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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

This Quarterly Report contains certain forward-looking statements and information relating to TransMontaigne Inc., including the following:

i.
certain statements, including possible or assumed future results of operations, in "Management's Discussion and Analysis of Financial
Condition and Results of Operations;"

ii.
any statements contained herein or therein regarding the prospects for our business or any of our services;

iii.
any statements preceded by, followed by or that include the words "may," "seeks," "believes," "expects," "anticipates," "intends,"
"continues," "estimates," "plans," "targets," "predicts," "attempts," "is scheduled" or similar expressions; and

iv.
other statements contained herein or therein regarding matters that are not historical facts.

Our business and results of operations are subject to risks and uncertainties, many of which are beyond our ability to control or predict. Because
of these risks and uncertainties, actual results may differ materially from those expressed or implied by forward-looking statements, and
investors are cautioned not to place undue reliance on such statements, which speak only as of the date thereof.

The following risk factors, discussed in more detail under the heading "Risk Factors" in our Current Report on Form 8-K filed on May 14, 2003,
are important factors that could cause actual results to differ materially from our expectations and may adversely affect our business and results
of operations, include, but are not limited to:
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�>
volumes of refined petroleum products shipped in our pipelines and throughput or stored in our terminal facilities;

�>
the availability of adequate supplies of and demand for petroleum products in the areas in which we operate;

�>
the effect of any inability to attract customers for our supply management service business;

�>
continued creditworthiness of, and performance by, contract counterparties;

�>
the effects of competition;

�>
our ability to renew customer contracts;

�>
operational hazards;

�>
availability and cost of insurance on our assets and operations;

�>
the success of our risk management activities;

�>
the effect of changes in commodity prices on our liquidity;

�>
the impact of any failure of our information technology systems;

�>
the impact of petroleum product price fluctuations;

�>
the availability of acquisition opportunities;

�>
successful integration and future performance of acquired assets;

�>
the threat of terrorist attacks or war;

�>
the impact of current and future laws and governmental regulations;

�>
liability for environmental claims; and
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�>
the impact of the departure of any key officers.

In addition, other factors such as the following also could cause actual results to differ materially from our expectations:

�>
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general economic, market or business conditions; and

�>
force majeure and acts of God.

We do not intend to update these forward-looking statements except as required by law.
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Part I. Financial information

ITEM 1.    UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

The interim consolidated financial statements of TransMontaigne Inc. as of and for the three months ended September 30, 2003 are included
herein beginning on the following page. The accompanying interim consolidated financial statements should be read in conjunction with our
annual consolidated financial statements and related notes for the year ended June 30, 2003, together with our discussion and analysis of
financial condition and results of operations, included in our Annual Report on Form 10-K filed on September 29, 2003.

TransMontaigne Inc. is a holding company with the following active wholly-owned subsidiaries during the three months ended September 30,
2003.

�>
TransMontaigne Product Services Inc. ("TPSI")

�>
TransMontaigne Transport Inc.

�>
Coastal Fuels Marketing, Inc.

�>
Coastal Tug and Barge, Inc.

We do not have any off-balance-sheet arrangements (other than operating leases) or special-purpose entities.
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Transmontaigne Inc. and subsidiaries
Consolidated balance sheets

(In thousands)

September 30,
2003

June 30,
2003

ASSETS
Current assets:

Cash and cash equivalents $ 17,944 $ 27,969
Restricted cash held by commodity broker 7,202 5,155
Trade accounts receivable, net 234,273 277,360
Inventories�discretionary volumes 285,900 226,918
Unrealized gains on derivative contracts 16,372 16,817
Prepaid expenses and other 2,014 5,775
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September 30,
2003

June 30,
2003

563,705 559,994

Property, plant and equipment, net 372,604 371,735
Inventories�minimum volumes 21,985 22,017
Unrealized gains on derivative contracts 660 1,885
Investments in petroleum related assets 10,131 10,131
Deferred tax assets � 482
Deferred debt issuance costs, net 12,250 12,908
Other assets, net 6,791 6,917

$ 988,126 $ 986,069

LIABILITIES, PREFERRED STOCK, AND COMMON STOCKHOLDERS' EQUITY
Current liabilities:

Commodity margin loan $ � $ 4,534
Working capital credit facility 195,000 175,000
Trade accounts payable 168,434 144,443
Unrealized losses on derivative contracts 15,944 20,151
Inventory due to others under exchange agreements 16,497 35,121
Excise taxes payable 66,614 86,421
Other accrued liabilities 29,416 25,562
Deferred revenue�supply management services 3,771 4,816

495,676 496,048

Other liabilities:
Long-term debt 200,000 200,000
Deferred tax liabilities 832 �
Unrealized losses on derivative contracts 483 423

Total liabilities 696,991 696,471

Series B Redeemable Convertible Preferred stock 78,927 79,329

Common stockholders' equity:
Common stock 407 407
Capital in excess of par value 249,296 249,339
Deferred stock-based compensation (3,246) (3,943)
Accumulated deficit (34,249) (35,534)

212,208 210,269

$ 988,126 $ 986,069

See accompanying notes to consolidated financial statements.
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Transmontaigne Inc. and subsidiaries
Consolidated statements of operations
(In thousands, except per share amounts)

Three months ended
September 30,

2003 2002

Supply, distribution, and marketing:
Revenues $ 2,523,553 $ 1,727,342
Cost of product sold (2,511,890) (1,686,783)

Net margin before other direct costs and expenses 11,663 40,559
Other direct costs and expenses:

Net losses on risk management activities (384) (18,508)
Change in unrealized gains (losses) on derivative contracts 2,311 (14,439)
Lower of cost or market write-downs on base operating volumes (1,848) �
Lower of cost or market write-downs on inventories�minimum volumes (32) �

Net operating margins 11,710 7,612

Terminals, pipelines, and tugs and barges:
Revenue 27,021 17,395
Direct operating costs and expenses (12,326) (6,467)

Net operating margins 14,695 10,928

Total net operating margins 26,405 18,540

Costs and expenses:
Selling, general and administrative (10,371) (9,331)
Depreciation and amortization (5,537) (4,256)
Corporate relocation and transition � (1,084)

Total costs and expenses (15,908) (14,671)

Operating income 10,497 3,869

Other income (expenses):
Dividend income 6 374
Interest income 28 69
Interest expense (6,424) (3,293)
Other financing costs:

Amortization of deferred debt issuance costs (813) (229)
Gain on interest rate swap � 75

Total other income (expenses) (7,203) (3,004)
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Three months ended
September 30,

Earnings before income taxes 3,294 865
Income tax expense (1,318) (329)

Net earnings 1,976 536
Preferred stock dividends, net (691) (995)

Net earnings (loss) attributable to common stockholders $ 1,285 $ (459)

Earnings (loss) per share:
Basic net earnings (loss) per common share $ 0.03 $ (0.01)

Diluted net earnings (loss) per common share $ 0.03 $ (0.01)

Weighted average common shares outstanding:
Basic 39,177 39,031

Diluted 39,758 39,031

See accompanying notes to consolidated financial statements.
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Transmontaigne Inc. and subsidiaries
Consolidated statements of preferred stock and common stockholders' equity

Year ended June 30, 2003 and three months ended September 30, 2003
(In thousands)

Preferred stock
Capital in
excess of
par value

Deferred
stock-based

compensation

Total
common

stockholders'
equity

Common
stock

Accumulated
deficitSeries A Series B

Balance at June 30, 2002 $ 24,421 $ 80,939 $ 399 $ 245,844 $ (2,540) $ (38,353) $ 205,350
Common stock issued for
options exercised � � � 12 � � 12
Common stock repurchased
from employees for withholding
taxes � � � (214) � � (214)
Net tax effect arising from
stock-based compensation � � � 70 � � 70
Forfeiture of restricted stock
awards prior to vesting � � � (238) 238 � �
Deferred compensation related
to restricted stock awards � � 8 3,605 (3,613) � �
Deferred compensation related
to non-employee stock options � � � 260 (260) � �
Amortization of deferred
stock-based compensation � � � � 2,232 � 2,232
Preferred stock dividends � � � � � (5,594) (5,594)
Amortization of premium on
Series B Redeemable
Convertible Preferred stock � (1,610) � � � 1,610 1,610
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Preferred stock Capital in
excess of
par value

Deferred
stock-based

compensation

Total
common

stockholders'
equity

Repurchase of Series A
Convertible Preferred stock (24,421) � � � � � �
Net earnings � � � � � 6,803 6,803

Balance at June 30, 2003 � 79,329 407 249,339 (3,943) (35,534) 210,269
Common stock issued for
options exercised � � � 123 � � 123
Common stock repurchased
from employees for withholding
taxes � � � (73) � � (73)
Forfeiture of restricted stock
awards prior to vesting � � � (93) 93 � �
Amortization of deferred
stock-based compensation � � � � 604 � 604
Preferred stock dividends � � � � � (1,093) (1,093)
Amortization of premium on
Series B Redeemable
Convertible Preferred stock � (402) � � � 402 402
Net earnings � � � � � 1,976 1,976

Balance at September 30,
2003 $ �$ 78,927 $ 407 $ 249,296 $ (3,246) $ (34,249) $ 212,208

See accompanying notes to consolidated financial statements.
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Transmontaigne Inc. and subsidiaries
Consolidated statements of cash flows

(In thousands)

Three months ended
September 30,

2003 2002

Cash flows from operating activities:
Net earnings $ 1,976 $ 536
Adjustments to reconcile net earnings to net cash provided (used) by operating activities:

Amortization of deferred revenue (1,212) (150)
Depreciation and amortization 5,537 4,256
Deferred tax expense 1,314 243
Net tax effect arising from stock-based compensation � 64
Amortization of deferred stock-based compensation 604 401
Amortization of debt issuance costs 813 229
Unrealized gain on interest rate swap � (75)
Net change in unrealized gains/losses on long-term derivative contracts 1,389 406
Lower of cost or market write-down on base operating inventory volumes 1,848 �
Lower of cost or market write-down on inventories�minimum volumes 32 �
Changes in operating assets and liabilities, net of effects from acquisitions:

Trade accounts receivable, net 43,087 (25,953)
Inventories�discretionary volumes (60,830) (5,072)
Prepaid expenses and other 1,501 4
Trade accounts payable 25,341 35,772
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Three months ended
September 30,

Inventory due to others under exchange agreements (18,624) 17,016
Unrealized (gain) loss on derivative contracts (3,699) 14,149
Excise taxes payable and other accrued liabilities (15,951) (13,087)

Net cash provided (used) by operating activities (16,874) 28,739

Cash flows from investing activities:
Acquisition of terminals, pipelines, and tugs and barges � (630)
Additions to property, plant and equipment�expansion of facilities (4,836) (861)
Additions to property, plant and equipment�maintain existing facilities (1,478) (489)
Decrease (increase) in restricted cash held by commodity broker (2,047) (734)
Other 942 61

Net cash (used) by investing activities (7,419) (2,653)

Cash flows from financing activities:
Net borrowings (repayments) of debt 20,000 (47,000)
Net borrowings (repayments) of commodity margin loan (4,534) 5,775
Deferred debt issuance costs (155) (29)
Common stock issued for options exercised 123 11
Common stock repurchased from employees for withholding taxes (73) (50)
Preferred stock dividends paid in cash (1,093) �

Net cash provided (used) by financing activities 14,268 (41,293)

(Decrease) in cash and cash equivalents (10,025) (15,207)
Cash and cash equivalents at beginning of period 27,969 30,852

Cash and cash equivalents at end of period $ 17,944 $ 15,645

See accompanying notes to consolidated financial statements.
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Transmontaigne Inc. and subsidiaries
Notes to consolidated financial statements
September 30, 2003 and June 30, 2003

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a) Principles of Consolidation and Use of Estimates

The accompanying consolidated financial statements in this Quarterly Report on Form 10-Q have been prepared pursuant to the rules and
regulations of the Securities and Exchange Commission. Accordingly, these statements reflect adjustments (consisting only of normal recurring
entries), which are, in our opinion, necessary for a fair presentation of the financial results for the interim periods presented. Certain information
and notes normally included in annual financial statements have been condensed in or omitted from these interim financial statements pursuant
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to such rules and regulations. These consolidated financial statements should be read in conjunction with the consolidated financial statements
and related notes for the year ended June 30, 2003, together with our discussion and analysis of financial condition and results of operations,
included in our Annual Report on Form 10-K filed on September 29, 2003.

Our accounting and financial reporting policies conform to accounting principles and practices generally accepted in the United States of
America. The accompanying consolidated financial statements include the accounts of TransMontaigne Inc. and its majority-owned subsidiaries.
All significant inter-company accounts and transactions have been eliminated in consolidation, except for throughput fees, storage fees, pipeline
transportation fees, tug and barge fees and other fees charged to our supply, distribution and marketing operations by our terminals, pipelines,
and tugs and barges. The related inter-company revenues and costs offset within total net operating margins in the accompanying consolidated
statement of operations.

The preparation of financial statements in 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 periods. The following estimates, in our opinion, are
subjective in nature, require the exercise of judgment, and involve complex analysis: allowance for doubtful accounts; fair value of
inventories�discretionary volumes held for immediate sale or exchange (as of and for periods prior to October 1, 2002); fair value of derivative
contracts; prepaid transportation costs; accrued lease abandonment costs; accrued transportation and deficiency obligations; and accrued
environmental obligations. Changes in these estimates and assumptions will occur as a result of the passage of time and the occurrence of future
events. Actual results could differ from these estimates.

(b) Nature of Business and Basis of Presentation

TransMontaigne Inc., a Delaware corporation ("TransMontaigne") based in Denver, Colorado, was formed in 1995 to create an independent
refined petroleum products distribution and supply company. We are a holding company that conducts operations in the United States primarily
in the Gulf Coast, Midwest, and East Coast regions. We provide integrated terminal, transportation, storage, supply, distribution, and marketing
services to refiners, wholesalers, distributors, marketers, and industrial and commercial end-users of refined petroleum products. Our principal
activities consist of (i) terminal,
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pipeline, and tug and barge operations, (ii) supply, distribution, and marketing, and (iii) supply management services.

On February 28, 2003, we acquired all of the outstanding shares of capital stock of Coastal Fuels Marketing, Inc. and its subsidiary, Coastal Tug
and Barge, Inc., from a wholly-owned subsidiary of El Paso Merchant Energy Petroleum Company ("EPME-PC"), along with the rights to and
operations of the southeast marketing division of EPME-PC (see Note 2 of Notes to consolidated financial statements).

(c) Accounting for Terminal, Pipeline, and Tug and Barge Activities

In connection with our terminal, pipeline, and tug and barge operations, we utilize the accrual method of accounting for revenue and expenses.
We generate revenues in our terminal, pipeline, and tug and barge operations from throughput fees, storage fees, transportation fees, ship-assist
fees and fees from other ancillary services. Throughput revenue is recognized when the product is delivered to the customer; storage revenue is
recognized ratably over the term of the storage contract; transportation revenue is recognized when the product has been delivered to the
customer at the specified delivery location; ship-assist revenue is recognized when docking and other services are provided to marine vessels;
and other service revenue is recognized as the services are performed.

Shipping and handling costs attributable to our terminal, pipeline, and tug and barge operations are included in direct operating costs and
expenses in the accompanying consolidated statement of operations.

(d) Accounting for Supply, Distribution, and Marketing Activities

In our supply, distribution and marketing operations, we purchase refined petroleum products primarily from refineries, schedule them for
delivery to our terminals, as well as terminals owned by third parties, and then sell those products to our customers through rack sales, bulk
sales, and contract sales. Revenue from our sales of physical inventory are recognized pursuant to the accrual method accounting (i.e., when cash
becomes due and payable to us pursuant to the terms of the sales contracts). Revenue from rack sales and contract sales is recognized when the
product is delivered to the customer through a truck loading rack or marine fueling equipment. Revenue from bulk sales is recognized when the
title to the product is transferred to the customer, which generally occurs upon confirmation of the terms of the sale.
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Shipping and handling costs attributable to our supply, distribution, and marketing operations are included in cost of product sold in the
accompanying consolidated statement of operations.

(e) Accounting for Supply Management Services Activities

We provide supply management services to companies and governmental entities that desire to outsource their fuel supply function and to
reduce the price volatility associated with their fuel supplies. We offer three types of supply management services: delivered fuel price
management, retail price management, and logistical supply management services.

Delivered fuel price management contracts involve the sales of committed quantities of specific motor fuels delivered to our customer's
proprietary fleet refueling locations, at fixed prices for terms up to three years. Under retail price management contracts, customers commit for
terms up to 18 months to a specific monthly quantity of product within one or more metropolitan areas and agree to a net
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settlement with us for the difference between a stipulated retail price index and our fixed contract price. Our logistical supply management
arrangements permit our customers to use our proprietary web-based inventory management system for a fee, which typically is charged on a per
gallon basis.

Revenue from sales made pursuant to delivered fuel price management contracts is recognized when title to the product is transferred to the
customer, which generally occurs upon delivery of the product at the customer's proprietary fleet refueling location. Revenue from sales made
pursuant to retail price management contracts is recognized when title to the product is transferred to the customer, which generally occurs upon
lifting of the product by the customer at the retail gasoline station. Revenue from logistical supply management services fees is recognized on a
straight-line basis over the term of the contract.

(f) Accounting for Risk Management Activities

We enter into risk management contracts, principally NYMEX futures contracts, to manage our exposure to changes in commodity prices. We
evaluate our market risk exposure from an overall portfolio basis that considers changes in physical inventories�discretionary volumes held for
immediate sale or exchange, open positions in derivative contracts, and open positions in risk management contracts. We enter into risk
management contracts that offset the changes in the values of our inventories�discretionary volumes held for immediate sale or exchange and
derivative contracts. At September 30, 2003 and June 30, 2003, our open positions in risk management contracts were NYMEX futures contracts
(purchases and sales).

(g) Accounting for Derivative Contracts

Our bulk sales, contract sales, delivered fuel price management, retail price management and risk management contracts qualify as derivative
instruments pursuant to the requirements of Statement of Financial Accounting Standards No. 133 ("SFAS No. 133"), Accounting for Derivative
Instruments and Hedging Activities. All derivative contracts are required to be reported as assets and liabilities at fair value in the accompanying
consolidated balance sheet in accordance with SFAS No. 133. The fair value of our derivative contracts is included in "Unrealized gains or
losses on derivative contracts" in the accompanying consolidated balance sheet. At September 30, 2003 and June 30, 2003, there were no
unrealized gains or losses on risk management contracts because NYMEX futures contracts require daily settlement for changes in commodity
prices on open futures contracts. Changes in the fair value of our derivative contracts are included in net operating margins attributable to our
supply, distribution and marketing operations.

Effective April 1, 2002, the estimated fair value of our delivered fuel price management and retail price management contracts at origination is
deferred because our estimate of the fair value is not evidenced by quoted market prices or current market transactions for the contracts in their
entirety. The deferred revenue is amortized into income over the respective terms of the contracts as the products are delivered to the ground
fleet customers. Subsequent changes in the fair value of our delivered fuel price management and retail price management contracts are included
in net operating margins attributable to our supply, distribution, and marketing operations.

(h) Accounting for Inventories�Discretionary Volumes

Our inventories�discretionary volumes consist of refined petroleum products, primarily gasolines, distillates, and No. 6 oil. On October 25, 2002,
the Emerging Issues Task Force reached a consensus

Edgar Filing: TRANSMONTAIGNE INC - Form 10-Q

11



12

on Issue No. 02-03 ("EITF 02-03"), Issues Involved in Accounting for Derivative Contracts Held for Trading Purposes and Contracts Involved
in Energy Trading and Risk Management Activities, that concluded that all physical inventories, including inventory volumes associated with
energy trading activities, be carried at the lower of cost or market pursuant to Accounting Research Bulletin ("ARB") No. 43, Chapter
4�Inventory Pricing. Inventories�discretionary volumes are presented in the accompanying consolidated balance sheet as current assets and are
carried at the lower of cost (first-in, first-out) or market (replacement cost) for periods subsequent to September 30, 2002. Prior to October 1,
2002, our inventories�discretionary volumes held for immediate sale or exchange were carried at fair value with the changes in the fair value
included in net margins attributable to our supply, distribution and marketing operations. Inventories�discretionary volumes are as follows (in
thousands):

September 30,
2003

June 30,
2003

Amount Bbls Amount Bbls

Volumes held for immediate sale or exchange $ 191,322 5,964 $ 130,492 3,890
Volumes held for base operations 94,578 2,922 96,426 2,922

Inventories�discretionary volumes $ 285,900 8,886 $ 226,918 6,812

At September 30, 2003 and June 30, 2003, the market value of our volumes held for immediate sale or exchange exceeded their cost basis by
approximately $3.1 million and $5.9 million, respectively.

We enter into exchange agreements with major oil companies. Exchange agreements generally are fixed term agreements that involve our
receipt of a specified volume of product at one location in exchange for delivery by us of product at a different location. At September 30, 2003
and June 30, 2003, current liabilities include inventory due to others under exchange agreements of approximately 0.5 million barrels and
1.0 million barrels, respectively, with a fair value of approximately $16.5 million and $35.1 million, respectively. The amount recorded
represents the fair value of inventory due to others under exchange agreements at the balance sheet date.

(i) Accounting for Inventories�Minimum Volumes

Our inventories�minimum volumes are required to be held for operating balances in the conduct of our overall operating activities. We do not
intend to sell or exchange these inventories in the ordinary course of business and, therefore, we do not hedge the market risks associated with
this minimum inventory.

At September 30, 2003 and June 30, 2003, our inventories�minimum volumes are presented in the accompanying consolidated balance sheet as
non-current assets and are carried at the lower of cost
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(weighted average) or market (replacement cost). Inventories�minimum volumes are as follows (in thousands):

September 30,
2003

June 30,
2003

Amount Bbls Amount Bbls

Gasolines $ 12,994 497 $ 13,020 497
Distillates 7,449 319 7,449 319
No. 6 oil 1,542 61 1,548 61
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September 30,
2003

June 30,
2003

Inventories�minimum volumes $ 21,985 877 $ 22,017 877

At September 30, 2003 and June 30, 2003, the weighted average adjusted cost basis of our inventories�minimum volumes was approximately
$0.60 per gallon. During the three months ended September 30, 2003 and 2002, we recognized impairment losses of approximately $32,000 and
$nil, respectively, due to lower of cost or market write-downs on our inventories�minimum volumes.

(j) Cash and Cash Equivalents

Restricted cash represents cash deposits held by our commodity broker to cover initial margin requirements related to open NYMEX futures
contracts.

(k) Deferred Debt Issuance Costs

Deferred debt issuance costs are as follows (in thousands):

June 30,
2003 Additions Amortization

September 30,
2003

Working capital credit facility $ 5,941 12 (556) $ 5,397
Senior subordinated notes 6,967 143 (257) 6,853

$ 12,908 $ 155 $ (813) $ 12,250

(l) Environmental Obligations

At September 30, 2003 and June 30, 2003, we have accrued environmental reserves of approximately $5.5 million and $5.6 million,
respectively, representing our best estimate of our remediation obligations (see Note 7 of Notes to consolidated financial statements). During the
three months ended September 30, 2003, we made payments of approximately $0.1 million towards our environmental remediation obligations.
During the three months ended September 30, 2003 and 2002, we did not revise our estimate of our future environmental remediation
obligations. During the three months ended September 30, 2003 and 2002, we received insurance recoveries of approximately $0.8 million and
$nil, respectively, which are recorded as a reduction of direct operating costs and expenses in the accompanying consolidated statements of
operations.

(m) Equity-Based Compensation Plans

We account for our employee stock option plans and restricted stock awards using the intrinsic value method pursuant to APB Opinion No. 25,
Accounting for Stock Issued to Employees. We recognize
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deferred compensation on the date of grant if the quoted market price of the underlying common stock exceeds the exercise price (zero exercise
price in the case of an award of restricted common stock). Accordingly, no compensation cost has been recognized for the granting of stock
options to employees because the exercise price was equal to the quoted market price of the underlying common stock on the date of grant. If
compensation cost for our stock-based compensation plans had been determined based on the fair value at the grant dates for awards under those
plans pursuant to SFAS 123, Accounting for Stock-Based Compensation, our net earnings and earnings per common share would have been
reduced to the pro forma amounts indicated below (in thousands, except for per share amounts):

Three months ended
September 30,

2003 2002
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Three months ended
September 30,

Net earnings (loss) attributable to common stockholders:
As reported $ 1,285 $ (459)
Amortization of the fair value of stock options granted to employees (62) (104)

Pro forma $ 1,223 $ (563)

Earnings (loss) per common share:
As reported

Basic $ 0.03 $ (0.01)
Diluted $ 0.03 $ (0.01)

Pro forma
Basic $ 0.03 $ (0.01)
Diluted $ 0.03 $ (0.01)

There were no options granted during the three months ended September 30, 2003 and the year ended June 30, 2003. The weighted average fair
value at grant dates for options granted during the years ended June 30, 2002 and 2001 was $3.08 and $2.12, respectively. The primary
assumptions used to estimate the fair value of options granted on the date of grant using the Black-Scholes option-pricing model during the years
ended June 30, 2002 and 2001 were as follows: no dividend yield, expected volatility of 79% and 61%, risk-free rates of 4.49% and 4.95%, and
expected lives of 4 years, and 5 years, respectively.

Deferred compensation is amortized to income over the related vesting period on an accelerated basis pursuant to FASB Interpretation No. 28.

(q) Earnings (Loss) Per Common Share

Basic earnings (loss) per common share is calculated based on the weighted average number of common shares outstanding during the period,
excluding restricted common stock subject to continuing vesting requirements. Diluted earnings (loss) per share is calculated based on the
weighted average number of common shares outstanding during the period and, when dilutive, potential common shares from the exercise of
stock options and warrants to purchase common stock and restricted common stock subject to continuing vesting requirements pursuant to the
treasury stock method. Diluted earnings (loss) per share also gives effect, when dilutive, to the conversion of the preferred stock pursuant to the
if-converted method.
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(2) ACQUISITIONS

On February 28, 2003, we acquired all of the outstanding shares of capital stock of Coastal Fuels Marketing, Inc. and its subsidiary, Coastal Tug
and Barge, Inc., from El Paso CGP Company ("CGP") along with the rights to and operations of the southeast marketing division of El Paso
Merchant Energy Petroleum Company ("EPME-PC"). The acquisition included five Florida terminals, with aggregate capacity of approximately
4.9 million barrels, and a related tug and barge operation (collectively, the "Coastal Fuels assets"). The Coastal Fuels assets primarily provide
sales and storage of bunker fuel, No. 6 oil, diesel fuel and gasoline at Cape Canaveral, Port Manatee/Tampa, Port Everglades/Ft. Lauderdale and
Fisher Island/Miami, and storage of asphalt at Jacksonville, Florida. The purchase price for the acquisition was approximately $156.0 million,
including approximately $37.0 million of product inventory. The consolidated financial statements include the results of operations of the
Coastal Fuels assets from the closing date of the transaction (February 28, 2003).

On January 31, 2003, we acquired for cash consideration of approximately $6.4 million a 500,000-barrel products terminal in Fairfax, Virginia.
The terminal increases our presence in the Mid-Atlantic market and supplies product to the Washington, D.C. market.

On July 31, 2002, we acquired for cash consideration of approximately $0.6 million a products terminal in Brownsville, Texas. The
25,000-barrel terminal provides us with additional storage and rail car handling facilities in Brownsville, Texas.
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The purchase price of each transaction was allocated to the assets and liabilities acquired based upon the estimated fair value of the assets and
liabilities as of the acquisition date. The purchase price was preliminarily allocated as follows (in thousands):

Coastal Fuels Fairfax Brownsville

Discretionary inventory volumes $ 30,625 $ � $ �
Prepaid expenses and other current assets 2,259 � �
Property, plant and equipment 121,287 6,773 630
Other assets�acquired intangible 2,500 � �
Minimum inventory volumes 6,311 � �
Trade accounts payable�due diligence costs (1,350) � �
Acquisition related liabilities (5,664) (420) �

Cash paid $ 155,968 $ 6,353 $ 630

(3) CONCENTRATION OF CREDIT RISK AND TRADE ACCOUNTS RECEIVABLE

Trade accounts receivable, net consists of the following (in thousands):

September 30,
2003

June 30,
2003

Trade accounts receivable $ 234,943 $ 279,282
Less allowance for doubtful accounts (670) (1,922)

$ 234,273 $ 277,360

During the three months ended September 30, 2003 and 2002, we increased the allowance for doubtful accounts through a charge to income of
approximately $0.1 million and $0.3 million, respectively.

16

(4) UNREALIZED GAINS AND LOSSES ON DERIVATIVE CONTRACTS

Unrealized gains and losses on derivative contracts are as follows (in thousands):

September 30,
2003

June 30,
2003

Unrealized gains�current $ 16,372 $ 16,817
Unrealized gains�long-term 660 1,885

Unrealized gains�asset 17,032 18,702

Unrealized losses�current (15,944) (20,151)
Unrealized losses�long-term (483) (423)

Unrealized losses�liability (16,427) (20,574)

Net asset (liability) position $ 605 $ (1,872)

At September 30, 2003 and June 30, 2003, there were no unrealized gains or losses on risk management contracts because NYMEX futures
contracts require daily settlement for changes in commodity prices on open futures contracts.
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(5) PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment, net is as follows (in thousands):

September 30,
2003

June 30,
2003

Land $ 46,616 $ 46,477
Terminals, pipelines and equipment 369,596 365,379
Technology and equipment 13,993 13,426
Tugs and barges 15,914 15,914
Furniture, fixtures and equipment 6,919 6,539
Construction in progress 5,103 4,125

458,141 451,860
Less accumulated depreciation (85,537) (80,125)

$ 372,604 $ 371,735

(6) OTHER ASSETS

Other assets are as follows (in thousands):

September 30,
2003

June 30,
2003

Prepaid transportation $ 3,021 $ 3,021
Acquired intangible, net of accumulated amortization of $292 and $167, respectively 2,208 2,333
Commodity trading membership 1,500 1,500
Deposits and other assets 62 63

$ 6,791 $ 6,917
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Prepaid transportation relates to our contractual transportation and deficiency agreements with three interstate product pipelines (see Note 13 of
Notes to consolidated financial statements).

Acquired intangible represents the right to use the Coastal Fuels trade name for a period of five years. The cost of the acquired intangible is
being amortized on a straight-line basis over five years.

Commodity trading membership represents the purchase price we paid to acquire two seats on the NYMEX.

(7) ACCRUED LIABILITIES

Accrued liabilities are as follows (in thousands):

September 30,
2003

June 30,
2003

Accrued environmental obligations $ 5,484 $ 5,577
Accrued lease abandonment 2,891 3,178
Accrued transportation and deficiency obligations 1,384 2,013
Dividend payable�preferred stock 1,093 1,093
Accrued interest payable 6,199 1,788
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September 30,
2003

June 30,
2003

Accrued expenses and other 12,365 11,913

$ 29,416 $ 25,562

Accrued Lease Abandonment.    In connection with our corporate relocation and transition, we entered into an operating lease for new office
space in Denver, Colorado. The new lease was executed on April 19, 2002. We vacated our office space in Denver, Colorado during June 2003
and we vacated our excess space in Atlanta, Georgia during October 2002. In connection with our acquisition of the Coastal Fuels assets, we
vacated a sales office in Coral Gables, Florida. The accrual for the abandonment of the office leases represents the excess of the remaining lease
payments subsequent to vacancy of the space by us over the estimated sublease rentals to be received based on current market conditions. At
September 30, 2003 and June 30, 2003, the accrued liability for lease abandonment costs was approximately $2.9 million and $3.2 million,
respectively.

(in thousands)

Accrued
liability at

June 30, 2003

Amounts
paid during
the period

Accrued
liability at

September 30,
2003

Accrued lease abandonment $ 3,178 (287) $ 2,891
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We expect to pay the accrued liability of approximately $2.9 million, net of estimated sublease rentals, as follows (in thousands):

Years ending June 30:
Lease

payments

Estimated
sublease
rentals

Accrued
liability

2004 (Remainder of the year) $ 974 $ (200) $ 774
2005 1,079 (548) 531
2006 1,108 (557) 551
2007 928 (454) 474
2008 370 (187) 183
Thereafter 763 (385) 378

$ 5,222 $ (2,331) $ 2,891

(8) DEFERRED REVENUE�SUPPLY MANAGEMENT SERVICES

At September 30, 2003 and June 30, 2003, our deferred revenue associated with logistical supply management services was approximately
$0.9 million and $1.0 million, respectively. We amortize the deferred revenue from these contracts into revenues attributable to our supply,
distribution and marketing operations on a straight-line basis over the respective terms of the contracts. During the three months ended
September 30, 2003 and 2002, we recognized approximately $150,000 in net revenues attributable to our supply, distribution and marketing
operations from the amortization of the deferred revenues.

During the three months ended September 30, 2003 and 2002, we originated retail and delivered fuel price management contracts with an
estimated fair value of approximately $0.2 million and $0.8 million, respectively, representing the excess of the amounts we expect to receive
from the ground fleet customers over our estimate of the forward price curve of the underlying commodity adjusted for basis differentials. We
have deferred the estimated fair value of these contracts at origination because our estimate of the fair value is not evidenced by quoted market
prices or current market transactions for the contracts in their entirety. We amortize the deferred revenue into net revenues attributable to our
supply, distribution, and marketing operations over the respective terms of the contracts as the products are delivered to the ground fleet
customers. During the three months ended September 30, 2003 and 2002, we recognized approximately $1.1 million and $nil, respectively, in
revenues attributable to our supply, distribution and marketing operations from the amortization of the deferred revenue from these contracts.

(in thousands)
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Deferred
revenue at

June 30, 2003

Additions
during

the period

Amounts
amortized

during
the period

Deferred
revenue at

September 30,
2003

Logistical supply management services $ 1,000 � (150) $ 850
Retail price management contracts 2,047 167 (512) 1,702
Delivered fuel price management contracts 1,769 � (550) 1,219

$ 4,816 167 (1,212) $ 3,771
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(9) DEBT

Debt is as follows (in thousands):

September 30,
2003

June 30,
2003

Commodity margin loan $ � $ 4,534
Working capital credit facility 195,000 175,000
Senior subordinated notes 200,000 200,000

395,000 379,534
Less debt classified as current (195,000) (179,534)

Long-term debt $ 200,000 $ 200,000

Commodity Margin Loan.    We currently have a commodity margin loan agreement with Salomon Smith Barney that allows us to borrow up to
$20 million to fund certain initial and variation margin requirements in commodities accounts maintained by us with Salomon Smith Barney.
The entire unpaid principal amount of the loan, together with accrued interest, is due and payable on demand. Outstanding loans bear interest at
the average 90-day Treasury Bill rate plus 1.75% (2.70% at September 30, 2003).

Working Capital Credit Facility.    On February 28, 2003, we executed a Credit Agreement with UBS AG that initially provided for a
$250 million revolving line of credit ("Working Capital Credit Facility") and a $200 million senior secured term loan ("Term Loan"). The
Working Capital Credit Facility currently provides for a maximum borrowing line of credit that is the lesser of (i) $275 million and (ii) the
borrowing base (as defined; $423 million at September 30, 2003). The maximum borrowing amount is reduced by the amount of letters of credit
that are outstanding ($15.3 million at September 30, 2003). Borrowings under the Working Capital Credit Facility bear interest (at our option)
based on a base rate plus a specified margin, or LIBOR plus a specified margin; the specified margins are a function of our leverage ratio (as
defined). Accrued interest on the outstanding borrowings is due monthly. The weighted average interest rate on the borrowings under the
Working Capital Credit Facility was 3.9% during the three months ended September 30, 2003. Borrowings under the Working Capital Credit
Facility are secured by substantially all of our current assets. The terms of the Working Capital Credit Facility include financial covenants
relating to fixed charge coverage, current ratio, consolidated tangible net worth, capital expenditures, cash distributions and open inventory
positions that are tested on a quarterly and annual basis. As of September 30, 2003, we were in compliance with all covenants included in the
Working Capital Credit Facility. The Working Capital Credit Facility matures February 28, 2006. In the accompanying consolidated balance
sheets at September 30, 2003 and June 30, 2003, we have classified the outstanding borrowings under the Working Capital Credit Facility as a
current liability because we have pledged our current assets as security for the facility and because currently it is our expectation that we will
repay the outstanding borrowings within one year of the balance sheet date.

Senior Secured Term Loan.    The Term Loan provided for a one-time borrowing of $200 million with a scheduled maturity of February 28,
2006. The proceeds from the Term Loan were used primarily to finance the acquisition of the Coastal Fuels assets. The Term Loan was repaid in
full on May 30, 2003 with the proceeds from the Senior Subordinated Notes.
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Former Bank Credit Facility.    On February 28, 2003 we repaid in full our former bank credit facility. Our former bank credit facility consisted
of a $300 million revolving credit facility that was scheduled to mature on June 27, 2005.

Senior Subordinated Notes.    On May 30, 2003, we consummated the sale and issuance of $200 million aggregate principal amount of 91/8%
Senior Subordinated Notes due 2010 and received proceeds of $194.5 million (net of underwriters' discounts of $5.5 million). The Senior
Subordinated Notes mature on June 1, 2010 and interest is payable semi-annually in arrears on each June 1 and December 1 commencing on
December 1, 2003. The Senior Subordinated Notes are unsecured and subordinated to all of our existing and future senior debt. Upon certain
change of control events, each holder of the Senior Subordinated Notes may require us to repurchase all or a portion of its notes at a purchase
price equal to 101% of the principal amount thereof, plus accrued interest. The indenture governing the Senior Subordinated Notes contains
covenants that, among other things, limit our ability to incur additional indebtedness, pay dividends on, redeem or repurchase our common
stock, make investments, make certain dispositions of assets, engage in transactions with affiliates, create certain liens, and consolidate, merge,
or transfer all or substantially all of our assets. The Senior Subordinated Notes are fully and unconditionally guaranteed on a joint and several
basis by our subsidiaries other than minor subsidiaries that are inactive and have no assets or operations. We are a holding company for our
subsidiaries, with no independent assets or operations. Accordingly, we are dependent upon the distribution of the earnings of our subsidiaries,
whether in the form of dividends, advances or payments on account of inter-company obligations, to service our debt obligations. There are no
restrictions on our ability or any subsidiary guarantor to obtain funds from our subsidiaries.

Scheduled maturities of debt at September 30, 2003 are as follows (in thousands):

Years ending June 30:

2004 $ �
2005 �
2006 195,000
2007 �
2008 �
Thereafter 200,000

$ 395,000

(10) PREFERRED STOCK

At September 30, 2003 and June 30, 2003, we have authorized the issuance of up to 2,000,000 shares of preferred stock. Preferred stock is as
follows (in thousands, except share data):

September 30,
2003

June 30,
2003

Series B Redeemable Convertible Preferred stock, par value $0.01 per share, 100,000 shares
authorized, 72,890 shares issued and outstanding, liquidation preference of $72,890 $ 78,927 $ 79,329

At September 30, 2003 and June 30, 2003, there are 72,890 shares of Series B Redeemable Convertible Preferred Stock outstanding. The
Series B Redeemable Convertible Preferred Stock has a liquidation value of $1,000 per share, bears dividends at the rate of 6% per annum of the
liquidation value, and is mandatorily redeemable between June 30, 2007 and December 31, 2007 for shares of
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common stock and/or cash at our option, subject to limitations on the total number of common shares permitted to be used in the exchange and
issued to any shareholder. Dividends are cumulative and payable quarterly. The dividends are payable in cash, unless precluded by contract or
the Working Capital Credit Facility, in which case dividends are payable in additional shares of Series B Redeemable Convertible Preferred
Stock. The Series B Redeemable Convertible Preferred Stock may be put to us, at the option of the holder, for cash equal to the greater of its
liquidation value or conversion value upon the future occurrence of a fundamental change (including those relating to sale of substantially all of
the assets, delisting of our common stock from a national exchange, change in control, bankruptcy filing, and an event of default that accelerates
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the repayment of our debt). We may call the outstanding shares of Series B Redeemable Convertible Preferred Stock after June 30, 2005 if
certain specified conditions are met. The Series B Redeemable Convertible Preferred Stock is convertible, at the option of the holder, into
common stock at $6.60 per share, subject to adjustment upon the occurrence of specified future events. The holders of the Series B Redeemable
Convertible Preferred Stock have the right to vote on all matters (except the election of directors) with the holders of the common stock (voting
collectively as a single class).

On June 30, 2003, we redeemed the remaining outstanding shares of Series A Convertible Preferred stock and warrants for approximately
$24.4 million in cash.

Preferred stock dividends on the Series A Convertible Preferred stock were $nil and $0.3 million for the three months ended September 30, 2003
and 2002, respectively. Preferred Stock dividends on the Series B Redeemable Convertible Preferred Stock were $0.7 million for each of the
three months ended September 30, 2003 and 2002. The amount of the Series B Redeemable Convertible Preferred Stock dividend recognized for
financial reporting purposes for each of the three months ended September 30, 2003 and 2002, is composed of the amount of the dividend
payable and paid to the holders of the Series B Redeemable Convertible Preferred Stock of $1.1 million offset by the amortization of the
premium on the carrying amount of the Series B Redeemable Convertible Preferred Stock of $0.4 million.

At its issuance date (June 28, 2002), the fair value of the Series B Redeemable Convertible Preferred stock exceeded its liquidation value. The
initial carrying amount of the Series B Redeemable Convertible Preferred Stock of approximately $80.9 million will be decreased ratably over
its 5-year term until it equals its liquidation value of approximately $72.9 million with an equal reduction in the amount of preferred stock
dividends recorded for financial reporting purposes.

(11) COMMON STOCK

At September 30, 2003 and June 30, 2003, we were authorized to issue up to 80,000,000 shares of common stock with a par value of $0.01 per
share. At September 30, 2003 and June 30, 2003, there were 40,677,098 shares and 40,685,690 shares issued and outstanding, respectively. Our
Working Capital Credit Facility, Senior Subordinated Notes and the certificate of designations of our Series B Redeemable Convertible
Preferred stock contain restrictions on the payment of dividends on our common stock.

We have a restricted stock plan that provides for awards of common stock to certain key employees, subject to forfeiture if employment
terminates prior to the vesting dates. The market value of shares awarded under the plan is recorded in common stockholders' equity as deferred
stock-based
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compensation. Information about restricted common stock activity for the three months ended September 30, 2003, and the year ended June 30,
2003 is as follows:

Total shares Vested shares Unvested shares

Outstanding at June 30, 2002 1,074,716 160,748 913,968
Granted 840,500 � 840,500
Cancelled (51,080) � (51,080)
Repurchased (49,437) (49,437) �
Vested � 187,209 (187,209)

Outstanding at June 30, 2003 1,814,699 298,520 1,516,179
Cancelled (20,160) � (20,160)
Repurchased (12,432) (12,432) �
Vested � 40,000 (40,000)

Outstanding at September 30, 2003 1,782,107 326,088 1,456,019

Amortization of deferred compensation of approximately $0.6 million and $0.4 million is included in selling, general and administrative expense
for the three months ended September 30, 2003 and 2002, respectively.
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(12) STOCK OPTIONS

Information about stock option activity for the three months ended September 30, 2003 and the years ended June 30, 2003, is as follows:

Terminated Plans 1997 Plan

Shares

Weighted
average
exercise

price Shares

Weighted
average
exercise

price

Outstanding at June 30, 2002 230,450 5.50 1,062,780 4.52
Granted � � � �
Cancelled (230,450) 5.50 (55,080) 4.69
Exercised � � (3,200) 3.75

Outstanding at June 30, 2003 � � 1,004,500 4.51
Cancelled � � (10,150) 3.75
Exercised � � (24,000) 5.13

Outstanding at September 30, 2003 � � 970,350 4.51

Exercisable at September 30, 2003 � � 364,900 4.92
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Information about stock options outstanding at September 30, 2003 is as follows:

Options exercisable

Range of
exercise prices

Number
outstanding

Weighted
average

remaining life
in years

Weighted
average

exercise prices
Number

exercisable

Weighted
average
exercise
prices

1997 Plan $  3.75 -  7.25
$11.00 - 13.50

$              17.25

955,850
13,500
1,000

7.3
4.5
3.9

$
$
$

4.39
11.56
17.25

350,400
13,500
1,000

$
$
$

4.63
11.56
17.25

970,350 364,900

(13) COMMITMENTS AND CONTINGENCIES

Transportation and Deficiency Agreements.    In connection with our sale of two product distribution facilities in Little Rock, Arkansas, we are
potentially liable for payments of up to $725,000 per year for a five-year period through June 30, 2006. At June 30, 2003, we recognized an
accrued liability of approximately $0.8 million representing our estimate of the future amounts we expect to pay for the shortfall in our actual
volumes and our estimated shortfall in volumes for the remainder of the term of the agreement. During the three months ended September 30,
2003, we paid approximately $0.2 million as settlement for our shortfall in volumes for the year ended June 30, 2003. Based on actual
throughput volumes for the three months ended September 30, 2003, we decreased our accrued liabilities by $0.2 million resulting in a total
accrued liability of $0.4 million as of and for the three months ended September 30, 2003.

We also are subject to three transportation and deficiency agreements ("T&D's") with three separate interstate pipeline companies. At June 30,
2003, we recognized an accrued liability of approximately $1.2 million representing our estimate of the future amounts we expect to pay for our
estimated shortfall in volumes for the remainder of the term of the agreements. During the three months ended September 30, 2003, we
recognized a reduction in our accrued liability of approximately $0.2 million representing a change in our estimate of the future amounts we
expect to pay for the estimated shortfall in volumes for the remainder of the terms of the T&D agreements resulting in a total accrued liability of
$1.0 million as of and for the three months ended September 30, 2003.
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At September 30, 2003 and June 30, 2003, we included approximately $3.0 million and $3.0 million, respectively, of prepaid transportation in
other assets since we have a contractual right, after the end of the term of the T&D agreements, to apply the amounts to charges for using the
interstate pipeline in the future (see Note 6 of Notes to consolidated financial statements).

(in thousands)
June 30,

2003

Payments
during

the period

Change in
estimate

during the
period

September 30,
2003

Other assets�prepaid transportation $ 3,021 $ � $ � $ 3,021

Accrued liability�T&D obligations $ (2,013) $ 238 $ 391 $ (1,384)
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Operating Leases.    At September 30, 2003, future minimum lease payments under our non-cancelable operating leases are as follows (in
thousands):

Years ending June 30:
Office
space

Terminal and
pipeline capacity

Property and
equipment

2004 (Remainder of the year) $ 1,061 $ 2,128 $ 161
2005 1,558 2,318 157
2006 1,574 601 120
2007 1,541 162 58
2008 1,507 � �
Thereafter 5,574 � �

$ 12,815 $ 5,209 $ 496

Rental expense under operating leases was $1.1 million and $0.9 million for the three months ended September 30, 2003 and 2002, respectively.

(14) EARNINGS PER SHARE

The following table reconciles the computation of basic and diluted weighted average shares (in thousands):

Three months ended
September 30,

2003 2002

Basic weighted average shares 39,177 39,031
Effect of dilutive securities:

Restricted common stock subject to continuing vesting requirements 324 �
Stock options 257 �

Diluted weighted average shares 39,758 39,031

We exclude potentially dilutive securities from our computation of diluted earnings per share when their effect would be anti-dilutive. The
following securities were excluded from the dilutive earnings per share computation for the three months ended September 30, 2003, as their
inclusion would have been anti-dilutive (in thousands):

September 30,
2003
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September 30,
2003

Restricted common stock subject to continuing vesting requirements 61
Common stock issuable upon exercise of stock options 71
Common stock issuable upon conversion of Series B Redeemable Convertible Preferred stock 11,044

11,176

For the three months ended September 30, 2003, the stock options had a weighted average exercise price of $8.22 per share and the Series B
Redeemable Convertible Preferred stock was convertible into shares of common stock at a conversion price of $6.60 per common share.
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(15) BUSINESS SEGMENTS

Our chief operating decision maker is our chief executive officer ("CEO"). Our CEO reviews financial performance presented on a consolidated
basis, accompanied by disaggregated information about net operating margins by operating activity for purposes of making operating decisions
and assessing financial performance. Accordingly, we present net operating margins for our two business segments: (i) terminals, pipelines, and
tugs and barges and (ii) supply, distribution and marketing.

Within the supply, distribution and marketing segment, our CEO manages and evaluates the performance of that segment from an overall
portfolio basis that considers the changes in the fair value of our discretionary inventory volumes held for immediate sale or exchange,
derivative sales and purchase contracts and risk management contracts. Our CEO assesses the financial performance of our supply, distribution,
and marketing segment using financial information that is prepared pursuant to the mark-to-market method of accounting (referred to by us as
"operating results for debt covenant compliance"). For purposes of computing our operating results for debt covenant compliance, our
inventories�discretionary volumes held for immediate sale or exchange are reflected at market value, which matches the treatment of our
derivative and risk management contracts. The effects of changes in the fair value of our supply, distribution, and marketing activities are
included in net operating margins in the period of the change in value. We believe that "operating results for debt covenant compliance" is an
important measure of the profit and loss for our reportable segments. We consider this measure important because it reflects the ability of our
operations to generate funds to pay our fixed obligations, including interest and principal on our debt, as they become due. Operating results for
debt covenant compliance also is used as a measure of our compliance with the financial covenants included in our borrowing arrangements.

We provide integrated terminal, transportation, storage, supply, distribution and marketing services to refiners, wholesalers, distributors,
marketers, and industrial and commercial end-users of refined petroleum products. We conduct business in the following business segments:

�>
Supply, distribution and marketing�consists of services for the supply and distribution of refined petroleum products through rack sales,
bulk sales and contract sales in the physical and derivative markets, with retail, wholesale, industrial and commercial customers using
our truck terminal rack locations and marine refueling equipment, and providing related value-added fuel procurement and supply
management services.

�>
Terminals, pipelines, and tugs and barges�consists of an extensive terminal and pipeline infrastructure that handles refined petroleum
products with transportation connections via pipelines, barges, vessels, rail cars and trucks to our facilities or to third-party facilities
with an emphasis on transportation connections primarily through the Colonial, Plantation, TEPPCO, Explorer and Williams pipeline
systems.

�>
Corporate�consists of our investments in non-controlled business ventures and general corporate items that are not allocated to specific
segments (e.g., financing costs and income taxes).

26
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The operating performance of our business segments, including a reconciliation of the segments' operating performance to earnings before
income taxes as presented in the accompanying consolidated statements of operations is as follows (in thousands):

Three months ended
September 30, 2003

Three months ended
September 30, 2002

Net Operating Margins:
Terminals, pipelines, and tugs and barges:

Historical facilities $ 11,132 $ 10,928
Coastal Fuels assets 3,563 �

Total terminals, pipelines, and tugs and barges 14,695 10,928

Supply, distribution and marketing:
Light oil marketing:

Rack sales margins 1,533 1,175
Contract sales margins 1,468 1,752
Rolling risk management contracts to future months (719) (1,570)

Light oil margins 2,282 1,357
Basis activities 2,348 4,468
Trading activity, net 2,132 (2,595)
Supply management services 2,600 4,382
Heavy oil margins 1,440 �

Total supply, distribution and marketing 10,802 7,612

Total net operating margins 25,497 18,540
Selling, general and administrative expenses (10,371) (9,331)
Corporate relocation and transition � (1,084)
Dividend income 6 374

Operating results for debt covenant compliance $ 15,132 $ 8,499

Reconciliation to Earnings Before Income Taxes:
Operating results for debt covenant compliance $ 15,132 $ 8,499
Inventory adjustments:

Gains recognized on beginning inventories�discretionary volumes 5,855 �
Gains deferred on ending inventories�discretionary volumes (3,067) �
Lower of cost or market write-down on base operating inventory
volumes (1,848) �
Lower of cost or market write-down on inventories�minimum
volumes (32) �

Other Items:
Depreciation and amortization (5,537) (4,256)
Dividend income (6) (374)

Operating income 10,497 3,869
Other income (expense), net (7,203) (3,004)

Earnings before income taxes $ 3,294 $ 865
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Three months ended
September 30, 2003

Three months ended
September 30, 2002
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Three months ended September 30, 2003

Product supply,
distribution,

and marketing

Terminals,
pipelines, tugs

and barges Corporate
Total

consolidated

Revenues from external customers $ 2,523,553 $ 11,632 $ � $ 2,535,185
Inter-segment revenues � 15,389 � 15,389

Revenues 2,523,553 27,021 � 2,550,574
Direct operating costs and expenses (2,511,843) (12,326) � (2,524,169)

Net operating margins 11,710 14,695 � 26,405

Selling, general and administrative (5,302) (3,336) (1,733) (10,371)
Depreciation and amortization (291) (5,005) (241) (5,537)

(5,593) (8,341) (1,974) (15,908)

Operating income (loss) $ 6,117 $ 6,354 $ (1,974) 10,497

Other income (expense), net (7,203)

Earnings before income taxes $ 3,294

Capital expenditures $ 68 $ 5,935 $ 311 $ 6,314

Three months ended September 30, 2002

Product supply,
distribution,

and marketing
Terminals

and pipelines Corporate
Total

consolidated

Revenues from external customers $ 1,727,342 $ 7,791 $ � $ 1,735,133
Inter-segment revenues � 9,604 � 9,604

Revenues 1,727,342 17,395 � 1,744,737
Direct operating costs and expenses (1,719,730) (6,467) � (1,726,197)

Net operating margins 7,612 10,928 � 18,540

Selling, general and administrative (5,287) (2,191) (1,853) (9,331)
Depreciation and amortization (258) (3,783) (215) (4,256)
Corporate relocation and transition (1,084) � � (1,084)

(6,629) (5,974) (2,068) (14,671)
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Three months ended September 30, 2002

Operating income (loss) $ 983 $ 4,954 $ (2,068) 3,869

Other income (expense), net (3,004)

Earnings before income taxes $ 865

Capital expenditures $ � $ 1,980 $ � $ 1,980
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ITEM 2.    MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis of the results of operations and financial condition should be read in conjunction with the accompanying
consolidated financial statements.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

A summary of the significant accounting policies that we have adopted and followed in the preparation of our consolidated financial statements
is detailed in our consolidated financial statements for the year ended June 30, 2003 included in our Annual Report on Form 10-K filed on
September 29, 2003 (see Note 1 of Notes to the consolidated financial statements). Certain of these accounting policies require the use of
estimates. The following estimates, in our opinion, are subjective in nature, require the exercise of judgment, and involve complex analysis:
allowance for doubtful accounts; fair value of inventories�discretionary volumes held for immediate sale or exchange (as of and for periods prior
to October 1, 2002); fair value of derivative contracts; prepaid transportation costs; accrued lease abandonment costs; accrued transportation and
deficiency obligations; and accrued environmental obligations. These estimates are based on our knowledge and understanding of current
conditions and actions we may take in the future. Changes in these estimates will occur as a result of the passage of time and the occurrence of
future events. Subsequent changes in these estimates may have a significant impact on our financial condition and results of operations.

SIGNIFICANT DEVELOPMENTS DURING THE THREE MONTHS ENDED SEPTEMBER 30, 2003

On May 30, 2003, we sold the Senior Subordinated Notes in a private placement transaction that was exempt from registration under the Federal
Securities Act of 1933. We also entered into a registration rights agreement requiring us to make an exchange offer. The registration rights
agreement also requires us to use our best efforts to cause the registration statement filed with respect to the exchange offer to be declared
effective by October 27, 2003 and consummate the exchange offer no later than December 26, 2003. If we do not do so, additional interest
payments will be payable on the Senior Subordinated Notes. On July 22, 2003, we filed a registration statement on Form S-4 with the Securities
and Exchange Commission to effect the exchange offer. As of November 14, 2003, the registration statement on Form S-4 has not been declared
effective by the staff of the Securities and Exchange Commission.

SUBSEQUENT EVENTS

On October 1, 2003, we acquired for cash consideration of approximately $3.0 million a 900,000-barrel terminal, including product inventory, in
Norfolk, Virginia. The acquired terminal provides us with additional storage, a docking facility that permits us to receive and deliver shipments
off the water, and operating synergies with our existing facility in Norfolk, Virginia.

RESULTS OF OPERATIONS�BUSINESS SEGMENTS�OPERATING RESULTS FOR DEBT COVENANT COMPLIANCE

Our chief operating decision maker assesses our financial performance using a non-GAAP financial performance measure, which we refer to as
"operating results for debt covenant compliance." Our chief operating decision maker manages our operations and evaluates our performance
from an overall portfolio basis that considers the changes in the fair value of our discretionary inventory volumes held
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for immediate sale or exchange, derivative sales and purchase contracts and risk management contracts. Under SFAS No. 131, we are required
to report measures of profit and loss that are used by our chief operating decision maker in assessing financial performance for each of our
reportable segments and, accordingly, we report operating results for debt covenant compliance in connection with our operating segment
disclosures.

Operating results for debt covenant compliance also is used as a measure of our compliance with the financial covenants included in our
borrowing arrangements.

Operating results for debt covenant compliance differs from earnings before income taxes, interest expense, depreciation and amortization
("EBITDA") as determined in accordance with generally accepted accounting principles due to the treatment of our inventories�discretionary
volumes and�minimum volumes. As a result of the implementation of EITF 02-03, our inventories�discretionary volumes and�minimum volumes
are carried at the lower of cost or market, while our risk management contracts are carried at market. As a result, if market prices are increasing
during the end of a quarter, we may report significant losses on risk management contracts and significant deferred gains on discretionary
inventory volumes held for immediate sale or exchange at the end of that quarter and report significant gains on our beginning
inventories�discretionary volumes held for immediate sale or exchange in the following quarter. In determining our operating results for debt
covenant compliance, inventories�discretionary volumes held for immediate sale or exchange are reflected at fair value, which matches the
treatment of our derivative and risk management contracts. Therefore, the effects of changes in the fair value of our inventories�discretionary
volumes held for immediate sale or exchange are included in net operating margins attributable to our supply, distribution and marketing
segment in the period in which the fair value actually changes. Operating results for debt covenant compliance also excludes the lower of cost or
market write-downs on our inventories�minimum volumes and�base operating volumes from our net operating margins attributable to our supply,
distribution and marketing segment.

Supply, distribution and marketing�net operating margins�operating results for debt covenant compliance

The net operating margins�operating results for debt covenant compliance attributable to our supply, distribution and marketing segment
increased to $10.8 million in 2003 from $7.6 million in 2002. The net operating margins�operating results for debt covenant compliance from our
light oil marketing, net of the cost or benefit of rolling risk management contracts used to manage commodity price volatility to future months,
increased to $2.3 million in 2003 from $1.4 million in 2002. The Coastal Fuels assets, which we acquired on February 28, 2003, contributed
heavy oil margins of approximately $1.4 million for 2003. The net operating margins�operating results for debt covenant compliance from our
supply management services declined to $2.6 million in 2003 from $4.4 million in 2002. The net operating margins�operating results for debt
covenant compliance from our basis activities declined to $2.3 million in 2003 from $4.5 million in 2002. The net operating margins�operating
results for debt covenant compliance from our trading activities increased to $2.1 in 2003 from $(2.6) million in 2002.
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Selected quarterly net operating margins�operating results for debt covenant compliance for the supply, distribution and marketing segment for
each of the three months ended September 30, 2003 and 2002, are summarized below (in thousands):

Three months ended
September 30, 2003

Three months ended
September 30, 2002

Supply distribution and marketing:
Light oil marketing:

Rack sales margins $ 1,533 $ 1,175
Contract sales margins 1,468 1,752
Rolling risk management contracts to future months (719) (1,570)

Light oil margins 2,282 1,357
Heavy oil margins 1,440 �
Supply management services margins 2,600 4,382
Basis activities 2,348 4,468
Trading margins, net 2,132 (2,595)

Net operating margins�Operating results for debt covenant
compliance $ 10,802 $ 7,612
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Three months ended
September 30, 2003

Three months ended
September 30, 2002

Net operating margins�Operating results for debt covenant
compliance $ 10,802 $ 7,612
Gains recognized on beginning inventories�discretionary volumes held for
immediate sale or exchange 5,855 �
Gains deferred on ending inventories�discretionary volumes held for
immediate sale or exchange (3,067) �
Lower of cost or market write-downs on base operating volumes (1,848) �
Lower of cost or market write-downs on inventories�minimum volumes (32) �

Net operating margins�Historical financial statements $ 11,710 $ 7,612

Prior to October 1, 2002, our inventories�discretionary volumes held for immediate sale or exchange were carried at fair value with changes in
fair value included in net operating margins in the period of the change in value. Effective October 1, 2002, we adjusted the carrying amount of
inventories�discretionary volumes held for immediate sale or exchange to the lower of cost or market pursuant to the requirements of EITF 02-03.
During the last half of June 2003, we experienced increases in certain commodity prices and locations, which resulted in the fair value of our
inventories�discretionary volumes held for immediate sale or exchange at June 30, 2003 exceeding their cost basis by approximately $5.9 million.
The "Gains recognized on beginning inventories�discretionary volumes held for immediate sale or exchange" represents the net operating
margins recognized on the subsequent sale of those inventories to customers during the three months ended September 30, 2003. During the last
half of September 2003, we experienced increases in certain commodity prices at certain locations, which resulted in the fair value of our
inventories�discretionary volumes held for immediate sale or exchange at September 30, 2003 exceeding their cost basis by approximately
$3.1 million. That excess is expected to be recognized in net operating margins during the three months ended December 31, 2003, which is the
period in which those discretionary inventory volumes are expected to be sold to customers.

For the three months ended September 30, 2003, we reduced the carrying amount of our base operating volumes by approximately $1.8 million
and our inventories�minimum volumes by approximately $32,000 due to the application of the lower of cost or market rule.
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Terminals, pipelines, tugs and barges�net operating margins�operating results from debt compliance

For the three months ended September 30, 2003 and 2002, our terminals, pipelines and tugs and barges generated net operating margins of
approximately $14.7 million and $10.9 million, respectively. The increase of approximately $3.8 million in net operating margins attributable to
our terminals, pipelines, and tugs and barges segment for 2003 as compared to 2002 was due principally to the contribution of approximately
$3.6 million from the Coastal Fuels assets, which we acquired on February 28, 2003. The net operating margins from our historical facilities
increased to $11.1 million in 2003 from $10.9 million in 2002 principally due to capacity expansion at our Brownsville facilities and additional
product throughput throughout the remainder of our terminal system.

Selected quarterly net operating margins�operating results for debt covenant compliance for the terminal, pipelines, tugs and barges segment for
the three months ended September 30, 2003 and 2002, are summarized below (in thousands):

Three months ended
September 30, 2003

Three months ended
September 30, 2002

Terminals and pipelines:
Historical facilities $ 11,132 $ 10,928
Coastal Fuels assets 3,563 �

$ 14,695 $ 10,928
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RESULTS OF OPERATIONS�HISTORICAL FINANCIAL STATEMENTS
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The following selected historical financial statement measures are derived from our unaudited interim financial statements for the three months
ended September 30, 2003 and 2002 (in thousands):

Three months ended
September 30,

2003 2002

Historical Financial Statement Measures:
Net operating margins:

Supply, distribution, and marketing $ 11,710 $ 7,612
Terminals, pipelines, tugs and barges $ 14,695 $ 10,928

EBITDA(1) $ 16,040 $ 8,499
Operating income $ 10,497 $ 3,869
Net earnings $ 1,976 $ 536
Net cash provided (used) by operating activities $ (16,874) $ 28,739
Net cash provided (used) by investing activities $ (7,419) $ (2,653)
Net cash provided (used) by financing activities $ 14,268 $ (41,293)

Non-GAAP Financial Performance Measure:
Operating results for debt covenant compliance(2) $ 15,132 $ 8,499

Reconciliation to Net Earnings:
Operating results for debt covenant compliance $ 15,132 $ 8,499
Gains recognized on beginning inventories�discretionary volumes 5,855 �
Gains deferred on ending inventories�discretionary volumes (3,067) �
Lower of cost or market write-down on base operating inventory volumes (1,848) �
Lower of cost or market write-down on inventories�minimum volumes (32) �

EBITDA 16,040 8,499
Depreciation and amortization (5,537) (4,256)
Interest expense, net (6,396) (3,224)
Other financing costs, net (813) (154)
Income tax expense (1,318) (329)

Net earnings $ 1,976 $ 536

(1)
EBITDA is defined as earnings before income taxes, interest expense, net, other financing costs, net, depreciation and amortization. We believe that, in
addition to cash flow from operating activities and net earnings (loss), EBITDA is a useful financial performance measurement for assessing operating
performance since it provides an additional basis to evaluate our ability to incur and service debt and to fund capital expenditures. To evaluate
EBITDA, the components of EBITDA such as net operating margin and direct operating expenses and the variability of such components over time,
also should be considered. EBITDA should not be construed, however, as an alternative to operating income (loss) (as determined in accordance with
generally accepted accounting principles ("GAAP")) as an indicator of our operating performance, or to cash flows from operating activities (as
determined in accordance with GAAP) as a measure of liquidity.

(2)
Operating results for debt covenant compliance is used as a measure of our financial performance in our borrowing arrangements. In evaluating
operating results for debt covenant compliance, we believe that consideration should be given, among other things, to the amount by which operating
results for debt covenant compliance exceeds interest costs for the period; how operating results for debt covenant compliance compares to principal
repayments on debt for the period; and how operating results for debt covenant compliance compares to capital expenditures for the period. As a result
of the implementation of EITF 02-03, our inventories�discretionary volumes and�minimum volumes are carried at the lower of cost (first in, first out) or
market, while our risk management contracts are carried at market. As a result, if market prices are increasing during the end of the quarter, we may
report significant losses on risk management contracts and significant deferred gains on discretionary inventory volumes held for immediate sale or
exchange at the end of that quarter and report

33

Edgar Filing: TRANSMONTAIGNE INC - Form 10-Q

29



significant gains on our beginning inventories�discretionary volumes held for immediate sale or exchange in the following quarter. For purposes of
computing our operating results for debt covenant compliance, our inventories�discretionary volumes held for immediate sale or exchange are reflected
at market value, which matches the treatment of our derivative and risk management contracts.

The Working Capital Credit Facility is our primary means of short-term liquidity to finance our working capital requirements. The terms of our
Working Capital Credit Facility include financial covenants that are tested on a quarterly and annual basis. We believe that the fixed charge coverage
test is the most critical and, potentially restrictive, of our financial covenants included in the Working Capital Credit Facility. The fixed charge
coverage ratio is based on operating results for debt covenant compliance. The fixed charge coverage ratio states that for each fiscal quarter of the
Company, the ratio (expressed as a percentage) of the operating results for debt covenant compliance of the Company and its subsidiaries for the period
of four consecutive fiscal quarters then ended to consolidated fixed charges of the Company and its subsidiaries for such period shall equal or exceed
150%.

Operating results for debt covenant compliance and EBITDA should not be construed as alternatives to operating income as determined in accordance
with generally accepted accounting principles as indicators of our operating performance, or to cash flows from operating activities, as determined in
accordance with generally accepted accounting principles as a measure of liquidity. The following table reconciles our operating results for debt
covenant compliance to EBITDA and EBITDA to net earnings.
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Selected quarterly results of operations data for each of the three-month periods in the three months ended September 30, 2003 and the year
ended June 30, 2003, are summarized below (in thousands):

Three months ended
September 30, 2003

Net operating margins:
Supply, distribution and marketing $ 11,710
Terminals and pipelines 14,695

Total net operating margins 26,405
Selling, general, and administrative (10,371)
Depreciation and amortization (5,537)

Operating income 10,497
Other expense, net (7,203)
Income tax expense (1,318)

Net earnings $ 1,976

Financial performance debt covenant test:
Operating results for debt covenant compliance $ 15,132

Fixed charges $ 8,589

Fixed charge coverage ratio based on rolling four consecutive quarters 214%

Reconciliation of EBITDA and operating results for debt covenant compliance to net earnings:
Operating results for debt covenant compliance $ 15,132
Gains recognized on beginning inventories�discretionary volumes held for immediate sale or
exchange 5,855
Gains deferred on ending inventories�discretionary volumes held for immediate sale or exchange (3,067)
Lower of cost or market write-downs on base operating volumes (1,848)
Lower of cost or market write-downs on inventories�minimum volumes (32)
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Three months ended
September 30, 2003

EBITDA 16,040
Depreciation and amortization (5,537)
Interest expense, net (6,396)
Other financing costs, net (813)
Income tax expense (1,318)

Net earnings $ 1,976
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Three months ended

Year ended
June 30,

2003
September 30,

2002
December 31,

2002
March 31,

2003
June 30,

2003

Net operating
margins:

Supply,
distribution
and marketing $ 7,612 $ (7,503) $ 53,457 $ 6,436 $ 60,002
Terminals,
pipelines and
tugs and
barges 10,928 10,745 12,550 13,569 47,792

Total net
operating
margins 18,540 3,242 66,007 20,005 107,794

Selling, general,
and
administrative (9,331) (8,775) (10,440) (11,945) (40,491)
Depreciation and
amortization (4,256) (4,293) (4,851)
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