duties
as the Board may from time to time delegate to ask&stBoard in the fulfillment of its
responsibilities. The Lead Director shall serve fachsterm as the Board shall determine. The
identity of the Lead Director shall be set forth ie thartnership’s annual report on Form 10-K,
together with a method for interested parties to commtenitisectly with the Lead Director or
with the non-management Directors as a group.

V1. Management Succession and Review

At least once every two years, the Chief Executivaceffof the General Partner shall
meet with the non-management Directors to discuss pdtenti@essors as Chief Executive
Officer. The non-management Directors shall meetexecutive session following such
presentations to consider such discussions. The Chietiftxe Officer shall also have in place
at all times a confidential written procedure for thedly and efficient transfer of his or her
responsibilities in the event of his or her sudden indegigon or departure, including
recommendations for longer-term succession arrangements.

The Chief Executive Officer shall also review periodigallith the non-management
Directors or a Committee of the Board of Directolisod whose members are independent
directors, the performance of other key executiveshefGeneral Partner, as well as potential
succession arrangements for such executives. Any waifethe requirements of the
Partnership’<Code of Business Conduct and Ethics with respect to any executive officers shall
be reported to, and be subject to the approval of thedBafaDirectors or the Chairman of the
Audit Committee of the Board of Directors and shallppemptly disclosed to the Partnership’s
unitholders.

VII. Board Meetings

The Chairman, in consultation with the other membernh@Board, shall determine the
timing and length of the meetings of the Board. The 8@apects that four regular meetings at
appropriate intervals are in general desirable fopdrormance of the Board’s responsibilities.
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In addition to regularly scheduled meetings, unscheduleddBmaetings may be called upon
appropriate notice at any time to address specific neetlie ¢tartnership. The General Partner
expects that Board members will make every effort #ndtall meetings.

The Chairman shall establish the agenda for each Boatingie Each Director shall be
entitled to suggest the inclusion of items on the agendagest the presence of or a report by
any member of senior management, or at any Board meetgs®ysebjects that are not on the
agenda for that meeting. Directors may also contachlmers of senior management directly.

The agendas for Board meetings shall provide opportunitiebé operating heads of the
Partnerships operations to make presentations to thel Baang the course of the year. At one
meeting each year the Board shall be presented thedomgstrategic plan for the Partnership
and the principal issues that the Partnership expedéeeothe future. Sufficient time shall be
allocated for this presentation to allow for questionsbg full discussion with the members of
the Board.

At least once during each year, the Board shall mee¢gnlarly scheduled executive
session, without the participation of the Chief Execut®#&icer or other members of
management, to review matters concerning the relatiomghipe Board with the management
Directors and other members of management and such rottieers as the Lead Director and
participating Directors may deem appropriate. The Leaccidireshall preside at such executive
sessions. The Board shall not take formal actionsicit sessions unless requested to do so by
the full Board, although the participating Directors mayake recommendations for
consideration by the full Board. Additional executivessens may be scheduled from time to
time as determined by a majority of the non-managemeatrs in consultation with the Lead
Director and the Chairman of the Board.

VIIl. Board Committees

Committees shall be established by the Board from tintiene® to facilitate and assist in
the execution of the Board’s responsibilities. Conmgestmay be standing or ad hoc. Generally
a Committee shall be constituted to address issueshieause of their complexity, technical
nature, level of detail, time requirements and/or semgit cannot be adequately addressed
within the normal agenda for Board meetings.

Each Committee shall have a written charter of respiities, duties and authorities,
which shall periodically be reviewed by the Board. A copyhe written Charter of the Audit
Committee is available on the Partnership’s websitenaiv.Star-Gas.com. Each Committee
shall have the power and authority to carry out the datesresponsibilities contained in such
charter. Each Committee shall report to the fulaBbwith respect to its activities, findings and
recommendations after each meeting.

Each Committee shall have full power and authoritygansultation with the Chairman
of the Board, to retain the services of such advisads experts, including counsel, as the
Committee deems necessary or appropriate with respegettfic matters within its purview,
and the Partnership shall provide appropriate funding therefo
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The Chairman of the Board, after consideration ofdésires, experience and expertise
of individual directors, shall recommend to the Boar@ tlissignment of Directors to
Committees, including the designation of Committee Shai

The Company has a standing Audit Committee. The Audit rditee must be
comprised entirely of independent directors.

Because of the Audit Committee’s demanding role and regpbties, and the time
commitment attendant to Audit Committee membershiph ¢adait Committee member must
advise the Chairman and/or the Lead Director beforep#ioge membership on the audit
committee of another public company if joining that cattee would result in the Audit
Committee member serving on the audit committees of thuédic companies, including the
Partnership. Following notification from the Audit @mittee member, the Board must
determine that such simultaneous service would not intpaiability of the Audit Committee
member to serve effectively on the Audit Committee.

Each Committee Chair, in consultation with the Chamnof the Board, shall establish
agendas and set meetings at the frequency and length aperepdanecessary to carry out the
Committee’s responsibilities.

Any Director who is not a member of a particular Conteaitmay attend any Committee
meeting with the concurrence of the Committee Chaia anajority of the members of the
Committee.

|X. Board Materials

Directors shall receive information and data thatiemgortant to their understanding of
the businesses of the Partnership, in writing, and iircgrit time to prepare for meetings. This
material shall be as brief as possible while stillvimg the desired information; it shall be
analytic as well as informational; and it shall includighlights and summaries whenever
appropriate. Directors are expected to review such raltein advance of the meetings.
Directors may request that the Chairman of the Boardappropriate members of senior
management present to the Board information on speojicg relating to the Partnership and
its operations.

Directors are encouraged to keep themselves informedresfiect to the Partnership’s
affairs between Board meetings through direct individuwaitacts with members of senior
management. The Chairman of the Board shall, whenegerested, assist in arranging and
facilitating such contacts.

X. Board Conduct and Review

Members of the Board of Directors shall act at alhes in accordance with the
requirements of the Partnership@ode of Business Conduct and Ethics, which shall be
applicable to each Director. This obligation shalaktimes include, without limitation, strict
adherence to the Partnership’s policies with respeatotdlicts of interest, confidentiality,
protection of the Partnership’s assets, ethical conduwat business dealings and respect for and
compliance with applicable law. Any waiver of the regments of theCode of Business
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Conduct and Ethics with respect to any individual Director or executive @fishall be reported
to, and be subject to the approval of, the Board of Qirecnd shall be promptly disclosed to
the Partnership’s unitholders.

The Board shall conduct an annual review and self-evaluadf its conduct and
performance based upon completion by all Directors ahatuation form that includes, among
other things, an assessment of (a) the Board’'s commosind independence; (b) the Board’s
access to and review of information from managememt,tha quality of such information;
(c) the Board’s responsiveness to unitholder concernsngd)tenance and implementation of
the Partnership’s standards of conduct; and (e) maintenand implementation of these
Guidelines. The review shall seek to identify specific areagny, in need of improvement or
strengthening and shall culminate in a discussion ofegts and any actions to be taken.

XI1. Selection of New Directors

In accordance with the LLC Agreement of the Generdinég the Sole Member has the
right to appoint and remove Directors. It is antibgobthat the Board will assist in this process,
including identifying and interviewing potential candidates progdseelection.

In selecting new Directors, the Sole Member shall greehighest priority to meeting the
standards and qualifications set forth at the beginnintpegfeGuidelines. In this connection,
the Sole Member shall seek candidates whose servioghen Boards will not adversely affect
their ability to dedicate the requisite time to serwce this Board or any Board committee.
Directors should advise the Chairman and/or the Leadcidr in advance of accepting an
invitation to serve on another for-profit corporateitub

The General Partner shall provide appropriate orientggiograms for new Directors,
which shall be designed both to familiarize new Direcinrdeveloping and maintaining skills
necessary or appropriate for the performance of thespansibilities. The Board and
management shall similarly work together to develop anglament appropriate continuing
education programs for the same purposes.

XII.Director Compensation

All non-management Directors shall receive Directdeg's as their only compensation
for Board and/or Board committee service. Non-Managerbarectors’ fees shall be in the
form of cash, Partnership securities, including optioastricted units and unit appreciation
rights, or combination thereof, as well as any addiidmenefits regularly given to all non-
management Directors. The exact amount and form mfhmnagement Director compensation
shall be determined and reviewed annually by the full Boaadanrdance with the policies and
principles that are established by the Board of Directimm time to time. Employee directors
do not receive separate consideration for Board service.

X1, Implementation Guidelines

If the Board ascertains at any time that any ofGelelines set forth herein are not in
full force and effect, the Board shall take such actisnt deems reasonably necessary to assure
full compliance as promptly as practicable.
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Attachment A: Independence Standards

A director shall be independent if the director meeth ed the following standards and
otherwise has no material relationship with the Pastnp, either directly, or as a partner,
stockholder, or officer of an organization that haseltionship with the Partnership. For
purposes of these standards, the “Partnership” mean&&aPartners, L.P., and its consolidated
subsidiaries and Kestrel Heat, LLC, its general partwiectively.

1. the director is not, and in the past three years badeen, an employee of the
Partnership;

2. an immediate family member of the director is not] & the past three years has
not been, employed as an executive officer of thenBeship;

3. (a) neither the director nor a member of the diréstonmediate family is a
current partner of the Partnership’s outside auditing;flbjnthe director is not a
current employee of the Partnership’s outside auditimg; fic) no member of the
director’'s immediate family is a current employee loé Partnership’s outside
auditing firm participating in the firm’'s audit, assuranoe tax compliance (but
not tax planning) practice; and (d) neither the director amamember of the
director’s immediate family was within the past thresang (but is no longer) a
partner or employee of the Partnership’s outside agditirm and personally
worked on the Partnership’s audit within that time;

4. neither the director nor a member of the directorimediate family is, or in the
past three years has been, part of an interlockiregtdirate in which a current
executive officer of the Partnership served on the cosgiem committee of
another company at the same time the director oditbetor’'s immediate family
member served as an executive officer of that company;

5. neither the director nor a member of the directorsiediate family has received,
during any 12-month period in the past three years, anytdn@opensation
payments from the Partnership in excess of $100,000, otherctiapensation
for Board service, compensation received by the direciorisediate family
member for service as a non-executive employee of dnmd?ship, and pension
or other forms of deferred compensation for prior service

6. the director is not a current executive officer optayee, and no member of the
director’s immediate family is a current executiveiagf, of another company
that makes payments to or receives payments from theePsip, or during any
of the last three fiscal years has made paymentsteceived payments from the
Partnership, for property or services in an amount thany single fiscal year,
exceeded the greater of $1 million or 2% of the other cagipaconsolidated
gross revenues;

7. the director is not an executive officer of a nonfprarganization to which the
Partnership makes or in the past three fiscal yearsnade, payments (including
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contributions) that, in any single fiscal year, excedtiedgreater of $1 million or
2% of the non-profit or organization’s consolidated gresemues

8. the director is not, and during the last fiscal ye@s hot been, a partner in, or a
controlling shareholder or executive officer of, a bussneorporation, non-profit
organization, or other entity to which the Partnership indebted at the end of
the Partnership’s last full fiscal year in an aggregam®unt in excess of 2% of
the Partnership’s total consolidated assets at the esutbffiscal year;

9. the director is not, and during the last fiscal yearnmadeen, a member of, or of
counsel to, a law firm that the Partnership has rethduring the last fiscal year
or proposes to retain during the current fiscal year; or

10. the director is not, and during the last fiscal year hais been, a partner or
executive officer of any investment banking firm that pegormed services for
the Partnership, other than as a participating undervimiteisyndicate, during the
last fiscal year or that the Partnership proposesate Iperform services during
the current fiscal year.

For purposes of this Attachment A an “immediate familgmber” means a person’s spouse,
parents, children, siblings, mother and father-in-lawmssand daughters-in-law, brothers and
sisters-in-law, and anyone (other than domestic eme&)y&ho shares such person’s home.
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