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Explanatory Note 

 

This Form 8-K/A amends the Current Report on Form 8-K of Genesis Energy, L.P. (“Genesis”) filed with the 

United States Securities and Exchange Commission on November 29, 2010 related to Genesis’ acquisition of Valero 

Unit Investments, L.L.C, Valero Services, Inc., Valero Energy Corporation (collectively “Valero”)’s indirect 50% 

equity interest in Cameron Highway Oil Pipeline Company (“Cameron Highway”).  This amendment is filed to 

include the financial statements and pro forma financial information required by Items 9.01(a) and 9.01(b) of Form 

8-K and to include exhibits under Item 9.01(d) of Form 8-K. 

 

Valero’s interest in Cameron Highway was held through two subsidiaries, with Valero CHOPS I, L.P. and Valero 

CHOPS II, L.P. each holding a 25% interest in Cameron Highway, and Valero CHOPS GP, L.L.C. holding the 

general partner interest in Valero CHOPS I, L.P. and Valero CHOPS II, L.P.  The limited partner interest in Valero 

CHOPS I, L.P. and Valero CHOPS II, L.P. was held by another Valero wholly-owned subsidiary.  The three 

acquired entities (Valero CHOPS I, L.P., Valero CHOPS II, L.P., and Valero CHOPS GP, L.L.C.) are collectively 

referred to as the “Acquired Entities”.  The balance sheets of the Acquired Entities included, as their only assets, the 

combined 50% interest in Cameron Highway, reflected using the equity method of accounting. The balance sheets 

of the Acquired Entities included, as their only liabilities, intercompany loans owed to Valero, which were subject to 

intercompany debt agreements.  The intercompany loans were created when Valero loaned funds to the Acquired 

Entities related to funding one-half of the construction cost of the Cameron Highway crude oil pipeline.  Those 

Acquired Entities recorded and paid interest to Valero on the intercompany loans, using funds from distributions 

from CHOPS to make those payments.  The income statements of the Acquired Entities include such entities’ equity 

in the earnings of CHOPS and intercompany interest expense charged by Valero.  In the transaction between 

Genesis and Valero, Valero retained the responsibility for the intercompany obligations; therefore, Genesis only 

acquired the interests in Cameron Highway and assumed no liabilities in the Acquired Entities. 

 

As Cameron Highway is a material investment to Genesis, we believe that the most meaningful information to 

provide to investors is related to the historical performance of Cameron Highway.  Additionally, information on our 

investment in Cameron Highway will be included in our future SEC filings as long as Cameron Highway is a 

significant equity-method investment. We believe that it is more meaningful to provide investors with the 

information in the Form 8-K/A on the same basis as the information investors can expect to see in our future SEC 

filings.  We have not included financial information on the Acquired Entities as such information provides no 

additional meaningful information to our investors.  Therefore, as exhibits to this Form 8-K, we have included the 

financial statements of Cameron Highway as described in Item 9.01 below.  These financial statements of Cameron 

Highway were also utilized to present the pro forma effects on the financial statements of Genesis of its investment 

in Cameron Highway as required under SEC Regulation S-X Article 11.   

 

 

Item 9.01.  Financial Statements and Exhibits 

 

(a) Financial statements of businesses acquired. 

 

Filed as exhibits to this Report on Form 8-K/A and incorporated herein by reference are: 

 

Audited Balance Sheets of Cameron Highway as of December 31, 2009 and 2008, and the related 

Statements of Operations, Partners’ Capital and Cash Flows for each of the three years in the 

period ended December 31, 2009, and the notes thereto, attached hereto as Exhibit 99.3 

 

Unaudited Balance Sheet of Cameron Highway as of September 30, 2010 and the related 

Unaudited Statements of Operations, Partners’ Capital and Cash Flows for the nine-month periods 

ended September 30, 2010 and 2009, and the notes thereto, attached hereto as Exhibit 99.2 

 

(b) Pro forma financial information. 

 

Unaudited Pro Forma Condensed Consolidated Balance Sheet as of September 30, 2010 and the 

Unaudited Pro Forma Condensed Consolidated Statement of Operations for the Year Ended December 



 

 

31, 2009, Unaudited Pro Forma Condensed Consolidated Statement of Operations for the Nine Months 

Ended September 30, 2010, and the notes thereto, which give effect to the acquisition of Valero’s 

indirect 50% equity interest in Cameron Highway are attached hereto as Exhibit 99.1 and are 

incorporated herein by reference. 

 

(d)  Exhibits 

 

The following materials are filed as exhibits to this Current Report on Form 8-K. 

 

Exhibits. 

 

Exhibit 23.1 Consent of Deloitte & Touche LLP 

Exhibit 99.1 Unaudited Pro Forma Condensed Consolidated Balance Sheet as of September 30, 

2010 and the Unaudited Pro Forma Condensed Consolidated Statements of 

Operations for the nine months ended September 30, 2010 and the year ended 

December 31, 2009, and the notes thereto. 

Exhibit 99.2 Unaudited Balance Sheet of Cameron Highway as of September 30, 2010 and the 

related Unaudited Statements of Operations, Partners’ Capital and Cash Flows for 

the nine-month periods ended September 30, 2010 and 2009, and the notes thereto. 

Exhibit 99.3 Audited Balance Sheets of Cameron Highway as of December 31, 2009 and 2008, 

and the related Statements of Operations, Partners’ Capital and Cash Flows for each 

of the three years in the period ended December 31, 2009, and the notes thereto. 

 

 

 

 

 

SIGNATURES 

 

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report 

to be signed on its behalf by the undersigned thereunto duly authorized. 

 

 

  GENESIS ENERGY, L.P., by 

  GENESIS ENERGY, LLC, its sole 

general partner     

Date: February 7, 2011 By:   /s/  ROBERT V. DEERE  

     Robert V. Deere 

Chief Financial Officer 

 



Exhibit 23.1 

 

CONSENT OF INDEPENDENT AUDITORS 

We consent to the incorporation by reference in Amendment No. 2 to Registration Statement No. 

333-167189 and Amendment No. 1 to Registration Statement No. 333-150239 on Form S-3 and 

Registration Statement 333-156084 on Form S-8 of our report dated March 15, 2010, relating to 

the financial statements of Cameron Highway Oil Pipeline Company as of December 31, 2009 

and 2008 and for each of the three years in the period ended December 31, 2009, appearing in 

this Current Report on Form 8-K of Genesis Energy, L.P. dated February 7, 2011.  

/s/ Deloitte & Touche LLP  

Houston, Texas  

February 7, 2011 
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GENESIS ENERGY, L.P. 

UNAUDITED PRO FORMA CONDENSED CONSOLIDATED FINANCIAL STATEMENTS 

 

The following Unaudited Pro Forma Condensed Consolidated Balance Sheet as of September 30, 2010 and the Unaudited 

Pro Forma Condensed Consolidated Statement of Operations for the year ended December 31, 2009 and the nine months ended 

September 30, 2010 give effect to the acquisition by Genesis Energy, L.P. (“Genesis”) of Valero Unit Investments, L.L.C., 

Valero Services, Inc., Valero Energy Corporation (“Valero”)’s indirect 50% equity interest in Cameron Highway Oil Pipeline 

Company (“Cameron Highway”) and the related assumptions and adjustments described in the notes thereto.  These statements 

will be referred to as the Unaudited Pro Forma Statements.   

 

Valero’s interest in Cameron Highway was held through two subsidiaries, with Valero CHOPS I, L.P. and Valero CHOPS 

II, L.P. each holding a 25% interest in Cameron Highway, and Valero CHOPS GP, L.L.C. holding the general partner interest 

in Valero CHOPS I, L.P. and Valero CHOPS II, L.P.  The limited partner interest in Valero CHOPS I, L.P. and Valero CHOPS 

II, L.P. was held by another Valero wholly-owned subsidiary.  On November 23, 2010, Genesis acquired Valero CHOPS I, 

L.P., Valero CHOPS II, L.P., and Valero CHOPS GP, L.L.C., collectively referred to as the “Acquired Entities”.  

 

The balance sheets of the Acquired Entities included, as their only assets, the combined 50% interest in Cameron Highway, 

reflected using the equity method of accounting. The balance sheets of the Acquired Entities included, as their only liabilities, 

intercompany balances owed to Valero, which were subject to intercompany debt agreements.  The intercompany obligations 

were created when Valero loaned funds to the Acquired Entities related to funding one-half of the construction cost of the 

Cameron Highway crude oil pipeline.  Those Acquired Entities recorded and paid interest to Valero on the intercompany 

obligations, using funds from distributions from CHOPS to make those payments.  The income statements of the Acquired 

Entities include such entities’ equity in the earnings of CHOPS and intercompany interest expense charged by Valero.  In the 

transaction between Genesis and Valero, Valero retained the responsibility for the intercompany obligations; therefore, Genesis 

only acquired the interests in Cameron Highway and assumed no liabilities in the Acquired Entities. 

 

The Unaudited Pro Forma Statements are based upon the historical unaudited and audited financial statements of Genesis 

and Cameron Highway.  The ownership interest in Cameron Highway held by the Acquired Entities is presented in these 

financial statements as an equity method investment and included under the column labeled “Historical 50% Equity Interest in 

Cameron Highway.”   We do not believe presenting additional information about intercompany obligations between the 

Acquired Entities and Valero in these financial statements provides any meaningful information as the obligations to Valero 

were not transferred to Genesis. 

 

The Unaudited Pro Forma Statements of Genesis should be read in conjunction with the audited consolidated financial 

statements and notes thereto included in Genesis’ Annual Report on Form 10-K for the year ended December 31, 2009, the 

unaudited consolidated financial statements and notes thereto included in Genesis’ Quarterly Report on Form 10-Q for the nine 

months ended September 30, 2010, and the audited and unaudited financial statements of Cameron Highway included in this 

current report on Form 8-K/A. 

 

The Unaudited Pro Forma Statements were prepared assuming that the acquisition by Genesis of the 50% equity interest in 

Cameron Highway was consummated as of September 30, 2010 for the Unaudited Pro Forma Condensed Consolidated Balance 

Sheet, and as of January 1 of each period presented for the Unaudited Pro Forma Condensed Consolidated Statements of 

Operations.  The Unaudited Pro Forma Statements have been prepared based upon assumptions deemed appropriate by Genesis 

and may not be indicative of actual results. 

 

These Unaudited Pro Forma Statements do not include the effects of the capital restructuring transaction that was completed 

by Genesis in December 2010. 
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Historical 

Genesis

Historical 50% 

Equity Interest 

in Cameron 

Highway

Pro Forma 

Adjustments

Pro Forma 

Genesis

ASSETS

CURRENT ASSETS:

Cash and cash equivalents 3,058$           -$               (A) 3,058$           

Accounts receivable 169,685         169,685         

Inventories 64,581           64,581           

Other 13,413           13,413           

Total current assets 250,737         250,737         

FIXED ASSETS, NET 269,802         269,802         

INVESTMENT IN DIRECT FINANCING LEASES, net of 

unearned income 169,626         169,626         

EQUITY INVESTEES AND OTHER INVESTMENTS 14,255           230,085$       102,378$       (B) 346,718         

INTANGIBLE ASSETS, net of accumulated amortization 123,315         123,315         

GOODWILL 325,046         325,046         

OTHER ASSETS, net of accumulated amortization 26,716           6,967             (C) 33,683           

TOTAL ASSETS 1,179,497$    230,085$       1,518,927$    

LIABILITIES AND PARTNERS' CAPITAL

CURRENT LIABILITIES:

Accounts payable 139,603$       139,603$       

Accrued liabilities 25,733           25,733           

Total current liabilities 165,336         165,336         

LONG-TERM DEBT:

Senior secured revolving credit facility 426,000         (23,792)          (D) 402,208         

Senior unsecured notes 250,000         (E) 250,000         

DEFERRED TAX LIABILITIES 14,391           14,391           

OTHER LONG-TERM LIABILITIES 5,523             5,523             

COMMITMENTS AND CONTINGENCIES 

PARTNERS' CAPITAL:

Common unitholders 557,079         110,832         (F) 667,911         

General partner 10,608           2,377             (G) 12,985           

Cameron Highway partners' capital 230,085$       (230,085)        (H) -                 

Total Genesis Energy, L.P. partners' capital 567,687         230,085         680,896         

Noncontrolling interest 560                13                  (I) 573                

Total partners' capital 568,247         230,085         681,469         

TOTAL LIABILITIES AND PARTNERS' CAPITAL 1,179,497$    230,085$       1,518,927$    

The accompanying notes are an integral part of these unaudited pro forma condensed consolidated financial statements.

GENESIS ENERGY, L.P.

UNAUDITED PRO FORMA CONDENSED CONSOLIDATED BALANCE SHEET

September 30, 2010

(In thousands)



- 3 - 

 

Historical 

Genesis

Historical 50% 

Equity Interest 

in Cameron 

Highway

Pro Forma 

Adjustments

Pro Forma 

Genesis

REVENUES 1,499,081$ 1,499,081$ 

COSTS AND EXPENSES 1,460,561   1,440$        (J) 1,462,001   

OPERATING INCOME 38,520        (1,440)         37,080        

Equity in earnings of joint ventures 922             13,786$          (3,078)         (K) 11,630        

Interest expense (13,506)       (15,583)       (L) (29,089)       

Income tax expense (1,827)         (1,827)         

NET INCOME 24,109        13,786            (20,101)       17,794        

Net loss attributable to noncontrolling interests 2,082          (1)                (M) 2,081          

NET INCOME ATTRIBUTABLE TO 

GENESIS ENERGY, L.P. 26,191$      13,786$          (20,102)$     19,875$      

Net income attributable to Genesis Energy, L.P. 

Per common unit:

Basic and Diluted 0.48$          0.29$          

Weighted average number of common units outstanding:

Basic 39,573        5,175          (F) 44,748        

Diluted 39,589        5,175          (F) 44,764        

The accompanying notes are an integral part of these unaudited pro forma condensed consolidated financial statements.

GENESIS ENERGY, L.P.

UNAUDITED PRO FORMA CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

For the Nine Months Ended September 30, 2010

(In thousands, except per unit amounts)
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Historical 

Genesis

Historical 

50% Equity 

Interest in 

Cameron 

Highway

Pro Forma 

Adjustments

Pro Forma 

Genesis

REVENUES 1,435,360$ 1,435,360$ 

COSTS AND EXPENSES 1,413,989   1,920          (J) 1,415,909   

OPERATING INCOME 21,371        (1,920)         19,451        

Equity in earnings of joint ventures 1,547          18,256$        (4,104)         (K) 15,699        

Interest expense (13,660)       (20,832)       (L) (34,492)       

Income tax expense (3,080)         (3,080)         

NET INCOME 6,178          18,256          (26,856)       (2,422)         

Net loss attributable to noncontrolling interests 1,885          (1)                (M) 1,884          

NET INCOME ATTRIBUTABLE TO 

GENESIS ENERGY, L.P. 8,063$        18,256$        (26,857)$     (538)$          

Net income attributable to Genesis Energy, L.P. 

Per common unit:

Basic and Diluted 0.51$          0.26$          

Weighted average number of common units outstanding:

Basic 39,471        5,175          (F) 44,646        

Diluted 39,603        5,175          (F) 44,778        

The accompanying notes are an integral part of these unaudited pro forma condensed consolidated financial statements.

GENESIS ENERGY, L.P.

UNAUDITED PRO FORMA CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

For the Year Ended December 31, 2009

(In thousands, except per unit amounts)



- 5 - 

 

 GENESIS ENERGY, L.P. 

NOTES TO THE UNAUDITED PRO FORMA CONDENSED  

CONSOLIDATED FINANCIAL STATEMENTS 
(in thousands, except where otherwise indicated, or amounts per unit) 

 

 

Note 1.  Acquisition of 50% Equity Interest in Cameron Highway  

 

On October 22, 2010, Genesis entered into a Purchase and Sale Agreement with Valero.  On November 23, 2010, Genesis 

completed the acquisition of Valero’s 50% equity interest in Cameron Highway, a joint venture that owns and operates a 380-

mile crude oil pipeline in the Gulf of Mexico.  Enterprise Products Partners, L.P. owns the remaining 50% interest in, and 

operates, the joint venture. 

 

The consideration for this acquisition consisted of $330 million of cash, subject to certain purchase price adjustments to be 

determined approximately 90 days after closing of the transaction.  For purposes of these pro forma financial statements, that 

purchase price adjustment has been estimated to be $2.4 million.   

 

To fund the acquisition, Genesis issued $250 million of senior unsecured notes and sold common units in a public offering 

of common units..  Total net proceeds from the issuance of notes, net of underwriting and other fees was $243 million.  Total 

net proceeds from an offering of 5,175,000 common units at $23.58 per unit, after deducting underwriting discounts and 

commissions and estimated offering expenses and including our general partner’s proportionate capital contribution to maintain 

its 2% general partner interest, were approximately $119 million.  The funds obtained from the equity issuance in excess of the 

amount needed to close the transaction were used to repay amounts owed on Genesis’ revolving credit facility.   

 

The estimated direct transaction costs total to $5.6 million and consist primarily of legal fees and other external costs related 

directly to the acquisition.  These transactions were charged to expense and are reflected in the Pro Forma Balance Sheet as a 

reduction of partners’ capital. 

 

Note 2.  Pro Forma Adjustments 

 

The following adjustments are included in the Unaudited Pro Forma Condensed Consolidated Statements of Operations and 

the Unaudited Pro Forma Condensed Consolidated Balance Sheet to reflect the estimated impact of the acquisition on the 

historical combined results of Genesis and the Acquired Entities.   

 

(A) Adjustment includes: 

 $2,503 of cash received from Genesis Energy, LLC, our general partner, as its proportionate general partner 

contribution and its proportionate general partner interest in our subsidiary operating partnership. 

 $243,033 of cash received from issuance of senior unsecured notes, net of issuance costs, used to fund a 

portion of the acquisition cost. 

 $116,348 of cash received from issuance of common units, net of offering costs. 

 $332,463 of cash used for the acquisition.  

 $5,629 of cash used for payment of direct transaction costs related to the acquisition. 

 $23,792 of cash received in the equity offering, in excess of cash needed for the transaction and related costs, 

that was used to reduce outstanding balances on Genesis’ existing senior secured revolving credit facility.  

 

(B) Adjustment to reflect the excess of the purchase price over Genesis’ fifty (“50”) percent share of Cameron Highway’s 

partners’ capital. 

 

(C) Adjustment to reflect costs incurred related to the issuance of senior unsecured notes.  This amount will be amortized to 

interest expense over the eight year period until the maturity of the notes. 

 

(D) Adjustment to reflect the use of excess proceeds from the sale of common units to reduce the outstanding balance on 

Genesis’ existing senior secured revolving credit facility 

 

(E) Adjustment to reflect the issuance of senior unsecured notes to partially fund the acquisition.  We issued $250 million 

of notes with an interest rate of 7.875%.  Interest is payable semi-annually. 
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(F) Adjustment to reflect: 

 

 The issuance of 5,175,000 common units at $23.58 per unit for a total of $116,852, net of $504 of issuance 

costs.   

 The common unitholders’ portion (98%) of the $5,629 of direct transaction costs related to the acquisition, or 

$5,516. 

 

The common units sold in the public offering impact our calculation of basic and diluted earnings per unit. 

 

(G) Adjustment to reflect: 

 The contribution of $2,490 from our general partner to maintain its capital account balance, as required under 

our partnership agreement. 

 The general partner’s portion (2%) of the $5,629 of direct transaction costs related to the acquisition, or $113. 

 

(H) Adjustment to eliminate the 50 percent interest in Cameron Highway’s partners’ capital as is appropriate in the 

preparation of such pro forma financial statements. 

 

(I) Adjustment to reflect the proportionate general partner interest in our subsidiary operating partnership. 

 

(J) Adjustment to reflect incremental insurance expense incurred as a result of the acquisition.  Each partner in Cameron 

Highway is responsible for providing its own insurance coverage. 

 

(K) Adjustment to reflect the amortization of the excess of Genesis’ investment over its share of partners’ capital of 

Cameron Highway.  Genesis paid $102.4 million more for its interest in Cameron Highway than its share of partners’ 

capital on the balance sheet of Cameron Highway at the date of the acquisition.  This excess amount of the purchase 

price over the equity in Cameron Highway is being amortized using the straight-line method over the remaining useful 

live of the assets of Cameron Highway of approximately twenty-four years.   

 

(L) Adjustment to increase interest expense for the additional borrowing in connection with the acquisition as if the 

acquisition had occurred at the beginning of the period.   

 

(M) Adjustment to reflect the noncontrolling interest in the net income of Genesis as a result of the acquisition and the pro 

forma adjustments noted. 
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Cameron Highway Oil Pipeline Company 
 

Unaudited Financial Statements for the Nine Months Ended  

September 30, 2010 (unaudited) and for the Year Ended December 31, 2009  
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CAMERON HIGHWAY OIL PIPELINE COMPANY 

BALANCE SHEETS 

(Dollars in thousands) 

 

    September 30,  December 31, 

    2010 2009 

ASSETS   

CURRENT ASSETS    

 Cash and cash equivalents $                 595         3,908 

 Accounts receivable  6,134 6,501 

 Prepaid and other current assets 3,240 769 

  Total current assets 9,969 11,178 

PROPERTY, PLANT AND EQUIPMENT, NET 459,328 466,127 

  Total assets $          469,297     477,305 

      

LIABILITIES AND PARTNERS' EQUITY   

CURRENT LIABILITIES   

 Accounts payable  $              3,637            $                685 

 Accounts payable – affiliates  1,273 1,208 

 Other current liabilities 2,770 1,347 

  Total current liabilities 7,680 3,240 

OTHER LIABILITIES 1,447 1,366 

COMMITMENTS AND CONTINGENCIES   

PARTNERS’ EQUITY 460,170 472,699 

  Total liabilities and partners’ equity $          469,297     477,305 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

See Notes to Unaudited Financial Statements 
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CAMERON HIGHWAY OIL PIPELINE COMPANY 

STATEMENTS OF OPERATIONS 

 (Dollars in thousands) 

 
 For the Nine Months 

 Ended September 30, 

 2010 2009 

REVENUES   

     Crude oil handling revenues $            50,829 $             49,464 

               Total revenues 50,829  49,464 

COSTS AND EXPENSES   

     Depreciation and accretion 12,400 12,357 

     Other operating costs and expenses (see Note 4) 10,813 11,740 

     General and administrative costs 49 64 

               Total costs and expenses 23,262 24,161 

OPERATING INCOME  27,567 25,303 

OTHER INCOME    

     Interest income 4 18 

NET INCOME  $            27,571 $             25,321 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

See Notes to Unaudited Financial Statements 
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CAMERON HIGHWAY OIL PIPELINE COMPANY 

STATEMENTS OF CASH FLOWS 

(Dollars in thousands) 

 

 For the Nine Months 

 Ended September 30, 

 2010 2009 

OPERATING ACTIVITIES   

   Net income  $             27,571 $           25,321 

   Adjustments to reconcile net income to net cash flows   

     provided by operating activities:   

      Depreciation and accretion  12,400 12,357 

      Loss on sale of asset 176 -- 

      Effect of changes in operating accounts    

           Accounts receivable 366 (1,232) 

           Prepaid and other current assets (2,471) 1,160 

           Accounts payable 435 (1,658) 

           Other current liabilities 1,425 (81) 

          Net cash provided by operating activities 39,902 35,867 

INVESTING ACTIVITIES   

   Capital expenditures (3,115) (13) 

          Cash used in investing activities (3,115) (13) 

FINANCING ACTIVITIES   

   Distributions to partners (40,100) (35,000) 

          Cash used in financing activities (40,100) (35,000) 

NET CHANGE IN CASH AND CASH EQUIVALENTS (3,313) 854 

CASH AND CASH EQUIVALENTS, JANUARY 1 3,908 3,160 

CASH AND CASH EQUIVALENTS, SEPTEMBER 30 $                  595 $             4,014 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

See Notes to Unaudited Financial Statements 
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CAMERON HIGHWAY OIL PIPELINE COMPANY 

STATEMENTS OF PARTNERS’ EQUITY 

(Dollars in thousands) 

 
    Cameron Highway Cameron Highway Cameron Highway  

    Pipeline I, L.P. Pipeline II, L.P. Pipeline III, L.P.  

    (Enterprise) (Valero) (Valero)  

    50% 25% 25% Total 

BALANCE AT DECEMBER 31, 2009 $                 236,349 $                 118,175 $                 118,175 $            472,699 

           Net income 13,785 6,893 6,893 27,571 

           Distributions to partners  (20,050) (10,025) (10,025) (40,100) 

BALANCE AT SEPTEMBER 30, 2010 $                 230,084 $                 115,043 $                 115,043 $            460,170 

 

 
    Cameron Highway Cameron Highway Cameron Highway  

    Pipeline I, L.P. Pipeline II, L.P. Pipeline III, L.P.  

    (Enterprise) (Valero) (Valero)  

    50% 25% 25% Total 

BALANCE AT DECEMBER 31, 2008 $                 244,793 $                 122,397 $                 122,397 $            489,587 

 Net income 12,661 6,330 6,330 25,321 

 Distributions to partners (17,500) (8,750) (8,750) (35,000) 

BALANCE AT SEPTEMBER 30, 2009 $                 239,954 $                 119,977 $                 119,977 $            479,908 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

See Notes to Unaudited Financial Statements 
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CAMERON HIGHWAY OIL PIPELINE COMPANY 

NOTES TO UNAUDITED FINANCIAL STATEMENTS 

 

 

1.  Partnership Organization  

 

Cameron Highway Oil Pipeline Company (“Cameron Highway”) is a Delaware general partnership formed 

in June 2003 to construct, install, own and operate a 374-mile crude oil pipeline (the “Pipeline”) located in  

deepwater areas of the central Gulf of Mexico offshore Texas and Louisiana.  Unless the context requires otherwise, 

references to “we,” “us”, “our” or the “Company,” within these notes are intended to mean the Cameron Highway 

joint venture. 

 

For the periods covered by this interim report, we were owned (i) 50% by Cameron Highway Pipeline I, 

L.P. (“CHOPS I”), a subsidiary of Enterprise GTM Holdings L.P. (“Enterprise”), (ii) 25% by Cameron Highway 

Pipeline II, L.P. (“CHOPS II”), a subsidiary of Valero Energy Corporation (“Valero”), and (iii) 25% by Cameron 

Highway Pipeline III, L.P. (“CHOPS III”), another subsidiary of Valero.  CHOPS I, CHOPS II and CHOPS III are 

collectively referred to as the “Partners.”    

 

 On November 23, 2010, Genesis Energy, L.P. acquired the aggregate 50% ownership interests held by 

CHOPS II and CHOPS III from Valero. 

 

 

2.  Summary of Significant Accounting Policies 

 

Our financial statements are prepared on the accrual basis of accounting in conformity with U.S. generally 

accepted accounting principles (“GAAP”).  Except as noted within the context of each footnote disclosure, dollar 

amounts presented in the tabular data within these footnote disclosures are stated in thousands of dollars.       

 

 Business Segment  

 

We operate in a single business segment, Offshore Pipeline & Services, which consists of a 374-mile 

pipeline used in the transportation of crude oil. 

 

 Cash and Cash Equivalents 

 

Cash and cash equivalents represent unrestricted cash on hand and highly liquid overnight investments in 

government-backed securities.   

 

 Contingencies 

 

Certain conditions may exist as of the date our financial statements are issued, which may result in a loss to 

us, but will only be resolved when one or more future events occur or fail to occur.  Our management and its legal 

counsel evaluate such contingent liabilities, and such assessment inherently involves an exercise in judgment.  If the 

assessment of a contingency indicates that it is probable that a loss has been incurred and the amount of liability can 

be reasonably estimated, then the estimated liability would be accrued in our financial statements.  If the assessment 

indicates that a potential loss contingency is not probable but is reasonably possible, or is probable but cannot be 

estimated, then the nature of the contingent liability, together with an estimate of the range of possible loss (if 

determinable), would be disclosed.  Loss contingencies considered remote are generally not disclosed.  We did not 

record any contingent losses during the periods ended September 30, 2010 and December 31, 2009. 

 

 Crude Oil Imbalances 

 

 Crude oil imbalances arise in the course of providing crude oil handling services, where we receive volumes 

of crude oil that differ from the volumes committed to be redelivered.  These differences result in imbalances that are 

settled in-kind (i.e., with crude oil volumes instead of cash) the following month.  We value our crude oil imbalances 
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using contractual settlement prices. Imbalance receivables and payables are classified on our balance sheet within 

accounts receivable and payable, respectively.   At September 30, 2010 and December 31, 2009, our imbalance 

receivables were $2.8 million and $0.6 million, respectively, and our imbalance payables were $2.6 million and $0.1 

million, respectively.    

 

 Environmental Costs 

 

Our operations include activities subject to federal and state environmental regulations.  Environmental 

costs for remediation are accrued based on estimates of known remediation requirements.  Such accruals are based 

on management’s best estimate of the ultimate cost to remediate a site and are adjusted as further information and 

circumstances develop.  Those estimates may change substantially depending on information about the nature and 

extent of contamination, appropriate remediation technologies and regulatory approvals.  Expenditures to mitigate or 

prevent future environmental contamination are capitalized.  Ongoing environmental compliance costs are charged to 

expense as incurred.  In accruing for environmental remediation liabilities, costs of future expenditures for 

environmental remediation are not discounted to their present value, unless the amount and timing of the 

expenditures are fixed or reliably determinable.  There were no environmental remediation liabilities incurred as of 

September 30, 2010 or December 31, 2009. 

 

 Estimates 

 

Preparing our financial statements in conformity with GAAP requires us to use 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 revenues and expenses for each reporting period.  Our actual results could differ from 

these estimates.  

 

Fair Value Information and Financial Instruments 

 

Fair value is defined as the amount at which an asset or liability could be bought or settled in an arm’s-

length transaction.  The estimated fair values of our cash and cash equivalents, accounts receivable and accounts 

payable approximate their carrying amounts in the accompanying balance sheets due to the short-term maturity of 

these amounts.   

 

 Impairment Testing For Long-Lived Assets  

 

Long-lived assets such as property, plant and equipment are reviewed for impairment whenever events or 

changes in circumstances indicate that the carrying amount of such assets may not be recoverable.   

 

Long-lived assets with carrying values that are not expected to be recovered through future cash flows are 

written down to their estimated fair values.  The carrying value of a long-lived asset is deemed not recoverable if the 

carrying value exceeds the sum of undiscounted cash flows expected to result from the use and eventual disposition 

of the asset.  If the asset’s carrying value exceeds the sum of its undiscounted cash flows, a non-cash asset 

impairment charge equal to the excess of the asset’s carrying value over its estimated fair value is recorded.  We 

measure fair value using market price indicators or, in the absence of such data, appropriate valuation techniques. No 

asset impairment charges were recognized for any of the periods presented. 

 

 Income Taxes 

 

Since we are structured as a pass-through entity, we are not subject to federal income taxes.  As a result, our 

Partners are individually responsible for paying federal income taxes on their share of our taxable income.  As a 

result, our financial statements do not provide for such taxes.  

 

 Partnership Equity  

 

We allocate income or loss and pay cash distributions to Partners in accordance with their respective 

partnership interests.   
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 Property, Plant and Equipment 

 

 Property, plant and equipment is recorded at cost.  Expenditures for additions, improvements and other 

enhancements to property, plant and equipment are capitalized.  Minor replacements, maintenance, and repairs that 

do not extend asset life or add value are charged to expense as incurred.  When property, plant and equipment assets 

are retired or otherwise disposed of, the related cost and accumulated depreciation are removed from the accounts 

and any resulting gain or loss is included in results of operations for the respective period.  See Note 3 for additional 

information regarding our property, plant and equipment.   

 

Asset retirement obligations (“AROs”) are legal obligations associated with the retirement of tangible long-

lived assets that result from their acquisition, construction, development and/or normal operation.  When an ARO is 

incurred, we record a liability for the ARO and capitalize an equal amount as an increase in the carrying value of the 

related long-lived asset.  Over time, the liability is accreted to its present value (through accretion expense) and the 

capitalized cost is depreciated over the remaining useful life of the related long-lived asset.  We will incur a gain or 

loss to the extent that our ARO liabilities are not settled at their recorded amounts.  See Note 3 for additional 

information regarding our AROs. 

 

 Recently Issued Accounting Standards 

 

  The accounting standard setting organizations, including the U.S. Securities and Exchange Commission, 

have recently issued various new accounting standards.  We have evaluated these new standards and have 

determined that he adoption of these rules will not have a material impact on us.   

 

 Revenue Recognition 

 

 Crude oil handling revenues are generated from purchase and sale arrangements whereby we purchase crude 

oil from shippers at various receipt points along the Pipeline for an index-based price (less a price differential) and 

sell the crude oil back to the same shippers at various redelivery points at the same index-based price.  Since these 

are purchase and sales transactions with the same counterparty and are entered into in contemplation of one another, 

we recognize net revenue from such arrangements based upon the price differential per unit of volume (typically in 

barrels) multiplied by the volume delivered.  We net the corresponding receivables and payables from such 

transactions on our balance sheet for consistency of presentation. 

 

 

3.  Property, Plant and Equipment 

 

Our property, plant and equipment values and accumulated depreciation balances were as follows at the 

dates indicated: 

 

 

Estimated 

Useful Life September 30, December 31,  

 in Years 2010 2009 

Pipeline (1) 30 $         329,200 $       330,039         

Platforms and facilities
 
(2) 30 163,281 163,324 

Crude oil line fill
 
(3) n/a 34,053 34,053 

Construction in progress n/a 25,209 18,970 

       Total  551,743 546,386 

Less accumulated depreciation  92,415 80,259 

       Property, plant and equipment, net  $         459,328 $       466,127         

        

(1) Includes the Pipeline and related assets. 

(2) Platforms and facilities include offshore platforms and related facilities that are an integral part of the 

Pipeline. 

(3) Crude oil line fill is carried at original cost and is not depreciated, but it is subject to impairment 

considerations. 
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The Pipeline has a throughput capacity of 500,000 barrels per day and is designed to gather production 

from deepwater areas of the Gulf of Mexico, primarily the South Green Canyon and Walker Ridge areas, for delivery 

to refineries and terminals in southeast Texas.  The Pipeline is supported by life of lease dedications by BP, BHP 

Billiton Ltd. and Chevron in connection with their production from the Holstein, Mad Dog and Atlantis fields and by 

Anadarko in connection with its production from the Constitution and Ticonderoga fields.  Additionally, we have 

contracted with Petrobras to transport crude oil production from the Cottonwood field.   

 

 Our AROs primarily result from right-of-way agreements associated with our pipeline operations and 

regulatory requirements triggered by the abandonment or retirement of certain offshore facilities.  None of our assets 

are legally restricted for purposes of settling AROs.   The following table presents information regarding our asset 

retirement obligations since December 31, 2009: 

 
ARO liability balance, December 31, 2009 $         1,366 

Accretion expense 80 

ARO liability balance, September 30, 2010 1,446 

 

Property, plant and equipment at September 30, 2010 and December 31, 2009 includes $0.8 million and 

$1.2 million, respectively, of estimated ARO costs capitalized as an increase in the associated long-lived asset.  

Based on information currently available, we estimate that accretion expense will approximate $0.1 million annually 

for 2010 through 2014. 

  

 

4.  Related Party Transactions 

 

As of September 30, 2010 and December 31, 2009, we had accounts payable to affiliates of approximately 

$1.3 million and $1.2 million, respectively. As of September 30, 2010 and December 31, 2009, we had accounts 

receivable from affiliates of approximately $525 thousand and $38 thousand, respectively. 

 

We have an Operation and Management Agreement (the “Agreement”) with Manta Ray Offshore Gathering 

Co LLC (“Manta Ray”) for the operation and management of the Pipeline.  Manta Ray is a subsidiary of Enterprise.  

Pursuant to the agreement, we pay Manta Ray $350,000 per month (adjusted annually for changes in an average 

weekly earnings index as defined in the Agreement) for routine operating services.  During 2010, such amount was 

approximately $462,000 per month.  We reimburse Manta Ray for all non-routine operations-related services.   

 

The Agreement may be terminated or canceled by us if Manta Ray (i) defaults in the performance of any of 

its obligations; (ii) dissolves, liquidates or terminates its separate corporate existence; (iii) makes a general 

assignment for the benefit of creditors or admits in writing its inability to pay its debts; or (iv) if Manta Ray is in 

default under the performance standards set forth in the Agreement.  The Agreement may be terminated or canceled 

by Manta Ray without cause at any time with at least 180 days notice if  (i) we are in default in the performance of 

any payment obligations; (ii) we dissolve, liquidate or terminate our separate corporate existence; (iii) we make a 

general assignment for the benefit of creditors or admit in writing our inability to pay our debts generally as they 

become due; or (iv) we sell or lease our Pipeline to a third party.  For the nine months ended September 30, 2010 

and 2009, the operating costs and expenses include payments to Manta Ray of $4.2 million and $4.1 million, 

respectively. 

 

 We rent offshore platform space from an affiliate of Enterprise and a third party.  For the nine months 

ended September 30, 2010 and 2009, total rent paid to the affiliate of Enterprise was $0.5 million and $0.5 million, 

respectively.  See Note 5 for additional information regarding this operating lease. 

 

  

5.  Commitments and Contingencies 

 

 Operating Leases 
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During the nine months ended September 30, 2010 and 2009, lease and rental expense included in operating 

income was $2.5 million and $1.6 million, respectively. 

 

We rent offshore platform space from an affiliate of Enterprise and a third party. Total rent paid for this 

platform space for the nine months ended September 30, 2010 and 2009, was $1.0 million and $0.9 million, 

respectively.  The agreement has an indefinite term and will continue until the platform is abandoned.  However, we 

can terminate the agreement at any time if we cease operations on the platform.  As a result, there are no future 

minimum payment obligations attributable to this agreement. 

  

We lease right-of-way held in connection with our Pipeline.  In general, our payments for right-of-way 

easements are determined by the underlying contracts, which typically include a stated fixed fee. Certain of our right-

of-way leases contain rent escalation clauses whereby the rent is adjusted periodically for inflation.  Lease expense is 

charged to operating costs and expenses on a straight line basis over the period of expected economic benefit.  The 

following table presents our minimum payment obligations under operating leases for right-of-way: 

 

2010  $              21 

2011  21 

2012  21 

2013  21 

2014  21 

Thereafter 253 

 Total $           358       

Other Matters 

 

 We are subject to potential loss contingencies arising from the course of our regular business operations.  

These may result from federal, state and local environmental, health and safety laws and regulations and third-party 

litigations.  There are no matters currently which, in the opinion of our management, will have a material adverse 

effect on the financial position or results of our operations. 

 

 

6.  Significant Risks 

 

 Nature of Operations 

 

 Offshore crude oil pipeline systems such as ours are affected by oil exploration and production activities.  

Crude oil reserves are depleting assets that will produce over a finite period.  Our Pipeline must access additional 

reserves to offset either (i) the natural decline in production from existing connected wells or (ii) the loss of any 

production to a competitor.  We actively seek to offset the loss of volumes due to depletion by adding connections to 

new customers and fields. 

 

 Weather-Related Risks   

 

 Our assets are located offshore Texas and Louisiana in the Gulf of Mexico, which is prone to tropical 

weather events such as hurricanes.  Our Partners are required to maintain certain levels of insurance with respect to 

our assets.  If our assets were materially damaged in a storm, it could have a material impact on our financial position 

and results of operations.  Other operating costs and expenses for the nine months ended September 30, 2010 and 

2009 include an aggregate of $17 thousand and $2.7 million, respectively, of repair costs related to damage caused 

by Hurricanes Gustav and Ike.   

 

7.  Subsequent Events  

 

 We have evaluated subsequent events through January 15, 2011, which is the date our Unaudited Financial 

Statements and Notes were available to be issued, and have determined that there were no material subsequent 

events.  



 

Exhibit 99.3 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Cameron Highway Oil Pipeline Company 
 

Financial Statements for the Years Ended  

December 31, 2009, 2008 and 2007 and  

Independent Auditors’ Report 



 

INDEPENDENT AUDITORS’ REPORT 

 

 

To the Management Committee of  

Cameron Highway Oil Pipeline Company  

Houston, Texas 

 

We have audited the accompanying balance sheets of Cameron Highway Oil Pipeline Company (the “Company”) as 

of December 31, 2009 and 2008, and the related statements of operations, partners’ equity, and cash flows for each 

of the three years in the period ended December 31, 2009. These financial statements are the responsibility of the 

Company’s management.  Our responsibility is to express an opinion on these financial statements based on our 

audits. 

 

We conducted our audits in accordance with generally accepted auditing standards as established by the Auditing 

Standards Board (United States) and in accordance with the standards of the Public Company Accounting Oversight 

Board (United States).  Those standards require that we plan and perform the audit to obtain reasonable assurance 

about whether the financial statements are free of material misstatement.  The Company is not required to have, nor 

were we engaged to perform, an audit of its internal control over financial reporting.  Our audits included 

consideration of internal control over financial reporting as a basis for designing audit procedures that are 

appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 

Company’s internal control over financial reporting. Accordingly, we express no opinion.  An audit also includes 

examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the 

accounting principles used and significant estimates made by management, as well as evaluating the overall financial 

statement presentation.  We believe that our audits provide a reasonable basis for our opinion. 

 

In our opinion, such financial statements present fairly, in all material respects, the financial position of the Company 

at December 31, 2009 and 2008, and the results of its operations and its cash flows for each of the three years in the 

period ended December 31, 2009, in conformity with accounting principles generally accepted in the United States 

of America. 

 

 

/s/ DELOITTE & TOUCHE LLP 

 

Houston, Texas 

March 15, 2010 
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CAMERON HIGHWAY OIL PIPELINE COMPANY 

BALANCE SHEETS 

(Dollars in thousands) 

 

    December 31,  

    2009 2008 

ASSETS   

CURRENT ASSETS    

 Cash and cash equivalents $        3,908 $       3,160 

 Accounts receivable  6,501 6,346 

 Prepaid and other current assets 769 2,959 

  Total current assets 11,178 12,465 

PROPERTY, PLANT AND EQUIPMENT, NET 466,127 482,023 

  Total assets $    477,305 $   494,488                      

      

LIABILITIES AND PARTNERS' EQUITY   

CURRENT LIABILITIES   

 Accounts payable  $           685 $         686 

 Accounts payable – affiliates  1,208 2,707 

 Other current liabilities 1,347 670 

  Total current liabilities 3,240 4,063 

OTHER LIABILITIES 1,366 838 

COMMITMENTS AND CONTINGENCIES   

PARTNERS’ EQUITY 472,699 489,587 

  Total liabilities and partners’ equity $    477,305 $   494,488 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

See Notes to Financial Statements 
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CAMERON HIGHWAY OIL PIPELINE COMPANY 

STATEMENTS OF OPERATIONS 

 (Dollars in thousands) 

 

 For Year Ended December 31,  

 2009 2008 2007 

    

REVENUES    

     Crude oil handling revenues $           68,058 $           57,399 $           29,597 

               Total revenues 68,058 57,399 29,957 

COSTS AND EXPENSES    

     Depreciation and accretion 16,489 16,483 16,398 

     Other operating costs and expenses (see Note 7) 14,994 8,727 5,948 

     General and administrative costs 82 84 574 

               Total costs and expenses 31,565 25,294 22,920 

OPERATING INCOME  36,493 32,105 6,677 

OTHER INCOME (EXPENSE)    

     Interest expense  -- -- (27,164) 

     Interest income 19 213 296 

               Other income (expense)  19 213 (26,868) 

NET INCOME (LOSS) $           36,512 $           32,318 $         (20,191) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

See Notes to Financial Statements 
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CAMERON HIGHWAY OIL PIPELINE COMPANY 

STATEMENTS OF CASH FLOWS 

(Dollars in thousands) 

 

 For Year Ended December 31, 

 2009 2008 2007 

OPERATING ACTIVITIES    

   Net income (loss) $            36,512 $           32,318  $       (20,191) 

   Adjustments to reconcile net income (loss) to net cash flows    

     provided by (used in) operating activities:    

      Depreciation and accretion  16,489 16,483 16,398 

      Amortization of deferred financing costs  -- -- 765 

      Write-off of deferred financing costs due to repayment of debt  -- -- 5,831 

      Gain on sale of assets (see Note 7) -- -- (1,838) 

      Effect of changes in operating accounts     

           Accounts receivable (155) (1,538) (1,132) 

           Prepaid and other current assets 2,190 (821) 594 

           Other assets  -- -- (600) 

           Accounts payable (1,500) 686 (901) 

           Accrued expenses -- -- (538) 

           Accrued interest -- -- (26) 

           Other current liabilities 677 1 (1,075) 

          Net cash provided by (used in) operating activities 54,213 47,129 (2,713) 

INVESTING ACTIVITIES    

   Capital expenditures (65) (147) (2,987) 

   Contributions in aid of construction cost -- -- 489 

   Proceeds from sale of assets (see Note 7) -- -- 5,225 

   Decrease in restricted cash -- -- 1 

          Cash (used in) provided by investing activities (65) (147) 2,728 

FINANCING ACTIVITIES    

   Repayment Senior Notes (see Note 5) -- -- (415,000) 

   Contributions from partners (see Note 6) -- -- 433,506 

   Distributions to partners (53,400) (47,000) (19,500) 

          Cash used in financing activities (53,400) (47,000) (994) 

NET CHANGE IN CASH AND CASH EQUIVALENTS 748 (18) (979) 

CASH AND CASH EQUIVALENTS, JANUARY 1 3,160 3,178 4,157 

CASH AND CASH EQUIVALENTS, DECEMBER 31 $              3,908 $             3,160 $            3,178 

    

SUPPLEMENTAL CASH FLOW INFORMATION     

    Cash payments for interest and make-whole premium $                     -- $                   -- $          21,140 

 

 

 

 

 

 

 

 

 

 

 

 

See Notes to Financial Statements 
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CAMERON HIGHWAY OIL PIPELINE COMPANY 

STATEMENTS OF PARTNERS’ EQUITY 

(Dollars in thousands) 

 
    Cameron Highway Cameron Highway Cameron Highway  

    Pipeline I, L.P. Pipeline II, L.P. Pipeline III, L.P.  

    (Enterprise) (Valero) (Valero)  

    50% 25% 25% Total 

BALANCE AT DECEMBER 31, 2006 $             55,226 $              27,614 $              27,614 $          110,454 

 Net loss (10,095) (5,048) (5,048) (20,191) 

 Contributions from partners 216,752 108,377 108,377 433,506 

 Distributions to partners  (9,750) (4,875) (4,875) (19,500) 

BALANCE AT DECEMBER 31, 2007            252,133             126,068             126,068           504,269 

 Net income 16,160 8,079 8,079 32,318 

 Distributions to partners (23,500) (11,750) (11,750) (47,000) 

BALANCE AT DECEMBER 31, 2008            244,793             122,397             122,397           489,587 

 Net income 18,256 9,128 9,128 36,512 

 Distributions to partners (26,700) (13,350) (13,350) (53,400) 

BALANCE AT DECEMBER 31, 2009 $           236,349 $            118,175 $            118,175 $          472,699 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

See Notes to Financial Statements 
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CAMERON HIGHWAY OIL PIPELINE COMPANY 

NOTES TO FINANCIAL STATEMENTS 

 

 

1.  Partnership Organization  

 

Cameron Highway Oil Pipeline Company (“Cameron Highway”) is a Delaware general partnership formed 

in June 2003 to construct, install, own and operate a 374-mile crude oil pipeline (the “Pipeline”) located in  

deepwater areas of the central Gulf of Mexico offshore Texas and Louisiana.  Unless the context requires otherwise, 

references to “we,” “us”, “our” or the “Company,” within these notes are intended to mean the Cameron Highway 

joint venture. 

 

We are owned (i) 50% by Cameron Highway Pipeline I, L.P. (“CHOPS I”), a subsidiary of Enterprise GTM 

Holdings L.P. (“Enterprise”), (ii) 25% by Cameron Highway Pipeline II, L.P. (“CHOPS II”), a subsidiary of Valero 

Energy Corporation (“Valero”), and (iii) 25% by Cameron Highway Pipeline III, L.P. (“CHOPS III”), another 

subsidiary of Valero.  CHOPS I, CHOPS II and CHOPS III are collectively referred to as the “Partners.” 

 

 

2.  Summary of Significant Accounting Policies 

 

Our financial statements are prepared on the accrual basis of accounting in conformity with U.S. generally 

accepted accounting principles (“GAAP”).  Except as noted within the context of each footnote disclosure, dollar 

amounts presented in the tabular data within these footnote disclosures are stated in thousands of dollars.       

 

 Cash and Cash Equivalents 

 

Cash and cash equivalents represent unrestricted cash on hand and highly liquid overnight investments in 

government-backed securities.   

 

 Contingencies 

 

Certain conditions may exist as of the date our financial statements are issued, which may result in a loss to 

us, but will only be resolved when one or more future events occur or fail to occur.  Our management and its legal 

counsel evaluate such contingent liabilities, and such assessment inherently involves an exercise in judgment.  If the 

assessment of a contingency indicates that it is probable that a loss has been incurred and the amount of liability can 

be reasonably estimated, then the estimated liability would be accrued in our financial statements.  If the assessment 

indicates that a potential loss contingency is not probable but is reasonably possible, or is probable but cannot be 

estimated, then the nature of the contingent liability, together with an estimate of the range of possible loss (if 

determinable), would be disclosed.  Loss contingencies considered remote are generally not disclosed.  We did not 

record any contingent losses during the years ended December 31, 2009, 2008, and 2007. 

 

 Crude Oil Imbalances 

 

 Crude oil imbalances arise in the course of providing crude oil handling services, where we receive volumes 

of crude oil that differ from the volumes committed to be redelivered.  These differences result in imbalances that are 

settled in-kind (i.e., with crude oil volumes instead of cash) the following month.  We value our crude oil imbalances 

using contractual settlement prices. Imbalance receivables and payables are classified on our balance sheet within 

accounts receivable and payable, respectively.   At December 31, 2009 and 2008, our imbalance receivables were 

$0.6 million and $2.2 million, respectively, and our imbalance payables were $0.1 million and $25 thousand, 

respectively.    

 

 Environmental Costs 

 

Our operations include activities subject to federal and state environmental regulations.  Environmental 

costs for remediation are accrued based on estimates of known remediation requirements.  Such accruals are based 
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on management’s best estimate of the ultimate cost to remediate a site and are adjusted as further information and 

circumstances develop.  Those estimates may change substantially depending on information about the nature and 

extent of contamination, appropriate remediation technologies and regulatory approvals.  Expenditures to mitigate or 

prevent future environmental contamination are capitalized.  Ongoing environmental compliance costs are charged to 

expense as incurred.  In accruing for environmental remediation liabilities, costs of future expenditures for 

environmental remediation are not discounted to their present value, unless the amount and timing of the 

expenditures are fixed or reliably determinable.  There were no environmental remediation liabilities incurred as of 

December 31, 2009 or 2008. 

 

 Estimates 

 

Preparing our financial statements in conformity with GAAP requires us to use 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 revenues and expenses for each reporting period.  Our actual results could differ from 

these estimates.  

 

 Fair Value Information and Financial Instruments   

 

 Fair value is defined as the amount at which an asset or liability could be bought or settled in an arm’s-

length transaction.  The estimated fair values of our cash and cash equivalents, accounts receivable and accounts 

payable approximate their carrying amounts in the accompanying balance sheets due to the short-term maturity of 

these amounts.   

 

 Impairment Testing For Long-Lived Assets  

 

Long-lived assets such as property, plant and equipment are reviewed for impairment whenever events or 

changes in circumstances indicate that the carrying amount of such assets may not be recoverable.   

 

Long-lived assets with carrying values that are not expected to be recovered through future cash flows are 

written down to their estimated fair values.  The carrying value of a long-lived asset is deemed not recoverable if the 

carrying value exceeds the sum of undiscounted cash flows expected to result from the use and eventual disposition 

of the asset.  If the asset’s carrying value exceeds the sum of its undiscounted cash flows, a non-cash asset 

impairment charge equal to the excess of the asset’s carrying value over its estimated fair value is recorded.  We 

measure fair value using market price indicators or, in the absence of such data, appropriate valuation techniques. No 

asset impairment charges were recognized for any of the periods presented. 

 

 Income Taxes 

 

Since we are structured as a pass-through entity, we are not subject to federal income taxes.  As a result, our 

Partners are individually responsible for paying federal income taxes on their share of our taxable income.  As a 

result, our financial statements do not provide for such taxes.  

 

 Property, Plant and Equipment 

 

 Property, plant and equipment is recorded at cost.  Expenditures for additions, improvements and other 

enhancements to property, plant and equipment are capitalized.  Minor replacements, maintenance, and repairs that 

do not extend asset life or add value are charged to expense as incurred.  When property, plant and equipment assets 

are retired or otherwise disposed of, the related cost and accumulated depreciation are removed from the accounts 

and any resulting gain or loss is included in results of operations for the respective period.  See Note 4 for additional 

information regarding our property, plant and equipment.   

 

Asset retirement obligations (“AROs”) are legal obligations associated with the retirement of tangible long-

lived assets that result from their acquisition, construction, development and/or normal operation.  When an ARO is 

incurred, we record a liability for the ARO and capitalize an equal amount as an increase in the carrying value of the 

related long-lived asset.  Over time, the liability is accreted to its present value (through accretion expense) and the 
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capitalized cost is depreciated over the remaining useful life of the related long-lived asset.  We will incur a gain or 

loss to the extent that our ARO liabilities are not settled at their recorded amounts.  See Note 4 for additional 

information regarding our AROs. 

 

 Recently Issued Accounting Standards  

 

 The accounting standard setting organizations, including the U.S. Securities and Exchange Commission, 

have recently issued various new accounting standards.  We have evaluated these new standards and have 

determined that the adoption of these rules will not have a material impact on us.   

 

 Revenue Recognition 

 

 Crude oil handling revenues are generated from purchase and sale arrangements whereby we purchase crude 

oil from shippers at various receipt points along the Pipeline for an index-based price (less a price differential) and 

sell the crude oil back to the same shippers at various redelivery points at the same index-based price.  Since these 

are purchase and sales transactions with the same counterparty and are entered into in contemplation of one another, 

we recognize net revenue from such arrangements based upon the price differential per unit of volume (typically in 

barrels) multiplied by the volume delivered.  We net the corresponding receivables and payables from such 

transactions on our balance sheet for consistency of presentation. 

 

 

3. Business Segment  

 

 We operate in a single business segment, Offshore Pipeline & Services, which consists of a 374-mile 

pipeline used in the transportation of crude oil.  The following table summarizes our revenues and long-lived assets 

for this business segment for the periods at the dates indicated:  

 
   For the Year Ended December 31, 

   2009  2008  2007 

Segment assets   $            477,305        $           494,488         $             506,701                          

Segment revenues   68,058  57,399  29,597 

Segment operating income   36,493  32,105  6,677 

Segment net income                 36,512               32,318               (20,191) 

 

 

4.  Property, Plant and Equipment 

 

Our property, plant and equipment values and accumulated depreciation balances were as follows at the 

dates indicated: 

 
 Estimated   

 Useful Life December 31, 

 in Years 2009 2008 

Pipeline (1) 30 $        330,039 $        329,682 

Platforms and facilities
 
(2) 30 163,324 163,199 

Crude oil line fill
 
(3) n/a 34,053 34,053 

Construction in progress n/a 18,970 18,926 

       Total  546,386 545,860 

Less accumulated depreciation  80,259 63,837 

       Property, plant and equipment, net  $        466,127 $        482,023 

        

(1) Includes the Pipeline and related assets. 

(2) Platforms and facilities include offshore platforms and related facilities that are an integral part of 

the Pipeline. 

(3) Crude oil line fill is carried at original cost and is not depreciated, but it is subject to impairment 

considerations. 
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The Pipeline has a throughput capacity of 500,000 barrels per day and is designed to gather production 

from deepwater areas of the Gulf of Mexico, primarily the South Green Canyon and Walker Ridge areas, for delivery 

to refineries and terminals in southeast Texas.  The Pipeline is supported by life of lease dedications by BP, BHP 

Billiton Ltd. and Chevron in connection with their production from the Holstein, Mad Dog and Atlantis fields and by 

Anadarko in connection with its production from the Constitution and Ticonderoga fields.  Additionally, we have 

contracted with Petrobras to transport crude oil production from the Cottonwood field.   

 

 Our AROs primarily result from right-of-way agreements associated with our pipeline operations and 

regulatory requirements triggered by the abandonment or retirement of certain offshore facilities.  None of our assets 

are legally restricted for purposes of settling AROs.   The following table presents information regarding our asset 

retirement obligations since December 31, 2007: 

 
ARO liability balance, January 1, 2008 $           775 

Accretion expense 63 

ARO liability balance, December 31, 2008 838 

Accretion expense 88 

Revisions in estimated cash flows 440 

ARO liability balance, December 31, 2009 $        1,366 

 

Property, plant and equipment at December 31, 2009 and 2008 includes $1.2 million and $0.8 million, 

respectively, of estimated ARO costs capitalized as an increase in the associated long-lived asset.  Based on 

information currently available, we estimate that accretion expense will approximate $0.1 million annually for 2010 

through 2014. 

 

 

5.  Debt Obligations 

 

 In December 2005, we issued $415.0 million of private placement, non-recourse senior secured notes due 

December 2017 to finance construction of the joint venture’s asset.  The senior secured notes were issued in two 

series: (i) $365.0 million of Series A notes, which charge fixed-rate interest of 5.86% per annum and (ii) $50.0 

million of Series B notes, which charge variable-rate interest based on Eurodollar rate plus 1%.  We repaid the Series 

A and B notes during the second quarter of 2007 (see Note 6).  The repayments consisted of $415.0 million of 

principal, $11.2 million of make-whole premiums and $3.8 million of accrued interest.  In connection with the 

repayment of the senior notes, we wrote off the remaining unamortized deferred financing fees of $5.8 million, which 

is included in interest expense on our Statement of Operations.   

  

 

6.  Partners’ Equity 

 

We allocate income or loss and pay cash distributions to Partners in accordance with their respective 

partnership interests.   

 

In May 2007, our Partners contributed $191.0 million each to fund the $365.0 million repayment of Senior 

Notes A and related make-whole premiums and accrued interest.  In June 2007, our Partners made an additional 

contribution of $25.5 million each to repay the Senior Notes B.  The amount of the repayment was $50.9 million, 

which included $0.9 million of related make-whole premiums and accrued interest.   

 

 

7.  Related Party Transactions 

 

As of December 31, 2009 and 2008, we had accounts payable to affiliates of approximately $1.2 million 

and $2.7 million, respectively. As of December 31, 2009, we had accounts receivable from affiliates of 

approximately $38 thousand. 
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We have an Operation and Management Agreement (the “Agreement”) with Manta Ray Offshore Gathering 

Co LLC (“Manta Ray”) for the operation and management of the Pipeline.  Manta Ray is a subsidiary of Enterprise.  

Pursuant to the agreement, we pay Manta Ray $350,000 per month (adjusted annually for changes in an average 

weekly earnings index as defined in the Agreement) for routine operating services.  During 2009, such amount was 

approximately $453,000 per month.  We reimburse Manta Ray for all non-routine operations-related services.   

 

The Agreement may be terminated or canceled by us if Manta Ray (i) defaults in the performance of any of 

its obligations; (ii) dissolves, liquidates or terminates its separate corporate existence; (iii) makes a general 

assignment for the benefit of creditors or admits in writing its inability to pay its debts; or (iv) if Manta Ray is in 

default under the performance standards set forth in the Agreement.  The Agreement may be terminated or canceled 

by Manta Ray without cause at any time with at least 180 days notice if  (i) we are in default in the performance of 

any payment obligations; (ii) we dissolve, liquidate or terminate our separate corporate existence; (iii) we make a 

general assignment for the benefit of creditors or admit in writing our inability to pay our debts generally as they 

become due; or (iv) we sell or lease our Pipeline to a third party.  Other operating costs and expenses include 

payments to Manta Ray for operation and management services rendered to us totaling $5.4 million for each of the 

years ended December 31, 2009 and 2008 and $4.7 million for the year ended December 31, 2007. 

 

 We rent offshore platform space from an affiliate of Enterprise and a third party.  Total rent paid to the 

affiliate of Enterprise was $0.6 million for each of the years ended December 31, 2009, 2008 and 2007.  See Note 8 

for additional information regarding this operating lease. 

 

 In June 2007, we sold a meter skid to Manta Ray for $5.2 million.  We recognized a gain of $1.8 million on 

the sale of this asset.   

 

  

8.  Commitments and Contingencies 

 

 Operating Leases 

 

Lease and rent expense included in operating income was $2.0 million, $1.3 million and $1.2 million for the 

years ended December 31, 2009, 2008 and 2007, respectively. 

 

We rent offshore platform space from an affiliate of Enterprise and a third party. Total rent paid for this 

platform space was $1.3 million, $1.2 million and $1.1 million for the years ended December 31, 2009, 2008 and 

2007, respectively.  The agreement has an indefinite term and will continue until the platform is abandoned.  

However, we can terminate the agreement at any time if we cease operations on the platform.  As a result, there are 

no future minimum payment obligations attributable to this agreement. 

  

We lease right-of-way held in connection with our Pipeline.  In general, our payments for right-of-way 

easements are determined by the underlying contracts, which typically include a stated fixed fee. Certain of our right-

of-way leases contain rent escalation clauses whereby the rent is adjusted periodically for inflation.  Lease expense is 

charged to operating costs and expenses on a straight line basis over the period of expected economic benefit.  The 

following table presents our minimum payment obligations under operating leases for right-of-way: 

 

2010  $              21 

2011  21 

2012  21 

2013  21 

2014  21 

Thereafter 253 

 Total $           358       
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Other Matters 

 

 We are subject to potential loss contingencies arising from the course of our regular business operations.  

These may result from federal, state and local environmental, health and safety laws and regulations and third-party 

litigations.  There are no matters currently which, in the opinion of our management, will have a material adverse 

effect on the financial position or results of our operations. 

 

 

9.  Significant Risks 

 

 Nature of Operations 

 

 Offshore crude oil pipeline systems such as ours are affected by oil exploration and production activities.  

Crude oil reserves are depleting assets that will produce over a finite period.  Our Pipeline must access additional 

reserves to offset either (i) the natural decline in production from existing connected wells or (ii) the loss of any 

production to a competitor.  We actively seek to offset the loss of volumes due to depletion by adding connections to 

new customers and fields. 

 

 Weather-Related Risks   

 

 Our assets are located offshore Texas and Louisiana in the Gulf of Mexico, which is prone to tropical 

weather events such as hurricanes.  Our Partners are required to maintain certain levels of insurance with respect to 

our assets.  If our assets were materially damaged in a storm, it could have a material impact on our financial position 

and results of operations.  Other operating costs and expenses for 2009 and 2008 include an aggregate of $2.6 

million and $1.2 million, respectively, of repair costs related to damage caused by Hurricanes Gustav and Ike.  

Operating expenses for 2007 include $0.1 million of repair costs related to damage caused by prior storms.  

 

 

10.  Subsequent Events  

 

 We have evaluated subsequent events through March 15, 2010, which is the date our Audited Consolidated 

Financial Statements and Notes were available to be issued.   

 


