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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” or the “Company”) 

filed with the United States Securities and Exchange Commission on January 9, 2012, which reported the 

acquisition of interests in several Gulf of Mexico crude oil pipeline systems from Marathon Oil Company.  The 

acquired pipeline interests (the “Acquired Interests”) include a 28% interest in Poseidon Oil Pipeline Company, 

L.L.C. (“Poseidon”), a 100% interest in Marathon Offshore Pipeline, LLC (“MOPL”), and a 29% interest in 

Odyssey Pipeline L.L.C (“Odyssey”). MOPL (subsequently named GEL Offshore Pipeline, LLC) owns a 23% 

interest in the Eugene Island crude oil pipeline and a 100% interest in two small offshore pipelines. This amendment 

is filed to include the audited financial statements and unaudited 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. Separate audited financial 

statements of Odyssey are excluded as it is insignificant in relation to the other acquired pipeline interests and to the 

Company’s financial position and results of operations. 

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 Poseidon Oil Pipeline Company, L.L.C. as of December 31, 2011 and 2010, 

and the related Statements of Operations, Members’ Equity and Cash Flows for each of the three years 

ended in the period ended December 31, 2011, and the notes thereto, attached hereto as Exhibit 99.1. 

Audited Balance Sheets of Marathon Offshore Pipeline, LLC as of December 31, 2011 and 2010, and 

the related Statements of Operations, Members’ Equity and Cash Flows for each of the three years 

ended December 31, 2011, and the notes thereto, attached hereto as Exhibit 99.2. 

(b) Pro Forma Financial Information. 

 

Unaudited Pro Forma Condensed Consolidated Balance Sheet for the Acquired Interests as of 

December 31, 2011 and the related Unaudited Pro Forma Condensed Consolidated Statement of 

Operations for the Year Ended December 31, 2011 and the notes thereto, are attached hereto as Exhibit 

99.3 and are incorporated herein by reference. 

(d)  Exhibits 

 

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

 

Exhibits. 

Exhibit 23.1 Consent of Deloitte & Touche LLP. 

Exhibit 23.2 Consent of PricewaterhouseCoopers LLP. 

Exhibit 99.1 Audited Balance Sheets of Poseidon Oil Pipeline Company, L.L.C. as of December 

31, 2011 and 2010, and the related Statements of Operations, Members’ Equity, and 

Cash Flows for each of the three years in the period ended December 31, 2011, and 

the notes thereto. 

Exhibit 99.2 Audited Balance Sheets of Marathon Offshore Pipeline, LLC as of December 31, 

2011 and 2010, and the related Statements of Operations, Members’ Equity and Cash 

Flows for each of the three years in the period ended December 31, 2011, and the 

notes thereto. 

Exhibit 99.3 Unaudited Pro Forma Condensed Consolidated Balance Sheet for the Acquired 

Interests as of December 31, 2011 and the related Unaudited Pro Forma Condensed 

Consolidated Statement of Operations for the year ended December 31, 2011, and 

the notes thereto. 
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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: March 20, 2012 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. 1 to Registration Statement No. 

333-173337, in Amendment No. 2 to Registration Statement No. 333-167189 and Amendment 

No. 1 to Registration Statement 333-150239 on Form S-3 of Genesis Energy, L.P. and in 

Registration Statement No. 333-156084 on Form S-8 of Genesis Energy, L.P. of our report dated 

March 14, 2012, relating to the financial statements of Poseidon Oil Pipeline Company, L.L.C. as 

of December 31, 2011 and 2010 and for each of the three years in the period ended December 31, 

2011, appearing in this Current Report on Form 8-K of Genesis Energy, L.P. dated March 20, 

2012.  

/s/ Deloitte & Touche LLP  

Houston, Texas  

March 20, 2012 
 



EXHIBIT 23.2 

 

CONSENT OF INDEPENDENT ACCOUNTANTS 

We hereby consent to the incorporation by reference in Amendment No. 1 to Registration Statement No. 333-173337, 
Amendment No. 2 to Registration Statement No. 333-167189 and Amendment No. 1 to Registration Statement No. 
333-150239 on Forms S-3 and in Registration Statement No. 333-156084 on Form S-8 of Genesis Energy, L.P. of our 
report dated March 16, 2012 relating to the financial statements of Marathon Offshore Pipeline, LLC, which appears in 
the Current Report on Form 8-K/A of Genesis Energy, L.P. dated March 20, 2012. 

 
/s/PricewaterhouseCoopers LLP 
 
 
Houston, Texas 
March 20, 2012 
 



EXHIBIT 99.1 
 

 

INDEPENDENT AUDITORS’ REPORT 

 

 
To the Management Committee of  

Poseidon Oil Pipeline Company, L.L.C. 

Houston, Texas 

 

We have audited the accompanying balance sheets of Poseidon Oil Pipeline Company, L.L.C. (the 

“Company”) as of December 31, 2011 and 2010, and the related statements of operations, cash flows and 

members’ equity for each of the three years in the period ended December 31, 2011.  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 auditing standards generally accepted in the United States of 

America.  Those standards require that we plan and perform the audit to obtain reasonable assurance about 

whether the financial statements are free of material misstatement.  An audit includes 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 such 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 

Poseidon Oil Pipeline Company, L.L.C. as of December 31, 2011 and 2010, and the results of its operations 

and its cash flows for each of the three years in the period ended December 31, 2011, in conformity with 

accounting principles generally accepted in the United States of America. 

 

/s/ Deloitte & Touche LLP 

 

Houston, Texas 

March 14, 2012 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 2 

 

 

 
POSEIDON OIL PIPELINE COMPANY, L.L.C. 

BALANCE SHEETS 

(Dollars in thousands) 

      

    December 31, 

    2011 2010 

ASSETS 

CURRENT ASSETS   

 Cash and cash equivalents $               4,206                             $              5,885                

 Accounts receivable – trade 5,713 14,435 

 Accounts receivable – related parties 36,232 27,987 

 Inventories 5,795 3,420 

 Prepaid and other current assets 867 -- 

   Total current assets 52,813 51,727 

PROPERTY, PLANT AND EQUIPMENT, NET 203,655 210,873 

OTHER ASSETS -- 4 

   Total assets $           256,468                     $          262,604            

      

LIABILITIES AND MEMBERS’ EQUITY 

CURRENT LIABILITIES   

 Current maturities of debt (see Note 4) $                      --             $            92,000 

 Accounts payable – trade  37,738 39,378              

 Accounts payable – related parties 322 3,017 

 Other current liabilities 76 108 

   Total current liabilities 38,136 134,503 

LONG-TERM DEBT 92,000 -- 

OTHER LIABILITIES 3,018 2,796 

COMMITMENTS AND CONTINGENCIES   

MEMBERS’ EQUITY 123,314 125,305 

   Total liabilities and members’ equity $           256,468           $          262,604 

 

 

 

 

 

 

 

 

 

 

See Notes to Financial Statements. 
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POSEIDON OIL PIPELINE COMPANY, L.L.C. 

STATEMENTS OF OPERATIONS 

(Dollars in thousands) 

     

  For Year Ended December 31, 

  2011 2010 2009 

REVENUES    

 Crude oil handling revenues $              95,933           $            105,540              $              84,872 

COSTS AND EXPENSES    

 Crude oil handling costs 18,379 19,287 9,738 

 Depreciation, amortization and accretion 10,896 10,803 10,385 

 Other operating costs and expenses 9,495 5,435 13,857 

 General and administrative costs 295 150 238 

        Total costs and expenses 39,065 35,675 34,218 

OPERATING INCOME 56,868 69,865 50,654 

OTHER INCOME (EXPENSE)    

 Interest expense (1,959) (1,398) (1,921) 

 Interest income -- 5 23 

        Total other expense, net (1,959) (1,393) (1,898) 

NET INCOME $              54,909               $              68,472               $              48,756             

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

See Notes to Financial Statements. 
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POSEIDON OIL PIPELINE COMPANY, L.L.C. 

STATEMENTS OF CASH FLOWS 

(Dollars in thousands) 

   

  For Year Ended December 31, 

  2011 2010 2009 

OPERATING ACTIVITIES    

 Net income  $             54,909                 $             68,472 $             48,756 

 Reconciliation of net income to net cash flows    

    provided by operating activities:    

    Depreciation, amortization and accretion 11,069 10,803 10,385 

    Gain on sale of asset -- (6) -- 

    Effect of changes in operating accounts:    

        Accounts receivable 477 (9,006) (13,555) 

    Inventories (2,375) (1,230) (10) 

    Prepaid and other current assets -- 1 44 

        Accounts payable  (4,603) 15,983 7,320 

        Other current liabilities (32) (2,430) 134 

            Net cash flows provided by operating activities 59,445 82,587 53,074 

INVESTING ACTIVITIES    

 Capital expenditures (3,184) (2,827) (11,402) 

            Cash used in investing activities (3,184) (2,827) (11,402) 

FINANCING ACTIVITIES    

 Borrowings under revolving credit facility 134,000 70,000 25,000 

 Repayments of principal  (see Note 4) (134,000) (70,000) (42,000) 

 Debt issuance costs (1,040) -- -- 

 Cash distributions paid to Members (56,900) (78,000) (31,000) 

            Cash used in financing activities (57,940) (78,000) (48,000) 

NET CHANGE IN CASH AND CASH EQUIVALENTS (1,679) 1,760 (6,328) 

CASH AND CASH EQUIVALENTS, JANUARY 1 5,885 4,125 10,453 

CASH AND CASH EQUIVALENTS, DECEMBER 31 $               4,206                                    $               5,885                   $               4,125                   

     

Supplemental disclosure of cash flow information    

 Accruals for construction in progress at period end $                  336 $                    68 $               2,346 

 

Cash paid during the year for interest, net of amounts  

    capitalized (see Note 3) $               1,665                                        $               1,250                      $               2,004 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

See Notes to Financial Statements. 
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POSEIDON OIL PIPELINE COMPANY, L.L.C. 

STATEMENTS OF MEMBERS' EQUITY 

(Dollars in thousands) 

     

 Poseidon Pipeline Shell Oil Marathon Oil  

 Company, L.L.C. Products U.S. Company  

 36% 36% 28% Total 

BALANCE AT DECEMBER 31, 2008 $                  42,146 $            42,146 $               32,785 $             117,077 

   Net income 17,552 17,552 13,652 48,756 

   Cash distributions to Members (11,160) (11,160) (8,680) (31,000) 

BALANCE AT DECEMBER 31, 2009                48,538           48,538          37,757        134,833 

   Net income 24,650 24,650 19,172 68,472 

   Cash distributions to Members (28,080) (28,080) (21,840) (78,000) 

BALANCE AT DECEMBER 31, 2010   45,108 45,108 35,089 125,305 

   Net income 19,767 19,767 15,375 54,909 

   Cash distributions to Members (20,484) (20,484) (15,932) (56,900) 

BALANCE AT DECEMBER 31, 2011 $                  44,391                   $            44,391                   $               34,532                $             123,314              

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

See Notes to Financial Statements. 
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POSEIDON OIL PIPELINE COMPANY, L.L.C. 

NOTES TO FINANCIAL STATEMENTS 

 

1. Company Organization 

 

Poseidon Oil Pipeline Company, L.L.C. (“Poseidon”) is a Delaware limited liability company 

formed in February 1996 to design, construct, own and operate an offshore unregulated crude oil pipeline 

system located in the Gulf of Mexico.  The Poseidon Oil Pipeline System gathers crude oil production from 

the outer continental shelf and deepwater areas of the Gulf of Mexico for delivery to onshore locations in 

south Louisiana.  The Poseidon system includes a pipeline junction platform located at South Marsh Island 

205 (“SMI-205”).  Unless the context requires otherwise, references to “we”, “us”, or “our” within these 

notes are intended to mean Poseidon. 

    

We are owned (i) 36% by Poseidon Pipeline Company, L.L.C., a wholly owned subsidiary of 

Enterprise GTM Holdings L.P. (“Enterprise”), (ii) 36% by Shell Oil Products U.S. (“Shell”) and (iii) 28% 

by Marathon Oil Company (“Marathon”).  Poseidon Pipeline Company, L.L.C., Shell and Marathon are 

collectively referred to as the “Members.”  Manta Ray Gathering Company, L.L.C. (“Manta Ray”), a 

subsidiary of Enterprise, is our operator.  On January 3, 2012, Marathon completed the sale of its 28% 

member interest in Poseidon to Genesis Energy, L.P. (“Genesis”).    

 

 

2. Summary of Significant Accounting Policies 

 

Our financial statements are prepared on the accrual basis of accounting in accordance 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 Crude Oil Pipeline Services, which consists of 

the transportation of crude oil for producers.  The following table summarizes our revenues and long-lived 

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

 
   For Year Ended December 31, 

   2011  2010  2009 

Segment revenues   $               95,933         $         105,540               $             84,872 

Segment operating income   56,868  69,865  50,654 

Segment net income   54,909  68,472                48,756             

       

  At December 31,   

  2011  2010   

Segment assets  $             256,468         $         262,604                    

 

 See “Nature of Operations” within Note 8 for information regarding our major customers. 

 

Cash and Cash Equivalents 

 

Cash and cash equivalents represent unrestricted cash on hand and highly liquid investments with 

original maturities of less than three months from the date of purchase.   

 

Contingencies 

 

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

a loss to us but which will only be resolved when one or more future events occur or fail to occur.   

Management has regular quarterly litigation reviews, including updates from legal counsel, to assess the 

need for accounting recognition and/or disclosure of these contingencies, and such assessment inherently 



 7 

involves an exercise in judgment.  In assessing loss contingencies related to legal proceedings that are 

pending against us or unasserted claims that may result in such proceedings, our management and legal 

counsel evaluate the perceived merits of any legal proceedings or unasserted claims as well as the 

perceived merits of the amount of relief sought or expected to be sought therein. 

 

We accrue an undiscounted liability for those contingencies where the incurrence of a loss is 

probable and the amount can be reasonably estimated.  If a range of probable loss amounts can be 

reasonably estimated and no amount within the range is a better estimate than any other amount, then the 

minimum of the range is accrued.  We do not record a contingent liability when the likelihood of loss is 

probable but the amount cannot be reasonably estimated or when it is believed to be only reasonably 

possible or remote.  

 

For contingencies where an unfavorable outcome is reasonably possible and the impact could be 

material, we disclose the nature of the contingency and, if feasible, an estimate of the possible loss or range 

of loss.  Loss contingencies considered remote are generally not disclosed unless they involve guarantees, 

in which case the guarantees would be disclosed.  There were no loss contingency accruals at December 31, 

2011 or 2010. 

 

Crude Oil Handling Costs 

 

 Crude oil handling costs primarily consist of transportation expenses we incur as a result of 

transporting crude oil on third-party pipelines and quality bank expenses we record as a result of selling 

common stream crude oil to producers at various redelivery points.  Quality bank expenses are incurred 

when the crude oil we sell back to producers at redelivery points is of a lesser quality than the crude oil we 

originally purchased from the producer.  Crude oil handing costs also include lower of cost or market 

inventory adjustments recorded during the period. 

 

Environmental Costs 

 

Our operations are subject to extensive 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 December 31, 2011 or 2010. 

 

Estimates 

 

Preparing our financial statements in conformity with GAAP requires us to make estimates that 

affect amounts presented in the financial statements.  Our most significant estimates relate to (i) the useful 

lives of fixed assets, (ii) impairment testing of fixed assets, (iii) contingencies and (iv) revenue and expense 

accruals.  Actual results could differ materially from our estimates.  On an ongoing basis, we review our 

estimates based on currently available information.  Any changes in the facts and circumstances underlying 

our estimates may require us to update such estimates, which could have a material impact on our financial 

statements.  
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Fair Value Information 

 

 Cash and cash equivalents, accounts receivable and accounts payable are carried at amounts which 

reasonably approximate their fair values due to their short-term nature. The carrying amount of our 

revolving credit facility approximates its fair value due to its variable market-based interest rate. 

 

Impairment Testing for Long-Lived Assets  

 

Long-lived assets, such as property, plant and equipment, are reviewed for impairment when 

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 it 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 the 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.  Fair value is defined as the price that would be received to sell an asset or 

paid to transfer a liability in an orderly transaction between market participants at a specified measurement 

date.  We measure fair value using market price indicators or, in the absence of such data, appropriate 

valuation techniques.  No asset impairment charges were recognized in 2011, 2010 or 2009. 

 

Income Taxes 

 

We are organized as a pass-through entity for federal income tax purposes and our Members are 

individually responsible for their allocable share of our taxable income for federal income tax purposes.  As 

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

 

Inventories 

 

As part of our crude oil handling agreements, we purchase crude oil from producers at various 

receipt points along our pipeline and then sell common stream crude oil back to either the same or different 

producers at various redelivery points.  As a result of these transportation arrangements, we take title to 

crude oil volumes, and due to the accumulation of pipeline loss allowances, the timing of purchase and 

redelivery volumes and measurement differences, we have crude oil inventory at each measurement date.  

We value our crude oil inventory at the lower of average cost or market.  As noted under “Revenue 

Recognition” within this Note 2, the intent of our crude oil handling arrangements is to earn a fee for 

transporting crude oil and not to engage in crude oil marketing activities. 

 

Due to fluctuating commodity prices, we recognize lower of cost or market adjustments when the 

carrying value of our crude oil inventory exceeds its net realizable value.  These non-cash charges are a 

component of “Crude oil handling costs” on our Statements of Operations in the period they are 

recognized.  We recognized $0.9 million of lower of cost or market adjustments during 2011 and none 

during 2010 or 2009. 

 

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, and 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 is removed from the accounts and any resulting gain or loss is included in the 

results of operations for the respective period.    

 

In general, depreciation is the systematic and rational allocation of an asset’s cost, less its residual 

value (if any), to the periods it benefits.  Our property, plant and equipment is depreciated using the 

straight-line method, which results in depreciation expense being incurred evenly over the life of an asset. 
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Our estimate of depreciation expense incorporates management assumptions regarding the useful economic 

lives and residual values of our assets.  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.  ARO amounts are measured at their 

estimated fair value using expected present value techniques.  Over time, the ARO liability is accreted to its 

present value (accretion expense) and the capitalized amount 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 Financial Accounting Standards Board has recently issued various new accounting standards 

that may impact our future financial statements.  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 

 

In general, we recognize revenue from our customers when all of the following criteria are met:  

(i) persuasive evidence of an exchange arrangement exists; (ii) delivery has occurred or services have been 

rendered; (iii) the buyer’s price is fixed or determinable; and (iv) collectibility is reasonably assured.   

 

Crude oil handling revenues represent the net revenues we record in connection with our purchase 

and sale of crude oil with producers.  We purchase crude oil from producers at various receipt points along 

our pipeline at either (i) an index-based price or (ii) a contractual fixed price.  In general, we sell common 

stream crude oil back to the same producers at various redelivery points along our pipeline at the same 

index-based price or contractual fixed price used to purchase the crude oil plus a price differential per unit 

of volume (typically in barrels), which represents our fee for handling the crude oil.  Since these are 

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

another, we recognize net revenue (i.e., crude oil handling revenue) from such arrangements based upon the 

price differential per unit of volume multiplied by the volume delivered.  The net revenue we recognize 

may also reflect contractual provisions relating to the quality of crude oil received and redelivery points. 

The intent of such arrangements is to earn a fee for handling crude oil and not to engage in crude oil 

marketing activities.  Likewise, we net the corresponding receivables and payables from such transactions 

on our balance sheet for consistency of presentation.   

 

Subsequent Events 

 

   We have evaluated subsequent events through March 14, 2012, which is the date our Audited 

Consolidated Financial Statements and Notes were available to be issued, and have determined that there 

were no material subsequent events.   
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3. Property, Plant and Equipment 

 The historical costs of our property, plant and equipment and related accumulated depreciation 

balances were as follows at the dates indicated: 

 
  Estimated December 31,  

  Useful Life 2011 2010 

Pipeline and equipment 20-35 years $            336,620                         $            333,307         

Construction in progress  947 808 

 Total  337,567 334,115 

Less accumulated depreciation  (133,912) (123,242) 

 Property, plant and equipment, net  $            203,655                                $            210,873 

 

 The following table summarizes our depreciation expense and capitalized interest amounts for the 

periods indicated: 

  
 For Year Ended December 31,  

 2011 2010 2009 

Depreciation expense $              10,670               $              10,553                       $              10,209 

Capitalized interest 10 8 124 

 

Asset Retirement Obligations 

 

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

and regulatory requirements that would be triggered by the retirement of our offshore pipeline and platform 

assets.  The following table presents information regarding our AROs since January 1, 2009. 

 
ARO liability balance, January 1, 2009 $           1,054 

   Revisions in estimated cash flows 1,390 

   Accretion expense 147 

ARO liability balance, December 31, 2009 2,591 

   Accretion expense 205 

ARO liability balance, December 31, 2010          2,796 

   Accretion expense 222 

ARO liability balance, December 31, 2011 $           3,018                       

 

 Property, plant and equipment at December 31, 2011 and 2010 includes $2.3 million and $2.4 

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

The following table presents forecasted accretion expense associated with our AROs for the years 

indicated: 

 
2012 2013 2014 2015 2016 

$         239 $       258 $       279 $        301 $        325        

 

 

4.  Debt Obligation 

 

In April 2011, Poseidon entered into a new $125 million revolving credit facility that matures in 

April 2015.  Initial borrowings under this credit facility were used to refinance and terminate Poseidon’s 

prior $150 million revolving credit facility.  This debt obligation is non-recourse to our Members and 

secured by our assets.  The weighted-average variable interest rates charged under the current $125 million 

and previous $150 million revolving credit facilities was approximately 2.1% and 1.3%, respectively, 

during the year ended December 31, 2011.  The $125 million credit facility included a provision whereby 

its borrowing capacity could be expanded to $175 million with additional commitments from lenders. 

 

 Interest rates charged under the current $125 million revolving credit facility are dependent on 

certain quarterly financial ratios (as defined in the credit agreement).  For Eurodollar loans, the interest rate 

would be the London Interbank Offered Rate (“LIBOR”) plus 1.875%, and for Base Rate loans (as defined 
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in the credit agreement), the interest rate would be 0.875% plus a variable base rate equal to the greater of 

(i) the prime rate, (ii) the federal funds rate plus 0.50% or (iii) LIBOR plus 1.00%.  The interest rate on 

Eurodollar and Base Rate loans would increase by 0.25% if our leverage ratio increased to greater than 2:1 

and would decrease by 0.125% if our leverage ratio decreased to less than or equal to 1:1.  At December 

31, 2011, our leverage ratio (as defined in the credit agreement) was approximately 1.4:1.  In addition, we 

pay commitment fees on the unused portion of the revolving credit facility at rates that vary from 0.250% 

to 0.375%.  We are not required to make any principal payments prior to maturity. 

 

 Our revolving credit facility contains customary covenants such as restrictions on debt levels, 

liens, guarantees, mergers, sale of assets and distributions to Members.  A breach of any of these covenants 

could result in acceleration of our debt and other financial obligations.  We are in compliance with the 

above covenants as of December 31, 2011.   

 In general, if an Event of Loss (as defined in the credit agreement) occurs, we are obligated to 

either repair the damage or use any insurance proceeds we receive to reduce debt principal outstanding. 

 

 On March 1, 2012, we received the approval of our lenders to increase the borrowing capacity of 

our $125 million revolving credit facility to $175 million.  The new $175 million credit facility includes a 

provision whereby its borrowing capacity can be expanded to $225 million with the approval and additional 

commitment of lenders.  The additional borrowing capacity will allow us to fund modifications to our SMI-

205 platform and our equipment located on the Manta Ray-owned Ship Shoal 332A (“SS-332A”) platform, 

in anticipation of new throughput volumes to be received from an affiliate pipeline project, which is 

expected to deliver crude oil volumes to us from the Lucius production field located in the Southeast 

Keathley Canyon area of the deepwater Gulf of Mexico.  The affiliate pipeline project is expected to be 

placed in service by mid-2014.  Our planned capital improvements to accommodate the Lucius volumes are 

expected to be approximately $80 million, with approximately 65% of such spending occurring in 2012.   

 

 The $125 million revolving credit agreement included a covenant that restricted cash distributions 

to our members if our leverage ratio exceeded 2.5:1.  Due to expected capital spending in connection with 

our platform upgrades, we anticipate that our leverage ratio will increase beyond 2.5:1 before our operating 

cash flows benefit from the start-up of the affiliate pipeline project.  The new $175 million revolving credit 

facility removes the restricted covenant surrounding cash distributions to members.  

 

 

5.  Members’ Equity 

 

As a limited liability company, our Members are not personally liable for any of our obligations.  

Income or loss amounts are allocated to Members based on their respective member interests.  We may 

make cash distributions to our Members in amounts determined by our joint Member Management 

Committee, which is responsible for conducting our affairs in accordance with our limited liability 

agreement.   

 

 

6.  Related Party Transactions 

 
A portion of our crude oil handling revenues is derived from Members and their affiliates.  For the 

years ended December 31, 2011, 2010 and 2009, we generated net revenues of $43.2 million, $36.6 million 

and $26.2 million from affiliates, respectively.  For the years ended December 31, 2011, 2010 and 2009, we 

had costs and expenses with affiliates of $5.5 million, $7.0 million and $5.3 million, respectively. 

 

During the years ended December 31, 2011, 2010 and 2009, we paid Manta Ray approximately 

$4.6 million, $5.4 million and $4.8 million, respectively, for management, administrative and general 

overhead costs.  Additionally, pursuant to a Platform Limited Right of Use Agreement, we have a non-

exclusive right to space on the SS-332A platform owned by Manta Ray, and we reimburse Manta Ray up to 

$0.3 million per calendar year for maintenance of this platform. 
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The following table summarizes our related party accounts receivable and accounts payable 

amounts at the dates indicated: 

 
 December 31, 

 2011 2010 

Accounts receivable - related parties:   

Enterprise and affiliates $                1,129                     $                       1 

Marathon and affiliates 15,696 12,694 

Shell and affiliates 19,407 15,292 

Total accounts receivable – related parties $              36,232                      $              27,987 

   

Accounts payable - related parties:   

Enterprise and affiliates $                   322                      $                2,738 

Shell and affiliates -- 279 

Total accounts payable – related parties $                   322                   $                3,017 

  

 

7.  Commitments and Contingencies 

 

Regulatory and Legal 

 

As part of our normal business activities, we are subject to various laws and regulations, including 

those related to environmental matters.  In the opinion of management, compliance with existing laws and 

regulations will not materially affect our financial position, results of operations or cash flows.  Also, in the 

normal course of business, we may be a party to lawsuits and similar proceedings before various courts and 

governmental agencies involving contractual disputes and other matters.  We are not aware of any such 

matters at December 31, 2011.  As new information becomes available or relevant developments occur, we 

will establish accruals and/or make disclosures as appropriate. 

 

Other Commitments 

 

We have short-term payment obligations relating to capital expenditures.  These commitments 

represent unconditional payment obligations to vendors for products to be delivered in connection with 

capital projects.  At December 31, 2011, we had outstanding capital expenditure commitments of 

approximately $1.3 million. 

 

 

8.  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.  Our oil pipeline system 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.   

 

In April 2010, in an event unrelated to Poseidon’s operations, the Deepwater Horizon drilling rig 

caught fire and sank in the Gulf of Mexico resulting in an oil spill. As a result, in May 2010, a federal 

offshore drilling moratorium went into effect which halted drilling of uncompleted and new oil and gas 

wells (in water deeper than 500 feet) in the Gulf of Mexico with certain limited exceptions and halted 

consideration of drilling permits for deepwater wells.  The moratorium was lifted in October 2010; 

however, it is uncertain at this time how and to what extent oil and natural gas supplies from the Gulf of 

Mexico and other offshore drilling areas will be affected.  A continued decline in oil and natural gas 

production volumes and/or a failure to achieve anticipated future production due to limitations instituted by 

governmental authorities (e.g., the federal offshore drilling moratorium) could have a material adverse 
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effect on our financial position, results of operations and cash flows 

 

Shell accounted for 24.8%, 20.9% and 23.6% of our revenues for the years ended December 31, 

2011, 2010 and 2009, respectively.  Marathon accounted for 20.1%, 12.6% and 7.3% of our revenues for 

the years ended December 31, 2011, 2010 and 2009, respectively.  In addition, BHP Billiton Petroleum 

accounted for 10.8%, 13.2% and 9.1% of our revenues for the years ended December 31, 2011, 2010 and 

2009, respectively.  The loss of these customers or a significant reduction in the crude oil volumes they 

have dedicated to us would have a material adverse effect on our financial position, results of operations 

and cash flows. 

 

Insurance-Related Risks 

 

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

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

respect to our assets.  If our assets were significantly damaged in a storm, it could have a material impact 

on our financial position and results of operations.  Operating expense for 2009 includes $5.9 million of 

repair costs related to damage caused by Hurricanes Gustav and Ike.  
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EXHIBIT 99.2 

 

 

REPORT OF INDEPENDENT AUDITORS 

 

 

To the Management of GEL Offshore Pipeline, LLC: 

In our opinion, the accompanying balance sheets and the related statements of income, member's equity 

and cash flows present fairly, in all material respects, the financial position of Marathon Offshore 

Pipeline, LLC at December 31, 2011 and 2010, and the results of its operations and its cash flows for each 

of the three years in the period ended December 31, 2011 in conformity with accounting principles 

generally accepted in the United States of America.  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 of these statements in accordance with auditing standards 

generally accepted in the United States of America.  Those standards require that we plan and perform the 

audit to obtain reasonable assurance about whether the financial statements are free of material 

misstatement.  An audit 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, and evaluating the overall financial statement presentation.  We believe that our 

audits provide a reasonable basis for our opinion. 

/s/PricewaterhouseCoopers LLP 

Houston, Texas 

March 16, 2012 
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2011 2010

Assets

Current assets:  

Cash and cash equivalents    200$        285$       

Accounts receivable 747         677         

Receivables from parent company and its

affiliates - current -          113         

Total current assets    947         1,075       

Property, plant and equipment, net  8,818       14,943     

Receivables from parent company and its

affiliates-long-term -          87,438     

Total assets    9,765$     103,456$ 

Liabilities and Member's Equity

Current liabilities:

Accounts payable    218$        305$       

Payables to parent company and its affiliates -          221         

Other current liabilities 6             34           

Total current liabilities    224         560         

Asset retirement obligations    5,873       9,956       

Deferred tax liabilities 183         987         

Total liabilities 6,280       11,503     

Commitments and contingencies (Note 11)

Member's equity 3,485       91,953     

Total liabilities and member's equity 9,765$     103,456$ 

MARATHON OFFSHORE PIPELINE, LLC

BALANCE SHEETS

December 31,

See Notes to Financial Statements.

(in thousands)
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2011 2010 2009

Revenues and other income:

Sales and other operating revenues 6,924$   5,443$   3,462$   

Revenues from parent company and 

its affiliates 100        67         207        

Total revenues and other income 7,024     5,510     3,669     

Costs and expenses:

Cost of revenues (excludes items below) 935        1,530     4,357     

Depreciation and amortization 1,126     1,095     1,080     

Selling, general and administrative

expenses 796        653        564        

Total costs and expenses  2,857     3,278     6,001     

Income (loss) from operations before

income taxes 4,167     2,232     (2,332)    

Income tax (expense) benefit (1,459)    (781)      816        

Income (loss) from continuing operations 2,708     1,451     (1,516)    

Income (loss) from discontinued

operations 3,606     967        (657)      

Net income (loss) 6,314$   2,418$   (2,173)$  

Year Ended December 31,

MARATHON OFFSHORE PIPELINE, LLC

INCOME STATEMENTS

See Notes to Financial Statements.

(in thousands)
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2011 2010 2009

 Cash flows from operating activities: 

 Net income (loss) 6,314$   2,418$   (2,173)$  

 Adjustments to reconcile net income to net  

 cash provided by operating activities 

 from operating activities: 

 Depreciation and amortization   1,783     1,785     1,787     

 Impairment of property -        65         963        

 Deferred income taxes (804)      44         (1,169)    

 Net gain on disposal of assets   (5,177)    -        -        

 Changes in: 

 Accounts receivables (70)        (235)      (409)      

 Accounts payable and accrued expenses (115)      (447)      (1,487)    
 Receivables from / payables to parent 

 and its affiliates (108)      (13)        131        

 All other, net 20         (942)      

 Net cash provided by (used in) 

 operating activities 1,843     3,617     (3,299)    

 Cash flows from investing activities: 
 Capital expenditures   (84)        (94)        (65)        

 Proceeds from disposal of assets     5,500     -        2           

 Net cash provided by (used in) 

 investing activities   5,416     (94)        (63)        

 Cash flows from financing activities: 

 Distributions paid/Contributions made (7,344)    (3,238)    3,359     

 Net cash (used in) provided by 

  financing activities   (7,344)    (3,238)    3,359     

 Net increase (decrease) in cash and (85)        285        (3)          

 Cash and cash equivalents at beginning 

 of year   285        -        3           

 Cash and cash equivalents at end  

 of year   200$      285$      -$      

MARATHON OFFSHORE PIPELINE, LLC

STATEMENTS OF CASH FLOWS

Year Ended December 31,

See Notes to Financial Statements.

(in thousands)
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2011 2010 2009

 Member's equity, beginning of year 91,953$  88,316$  90,287$  

 Net income (loss) 6,314     2,418     (2,173)    

 (Distributions to) contributions by 

 member, net (94,782)  1,219     202        

 Member's equity, December 31 3,485$   91,953$  88,316$  

MARATHON OFFSHORE PIPELINE, LLC

STATEMENTS OF MEMBER'S EQUITY

Year Ended December 31,

See Notes to Financial Statements.

(in thousands)
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MARATHON OFFSHORE PIPELINE, LLC 

NOTES TO FINANCIAL STATEMENTS 

 

 

1. Business Description  

 

Marathon Offshore Pipeline LLC (“MOPL” or “Company”) is a limited liability company formed 

in 1997.  The Company was a wholly-owned subsidiary of Marathon Oil Company during all periods 

included in these financial statements.    On January 3, 2012, the Company was sold to Genesis Energy. 

L.P. (“Genesis”).   See further description of this sale in Note 12.  Subsequent Events.  In connection with 

the sale, the Company name was changed to the current name of GEL Offshore Pipeline, LLC. 

 

The purpose of the Company is to transport crude petroleum from various locations in the Gulf of 

Mexico by pipeline to other connecting pipeline systems either offshore or onshore in the Gulf of Mexico 

area. The ownership capacity of the Company’s pipelines totals approximately 121,000 barrels per day.  

 

During the majority of the three years ended December 31, 2011, MOPL’s assets included the 

following:  

 

 A 23% undivided interest in the offshore Gulf of Mexico pipeline system and related assets 

commonly known as the “Eugene Island Pipeline System,” which includes approximately 112 

miles of 20 inch diameter pipe originating at South Marsh Island Block 107 and terminating at 

Calliou Island, Louisiana. The Eugene Island Pipeline System is operated by Shell Pipeline 

Company LP, an affiliate owner in the system.  

 

 The offshore Gulf of Mexico pipeline system and related assets commonly known as the “Eugene 

Island System,” which includes approximately 11 miles of eight inch diameter pipe originating at 

Eugene Island Block 342 and terminating at Eugene Island Block 306. The Eugene Island System 

is operated by Marathon Pipe Line LLC under contract with the Company.  

 

 The offshore Gulf of Mexico pipeline system and related assets commonly known as the 

“Vermilion System,” which includes approximately 60 miles of eight inch diameter pipe 

originating at East Cameron Block 346 and terminating at Eugene Island Block 312. The 

Vermillion System is operated by Marathon Pipe Line LLC under contract with the Company.  

 

 A 23.11% undivided interest in the offshore Gulf of Mexico pipeline system and related assets 

commonly known as the “South Pass West Delta System,” which includes approximately 48 

miles of twelve inch diameter mainline pipe originating at South Pass Block 89 and terminating 

onshore in Plaquemines Parish, Louisiana; and approximately 6 miles of six, eight, and twelve 

inch diameter pipe serving as laterals to various producing platforms. The South Pass West Delta 

System is operated by Marathon Pipe Line LLC under contract with the Company. 

 

 The offshore Gulf of Mexico pipeline system and related assets commonly known as the “East 

Cameron System,” which includes approximately 39 miles of eight inch diameter pipe 

originating at East Cameron Block 338 and terminating at Vermilion Block 265. The South Pass 

West Delta System is operated by Marathon Pipe Line LLC under contract with the Company. 

 

On December 1, 2011, the Company completed separate asset sales of its East Cameron System 

and South Pass-West Delta Pipeline Gathering System to Energy XXI Pipeline, LLC.  The results of the 
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operations of these assets are presented as discontinued operations in these financial statements.   See 

more detailed description of these transactions in Note 6.  Discontinued Operations. 

 

2.  Basis of Presentation 

The Company’s financial statements are prepared on the accrual basis of accounting in 

accordance with U.S. generally accepted accounting principles.  Except as noted within the context of 

each footnote disclosure, dollar amounts presented within these footnote disclosures are stated in 

thousands of dollars. 

 

The Company owns an undivided interest in the Eugene Island Pipeline System. The Company 

also owned an individual interest in the South Pass West Delta System until it was sold during 2011.  

These pipelines are maintained and operated pursuant to their joint ownership participation and operating 

agreements.  Ownership of each of these pipelines has been structured as ownership of an undivided 

interest in assets, not as an ownership interest in a partnership, limited liability company, joint venture or 

other forms of entity. Each owner of an undivided interest in these pipelines separately controls the 

marketing and customer relationships and invoicing for its interest in the pipelines, and each owner is 

responsible for any loss, damage or injury that may occur to its customers. As a result, the Company 

applies proportionate consolidation for its interests in these pipeline systems. 

 

3.  Summary of Principal Accounting Policies 

Use of estimates – The preparation of financial statements in accordance with generally accepted 

accounting principles requires management to make estimates and assumptions that affect the reported 

amounts of assets and liabilities and the disclosure of contingent assets and liabilities as of the date of the 

financial statements and the reported amounts of revenues and expenses during the respective reporting 

periods. 

 

Revenue recognition – Revenues are recognized when products are shipped or services are 

provided to customers, title is transferred, the sales price is fixed or determinable and collectability is 

reasonably assured. Costs associated with revenues are recorded in cost of revenues.  

 

Through the Company’s pipeline systems, revenues are recognized pursuant to contracts with 

counterparties or tariff rates regulated by the Federal Energy Regulatory Commission.  The Company 

offers transportation services to any shipper of crude oil, if the products tendered for transportation satisfy 

the conditions and specifications contained in the applicable tariff.  Pipeline revenues are a function of the 

level of throughput and the particular point where the crude oil is injected into the pipeline and the 

delivery point.   

  

 Cash and cash equivalents – Cash and cash equivalents include cash on hand and on deposit and 

investments in highly liquid debt instruments with original maturities of three months or less. 

 

Accounts receivable and allowance for doubtful accounts – The Company’s receivables 

primarily consist of customer accounts receivable. All customer receivables are recorded at the invoiced 

amounts and generally do not bear interest. Account balances for these customer receivables are charged 

directly to bad debt expense when it becomes probable the receivable will not be collected. 

 

Property, plant and equipment – Property, plant and equipment is recorded at cost and 

depreciated on a straight-line basis over the estimated useful lives of the assets, which range from 20 to 

37 years. 
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Impairments – Assets are reviewed for impairment whenever events or changes in the 

circumstances indicate that the carrying amount of an asset may not be recoverable. If the sum of the 

expected undiscounted future cash flows from the use of the asset and its eventual disposition is less than 

the carrying amount of the asset, an impairment loss is recognized based on the fair value of the asset. 

 

Dispositions – When property, plant and equipment depreciated on an individual basis are sold or 

otherwise disposed of, any gains or losses are reported in net income. Gains on the disposal of property, 

plant and equipment are recognized when earned, which is generally at the time of closing. If a loss on 

disposal is expected, such losses are recognized when the assets are classified as held for sale. Proceeds 

from the disposal of property, plant and equipment depreciated on a group basis are credited to 

accumulated depreciation, depletion and amortization with no immediate effect on net income. 

 

Major maintenance activities – Costs for planned major maintenance are expensed in the period 

incurred. These types of costs include contractor repair services, materials and supplies, equipment rentals 

and Company labor costs. 

 

Environmental costs – Environmental expenditures are capitalized if the costs mitigate or prevent 

future contamination or if the costs improve environmental safety or efficiency of the existing assets. We 

provide for remediation costs and penalties when the responsibility to remediate is probable and the 

amount of associated costs can be reasonably estimated.   Environmental remediation costs of 

approximately $2,000 are included in costs of revenues in 2009. 

  

Asset retirement obligations – 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, a liability for the ARO is recorded, and 

the Company capitalizes 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 (accretion expense) and the capitalized 

amount is depreciated over the remaining useful life of the related long-lived asset.  The fair value of 

asset retirement obligations is recognized in the period in which the obligations are incurred if a 

reasonable estimate of fair value can be made.  Current inflation rates and credit-adjusted-risk-free 

interest rates are used to estimate the fair value of asset retirement obligations.   

 

Income taxes – The Company’s taxable income has historically been included in the consolidated 

U.S. federal income tax returns of Marathon Oil Company.  In the accompanying financial statements, the 

provision for income taxes is computed as if the Company were a stand-alone tax-paying entity. 

 

Deferred tax assets and liabilities are recognized for the estimated future tax consequences 

attributable to differences between the financial statement carrying amounts of assets and liabilities and 

their tax bases. Deferred tax assets are recorded when it is more likely than not that they will be realized. 

The realization of deferred tax assets is assessed periodically based on several factors, primarily the 

Company’s expectation to generate sufficient future taxable income. 

 

Current income tax liabilities are reflected as contributions by Marathon Oil Company to the 

Company as the Company was not required to reimburse Marathon Oil Company for any income tax 

payments that resulted from the Company’s operating results. 

 

4.  Recently Issued Accounting Standards 

In May 2011, the FASB issued an update amending the accounting standards for fair value 

measurement and disclosure, resulting in common principles and requirements under U.S. generally 

accepted accounting principles (“US GAAP”) and International Financial Reporting Standards (“IFRS”). 
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The amendments change the wording used to describe certain of the US GAAP requirements either to 

clarify the intent of existing requirements, to change measurement or expand disclosure principles or to 

conform to the wording used in IFRS. The amendments are to be applied prospectively and will be 

effective for the Company in interim and annual periods beginning with the first quarter of 2012. Early 

application is not permitted. The Company does not expect adoption of these amendments to have a 

significant impact on its results of operations, financial position or cash flows. 

 

5.   Fixed Assets and ARO 
 

Fixed assets with associated useful lives consisted of the following. 

  

2011 2010

Pipeline transportation equipment (20 to 37 years) 31,510$      51,666$      

Other 30             55             

Total 31,540       51,721       

Less:  Accumulated depreciation and amortization 22,722       36,778       

Property, plant and equipment, net 8,818$       14,943$      

December 31

 
 

Depreciation expense was $1,783, $1,785 and $1,787 for the years ended December 31, 2011, 

2010, and 2009, respectively.   Of these amounts, $657, $690, and $707 relate to discontinued operations 

for the years ended December 31, 2011, 2010, and 2009, respectively. 

 

Asset Retirement Obligations 
 

A reconciliation of the Company’s liability for asset retirement obligations is as follows: 

 

 

ARO liability balance, January 1, 2009 8,841$   

Liabilities settled (942)      

Revisions in estimated cash flows 739        

Accretion expense 590        

ARO liability balance, December 31, 2009 9,228     

Liabilities settled (1)          

Revisions in estimated cash flows 113        

Accretion expense 616        

ARO liability balance, December 31, 2010 9,956     

Liabilities settled (4,714)    

Revisions in estimated cash flows (9)          

Accretion expense 640        

ARO liability balance, December 31, 2011 5,873$ 
 

 

The Company’s recorded asset retirement obligations are related to its pipeline systems.    The 

Company’s settlement of its ARO during 2011 is related to the sale of the assets of the South Pass West 

Delta System and the East Cameron System.    



10 
 

 

6.    Discontinued Operations  

 

On December 1, 2011, the Company completed separate asset sales of its East Cameron System 

and South Pass-West Delta Pipeline Gathering System to Energy XXI Pipeline, LLC.   For all periods 

presented, the Company classified the operations associated with the East Cameron System and the South 

Pass-West Delta Pipeline Gathering System as “Discontinued operations” in the income statement.  

 

The following table contains summarized income statement information for the discontinued 

operations for the periods indicated: 

2011 2010 2009

Revenues and other income 3,275$     3,605$   1,928$     

Costs and expenses (2,904)      (2,117)    (2,938)      

Operating income (loss) 371          1,488     (1,010)      

Gain on disposal of assets 5,177       -        -          

Income tax (expense)benefit (1,942)      (521)      353          

Income (loss) from discontinued operations 3,606$     967$      (657)$       

Year Ended December 31,

 

 

The following table contains summarized information for the net gain on the disposal of the 

assets of the discontinued operations included in income for the year ended December 31, 2011: 

Proceeds from sale of discontinued operations 5,500$      

Property, plant and equipment 20,131$  

Accumulated depreciation and amortization (15,094)  

ARO liability (4,714)    

Net assets of discontinued operations 323          

Gain from sale of discontinued operations 5,177$      
 

      
 

7.  Related Party Transactions  

 

Prior to July 1, 2011 the Company had related party activities for operational and administrative 

services performed by Marathon Pipe Line, LLC, an entity with common ownership with Marathon Oil 

Company, the sole owner of the Company.     Marathon Pipe Line, LLC performed contract functions for 

the pipeline systems of the Company.  These operational and administrative services covered a range of 

expenses such as payroll, vehicle charges, and operating fees.  Expenses were generally charged based on 

either actual usage of services or allocated based on estimates of time spent working for the benefit of the 

various affiliated companies.  Amounts expensed by the Company were $528, $846, and $832 for the six 

months ended June 30, 2011 and the years ending December 31, 2010, and 2009, respectively.  On July 1, 

2011 Marathon Pipe Line, LLC became independent of Marathon Oil Company as a result of a spin-off of 

Marathon Petroleum Company from Marathon Oil Company, creating two independent entities.   As 

Marathon Petroleum is the parent of Marathon Pipe Line, LLC, Marathon Pipe Line, LLC continued 

providing its services to the Company in accordance with transition service agreements entered into 
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between Marathon Oil Company and Marathon Petroleum Company in connection with the spin-off 

through December 31, 2011. 

 

Marathon Oil Company allocated corporate overhead covering the following activities:  

Procurement, Information Technology, Health, Environment, Safety, & Security, Human Resources, 

Finance & Accounting, and Corporate Charges/Credits.  Expenses were allocated based on MOPL’s 

revenues as a percentage of Marathon Oil Company’s total revenues multiplied by the total expense to be 

allocated. Amounts expensed by the Company were $261, $270 and $202 for the years ending December 

31, 2011, 2010, and 2009 respectively.   These costs were charged as Selling, General and Administrative 

Expenses within the Income Statement and were treated as a component of equity as Contributions Made 

within the Statement of Member’s Equity.  Management believes the assumptions regarding allocations of 

general corporate expenses from Marathon Oil Company are reasonable.  However, the financial 

statements do not include all actual expenses that would necessarily have been incurred had the Company 

been a stand-alone company during the periods presented. 

 

In April, 2011, the Company declared a distribution of $89,391 payable to Marathon Oil 

Company, the sole member of the LLC.   This distribution represented the net intercompany receivable 

balance as of the date of the distribution, and represented the forgiveness of the outstanding balance 

which was a non-cash transaction and is reflected in Member’s Equity.  On December 31, 2011, the 

Company declared a distribution of $5,353 payable to Marathon Oil Company.   This represented the net 

intercompany receivable balance due from Marathon Oil Company to the Company. 

 

The Company performs pipeline transportation services for various other Marathon entities.  

These transactions were treated as arm’s length transactions, by the Company.   The total amounts billed 

to Marathon entities for the periods ending December 31, 2011, 2010, and 2009 were $100, $67 and 

$207, respectively relating to these services. 

 

8.  Asset Impairments  
   

In 2009, the Company determined that the carrying amount of the South Pass West Delta System 

did not exceed the present value of future cash flows, and, therefore, an impairment of the system for the 

year ending December 31, 2009 was recorded.   The system had been impacted by hurricane activity in 

2007 and 2008 to the extent that certain customers’ volumes and sources of production were hampered, 

and certain platforms were damaged without the feasibility of making repairs.   Additionally, the 

Company determined that the system would not significantly improve as the area was seen as very mature 

with a corresponding low probability of attracting future development spending by producers.  All 

remaining net book value of the property, plant and equipment were impaired in 2009, and the total 

amount of the impairment was $963, which is included in discontinued operations in the income 

statement.  

 

During 2010, additional assets under construction were capitalized to the South Pass West Delta 

System.   At the end of the year, it was determined that carrying amount of the system would not exceed 

the present value of future cash flows, and these additional capitalized amounts were impaired during the 

year ending December 31, 2010.   The total amount of the impairment was $65, which is included in 

discontinued operations in the income statement.    No additional impairments were determined for the 

three years ending December 31, 2011. 

 

9.  Major Customers and Credit Risk  
 

Due to the nature of the Company’s operations, a disproportionate percentage of its trade 

receivables constitute obligations of oil companies.  This industry concentration has the potential to 
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impact the Company’s overall exposure to credit risk, either positively or negatively, in that its customers 

could be affected by similar changes in economic, industry or other conditions.  However, the Company 

believes that the credit risk posed by this industry concentration is offset by the creditworthiness of its 

customer base.  The Company’s portfolio of accounts receivable is comprised in large part of integrated 

and large independent energy companies with stable payment experience.   

 

Two customers, Shell Trading and EnerResTech accounted for approximately 80%, 85% and 

84% of total revenues in 2011, 2010 and 2009, respectively.  The revenues relate primarily to movements 

in the Company’s pipeline systems. 

 

10.  Income Taxes  

 

The Company has historically been a party to filing consolidated U.S. federal income tax returns 

with other Marathon members in accordance with the filing requirements of each applicable jurisdiction.  

ASC 740 (formerly SFAS No. 109) provides that income tax amounts presented in the separate financial 

statements of a subsidiary entity that is a member of a consolidated financial reporting group should be 

based upon a reasonable allocation of the income tax amounts of that group.  As such, the income tax 

amounts presented herein have been presented by applying the provision of ASC 740 to us in this manner.   

 

The Company’s financial statement income differs from its taxable income (on a stand-alone 

basis) due primarily to differences in cost recovery methods of its fixed assets (including the timing 

recognition of ARO assets and liabilities).  The Company’s effective tax rate differs only slightly from the 

U.S. federal statutory rate applicable to C corporations of 35% due to minor permanent differences.  The 

Company does not incur separate state income taxes because its assets lie in U.S. federal offshore waters 

and are not subject to state taxation. 

 

In 2009, the Company incurred a pre-tax loss that was absorbed by its consolidated parent on its 

consolidated filing.  In these separate financial statements, the tax effect of this loss was treated as a 

realizable deferred tax asset (a net operating loss carryover) for which no valuation allowance was 

established due to the presence of sufficient future net taxable amounts attributable to temporary 

differences related to depreciable and amortizable assets.  This loss carryover was treated as being fully 

absorbed by the Company on a stand-alone basis in 2010. 

 

The components of the Company’s income tax provision (benefit) are as follows: 

 

2011 2010 2009

Current 4,205$     1,258$     -$        

Deferred (804)        44           (1,169)      

Total income tax provision (benefit) 3,401$     1,302$     (1,169)$    

Year Ended December 31,
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The income tax provision appears in the following income statement captions: 

 

2011 2010 2009

Continuing operations 1,459$     781$        (816)$      

Discontinued operations 1,942       521         (353)        

Total income tax provision (benefit) 3,401$     1,302$     (1,169)$    

Year Ended December 31,

 
 

 

The following table is a reconciliation of statutory income tax expense to the Company’s income 

tax provision: 

 

2011 2010 2009

Income (loss) before income taxes 9,715$     3,720$     (3,342)$    

Statutory rate 35% 35% 35%

Income tax expense (benefit) at statutory rate 3,401$     1,302$     (1,169)$    

Year Ended December 31,

 
 

Deferred income taxes primarily represent the net tax effect of temporary differences between the 

carrying amounts of assets and liabilities for financial reporting purposes and the amounts included for 

income tax purposes.  The components of the Company’s deferred taxes are as follows: 

 

2011 2010

Deferred tax assets:

Long-term:

Asset retirement obligations 2,056$      3,485$      

Total deferred tax assets 2,056        3,485        

Deferred tax liabilities-long-term:

Property, plant and equipment (2,239)       (4,472)       

Total deferred tax liabilities (2,239)       (4,472)       

Total net deferred tax liability (183)$       (987)$       

Year Ended December 31,

 
 

 

11.  Commitments and Contingencies 

 

The Company is subject to various environmental laws and regulations.  Policies and procedures 

are in place to monitor compliance and to detect and address any releases of crude oil from the 

Company’s pipelines or other facilities; however no assurance can be made that such environmental 

releases may not substantially affect the Company’s business. 
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The Company is subject to lawsuits in the normal course of business and examination by tax and 

other regulatory authorities.  At the time of transaction and during the three years ended December 31, 

2011, the Company is not aware of any pending litigation or environmental matters that will materially 

impact the financial statements. 

 

12.  Subsequent Events 

 

The Company evaluated subsequent events through the date the financial statements were issued.  

On January 3, 2012, Marathon Oil Company completed the sale of its 100% interest in the Company to 

Genesis.  The transaction is expected to have minimum financial impact for MOPL; however, all 

corporate allocations from Marathon will be changed, and new allocations will be determined by Genesis.   
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GENESIS ENERGY, L.P. 

UNAUDITED PRO FORMA CONDENSED CONSOLIDATED FINANCIAL STATEMENTS 

 

Introduction to Unaudited Pro Forma Condensed Consolidated Financial Statements 

 

The following Unaudited Pro Forma Condensed Consolidated Balance Sheet as of December 31, 2011 and the 

Unaudited Pro Forma Condensed Consolidated Statement of Operations for the year ended December 31, 2011 give 

effect to the acquisition by Genesis Energy, L.P. (“Genesis” or the “Company”) of interests in several Gulf of 

Mexico crude oil pipeline systems from Marathon Oil Company.  The acquired pipeline interests (the “Acquired 

Interests”) include a 28% interest in Poseidon Oil Pipeline Company, L.L.C. (“Poseidon”), a 100% interest in 

Marathon Offshore Pipeline, LLC (“MOPL”), and a 29% interest in Odyssey Pipeline L.L.C (“Odyssey”). MOPL 

(subsequently named GEL Offshore Pipeline, LLC) includes a 23% interest in the Eugene Island crude oil pipeline 

system and a 100% interest in two small offshore pipelines. These pro forma financial statements, including the 

related assumptions and adjustments described in the notes thereto, are referred to as the Unaudited Pro Forma 

Financial Statements.  See Note 1 below for additional information related to the acquired pipeline interests. 

 

The Unaudited Pro Forma Statements are based upon the (i) historical audited financial statements of the 

Company, Poseidon and MOPL, and (ii) historical financial information of Odyssey. The acquired ownership 

interests in Poseidon and Odyssey are accounted for under the equity method of accounting and are presented in the 

accompanying pro forma financial statements accordingly.  The acquisition of MOPL was accounted for using the 

acquisition method in accordance with Financial Accounting Standards Board Accounting Standards Codification 

805, Business Combinations (“ASC 805”). The assets acquired and liabilities assumed from MOPL have been 

recorded at their estimated fair values on a preliminary basis.  The preliminary allocation of fair value used in the 

Unaudited Pro Forma Financial Statements is based on management’s preliminary valuation.  The estimates and 

assumptions are subject to change upon finalization of the valuation.  Actual amounts recorded upon finalization of 

estimates of fair values may differ from the information presented in the Unaudited Pro Forma Financial Statements.  

However, it is not anticipated that any final adjustments will have a material impact on the Company’s pro forma 

operating results. 

 

The Unaudited Pro Forma Financial Statements 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, 2011, and the audited financial statements of Poseidon and MOPL included in this current report on 

Form 8-K/A.  Separate financial statements of Odyssey are excluded as it is insignificant in relation to the other 

acquired pipeline interests and to the Company’s financial position and results of operations. 

 

The Unaudited Pro Forma Financial Statements were prepared assuming that the acquisition of the pipeline 

interests and the related borrowings to fund the acquisition were consummated as of December 31, 2011 for the 

Unaudited Pro Forma Condensed Consolidated Balance Sheet, and as of January 1, 2011 for the Unaudited Pro 

Forma Condensed Consolidated Statement of Operations.  The Unaudited Pro Forma Financial Statements have 

been prepared based upon assumptions deemed appropriate by Genesis and may not be indicative of actual results. 
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Historical Historical

28% Equity 29% Equity

Historical Interest in Historical Interest in Pro Forma Pro Forma

Genesis Poseidon MOPL Odyssey Adjustments Genesis

ASSETS

CURRENT ASSETS:

Cash and cash equivalents 10,817$      200$      11,017$      

Accounts receivables - trade, net 237,989      747        238,736      

Inventories 101,124      101,124      

Other 26,174        26,174        

Total current assets 376,104      -         947        -         -             377,051      

FIXED ASSETS, at cost 541,138      31,540   (22,722)      A 568,871      

18,915       B

Less: Accumulated depreciation (124,213)     (22,722) 22,722       A (124,213)    

Net fixed assets 416,925      -         8,818     -         18,915       444,658      

NET INVESTMENT IN DIRECT

FINANCING LEASES, net of unearned income 162,460      162,460      

EQUITY INVESTEES 326,947      34,532   1,320      11,179       C 510,264      

136,286     D

INTANGIBLE ASSETS, net of amortization 93,356        93,356        

GOODWILL 325,046      325,046      

OTHER ASSETS, net of amortization 30,006        30,006        

TOTAL ASSETS 1,730,844$ 34,532$ 9,765$   1,320$    166,380$   1,942,841$ 

LIABILITIES AND PARTNERS' CAPITAL

CURRENT LIABILITIES:

Accounts payable - trade 199,357$    218$      199,575$    

Accrued liabilities 50,071        6            50,077        

Total current liabilities 249,428      -         224        -         -             249,652      

SENIOR SECURED CREDIT FACILITIES 409,300      205,900     E 615,200      

SENIOR UNSECURED NOTES 250,000      250,000      

DEFERRED TAX LIABILITIES 12,549        183        (183)           F 12,549        

OTHER LONG-TERM LIABILITIES 16,929        5,873     22,802        

PARTNERS' CAPITAL:

Common unitholders 792,638      792,638      

Equity 34,532   3,485     1,320      (39,337)      G -             

TOTAL LIABILITIES AND PARTNERS' CAPITAL 1,730,844$ 34,532$ 9,765$   1,320$    166,380$   1,942,841$ 

GENESIS ENERGY, L.P.

UNAUDITED PRO FORMA CONDENSED CONSOLIDATED BALANCE SHEET

DECEMBER 31, 2011

(In thousands)

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

28% Equity 29% Equity

Historical Interest in Historical Interest in Pro Forma Pro Forma

Genesis Poseidon MOPL Odyssey Adjustments Genesis

REVENUES:

Supply and logistics 2,825,768$   2,825,768$    

Refinery services 201,711        201,711         

Pipeline transportation services 62,190          7,024     69,214           

Total revenues 3,089,669     -            7,024     -          -              3,096,693      

COSTS AND EXPENSES:

Supply and logistics costs:

Product costs 2,643,687     2,643,687      

Operating costs 123,121        123,121         

Refinery services operating costs 126,782        126,782         

Pipeline transportation operating costs 16,964          935        906              H 18,805           

General and administrative 34,473          796        (485)            I 34,784           

Depreciation and amortization 61,926          1,126     1,892           J 64,944           

Net loss on disposal of surplus assets 264               264                

Total costs and expenses 3,007,217     -            2,857     -          2,313           3,012,387      

OPERATING INCOME 82,452          -            4,167     -          (2,313)         84,306           

Equity in earnings of equity investees 3,347            15,375      1,674       (4,543)         K 14,735           

(1,118)         L

Interest expense (35,767)        (6,177)         M (41,944)         

Income from continuing operations before

income taxes 50,032          15,375      4,167     1,674       (14,151)       57,097           

Income tax benefit (expense) 1,217            (1,459)    1,459           N 1,217             

INCOME FROM CONTINUING OPERATIONS 51,249$        15,375$    2,708$   1,674$     (12,692)$     58,314$         

NET INCOME ATTRIBUTABLE TO

GENESIS ENERGY, L.P. PER COMMON UNIT:

Basic and Diluted 0.75$         0.86$             

WEIGHTED AVERAGE OUTSTANDING

COMMON UNITS:

Basic and Diluted 67,938          67,938           

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 STATEMENT OF OPERATIONS

FOR THE YEAR ENDED DECEMBER 31, 2011

(In thousands, except amounts per unit)
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Note 1.  Acquisition of the Gulf of Mexico Pipeline Interests  

On January 3, 2012, Genesis acquired from Marathon Oil Company interests in several Gulf of Mexico crude oil 

pipeline systems described below.  The total purchase price was $205.9 million, subject to post-closing adjustments. 

The purchase price was funded with cash available under our credit facility.  

 

Poseidon is comprised of a 367-mile network of crude oil pipelines, varying in diameter from 16 to 24 inches, 

with capacity to deliver approximately 400,000 barrels per day of crude oil from developments in the central and 

western offshore Gulf of Mexico to other pipelines and terminals onshore and offshore Louisiana. MOPL includes a 

23% interest in the Eugene Island system and a 100% interest in two small offshore pipelines. The Eugene Island 

system is comprised of a 183-mile network of crude oil pipelines, the main pipeline of which is 20 inches in 

diameter, with capacity to deliver approximately 200,000 barrels per day of crude oil from developments in the 

central Gulf of Mexico to other pipelines and terminals onshore Louisiana. Odyssey is comprised of a 120-mile 

network of crude oil pipelines, varying in diameter from 12 to 20 inches, with capacity to deliver up to 300,000 

barrels per day of crude oil from developments in the eastern Gulf of Mexico to other pipelines and terminals 

onshore Louisiana. 

 

Note 2.  Pro Forma Adjustments 

 

The following adjustments are included in the Unaudited Pro Forma Condensed Consolidated Balance Sheet and 

the Unaudited Pro Forma Condensed Consolidated Statement of Operations to reflect the estimated impact of the 

acquisition on the historical combined results of Genesis and the Acquired Interests.   

 

(A) Adjustment to eliminate historical accumulated depreciation recorded by MOPL. 

(B) Adjustment to reflect the excess of the preliminary fair value allocation over historical cost related to the 

acquisition of MOPL fixed assets. The preliminary allocation of fair value for MOPL is summarized as 

follows (in thousands): 

Cash and cash equivalents 200$             

Accounts receivable 747               

Fixed assets 27,733          

Accounts payable (218)              

Accrued liabilties (6)                  

Other long-term liabilities (5,873)           

Total fair value allocated 22,583$        

 

(C) Adjustment to reflect the excess of the allocated fair value of $12.5 million over Genesis’ 29% interest of 

Odyssey’s historical members’ equity, which was $1.3 million at December 31, 2011. 

(D) Adjustment to reflect the excess of the allocated fair value of $170.8 million over Genesis’ 28% interest of 

Poseidon’s historical members’ equity, which was $34.5 million at December 31, 2011.  

(E) Adjustment to reflect the borrowings under our senior secured credit facility used to fund the acquisition. 

(F) Adjustment to exclude tax liabilities of MOPL that Genesis is not assuming. 

(G) Adjustment to eliminate the historical equity of the Acquired Interests. 

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

Poseidon and Odyssey is responsible for providing its own insurance coverage. 

(I) Adjustment to eliminate transaction costs for this transaction included in Genesis’ 2011 historical general 

and administrative expenses. 

(J) Adjustment to record depreciation expense for MOPL based on the preliminary allocation of fair values to 

fixed assets using estimated weighted-average useful lives of the underlying assets of 10 years.   

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

members’ equity on the balance sheet of Poseidon.  Genesis paid $136.3 million more for its interest in the 

entity than its share of Poseidon’s historical members’ equity at the date of the acquisition.  This excess 
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NOTES TO THE UNAUDITED PRO FORMA 
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(in thousands, except where otherwise indicated) 
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amount is amortized using the straight-line method over the estimated remaining useful life of the Poseidon 

assets of approximately 30 years.   

(L) Adjustment to reflect the amortization of the excess of Genesis’ investment over its share of historical 

members’ equity on the balance sheet of Odyssey.  Genesis paid $11.2 million more for its interest in the 

entity than its share of Odyssey’s historical members’ equity at the date of the acquisition.  This excess 

amount is amortized using the straight-line method over the remaining useful life of the Odyssey assets of 

approximately 10 years.   

(M) Adjustment to record interest expense for the borrowings to fund the acquisition at a weighted average rate 

of 3% under Genesis’ senior secured credit facility.   

(N) Adjustment to eliminate the historical corporate income tax expense recorded by MOPL as Genesis is not a 

taxable entity for federal income tax purposes. 


