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We own or operate 17 marine terminal facilities and six inland terminal facilities located in
the United States Gulf Coast region that provide storage and handling services for producers
and suppliers of petroleum products and by-products, lubricants and other liquids. We also
provide land rental to oil and gas companies along with storage and handling services for
lubricants and fuel oil. We provide these terminalling and storage services on a fee basis
primarily under long-term contracts.

Natural Gas Services

We have ownership interests in over 658 miles of gathering and transmission pipelines
located in the natural gas producing regions of Central and East Texas, Northwest Louisiana,
the Texas Gulf Coast as well as a 250 million cubic feet per day natural gas processing plant
located in East Texas. In addition to our natural gas gathering and processing business, we
distribute, store and sell natural gas liquids utilizing our supply and storage facilities. These
liquids are ultimately sold to propane retailers, refineries and industrial users in Texas and
the Southeastern United States.

Marine Transportation

We own a fleet of 37 inland marine tank barges, 18 inland push boats and four offshore tug
barge units that transport petroleum products and by-products primarily in the United
States Gulf Coast region. We provide these transportation services on a fee basis primarily
under annual contracts. In addition, our marine segment manages our sulfur segment’s
marine assets.

Sulfur Services

We process and distribute sulfur produced by oil refineries primarily located in the United
States Gulf Coast region. We process molten sulfur into prilled sulfur under both fee-based
volume contracts and buy/sell contracts at our facilities in California and Texas. We own
and operate six sulfur-based fertilizer production plants and one emulsified sulfur blending
plant that primarily manufacture sulfur-based fertilizer products for wholesale distributors
and industrial users. In addition, we manufacture sulfuric acid which is used as a feedstock
for many industrial and agricultural applications, including the manufacture of fertilizers.




The petroleum products and by-products we
collect, transport, store and distribute are produced
by the independent oil and gas companies who

often turn to third parties, such as us.
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HIGHLIGHTS

Financial Highlights
(in thousands, except per unit amounts)

Total Assets

Revenue

Operating Income
Adjusted EBITDA™

Net Income

Distributable Cash Flow
Distributions per Unit?

(1) See Reconciliation on page following Form 10-K.

(2) Actual distributions per unit. First quarter 2003 distribution assumes a full quarter distribution.
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(in millions)
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Adjusted EBITDA™

(in millions)
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We operate primarily in the Gulf Coast region
of the United States, which is a major hub for
petroleum refining, natural gas gathering and
processing and support services for the energy
and petrochemical industries.

Ruben S. Martin
President and
Chief Executive Officer

To Our Partners:

As in previous years, 2007 proved to be another successful year of growth and development for
our partnership. The year was marked with many significant milestones, including our five-year
anniversary as a publicly-traded company. Since our formation in October of 2002, we have
developed into a unique, well-diversified company focused on providing services across the
midstream energy value chain. Our market capitalization has grown from $135 million to approx-
imately $500 million, while our annualized distributions have increased from $2.00 per unit to our
most recently declared annualized distribution of $2.80 per unit. While it is true that we have
not grown as rapidly as some of our peers over the past five years, we believe that our growth
has been strategic and disciplined, with a focus on smart acquisitions and low-multiple organic
growth. We continue to focus on this plan of long-term value creation for our unitholders.
Furthermore, we continue to avoid higher multiple, non-strategic acquisitions. We believe this
type of undisciplined growth ultimately leads to erosion of unitholder value, especially in the
presence of systemic risk.

As evidence of this risk, 2007 marked a turbulent year for master limited partnerships (MLPs)
and for the financial markets in general. As an example, the Alerian MLP Index experienced a
17% increase during the first half of the year, followed up by a 9% decrease over the second
half of the year. MMLP experienced similar volatility as evidenced by a 25% increase in unit
price for the first half of 2007, followed by a 14% decline over the remainder of the year. And
while MMLP's unit price only slightly outperformed the Alerian MLP Index in 2007, we continued
our consistent distribution growth with an 11% increase in our fourth quarter distribution when
compared to the fourth quarter of 2006.

As we continued our distribution growth throughout 2007, the oft-mentioned “credit crunch”
deteriorated into a full-blown “credit crisis.” This resulted in significant liquidations of MLP hold-
ings across the MLP universe of companies. Unfortunately, we were not immune to this trend.
Despite this frustrating pattern, we believe it is shorter term in nature and is not unique to our






Customer demand for our energy midstream
services continues to grow. This growth provides
opportunities to expand our infrastructure and
earn attractive returns on our expansion through
our organic growth projects.

partnership. What is unique, however, is our proven track record of disciplined growth through
diversification, strategic acquisitions and low-multiple organic growth projects.

Diversification

We believe we are one of the more diversified MLPs operating today. With our four segments,
we operate along many links of the midstream energy value chain. Our business segments include
Terminalling and Storage, Natural Gas Services, Marine Transportation and Sulfur Services.
These segments allow us to provide energy and petrochemical companies with the transportation
and logistics necessary to move and store their products. While each segment is dependent on
underlying energy fundamentals, each segment has its own unique and independent factors that
drive that particular business. This results in a diversification profile that we believe supports
long-term, steady growth in our partnership.

As you may recall, for the greater part of the last two years, we have been operating as five
segments. In the fourth quarter of 2007 we combined the historical Sulfur and Fertilizer segments
into one segment, the Sulfur Services segment. The major driver of this combination is that
sulfur and its derivatives are a primary feedstock for our sulfur-based fertilizer products. With
sulfur as the common denominator between the two historical segments, we have placed
increased focus on maximizing the value of that sulfur through its highest and best use. To that
end, we felt it was necessary to combine the two segments to more accurately reflect the way
we run the two businesses. We believe this combination will have the added benefit of reduced
segment volatility when compared to historical operations for each segment individually.

Strategic Acquisitions

As | mentioned previously, we are focused on pursuing only those acquisitions that are strategic
in nature, with a primary focus on acquisitions that supplement our existing operations. Over
the past two years, this strategy has become increasingly difficult to implement as acquisition
multiples have expanded to double-digit levels. Despite this trend, however, we have stayed
true to our strategy. As an example of this commitment, we acquired Woodlawn Pipeline
Company and related assets in May 2007 for approximately $32.6 million. This gathering and
processing system was a “bolt-on” acquisition that enhanced our existing East Texas natural
gas gathering and processing footprint. This was a negotiated transaction based on existing
relationships with the sellers that allowed us to avoid a bidding war often seen in auction



We transport asphalt, fuel oil, gasoline, sulfur
and other bulk liquids. We own a fleet of
inland and offshore tows that provide marine
transportation of petroleum products and
by-products.
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processes. We have been extremely pleased with the performance of Woodlawn to date and
look forward to a full year of operations in 2008.

Organic Growth Projects

As a result of the increasing multiples and competition for acquisitions, we have focused primarily
on our organic growth plan over the last two years. In 2007, we spent over $100 million on various
organic growth projects including our $25 million sulfuric acid plant which was completed in
October. The sulfuric acid plant eliminates our reliance on third-party sulfuric acid to produce
some of our sulfur-based fertilizers. With the combined effect of lower cost of sales and our
ability to sell remaining product to outside parties, we expect the sulfuric acid plant to result in
accretion to our unitholders. In addition to the sulfuric acid plant, we also completed our
Waskom expansion in the second quarter, increasing our processing capacity from 150 million
cubic feet per day to 250 million cubic feet per day. This expansion allows us to continue to take
advantage of the prolific East Texas natural gas production base. As in previous years, many of
our organic growth projects were not completed until late in the year, so we expect to benefit
from a full year's operations of these projects in 2008.

In closing, | am pleased with our partnership’s growth and performance over the past year.
Despite some challenges that have been out of our control, our diversified business model has
performed well. We expect this trend to continue. To that end, we recently announced a $100
million organic growth plan for 2008 as evidence of our confidence in our businesses and the
underlying fundamentals. Equally important, this investment represents the confidence in and
commitment to our employees. Without their hard work and dedication, it is safe to say that we
would not be discussing our outstanding growth over the first five years of our partnership.
With their continued help, we will strive to make the next five even better.

Yours truly,

Ruben S. Martin

President and Chief Executive Officer
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PART 1

Item 1. Business

Overview

We are a publicly traded limited parinership with a diverse sei of operations focused primarily in the United
States Gulf Coast region. Qur four primary business lines include;

»  Terminalling and storage services for petroleum products and by-products

«  Natural gas services

«  Marinc transportation services [or petrolcum products and by-producis

«  Sulfur and sulfur-based products processing, manufactoring, marketing and distribution

The petrolcum products and by-products we collect, transpord, siore and market arc produced primarily by major
and independent oil and gas companics who oficn turn (o third partics, such as us, lor the transportation and disposition of
these products. In addition to these major and independent oil and gas companics, our primary customers include
independent refiners, large chemical companices, [ertilizer manufacturers and other wholcsale purchascrs of these products.
We operale primarily in the Gulf Coast region of the Uniled States. This region is a major hub lor petrolenm refining,
natural gas gathcring and processing and support scrvices for {he exploration and production industry,

We were formed in 2002 by Martin Resource Management Corporation (“Martin Resource Management™), a
privately-held company whose initial predecessor was incorporated in 1951 as a supplier of products and services to
drilling rig contractors. Since then. Martin Resource Management has expanded its operations through acquisitions and
internal expansion initiatives as its management identified and capitalized on the needs of producers and purchasers of
hydrocarbon products and by-products and other bulk liquids. Martin Resource Management owns an approximate
34.9% limited partnership interest in us. Furthenuore, it owns and controls our general partner, which owns a 2.0%
general partner interest and incentive distribution rights in us.

Martin Resource Management operated our business segments for several years, Martin Resource
Management began operating our natural gas services business in the 1950s and our sulfur business in the 1960s, It
began our marine transportation busingss in the late 1980s, It entered inio our terminalling and storage businesses in the
carly 1990s. In recent years, Martin Resource Management has increased the size of our asset base through expansions
and strategic acquisitions,

Primary Business Segments
Our primary business segments can be generally described as follows:

o Terminalling and Storage. We own or operate 17 marine terminal facilities and six inland terminal
facilities located in the United States Gulf Coast region that provide storage and handling services for
producers and suppliers of petrolenm products and by-producis, lubricants and other liquids. We also
provide land rental to oil and gas companies along with storage and handling services for lubricants and
fuel oil. We provide these terminalling and storage services on a fee basis primarily under long-term
contracts.

o Natural Gas Services. Through our acquisitions of Prism Gas Systems [, L.P. (*Prism Gas™) and
Woodlawn Pipeline Co.. Inc. (*Woodlawn™), we have ownership interests in over 658 miles of gathering
and transmission pipelines located in the natural gas producing regions of Central and East Texas,
Northwest Louisiana, the Texas Gulf Coast and offshore Texas and federal waters in the Gulf of Mexico
as well as a 250 MMcfd capacity natural gas processing plant located in East Texas which is currently
being expanded to 265 MMcfd. In addition to our natural gas gathering and processing business, we
distribute natural gas liquids or, “NGLs™. We purchase NGLs primarily from natural gas processors. We
store NGLs in our supply and storage facilities for resale to propane retailers, refineries and industrial
NGL users in Texas and the Southeastern United States. We own an NGL pipeline which spans
approximately 200 miles running from Kilgore to Beanmont, Texas. We own three NGL supply and
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storage facilities with an aggregate above ground storage capacity of approximately 3,000 barrels and we
lease approximately 2.2 million barrels of underground storage capacity for NGLs.

e Maorine Transportation. We own a fleet of 37 inland maring tank barges, 18 inland push boals and four
oflfshore tug barge units that transport petrolcum producis and by-products primarily in the United Stales
Gull' Coast rcgion. We provide these transportation scrvices on a lee basis primarily under annual
contracts. In addition, our marine segment manages our sulfur segment’s marine assets.

o Sulfur Services. We process and distribute sulfur predominaicly produced by oil refineries primarily
located in the United States Gulf Coast region, We process molten sulfur into prilled, or pelletized, sulfur
under both fee-based volume contracts and buy/sell contracts at our facilities in Port of Stockton,
California and Beaumont, Texas, We own and operate six sulfur-based fertilizer production plants and
one emulsified sulfur blending plant that manufacture primarily sulfur-based fertilizer products for
wholesale distributors and industrial users. These planis are located in Illinois, Texas and Utah, In
October 2007, we completed the construction of 4 sulfunic acid production plant in Plainview, Texas
which processes molien sulfur into sulfuric acid.

2007 Developments and Subsequent Events
Recent Acquisitions

Acquisition of Martin Resource Management Stanolind Assets. In January 2008, we acquired 7.8 acres of land,
a deep water dock and two sulfuric acid tanks at our Stanolind terminal in Beaumont, from Martin Resource
Management. In connection with this acquisition, we entered into a lease agreement with Martin Resource
Management for use of the sulfuric acid tanks.

Aequisition of Monarch Oil, Inc. In October 2007, the Partnership acquired the asphalt assets of Monarch Oil,
Inc. and related companies consisting of property, plant and equipment. The assets are located in Omaha, Nebraska.
We entered into an agreement with Martin Resource Management, whereby Martin Resource Management will operate
the facilities through a terminalling service agreement with fees based upon thronghput rates and will bear all additional
expenses to operate the facility.

Acquisition of Mega Lubricants, Inc. In June 2007, we acquired all of the operating assets of Mega Lubricants.
Inc. (*Mega Lubricants™) located in Channelview, Texas. The terminal is located on 5.6 acres of land, and consists of
38 tanks with a storage capacity of approximately 15,000 Bbls, pump and piping infrastructure for lubricant blending
and truck loading and unloading operations, 34,000 square feet of warchouse space and an administrative office.

Acquisition of Woodlawn Pipeline Co, Inc. In May 2007, through our subsidiary Prism Gas, we acquired
100% of the outstanding stock of Woodlawn. The results of Woodlawn's operations have been included in the
consolidated finamcial statements beginning May 2, 2007, Woodlawn is a natural gas gathering and processing
company which owns integrated gathering and processing assets in East Texas, Woodlawn’s system consists of
approximately 135 miles of natural gas gathering pipe, approximately 36 miles of condensate transport pipe and a 30
Mci/day processing plant. Contemporancously, Prisin Gas acquired a nine-mile pipeline, from a Woodlawn related
party, that delivers residue gas from Woodlawn to the Texas Eastern Transmission pipeline system.

(ther Developments

Sulfur Services Segment. Effective October 1, 2007, we made changes to the way we report our segments. During the
fourth quarter of 2007, we effected a significant internal reorganization of the sulfur and fertilizer businesses and implemented a
new financial reporting system which grouped and reported financial results differently to management for sulfur and sulfur-based
fertilizer products formerly reported in separate segments in our financial statements. Based on the changes in our financial
reporting structure, the previously reported financial information for the sulfur and fertilizer segments have been combined into one
segment known as the “Sulfur Services” segment. The prior-period segment data previously reported in the sulfur and fertilizer
segments have been combined and restated in the new reporting segment to conform to the current period’s presentation.

Increased Quarterly Distribution. We declared a quarterly cash distribution for the fourth quarter of 2007 of
$0.70 per common and subordinated unil on January 22, 2008, reflecting an increase of $0.02 per unit over the quarlerly
distribution paid in respect of the third quarter of 2007,



FExpanded Credit Facility. Effective December 28, 2007, we increased our revolving credit facility $75.0 million
resulting in a committed $195.0 million revolving credit facility. The revolving credit facility is used for ongoing working
capital needs and general partnership purposes, and to finance penmitted investments, acquisitions and capital expenditures,
As of Decemnber 31, 2007, we had approximately $95.0 million in revolving credit borrowings and $0.1 million in letters of
credit outstanding under the revolving credit facility and $130.0 million ynder our term loan facility,

Conversion of Subordinated Units. On November 14, 2007, 850,672 of our 2,552,018 outstanding subordinated
units owned by Martin Resource Management and its subsidiaries converted into common units on a one-for-one basis
following our quarterly cash distribution on such date. Additional conversions of our outstanding subordinated units may
occur in the future provided that certain distribution thresholds contained in our partnership agreement are met by us.

Public Offering. In May 2007, we completed a public offering of 1,380,000 common units, resulting in
proceeds of $55.9 million, after payment of underwriters’ discounts, cormmissions and offering expenses, Our general
partner contributed $1.2 million in cash to us in comjunction with the issuance in order to maintain its 2% general
partner interest in us. The net proceeds were used to pay down revolving debt under our credit facility and to provide
working capital.

Business Strategy
The key componenis of our business stralcgy arc to;

o Pursue Strategic Acquisitions. We monitor the marketplace to identifv and pursue accretive acquisitions
that expand the services and products we offer or that expand our geographic presence. After acquiring
other businesses, we will attempt to utilize our industry knowledge, network of customers and suppliers
and strategic asset base to operate the acquired businesses more efficiently and competitively, thereby
increasing revenues and cash flow. We believe that our diversified base of operations provides multiple
platforms for strategic growth through acquisitions.

o Pursue Organic Growth Projects, We continoally cvalualc cconomically atiractive organic cxpansion
opporiunilics in new or exisling arcas of operation thatl will allow us (o Ieverage our existing market
position, increasc the distributable cash [low {from our exisiing asscts through improved utilization and
clficiency, and leverage our cxisting customer basc.

s Pursue Internal Organic Growth by Attracting New Customers and Expanding Services Provided fo
Existing Customers. We seek to identify and pursue opportonities to expand onr customer base across all
of our business segments. We generally begin a relationship with a customer by transporting or marketing
a limited range of products and services. We believe expanding our customer base and our service and
product offerings to existing customers is the most efficient and cost effective method of achieving
organic growth in revenues and cash flow. We believe significant opportunities exist to expand our
customer base and provide addifional services and products fo existing customers.

«  Fxpand Geographicallv. We work to identily and assess other attractive geographic markets [or our
services and products based on the market dynamics and the cost associated with penctration of such
markets. We Llypically enter a new market through an acquisition or by securing at least onc major
customer or supplicr and then dedicating or purchasing asscts for operation in the new markel. Once in a
new lcrritory, we seck 10 expand our operations within this new territory both by targeting new cuslomers
and by selling additional services and producis 10 our original customers in the terrilory.

s Pursue Strategic Alliances. Many of our larger customers are establishing strategic alliances with
midsircam scrvice providers such as us (0 address logistical and transportation problems or achicve
operational synergics. These siralegic alliances arc typically structured differently than our regular
commercial relationships, with the goal that such alliances would expand our business relationships with
our customers and supplicrs, We intend (o pursuc siralcgic alliances with customers in the future,

Competitive Strengths

We believe we are well positioned to execute our business strategy because of the following competitive
strengths:



o Asset Base and Integrated Distribution Network, We operate a diversified asset base that, together with
the services provided by Martin Resource Managemeni, enables us to offer our customers an integrated
distribution network consisting of transportation, terminalling and midstream logistical services while
minimizing our dependence on the availability and pricing of services provided by third parties. Our
integrated distribution network enables us to provide customers a complementary portfolio of
transporiation, erminalling, distribution and other midsircam services [or petroleum products and by-
producis.

s Sirategically Located Assets. We believe we are one of the largest providers of shore bases and one of the
largest lubricant distributors and marketers in the United States Gulf Coast region. In addition, we are one
of the largest operators of marine service terminals in the United States Gulf Coast region providing broad
geographic coverage and distribution capability of our products and services to our customers. Our natural
gas gathering and processing assets are focused in areas that have continued to experience high levels of
drilling activity and natural gas production.

o Specialized Transportation Fguipment and Storage Facilities, We have the assels and cxpertise (o handle
and transport cerlain petroleum products and by-producis with unique requircments for transpor(ation and
storage, such as molien sulfur and asphalf, For cxample, we own lacilitics and resources 10 (ransporl
molten sulfur and asphalt, which must be maintained at iemperatures between approximately 275 and 350
degrees Fahrenheit to remain in liquid form. We believe these capabilities help us enhance relationships
with our customers by offering them services to handle their unique product requirements.

s Ability to Grow Our Natural Gas Gathering and Processing Services. We believe that, with our Prism
Gas assets. we have opportunities for organic growth in our natural gas gathering and processing
operations through increasing fractionation capacity, pipeline expansions, new pipeline construction and
bolt-on acquisitions.

o Experienced Monagement Team and Operational Fxpertise, Mcembers of our excculive management (cam
and the heads ol our principal busincss lincs have, on average, more than 28 years of expericnee in (the
industrics in which we operate. Further, (hese individuals have been employed by Martin Resource
Management, on average, [or more than 16 years. Our management tcam has a sucoessful track record of
creating internal growth and completing acquisitions. We belicve our management tcam’s experience and
familiarity with our industry and businesses are important assets that assist us in implementing our
business strategies.

o Strong Industry Repuiation and Established Relationships with Suppliers and Customers, We believe we
have established a reputation in our industry as a reliable and cost-effective supplier of services to our
customers and have a track record of safe, efficient operation of our facilities, Our management has also
established long-term relationships with many of our suppliers and customers, We believe we benefit from
our management’s reputation and track record, and from these long-term relationships.

«  Financial Flexibifity. We believe the borrowings available under our credit facilily and our abilily Lo issuc
additional partnership units provide us with the financial flexibility necessary (o cnable us o pursuc
expansion and acquisition opportunitics.

Terminalling and Storage Segment

Industry Overview. The United States petrolenm distribution system moves petroleum products and by-products
from oil refinery and natural gas processing facilities to end users. This distribution system is comprised of a network of
terminals, storage facilities, pipelines. tankers, barges, rail cars and trucks. Terminals play a key role in moving these
products throughout the distribution system by providing storage, blending and other ancillary services.

In the 1990°s, the petroleum industry entered a period of consolidation. Refiners and marketers developed large-
scale, cost-efficient operations resulting in several refinery acquisitions, combinations, alliances and joint ventures. This
consolidation resulted in major oil companies integrating the various components of their businesses, including
terminalling and storage. However, major integrated oil companies later concentrated their focus and resources on their
core competencies of exploration, production. refining and retail marketing and examined ways to lower their distribution
costs. Additionally, the Federal Trade Commission required some divestitures of terminal assets in markets in which
merged companies, alliances and joint ventures were regarded as having excessive market power. As a result of these
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factors, oil and gas companies began to increasingly rely on third pariies such as us to perform many tenminalling and
storage services.

Although many large energy and chemical companics own teniminalling and storage facilitics, these companics
also usc third party icrminalling and storage scrvices. Major cnergy and chemical companics typically have a strong
demand lor icrminals owned by independent operators when such {eriminals are strategically located at or near key
transportation links. such as deep-water ports. Major energy and chemical companies also need independent terminal
storage when their owned storage facilities are inadequate, either because of lack of capacity. the nature of the stored
material or specialized handling requirements.

The Gulf Coast region is a major hub for petroleum refining. Approximately two-thirds of United States refining
capacity expansion in the 1990s occurred in this region, Growth in the refining and natural gas processing indusiries has
increased the volume of petroleum products and by-products that are transported within the Gulf Coast region, which
consequently has increased the need for terminalling and storage services.

The marine and offshore oil and gas exploration and production industries use terminal facilities in the Gulf Coast
region as shore bases that provide them logistical support services as well as provide a broad range of products, including
fuel oil, lubricants, chemicals and supplies. The demand for these types of terminals, services and products is driven
primarily by offshore exploration, development and production in the Gulf of Mexico. Offshore activity is greatly
influenced by current and projected prices of oil and natural gas.

Marine Terminals. Wc own or operale 17 marine {crminals along the Gulf Coast from Tampa, Florida (o Corpus
Christi, Texas, Our terminal assets arc localed al strafegic distribution points for (he products we handle and are in close
proximity to our customers. Further, (he location and composition of our icrninals are structured 1o complement our other
busincsscs and rellect our stralegy to provide a broad range of integraicd services in the handling and (ransportation of
petroleum products and by-products. We developed our ferminalling and storage asscts by acquiring ¢xisting {crminalling
and storage facilitics and then customizing and upgrading these (acilitics as needed (o integrate the facililics inlo our
petroleum product and by-product transportation neiwork and (o morce cifectively service customers, We expect 1o conlinue
1o acquire lacilitics, streamling their operations and customize and upgrade them as part of our growth stralcgy. We also
conlinually cvaluale opportunitics (0 add scrvices and increase access (o our {crminals (o altract more customers and creale
additional revenucs.

We are one of the largest operators of marine service terminals in the Gulf Coast region. These terminals are used
to distribute and market lubricants and the full service tenminals also provide shore bases for companies that are operating
in the offshore exploration and production industry. Customers are primarily oil and gas exploration and production
companies and oilfield service companies such as drilling fluid companies, marine transportation companies, and offshore
construction companies. Shore bases typically provide logistical support including the storing and handling of tubular
goods, loading and unloading bulk materials, providing facilities from which major and independent oil companies can
communicate with and control offshore operations and leasing dockside facilities to companies which provide
complementary products and services such as drlling fluids and cementing services. We generate revenues from our
terminals that have shore bases by fees that we charge our customers under land rental contracts for the use of our terminal
facility for these shore bases. These contracts generally provide us a fixed land rental fee and additional rental fees that are
determined based on a percentage of the sales value of the products and services delivered from the shore base, We also
generate revenues through the distribution and marketing of lubricants. Lubricants are used in the operation of offshore
drilling rigs, offshore production and transimission platforms, and various ships and equipment engaged in marine
transportation. In addition, Martin Resource Managemeni, through contractual arrangements, pays us for terminalling and
storage of lucl oil at these terminal [acilitics.

Our 17 marine terminals are divided generaliy into three classes of terminals: (1) full service terminals, (ii) fuel
and lubricant terminals and (iii) specialty petroleum terminals.

Full Service Terminals. We own or operate cight {ull service teriminals, These termiinal facilitics provide
logistical support scrvices, distribule and market lubricants and provide storage and handling services for lucl oil, The
significant dilfcrence between our [ull scrvice lerminals and our {ucl and lubricant (crminals is that our {ull scrvice
erminals gencrate additional revenues by providing shore bascs (0 supporl our cuslomer’s operaling activilics related o the
oflshore exploration and production industry, Onc typical use [or our shore bascs is for drilling (Tuids manufacturers (o
manufacture and scll drilling fluids (o the offshore drilling industry, Offshore dnilling companics may also scl up scrvice
facilitics al these terminals (o support (heir offshore operations, Customers are primarily oil and gas exploration and



production companies, and oilfield service companies such as drilling fluids companies, marine transporiation comparnies,
and offshore construction comparnies,

The lollowing is a summary description of our cight full service ierminals:

Terminal Location Acres  Tanks  Aggregate Capacity
Pelican Island ........... Galveston, Texas 51.3 16 87,200 Bbls.
Harbor Island(1)....... Harbor Island, Texas 255 12 32,500 Bbls.
Freeport..............oo0. Freeport, Texas 178 1 8,300 Bbls.
Port O’ Connor(2)...... Pori O Connor, Tcxas 228 8 7.000 Bbls.
Sabinc Pass(3) .......... Sabinc Pass, Texas 231 11 17,000 Bbls.
Camcron “East”(4).... Camcron, Louisiana 34.3 12 34,000 Bbls.
Cameron “West”(5).. Camcron, Louisiana [6.9 5 16,500 Bbls,
Venice (0) o...ons . Venice, Louisiana 2.8 2 15,000 Bbls.

(1) A portion of this terminal is located on land owned by a third party and leased under a lease that expires in January
2010 and can be extended by us through January 2015,

(2) This terminal is located on land owned by a third party and leased under a lease that expires in March 2009 and can
be extended by us through March 2014,

(3) A portion of this terminal is located on land owned by a third party and leased under a lease that expires in
September 2036.

(4) This terminal is localed on land owned by third partics and lcascd under a lcasc that expires in March 2012 and can
bec exiended by us through March 2022,

(5) This Icrininal is locaicd on land owned by a (hird party and lcased under a Icasc that cxpires in February 2013,

(6) This lerininal is located on land owned by a third parly and leased under a sublcase agreement that expires in
Auguslt 2009 and can be extended by us (hrongh August 2024,

Fuel and Lubricant Terminaly. We own or operate four lubricant and fucl oil {erminals located in (he Gull Coast
rcgion thal provide slorage and handling scrvice for lubricants and [ucl oil. We also distribulc and market lubricants al

these (erminals.,

The following is a summary description of our fuel and lubricant terminals:

Terminal Location Tanks Agoregate Capacity
Amelia...........cooooe e, Amelia, Louisiana 17 14,900 Bbls.
Berwick(1)................. Berwick, Louisiana 2 25.000 Bbls.
Intracoastal City(2)(3)  Intracoastal City, Louisiana 16 39.000 Bbls.
Fourchon(4)............... Fourchon, Louisiana 11 80,000 Bbls.

(1) This terminal is located on land owned by third parties and Ieased under a lease that expires in September 2012 and
can be extended by us through September 2017,

(2) A portion of this terminal is located on land owned by a third party at which we throughput fuel oil pursuant to an
agreement that expires in January 2010,

(3) A portion of this terminal is located on land owned by third partics and leased under a lease that expires in April
2009 and can be extended by us through April 2014,

(4) This terminal is located on land owned by a third party at which we throughput lubricants and fuel oil pursvant to an
agreement that expires in January 2017,

Specialiy Petroleum Terminals. We own or operate five terminal (acilitics providing slorage and handling
scrvices for somge or all of the [ollowing: anhivdrous anumonia, asphali, sullur, sulfuric acid, fucl oil, crude oil and other
petroleum products and by-products. Our specialfy ferminals have an aggregalc slorage capacily of approximately 1,90
million barrcls. Each of these terminals has storage capacily for petroleum products and by-products and has asscls (o
handlc products transported by vessel, barge and truck. Our Tampa terminal is located on approximalely 10 acres of land
owned by the Tampa Porl Authority that was leased (o us under a [0-year lcase that commenced on December 16, 20060
with two five ycar options. Our Stanolind terminal is located on approximately 11 acres of land owned by Martin
Resource Management and us and localed on the Neches River in Beanmoni, Our Neches terminal is a deep waler maring
terminal located near Beaumont, Texas on approximalcly 50 acres of land owned by us, Our Quachita County lerminal is
localed on approximalcly six acres of land owned by us on (he Ouachiia River i southem Arkansas, Our Corpus Christi



terminal is located on approximately 25 acres of land owned by us and has access to the waterfront via marine docks
owned by the Port of Corpus Christi.

At our Tampa, Neches, Stanolind and Corpus Christi terminals, our costomers are primarily large oil refining and
natural gas processing companies. We charge either a fixed monthly fee or a thronghput fee for the use of our facilities.
based on the capacity of the applicable tank. We coniduct a substantial portion of our terminalling and storage operations
ungler long-term contracts, which enhances the stability and predictability of our operations and cash flow. We attempt to
balance our short terin and long term terminalling contracts in order io allow us to maintain a consistent level of cash flow
while maintaining flexibility to eam higher storage revenues when demand for storage space increases. At our Quachita
County terminal, Cross Qil Refining & Marketing, Inc., a related party owned by Martin Resource Management, operates
the terminal under a long-term terminalling agreement whereby we receive a thronghput fee. We also continually evalate
opportunities to add services and increase access (o our tenminals to atiract more customers and create additional revenues,
The following is a sumnmary description of our specialty marine ferminals;

Aggregate
Terminal Location Tunks Capacity Products Description
Tampal1)(2)........... Tampa, 1'lorida 7 714,000 Bbls. Asphalt and tuel cil Marine terminal,

loading/unloading

for vessels,

barges and trucks
Stanolind(3)(4)........ Beaumont, Texas 4 275000 Bbls. Asphalt and [uel] oil Marine lerminal,

loading/unloading

for vessels, barges,

railears and trucks

Neches.................... Beaumont, Texas 7 300,400 Bhls. Ammonia, asphalt, fuel Marine terminal,
oil, crude oil and loading/unloading
sulfur-based fertilizer for vessels,

barges, railcars
and trucks

Chachita County ......  Ouachita County, 2 77.500 Bbhls. Crude oil Marine terminal,

Arkansas loading/unleading
[or barges und
trucks

Corpus Christi......... Corpus Christi, 4 330,000 Bbls. Fuel o1l and dicsel Marine Terminal,

Texas loading/unloading

barges and vessels
and unloading
trucks

(1) This terminal is located on land owned by the Tampa Port Authority that was leased to us under a 10-vear lease
that expires in Decemiber 2016 with two five year extension opiions.

(2) In addition to the seven tanks listed in the table above, the sulfur services business owns one tank at our Tampa
terminal On January 1, 2008, the Tampa sulfur tank was transferred from the sulfur services segment (o the
terminalling and storage segment,

{3y A portion of the Stanolind terminal is located on land owned by Martin Resource Management and on land we
own. We use a marine dock for loading and unloading, and other common use facilities owned by Martin
Resource Management under a perpetual use, ingress-egress and nfility facilities easement.

(4) In addition to the four tanks listed in the table above, the sulfor services business owns two sulfur tanks at our
Stanolind Terminal. Martin Resource Management also owns two solfuric acid tanks at the Stanolind terminal.
On January 1, 2008, we acquired land. two sulfuric acid tanks and the marine dock and other common use
facilities from Martin Resource Manageinent, and transferred the two sulfur tanks from the sulfur services
segment to the terminalling and storage segment.

Intund Terminals. Wc own or operalc six inland teriminals, At Mont Belvicu, Texas, we own a rail unloading
terminal where we unload and mcasurc NGLs and transport {hese products via a half-mile pipeling (o Enierprise Products
Texas Operating L.P.”s NGL fractionator [acility, Our fecs for the use of this facility arc based on the number of gallons
unloaded at the terminal. In Beaumont, Texas we own Spindletop Terminal where we receive natural gasoline via pipeling
and then ship the product (0 our customers via other pipelings to which the facility is connecled. Our [ees for the usc of
this Tlacility arc bascd on (he number ol barrels shipped from the {erminal, In Channelview, Texas, we operale an inland
terminal used lor lubricant storage, packaging and distribution, This icrminal 1s usced as our ceniral hub for lubricant
distribution where we receive, package, and ship our lubricants 1o our icrminals or directly (o customers, In Houslon,



Texas, we own an asphalt terminal whose use is dedicated to an affiliaie of Martin Resource Management through a
terminalling service agreement based on throughput rates. In Port Neches, Texas, we own an asphalt terminal whose use is
dedicated to an affiliate of Martin Resource Management through a terminalling service agreement based upon throughput
rates. In Omaha, Nebraska, we own an asphalt terminal whose use is dedicated to an affiliate of Martin Resource
Management through a terminalling service agreement based on throughput rates.

The following is a summary description our inland terminals:

Terminal Location Aggregate Capacity Products Description
Channelview Houston, Texas 34,000 sq. ft. Lubricants Lubricants
Warehouse/13,000 Bbls blending and truck
loading/mnloading
Mont Belvieu...... Mont Belvieu. Texas 20 rail car spaces Propane- Rail car unloading

propylene mix
South Houston
Asphalt.............. Houston, Texas 71,000 Bbls Asphalt Asphalt Processing
and storage
Port Neches
Asphalt............... Porl Neches, Texas 31,250 Bbls Asphall Asphall Processing
and slorage

Omaha Asphall... Omaha, Ncbraska 114,225 Bbls Asphall Asphalt Processing
and storage
Spindlctop......... Bcaumonlt, Texas 90,000 Bbls Nalural Gasoline  Pipeline receipts

and shipments

Competition. We compete with independent terininal operators and major energy and chemical companies that
own their own terminalling and storage facilities. We believe many costomess prefer to contract with independent terminal
operators rather than terminal operators owned by integrated energy and chemical companies that may have refining or
marketing interests that compete with the customers.

Independent ierminal owners generally compete on the basis of the location and versatility of terminals, service
and price. A lavorably-located terminal has access 10 various cost ellective transporiation modes, both to and {from the
terminal, such as watcerways, railroads, roadways and pipelines. Terminal versatility depends upon the operator’s ability 1o
handlc diverse products, some ol which have complex or specialivzed handling and storage requirements. The service
[unction of a terminal includes, among other things, the safe storage of product at specificd temperature, moisture and other
conditions, and recciving and delivering product to and from the terminal. All of these services must be in comphiance with
applicable cnvironmental and other regulations.

We believe we successfullv compete for terminal customers because of the strategic location of our terminals
along the Gulf Coast. our integrated transportation services, our reputation, the prices we charge for our services and the
quality and versatility of our services. Additionally, while some companies have significantly more terminalling and
storage capacity than us. not all terminalling and storage facilities located in the markets we serve are equipped to properly
handle specialty products such as asphalt, sulfur and sulfuric acid. As a result, our facilities typically command higher
terminal fees when compared to fees charged for terminalling and storage of other petrolewm products.

The principal competitive [actors affecting our terminals which provide lubricant distribution and markeling as
well as shore bases at certain (erininals, are the locations of the facilitics, availability of compcting logistical suppori
services, and the experience of personnel and dependability of service. The distribution and marketing of our lubricant
products is brand sensitive, and we encounter brand loyalty competition. Shore base rental contracts are generally long-
term contracts and provide more protection from competition. Owur primary competitors for both lubricants and shore
bases include several independent operations as well as major companies that maintain their own similarly equipped
marine terminals, shore bases and lubricant supply sources.

Natural Gas Services Segment
NGL Industry Overview. NGLs are produced through natural gas processing. They are also a by-product of

crude oil refining. NGL consists of hydrocarbons that are vapors ai atmospheric temperatures and pressures but change
to liquid phase under pressure. NGLs include ethane, propane, normal butane, iso butane and natural gasoline.



Ethane is almost entirely used as a petrochemical feedstock in the production of ethylene and propylene,
Propane is used as a petrochemical feedstock in the production of ethylene and propylene, as a fuel for heating, for
industrial applications, as motor fuel and as a refrigerant, Normal buiane 1s used as a petrochemical feedstock, as a
blend stock for motor gasoline and as a component in aerosol propellanis. Normal butane can also be made into iso
butanc through isomerization. I[so butane is used in the production of motor gasoling, petrochemical leedstock and as a
component in acrosol propellants. Natural gasoline is used as a component of moltor gasoline and as a petrochemical
[cedstock.

NGIL Fucilifies. We purchase NGLs primarily {rom natural gas processors and, 1o a lesser extent, major domestic
oil refiners. We transport NGLs using Martin Resource Management's land transportation {lect or by contracting with
comimon carricrs, owner-operators and railroad tank cars. We tvpically enicr into annual contracts with independent retail
propanc distributors to deliver their estimated annual volume requiremenis based on prevailing market prices. We belicve
dependable delivery is very important to these customers and in some cases may be more important than price. We cnsure
adequaic supply of NGLs through:

« storage of NGLs purchased in off-peak monihs;

« efficient usc of the transportation fleet of vehicles owned by Martin Resource Management, and

« product management expertise to obtain supplies when needad.

The following is a sunmumary description of our owned and leased NGL facilities:

NGL Facilitv(l) Location Capacity Description
Wholcsale icriminals.  Arcadia, Louisiana(2) 2,000,000 barrcls Underground storage
Hattiesburg, Mississippi(3) 100,000 barrels Underground storage
Mt. Belvieu, Texas(3) 40,000 barrels Underground storage
Retail terminals .. Kilgore, Texas 90,000 gallons Retail propane distribution
Longvicw, Texas 30,000 gallons Retail propanc distribution
Henderson, Texas 12,000 gallons Retail propang distribution

(1) In addition. under a throughput agreement, we are entitled to the sole access to and nse of a truck loading and
unloading and pipeline distribution terminal owned by Martin Resource Management and located at Mont
Belvieu, Texas. Effective each January |, this apreement automatically renews for consecutive one-year periods
unless either party terminates the agreement by giving written notice to the other party at least 30 days prior to
the expiration of the then-applicable term. This terminal facility has a storage capacity of 8.000 barrels.

(2) We lease our underground storage at Arcadia, Louisiana from Martin Resource Management under a three-vear
product storage agreement, which is renewable on a yearly basis thereafter subject to a re-determination of the
lease rate for each subsequent year.

(3) We lease our underground storage at Hattiesburg, Mississippi and Mont Belvieu, Texas from third parties under
one-vear lease agreements, which have been renewed annually for more than 20 years,

Our NGL customers that utilize these assets consist of refail propane distributors, industrial processors and
refiners, For the year ended December 31, 2007, we sold approximately 36% of our NGL volume to independent retail
propane distributors located in Texas and the southeastern United States and approximately 64% of our NGL volume to
refiners and industrial processors.

NGL Competition. We compete with large integrated NGL producers and marketers. as well as small local
independent marketers. NGLs compete primarily with natural gas, electricity and fuel oil as an energy source, principally
on the basis of price, availability and portability.

NGIL Seasonality. The level of NGL supply and demand is subject (o changes in domestic production, weather,
inventory Ievels and other factors, While production is not scasonal, residential and wholcsale demand is highly scasonal.
This imbalance causes increases in inventorics during sunumer months when consummplion is low and decreases in
inventorics during winter months when consuinption is high, If inventorics arc low at (the start of the winler, higher prices
arc more likely 1o occur during the winter, Additionally, abnormally cold weather can pul cxira upward pressure on prices
during the winler because there arc less readily available sources of additional supply cxcept lor imports which arc lIess
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accessible and may take several weeks to amive. General economic conditions and inventory levels have a greater impact
on industrial and refinery use of NGLs than the weather.

We gencrally maintain consistenl marging in our natural gas scrvices business because we altempt 1o pass
increascs and decreases in the cost of NGLs directly to our customers. We gencrally (ry (o coordinale our sales and
purchascs of NGLs based on the same daily price index of NGLs in order 1o decrease the impact of NGL price volatility on

our profitability.

Prism Gas, Prism Gas is operated and reported as part of our natural gas services business segment, which has
been expanded to include natural gas gathering and processing as well as the NGL services business described herein,

Prism Gas has ownership interests in over 658 miles of natural gas gathering pipelines locaied in the natural
gas producing regions of North Central Texas and East Texas, Northwest Lonisiana, the Texas Gulf Coast and offshore
Texas and federal waters in the Gulf of Mexico as well as a 250 MMcfd natural gas processing plant located in East
Texas which is currently being expanded 10 265 MMecld. The underlying assels are in two operaling areas:

North Central Texas and Fast Texas

The North Central Texas and East Texas area assets consist of the Waskom Processing Plant, Woodlawn
Pipeline Co.. the McLeod Gathering System, the Hallsville Gathering System, the Marshall Line, Bosque
County Pipeline and the East Texas Gathering System.

Waskom Processing Plant — The Waskom Processing Plant, located in Harrison County in East
Texas, currently has 250 MMcfd of processing capacity with full fractionation facilities. Expansions
to the processing plant were completed in March and June of 2007 increasing the capacity from 150
MMcfd to 250 MMcfd. In Jannary 2007, the Waskom fractionator was expanded to a capacity of
12,500 barrels per day ("bpd™). In addition, an increase in the processing capacity of the plant to 265
MMcfd is expected to be completed by the end of the second quarter of 2008. For the vears ended
December 31, 2007 and 2006, inlet throughput and NGL fractionation averaged approximately 229
and 183 MMcfd and 8.725 and 7,677 bpd, respectively. Prism Gas owns an unconsolidated 50%
operating interest in the Waskom Processing Plant with CenterPoint Energy Gas Processing, Inc.
owning the remaining 30% non-operating interest. We reflect the results of operations from this
lacilily using the equity method of accounting

Woodlawn Plant and Gathering System — On May 2, 2007, we, through our subsidiary Prism Gas
acquired 100% of the outstanding stock of Woodlawn. The resulls of Woodlawn's operations have
been included in our consolidated linancial stalements beginning May 2, 2007, Woodlawn is a
natural gas gathering and processing company which owns integraled gathering and processing assels
in East Texas. Woodlawn's system consists of approximately 135 miles of natural gas gathering pipe,
approximately 36 miles of condensate transport pipe and a 30 Mcf/day processing plant. Prism Gas
acquired a nine-mile pipeline, from a Woodlawn related party, that delivers residue gas from the
Woodlawn plant to the Texas Eastern Transmission pipeline system.

McLeod Gathering Svstem — The McLeod Gathering System. located in East Texas and Northwest
Louisiana, is a low pressure gathering system connected o the Waskom Processing Plant, providing
processing and blending services for natural gas with high nitrogen and high liquids content gathered
by the sysiem. For the years ended December 31, 2007 and 20006, the McLeod Gathering Sysicm
gathcred approximately 5 and 6 MMcld of natural gas, respectively, Prism Gas owns a consolidaled
100% interest in this system.

Hallsville Gathering System — The Hallsville Gathering System, which Prism Gas constructed in
2006 in Harrison County, Texas, provides gathering and centralized compression for producers in the
Qal Hill Field of East Texas. The system operates at low pressure and redelivers gas to two interstate
and three intrastate markets via the Oakhill Gathering System. For the years ended December 31,
2007 and 2006, the Hallsville Gathering System gaihered approximately 17 and 10 MMcld of natural
gas. respectively. Prism Gas owns a consolidated 100% interest in this system.
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. The Marshall Ling — The Marshall Ling is a 107 gathering line that Prism Gas began leasing from
Kinder Morgan Texas in 2006. It is located in Harmison County, Texas, The Marshall Line gathers
gas at intermediate pressure and feeds the Waskom Processing Plant. Prism (Gas owns a consolidated
100% interest in the lease.

. Bosque County Pipeline — The Bosque County Pipeline. gathers gas in four North Central Texas
counties centered around Bosque County. Prism Gas owns an unconsolidated 20% non-operating
interest in a partnership that owns the lease rights to the assets of the Bosque County Pipeline. with
Panther Pipeline Ltd. owning a 42.3% operating interest and two unrelated parties owning the
remaining 37.5% interest.

. Easl Texas Gathiering System — The East T'exas Gathering System, localed in Panola County, Texas,
is compriscd ol gathering systems built 1o gather gas produced in this arca to markel outlels. Prism
Gas owns a consolidated 100% interest in these systems,

The natural gas supply for the Waskom Processing Plant, the Woodlawn Plant and Gathering System, the
McLcod Gathering Sysicm, the Hallsville Gathering System, the Marshall Linc and the East Texas Gathering System 1s
derived primarily [rom natural gas wells located in the Cotton Valley formaition ol East Texas and Northwest Louisiana.
The Collon Valley formation is ong of the largest tight gas plays in the U.S. and cxtends over fourlcen countics in Easl
Texas and into Northwest Louisiana. Prisin (Gas” East Texas Opcrating Arca includes asscts thatl provide gathering and
processing services to producers in Cass, Gregg, Harrison, Panola, and Rusk Counties, Texas and Caddo Parish,
Louisiana. The total number of wells permitied in Prism Gas™ East Texas Operating Area was 2,290 and 1,893 in
calendar years 2007 and 2006, respectively. These annual permit numbers include 83 permits for horizontal wells in
2007 and 37 permits for horizontal wells in 2006. Improved technology, dnlling applications and commaodity prices
have enhanced the economics of drilling in the Cotton Valley formation. This increase in drilling activity has provided
us with access 1o newly developed natural gas supplics.

The natural gas supply for the Bosque County Pipeling is expecicd (0 be derived primarily From natural gas
wells in the Barnett Shale formation of North Central Texas, The Bosque County Pipeling is located in (the southern
extension of the Barnett Shale formation.

Our primary suppliers of natural gas to the Waskom Processing Plant include BP America Production
Company, Centerpoint Energy Gas Transmission Company and Devon Energy Corporation, which collectively
represented approximately 61% of the 183 MMcid of natural gas supplied i 2006 and approximately 72% of the 229
MMcfd of natural gas supplied for the year ended December 31, 2007, A substantial portion (approximately 33%) of the
Waskom Processing Plant’s inlet volumes are derived from production at BP’s Blocker, East Mountain, Carthage and
Woodlawn fields in East Texas. Production from these fields is dedicated to the Waskom Processing Plant under a
contract with BP for the life of the Waskom partnership. We receive natural gas at the Waskom Processing Plant from
our McLeod Gathering System, We also receive a significant amount of trucked-in NGLs that are fractionated, treated
and stabilized at the Waskom Processing Plant. The tightening of pipeline dew point specifications and access to local
marlkets with high NGL demand has resulted in increased trucked-in NGL volumes at the Waskom Processing Plant. In
October 2006, we began construction 1o expand the fractionator to 12,500 bpd to provide additional capacily {or both
the increase in NGL volumes [rom the plant expansions that were underway and this increase in trucked-in NGL
volumes. This expansion was completed in lale January 2007. The processing plant was cxpanded 1o 250 MMcld in
two phases with the first expansion of 30 MMcld being completied in March 2007 and the second cxpansion of 70
MMcfd being completed in Junc 2007, Debottlenecking of the plant is underway which is expected 1o result in
processing capacity of 265 MMcfd in the second quarter of 2008,

There are currently five compeling processing plants, with another two under construction, that compele or will
compcle with Waskom for natural gas supplics. Drilling activily in the Cotion Vallcy trend 1s moving north (rom (he
Panola-Harrison Counly ling [urther into Harrison County, Our plant 15 (he prelcrred gas plant for much of this new
production dug (¢ ils proximily (o the increascd drilling activity, In addition, (the Waskom Processing Plant is the only
plant in this arca that has [ull fractionation capabilily with access to sirong local markels for NGLs., Purchasers ol
NGLs fractionated at Waskom include various chemical companies and other industrial distributors.

The processing contracts for the Waskom Processing Plant are primarily percent-of-liquids (POL) contracts, in
which we retain a portion of the NGLs recovered as a processing fee, percent-of-proceeds (POP) contracts in which we
retain a portion of both the residue gas and the NGLs as payment for services and straight fee contracts in which we
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receive a fee for every Mcf of gas delivered to the plant, Currently, approximately 49% of the contracts are POL, 33%
of the contracts are fee and 17% of the contracts are POP. There is currenily only one minor contract for processing on
a keep-whole basis.

Woodlawn provides gathering and processing services. The Woodlawn gathering system provides both low
and intermediate pressure gathering services. The gas is gathered to a 30 MMcfd refrigerated gas processing plant. The
NGL s that are recovered at Woodlawn are trucked to the Waskom Processing Plant for fractionation. Since acquiring
Woodlawn the system has gathered and processed 2 1 MMcfd and recovered 223 bpd of NGL's. The contracts on the
Woodlawn sysiem are primarily wellhead purchase with some POP contracs.

The McLcod Gathering System is a low-pressure gathering sysieim that provides an outlet {or high nitrogen and
high liquids conient gas. In Junc 2003, Prism Gas constructed a pipeling to tic the McLcod Gathering System 1o the
Waskom Processing Plant 10 provide an outlet for high nitrogen gas. As a resull, the majority of gas gathered on the
McLeod Gathering Sysicm is transporied 1o the Waskom Processing Plant for processing and blending. Revenue [rom
the McLeod Gathering System is earned through gathering and compression fees and processing revenue. The
processing revenue results from the difference in the processing agreements with the producers and the agreement that
we have with the Waskom partnership. The processing contracts in the McLeod Gathering System are predominately
percent-of-proceeds (POP) contracts. Natural gas gathered in the region surrounding the McLeod Gathering System has
two primary outlets. including the Waskom Processing Plant.

Cotton Valley wells are now being drilled in the southern area served by the McLeod Gathering System. The
new Cotton Valley wells that have recently been tied into the system are percent-of-liquids (POL) contracts with a small
gathering fee. These contracts are typically lower margin, higher volume contracts. In this area, competition is
geographic based with the McLeod Gathering System capturing wells that are located near the svstem and the
compclilor capturing wells that arc ncar ils syslen.

The Hallsville Gathering System was construcicd in 2005 and 2006 (o gather low pressure gas. The wells tied
into the system are fee based gathering contracts.

The Marshall Line was leased from Kinder Morgan {o provide additional sources of gas for the Waskom
Processing Plant. The gas on the system is from Cotton Valley production and is tied into the system under percent of
index based contracts.

The Bosque County Pipeline is an approximaie 67 mile pipeline located in the Barnett Shale extension. The
pipeline traverses four counties with the most concentrated drilling oceurring in Bosque County. In this area
competition is limited due to a lack of existing infrastructure. The lack of infrastructure and the limited development in
the arca allow il 10 generally caplure new wells drilled in close proximity o ils sysicm.

The East Texas Gathering System was constructed in 2004 to tie producers into DCP Midstream’s gathering
sysiem in Panola County, Texas. These lines are sized (o handle voluines that are expecied 1o increase as producers
continue to develop Cotton Valley sands in arcas that were traditionally marginal. The existing East Texas Gathering
System contracts are all fee-for-service contracts dependent on volumes gathered.

Crulf Coast

The Gull Coast arca asscts consist of the Fishhwook Gathering Sysicm and the Matagorda Gathering System
located offshore and onshore of the Texas Gulf Coast.

. Fishhook Gathering System — The Fislthook Gathering System, located in Jefferson County, Texas
and offshore lederal walcrs, gathers and transporis gas in both offshore and onshore arcas. For both
years ended December 31, 2007 and 2006, the Fishhook Gathering System gathered and (ransporied
approximalcly 32 MMcld of natural gas. Prism Gas owns an unconsolidatcd 50% non-opceraling
intercst in Panther Interstate Pipeline Encrgy, LLC (*PIPE™), the owner of the Fishhook Gathering
System, with Panther Pipeline Lid owning the remaining 50% operating interest. We reflect the
resulls of operations [rom this sysicm using the cquity method of accounting,
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. Matagorda Offshore Gathering System — The Maiagorda Offshore Gathering System, located in
Matagorda County, Texas and offshore Texas state waters, gathers gas in both the offshore and
onshore areas. For the years ended December 31, 2007 and 2006, the Matagorda Offshore Gathering
System gathered approximately 7 and 10 MMcfd of natural gas, respectively, Prisin Gas owns an
unconsolidated 50% non-operating interest in the Matagorda Offshore Gathering System, with
Panther Pipcline Lid. owning the remaining 50% operating inlerest. We reflect the results of
operations from this system using the equity method of accounting,

The Fishhook Gathering System and the Matagorda Offshore Gathering Svstem gather and transport natural
gas from Texas and federal waters of the Gulf of Mexico to onshore pipelines. The Fishhook Pipeline gathers and
transports natural gas principally from the eastern portion of the High Island Area which is further offshore, The
offshore natural gas supply for the Matagorda Offshore Gathering System is produced primarily from the Brazos Area
blocks. which are near shore in the Texas state waters, Additionally, the Matagorda Offshore Gathering System includes
onshore gathering in Matagorda, Wharton and Brazoria Counties.

The Fishhook Gathering Systemn is located in federal waters offshore from Beaumont, Texas and gathers gas
from producers. This area is characterized by strong drilling activity with traditionally high volume, high decline wells.
Typically, two to four of these traditional wells are drilled near the Fishhook Gathering System each year. Contracts on
this system are 100% fee-for-service contracts with both the gathering fee and the maximum transmission fee stated in
PIPE’s FERC Gas Tariff, on file with the Federal Energy Regulatory Commission. There are currently two competing
pipelings in the area which limit our ability to increase margins on this system. However, we believe that our existing
relationships with active producers will enable us to capture additional volumes from new production in this area.

The Matagorda Offshore Gathering System gathers gas from producers. Contracts for the offshore portion of
the Matagorda Offshore Gathering System are a combination of fixed transportation fees plus a fixed margin. The
contracts for the onshore portion of the Matagorda Offshore Gathering System are under either a fixed margin or a fixed
transportation fee. There is limited competition for the offshore portion of the pipeline. There are currently two
pipelines situated in the offshore area but they primarily gather natural gas from wells further offshore than the
Matagorda Offshore Gathering System. There are several pipelines that compete with the onshore portion of the system.
These compeling pipelines resull in lower margins for the onshore portion of this system.

Marine Transportation Segment

Industry Overview. The United States inland waterway system is a vast and heavily used transportation system.
This inland waterway system is composed of a network of interconnected rivers and canals that serve as water highways
and is used to transport vast quantities of products annually. This waterway system extends approximately 26.000 miles, of
which 12,000 miles are generally considered significant for domestic commerce.

The Gull Coast region is a major hub for petroleum refining. Approximately two-thirds of United States refining
capacily expansion in the 1990s occurred in his region. The hydrocarbon refining proccess generales products and by-
products that require transportation in large quantitics [rom the refinery or processor. Convenient access 1o and use of this
watcrway sysicm by the petroleum and petrochemical industry is a major reason [or the current location of United Siates
relincrics and petrochemical facilitics. Recent growth in refining and natural gas processing capacily has increased (he
volume ol petroleum products and by-products transported within the Gull Coast region, which conscequently has increased
the need for transportation, storage and distribution [acilitics.

The marine transportation industry uses push boats and tugboats as power sources and tank barges for freight
capacity. The combination of the power source and tank barge freight capacity is called a tow.

Marine Fleet. We own a [lect of inland and offshore (ows that provide maring transportation of petroleum
products and by-products produced in oil relining and natural gas processing. OQur maring transporlation sysicm operalcs
coastwise along the Gulf of Mexico and on the United States inland waterway system, primarily between domestic ports
along the Gulf of Mexico [ntracoastal Waterway, the Mississippi River svstem and the Tennessee-Tombigbee Waterway
system. Our inland tows generally consist of one push boat and one to three tank barges, depending upon the horsepower
of the push boat, the river or canal capacity and conditions, and customer requirements. Each of our offshore tows consist
of one tghoat, with much greater horsepower than an inland push boat, and one large tank barge.
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We transport asphalt, fuel oil, gasoline, sulfur and other bulk liquids. The following is a sutmmary description of
the marine vessels we use in our maring transportation business:

Class of Equipment Number in Class Clapacity/Horsepower Description of Products Carried
Inland tank barges ...... 15 20,000 bbl and under Asphalt, crude oil, fuel oil,
gasoline and sulfur(1)
Inland tank barges ...... 22 20,000 - 30,000 bbl Asphalt. crude oil. fuel oil
and gasoline(1)
Inland push boats........ 18 800 - 3,800
horsepower
Offshore tank barges... 4 40,000 bbl and 95,000  Asphalt, fuel oil and NGLs
bbl
Offshore tugboats....... 4 3,200 - 7,200 N/A
horsepower

{1y One of our 15 inland tank barges with capacity of up to 20,000 bbl, and nine of our 22 inland tank barges with
capacity of 20.000 to 30,000 bbl, are specialized and equipped to transport asphalt.

Our largest marine transportation customers include major and independent oil and gas refining companies,
petroleum marketing companies and Martin Resource Management. We conduct our marine transportation services under
spot contracts and under term contracts that typically range from one to 12 months in length.

In order (o maintain a balance of pricing {lcxibilily and stable cash flow, we sirive (o mainlain an approprialc mix
ol spol versus lerm contracls, bascd on current market conditions,

We are a party 10 a marine transportation agreeiment effective Janvary 1, 2006 under which we provide marine
transportation services to Martin Resource Management on a spot-contraci basis at applicable market rates. This agreement
replaced a prior agreement between us and Martin Resource Management covering marine transportation services which
expired in November 2005, Effective each January 1, this agreement antomatically renews for consecutive one-year
periods unless either party terminates the agreement by giving written notice to the other party at least 60 days prior to the
expiration of the then-applicable term. The fees we charge Martin Resource Management are based on applicable market
rates.

Competition. We compete primarily with other marine transportaiion companies. The marine barging industry
has experienced significant consolidation in the past few vears. The toial number of tank barges and push boats that operate
in the inland waters of the Uniled States declined from approximately 4,200 in 1982 1o approximaiely 2,900 in 1993 and
has reduced 1o approximately 2,800 since 1993, We belicve the carlier decrease primarily resulted {rom:

» the increasing age of the domestic tank barge fleet, resnlting in retirements;

« areduction in tax incentives, which previously encouraged speculative construction of new equipment;

« slringent operating standards to adequately address safety and cnvironmental risks;

» the elimination of government programs supporting small refineries;

« anincrease in environmental regulations mandating expensive equipment modification; and

« more restrictive and expensive insurance.

There are several barriers to entry into the marine transportation industry that discourage the emergence of new
competitors. Examples of these barriers to entry include:

« signilicant starl-up capilal rcquircments;
» the costs and operational difficulties of complving with stringent safety and environmental regulations;

« the cost and dilTiculty in obtaining insurance; and
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«  the number and expertise of personnel required to support marine fleet operations,

We belicve the reduction of the number of tank barges, the consolidation among barging companics and the
significant barricrs to entry in the industry have resulted in a more stabilized and lavorable pricing environment {or our
maring transporlalion scrvices.

We believe we compete favorably with maity of our competitors. Historically, competition within the marine
transportation business was based primarily on price. However, we believe customers are placing an increased emphasis on
safety, environmental compliance, quality of service and the availability of a single source of supply of a diversified
package of services. In particular, we believe customers are increasingly seeking tramsportation vendors that can offer
marine, land, rail and terminal distribution services, as well as provide operaiional flexibility, safety, environmental and
financial responsibility, adequate insurance and quality of service consisient with the customer’s own operations and
policies. We operate a diversified asset base that, together with the services provided by Martin Resource Management,
enables us to offer our customers an integrated distribution network consisting of transportation, terminalling, distribution
and midstream logistical services for petroleum products and by-products.

In addition to competitors that provide marine transportation services, we also compete with providers of other
modes of transportation, such as rail tank cars, tractor-trailer tank trucks and, to a limited extent, pipelines. We believe we
offer a competitive advantage over rail tank cars and tractor-trailer tank trucks because marine transportation is a more
efficient, and generally less expensive, mode of transporting petroleum products and by-products. For example, a typical
two inland barge unit carries a volume of product equal to approximately 80 rail cars or 250 tanker trucks. Pipelines
generally provide a less expensive form of transportation than marine transportation. However, pipelines are not able to
transport most of the products we transport and are generally a less flexible form of transportation because they are limited
to the fixed point-to-point distribution of commodities int high volumes over extended periods of time.

Seusonality. The demand [or our maring transportation busingss 1s subject (0 some scasonalily [aclors, Our
asphalt shipments are generally higher during April through November when weather allows for elficient road
construction, However, demand (or maring transporiation of sulfur, fucl oil and gasoling is dircctly related (o production of
these products in (he oil relining and natural gas processing business, which is [airly stable.

Sulfur Services Segment

Industry Overview. Sulfur is a natural ¢lement and is required to produce a varicty of industrial products. In the
United States, approximately 11 million tons of sulfur is consuned annually, with the Tampa, Florida area being the largest
single markel. Currently, all sulfur produced in the United States is “recovered sullur,” or sulfur that is a by-product [rom
oil refinerics and natural gas processing plants. Sulfur production in the United States is principally located along the Gull
Coasl, along major inland waltcrways and in some arcas of the western United States.

Sulfur is an important plant nutrient and is used in the manufacture of phosphate fertilizers. Approximately 33%
of worldwide sulfur consumption is currently used for phosphate fertilizers, with the balance nsed for industrial purposes.
The primary application of sulfur in fertilizers occurs int the form of sulfuric acid. Burning sulfur creates sulfur dioxide,
which is subsequently oxidized and dissolved in water to create sulfuric acid. The sulfuric acid is then combined with
phosphate rock to make phosphoric acid. the base material for most high-grade phosphate fertilizers.

Sulfur-based fertilizers are manufactured chemicals containing nutrients known to improve the fertility of soils.
Nitrogen, phosphorus, potassium and sulfur are the four most important nutrients for crop growth. These nutrients are
found naturally in soils, However, soils used for agriculture become depleied of these nutrients and frequently require
fertilizers rich in these essential nutrients to restore fertility, The Fertilizer Institute has estimated that the earth’s soil
contains less than 20% of organic plant nutrients needed to meet worldwide food production needs. As a result, we believe
mineral fertilizer production will continue to be an important industrial market.

Industrial sulfur products (including sulfuric acid) are used in a wide variety of industries. For example, these
products are used in power plants. paper mills, auto and tire manufactaring plants, food processing plants, road
construction, cosmetics and pharmaceuticals. The largest consumers of industrial sulfur products are power plants, paper
mills and rmibber products manufacturers.

Our Operations and Products. 'We gather molicn sulfur from refiners, primarily located on the Gulfl Coast, and

from nalural gas proccssing plants, primnarily located in (he southwesicm United Stalcs. We transport sullur by inland and
oflshore barges. rail cars and trucks, In 2007, we handled approximaicly 1.7 million long tons of molten sulfur, In the U.S.
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recovered sulfur is mainly kept in liquid form from production to usage at a temperature of approximately 275 degrees
Fahrenheit, Because of the temperature requirement, the sulfur industry uses specialized equipment to store and transport
molten sulfur, We have the necessary transportation and storage assets and expertise to handle the unique requirements for
transportation and storage of molten sulfur for domestic customers,

The icrms ol our commercial sulfur contracts typically range from one 1o live years in length. The prices in such
contracts are usually tied to a published market indicator and fluctuate according to the price movement of the indicator.
We also provide barge transportation and tank storage to large integrated oil companies that produce sulfur and fertilizer
manufacturers that consume sulfur under transportation aitd storage contracts that range from three to five vears in
duration.

The sulfur prilling assets we acquired from the acquisition of Bay Sulfur in April 2005 are located at the Port of
Stockton in California and are used to process molten sulfur into pellets, These dry, bulk pellets are stored and loaded at
our facility at the Port of Stockton, The sulfur pellets are sold into certain U. S, and intemational agricultural markets, Our
facility at the Port of Stockton can process approxintately 1,000 metric tons of molten sulfor per day. In January 2007, we
complcted the construction ol a sullur priller at our Neches facility in Beawmonlt, Texas, This facility has the capacily lo
process approximalely 2,000 metric tons of molien sullur per day, Our sulfur prilling facilitics provide refiners with an
alicrnative markel for the salc of their residual sulfur.

On July 15, 2003, we acquired the remaining partnership interesis in CF Martin Sulphur, LP. (*CF Martin
Sulphur™) in which we owned a 49.5% interest since November, 2000 from CF Industries, Inc. and certain affiliates of
Martin Resource Management for $18.9 million. Prior to the acquisition, CF Martin Sulphur was managed and operated by
its general partner who was equally owned and controlled by certain affiliates of Martin Resource Management and CF
Industries. Subsequent to the acquisition, we control the management of CF Martin Sulphur and conduct its day to day
operations. These operation have been included in our consolidated financial statements and included in the financial
presentation of our sulfur services segment.

In lalc Scptember 2007, we completed construction of a sullurnic acid production facility at our Plainvicw, Toxas
location. This lacilily processcs molten sullur to produce approximaicly 500 short tons of sulfuric acid per day, Our
sulluric acid lacility provides our Plainvicw ferlilizer plant with an cconomical supply of sulluric acid and il uscs
approximalcly onc third of the sulluric acid produccd by the Plainview [acility. The remaining sulluric acid production is
sold to Martin Resource Management which markets the product to third pariics.

We entered the sulfur based fertilizer manufacturing business in 1990 through an acquisition. We acquired two
additional fertilizer manufacturing companies in 1998, Over the next iwo vears we expended significant resources to
replace and update facilities and other assets and to integrate each of the businesses into our business. These acquisitions
have subsequently increased the profitability of our fertilizer business. In December 2005, sulfur fertilizer production
capacity was added with the purchase of the net operating assets of A & A Fertilizer, Ltd. (“A & A Fertilizer™), This
production capacity is located at our Neches deep-water marine terminal near Beaumont, Texas,

Fertilizer and related sullur products are a natural extension of our molten sullur business because of our aceess 1o
sullur and our distribution capabilitics. These products allow us to leverage the sulfur scrvices segment of our busingss.
Our annual fertilizer and industrial sullur products sales have grown from approximately 62,000 lons in 1997 1o
approximalely 286,000 lons in 2007 as a result of acquisitions and intcrnal growth.

In the United States, fertilizer is generally sold to farmers throngh local dealers. These dealers are typically owned
and supplied by much larger wholesale distributors. We sell primarily to these wholesale distributors. as well as to a small
number of independent dealers throughout the United States. Our indusirial sulfur products are marketed primarily in the
casicrn Uniled Stales, where many paper manulaciurers and power plants arc located. Gur products arc sold in accordance
with price lists thal vary [rom state to state. These price lisis are updated periodically to reflect changes in scasonal or
compclilive prices. We transporl our [ertilizer and industrial sulfur products io our customers using third parly common
carriers, We utilize rail shipments for large volume and long distance shipiments where available.

We manufacture and market the following sulfur-based fertilizer and related sulfur products:
s Plant nutrient sulfur products. We produce plant nutrient and agricnltural groond sulfur products
at our two facilities in Odessa. Texas. We also produce plant nutrient sulfor at our facility in

Seneca, Illinois. Our plant nutrient suifur product is a 90% degradable sulfur product marketed
under the Disper-Sul® trade name and sold throughout the United States to direct application
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agricultural markets. Our agricultural ground sulfur products are used primarily in the western
United States on grapes and vegetable crops.

o Ammonivm sulfate products, NPK products and related blended products. We produce various
grades of ammonium sulfaic including coarse and standard grades, a 40% ammonium sulfalc
solution and a Kosher-approved [ood grade maicrial. We also produce nitrogen-phosphorus-
potassium products {commonly referred to as NPK products). Our NPK products are an
ammoniated phosphate fertilizer containing nitrogen, phosphorns and potash that we manufacture
so all particles have a uniform composition. These products primarily serve direct application
agricultural markets within a 400-mile radius of our manufactoring plant in Plainview, Texas. We
blend our ammonium sulfate to make custom grades of lawn and garden fertilizer at our facility in
Salt Lake City, Utah. We package these custom grade producis under both proprietary and private
labels and sell them to major retail distributors, and other retail customers, of these products.

s  Industrial sulfur products. We produce industrial sulfur products such as emulsified sulfur,
clemental pastille sulfur, and industrial ground sulfur producis. We produce emulsilicd sulfur at
our Texarkana, Texas lacility, Emulsificd sulfur is primarily uscd (o control the sulfur conilent m
the pulp and paper manufacluring processcs, We produce clemental pastille sulfur at our two
Odessa, Texas lacilitics and at our Seneca, [linois facility, Elcmental pastille sulfur is used (o
increase the efficiency of the coal-fired precipitators in the power industry. These industrial
ground sulfur products are also used in a variety of dusting and wettable sulfur applications such
as rubber manufacturing, fungicides, sugar and animal feeds.

s Liguid sulfur products. We produce ammonium thiosnlfate at our Neches terminal location in
Beaumont, Texas. This agricultural sulfur product is a clear liguid containing 12% nitrogen and
26% sulfur. This product serves as a liquid plant nutrient nsed directly through spray rigs or
irrigation systems. It is also blended with other NPK liguids or suspensions as well. Our market is
predominantly the Mid South and Coastal Bend area of Texas.

Qur Sulfur Services Facilities.

We lease approximately 180 railcars equipped to transport molien sulfur, We own the following major marine
assets and use them to ship molten sulfur from our Beaumont, Texas terminal to our Tampa, Florida terminal;

Asset Class of Equipment Capacity/Horsepower Products Tramsported
Margaret Sue............... Offshore tank barge 10,450 long tons Molten sulfur
M/V Martin Explorer...  Offshore tugboat 7,200 horsepower  N/A
M/V Martin Express ... Inland push boat 1,200 horscpower  N/A
MGM 101 .................. Inland tank barge 2,450 long tons Molten sulfur
MGM 102 ... Inland tank barge 2,430 long tons Molten sulfur

As of December 31, 2007, we owned the following tanks as part of our sulfur services business:

T'erminal Location Tanks(iy _Total Agoregate (‘apacity Products Stored
Tampa (1).... Tampa. Florida I 16,000 long tons Molien sullur
Stanolind (1)  Beawmont, Texas 2 30,000 long tons Molten sulfur

1) These tanks were transterred to our terminalling and storage business segnient in January 2008,

We own the following sulfur prilling facilities as part of our sulfur services business:

Terminal Location Daily Production Capaeity Products Stored

Stocklon..,  Stockton, California 1,000 metric tons per day  Molien and prilled sulfur
Neches..... Beaumont. Texas 2,000 metric tons per day  Molten and prilled sulfur

We own the following manufacturing plants as part of our sulfur services business:
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Facility Location Capacity Description

Fertilizer plants (two)............... Odcssa, Texas 70,000 tons/ycar Dry sulfur lertilizer production
Fertiliverplant ..., Sencea, [llinois 36,000 tons/ycar Dry sulfur lertilizer production
Fertiliverplant ..., Plainvicw Texas [80,000 tons/ycar  Fertilizer production

Fertilizer plant ........................ Salt Lake City, Utah 25,000 tons/vear Blending and packaging
Fertilizer plant ........................ Beaumont, Texas 70,000 tons/vear Liquid sulfur {ertilizer production
Industrial sulfur plant............... Texarkana, Texas 18,000 tons/vear Emulsified sullur production
Sulluric acid plant.................... Plainvicw Texas 150,000 tons/vear  Sulfuric acid production

Competition. Seven phosphate fertilizer manufacturers together consnme a vast majority of the total United
States production of sulfur. These companies buy from resellers as well as directly from producers. We own one of the four
vessels currently used to transport molten sulfur between United States poris on the Gulf of Mexico and Tampa, Florida.
Our primary competition consists of producers that sell their production directly to a fertilizer manufacturer that has its
own transportation assets or foreign suppliers from Mexico or Venezuela that may sell into the Florida market. Our
sulfuric acid products compete with regional producers and importers in the South and Southwest portion of the U.S. from
Louisiana to California. Qur sullur-bascd fertilizer products compete with several large lertilizer and sulfur products
manulacturers, Howcever, the closc proximily of our manufacturing planis 1o our cusiomer basc is a compelilive
advaniage lor us in the marketls we scrve and allows us to minimire freight costs and respond quickly lo customer
requesls.

Seasonality. Sales of our agricultural fertilizer products are partly seasonal as a result of increased demand during
the growing season.

Our Relationship with Martin Resource Management
Martin Resource Management is engaged in the following principal business activities:
«  providing land transportation of various liquids using a fleet of trucks and road vehicles and road trailers;
« disiributing lucl oil, asphalt, sulluric acid, marinc fucl and oiher liquids;

»  providing marine bunkering and other shore-based marine services in Alabama, Louisiana, Mississippi and
Texas:

« operating a small crude oil gathering business in Stephens, Arkansas;

« operating a lube oil processing [acility in Smackover, Arkansas;

» operating an underground NGL storage facility in Arcadia, Louisiana;

« developing an underground natural gas storage facility in Arcadia, Louisiana;
» supplying employees and services for the operation of our business;

« operating, for its account and our account, the docks, roads. loading and unloading facilities and other
common use facilities or access routes at our Stanolind ferminal;

« opcrating, solely lor our account, an NGL truck loading and unloading and pipeline distribution terminal
in Mont Belvieu, Texas: and

« operating. solely for our account, the asphalt facilities in Omaha, Nebraska.

We arc and will continuc (o be closcly affiliated with Martin Resource Management as a resull of the lollowing
relationships,

Chvnership

Martin Resource Management owns an approxinate 34.9% limited partnership interest and a 2% general
partnership interest in us and all of our incentive distribution rights.
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Management

Martin Resource Management directs our business operations through its ownership and conirol of our general
partmer. We benefit from our relationship with Martin Resource Management through access to a significant pool of
managentent expertise and established relationships throughout the energy industry. We do not have emplovees.
Martin Resource Managemenlt caployees are responsible for conducting our busingss and opcerating our asscls on our
behalll

Related Party Agreements

We are a parly 1o an omnibus agreement with Martin Resource Management. The omnibus agreement requires
us to reimbursc Martin Resource Management for all direct expenses it incurs or payients it makes on our behall or in
conncction with the operation ol our business, We reimbursed Martin Resource Management for $33.9 million of direct
cosls and expenses for ihe twelve months ended December 31, 2007 compared (o $49.1 willion for the twelve mwonihs
ended December 31, 2006, There is no monetary limitation on the amouni we are required 1o reimburse Marlin
Resource Management for direct expenses.

In addition to the direct expenses, under the onmibus agreement, the reimbursement amount that we are
required to pay to Martin Resource Management with respect to indirect general and administrative and corporate
overhead expenses was capped at $2.0 mullion. This cap expired on November 1, 2007, Effective January 1, 2008, the
Conflicts Committee of our general partner approved a reimbursement amount for indirect expenses of $2.7 million for
the vear ending December 3 1. 2008 which is not expected to cover all of the indirect general and administrative and
corporate overhead expenses attributable to the Services provided to us. We reimbursed Martin Resource Management
for $1.5 million of indirect expenses for the twelve months ended December 31, 2007 and 2006. These indirect
expenses covered a portion of the centralized corporate functions Martin Resource Management provides for us, such as
accounting, treasury, clerical billing, information technology, administration of insurance, general office expenses and
employee benefit plans and other general corporate overhead functions we share with Martin Resource Management
retained businesses. The omnibus agreement also contains significant non-compete provisions and indemnity
obligations. Marlin Resource Management also licenses certain of iis trademarks and trade namcs (o us under the
omnibus agreement.

In addition Lo the omnibus agreement, we and Martin Resource Management have entered into various other
agreements that arc not the result of arm’s-length negotiations and consequently may not be as favorable 1o us as they
might have been il we had negotiated them with unaffiliated third parties. The agreements include, but arc not limited
{o, a molor carricr agreement, a lerminal services agreement, a maring transporiation agreement, a product storage
agrecment, a product supply agrecment, a throughpui agrecment, and a Purchaser Usc Easement, Ingress-Egress
Eascmenl and Utility Facilitics Easement. Pursuant 1o the terms of the omnibus agrecment, we arc prohibited from
enlering into cerlain malcrial agreements with Martin Resource Management without the approval of the conflicls
commilice ol our general partner’s board of directors.

For a more comprehensive discussion concerning the omnibos agreement and the other agreements that we
have entered into with Martin Resource Management, please see “Item 13. Certain Relationships and Related
Transactions — Agreements.”

Commercial

We have been and anticipate that we will continue to be both a significant customer and supplier of products
and services offered by Martin Resource Management, Our mofor carrier agreement with Martin Resource Management
provides us with access to Martin Resource Management’s fleet of road vehicles and road trailers to provide land
{ransporiation in the arcas served by Martin Resource Management, Our ability (o utilivze Martin Resource
Management’s land transportation operations is currently a key componeni of our integrated distribution nctwork,

We also use the underground storage facilities owned by Martin Resource Management in our natural gas
services operations. We lease an underground storage facility from Martin Resource Management in Arcadia, Louisiana
wilh a slorage capacity of 2.0 million barrcls. Qur usc of this siorage facilily gives us grealer [exibility in our
opcrations by allowing us 10 store a sufficicnt supply of product during times ol decrcascd demand lor use when
demand increases.

In the aggregate. our purchases of land transportation services, NGL storage services, sulfuric acid and lube oil
product purchases and sulfur services payroll reimbursements from Martin Resource Management accounted for
approximately 12%, 14% and 7% of our total cost of products sold during the vears ended December 31, 2007, 2006
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and 2005, respectively. We also purchase marine fuel from Martin Resource Management, which we account for as an
operating expense.

Correspondingly, Martin Resource Management is one of our significant customers. It primarily uses our
terminalling, marine transportation and NGL distribution services for its operations. We provide terminalling and
storage services under a terminal services agreement. We provide marine transportation services to Martin Resource
Management under a charter agreement on a spot-contract basis at applicable market rates. Our sales to Martin
Resource Management accounted for approximately 6%, 4% and 5% of our total revenues for the years ended
December 31, 2007, 2006 and 2005, respectively. In connection with the closing of the Tesoro Marine asset acquisition
in 2003, we entered into certain agreements with Martin Resource Management pursuant to which we provide
terminalling and storage and marine transportation services to Midstream Fuel and Midstream Fuel provides terminal
services to us to handle lubricants, greases and drilling fluids.

For a more comprehensive discussion concerning these commercial agreements that we have entered into with
Martin Resource Management, please see “Item 13. Certain Relationships and Related Transactions -- Agreements.”

Approval and Review of Related Party Transactions

If we contemplate entering into a transaction, other than a routine or in the ordinary course of business
transaction, in which a related person will have a direct or indirect material interest, the proposed transaction is
submitted for consideration to the board of directors of our general partner or to our management, as appropriate. If
the board of directors is involved in the approval process, it determines whether to refer the matter to the Conflicts
Committee of our general partner's board of directors, as constituted under our limited partnership agreement. If a
matter is referred to the Conflicts Committee, it obtains information regarding the proposed transaction from
management and determines whether to engage independent legal counsel or an independent financial advisor to advise
the members of the committee regarding the transaction. If the Conflicts Committee retains such counsel or financial
advisor, it considers such advice and, in the case of a financial advisor, such advisor’s opinion as to whether the
transaction is fair and reasonable to us and to our unitholders.

Our Relationship with CF Martin Sulphur, L.P.

On July 15, 2005, we acquired all of the remaining limited partnership interests in CF Martin Sulphur from CF
Industries, Inc. and certain affiliates of Martin Resource Management. Prior to this transaction, our unconsolidated non-
controlling 49.5% limited partnership interest in CF Martin Sulphur, was accounted for using the equity method of
accounting. In addition, on July 15, 2005, we acquired all of the outstanding membership interests in CF Martin Sulphur’s
general partner. Subsequent to the acquisition, CF Martin Sulphur was a wholly owned partnership which is included in
the consolidated financial presentation of our sulfur segment. Effective March 30, 2006, CF Martin Sulphur was merged
nto us.

Prior to July 15, 2005, we were both an important supplier to and customer of CF Martin Sulphur. We chartered
one of our offshore tug/barge tanker units to CF Martin Sulphur for a guaranteed daily rate, subject to certain adjustments.
This charter, which had an unlimited term, was terminated on November 18, 2005. CF Martin Sulphur paid to have this
tug/barge tanker unit reconfigured to carry molten sulfur. In the event CF Martin Sulphur had terminated this charter
agreement, we would have been obligated to reimburse CF Martin Sulphur for a portion of such reconfiguration costs. As
a result of the July 15, 2005 acquisition of all the outstanding interests in CF Martin Sulphur, this contingent obligation was
terminated.

Insurance

Loss of, or damage to, our vessels and cargo is insured through hull and cargo insurance policies. Vessel
operating liabilities such as collision, cargo, environmental and personal injury are insured primarily through our
participation in mutual insurance associations and other reinsurance arrangements, pursuant to which we are potentially
exposed to assessments in the event claims by us or other members exceed available funds and reinsurance. Protection and
indemnity, or P&I, insurance coverage is provided by P&I associations and other insurance underwriters. Our vessels are
entered in P&I associations that are parties to a pooling agreement, known as the International Group Pooling Agreement,
or the Pooling Agreement, through which approximately 95% of the world’s commercial shipping tonnage is reinsured
through a group reinsurance policy. With regard to collision coverage, the first $1.0 million of coverage is insured by our
hull policy and any excess is insured by a P&I association. We insure our owned cargo through a domestic insurance
company. We insure cargo owned by third parties through our P&I coverage. As a member of P&I associations that are
parties to the Pooling Agreement, we are subject to supplemental calls payable to the associations of which we are a
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member. based on our claims record and the other members of the other P&I associations that are parties to the Pooling
Agreement, Except for our marine operations, we self-insure against liability exposure up to a pre-detenmnined amount,
beyond which we are covered by catastrophe insurance coverage.

For marinc pollution claims, our insurance covers up to $1.0 billion of liability per accident or occurrence and lor
non-pollution incidents, our insurance covers up to $2.0 billion of liability per accident or occurrence. We believe our
current insurance coverage is adequate to protect us against most accident related risks involved in the conduct of our
business and that we maintain appropriate levels of environmental damage and pollution insurance coverage. However,
there can be no assurance that all risks are adequately insured against. that any particular claim will be paid by the insurer,
or that we will be able to procure adequate insurance coverage at commercially reasonable rates in the fiture.

Environmental and Regulatory Matters

Our activities are subject to various federal, state and local laws and regulations, as well as orders of regulatory
bodies, governing a wide variety of matters, including marketing, production, pricing, community right-to-know,
protection of the environment. safety and other matters.

Environmental

We are subject to complex federal, state, and local environmental laws and regulations governing the discharge of
materials into the environment or otherwise relating to protection of human health, natural resources and the environment.
These laws and regulations can impair our opetations that affect the environment in many ways, such as requiring the
acquisition of permits to conduct regulated activities;, restricting the manner in which we can release materials into the
environment; requiring remedial activities or capital expenditures to mitigate pollution from former or current operations:
and imposing substantial liabilities on us for pollution resuiting from our operations. Many envirommental laws and
regulations can impose joint and several. strict liability, and any failure to comply with envirommental laws and regulations
may result in the assessment of administrative. civil, and criminal penalties, the imposition of investigatory and remedial
obligations, and. in some circumstances, the issuance of injunctions that can limit or prohibit our operations.

The clcar (rend in environmental regulation is (o place more resirictions and limitations on activitics thal may
alfect the environment, and, thus, any changes in environmental laws and regulations that resull in more stringent and
costly wastc handling, storage, transporl, disposal, or remediation requirgiments could have a material adverse effect on our
operations and linancial position. Morcover, there is inherent risk of incurring significant cnvironmental costs and
liabilitics in the performance ol our operations duc to our handling of petroleum hydrocarbons, chemical substances, and
wastes as well as the accidental release or spill of such materials into the environment. Consequently, we cannot assure you
that we will not incur significant costs and liabilities as result of such handling practices. releases or spills. including those
relating to claims for damage to property and persons. In the event of future increases in costs, we may be unable to pass
on those increases to our customers. While we believe that we are in substantial compliance with current environmental
laws and regulations and that continued compliance with existing requirements would not have a material adverse impact
on us, we cannot provide any assurance that our enviromunental compliance expenditures will not have a material adverse
impact on us in the future.

Superfund

The Federal Comprehensive Environmental Response, Compensation and Liability Act, as amendced,
(FCERCLA™), also known as the “Superfund” law, and similar state laws, imposc liability withoul regard to fault or the
legality of the original conduct, on certain classes of “responsible persons,” including the owner or operator ol a sile where
regulated havardous substances have been released into the environment and companies that disposed or arranged for the
disposal of the hazardous substances found at such site. Under CERCLA, these responsible persons may be subject to joint
and several, strict liability for the costs of cleaning up the hazardous substances that have been released into the
environment. for damages to natural resources, and for the costs of certain health studies, and it is not uncommon for
neighboring landowners and other third parties to file claims for personal injury and property damage allegedly caused by
the release of hazardous substances into the enviromnent. Although certain hydrocarbons are not subject to CERCLA’s
reach because “petroleum” is excluded from CERCLA s definition of a “hazardous substance,” in the course of our
ordinary operations we will generate wastes that may fall within the definition of a “hazardouns substance.” We have not
received any notification that we may be potentially responsible for cleanup costs under CERCLA,
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Solid Waste

We generate both hazardous and nonhazardous solid wastes which are subject to requirements of the federal
Resource Conservation and Recovery Act, as amended (“RCRA”) and comparable state statutes. From time to time, the
U.S. Environmental Protection Agency (“EPA”) has considered making changes in nonhazardous waste standards that
would result in stricter disposal requirements for these wastes. Furthermore, it is possible some wastes generated by us that
are currently classified as nonhazardous may in the future be designated as “hazardous wastes,” resulting in the wastes
being subject to more rigorous and costly disposal requirements. Changes in applicable regulations may result in an
increase in our capital expenditures or operating expenses.

We currently own or lease, and have in the past owned or leased, properties that have been used for the
manufacturing, processing, transportation and storage of petroleum products and by-products. Solid waste disposal
practices within oil and gas related industries have improved over the years with the passage and implementation of
various environmental laws and regulations. Nevertheless, a possibility exists that hydrocarbons and other solid wastes
may have been disposed of on or under various properties owned or leased by us during the operating history of those
facilities. In addition, a number of these properties have been operated by third parties over whom we had no control as to
such entities’ handling of hydrocarbons, hydrocarbon by-products or other wastes and the manner in which such
substances may have been disposed of or released. State and federal laws and regulations applicable to oil and natural gas
wastes and properties have gradually become more strict and, under such laws and regulations, we could be required to
remove or remediate previously disposed wastes or property contamination, including groundwater contamination, even
under circumstances where such contamination resulted from past operations of third parties.

Clean Air Act

Our operations are subject to the federal Clean Air Act, as amended, and comparable state statutes. Amendments
to the Clean Air Act adopted in 1990 contain provisions that may result in the imposition of increasingly stringent pollution
control requirements with respect to air emissions from the operations of our terminal facilities, processing and storage
facilities and fertilizer and related products manufacturing and processing facilities. Such air pollution control requirements
may include specific equipment or technologies to control emissions, permits with emissions and operational limitations,
pre-approval of new or modified projects or facilities producing air emissions, and similar measures. For example, the
Mont Belvieu terminal we use is located in an EPA-designated ozone non-attainment area, referred to as the Houston-
Galveston non-attainment area, which is now subject to a new, EPA-adopted 8-hour standard for complying with the
national standard for ozone. Categorized as being in “moderate” non-attainment for ozone, the Houston-Galveston non-
attainment area has until 2010 to achieve compliance with this new standard, which almost certainly will require the
adoption of more restrictive regulations in this non- attainment area for the issuance of air permits for new or modified
facilities. In addition, existing sources of air emissions in the Houston-Galveston area are already subject to stringent
emission reduction requirements. Failure to comply with applicable air statutes or regulations may lead to the assessment
of administrative, civil or criminal penalties, and/or result in the limitation or cessation of construction or operation of
certain air emission sources. We believe our operations, including our manufacturing, processing and storage facilities and
terminals, are in substantial compliance with applicable requirements of the Clean Air Act and analogous state laws.

Global Warming and Climate Change. Recent scientific studies have suggested that emissions of
certain gases, commonly referred to as “greenhouse gases” and including carbon dioxide and methane, may be
contributing to warming of the Earth’s atmosphere. In response to such studies, the U.S. Congress is actively
considering climate change-related legislation to restrict greenhouse gas emissions. At least 17 states have already
taken legal measures to reduce emissions of greenhouse gases, primarily through the planned development of
greenhouse gas emission inventories and/or regional greenhouse gas cap and trade programs. Also, as a result of the
U.S. Supreme Court’s decision on April 2, 2007 in Massachusetts, et al. v. EPA, the EPA must consider whether it is
required to regulate greenhouse gas emissions from mobile sources (e.g., cars and trucks) even if Congress does not
adopt new legislation specifically addressing emissions of greenhouse gases. The Court's holding in Massachusetts that
greenhouse gases fall under the federal Clean Air Act's definition of "air pollutant" may also result in future regulation
of greenhouse gas emissions from stationary sources under various Clean Air Act programs. New legislation or
regulatory programs that restrict emissions of greenhouse gases in areas in which we conduct business could adversely
affect our operations and demand for our services.

Clean Water Act

The Federal Water Pollution Control Act, as amended, also known as the Clean Water Act, and analogous state
laws impose restrictions and controls on the discharge of pollutants into federal and state waters. Regulations promulgated
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undler these laws require entities that discharge into federal and state waters obtain National Pollutant Discharge
Elimination System (“NPDES”) and/or state permits authorizing these discharges. The Clean Water Act and analogous
state laws assess penalties for releases of unauthorized pollutants into the water and impose substantial liability for the
costs of removing spills from such waters, In addition, the Clean Water Act and analogous state laws require that
individual permits or coverage under general permnits be obtained by covered facilities for discharges of storm water runoff
and that applicablce [acilitics develop and implement plans for the manageinent of storm waler runolT (referred (o as slorm
watcr pollution prevention plans or “SWPPPs™) as well as [or the prevention and control of oil spills (relerred 1o as spill
prevention, control and countermecasure or “SPCCT plans). As part of the regular overall evaluation of our on-going
opcralions, we arc reviewing and, as necessary, updating SWPPPs for certain of our flacilitics, including facilitics recently
acguired. In addition, we have reviewed our SPCC plans and, where necessary, amended such plans to comply with
applicable regulations adopted by EPA in 2002, We believe that compliance with the conditions of such permits and plans
will not have a material clfect on our opcrations.

il Pollution Act

The Oil Pollution Act of 1990, as amended (“"OPA™) immposcs a varicly of regulations on “responsible parlics™
related (o the prevention ol oil spills and liability for damages resulting from such spills in Uniled Statcs walers, A
“responsible parly” includes the owner or operator of a lacility or vessel, or the 1essee or permitiee of the area in which an
offshore facilily s located. The OPA assigns liability to cach responsible party for oil removal costs and a varicly of public
and private damages including natural resource damages. Under OPA | vessels and shore facilities handling, storing. or
transporting oil are required to develop and implement oil spill response plans, and vessels greater than 300 tons in weight
must provide to the United States Coast Guard evidence of financial responsibility to cover the costs of cleaning up oil
spills from such vessels. The OPA also requires that all newly construcied tank barges engaged in oil transportation in the
United States be double hulled and all existing single hull tank barges be retrofitted with double hulls or phased out by
2013. We believe we are in substantial compliance with all of these oil spill-related and financial responsibility
requirements.

Safely Regulation

The Company’s maring (ransportation operations are subject 10 regulation by the United States Coast Guard,
[cderal laws, staic laws and certain inlernational treatics. Tank ships, push boals, tugboats and barges arc required 10 meet
construction and repair standards established by (he American Burcau of Shipping, a privale organivation, and (he United
States Coast Guard and to meet operational and safety standards presently established by the United States Coast Guard.
We believe our marine operations and our terminals are in substantial compliance with current applicable safety
requirements.

Occupational Health Regulations

The workplaces associated with our manulaciuring, processing, terininal and storage [acilitics arc subject 1o the
requirements ol the lederal Occupational Salety and Health Act (“OSHA™) and comparable stale statutes. We belicve we
have conducted our operations in substantial compliance with OSHA requircinents, including general industry standards,
record keeping requirements and moniloring of occupational exposurc 1o regulated substances. In May 2001, Marlin
Resource Management paid a small [inc in relation to the scitlement of alleged OSHA violations at our facility in
Plainvicw, Texas. Although we believe the amount of this finc and the nature of these violations were not, as an individual
cvenl, maierial 1o our business or operations, this violation may result in increased fines and other sanctions il we are ciled
[or similar violations in the future. Our maring vessel operations are also subject 1o salely and operational standards
established and monitored by the United States Coast Guard.

In general, we expect o ingreasc our expenditures relating 1o compliance with likely higher industry and
rcgulatory safety standards such as those described above. These expenditures cannot be accurately cstimaled at this time,
bul we do not expeel them to have a matenial adverse cfiect on our busingss,

Jomes Act

The Jones Act is a federal law that restricts maritime transportation between locations in the United States to
vessels built and registered in the United States and owned and manmned by United States citizens. Since we engage in
maritime transportation between locations in the United States, we are subject to the provisions of the law. As a result, we
are responsible for monitoring the ownership of our subsidiaries that engage in maritime transportation and for taking any
remedial action necessary to insure that no violation of the Jones Act ownership restrictions occurs. The Jones Act also
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requires that all United States-flag vessels be manned by United States cifizens, Foreign-flag seamen generally receive
lower wages and benefits than those received by United States citizen seamen. This requirement significantly increases
operating costs of United States-flag vessel operations compared o foreign-flag vessel operations, Certain foreign
govermments subsidize their nations” shipyards. This results in lower shipyard costs both for new vessels and repairs than
those paid by United States-flag vessel owners, The United States Coast Guard and American Bureau of Shipping maintain
the most stringent regime of vessel inspection in the world, which tends (o result in higher regulatory compliance costs {or
Uniled Staies-lag operators than lor owners of vessels regisiered under forcign Nags of convenicnce. Following Hurricane
Katrina, and again aficr Hurricanc Rita. cmergency suspensions of the Jones Act were cffcctuated by the United States
governunenl. The last suspension ended on Oclober 24, 2005, Fulure suspensions of the Jones Act or other similar actions
could adverscly afTect our cash llow and ability to make distributions 1o our unitholdcrs.

Merchant Marine Act of 1936

The Merchant Marine Act of 1936 is a federal law that provides that, upon proclamation by the president of the
Unifed States of a national emergency or a threat to the national security, the United States secretary of transportation may
requisition or purchase any vessel or other waltercrafl owned by United Staics citivzens (including us, provided thal we are
considered a United States citizen lor this purpose). If one of our push boais, (ugboats or tank barges were purchascd or
requisitioned by the Uniled States government under (his law, we would be entitled Lo be paid the fair markel valuc of the
vessel in the case of a purchasc or, in the casc of a requisition, the fair market valuc of charter hire. However, if onc of our
push boats or tugboats is requisitioned or purchased and its associated tank basge is lefi idle. we would not be entitled to
receive any compensation for the lost revenues resulting from the idled barge. We also would not be entitled to be
compensated for any consequential damages we suffer as a result of the requisition or purchase of any of our push boats,
tugboats or tank barges.

Regulations Affecting Natural Gas Transmission, Processing and Gathering

We own a 50% non-opcrating interest in PIPE. PIPE’s Fishhook Gaihering System transports natural gas in
interstale commeree and is thus subject to FERC regulations and FERC-approved tan(Ts as a natural gas company undcr
the National Gas Act of 1938 (the "NGA™). Under the NGA, FERC has issucd orders requiring pipelines (o provide open-
access transporiation on a basis that is cqual for all shippers. In addition, FERC has the authority 10 regulale natural gas
companics with respect 10 rates, (erms and conditions of service; the types of services PIPE may provide 1o ils cusiomers;
the construction of new [acilitics; (he acquisition, exicnsion, expansion or abandonment of services or [acilitics; the
maintenance and retention of accounts and records; and relationships of affiliated companies involved in all aspects of the
natural gas and energy business.

On August 8, 2005, President Bush signed into law the Domenici-Barton Energy Policy Act of 2005 (the “EP
Act™). The EP Act is a comprehensive compilation of tax incentives, authorized appropriations for grants and guaranteed
loans, and significant changes to the statutory policy that affects all segments of the energy industry. With respect (o
regulation of natural gas transportation, the EP Act amends the NGA and the Natural Gas Policy Act of 1978 by increasing
the criminal penalties available for violations of each act. The EP Act also adds a new section to the NGA which provides
FERC with the power to assess civil penalties of up to $1,000,000 per day per violation of the NGA.

Additional proposals and proceedings that might affect the natural gas industry are pending before Congress,
FERC and the courts. However, we do not believe that we will be disproportionately alfected as compared (o other natural
gas produccrs and markcters by any action laken. We belicve that our natural gas gathering operations meel (the (ests FERC
uscs 1o cstablish a pipeling’s status as a gatherer exempt from FERC regulation under the NGA, but FERC regulation still
affects these businesses and the markets for products derived from these businesses. FERC’s policies and practices across
the range of its oil and natural gas regulatory activities, including, for example, its policies on open access transportation,
ratemaking, capacity release and market center promotion, indirectly affect intrastate markets. In recent years, FERC has
pursued pro-competitive policies in its regulation of interstate oil and natural gas pipelines. However, we cannot assure our
unitholders that FERC will continue this approach as it considers matters such as pipelineg rates and mles and policies that
may affect rights of access to oil and natural gas transportation capacity. In addition, the distinction between FERC-
regulated transmission services and federally unregulated gathering services has been the subject of regular litigation, so, in
such a circumstance, the classification and regulation of some of our gathering facilities and intrastate transportation
pipelines may be subject to change based on future determinations by FERC and the courts.

Other stalc and local regulations also afTect our natural gas processing and gathering business, Our gathering lincs

arc subject 1o ratable take and common purchascr statutes in Louisiana and Texas, Ratable take statules generally require
gatherers to take, without undue discrimination, oil or natural gas production that may be tendered to the gatherer for

24 -



handling, Similarly, common purchaser statutes generally require gatherers to purchase without undue discrimination as (o
source of supply or producer. These statutes restrict our right as an owner of gathering facilities to decide with whom we
contract to purchase or tramsport oil or natural gas. Federal law leaves any economic regulation of natural gas gathering to
the states. The states in which we operate have adopted complaint-based regulation of 01l and natural gas gathering
activities, which allows oil and natural gas producers and shippers to file complaints with state regulators in an effort to
resolve gricvances relating (o oil and natural gas gathering access and rate discrimination. Other state regulations may not
dircctly regulalc our business, bul may nonctheless afleet the availability of natural gas for purchase, processing and salc,
including state regulation ol production rates and maximum daily production allowable from gas wells. While our
gathcring lings currently arc subject (o limited stale regulation, there is a risk that stalc laws will be changed. which may
give produccrs a stronger basis to challenge proprictary status of a ling, or the raics, icrms and conditions of a gathering
linc providing transportation scrvicc.

Pursuant to the Pipeline Safety Improvement Act of 2002, the United States Departiment of Transportation
("DOT™) has adopted regulations requiring pipeline operators fo develop integrity management programs for {ransportation
pipelines located where a leak or rupture could do the most harn in “high consequence arcas.” The regulations require
opcralors 10:

« perform ongoing assessments of pipeline integrity;

» identify and characterize applicable threats to pipeline segments that could impact a high consequence
area;

« improve data collection, integration and analysis;
«  repair and remediate the pipeline as necessary, and
« implement preventive and miligating actions.

Employees

We do not have any employees, Under our ommibus agrecmenit with Martin Resource Management, Marlin
Resource Management provides us with corporate stafl and support services. These services include centralized corporale
[unctions, such as accounling, (reasury, cnginecring, information technology, insurance, administration of cmplovee
benefit plans and other corporale services. Martin Resource Management cinplovs approximaicly 530 individuals who
provide direct support to our operations. Nonc of ihiese ciployees are represented by labor unions.

Financial Information about Segments

Information regarding our operating revemues and identifiable assets attributable to each of our segments is
presented in Note 20 to our consolidated financial statements included in this annual report on Form 10-K.

Access to Public Filings

We provide public access (0 our annual reports on Form 10-K, quarterly reports on Form 10-(), currenl reports on
Forin 8-K., and amendmenis to these reports filed with the Securitics and Exchange Commission ("SEC™) under (he
Sccuritics and Exchange Act of 1934, These documents may be accessed free of charge on our websilte al the [ollowing
address: www.martinmidstream.com. These documents arc provided as soon as is reasonably practicable afier their {iling
with the SEC. These documents may also be found at the SEC’s website at www.sce.gov. This website address is intended
Lo be an inaclive, textual reference only, and none of the matcerial on this websile is part of this report.

Iicm 1A. Risk Factors

Limited partner interesty ave inherently different firom the capital stock of a corporation, alihough mony of the
business visks to which we are subject ave similar (o those that would be faced by a corpovation engaged in a business
similar to ours. [f anv of the following risks were actually to occur, our business, financial condifion or results of
operations could be matevially adversely affected. In this case, we might not be able fo pay disivibulions on owr
common units, the irading price of our common units could decline and unitholders could lose all or part of theiv
investment. These visk faciors should be read in conjunction with the other detailed information concerning us sel jorth
herein.
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Risks Relating to Our Business

Important lactors that could cause actual results to differ materially from our cxpeclations include, bul arc not
limited 1o, the risks sct forth below. The risks described below should not be considered 1o be comprehensive and all-
inclusive. Additional rigks that we do nol yet know of or that we currently think are inmmaterial may also impair our
busincss operations, financial condition and results of operations. [T any cvenis occur that give rise 1o the following rigks,
our business, financial condition, or results of operations could be materially and adversely affected, and as a result, the
trading price of our common units could be materially and adversely impacted. Many of such factors are beyond our ability
to control or predict. Unitholders are cautioned not to put undue reliance on forward-looking statements.

We may not have sufficient cash after the establishment of cash reserves and payment of our general partner’s
expenses to enable us to pay the minimum quarterly distribution each quarter.

We may not have sulficicnt available cash cach quarter in the fuiurc 1o pay the minimum quarterly distribution on
all our units. Under the terms of our partnership agrecmeni, we must pay our general partner’s expenses and set aside any
cash reserve amounts before making a distribution to our unitholders. The amount of cash we can distribute on owr
common units principally depends upon the amount of net cash generated from our operations, which will fluctuate from
quarter to quarter based on, among other things:

« the costs of acquisitions, if any;

« the prices of petroleum products and by-products;

» fluctuations in our working capital;

« the level of capital expenditures we make;

« restrictions contained in our debt instruments and our debi service requirements;

« our ability to make working capital borrowings under our credit facility; and

« the amount, il any, ol cash reserves established by our general partner in its discrction,

Unitholders should also be aware that the amount of cash we have available for distribution depends primarily on
our cash flow. including cash flow from working capital borrowings, and not solely on profitability, which will be affected
by non-cash items. In addition, our general partner determines the amonnt and timing of asset purchases and sales, capital
expenditures, borrowings. issuances of additional partnership securities and the establishment of reserves, each of which
can affect the amount of cash available for distribution to our unitholders. As a result, we may make cash distributions
during periods when we record losses and may not make cash distributions doring periods when we record net income.

Adverse weather conditions, including droughts, hurricanes, tropical storms and other severe weather, could reduce
our results of operations and ability to make distributions to our unitholders.

Our distribution network and operations are primarily concentrated in the Gull Coasl region and along (he
Mississippi River inland walcrway. Weather in these regions is sometimes severe (including tropical storms and
hurricancs) and can be a major [actor in our day-lo-day operations. Qur marinc transportalion operations can be
significantly delayved, impaircd or postponed by adverse weather conditions, such as fog in the winler and spring months,
and certain river conditions. Additionally, our marinc transportation operations and our asscts in the Gulf of Mexico,
including our barges, pushboats, tugboats and terminals, can be adversely impacted or damaged by hurricanes, tropical
storms, tidal waves or other related events. Demand for our lubricants and the diesel fuel we throughput in our terminalling
and storage segment can be affected if offshore drilling operations are disrupted by weather in the Gulf of Mexico.

National weather conditions have a substantial impact on the demand for our products. Unusually warm weather
during the winler months can causc a significant decrease in (he demand for NGL products, fugl oil and gasoline, Likcwisc,
extreme weather conditions (cither wet or dry) can decreasc (he demand (or (ertilizer, For example, an unusually wel
spring can dclay planting of sceds, which can lcave insufTicient time to apply fertilizer at the planting stage. Conversely,
drought conditions can kill or severcly stunt the growth of crops, thus climinaiing {he need o nurture plants with fertilizer.
Any of these or similar conditions could result in a decline in our net income and cash flow, which would reduce our
ability to make distributions (o our unitholders,
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If we incur material liabilities that are not fully covered by insurance, such as liabilities resulting from accidents on
rivers or at sea, spills, fires or explosions, our resulls of operations and ability to make distributions to our
unitholders could be adversely affected.

Our operations are subject to the operating hazards and risks incidental to terminalling and storage, marine
transportation and the distribution of petroleum products and by-products and other industrial products. These hazards and
risks, many of which are bevond our control, include:

»  accidents on rivers or at sea and other hazards that conld result in releases, spills and other environmental
damages. personal injuries. loss of life and suspension of operations;

« leakage of NGLs and other petroleum products and by-products;
« [lircs and explosions;

» damage to transportation, terminalling and storage facilities, and surrounding properties caused by natural
disasters; and

« terrorist allacks or sabolage.

Our insurance coverage may not be adequate to protect us from all material expenses related to potential future
claims for personal injury and property damage, including various legal proceedings and litigation resulting from these
hazards and risks. If we incur material liabilities that are not covered by insuwrance, our operating resulis. cash flow and
ability to make distributions to our unitholders could be adversely affected.

Changes in the insurance markets attributable (o the Scplember 11, 2001 {errorist attacks, and (heir aficrmath, may
makc some tvpes ol insurance more dilTicult or expensive [or us (0 obiain. In addition, changes in the insurance markels
aliribulable to the ¢ffects of Hurricancs Katrina and Rita, and (heir aficrmath, may make some types of insurance more
dilTicull or cxpensive [or us (o obtain. As a resulf, we may be unable 10 sccure (he levels and (ypes of insurance we would
otherwise have secured prior (o such events. Morcover, the insurance {hai may be available (o us may be significantly more
expensive than our exisling insurance coverage.

The price volatility of petroleum products and by-prodicts can reduce our results of operations and ability to make
distributions to our unitholders.

We purchase hydrocarbon products and by-products such as molten snlfur, sulfur derivatives, fuel oils. LPGs.
lubricants, asphalt and other bulk liquids, and sell these products to wholesale and bulk cusiomers and to other end users.
We also generate revenues through the terminalling and storage of ceriain products for third parties, The price and market
value of hiydrocarbon products and by-products can be volatile, Our revenues have been adversely affected by this
volatility during periods of decreasing prices because of the reduction in the value and resale price of our inventory, Future
price volatility could have an adverse impact on our results of operations, cash flow and ability to make distributions to our
unitholders.

Increasing energy prices could adversely affect our results of operations.

Increasing energy prices could adversely affect our results of operations. Diesel fuel, natural gas. chemicals and
other supplies are recorded in operating expenses. An increase in price of these products would increase our operating
expenses which could adversely affect our results of operations including net income and cash flows. We cannot assure
unitholders that we will be able to pass along increased operating expenses to our customers,

Restrictions in our credit facility may prevent us from making distributions to our unitholders.

The payment of principal and interest on our indebtedness reduces the cash available for distribution to our
unitholders. In addition. we are prohibited by our credit facility from making cash distributions during an event of default
or if the payment of a distribution would cause an event of default therennder. Our leverage and various limitations in our
credit facility may reduce our ability to incur additional debt, engage in certain transactions and capitalize on acquisition or
other business opportunities that could increase cash flows and distributions to our unitholders.
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If we do not have sufficient capital resources for acquisitions or opportunities for expansion, our growth will be
limited.

We intend to cxplore acquisition opportunitics in order to expand our operations and increase our profitability.
We may lnance acquisitions through public and private [inancing, or we may usc our limited partner interests for all or a
portion of the consideration Lo be paid in acquisitions. Distributions of cash with respect to these equily securitics or
limited partner interests may reduce the amount of cash available for distribution to the common units. In addition. in the
event our limited partner interests do not maintain a sufficient valuation, or potential acquisition candidates are unwilling to
accept our limited partner interests as all or part of the consideration, we may be required to nse our cash resources, if
available, or rely on other financing arrangements to pursue acquisitions. If we use funds from operations, other cash
resources or increased borrowings for an acquisition, the acquisition could adversely impact our ability to make our
minimum quarterly distributions to our unitholders. Additionally, if we do not have sufficient capital resources or are not
able to obtain financing on terms acceptable to us for acquisitions, our ability to implement our growth strategies may be
adversely impacted.

Qur recent and future acquisitions may not be successful, may substantially increase our indebtedness and
contingent liabilities, and may create integration difficulties.

As part of our business strategy, we intend to acquire businesses or assets we believe complement our existing
operations. We may not be able to successfully integrate recent or any futnre acquisitions into our existing operations or
achieve the desired profitability from such acquisitions. These acquisitions may require substantial capital expenditures and
the incurrence of additional indebtedness. If we make acquisitions, our capitalization and results of operations may change
significantly. Further, any acquisition could result i

« post-closing discovery of material undisclosed liabilitics of the acquired busingss or asscls;

« the unexpected loss of key employees or customers from the acquired businesses;

» difficulties resulting from our integration of the operations, systems and management of the acquired
business; and

o an uncxpected diversion of our management’s attention from other operations,
If recent or any firture acquisitions are unsuccessful or result in nnanticipated events or if we are unable to
successfully integrate acquisitions into our existing operations, such acquisitions could adversely affect our results of

operations, cash flow and ability to make distributions to our unitholders.

Demand for our terminalling and storage services is substantially dependent on the level of offshore oil and gas
exploration, development and production activity.

The level of offshore oil and gas exploration, development and production activity historically has been volatile
and is likely to continue to be so in the firture. The level of activity is subject to large fluctuations in response to relatively
minor changes in a variety of factors that are beyond our control, including:

« prevailing oil and natural gas prices and expectations about fufure prices and price volatility;

« the cost of olfshore exploration lor, and production and transportation of, oil and natural gas;

+  worldwide demand for oil and natural gas;

« consolidation ol oil and gas and oil scrvice companics operating ofTshorg;

« availability and rate of discovery of new oil and natural gas reserves in offshore areas;

s local and international political and economic conditions and policies;

« technological advances alTecting cnergy production and consumption;
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« weather conditions;
« cnvironmenial regulation; and
» the ability of oil and gas companies to generate or otherwise obtain fiunds for exploration and production.

We expect levels of offshore oil and gas exploration, development and production activity to continue to be
volatile and affect demand for our terminalling and storage services.

Our NGIL and sulfur-based fertilizer products are subject to seasonal demand and could cause our revenues to vary.

The demand for NGL and natural gas is highest in the winter, Therefore, revenue from our natural gas services
business is higher in the winter than in other seasons. Our sulfur-based fertilizer products experience an increase in demand
during the spring, which increases the revenue generated by this business ling in this period compared to other periods. The
seasonality of the revenue from these products may cause our results of operations to vary on a quarter to quarter basis and
thus could causc our cash available [or quaricrly distributions {o (luctnate from period to period.

The highly competitive nature of our industry could adversely affect our results of operations and ability to make
distributions to our unitholders.

We operate in a highly competitive marketplace in each of our primary business segments. Most of our
competitors in each segment are larger companies with greater financial and other resources than we possess. We may lose
customers and future business opportunities to our conpetitors and any such losses could adversely affect our results of
operations and ability to make distributions to our unitholders.

Our business is subject to compliance with environmental lavws and regulations that may expose us to significant
costs and labilities and adversely affect our resulls of operations and ability to make distributions to our unitholders.

Our business is subject to federal, state and local environmental laws and regulations governing the discharge of
materials into the environment or otherwise relating to protection of human health, natural resources and the environment.
These laws and regulations may impose numerous obligations that are applicable to our operations, such as requiring the
acquisition of permits to conduct regulated activities; restricting the manner in which we can release materials into the
environment; requiring remedial activities or capital expenditures to mitigate pollution from former of current operations;
and imposing substantial liabilities on us for pollution resulting from our operations, Numerous govermmental authorities,
such as the U8, Envirommental Protection Agency and analogous state agencies, have the power to enforce compliance
with these laws and regulations and the permits issued under them, oftentimes requiring difficolt and costly actions. Many
environmental laws and regulations can impose joint and several strict liability, and any failure to comply with
cnvironmental laws, regulations and permits may result in the assessinent of administrative, civil, and criminal penaltics,
the imposition of investigalory and remedial obligations, and, in some circumstances, the issuance of injunctions that can
limit or prohibitl our operations. The ¢lear trend in environmental regulation is 1o place more restrictions and limitations on
activitics thal may allect the cnvironment, and, thus, any changes in cnvironmental laws and regulations that resull in more
stringent and costly wasic handling, storage, transpott, disposal, or remediation requirements could have a malerial adverse
clTecl on our operations and financial position.

The loss or insufficient attention of key personnel could negatively impact our results of operations and ability to
make distributions to our unitholders. Additionally, if neither Ruben Martin nor Scott Martin is the chief executive
officer of our general partner, amounts we owe under our credit facility may become immediately due and payable.

Our success is largely dependent upon the continued services of members of (he senior management (cam ol
Martin Resource Management. Thosc senior excentive olficers have significant experience in our businesses and have
developed strong relationships with a broad range of industry participanis. The loss of any of these excculives could have a
material adverse effect on our relationships with these industry participanis, our results of operations and our ability to
make distributions to our unitholders. Additionally, if neither Ruben Martin nor Scott Martin is the chief executive officer
of our general partner, the lender under our credit facility could declare amonnts ontstanding thereunder immediately due
and payable. If such event occurs, our results of operations and our ability to make distribution to onr unitholders could be
negatively impacted.

We do not have employees. We rely solely on officers and emplovees of Martin Resource Management to operate
and manage our business. Martin Resource Management operates businesses and conducts activities of its own in which
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we have no economic interest, There could be competition for the time and effort of the officers and employees who
provide services to our general partner, If these officers and employees do not or cannot devote sufficient attention to the
management and operation of our business, our results of operation and ability to make distributions to our unitholders may
be reduced.

Qur loss of significant commercial relationships with Martin Resource Management could adversely impact our
results of operations and abilify to make distributions to our unitholders.

Martin Resource Management provides us with various services and products pursuant to various commercial
contracts. The loss of any of these services and products provided by Martin Resource Management could have a matenial
adverse impact on our results of operations, cash flow and ability to make distributions to our unitholders. Additionally, we
provide terminalling and storage and marine transportation services o Mariin Resource Management to support its
businesses under various commercial contracts. The loss of Martin Resource Management as a customer could have a
material adverse impact on our results of operations, cash flow and ability {o make distributions to our unitholders.

Our business would be adversely affected if operations at our transportation, terminalling and storage and
distribution fucilities experienced significant interruptions. Our business would also be adversely affected if the
operations of our customers and suppliers experienced significant interruptions.

Our operations are dependent upon our terminailing and storage facilities and various means of transportation. We
are also dependent upon the uninterrupted operations of certain facilities owned or operated by our suppliers and
customers, Any significant intcrruption al these facilitics or inabilily 10 iransporl products o or [rom (hese [acililics or (o or
rom our customers lor any rcason would adverscly alfect our resulis of operations, cash {low and abilily 10 make
distributions to our unitholders, Operations at our facilitics and at the facilitics owned or operated by our supplicrs and
customers could be partially or complctely shut down, (cmporarily or permancntly, as the resull of any number of
circumstances that arc nol within our control, such as:

s catastrophic events. including hurricanes;

« environmenial remcdiation;

« labor difficulties; and

» disruptions in the supply of our products to our facilities or means of transportation.

Additionally, terrorist attacks and acls of sabotage could target 0il and gas production facilitics, refingcrics,
processing plants, terminals and other infrastructure facilitics. Any significant inicrruptions al our facilitics, facilitics
owned or operated by our suppliers or customers. or in the oil and gas indnstry as a whole cansed by such attacks or acts
could have a material adverse affect on our results of operations, cash flow and ability to make distributions to our
unitholders.

Our marine transportation business would be adversely affected if we do not satisfy the requirements of the Jones
Act, or if the Jones Act were modified or eliminated.

The Jones Act is a [ederal law that restricts domestic marine transportation in the United States (o vesscls built
and registered in the United States. Furthermore, the Jones Act requires that the vessels be manned and owned by United
Stales cilizens. 1T we fail 1o comply with these requirciments, our vessels lose iheir cligibilily 10 engage in coastwisc trade
within United States domcstlic walcers.

The requirements that our vessels be United States built and manned by United States citizens, the crewing
requirements and material requirements of the Coast Guard and the application of United States labor and tax laws
significantly increase the costs of United States flagged vessels when compared with foreign flag vessels. During the past
scveral years, cerlain interest groups have lobbicd Congress (o repeal (he Jones Act (o [acilitate forcign (lag compelition for
tradcs and cargocs reserved lor Uniled States Nagged vessels under the Jones Act and cargo preference laws, 11 the Jongs
Act were 1o be modificd to permt forcign competition (hat would noi be subject 1o the same United States government
imposcd costs, we may nced Lo lower the prices we charge for our services in order (o compele with forcign compelilors,
which would adverscly affect our cash flow and ability (o make disiributions io our unitholders. Following Hurricanc
Katrina and again alicr Hurricanc Rila, cmcrgency suspensions of {he Jones Act were clfectuated by (he Uniled Stales
government, The Last suspension ended on October 24, 2005, Fulure suspensions of the Jones Act or other similar aclions
could result in similar consequences.
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Our marine transportation business would be adversely affected if the United States Government purchases or
requisitions any of our vessels under the Merchant Marine Act.

We are subject to the Merchant Marine Act of 1936, which provides that, upon proclamation by the President of
the United States of a national emergency or a threat to the national securiiy, the United States Secretary of Transportation
may requisition or purchasc any vessel or other walercrafl owned by United Siates citizens (including us, provided that we
arc considered a Uniled States citizen for this purpose). If one of our push boats, tugboats or tank barges were purchased or
requisitioned by the Uniled Statcs government under this law, we would be entitled 1o be paid the fair markel value of the
vessel in the casc ol a purchase or, in (he case of a requisition, the fair market value of charter hire. However, if onc ol our
push boals or lugboals is requisitioned or purchased and its associated tank barge is Ieli idle, we would not be entitled 1o
receive any compensation for the lost revenuces resulting from the idled barge. We also would not be entitled Lo be
compensaled for any consequential damages we suiler as a result of the requisition or purchasc of any of our push boals,
tugboats or tank barges. I any of our vesscls are purchased or requisitioned for an exiended period of time by the Uniled
Stales government, such transactions could have a material adverse alfect on our results of operations, cash Mow and ability
Lo make distributions 10 our unitholders.

Regulations affecting the domestic tank vessel industry may Hmit our ability to do business, increase our costs and
adversely impact our results of operations and ability to make distributions to our unitholders.

The U.S. Oil Pollution Act of 1990, or OPA 90, provides for the phase out of single-hull vessels and the phasc-in
of the exclusive operation of double-hull tank vesscls in UL S, walers for barges thal carry petrolcum products that arc
regulated under OPA 90, Under OPA 90, substantially all tank vessels that do not have doublc hnlls will be phased oul by
2015 and will nol be permitled to enter UL S, ports or (rade in U, S, walers. The phasc oul dates vary bascd on the age of the
vessel and other factors. All but ong of our offshore tank barges arce double-hull vessels which have no phasc oul date,
We have 13 single-hull barges that will be phased out of (he petroleum product (rade by the vear 2015, The phasc oul of
these single-hull vessels in accordance with OPA 90 may require us 1o make substantial capital expenditures, which could
adverscly affect our operations and market position and reduce our cash available [or distribution,

A decline in the volume of natural gas and NGLs delivered to our fucilities could adversely affect our results of
operations, cash flows and financial condition.

Our profitabilily could be materially impacted by a decling in the volume of natural gas and NGLs (ransported.,
gathcred or processed at our [acilitics. A material decrease in natural gas production, as a resull of depressed commodity
prices, a decrease in exploration and development activitics or otherwise, could result in a decline in the volume of natural
gas and NGLs handled by our [acilitics.

The natural gas and NGLs available to our facilities will be derived from reserves produced from existing wells.
These reserves naturally decline over time. To offset this natural decline, our facilities will need access to additional
reserves.

Our profitability is dependent upon prices and market demand for natural gas and NGLs, which are beyond our
control and have been volatile,

We arc subject to significant risks due to luctuations in commodity prices. These risks relate primarily to: (1) the
purchasc of certain volumes of natural gas at a price that is a percentage of a relevant index; and (2) cerlain processing
contracts for Prism Gas whereby we are exposed to natural gas and NGL coimmmodily price risks.

The margins we realize from purchasing and selling a portion of the natural gas that we transport through our
pipcling sysicms decreasc in periods of low natural gas prices because our gross margins are basced on a percentage of (he
index price. For the years ended December 31, 2007 and 2006, Prism Gas purchasced approximaltcly 14% and 40%,
respectively, ol our gas al a percentage of relevant index.  Accordingly, a decling in the price of natural gas could have an
adverse impact on our resulls of operations,

In the past, the prices of natural gas and NGLs have been extremely volatile and we expect this volatility to
continue. For example, in 2006, the spot price of Henry Hub natural gas ranged from a high of $11.23 per MMBiu to a low
of $4.75 per MMBtu. From January 1, 2007 through December 31, 2007, the same price ranged from $9.10 per MMBtu to
$5.29 per MMBtu. On December 28, 2007 the spot price was $7.11 per MMBtu.
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We may not be successful in balancing our purchases and sales. In addition, a producer could fail to deliver
contracted volumes or deliver in excess of contracted voluinges, or a consmmer could purchase less than contracted volumes.
Any of these actions could cause our purchases and sales not to be balanced. If our purchases and sales are not balanced,
we will face increased exposure to commodity price risks and could have increased volatility in our operating income,

The markets and prices for residue gas and NGLs depend upon factors beyvond our control. These (aclors include
demand for oil. natural gas and NGLs, which fluctuate with changes in market and economic conditions and other factors,
including:

«  the impact of weather on the demand for oil and natural gas;

« the level of domestic oil and natural gas production;

»  the level of domestic industrial and manufacturing activity;

« the availabilily ol imported oil and natural gas;

« actions taken by foreign oil and gas producing nations;

« the availability of local, intrastate and interstate transportation systems;
« the availabilily and markcting of compcetitive fucls;

« the impact of energy conservation efforts; and

» the extent of governmental regulation and taxation.

QOur hedging activities may have a material adverse effect on our earnings, profitability, cash flows and financial
condition.

As of December 31, 2007, Prism Gas has hedged approximately 77%. 24% and 17% of its commaedity risk by
volume for 2008, 2009 and 2010, respectively. These hedging arrangements are in the form of swaps for crude oil, natural
gas, ethane, iso butane, hormal butane and natural gasoline. We anticipate entering into additional hedges in 2008 and
beyond to further reduce our exposure to comumodity price movements. The intent of these arrangements is to reduce the
volatility in our cash flows resulting from fluctuations in conmumodity prices.

We entered into these derivative transactions with an investment grade subsidiary of a major oil company and
investment grade banks, While we anticipate that future derivative {ransactions will be entered into with investment grade
counterparties, and that we will actively monitor the credit rating of such counterparties, it is nevertheless possible that
losses will result from counterparty credit risk in the firture,

Management will continue to evaluate whether to enter into anv new hedging arrangements. but there can be no
assurance that we will enter into any new hedging arrangements or that our future hedging arrangements will be on terms
similar to our existing hedging arrangements. Also, we may seek in the futnre to further limit our exposure to changes in
natural gas, NGL and condensate commodity prices and we may seek to limit our exposure to changes in interest rates by
using financial derivative instruments and other hedging mechanisms from time to time. To the extent we hedge our
commodity price and interest rate risk. we mav forego the benefits we would otherwise experience if commodity prices or
interest rates were to change in our favor.

Despilc our hedging program, we remain exposcd 1o risks associaicd with fluctuations in commodily prices. The
extent of our commodity price risk is related largely (o the elfectiveness and scope of our hedging aclivitics. For example,
the derivative instruments we utilize are basced on posted market prices, which may difler significantly from the actual
natural gas, NGL and condensalte prices that we realize in our operations, Furthermore, we have entered into derivative
transactions rclaled (o only a portion of the volume of our expected natural gas supply and production of NGLs and
condensate from our processing plants; as a result, we will continue to have direct commodity price risk to the unhedged
portion. Our actual future production may be significantly higher or lower than we estimated at the time we entered into the
derivative transactions for that period. If the actual amount is higher than we estimated, we will have greater commodity
price risk than we intended. If the actual amount is lower than the amount that is subject to our derivative financial
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instruments, we might be forced to satisfy all or a portion of gur derivaiive fransactions without the benefit of the cash flow
from our sale of the underlying physical comunodity, resulting in a reduction of our liquidity.

As a resull of these [actors, our hedging activitics may not be as effcctive as we intend in reducing the volatility of
our cash ows, and in ¢erlain circumstances may aclually increasc the volatility of our cash Mows. In addition, cven though
our management monitors our hedging activitics, these activitics can resull in substantial losses. Such losses could occur
under various circumstances, including if a counterparty does not perform its obligations under the applicable hedging
arrangement, the hedging arrangement is imperfect or ineffective, or our hedging policies and procedures are not properly
followed or do not perform as planned. We cannot assure our unitholders that the steps we take to monitor our hedging
activities will detect and prevent violations of our risk management policies and procedures. particularly if deception or
other intentional misconduct is involved. For additional information regarding owr hedging activities, please see “Item 7A.
Quantitative and Qualitative Disclosures about Market Risk — Commodity Price Risk.”

We typically do not obtain independent evaluations of natural gas reserves dedicated to our gathering and pipeline
systems; therefore, volumes of natural gas on our systems in the future could be less than we anticipate.

We make internal evaluations of natural gas reserves based on publicly available information. However, we
typically do not obtain independent evaluations of natural gas reserves connected to owr svstems due to the unwillingness
of producers to provide reserve information as well as the cost of such evaluations to verify publicly available information.
Accordingly. we do not have independent estimates of total reserves dedicaied to our systems or the anticipated life of such
reserves. If the total reserves or estimated life of the reserves commected to our gathering systems are less than we anticipate
and we are unable to secure additional sources of natural gas, then the volumes of natural gas on our systems in the firture
could be less than we anticipate. A decline in the volumes of natural gas on our systems could have a material adverse
effect on our business, results of operations. financial condition and our ability to make cash distributions to our
unitholders.

We depend on certain natural gas producer customers for a significant portion of our supply of natural gas and
NGLs. The loss of any of these customers could resulf in a decline in our volumes, revenues and cash available for
distribution.

We rely on certain natural gas producer customers for a significant portion of our natural gas and NGL supply.
While some of these customers are subject to long-terim contracts, we may be unable to negotiate extensions or
replacements of these contracts on favorable terms, if at all. The loss of all or 2ven a portion of the natural gas volumes
supplied by these customers, as a result of competition or otherwise, could have a material adverse effect on our business,
results of operations and financial condition, unless we were able (o acquire comparable volumes from other sources,

We may not successfully balance our purchases and sales of natural gas, which would increase our exposure to
copnmnodity price risks.

We purchase from producers and other customers a significant amount of the natural gas that flows through our
natural gas gathering. processing and transportation svsteins for resale to third parties, including natural gas marketers and
end-users. We may not be successful in balancing our purchases and sales. A producer or supplier could fail to deliver
contracted volumes or deliver in excess of contracted voluines, or a purchaser conld purchase less than contracted volumes.
Any of these actions could cause our purchases and sales to be unbalanced. While we attempt to balance our purchases and
sales, if our purchases and sales are unbalanced, we will face increased exposure to commeodity price risks and could have
increased volatility in our operating income and cash flows.

If third-party pipelines and other facilities interconnected to our natural gas and NGL pipelines and facilities
become unavailable to transport or produce natural gas and NGLs, our revenues and cash available for distribution
could be adversely affected.

We depend upon third party pipelines and other facilities that provide delivery options to and from our pipelines
and facilities for the benefit of our customers. Since we do not own or operate any of these pipelines or other facilities,
their continuing operation is not within our control. If any of these third-party pipelines and other facilities become
unavailable to transport or produce natural gas and NGLs, our revenues and cash available for distribution could be
adversely affected.

The industry in which we operate is highly competitive, and increased competitive pressure conld adversely affect
our business and operating results.
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We compete with similar enterprises in our respective areas of operation. Some of our competitors are large oil,
natural gas and petrochemical companies that have greater financial resources and access to supplies of natural gas and
NGLs than we do. Some of these competitors may exparnd or construct gathering, processing and iransportation systeims
that would create additional competition for the services we provide to our customers, In addition, our customers who are
significant producers of natural gas may develop their own gathering, processing and transportation systems in lieu of
using ours. Likewise, our customers who produce NGLs may develop their own sysicms (o transport NGLs in licu ol using
ours. Qur ability 1o renew or replace exisling contracts with our customers at rates suflicient 1o mainiain current revenucs
and cash Mows could be adversely alfected by the activities of our competitors and our customers. All of these competitive
pressures could have a malerial adverse effect on our business, results of operations, lnancial condition and abilily 1o make
cash distributions to our unitholders.

A change in the jurisdictional characterization of some of our assets by federal, state or local regulatory agencies or
a change in policy by those agencies may result in increased regulation of our assets, which may cause our revenues
to decline and operating expenses to increase.

We belicve that our natural gas gathering operations mect the icsis {he Federal Encrgy Regulatory Commission,
or FERC, uses Lo cslablish a pipeling’s status as a gatherer excmpt (rom FERC regulation under the Natural Gas Act of
1938, or NGA, bul FERC regulation still afTects these businesses and ithe markets for products derived from these
busincsscs. FERC’s policics and practices across (he range of its oil and naiural gas regulalory activitics, including, for
example, its policies on open access transportation, ratemaking, capacity release and market cenier promotion, indirectly
affect intrastate markets. In recent years, FERC has pursued pro-compeiitive policies in its regulation of interstate oil and
natural gas pipelines. However, we cannot assure our unitholders that FERC will continue this approach as it considers
matters such as pipeline rates and rules and policies that may affect rights of access to oil and natural gas transportation
capacity. In addition, the distinction between FERC-regulated transmission services and federally unregulated gathering
services has been the subject of regular litigation, so, it such a circumstance, the classification and regulation of some of
our gathering facilities and intrastate transportation pipelines may be subject io change based on future determinations by
FERC and the courts.

Other state and local regulations also affect our business. Our gathering lines are subject to ratable take and
common purchaser statutes in Louisiana and Texas. Ratable take statutes generally require gatherers to take, without undue
discrimination, oil or natural gas production that may be tendered to the gatherer for handling, Similarly, common
purchascr statutes generally require gatherers (o purchase without unduc discrimination as 10 source of supply or producer.
These statules restrict our right as an owner ol gathering [acilitics 1o decide with whom we contract (o purchase or transpori
oil or natural gas. Federal law leaves any cconomic regulation of natural gas gathering 1o the states. The stales in which we
opcrale have adopied complaint-based regulation of oil and natural gas gathering activities, which allows oil and natural
gas producers and shippers 1o lile complaints with staic regulators in an cffort (o resolve grievances relating Lo oil and
natural gas gathcring access and rate discrimination. Other staie regulations may not dircetly regulate our business, bul may
nonciheless alTeet the availability of natural gas lor purchasc, processing and sale, including staic regulation of production
rates and maximum daily production allowable [rom gas wells. While our gathering lincs currently are subject 1o limited
state regulation, there is a risk that state laws will be changed, which may give producers a stronger basis (o challenge the
rales, lerms and conditions ol a gathering linc providing transportation scrvice,

Panther Interstate Pipeline Energy, LLC is also subject to regulation by FERC with respect to issues other than
ratemaking.

Under the NGA, FERC has the authority 1o regolaic natural gas companics, such as Panther Interstale Pipeling
Encrgy, LLC with respect Lo: rates, terms and conditions of service; the types of services Panther Interstale Pipeline
Encrgy, LLC may providc 1o ils cusiomers; the construction of new facilitics; the acquisilion, exiension, cxpansion or
abandonment of services or facilities; the maintenance and retention of accounts and records; and relationships of affiliated
companies involved in all aspects of the natural gas and energy business. FERC's actions in any of these areas or
modifications to its current regulations could impair Panther Interstate Pipeline Energy, LLCs ability to compeie for
business, the costs it incurs to operate, or the acquisition or construction of new facilities.

We may incar significant costs and liabilities resulting from pipeline integrity programs and related repairs.
Pursuant to the Pipeline Salcly Improvement Act of 2002, the United Statcs Department of Transportation
("DOT™) has adopicd regulations requiring pipcline opcrators to develop iniegrily management programs [or transportation

pipclings located where a leak or rupture could do the most harm in “high conscquence arcas.” The regulations requirg
operators to:
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« perform ongoing assessiments of pipeline integrity;

« identily and characterize applicable thrcais to pipeline scgments that could impact a high consequence
area;

s improve data collection, integration and analysis;
« repair and remediate the pipeline as necessary; and
» implement preventive and mitigating actions.

We currently estimate that we will incur costs of less than $1.0 million between 2007 and 2010 to implement
pipeline infegrity management program testing along certain segimentis of our natural gas and NGL pipelines. This does not
include the costs, if any, of any repair, remediation, preventative or mitigating actions that may be detenmined to he
necessary as a result of the testing prograim, which costs could be substantial,

We do not ovwn all of the land on which our pipelines and fucilities are located, which could disrupt our operations.

We do not own all of the land on which our pipelines and facilities have been constructed, and we are therefore
subject to the possibility of more onerous terms and/or increased costs to retain necessary land use if we do not have valid
rights of way or if such rights of way lapse or terminate. We obtain the rights to construct and operate our pipelines on land
owned by third parties and governmental agencies for a specific period of time. Cur loss of these rights, through our
inability to renew right-of-way contracts or otherwise, could have a material adverse effect on our business, results of
operations and financial condition and our ability to imake cash distributions to our unitholders.

Risks Relating to an Investment in the Common Units

Units available for future sales by us or our affiliates could have an adverse impact on the price of our common
units or on any trading market that may develop.

Martin Resource Management and its subsidiaries currenily hold 1,701,346 subordinated units 3,483,471
common units. All of the subordinated units will convert into common units at the end of the subordination period and
some may convert carlier,

Common units will generally be freely transferable without restriction or firther registration under the Securities
Act. except that any common units held by an “affiliate™ of ours may not be resold publicly except in compliance with the
registration requirements of the Securities Act or under an exemption under Runle 144 or otherwise.

Our partnership agreement provides that, afier the subordination period. we may issue an unlimited number of
limited partner interests of any type without a vote of the unitholders, During the subordination period, our general partner,
withoul the approval of our unitholders, may causc us to issuc up to 1,500,000 additional common units. Our general
partner may also cause us 1o issuc an unlimited number of additional comimon units or other equity sccuritics ol cqual rank
with the common units, without unitholder approval, in a mumnber of circumstances such as:

» the issuance of common units in additional public offerings or in connection with acquisitions that
increase cash flow from operations on a pro forma, per unit basis;

« the conversion of subordinated units into common units;,

« the conversion of units of equal rank with the common nnits into common units under some
circumstances; ot

» the conversion of our general partner’s general partner interest in us and its incentive distribution rights
into common units as a result of the withdrawal of our general partner.

Our partnership agreement docs not restrict our ability 10 issuc equity sccurilics ranking junior (o the common
unils at any time. Any issuance of additional commen unils or other cquily securitics would resull in a corresponding
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decrease in the proportionate ownership interest in us represented by, and could adversely affect the cash distributions to
and market price of, common units then outstanding,

Under our partnership agrecment, our gencral pariner and its affiliates have the right 10 causc us 1o register under
the Sccuritics Act and applicable stalc sccuritics laws the ofler and sale of any units that they hold. Subject (o the terms and
conditions of our partnership agrecment, (hese registration rights allow the general partner and its affiliates or their
assignees holding any units to require registration of anry of these units and to inclnde any of these units in a registration by
us of other units. including units offered by us or by any unitholder. Owr general partner will continue to have these
registration rights for two years following its withdrawal or removal as a general partner. In connection with any
registration of this kind. we will indemnify each unitholder participating in the registration and its officers. directors, and
controlling persons from and against any liabilities under the Securities Act or any applicable state securities laws arising
from the registration statement or prospectus. Except as described below, the general partner and its affiliates may sell their
units in private transactions at any time. subject to compliance with applicable laws. Our general partner and its affiliates,
with our concurrence, have granted comparable registration rights to their bank group to which their partnership units have
been pledged.

The sale ol any common or subordinated units could have an adverse impact on the price of the common unils or
on any trading market that may develop,

Unitholders have less power o elect or remove management of our general partner than holders of common stock in
a corporation. Common unitholders will not have sufficient voting power to elect or remove our general partner
without the consent of Martin Resource Management.

Unlike the holders of common stock in a corporation, unitholders have only lintited voling rights on matlers
alTecting our business and therclore limited ability to influcnce management’s decisions regarding our busingss,
Unitholders did not ¢lect our general pariner or its dircctors and will have no right 1o clect our gencral paringer or ils
dircctors on an annual or other continuing basis. Martin Resource Management clects (the directors of our general pariner.
Although our general pariner has a fiduciary duty (o manage our parinership in a manner beneficial 1o us and our
unitholders, the directors ol our gencral partner also have a fiduciary duly 1o manage our gencral pariner in a manner
beneficial 1o Marlin Resource Management and its sharcholders,

If unitholders are dissatisfied with the perforimance of our general partner, they will have a limited ability to
remove our general partner. Our general partner generally may not be removed except npon the vote of the holders of at
least 66 2/3% of the outstanding units voting together as a single class. Becanse our general partner and its affiliates,
including Martin Resource Management, control 35, 7% of our cutstanding limited partnership units, our general partner
initially cannot be removed without the consent of it and its affiliates.

If our general pariner is removed without cause during the subordination period and units held by our general
pariner and its afliliates are not voled in favor ol removal, all remaining subordinated units will automatically be converled
inlo common units and any existing arrcarages on the common units will be extinguished. A removal under (hese
circumstances would adversely alfect the common units by prematurely climinating their contractual right 1o distributions
and liquidation preference over the subordinated units, which preferences would otherwise have continued until we had
mel cerlain distribution and perlormance 1ests. Cause is narrowly defined (o mean that a court of competent jurisdiction has
entered a final, non-appealable judgment linding our general partner liable for actnal {raud, gross negligence or willful or
wanton misconduct in its capacity as our gencral partner. Causc docs not include most cascs of charges of poor
management of our business, so the removal of our gencral partner because of the unitholders’ dissatisfaction with our
general partner’s performance in managing our partnership will most likely resnlt in the termination of the subordination
period.

Unitholders” voting rights arc [urther restricted by our paringrship agreement provision prohibiting any units held
by a person owning 20% or morc ol any class of units then outstanding, other than our general pariner, its alliliates, (heir
transferees and persons who acquired such unils with the prior approval of our gencral pariner’s dircclors, [rom voling on
any matler, In addition, our partnership agrecment contains provisions limiting the ability of unitholders o call mcclings or
1o acquire information about our operations, as well as other provisions limiting (he unitholders’ ability (o influcnce the
manncr or direction of management.

As a result of these provisions, it will be more difficult for a third party to acquire our partnership withont first

negotiating the acquisition with our general partner. Consequently. it is unlikely the trading price of our common units will
ever reflect a takeover premium.

-36 -



Our general partner’s discretion in determining the level of our cash reserves may adversely affect our ability to
make cash distributions to our unitholders.

Our partnership agreement requires our general pariner to deduct from operating surplus cash reserves il
determines in ils rcasonable discretion to be necessary to fund our future operating expenditures. [n addition, our
partnership agreement permits our gencral pariner 1o reduce available cash by establishing cash reserves for the proper
conduct of our business, to comply with applicable law or agreements to which we are a party or to provide funds for
future distributions to partners. These cash reserves will affect the amount of cash available for distribution to our
unitholders.

Unitholders may not have limited liability if a court finds that we have not complied with applicable statutes or that
unitholder action constitutes control of our business.

The limitations on the liability of holders of limiled pariner interesis for the obligations of a limited partnership
have not been clearly established in some states. The holder of one of our common units could be held liable in sotc
circumstances for our obligations to the same extent as a general partner if a court were to determine that:

s  we had been conducting business in any state without compliance with the applicable limited partnership
statute: or

« the right or the exercisc of the right by our unitholders as a group o remove or replace our general par(ner,
to approve some amendments to our parfnership agreement, or (o lake other action under our parinership
agreement constituted participation in the “control” of our business.

Our general partner generally has unlimited liability for our obligations, such as our debts and environmental
liabilities, except for our contractual obligations that are expressly made without recourse to our general partner. In
addition, under some circumstances, a unitholder may be liable to us for the amount of a distribution for a period of nine
vears from the date of the distribution.

Qur partnership agreement contains provisions that reduce the remedies available to unitholders for actions that
might otherwise constitute a breach of fiduciary duty by our general partner.

Our partnership agreement limits the liability and reduces the fiduciary duties of our general partner to the
unitholders. Our partnership agreement also restricts the remadies available to unitholders for actions that would otherwise
constitute breaches of our general partner’s fiduciary duties. For example. our partnership agreement:

«  permits our general partner to make a number of decisions in its “sole discretion.” This entitles our general
partner to consider only the interests and factors that it desires, and it has no duty or obligation 1o give any
consideration Lo any interest of, or lactors affecting, us, our affiliates or any limiled partner,

»  provides that our general partner is entitled to make other decisions in its “reasonable discretion” which
may reduce the obligations to which our general partner would otherwise be held;

«  generally provides that affiliated transactions and resolutions of conflicts of interest not involving a
required vote of unitholders must be “fair and reasonable™ to us and that, in determining whether a
transaction or reselution is “fair and reasonable,” our general partner may consider the interests of all
parties involved, including its own; and

« provides that our general partner and its officers and direcioss will not be liable for monetary damages to
us, our limited partners or assignees for errors of judgment or for any acts or omissions if our general
partner and those other persons acted in good faith.

Unitholders are treated as having consented to the various actions contemplated in our partnership agreement and
conllicts of inlerest that might otherwise be considered a breach of fiduciary dutics under applicable stale law.

We may issue additional commaon units without unitholder approval, which would dilute unitholder ovwnership
interests.
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During the subordination period, our general partner, without the approval of our unitholders, may cause us to
issue up to 1,500,000 additional common units, Our general pariner may also cause us o issue an unlimited number of
additional common units or other equity securities of equal rank with the common units, without unitholder approval, in a
number of circumstances such as;

« the issuance of common units in additional public offcrings or in connectlion with acquisitions (hal
increase cash flow from operations on a pro forma, per unit basis;

« the conversion of subordinated units into common units;,

« the conversion ol unils of cqual rank with the common umits into common units under some
circumstances; or

» the conversion of our general partner’s general partner interest in us and its incentive distribution rights
into common units as a result of the withdrawal of our general partner.

Alfler the subordination period, we may issuc an unlimited mmnber of limited partner interests of any type withoul
the approval of our unitholders, Qur partnership agrecimnent does not give our unitholders the right (o approve our issuance
of cquity sccurilics ranking junior to (the common units al any tine,

On November 14, 2007, 850,672 of our 2,532,018 outstanding snbordinated units owned by Martin Resource
Management and its subsidiaries converted into comimon units on a one for one basis following our distribution of
available cash on such date.  Additional conversion of our outstanding subordinated nnits will occur following our
quarterly distributions of available cash provided that certain distribution thresholds are met by us.

The issuance of additional cotmmon units or other equily sceurifics of cqual or scnior rank will have (he lollowing
clTeets:

« our unitholders’ proportionate ownership interest in us will decrease;
« the amount of cash available for distribution on a per unit basis may decrease;

« because a lower percentage of total ontstanding units will be subordinated units, the risk that a shortfall in
the payment of the minimum quarterly distribution will be borne by our common unitholders will increase;

»  the relative voting strength of each previously outstanding nnit will diminish;
«  the market price of the cominon units may decline; and
« the ratio ol taxable income (o distributions may increasc.

The control of our general purtner may be transferred to a third party, and that party could replace our current
management team, without unitholder consent. Additionally, if Martin Resource Management no longer controls
our general pariner, amounts we owe under our credit facility may become immediately due and payable.

Our general partner may (ransler its general partner interest io a third parly in a merger or in a sale ol all or
substantially all of its assets without the consent of the unitholders. Furtherimore, there is no restriction in our partonership
agreement on the abilily of the owner of our general pariner (o iransfer ils ownership interest in our peneral pariner (o a
third party. A new owner of our general partner could replace the direciors and officers of our general pariner with its own
designees and to control the decisions taken by our general partner. Martin Resource Management and its affiliates have
pledged their interests in our general partner and us to their bank group. If; at any time, Martin Resource Management no
longer controls our general partner, the lenders under our credit facility may declare all amounts outstanding thereunder
immediately due and payable. If such event occurs, we may be required to refinance our debi on unfavorable terms, which
could negatively impact our results of operations and our ability to make distribution to our unitholders.

Our general partner has a limited call right that may require unitholders to sell their common uniis at an
undesirable time or price.
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If at any time our general partner and its affiliates own more than 80% of the common units, our general partner
will have the right, but not the obligation, which it may assign to any of iis affiliates or to ns, to acquire all, but not less
than all, of the remaining common units held by unaffiliated persons at a price not less than the then-cirrent market price.
As a result, unitholders may be required to sell their common umnits at an undesirable time or price and may not receive any
retum on their investment, Unitholders may also incur a tax liability upon a sale of their ynits, No provision in our
partnership agreement, or in any other agreement we have with our general pariner or Martin Resource Management,
prohibits our general pariner or its affiliates [rom acquiring more than 0% of our common units. For additional
information about this call right and unitholders’® polential tax liability, please sce “Risk Faclors — Tax Risks — Tax gain
or loss on the disposition of our common units could be different than expected”™.

Our common units have a limited trading volume compared to other publicly traded securities.

Our common units are quoted on the NASDAQ National Market under the symbol “MMLP.” However, daily
trading volumes for our common units are, and may continue to be, relatively small compared to many other securities
quoted on the NASDAQ National Market. The price of our common units may, therefore, be volatile.

Failure to achieve and muintain effective internal controls in accordunce with Section 404 of the Sarbunes-Oxley
Act could have u material adverse effect on our unit price.

In order to comply with Section 404 of the Sarbanes-Oxley Act, we periodically document and test our internal
control procedures. Section 404 of the Sarbanes-Oxley Act requires annual management assessments of the effectiveness
ol our inicrnal controls over [inancial reporling and a report by our independent auditors addressing thesc assessiments,
During the course of our testing we may identily defliciencics which we may not be able (o address in time o meel (he
deadlinc imposcd by the Sarbancs-Oxlcy Act for compliance with the requircments of Scction 404, In addition, il we lail (o
mainlain the adequacy ol our inlernal controls, as such standards are modificd, supplemented or amended from time 1o
time, we may nol be able to ensure that we can conclude on an ongoing basis ihat we have cffective iniernal controls over
financial reporting in accordance with Scction 404 of the Sarbanes-Oxley Acl. Failure (o achicve and maintain an clicclive
internal control environment could have a material adverse effect on (he price of our common units,

A material weakness is a deficiency, or a combination of deficiencies, in internal control over financial reporting,
such that there is a reasonable possibility that a material misstatement of the annual or interim financial statements will not
be prevented or detected on a timely basis. Our management identified a material weakness in our internal control over
financial reporting as of December 31. 2007. Our management concluded that our policies and procedures related to the
review and resolution of identified recongiling items on product exchange reconciliations were not effective, This material
weakness resulted in errors in the accounting for product exchange transaciions which affect inventory and costs of
products sold. The errors identified as a material weakness did not have a material impact on the financial statements
related to the fourth quarter, but had the potential o do so. Please read “Ttem 9A. Controls and Procedures™ for additional
information regarding this material weakness.

Risks Relating to Our Relationship with Martin Resource Management

Cash reimbursements due to Martin Resource Management may be substantial and will reduce our cash available
for distribution fo our unitholders.

Under our ommibus agreement with Martin Resource Management, Martin Resource Management provides us
with corporate staff and support services on behalf of our general pariner thai are substantially identical in nature and
quality to the services it conducted for our business prior to our formation. The omnibus agreement requires us to
reimburse Martin Resource Management for the costs and expenses it incurs in rendering these services, including an
overhead allocation to us of Martin Resource Management's indirect general and administrative expenses from its
corporate allocation pool. These payments may be substantial. Payments io Martin Resource Management will reduce the
amount of available cash for distribution to our unitholders.

Martin Resource Management has conflicts of interest and limited fiduciary responsibilities, which may permit it to
favor its own interests to the detriment of our unitholders.

Martin Resource Management owns an approximate 34.9% limited partnership interest in us. Furthermorg, il
owns and controls our general partner, which owns a 2.0% general partner interest and incentive distribution rights in us.
Conflicts of inlerest may arisc between Martin Resource Management and our general partner, on the ong hand, and our
unitholders, on the other hand. As a result ol (hese conflicts, our general pariner may favor its own interests and the
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interests of Martin Resource Management over the interests of our unitholders. Potential conflicts of interest between us,
Martin Resource Management and our general partner could occur in many of our day-to-day operations including, among
others, the following situations:

o  Officers of Martin Resource Management who provide services to us also devote significant time to the
businesses of Martin Resource Management and are compensated by Martin Resource Management for
that time.

e Neither our partnership agreement nor any other agreement requires Martin Resource Management to
pursue a business strategy that favors us or utilizes our assets or services. Martin Resource Management’s
directors and officers have a fiduciary duty to make these decisions in the best interests of the shareholders
of Martin Resource Management without regard to the best interests of the unitholders.

e  Martin Resource Management may engage in limited competition with us.

e Our general partner is allowed to take into account the interests of parties other than us, such as Martin
Resource Management, in resolving conflicts of interest, which has the effect of reducing its fiduciary
duty to our unitholders.

e Under our partnership agreement, our general partner may limit its liability and reduce its fiduciary duties,
while also restricting the remedies available to our unitholders for actions that, without the limitations and
reductions, might constitute breaches of fiduciary duty. As a result of purchasing units, our unitholders
will be treated as having consented to some actions and conflicts of interest that, without such consent,
might otherwise constitute a breach of fiduciary or other duties under applicable state law.

e Our general partner determines which costs incurred by Martin Resource Management are reimbursable
by us.

e Our partnership agreement does not restrict our general partner from causing us to pay it or its affiliates for
any services rendered on terms that are fair and reasonable to us or from entering into additional
contractual arrangements with any of these entities on our behalf.

e Our general partner controls the enforcement of obligations owed to us by Martin Resource Management.

e Our general partner decides whether to retain separate counsel, accountants or others to perform services
for us.

e The audit committee of our general partner retains our independent auditors.

o In some instances, our general partner may cause us to borrow funds to permit us to pay cash distributions,
even if the purpose or effect of the borrowing is to make a distribution on the subordinated units, to make
incentive distributions or to accelerate the expiration of the subordination period.

e Our general partner has broad discretion to establish financial reserves for the proper conduct of our
business. These reserves also will affect the amount of cash available for distribution. Our general partner
may establish reserves for distribution on the subordinated units, but only if those reserves will not prevent
us from distributing the full minimum quarterly distribution, plus any arrearages, on the common units for
the following four quarters.

Martin Resource Management and its affiliates may engage in limited competition with us.

Martin Resource Management and its affiliates may engage in limited competition with us. For a discussion of the
non-competition provisions of the omnibus agreement, please see “Item 13. Certain Relationships and Related
Transactions — Agreements — Omnibus Agreement.” If Martin Resource Management does engage in competition with
us, we may lose customers or business opportunities, which could have an adverse impact on our results of operations, cash
flow and ability to make distributions to our unitholders.
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Tax Risks

The IRS could treat us as a corporation for tax purposes, which would substantially reduce the cash available for
distribution to unitholders.

The anticipated after-tax economic benefit of an investment in us depends largely on our classification as a
partnership for federal income tax purposes. We have not requested, and do not plan to request, a ruling from the IRS on
this or any other matter affecting us.

If we were treated as a corporation for federal income tax purposes, we would pay tax on our income at corporate
rates, which is currently a maximum of 35%, and would likely pay state income tax at various rates. Distributions to
unitholders would generally be taxed again to them as corporate distributions, and no income, gains, losses or deductions
would flow through to unitholders. Because a tax would be imposed upon us as a corporation, the cash available for
distribution to unitholders would be substantially reduced. Treatment of us as a corporation would result in a material
reduction in the anticipated cash flow and after-tax return to our unitholders and therefore would likely result in a
substantial reduction in the value of the common units.

Current law may change so as to cause us to be taxable as a corporation for federal income tax purposes or
otherwise subject us to entity-level taxation. Our partnership agreement provides that if a law is enacted or existing law is
modified or interpreted in a manner that subjects us to taxation as a corporation or otherwise subjects us to entity-level
taxation for federal, state or local income tax purposes, then the minimum quarterly distribution amount and the target
distribution amount will be adjusted to reflect the impact of that law on us.

A successful IRS contest of the federal income tax positions we take may adversely affect the market for our common
units and the costs of any contest will be borne by our unitholders and our general partner.

We have not requested a ruling from the IRS with respect to our treatment as a partnership for federal income tax
purposes or any other matter affecting us. The IRS may adopt positions that differ from our counsel’s conclusions. It may
be necessary to resort to administrative or court proceedings to sustain some or all of our counsel’s conclusions or the
positions we take. A court may not agree with some or all our counsel’s conclusions or the positions we take. Any contest
with the IRS may materially and adversely impact the market for our common units and the prices at which they trade. In
addition, the costs of any contest with the IRS will be borne directly or indirectly by all of our unitholders and our general
partner.

Unitholders may be required to pay taxes on income from us even if they do not receive any cash distributions from
us.

Unitholders may be required to pay federal income taxes and, in some cases, state, local and foreign income
taxes on their share of our taxable income even if they receive no cash distributions from us. Unitholders may not
receive cash distributions from us equal to their share of our taxable income or even the tax liability that results from the
taxation of their share of our taxable income.

Tax gain or loss on the disposition of our common units could be different than expected.

If our unitholders sell their common units, they will recognize gain or loss equal to the difference between the
amount realized and their tax basis in those common units. Prior distributions in excess of the total net taxable income
unitholders were allocated for a common unit, which decreased unitholder tax basis in that common unit, will, in effect,
become taxable income to our unitholders if the common unit is sold at a price greater than their tax basis in that common
unit, even if the price they receive is less than their original cost. A substantial portion of the amount realized, whether or
not representing gain, may be ordinary income to our unitholders. Should the IRS successfully contest some positions we
take, our unitholders could recognize more gain on the sale of units than would be the case under those positions, without
the benefit of decreased income in prior years. In addition, if our unitholders sell their units, they may incur a tax liability
in excess of the amount of cash they receive from the sale.

Tax-exempt entities and foreign persons face unique tax issues from owning common units that may result in
adverse tax consequences to them.

Investment in common units by tax-exempt entities, such as individual retirement accounts (known as IRAs), and

non-U.S. persons raises issues unique to them. For example, virtually all of our income allocated to organizations exempt
from federal income tax, including individual retirement accounts and other retirement plans, will be unrelated business
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income and will be taxable to them. Distributions to non-U.S. persons will be reduced by withholding taxes at the highest
effective tax rate applicable to individuals, and non-U.S. persons will be required to file federal income tax returns and pay
tax on their share of our taxable income.

We treat a purchaser of our common units as having the same tax benefits without regard to the seller’s identity. The
IRS may challenge this treatment, which could adversely affect the value of the common units.

Because we cannot match transferors and transferees of common units and because of other reasons, we have
adopted depreciation positions that may not conform to all aspects of the Treasury regulations. A successful IRS challenge
to those positions could adversely affect the amount of tax benefits available to our unitholders. It also could affect the
timing of these tax benefits or the amount of gain from the sale of common units and could have a negative impact on the
value of our common units or result in audit adjustments to our unit holders’ tax returns.

Unitholders may be subject to state, local and foreign taxes and return filing requirements as a result of investing in
our common units.

In addition to federal income taxes, unitholders may be subject to other taxes, such as state, local and foreign
income taxes, unincorporated business taxes and estate, inheritance, or intangible taxes that are imposed by the various
jurisdictions in which we do business or own property. Unitholders may be required to file state, local and foreign income
tax returns and pay state and local income taxes in some or all of the various jurisdictions in which we do business or own
property and may be subject to penalties for failure to comply with those requirements. We own property and conduct
business in Alabama, Arkansas, California, Georgia, Florida, Illinois, Louisiana, Mississippi, Nebraska, Texas and Utah.
We may do business or own property in other states or foreign countries in the future. It is the unitholder’s responsibility to
file all federal, state, local and foreign tax returns. Our counsel has not rendered an opinion on the state, local or foreign tax
consequences of an investment in our common units.

Item 1B. Unresolved Staff Comments

None.

Item 2. Properties

A description of our properties is contained in Item 1. Business.

We believe we have satisfactory title to our assets. Some of the easements, rights-of-way, permits, licenses or
similar documents relating to the use of the properties that have been transferred to us in connection with our initial public
offering and the assets we acquired in our acquisitions, required the consent of third parties, which in some cases is a
governmental entity. We believe we have obtained sufficient third-party consents, permits and authorizations for the
transfer of assets necessary for us to operate our business in all material respects. With respect to any third-party consents,
permits or authorizations that have not been obtained, we believe the failure to obtain these consents, permits or
authorizations will not have a material adverse effect on the operation of our business.

Title to our property may be subject to encumbrances, including liens in favor of our secured lender. We believe
none of these encumbrances materially detract from the value of our properties or our interest in these properties, or
materially interfere with their use in the operation of our business.

Item 3. Legal Proceedings

From time to time, we are subject to certain legal proceedings claims and disputes that arise in the ordinary course
of our business. Although we cannot predict the outcomes of these legal proceedings, we do not believe these actions, in
the aggregate, will have a material adverse impact on our financial position, results of operations or liquidity.

In addition to the foregoing, as a result of a routine inspection by the U.S. Coast Guard of our tug Martin Explorer
at the Freeport Sulfur Dock Terminal in Tampa, Florida, we have been informed that an investigation has been commenced
concerning a possible violation of the Act to Prevent Pollution from Ships, 33 USC 1901, et. seq., and the MARPOL
Protocol 73/78. In connection with this matter, two of our employees were served with grand jury subpoenas during the
fourth quarter of 2007. We are cooperating with the investigation and, as of the date of this report, no formal charges, fines
and/or penalties have been asserted against us.
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Itcm 4. Submission of Matters to a Vote of Securitvy Holders

Nonc.
PART II

Item 5. Market for Owr Common Equity, Related Unitholder Matters and Issucr Purchases of Equity Securities

Our common units are traded on the NASDAQ National Markei ("NASDAQ™) under the symbol “MMLP.” As ol
February 29, 2008 there were approximately 22 holders of record and approximately 9,523 beneficial owners of our
comumon units. In addition, as of that date there were 1,701,346 subordinated units representing limited partner interests
outstanding. All of the subordinated units are held by Martin Resource Management and its subsidiaries. There is no
established public trading market for our subordinated units. The following table sets forth the high and low closing sale
prices of our common units for the periods indicated, based on the daily composite listing of stock transactions for the
NASDAQ and cash distributions declared per conunon and subordinated units during those periods:

Fiscal 2007
Common Units Distributions Declared per Unit
Quarters Ended High Low Common Subordinated
March 31, 2007 $39.17 $32.96 $0.640 $0.640
June 30, 2007 $42.66 $39.48 $0.660 $0.660
September 30, 2007 $42.65 $34.62 $0.680 $0.680
December 31, 2007 $38.601 $35.33 $0.700 $0.700
Fiscal 2006:
Common Units Distributions Declared per Unit
Quarters Ended High Low Common Subordinated
March 31, 2006 $31.95 $28.84 $0.610 $0.610
June 30, 2006 $32.03 $30.13 $0.610 $0.610
Scplember 30, 2006 $33.85 $30.53 $0.610 $0.610
December 31, 2006 $35.60 $30.10 $0.620 $0.620

On March 4, 2008, the last reported sales price of our common units as reported on the NASDAQ was $33.75 per
umnit,

In connection with our formation in June 2002, we issued to our general partner a 2% general partner interest in
us in exchange for a capital contribution in the amount of $20 and issued o Martin Resources LLC a 98% limited partner
interest in the partnership in exchange for a capital contribution in the amount of $980 in an offering exempt from
registration under Section 4(2) of the Securitics Act of 1933, as amended. On November 1, 2002, in offerings exempt from
registration under Section 4(2) of the Securitics Act of 1933, as amended, we (i) issued 1,543,797 subordinated units
representing limited partner interests in us (“Subordinated Units™) to Martin Product Sales LLC, in connection with the
contribution to us of Martin Gas Sales LLC’s limited partuner interests in Martin Operating Parinership L. P. ("Operating
Partnership™) which holds our operating assets; (i1} issued 620,044 Subordinated Units to Midstream Fuel Service LLC, in
connection with the contribution to us of Midstream Fuel Service LLC’s limited partner interests in the Operating
Partnership; (iii) issued 2,088,921 Subordinated Units to Martin Gas Marine LLC in connection with the contribution of
Martin Gas Marine LLC’s limited partner interests in the Operating Partnership; and (iv) converted a portion of the
existing interest in us owned by Martin Midstream GP LLC into a portion of its 2% general partner interest and the
incentive distribution rights in us.

In connection with our public offering of 1,322,500 cotmmon umils in February 2004, our general par(ner
contributed $0.8 million in cash to us in order (o maintain its 2% general partner inferest in us.

In comnection with our acquisition of Prism Gas in November 20035, 756,480 commnon units were issued to certain
members of the Prism Gas management team and Martin Resource Management. In addition our general partner
contributed $0.5 million in cash to us in order to maintain its 2% general partner interest in us.

In connection with our public offering of 3,450,000 comimon wnits in January 2006. our general partner
contributed $2.1 million in cash to us in order to maintain its 2% general partner interest in us.

In connection with our public offering of 1,380,000 conmmon units in May 2007, our gencral pariner conlributed
$1.2 million in cash to us in order to maintain its 2% gencral partner inicrest in us,
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In December 20006, we issued 470,484 comumnon unifs to Martin Product Sales LLC, an affiliate of Martin
Resource Management, for approximately $15.3 million, including a capital contribution of approximately $0,3 million
made by our general partner in order to maintain its 2% general partner interest in us. This transaction was exempt from
registration pursuant to either Regulation D or Section 4(2) of the Securnines Act of 1933, as amended.

A total of 2,552.016 of our original 4,233,362 outstanding subordinated units owned by Martin Resource
Management and its subsidiaries were converted into conunon units on a one-for-one basis following our quarterly cash
distribution, 850,672 each on November 14, 2007, 2006 and 2005, The common units into which the subordinated units
were converted were issued in reliamce on Section 3(a)(9) of the Securities Act of 1933, as amended. Additional
conversions of our 1,701,346 outstanding subordinated units may occur in the future provided that certain distribution
thresholds provided in our partnership agreement are met by us,

Within 43 days after the end of each quarter, we will distribuie all of our available cash, as defined in our
partnership agreement, to unitholders of record on the applicable racord date. During the subordination period {as
described below), the common units will have the right to receive distributions of available cash from operating surplus in
an amount equal to the minimum quarterly distribution of $0.50 per quarter, plus any arrearages in the payment of the
minimum quarterly distribution on the common units from prior quarters, before any distributions of available cash from
operating surplus may be made on the subordinated units. Our available cash consists generally of all cash on hand at the
end of the fiscal quarter. less reserves that our general partner determines are necessary to:

s  provide for the proper conduct of our business;
« comply with applicablc law, any ol our debit instruments, or other agreements; or

« provide funds for distributions to our unitholders and to our general pariner for any one or more of the
next four quarters;

plus all cash on hand for the quarter resulting from working capital borrowings made after the end of the quarter on the
date of determination of available cash.

Our general partner has broad discretion to establish cash reserves that it determines are necessary or appropriate
to properly conduct our business. These can include cash reserves for future capital and maintenance expenditures,
reserves to stabilize distributions of cash to the unitholders and our general partner, reserves to reduce debt, or, as
necessary, reserves to comply with the terins of any of our agreements or obligations, Our distributions are effectively
made 98% Lo unitholders and 2% to our general partner, subject to the pavment of incentive distributions 10 our general
partner il certain 1argel cash distribution levels 1o common unitholders arc achicved. Distributions to our general partner
increase 10 15%, 25% and 50% bascd on incremental distribution thresholds as set forth in our parinership agreciment.

Our ability to distribute available cash is contractually restricted by the terms of our credit facility, Our credit
facility contains covenants requiring us to maintain certain financial ratios. We are prohibited from making any
distributions to unitholders if the distribution would cause an event of default, or an event of default is existing, under our
credit facility, Please read “Ttem 7. Management’s Discussion and Analysis of Financial Condition and Resulis of
Operations — Liquidity and Capital Resources — Description of Our Credit Facility,”

The subordination period will extend until the first day of any quarier beginning after September 30, 2009 in
which each of the following tests are met:

« distributions of available cash from operating surplus on each of the outstanding common units and
subordinated units equaled or exceeded the minimum quarterly distribution for ¢ach of the three
conscculive, non-overlapping lour-quaricr periods immediately preceding that date;

» the “adjusted operating surplus™ as defined in the partnership agreement generated during each of the
three consecutive, non-overlapping four-quarter periods immediately preceding that date equaled or
exceeded the sum of the minimum quartetly distributions on all of the outstanding common units and
subordinated units during those periods on a fully diluted basis and the related distribution on the 2%
general partner interest during those periods; and

« therc are no arrcarages in payment of the minimom quaricrly distribution on the commmon unils.

Upon expiration of the subordination period, each outstanding subordinaied unit will convert into one common unit and
will participate pro rata with the other common uits in distributions of available cash.
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The following table sets forth information regarding securities authorized for issnance under our equity
compensation plans as of December 31, 2007,

Equity Compensation Plan Information
Number of securities

Number of remaining available for
securities to be future issuance under
issued upon exercise Weighted-average equity compensation
of outstanding exercise price of plans (excluding
options, Warrants outstanding options, securities reflected in
and rights warrants and rights column (a))
Plan Category {a) (h) (c)
Equity compensation plans approved by security holders................ N/A N/A N/A
Equity compensation plans not approved by security halders (1) ... 4] $0 719,000
(1) Our general partner has adopted and maintains the Martin Midsiream Partners L.P. Long-Term Incentive Plan.

For a description of the material features of this plan, please see “Item 11. Executive Compensation —
Emplovee Benefit Plans — Martin Midstreain Partners L.P. Long-Term Incentive Plan”.

On January 24, 2006, we issued 1.000 restricted common units to each of our three independent directors under
our long-term incentive plan. These restricted common units vest in equal installments of 250 units on each of the four
anniversaries following the grant date.

On May 2, 2007, we issued 1,000 restricted common units to each of our three independent directors under our
long-term incentive plan. These restricted common units vest in equal installments of 250 units on each of the four

anniversaries following the grant date.

Item 6. Selected Financial Data

The following table sets forth selected financial data and other operating data of Martin Midstream Partners L. P.
for the vears ended December 3 1. 2007, 2006, 2003, 2004 and 2003 are derived from the audited consolidated financial
statements of Martin Midstream Partners L.P.

The following selected financial data are qualified by reference io and should be read in conjunction with our
Consolidated and Combined Financial Statements and Notes thereto and “Management’s Discussion and Analysis of
Financial Condition and Results of Operations™ included elsewhere in this document,

Year Ended December 31,
2007 2006 2003 2004 2003
(Dollars in Thousands)

Income Statement Data:

ReVenues .o B 765,822 § 576,384 § 438,443 S 294144 $192.731
Cost of product sold.........oocoo 618,689 456,170 351,820 229,976 150,892
Operating eXpenses ... 83,533 G5,387 46,888 34,473 21,390
Selling, general, and administrative................. 11,583 10,877 8.133 6,198 4. 984
Depreciation and amorlization ...... . 23.442 17.5397 12.642 8.76G 4.763
Total costs and expenses ... v 737,649 553,131 419,483 279,413 182,233
Other oporating iNCOME ... 703 3,356 — — 589
Operating INCOME ...o.vvee oo 28,876 26,609 18,9060 14,729 11.087
Fquity in carnings of unconsolidated entitics . 10,941 8,547 1,50 912 2,801
TNECEOSE OO oo {14,533) {12,466) (6,900 (3,326) (2,001)
Debl prepayment premiutt.......o.oooceveeeveeereennen. — (1,160) — — —
Other, Del..ee e 299 713 23R 11 94
Income hafore incoms taXes....oviiv. 25,583 22,243 13,880 12,326 11,981
Income taxas.............. G44 — — — —
Net Income .. $24939 $22243 $ 13,880 $12,326 $11.981
Net income per limited partner unit.............. $1.67 51.69 51.58 51.45 5l.a4
Weighted average limited partner units........... 14,018,799 12,602,000 #.583,634 8,349,351 7.133,362

Balance Sheet Data (at Period End):
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Year Ended December 31,

2007 2006 2005 2004 2003

Total ASSEtS v e $ 623,577 $ 457,461 $ 389,044 S 188332 $139,683
DUE t0 AFTITALES oo 7,543 10,474 3,492 429 500
Long-term debt......oooo i 215,000 174,021 192,200 73,000 67,000
Pariner’s capital (owner’s equily)....ooov e 235,848 198,525 95.565 75.534 45,892
Cash Flow Data:
Net cash [low provided by (used in):

Operating activities 38,017 39317 32,334 12,812 $10,273

Investing activities .o (127,103 (635,09%8) (138,742) (34,322) (27,621)

Finanecing activitios ......oocve e ven e 9,896 52,99 109,689 22,424 17.884
Other Financial Data:
Maintenance capital expenditurcs.........oooooeee 10,342 12,391 5,100 5,182 2,773
Lxpansion capital expenditures...........cooocoven.e.. 107,892 78,267 74,110 30,234 29.159
Total capital expenditures ... $118234 3 50658 § 79210 S 35416 S 31932
Cash dividends per comtnon unit (in dollars). § 2060 § 244 219 § 210 3 1.81

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

References in this annual report to “we,” “ours,” “us” or like terms when used in a historical context refer to the
assets and operations of Martin Resource Management’s business contributed to us in connection with our initial public
offering on November 6. 2002. References in this annual report to “Martin Resource Management” refers to Martin
Resource Management Corporation and its subsidiaries, unless the context otherwise requires. You should read the
following discussion of our financial condition and results of operations in conjunction with the consolidated financial
statements and the notes thereto included elsewhere in this annual report. For more detailed information regarding the
basis for presentation [or the [ollowing information, you should read the notes 10 (he consolidated financial stalements
included clsewhere in this annual report,

Forward-Looking Statements

This annual report on Form 10-K includes “forward-looking statements” within the meaning of Section 27A of
the Securities Act of 1933, as amended. and Section 21E of the Securities Exchange Act of 1934, as amended. Statements
included in this annual report that are not historical facts {including any statements conceming plans and objectives of
management for future operations or economic perfonmance, or assumpiions or forecasts related thereto), are forward-
looking statements, These statements can be identified by the use of forward-looking terminology including “forecast,”
“may,” “believe,” “will,” “expect,” “anticipate,” “estimnate,” “contimue” or other similar words. These statements discuss
future expectations, contain projections of results of operations or of financial condition or state other “forward-looking™
information, We and our representatives may from time to time make other oral or written statements that are also
lorward-looking stalcmenis.

These forward-looking statements are made based upon management's current plans, expectations, estimates,
assumptions and beliefs concerning future events impacting us and therefore involve a number of risks and uncertainties.
We caution that forward-looking statements are not guarantees and that actual results could differ materially from those
expressed or implied in the forward-looking statements.

Becausc these lorward-looking statements involve risks and uncertaintics, actual resulis could diffcr matcrially
rom thosc expresscd or implied by these forward-looking slatements for a number of important reasons, including thosc
discusscd above in “liem 1A, Risk Faclors — Risks Related o our Business™,

Overview

We are a publicly traded limited partnership with a diverse set of operations focused primarily in the United
States Gulf Coast region. Our four primary business lines include:

« Terminalling and storage services for pefroleum products and by-products
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«  Natural gas services
«  Marinc transportation services [or petrolcum products and by-producis
»  Sulfur and sulfur-based products processing, manufactoring, marketing and distribution

The petrolenm products and by-products we collect, transport, siore and distribute are produced primarily by
major and independent oil and gas companies who often turn to third parties, such as us, for the transportation and
disposition of these products. In addition (o these major and independeni oil and gas companics, our primary customers
include independent refiners, large chemical companics, fertilizer manufactusers and other wholesale purchasers ol these
products. We operate primarily in the Gull Coast region of the United Staics. This region is a major hub for pelrolecum
rclining, natural gas gathering and processing and support scrvices 10 the cxploration and production industry.

2007 Developments and Subsequent Events
Recent Acquisitions

Acquisition of Martin Resource Management Stanolind Assets. In January 2008, we acquired 7.8 acres of land,
a deep water dock and two sulfuric acid tanks at our Stanolind terminal in Beaumont, from Martin Resource
Management. In connection with this acquisition, we entered into a lease agreement with Martin Resource
Management for use of the sulfuric acid tanks.

Aequisition of Monarch Oil, Inc. In October 2007, the Partnership acquired the asphalt assets of Monarch Oil,
Inc. and related companies consisting of property, plant and equipment. The assets are located in Omaha, Nebraska.
We entered into an agreement with Martin Resource Management, whereby Martin Resource Management will operate
the facilities through a terminalling service agreement with fees based upon throughput rates and will bear all additional
expenses to operate the facility.

Acquisition of Mega Lubricants, Inc. In June 2007, we acquired all of the operating assets of Mega Lubricants,
Inc. ("Mega Lubricants™) located in Channelview, Texas. The terminal is located on 5.6 acres of land, and consists of
38 tanks with a storage capacity of approximately 15,000 Bbls, pump and piping infrastructure for lubricant blending
and truck loading and unloading operations, 34,000 square feet of warchouse space and an administrative office.

Aequisition of Woodlawn Pipeline Co., fnc. In May 2007, we, through our subsidiary Prism Gas Sysiems [,
L.P. (“Prism Gas™), acquircd 100% of the outstanding stock of Woodlawn Pipchine Co.. Inc. ("Woodlawn™). The
resulls of Woodlawn’s operations have been included in the consolidated financial statements beginning May 2, 2007.
Woodlawn is a natural gas gathering and processing company which owns integraied gathering and processing assels in
East Texas. Woodlawn'’s sysiem consists ol approximately 135 miles of natural gas gathering pipe, approximalely
36 miles ol condensale transport pipe and a 30 Mcf/day processing plant. Prism Gas also acquired a ning-ile pipeling,
from a Woodlawn related party, (that delivers residuc gas from Woodlawn to the Texas Eastern Transmission pipeline
syslem.

(ther Developments

Sulfur Services Segment. Effective October 1, 2007, we made changes to the way we report our segments. During the
fourth quarter of 2007, we made a significant internal reorganization of the sulfur and fertilizer businesses and implemented a new
financial reporting system which grouped and reported financial resulis differently to management for sulfur and sulfur-based
fertilizer products formerly reported in separate segments in our financial statements, Based on the changes in our financial
reporting structure, the previously reported financial information for the sulfur and fertilizer segments have been combined into one
scgmenl known as the “Sullur Scrvices™ segment, The prior-period scgment data previously reported in (he sullur and lertilizer
scgmenls have been combined and restated in the new reporting scgmeni {0 conform (o the current period’s prescniation,

txpanded Credit Facility. Elfective December 28, 2007, we increased its revolving credit lacility $75.0 million
resulling in a cornmitied $195.0 million revolving credif facility, The revolving credit facility is used for ongoing working
capital nceds and gencral parinership purposcs, and te finance permitied investments, acquisitions and capilal expenditurcs,
As of December 31, 2007, we had approximately $95.0 million in revolving credil borrowings and $0.1 million in Ict(ers of
credit outstanding under the revolving credit facility and $130.0 million under our term loan facility.
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Increased Quarterly Distribution. We declared a quarterly cash distribution for the fourth quarter of 2007 of
$0.70 per common and subordinated unit on January 22, 2008, reflecting an increase of $0.02 per unit over the quarterly
distribution paid in respect of the third quarter of 2007,

Comversion of Subordinated Units. On November 14, 2007, 850,672 of our 2,552,018 outstanding subordinated
units owned by Martin Resource Management and its subsidiaries converied into common units on a one-for-one basis
following our quarterly cash distribution on such date. Additional conversions of our outstanding subordinated units may
occur in the future provided that certain distribution thresholds contained in our partnership agreement are met by us.

Public Offering. In May 2007, we completed a public offering of 1,380,000 common units, resulting in
proceeds of $55.9 million, after payment of underwriters’ discounts, cormmissions and offering expenses, Our general
partner contributed $1.2 million in cash to us in comjunction with the issuance in order to maintain its 2% general
partner interest in us. The net proceeds were used to pay down revolving debt under our credit facility and to provide
working capital,

Critical Accounting Policies

Our discussion and analysis of our financial condition and results of operations are bascd on the historical
consolidated financial stalements included clsewhere hercin, We prepared ihese financial statements in conformity with
generally accepled accounting principles. The preparation of these financial stalements required us 10 make cstimales and
assumptions that affcet the reported amounts of asscts and liabilitics at the dates of the financial statements and (he reported
amounts of revenues and expenses during the reporting petiods. We based our estimates on historical experience and on
various other assumptions we believe to be reasonable under the circumstances. Owr results may differ from these
estimates. Currently, we believe that our accounting policies do not require us to make estimates using assumptions about
matters that are highly uncertain. However, we have described below the critical accounting policies that we believe could
impact our consolidated financial statements most significantly.

You should also read Note 2. “Significant Accounting Policies” in Notes to Consolidated Financial Statements
contained in this annual report on Form 10-K. Soine of the more significant estimates in these financial statements include
the amount of the allowance for doubtful accounts receivable and the determination of the fair value of our reporting units
under the Financial Accounting Standards Board (FASB) Statement of Financial Acconnting Standards (SFAS) No, 142,
“Goodwill and Other Intangible Assets.”

Derivatives

In accordance with Statement of Financial Accounting Standards No, 133 (“SFAS No. 1337), Accounting for
Derivative Instruments and Hedging Activities, all derivatives and hedging instruments are included on the balance sheet as
an asset or liability measured at fair value and changes in fair value are recognized currently in earnings unless specific
hedge accounting criteria are met. If a derivative qualifies for hedge accounting, changes in the fair value can be offset
against the change in the fair value of the hedged item through earnings or recognized in other comprehensive income unitil
such time as the hedged item is recognized in camings, In early 2006, we adopted a hedging policy that allows us to use
hedge accounting for financial transactions that are designated as hedges. Derivative instruments not designated as hedges
are being marked to market with all market value adjustments being recorded in the consolidated statements of operations,
As of December 31, 2007, we had designated a portion of our derivative instruments as qualifving cash flow hedges. Fair
value changes for these hedges have been recorded in other comprehensive income as a component of equity.

Product Exchanges

We enter into product exchange agreements with third parties whereby we agree to exchange NGLs with third
partics, We record the balance of NGLs dug fo other companics under these agreements at quoted market product prices
and the balance of NGLs due [rom other companics at the lowcr of cost or markel. Cost 1s determined using the [irsi-in,
first-oul method.

Revenue Recognition

Revenue for our four operating segiments is recognized as follows:

Terminalling and storage — Revenuc is recognized for storage coniracts bascd on the contracied monthly (ank
fixcd fce. For throughput contracts, revenue is recognized based on (he volume moved through our (erminals at (he
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contracted tate, When lubricants and drilling fluids are sold by truck, revenue is recognized upon delivering product to
the customers as title to the product transfers when the customer physically receives the product,

Natural gas services — Nalural gas gathering and processing revenues arc recognized when title passcs or
service is performed. NGL distribution revenue is recognized when produci is delivered by truck to our NGL
customers, which occurs when the customer physically receives the product. When product is sold in storage, or by
pipeline, we recognize NGL distribution revenue when the customer receives the product from either the storage facility
or pipeline.

Marine transportation — Revenue is recognized for contracted irips upon completion of the particular trip. For
time charters, revenue is recognized based on a per day rate,

Sulfur Services — Revenue is recognized when ihe costomer takes title 1o the product, cither at our plant or the
customer facility.

Eguity Method Investments

We use the equity method of accounting for investinents in unconsolidated entities where the ability to exercise
significant influence over such entities exists. Investinents in unconsolidated entities consist of capital contributions and
advances plus our share of accumulated earnings as of the entities’ latest fiscal vear-ends, less capital withdrawals and
distributions. Investments in excess of the underlving net assets of equity method investees, specifically identifiable to
properly, plant and equipment, are amortized over the usclul life of the related asscts. Excess investment represcnling
cquily mcthod goodwill is not amortized but is evaluated for impairmeni, anmually, Under the provisions of Statement ol
Financial Accounting Standards (“SFAS™) No. 142, Goodwill and Other intangible Axsets, this goodwill is not subjcct 1o
amortization and is accounicd for as a component of the investment, Equity method investments are subject (o impainmen
under the provisions ol Accounting Principles Board ("APB”) Opinion No. 18, The Fquity Method of Accouniing for
Investments in Conmon Stock, No portion of (he net income from these entitics is included in our operating income.

Prior to July 15, 2005, we used the equity method of accounting for our unconsolidated non-controlling 49.5%
limited partner interest in CF Martin Sulphur. On July 15, 2005, we acquired the remaining interesis in CF Martin Sulphur
not previously owned by us. Subsequent to the acquisition, CF Martin Sulphur is inclnded in the consolidated financial
presentation of our sulfur services segment

Following our acquisition of Prism Gas in November 2003, we own an unconsolidated 30% interest in
Waskom, the Maltagorda, and PIPE. As a result, these asscls arc accounied for by the equity method and we do not
include any portion of their net income in operating income.

On June 30, 2006, we, through Prism Gas, acquired a 20% ownership interest in a partnership which owns the
lease rights to the assets of the Bosque County Pipeline (“BCP™). This interest is accounted for by the equity method of
accounting,

Goodwill

Goodwill is subject to a fair-value based impairment test on an annnal basis. We are required to identify our
reporting units and determine the carryving value of each reporting unit by assigning the assets and liabilities, including the
existing goodwill and intangible assets. We are required to determine the fair valoe of each reporting unit and compare it to
the carrving amount of the reporting unit. To the extent the carrving amount of a reporting unit exceeds the fair value of the
reporting unit, we would be required to perfonn the second step of the inmpainment test, as this is an indication that the
reporling unil goodwill may be impaircd.

We have performed the annual impairment tests as of September 30, 2007, September 30, 2006 and September
30, 2005, respectively. In performing such tests, we determined we had four “reporting units™ which contained goodwill.
These reporting units were in our four reporting segments: terminalling, natural gas services, marine transportation, and
sulfur services.

We determined fair value in each reporting unit based on a multiple of current annual cash flows, We determined

such multiple from our recent experience with actual acquisitions and dispositions and valuing potential acquisitions and
dispositions.
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Environmental Liabilities

We have historically not experienced circumstances requiring us to account for environmental remediation
obligations. If such circumstances arise, we would estimate remediation obligations utilizing a remediation feasibility study
and any other related environmental studies that we may elect to perform. We would record changes to our estimated
environmental liability as circumstances change or events occur, such as the issuance of revised orders by governmental
bodies or court or other judicial orders and our evaluation of the likelihood and amount of the related eventual liability.

Allowance for Doubtful Accounts

In evaluating the collectibility of our accounts receivable, we assess a number of factors, including a specific
customer’s ability to meet its financial obligations to us, the length of time the receivable has been past due and historical
collection experience. Based on these assessments, we record both specific and general reserves for bad debts to reduce the
related receivable to the amount we ultimately expect to collect from customers.

Asset Retirement Obligation

In accordance with SFAS No. 143, “Accounting for Asset Retirement Obligations” (“SFAS 143”), we recognize
and measure our asset retirement obligations and the associated asset retirement cost upon acquisition of the related asset.
Subsequent measurement and accounting provisions are in accordance with SFAS 143.

On March 31, 2005, the Financial Accounting Standards Board issued Interpretation No. 47, “Accounting for
Conditional Asset Retirement Obligations” (“FIN 47”), an interpretation of SFAS 143. FIN 47, which was effective for
fiscal years ending after December 15, 2005, clarifies that the recognition and measurement provisions of SFAS 143 apply
to asset retirement obligations in which the timing or method of settlement may be conditional on a future event that may
or may not be within the control of the entity. We have recognized asset retirement obligations, where appropriate.

Reclassifications

As previously reported in our Quarterly Report on Form 10-Q for the three months ended September 30, 2005,
which was filed with the SEC on November 9, 2005, we converted to a new accounting system in August 2005. In
connection with the system conversion, we closely examined expense classifications under the new system. Upon review,
it was determined that certain payroll, property insurance and property tax expenses that were previously categorized as
selling, general and administrative expenses would be more appropriately classified as operating expenses or costs of
products sold. As a result, those expenses were set up in the new system with the new classification. Accordingly, it is
necessary for us to reclassify the related expense items for fiscal years 2003 and 2004. Since the reclassifications, as
indicated in the tables set forth below, had no impact on the prior periods’ revenues, operating income, cash flows from
operations or net income, we have determined that the reclassifications are not material to our audited financial statements
for the prior periods. Nonetheless, we are effecting the reclassifications for prior periods in order to provide comparative
clarity and consistency among the 2003-2004 annual periods when compared to our financial reporting for our current
2007 fiscal year.

The following tables set forth the effects of the reclassifications on certain line items within our previously
reported consolidated statements of income for the years ended December 31, 2004 and 2003 (dollars in thousands), which
statements of income and certain relevant footnotes thereto as well as the relevant portions of Management’s Discussion
and Analysis of Financial Condition and Results of Operations for those periods have been updated.

Year Ended December 31, 2004

(In Thousands)
Terminalling
and Storage NGL Marine Sulfur Total
Cost of products sold (as previously
reported) $ 6,775 $ 197859 § — $ 25207 $ 229,841
Cost of products sold (as
reclassified) 6,775 197,859 — 25,342 229,976
Operating expenses (as previously
reported) 6,699 928 24,796 — 32,423
Operating expenses (as reclassified) 8,494 1,185 24,796 — 34,475
Selling, general and administrative (as
previously reported) 2,194 1,457 175 4,599 8,385
Selling, general and administrative (as
reclassified) 399 1,200 175 4,424 6,198
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Year Ended December 31, 2003

(In Thousands)
Terminalling
and Storage NGL Marine Sulfur Total
Cost of products sold (as previously
reported) $ 107 $ 128,055 % — $ 22,605 $ 150,767
Cost of products sold (as
reclassified) 107 128,055 — 22,730 150,892
Operating expenses (as previously
reported) 1,413 1,052 18,135 — 20,600
Operating expenses (as reclassified) 2,141 1,314 18,135 — 21,590
Selling, general and administrative (as
previously reported) 1,180 1,362 305 3,254 6,101
Selling, general and administrative (as
reclassified) 452 1,100 305 3,129 4,986

Our Relationship with Martin Resource Management

Martin Resource Management directs our business operations through its ownership and control of our general
partner and under an omnibus agreement. Under the omnibus agreement, the reimbursement amount that we are required
to pay to Martin Resource Management with respect to indirect general and administrative and corporate overhead
expenses was capped at $2.0 million. This cap expired on November 1, 2007. Effective January 1, 2008, the Conflicts
Committee of our general partner approved a reimbursement amount for indirect expenses of $2.7 million for the year
ending December 31, 2008 which is not expected to cover all of the indirect general and administrative and corporate
overhead expenses attributable to the services provided to us. We are required to reimburse Martin Resource Management
for all direct expenses it incurs or payments it makes on our behalf or in connection with the operation of our business.
Martin Resource Management also licenses certain of its trademarks and trade names to us under this omnibus agreement.

We are both an important supplier to and customer of Martin Resource Management. Among other things, we
provide marine transportation and terminalling and storage services to Martin Resource Management. We purchase
land transportation services, underground storage services, sulfuric acid and marine fuel from Martin Resource
Management. Additionally, we have exclusive access to and use of a truck loading and unloading terminal and pipeline
distribution system owned by Martin Resource Management at Mont Belvieu, Texas. All of these services and goods
are purchased and sold pursuant to the terms of a number of agreements between us and Martin Resource Management.

For a more comprehensive discussion concerning the omnibus agreement and the other agreements that we
have entered into with Martin Resource Management, please see “Item 13. Certain Relationships and Related
Transactions — Agreements.”

Our Relationship with CF Martin Sulphur, L.P.

On July 15, 2005, we acquired all of the remaining limited partnership interests in CF Martin Sulphur from CF
Industries, Inc. and certain affiliates of Martin Resource Management. Prior to this transaction, our unconsolidated non-
controlling 49.5% limited partnership interest in CF Martin Sulphur, was accounted for using the equity method of
accounting. In addition, on July 15, 2005, we acquired all of the outstanding membership interests in CF Martin Sulphur’s
general partner. Subsequent to the acquisition, CF Martin Sulphur was a wholly owned partnership which is included in
the consolidated financial presentation of our sulfur services segment. Effective March 30, 2006, CF Martin Sulphur was
merged into us.

Prior to July 15, 2005, we were both an important supplier to and customer of CF Martin Sulphur. We chartered
one of our offshore tug/barge tanker units to CF Martin Sulphur for a guaranteed daily rate, subject to certain adjustments.
This charter, which had an unlimited term, was terminated on November 18, 2005. CF Martin Sulphur paid to have this
tug/barge tanker unit reconfigured to carry molten sulfur. In the event CF Martin Sulphur had terminated this charter
agreement, we would have been obligated to reimburse CF Martin Sulphur for a portion of such reconfiguration costs. As
a result of the July 15, 2005 acquisition of all the outstanding interests in CF Martin Sulphur, this contingent obligation was
terminated.
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Results of Operations

The results of operations for the twelve months ended December 31, 2007, 2006 and 2005 have been derived
from our consolidated and condensed financial statements.

We evaluate segment performance on the basis of operating income, which is derived by subtracting cost of
products sold, operating expenses, selling, general and administrative expenses, and depreciation and amortization
expense from revenues. The following table sets forth our operating revenues and operating income by segment for the
twelve months ended December 31, 2007, 2006 and 2005.

Operating Operating Operating
Revenues Revenues Operating Income Income (loss)
Operating Intersegment after Income Intersegment after
Revenues Eliminations Eliminations (loss) Eliminations Eliminations

(In thousands)
Year ended December 31, 2007:

Terminalling and storage................. $ 59,790 $ (865) $ 58,925 $10,745 $ (472 $ 10,273
Natural gas Services..........coceevevenene. 515,992 — 515,992 4,159 333 4,492
Marine transportation . 63,533 (3,954) 59,579 7,949 (3,679) 4,270
Sulfur Services .......ocvvvevereeeerreenens 131,602 (276) 131,326 9,222 3,818 13,040
Indirect selling, general and administrative — — — (3.199) — (3.199)
Total .o $770,917 $ (5,095) $ 765,822 $ 28,876 $ $28,876
Year ended December 31, 2006:
Terminalling and storage................. $ 36,606 $ (389 $ 36,217 $ 12,646 $ (142) $ 12,504
Natural gas services.... . 389,735 — 389,735 4,239 — 4,239
Marine transportation . 50,174 (2,339) 47,835 8,258 (1,847) 6,411
Sulfur Services ......oovvvevereeereieenans 102,646 (49) 102,597 4,719 1,989 6,708
Indirect selling, general and administrative — — — (3,253) — (3.253)
Total .o $579.161 $ (2,777) $ 576,384 $ 26,609 M $ 26,609
Year ended December 31, 2005
Terminalling and storage $ 32,962 $  (64) $ 32,898 $9,127 $ 187 $ 9314
Natural gas services........ 301,676 — 301,676 6,003 6,003
Marine transportation . 37,724 (2,273) 35,451 4,657 (2,273) 2,384
Sulfur services......... 68,418 — 68,418 2,636 2,086 4,722
Indirect selling, general and administrative — — — (3.463) — (3.463)
Total ..o $ 440,780 $ (2.337) $ 438,443 $ 18,960 § — $ 18,960

Our results of operations are discussed on a comparative basis below. There are certain items of income and
expense which we do not allocate on a segment basis. These items, including equity in earnings (loss) of
unconsolidated entities, interest expense, and indirect selling, general and administrative expenses, are discussed after
the comparative discussion of our results within each segment.

Year Ended December 31, 2007 Compared to the Year Ended December 31, 2006

Our total revenues before eliminations were $770.9 million for the year ended December 31, 2007 compared to
$579.2 million for the year ended December 31, 2006, an increase of $191.7 million, or 33%. Our operating income before
eliminations was $28.9 million for the year ended December 31, 2007 compared to $26.6 million for the year ended
December 31, 2006, an increase of $2.3 million, or 9%.

The results of operations are described in greater detail on a segment basis below.

Terminalling and Storage Segment

The following table summarizes our results of operations in our terminalling and storage segment.
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Years Ended December 31,

2007 2006
(In thousands)

Revenues:
SETVICES ..ttt ettt ettt et et a e ea et e st e st ea e enee, $ 29,400 $ 24,182
PrOAUCES ..ottt e, 30,390 12,424
Total REVENUES ....ccuviiiiiieiiieciiece et e, 59,790 36,606
Cost of products SOIA .........cccierieriieieeeeee e 26,298 9,999
OPETAtiNG EXPEISES ..eeuveenreeureriieiteertiereeenteeteeneeeneesteesteeteeneeeneesseesseenseenns 16,238 12,276
Selling, general and administrative Xpenses. ........cooveevereereeenueeneeenvennns, 139 112
Depreciation and amortization ............c.ecverveerveerieeeeseenreeseeneseesseesseenns 6.358 4,700
10,757 9,519
Other operating iNCOME (10SS)........ccvirvierieriieiieiiere et (12) 3,127
OPErating INCOMIEC .......eevveeeierieieereeteeteesteesteeseesessessnesseesseenseessensnen: $10,745 $ 12,646

Revenues. Our terminalling and storage revenues increased $23.2 million, or 63%, for the year ended December
31, 2007 compared to the year ended December 31, 2006. Service revenue accounted for $5.2 million of this increase.
The service revenue increase was primarily a result of recent acquisitions and capital projects being placed into service
during the end of 2006 and throughout 2007. Product revenue increased $18.0 million primarily due to the Mega Lube
acquisition, and, exclusive of Mega Lube, a 29% increase in product cost that was passed through to our customers. There
was also a 22% increase in sales volumes.

Cost of products sold. Our cost of products sold increased $16.3 million, or 163% for the year ended December
31, 2007 compared to the year ended December 31, 2006. This increase was primarily a result of the Mega Lube
acquisition, an increase in product cost and an increase in sales volumes.

Operating expenses. Operating expenses increased $4.0 million, or 32%, for the year ended December 31,
2007 compared to the year ended December 31, 2006. The increase was result of our recent acquisitions and capital
projects placed into service during the end of 2006 and throughout 2007. The increase was also a result of increased
operating activities and an increase in costs of those activities at our terminals.

Selling, general and administrative expenses. Selling, general & administrative expenses were approximately
the same for the year ended December 31, 2007 compared to the year ended December 31, 2006.

Depreciation and amortization. Depreciation and amortization increased $1.7 million, or 35%, for the year
ended December 31, 2007 compared to the year ended December 31, 2006. This increase was primarily a result of our
recent acquisitions and capital expenditures.

Other operating income (loss). Other operating income for the year ended December 31, 2007 consisted solely
of a loss related to the sale of equipment. Other operating income for the year ended December 31, 2006 consisted
primarily of a gain of $3.1 million related to an involuntary conversion of assets. This gain resulted from insurance
proceeds which were greater than the impairment of assets destroyed by hurricanes Katrina and Rita.

In summary, terminalling and storage operating income decreased $1.9 million, or 15%, for the year ended
December 31, 2007 compared to the year ended December 31, 2006.

Natural Gas Services Segment

The following table summarizes our results of operations in our natural gas services segment.

Years Ended December 31,

2007 2006
(In thousands)
Revenues:
INGLS. ettt ettt ettt sttt a et ens $481,018 $372,997
NAULAL AS ..evviviiciieiicieeeceeere ettt seesre e e ae e saeereesne e 35,983 13,773
Non-cash mark to market adjustment of commodity derivatives....... (3,104) 221
Gain (loss) on cash settlements of commodity derivatives................ (611) 894
Other 0perating fEes ........cvevieviirieeieiieieete e 2,706 1.850
TOtal TEVEIMUECS ....ccuviieiieeiie ettt ettt et ree e e v 515,992 389,735
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Cost of products sold;

INIGLS o 461,489 361,941
NAIFAL ZAS ..o 34,485 12,277
Total cost of products sold ... 495,974 374,218
OPCTALING CXPTISCE ..ottt ee et e et a et aeaae s 7.082 5,240
Sclling, gencral and adminiStralive CXPCIISCS ...oovvviveeiie e 3,524 4,373
Depreciation and amortization.............oooeoeeiiiiieeeeeeee e 3,252 1,667
4,160 4,237

Other Operaling ICOITIC .......oiiot et () 2
OpPCTaling MCOMIC ...t $ 4159 § 4,239
NGLs Volumes (Bbls) 8,266 7.688
Natural Gas Volumes (Mmblu) 5,550 2,107

*Information above does not include activities relating to Waskom, PIPE. Matagorda and BCP investments which
are reflected in Equity in Farnings of Unconsolidated Entities detailed below.

Equity in Earnings of Unconsolidated Entities...................cooccoovivens § 10,941 $ 8347
Waskom:

Plant Inlct Volumes (Mmcl/d) 229 183
Frac Volumcs (Bbls/d) 8,725 7,677

Revenues. Our natural gas services revenucs inercased $126.3 million, or 32% lor the vear ended December
31, 2007 compared to the ycar ended December 31, 2006 duc to increased natural gas and NGL volumes, in addition (o
higher commodity prices.

For the year ended December 31, 2007, NGL revenues increased $108.0 million, or 29% and nalural gas
revenues increased $22.2 million, or 161% compared (o the year ended December 31, 2006, NGL sales volumes for the
vear increasced 8% and natural gas volumes increased 163% compared to the same period of 2006. During 2007, our
NGL average salcs price per barrel increased $9.68 or 20% and our natural gas average sales price per Mmbiu
decreased $0.03. or 1% compared to the same period of 2006. The increase in NGL volumes is primarily due to
increased industrial demand experienced during 2007 and the increase in natural gas volumes is primarily due to the
Woodlawn acquisition, completed in the second quarter of 2007,

Our natural gas services segment utilizes derivative instruments to manage the risk of fluctuations in market
prices for its anticipated sales of natural gas, condensate and NGLs. This activity is referred to as price risk
management. For the vear ended December 31, 2007, 46% of our total natural gas volumes and 33% of our total NGL
volumes were hedged as compared to 53% and 64%, respectivelv for the vear ended December 31, 2006. The impact of
price risk management and marketing activities decreased total natoral gas and NGL revenues $3.7 million for 2007
compared to an increase of §1.1 million in the same period of 2006.

Costs of product sold. Our cost of products increased $121.8 million, or 33%, for the year ended December
31, 2007 compared to the same period of 2006, Of the increase, $99.6 million relates to NGLs and $22.2 million relates
to natural gas, The percentage increase in NGL cost of products sold is less than our percentage increase in NGL
revenues as our NGL per barrel margins increased $0.92, or 64%, primarily dug to continued rising NGL prices in 2007,
The percentage increasc relating 1o natural gas cost of products sold 1s grealer than the percentage increase in natural
gas revenues, which caused our Minbtu margins 1o decrease by 62%, as a result of the terms of Woodlawn’s producer
contracts compared to our historical producer contracts.

Operating expenses. Operating cxpenses increased $1.8 million, or 35%, for the year ended December 31,
2007 comparced 1o the same period of 20060, This increase is primarily duc io the Woodlawn acquisition,

Setling, general and adminisirative expenses, Sclling, general and administrative expenses incrcased $1.2

million, or 26%, for the year ended December 31, 2007 compared to the same period of 2006. This increase primarily is
primarily due to the Woodlawn acquisition.
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Depreciation and amortization. Depreciation and amortization increased $1.6 million, or 95%, for the year
ended December 31, 2007 compared to the same period of 2006. This increase was primarily a result of the Woodlawn
acquisition

In summary, our natural gas services operating income decreased $0.1 million, or 2%, for the year ended
December 31, 2007 compared to the year ended December 31, 2006.

Equity in earnings of unconsolidated entities. Equity in earnings of unconsolidated entities was $10.9 million
and $8.5 million for the year ended December 31, 2007 and 2006, respectively, an increase of 28%. This increase is

primarily a result of completing the expansions to the Waskom plant and the Waskom fractionator in the first half of
2007, resulting in our inlet volumes and fractionation volumes increasing 25% and 14%, respectively.

Marine Transportation Segment
The following table summarizes our results of operations in our marine transportation segment.

Years Ended December 31,

2007 2006
(In thousands)

REVEIUES ...ttt ettt $ 63,533 $ 50,174
OPErating EXPENSES ...euvvenveeeeeeeeeeeueereeerteeteeeeeneesseesseesseeneeeeesneesseenes 46,946 34,946
Selling, general and administrative €Xpenses..........coceeveeeereeereeeeenne. 535 587
Depreciation and amortization...............ccueevereereereeeeeseenneeeeeeeesneenns 8,819 6.609
7.233 8,032

Other Operating INCOME. ........ccveieierierieieeteee et 716 226
OPErating INCOME .......c.ocuiiveereririeietiereeeetee ettt eaeasenas § 7,949 § 8258

Revenues. Our marine transportation revenues increased $13.4 million, or 27%, for the year ended December 31,
2007 compared to the year ended December 31, 2006. Our inland marine assets generated an additional $12.4 million in
revenue from increased utilization of our fleet as a result of a geographical redistribution of our assets on the Gulf Coast.
We also had increased contract rates and operated an additional number of leased vessels. Our offshore revenues increased
$1.0 million primarily from the acquisition of an integrated tug barge unit in the fourth quarter of 2006.

Operating expenses. Operating expenses increased $12.0 million, or 34%, for the year ended December 31, 2007
compared to the year ended December 31, 2006. We experienced increases in salaries and wages, repair and maintenance
expenses, increased shipyard costs and outside towing expenses.

Selling, general and administrative expenses. Selling, general & administrative expenses were approximately the

same for the year ended December 31, 2007 compared to the year ended December 31, 2006.

Depreciation and amortization. Depreciation and amortization increased $2.2 million, or 33%, for the year ended
December 31, 2007 compared to the year ended December 31, 2006. This increase was the result of capital expenditures
made in the last 12 months.

Other operating income. Other operating income increased $0.5 million, or 217%, for the year ended December
31,2007 compared to the year ended December 31, 2006. This increase consisted of gains on the sale of property and
equipment.

In summary, our marine transportation operating income decreased $0.3 million, or 4%, for the year ended
December 31, 2007 compared to the year ended December 31, 2006.

Sulfur Services Segment

The following table summarizes our results of operations in our sulfur services segment.
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Years Ended December 31,

2007 2006
(In thousands)
REVEIUES ...ttt et et e e eteeeaeeeveeennee e $131,602 $102,646
Cost Of products SOId........c.eecueeieiieiieecee e 97,747 76,372
OPEIAtING EXPEIISES ....covvurenrerenrenrenierieetteneeetetententesteeresseereeseeseesensensenee 17,033 14,283
Selling, general and administrative Xpenses. .........ceeeereeeeererereeneenueenn 2,587 2,651
Depreciation and amortization ...........ceceeeeereereerieeienieeee e 5,013 4,621
OPperating INCOME.........ccueiveerrierieriereeiesteesreesreeseeaesseesreesseesseesnens $ 9,222 $ 4,719
Sulfur Services Volumes (1ong tons) .........cceevveeiereereecieiiereerveeeenes 1,420.9 1,025.2

Revenues. Our sulfur services revenues increased $29.0 million, or 28%, for the year ended December 31,
2007 compared to the year ended December 31, 2006. This increase was primarily a result of a 39% increase in sales
volume. The sales volume increase was due to a new molten sulfur sales contract negotiated in 2007 and increased
demand for our sulfur-based products, driven by higher agricultural commodity prices.

Cost of products sold. Our cost of products sold increased $21.4 million, or 28%, for the year ended December
31, 2007 compared to the year ended December 31, 2006. This percentage increase was the same as our percentage
increase in sales, as our margin per ton was approximately the same for both years.

Operating expenses. Our operating expenses increased $2.8 million, or 19%, for the year ended December 31,
2007 compared to the year ended December 31, 2006. This increase was a result of increased marine transportation
costs relating to increased crew wages, outside towing expense incurred for leased vessels due to down time of vessels
owned by the sulfur services segment and repairs and maintenance on vessels owned by the sulfur services segment to
bring them up to higher quality standards adopted by our marine transportation group.

Selling, general, and administrative expenses. Our selling, general, and administrative expenses decreased
$0.1 million, or 2%, for the year ended December 31, 2007 compared to the year ended December 31, 2006.

Depreciation and amortization. Depreciation and amortization increased $0.4 million, or 8%, for the year
ended December 31, 2007 compared to the year ended December 31, 2006. This is attributable to our sulfuric acid
facility coming online in the fourth quarter of 2007.

In summary, our sulfur services operating income increased $4.5 million, or 95%, for the year ended December
31,2007 compared to the year ended December 31, 2006

Statement of Operations Items as a Percentage of Revenues

In the aggregate, our cost of products sold, operating expenses, selling, general and administrative expenses, and
depreciation and amortization have remained relatively constant as a percentage of revenues for the years ended December
31,2007 and December 31, 2006. The following table summarizes, on a comparative basis, these items of our statement of
operations as a percentage of our revenues.

Years Ended December 31,

2007 2006
(In thousands)
REVENUES .....eeiiiiiiiiee et 100% 100%
Cost of Products SOId .......cc.coerireririnireicececeeeeee e 81% 80%
OPETAtiNg EXPEIISES ...cvvinrerverreeeeeueentetentententeatesseeueeseessesensensessestesnesseeaeens 11% 11%
Selling, general and administrative €Xpenses..........cecvevevervenverrenvennennen. 2% 2%
Depreciation and amortization ..........c..coceeeeerereeeneeeeeeeeieneeieneneenes 3% 3%

Equity in Earnings of Unconsolidated Entities

For the years ended December 31, 2007 and 2006, equity in earnings of unconsolidated entities relates to our
unconsolidated interest in BCP subsequent to its acquisition on June 30, 2006 and the unconsolidated interests in Waskom,
Matagorda and PIPE.
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Interest Expense

Our inicrest expensc for all operations was $14.5 million for 2007 compared 1o $13.6 million for 2006, an
increase of $0.9 million, or 7%. This increasc was primarily duc 1o an increasc in average debt outstanding ofTsel by a
decreasc in inferest rates throughout 2007 compared to 2006 which also included a debt prepayment premium of $1.2
million. Also, we had non-cash mark-to-market charges of $0.8 million which increased interest expense in 2007

Indirect Selling, General and Administrative Expenses

Indirect selling. general and administrative expenses were $3.2 million for 2007 compared to $3.3 million for
2006, a decrease of $0.1 million or 2%.

Martin Resource Management allocated to us a portion of its indirect selling, general and administrative expenses
for services such as accounting, treasury, clerical billing, information technology, administration of insurance, engineering,
general office expense and employee benefit plans and other general corporaic overhead functions we share with Martin
Resource Managemenl retained busingssces. This allocation is basced on the percentage of time spent by Martin Resource
Management personnel that provide such centralized scrvices, Generally accepled accounting principles also permil other
methods for allocation ol these cxpenscs, such as basing the allocation on ihe pereentage of revenues contribuled by a
scgment., The allocation of these cxpenses between Martin Resource Management and us is subject 1o a number of
Jjudgments and estimates, regardless of the method used. We can provide no assurances that our method of allocation, in
the past or in the future, is or will be the most accurate or apptopriate method of allocation these expenses. Other methods
could result in a higher allocation of selling, general and administrative expense to us, which would reduce our net income.

In addition to the direct expenses, under the omnibus agreement, the reimbursement amount that we are required
to pay to Martin Resource Management with respect to indirect general and administrative and corporate overhead
expenses was capped at $2.0 million. This cap expired on November 1, 2007, Effective Janvary 1, 2008, the Conflicts
Committee of our general partner approved a reimbursement amournt for indirect expenses of $2.7 million for the vear
ending December 3 1, 2008, which is not expected to cover all of the indirect general and administrative and corporate
overhead expenses attributable to the services provided to us. Martin Resource Management allocated indirect selling,
general and administrative expenses of $1.5 million for both the years ended December 31, 2007 and 2006.

Year Ended December 31, 2006 Compared to the Year Ended December 31, 2005

Our total revenues before eliminations were $379.2 million for the vear ended December 31, 2006 compared to
$440.8 million for the year ended December 31, 2003, an increase of $138.4 million, or 31%. Our operating income
before eliminations was $26.6 million for the vear ended Dacember 31, 2006 compared to $19.0 million for the year
ended December 31, 2003, an increase of $7.6 million, or 40%.

The results of operations are described in greater detail on a segment basis below.

Terminalling and Storage Segment

The following table summarizes our results of operations in our terminalling and storage segment,

Years Ended December 31,
2006 2005

(In thousands)

Revenues:
B IVICRE oo oo e e $ 24.182 $ 23,145
Products. 12,424 9.817
Total REVENUES .. 36,606 32,962
Cost of products SOIA. ... 9,999 8.267
OPCTALTIZ CXPETISCE ..o vvvivrieiesieietrirree e eiarberireen s st rr st e et a e s rbeesss 12,276 10,942
Sclling, gencral and administralive CXPCTISCS .vvvvvvviveeensiinrieens e 112 250
Depreciation and amoTtiZzation. ... e 4,700 4,376
9519 9127
OUher OPCTaling IMCOTIIC . ..eeeiiciiiriie e ier e en s rr et raeeses 3.127 —
OPCTAINE TICOIIC 1 ovvvievir et ie e s e e s rae e $12,646 $ 9127
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Revenues. Qur terminalling and storage revenues increased $3.6 million, or 11%, for the year ended December
31, 2006 compared to the year ended December 31, 2005, Service revenne accounted for $1.0 million of this increase,
The service revenue increase was primarily a result of acquisitions of our Corpus Christi terminal, and two asphalt
terminals, Product revenue increased $2.6 million due to an 18% increase in product cost that was passed through to our
customers, and a 5% increasc in salcs volume.

Cost of products sold. Our cost of products sold increased $1.7 million, or 2 1% for the vear ended December 31,
2006 compared to the vear ended December 31. 2005, This increase was primarily a result of an 18% increase in product
cost. and a 5% increase in sales volumes.

Operating expenses. Operating expenses increased $1.3 million, or 12%, for the year ended December 31,
2006 compared to the year ended December 3 1, 2005, The increase was result of our acquisitions made in 2006, and
also a result of increased operating activities and an increase in costs of those activities at our terminals, This accounted
for $1.9 million of increased operating expenses, which was offset by a decrease in hurricane expenses of $0.5 million,

Selting, general and adminisirative expenses,  Selling, general and administrative expenses decreased $0.1
million, or 55%, lor (he year ended December 31, 2006 compared 1o the year ended December 31, 2005,

Depreciation and amortization. Depreciation and amortization increased $0.3 million, or 7%, for the vear ended
December 31, 2006 compared to the year ended December 31, 20035, This increase was primarily a result of our
acquisitions made in 20006,

Other operating income.  Other operaling incomge for the year ended December 31, 20006 consisied primarily of a
gain of $3.1 million rclaled to an involuntary conversion of assets. This gain resulted from insurance proceeds which were
grealer than the impainment of asscts destroyed by hurricancs Katrina and Rita,

In summary, terminalling and storage operating income increased $3.5 million, or 3%%. for the vear ended
December 31, 2006 compared to the year ended December 31, 2005

Natural Gas Services Segment
The following table sunmnarizes our results of operations in our natural gas services segment.
Years Ended December 31,

2006 2005
(In thousands)

Revenues:
INIGLS . e $372,997 $295,947
NAIFAL ZAS....0ooiiiiii e 13,773 4,999
Non-cash mark to market adjustment of commodity derivatives....... 221 747
Gain (loss) on cash settlements of commodity derivatives................ 894 (235)
Other operating fEE5 ...oooviiiiiiiii e 1.850 218
TOtAL TEVETIUSS ..o 389,735 301,676
Cost of products sold;
INIGLS oo 361,941 286,33
NAIUEAL BAS ..o 12,277 4,770
Total cost of products sold ... 374218 291,109
OPEerating EXPESES ... ot 3,240 2,435
Selling, general and administrative expenses ... 4373 1,733
Depreciation and amortization. ... 1,667 356
4.237 6.003
Other operating INCOME ... 2 —
Operating INCOME ... $ 4239 $ 6,003
NGLs Volumes (Bbls) 7.688 6.441
Natural Gas Volumes (Mmbiu) 2,107 478
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Information above does not includs activitics relating to Waskom, PIPE, Maiagorda
ard BCP invesiments

Equity in Earnings of Unconsolidated Entities ................................. $ 8.547 $ 1.369
Waskom:

Plant Inlet Volumes (Mmcf/d) 183 160
Frac Volumes (Bbls/d) 7.677 7.390

Reverues. Qur natural gas scrvices revenues increased $88.1 million, or 29%, [or the vear ended December
31, 2006 compared (o the year ended December 31, 2005, Of the increase, $21.2 million is related 1o our historical
NGL distribution segment. The increase is primarily duc from an increase in our average sales price per gallon ol 10%
in 2006 compared to 2005, as our salcs volumes in the two periods remained approximately the same. This price
increasc was duc 1o a general increasc in the prices of NGL's.

The remaining $66.9 million increase is related to our acquisition of Prism Gas. as we experienced a full vear of
operations. These revenues are comprised of $35.9 million of NGL sales, $8.8 million of natural gas sales and $1.6 million
of gathering and processing fees. Also, contributing to the increase was $0.6 million of increases in gains on derivative
contracts.

Costs of product sold, Our cost of products increased $83.1 million, or 29%, lor the year ended December 31,
2006 compared (o the year ended December 31, 2005, Of the increase, $21.9 million is related (o our historical NGL
distribution scgment, This increase was higher than (he increase in our hisiorical NGL revenucs, as our per gallon margin
deercased by 5%, In 2005, our historical NGL distribution secgment benefited [rom cxtraordinary market conditions duc (o
gulf coast hurricancs, These market conditions resulted in a rapid increase in NGL prices allowing us (o surpass our
historical margins of approximaltcly $0.025 per gallon and experience a margin of approximately $0.04 per gallon, For
2005, in our historical NGL segment, we experienced margins of approximaicly $.03 per gallon, The balance of the
increase of $61.2 million relates to costs resulting from our Prism Gas acquisition, as we experienced a full year of
operations.

Operating expenses. Operaling expenses increased $2.8 million, or 113%, for the year ended December 31, 2006
compared to the vear ended December 31, 2005, An increasc of $0.6 million was a result of additional operating expenscs
incurred from ihe East Texas Pipeline acquisition, and $1.9 million resulied from the Prism Gas acquisition. Both of these
acquisitions occurred in 2005, The remaining increase was a result of increased operating costs in our historical NGL
distribution scgment.

Selling, general and administrative expenses, Selling, general and administrative expenses increased $2.6
million, or 149%, for the year ended December 31, 2006 compared {o the yvear ended December 31, 2003, An increase of
$2.3 million was a result of additional expenses incurred from the Prism Gas acquisition, as we experienced a full vear of
operations. The remaining increase was a result of increased selling, general, and administrative expenses in our historical
NGL distribution segment.

Depreciation and amortization, Depreciation and amortization increased $1.3 million, or 368%, for the year
ended December 31, 2006 compared to the year ended December 31, 2005, This increase was primarily a result of the
Prism (Gas acquisition,

In summary, our natural gas services operating income decreased $1.8 million, or 29%. for the vear ended
December 31, 2006 compared to the year ended December 31, 2005, A portion of this decrease is related to an increase in
selling, general and administrative expenses related to the Prism Gas acquisition. Prism Gas, as operator of Waskom. is
required, per the partnership agreement, to perform certain services, including but not limited to accounting and
engineering, for the Waskom partnership. While Prisin Gas does receive an operator’s fee based on a percentage of
Waskom's operating costs, generally the expenses incurred are recovered in equity in earnings of unconsolidated entities.

Liquity in earnings of unconsolidated enfities. Equity in earnings of unconselidated entities was $8.5 million for
the vear ended December 31, 2006 compared to $1.4 for the vear ended December 31, 2005. In connection with the Prism
Gas acquisition on November 10, 2005, we acquired an unconsolidated 30% interest in Waskom Gas Processing Company
and the Matagorda Offshore Gathering System. We also acquired a 50 interest in Panther Interstate Pipeline Energy
LLC. the owner of the Fishhook Gathering System. As a result, these interests are accounted for using the equity method of
accounting and we do not include any portion of their net income in our operating income.
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Marine Transportation Segment
The lollowing table summarizcs our resulis of operations in our maring (ransportation scgiment.

Years Ended December 31,

2006 2005
(In thousands)

ROVEIIUCE ..o $ 50174 $ 37.724
OPCTALING CXPTNSCE ..ovotiiitiet et ee ettt ee e e e et e et ans 34,946 27,768
Selling, general and administrative expenses .................................. 387 357
Depreciation and amortization. ... 6.609 4.942
8.032 4.657

Other operating COME ... 226 —
Operating inCOMe ... $ 8238 $ 4657

Revenwes. Our marine transportation revenues increased $12.5 million, or 33%, for the vear ended December 31,
2006 compared to the year ended December 31, 2005. Our offshore revenues increased $9.5 million primarily from the
acguisition of two integrated tug barge units. Our inland marine assets, coupled with leased inland marine assets. had
increased revenues of $3.0 million from increased utilization of our fleei as a result of a geographical redistribution of our
assets on the Gulf Coast. We also had increased contract rates, and operated an additional number of leased vessels.

Operating expenses. Operating cxpenses increased $7.2 million, or 26%, lor the vear ended December 31, 2006
compared to the vear ended December 31, 2005. The increase was primarily a result of associated costs from our offshore
marine vessel acquisitions. We experienced increases in other operating costs including fuel, salaries and wages, insurance
preminms and repair and maintenance expenses from increased shipyvard costs.

Selling, general and adminisirative expenses, Sclling, general & adiminisirative expenses increased $0.2 million,
or 64%, for the year ended December 31, 2000 compared to (the vear ended December 31, 20035,

Depreciation and amortization. Depreciation and amotrtization increased $1.7 million, or 34%. for the vear ended
December 31, 2006 compared to the vear ended December 31, 2003, This increase was the result of capital expenditures
made in the last 12 months.

Chher operating income. Other operating income for the year ended December 31, 2006 consisied of gains on the
salc ol properly and cquipment.

In summary, our maring transportation operating income ingreased $3.6 million, or 77%, for the year ended
December 31, 2006 compared to the yvear ended December 31, 2005.

Sulfur Services Segment
The following table summarizes our results of operations in our sulfur segment.

Years Ended December 31,

2006 2005
(In thousands)

ROVEITUCS ..ot $102.646 $68.418
Cost ol products SOId.......cooi i 76,372 52,645
OPCTAING CXPOIETS ..ottt et ee e et e et 14,283 7.839
Selling, general and administrative expenses ... 2,651 2,310
Depreciation and amortization. ... 4.621 2.968

OPEIAtINg IMCOMIE . ......ooiieiit e s $ 4719 2,636
Equity in Earnings of Unconsolidated Entities....................ocoocoeiinnn, 3 222
Volumes (JONZ tOIS) ....ooooiiiiiiiii et 10252 056.8

Our sulfur services segment included only sulfur-based products prior to the April 2003 acquuisition of a sulfur
priller and related assets located in Stockton, California. On July 13, 2003, we purchased the equity interests of CF Martin
Sulphur not owned by us. Since that date, the results of CF Martin Snlphur have been added to the results reported in the
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above table. Prior to July 13, 2005, we owned an uncensolidated nonconirolling 49.5% limited partnership interest in CF
Martin Sulphur, which was accounted for using the equity method of accounting, On July 15, 2005, CF Martin Sulphur
became a wholly-owned subsidiary of the Partnership and all infercompany transactions were eliminated in consolidation.
As of March 30, 2006, CF Martin Sulphur merged into Martin Operating Partnership L.P. and continues to be reported in
our sulfur services segment, On January 2, 20006, we placed into service a newly constructed sulfur priller at our Neches
terminal in Beaumont, Texas.

The results of operation for the twelve month period ended December 31, 2003, includes twelve months of
operations at the sulfur-based products facilities but only includes operations at the Stockton, California priller facility
from April 2005 through December 2005 and CF Martin Sulphur from July 15, 2005 through December 2005, The 2005
sulfur services acquisitions impacted our changes in financial performance for the year ended December 31, 2006
compared to the year ended December 31, 2005 as follows;

Revemies. Our sulfur services revenues increasad $34.2 million, or 50%, for the year ended December 31,
2006 compared to the vear ended December 3 1. 2003.

Cost of products sold. Our cost of products sold increased $23.7 million, or 43%, for the yvear ended December
31, 2006 compared to the year ended December 31, 2005,

Operating expenses. Our operating expenscs increased $6.4 million, or 82%, lor the year ended December 31,
2006 comparced Lo the year ended December 31, 2005,

Seltling, general, and administrative expenses. Our sclling, general, and administrative expenscs increased $0.3
million, or 15%, lor the ycar ended December 31, 2000 compared (o the year ended December 31, 2005,

Depreciation and amortizaiion.  Depreciation and amortization incrcased $1.7 million, or 56%, for the year
ended December 31, 2006 comparced to the year ended December 31, 2005,

In summary, our sullur scrvices operating income increased $2. 1 million, or 79%, for the vear ended December
31, 2006 compared to the ycar ended December 31, 2005,

Equity in earnings of unconsolicdated entities. For the vear ended December 31, 2003, equity in earnings of
unconsolidated entities relates to our unconsolidated non-controlling 49 3% limited partner interest in CF Martin Sulphur
prior to July 15, 2005

Statement of Operations Items as a Percentage of Revenues

In the aggregale, our cost of products sold, operating expenses, sclling, general and administrative cxpenses, and
depreciation and amortization have remained relatively constant as a percentage of revenucs lor the vears ended December
31, 2006 and December 31, 2005, The [ollowing table summarizes, on a comparative basis, these items of our statement of

opcralions as a percentage of our revenucs.

Years Ended December 31,

2006 2005
(In thousands)
ROVRIIUCS ..o 100% 100%
Cost of products sold. ... 30% 20%
Operating eXPeNSES ..o oo 11% 11%
Selling, general and administrative eXpenses ................................. 2% 2%
Depreciation and amOTtZATION. .............oeeoiieiiieiie e 3% 3%

Equity in Earnings of Unconsolidated Entities

For the years ended December 31, 2006 and 2003, cquily in carnings of unconsolidated entitics relaics 1o our
unconsolidated non-controlling 49.5% limiled partner interest in CF Martin Sulphur prior o July 13, 2003, the
unconsolidated interest in Bosque County Pipeline subscquent 1o its acquisition on Junc 30, 2006 and the unconsolidated
inlerests in Waskom Gas Processing Company, the Matagorda Offshore Gathering Sysiem and Panther Interstale Pipeling
Encrgy, L.L.C. owned by Prism Gas since ils acquisition on November 10, 2005,
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Interest Expense

Our inlerest expense for all operations was $13.6 million for 2006 compared 1o $6.9 million for 2005, an increase
ol $6.7 million, or Y7%. This increasc was primarily duc 1o an increasc in average debit outsianding, an increasc in interest
ralcs throughout 2006 compared (o 2005 and a debt prepayvment preminm of $1.2 million paid in 20006.

Indirect Selling, General and Administrative Expenses

Indirect selling. general and administrative expenses were $3.3 million for 2006 compared to $3.5 million for
2003, a decrease of $0.2 million or 6%. This was primatily due to a decrease of $0.3 million in costs relating to
compliance with the requirements of the Sarbanes-Oxley Act of 2002. This decrease was offset by an increase in overhead
allocation of $0.3 million from Martin Resource Management.

Martin Resource Management allocated to us a portion of its indirect selling, general and administrative expenses
for services such as accounting, treasury, clerical billing, information technology, administration of insurance, engineering,
general office expense and cmployee benefil plans and other general corporaic overhead [unctions we share with Martin
Resource Managemenl retained busingssces. This allocation is basced on the percentage of time spent by Martin Resource
Management personnel that provide such centralized scrvices, Generally accepled accounting principles also permil other
methods for allocation thesc expenses, such as basing (he allocation on {he percentage of revenucs contribuled by a
segment. The allocation of these expenses between Martin Resource Management and us is subject to a number of
Jjudgments and estimates, regardless of the method used. We can provide no assurances that our method of allocation, in
the past or in the future, is or will be the most accurate or apptopriate method of allocation these expenses. Other methods
could result in a higher allocation of selling, general and administrative expense to us, which would reduce our net income.
Under the omnibus agreement, the reimbursement amount with respect to indirect general and administrative and corporate
overhead expenses was capped at $2.0 million. This cap expired on November 1, 2007. Effective January 1, 2008, the
Conflicts Committee of our general partner approved a reimbursement amount for indirect expenses of $2.7 million for the
vear ending December 31, 2008 which is not expected to cover all of the indirect general and administrative and corporate
overhead expenses attributable to the services provided to us. Martin Resonrce Management allocated indirect selling,
general and administrative expenses of $1.5 million for the vear ended December 31. 2006 compared to $1.3 million for
the year ended December 31, 2005

Liquidity and Capital Resources
Cash Flows and Capital Expenditures

In 2007, cash increased $0.8 million as a result of $58.0 million provided by operating activities, $127.1 million
used in investing activities and $69.9 million provided by financing activities, In 2006, cash decreased $2.8 million as a
result of $39.3 million provided by operating activities, $95.1 million nsed in investing activities and $33.0 million
provided by financing activities. In 2005, cash increased $2.9 million as a result of $32.0 million provided by operating
activities, $138.7 million used in investing activities and $109,7 million provided by financing activities,

For 2007, our investing activitics of $127.1 million consisted primarily of capital expenditurcs, acquisitions,
proceeds lrom sale of property, and investments in and relurns of invesiments from unconsolidaled partnerships. Our
investment in unconsolidaied partnerships helped to fund $1.2 million and $8.2 million in expansion capital expenditurcs
made by these unconsolidaied entitics for the fourilt quarter and year ended December 31, 2007, respectively. For 20006,
our investing activities ol $95.1 million consisted primarily of capital expenditures, acquisitions, proceeds [rom sale of
property, insurance proceeds from involuntary conversion of property, plant and equipment. and investments in and returns
of investments from unconsolidated partnerships. For 2003, our investing activities of $138.7 consisted primarily of
capital expenditures. acquisitions, proceeds from sale of property, and investments in and returns of investments from
unconsolidated partnerships.

Generally, our capilal cxpenditure requircments have consisted, and we expect that our capilal requircments will
conlinug to consist, ol

« maintenance capital expenditures, which are capital expenditures made to replace assets to maintain our
existing operations and to extend the useful lives of our assets; and
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expansion capital expenditures, which are capifal expenditures made to grow our business, to expand and
upgrade our existing marine transportation, terminalling, storage and manufacturing facilities, and to
construct new plants, storage facilities, termunalling facilifies and new marine {ransportation assets.

For 2007, 2006 and 2005 our capital expenditurcs for properly and equipment were $118.2 million, $940.7 willion,
and $79.2 million, rcspectively.

As to each period;

In 2007, we spent $107.9 million for expansion and $10.3 million for maintenance (including $3.7 million
for maintenance in the fourth quarter of 2007). Our expansion capital expenditures were made in
connection with the Woodlawn and Mega Lubricants acquisitions, marine vessel purchases and
conversions, construction projects associated with our terminalling business, and the sulfuric acid plant
construction project at our facility in Plainview, Texas. Ow maintenance capital expenditures were
primarily made in our marine transportation segment for routine dry dockings of our vessels pursuant to
the United States Coast Guard requireinents and include $0.3 million spent in connection with the
restoration of assets destroyed in hurricanes Rita and Katrina.

In 2006, we spent $78.3 million for expansion and $12.4 million for maintenance. Our expansion capital
expenditures were made in connection with our marine vessel purchases, acquiring assets relating to the
South Houston and Prime Asphalt terminal acquisitions, the Corpus Christi barge terminal, the sulfur
priller construction project at our Neches facility in Beaumont, Texas, and the sulfuric acid plant
construction project at our facility in Plainview, Texas. Our maintenance capital expenditures were
primarily made in our marine tfransportation segment for routine drv dockings of our vessels pursuant to
the United States Coast Guard requireiments and in our tenminal segment for terminal facilities where $4.7
million in maintenance capital expenditures was spent in connection with restoration of assets destroved in
Hurricanes Rita and Katrina.

In 2003, we spent $74.1 million for expansion and $5.1 millien for maintenance. Our expansion capital
expenditures were primarily made in connection with the Prism Gas and CF Martin acquisitions, the Bay
sulfur priller acquisition in Stockton, California, and the sulfur priller construction project at our Neches
facility in Beaumont, Texas. Also, we were constructing a sulfuric acid plant at our facility in Plainview,
Texas and we acquired A & A Fertilizer located in Beanmont, Texas. Our maintenance capital
expenditures were primarily made in our maring transportation segment for routine dockings of our vessels
pursuant to the United States Coast Guard requirements and in our terminal segment for terminal facilities,

In 2007, our financing activities consisted of cash distributions paid to common and snbordinated unitholders of
$37.9 million, net proceeds from a follow-on public equity offering of $55.9 million, contributions of $1.2 million from our
general partner to maintain its 2% general partner interest, pavinents of long-term debt under our current and predecessor
credit facilities of $169.0 million and borrowings of long-term debt under our current and predecessor credit facilities of
$220.0 million and payments of debt issuance costs of $0.3 million.

In 20006, our financing activities consisted of cash distributions paid to common and subordinated wnitholders of
$32.1 million, net proceeds from a follow-on public equity offering of $95.3 million, net proceeds from the issnance of
common units of $15,0 million, contributions of $2.4 million from our general partner to maintain its 2% general par(ner
interest, payments of long-term debt under our current and predecessor credit facilitics of $163.0 million and borrowings of
long-term debt under our current and predecessor credit facilities of $135.8 million and payments of debt issuance costs of

$0.4 million.

In 2003, our financing activities consisted of cash distributions paid to common and snbordinated unitholders of
$19.0 million, paymerts of long-term debt under our current and predecessor credit facilities of $134.1 million and
borrowings of long-term debt under our current and predecessor credit facilities of $250.9 million and payments of debt
issuance costs of $3.7 million. In November. 2003, we issued 756,480 common vnits valued at $15.0 million in
connection with acquisition of Prism Gas. Our general partner contributed $0.5 million in cash to us in conjunction with
the issuance in order to maintain its 2% general partner interest in us.

Capital Resources

Historically, we have generally satisfied our working capital requirements and funded our capital expenditures
with cash generated from operations and borrowings. We expect our primary sources of funds for short-term liguidity
needs will be cash flows from operations and borrowings under our credit facility.
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As of December 31, 2007, we had $225.0 million of outstanding indebtedness. consisting of outstanding
borrowings of $95.0 million under our revolving credit facility and $130,0 million under our term loan facility,

In May 2007, we completed a follow-on public offering of 1,380,000 common units, resulling in procceds of
$35.9 million, aficr payment ol underwriters’ discounts, commissions and offering expenses. Our gencral partner
contributed $1.2 million in cash to us in conjunction with the offering in order to mainiain ils 2% general partuer inlerest in
us. The net proceeds were used to pay down revolving debt under our credit facilitv and to provide working capital.

In December 20006, we issued 470,484 comumnon unifs to Martin Product Sales LLC, an affiliate of Martin
Resource Management, for approximately $15.3 million, including a capital contribution of approximately $0,3 million
made by our general partner in order to maintain its 2% general partner inierest in vs. These funds were vsed to reduce the
revolving ling of credit.

In January 2006, we completed a follow-on public offering of 3,430,000 common units, resulting in proceeds of
$95.3 million, afler payment of underwriters’ discounts, conunissions and offering expenses. Our general partner
contributed $2.1 million in cash to us in conjunction with the offering in order to maintain its 2% general partner interest in
us. Of the net proceeds, $62.0 million was used to pay then current balances under owr revolving credit facility and $7.5
million was used to fund a portion of the redemption price for our 1.8, Government Guaranteed Ship Financing Bonds.
The remainder of the net proceeds has been or will be used to fund fuiure organic growth projects.

We believe that cash generated from operations, and our borrowing capacity under our credit facility, will be
sulficient 1o mect our working capital requirements, anticipated capital expenditures and scheduled debt payvments in 2007,
Howcver, our ability to satisly our working capital requircinents, 1o fund planncd capital expenditures and (o satisfy our
debt service obligations will depend upon our lulure operating performance, which is subject (o certain risks, Pleasc read
“llem 1A, Risk Factors — Risks Related (o OQur Business™ for a discussion of such risks,

Total Contractual Cash Obligations. A summary of our total contractnal cash obligations as of December 31, 2007 is
as follows (dollars in thousands):

Payment due by period

Total Less than 1-3 3-5 Due
Type of Obligation Obligation Onc Ycar Ycars Ycars Therealler
$ 95.000 $§ —  § 95000 $ — 5 —
130,000 — 130,000 — —
21 21 — — —
750 250 300 100 100
28,190 3,562 9.582 5.294 9.752
12,115 6,481 5.634 — —
16,978 9,082 7.896 — —
L 1 — — —

$283.055  $19.397 $248.412 $5394 $9.852

(1) Interest commitments are estimated using our current interest rates for the respective credit agreements over
their remaining terms.

Letter of Credit At December 31, 2007, we had an outstanding irrevocable letter of credit in the amount of $0.1
million which was issucd under our revolving credif facility, This leiter of credil was issucd (o the Texas Comnnission on

Environmenial Qualily to provide linangcial assurance for our nsed oil handling program.,

Off Balance Sheet Arvangements. We do not have any off-balance sheet financing arrangements.
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Description of Our Credit Facility

On November 10, 2005, we entered into a new $225.0 million multi-bank credit facility comprised of a $130.0
million term loan facility and a $95.0 million revolving credit facility, which includes a $20.0 million letter of credit sub-
limit. Our credit facility also includes procedures for additional financial institutions to become revolving lenders, or for
any existing revolving lender to increase its revolving commitment, subject to a maximum of $100.0 million for all such
increases in revolving commitments of new or existing revolving lenders. Effective June 30, 2006, we increased our
revolving credit facility $25.0 million resulting in a committed $120.0 million revolving credit facility. Effective
December 28, 2007, we increased our revolving credit facility $75.0 million resulting in a committed $195.0 million
revolving credit facility. The revolving credit facility is used for ongoing working capital needs and general partnership
purposes, and to finance permitted investments, acquisitions and capital expenditures. Under the amended and restated
credit facility, as of December 31, 2007, we had $95.0 million outstanding under the revolving credit facility and $130.0
million outstanding under the term loan facility.

On July 14, 2005, we issued a $0.1 million irrevocable letter of credit to the Texas Commission on Environmental
Quality to provide financial assurance for its used oil handling program.

Draws made under our credit facility are normally made to fund acquisitions and for working capital
requirements. During the current fiscal year, draws on our credit facilities have ranged from a low of $170.6 million to a
high of $239.4 million. As of December 31, 2007, we had $99.9 million available for working capital, internal expansion
and acquisition activities under the Partnership’s credit facility.

Our obligations under the credit facility are secured by substantially all of our assets, including, without
limitation, inventory, accounts receivable, marine vessels, equipment, fixed assets and the interests in our operating
subsidiaries and equity method investees. We may prepay all amounts outstanding under this facility at any time without
penalty.

Indebtedness under the credit facility bears interest at either LIBOR plus an applicable margin or the base prime
rate plus an applicable margin. The applicable margin for revolving loans that are LIBOR loans ranges from 1.50% to
3.00% and the applicable margin for revolving loans that are base prime rate loans ranges from 0.50% to 2.00%. The
applicable margin for term loans that are LIBOR loans ranges from 2.00% to 3.00% and the applicable margin for term
loans that are base prime rate loans ranges from 1.00% to 2.00%. The applicable margin for existing borrowings is 1.75%.
Effective January 1, 2008, the applicable margin for existing borrowings will increase to 2.00%. As a result of our
leverage ratio test as of December 31, 2007, effective April 1, 2008, the applicable margin for existing borrowings will
remain at 2.00%. We incur a commitment fee on the unused portions of the credit facility.

Effective September 2007, we entered into an interest rate swap that swaps $25.0 million of floating rate to fixed
rate. The fixed rate cost is 4.605% plus our applicable LIBOR borrowing spread. This interest rate swap which matures in
September, 2010 is accounted for using hedge accounting.

Effective November 2006, we entered into an interest rate swap that swaps $40.0 million of floating rate to fixed
rate. The fixed rate cost is 4.82% plus our applicable LIBOR borrowing spread. This interest rate swap which matures in
December, 2009 is accounted for using hedge accounting.

Effective November 2006, we entered into an interest rate swap that swaps $30.0 million of floating rate to fixed
rate. The fixed rate cost is 4.765% plus our applicable LIBOR borrowing spread. This interest rate swap, which matures
in March, 2010, is not accounted for using hedge accounting.

Effective March 2006, we entered into an interest rate swap that swaps $75.0 million of floating rate to fixed rate.
The fixed rate cost is 5.25% plus our applicable LIBOR borrowing spread. This interest rate swap which matures in
November, 2010 is accounted for using hedge accounting.

In addition, the credit facility contains various covenants, which, among other things, limit our ability to: (i) incur
indebtedness; (ii) grant certain liens; (iii) merge or consolidate unless we are the survivor; (iv) sell all or substantially all of
our assets; (v) make certain acquisitions; (vi) make certain investments; (vii) make certain capital expenditures; (viii) make
distributions other than from available cash; (ix) create obligations for some lease payments; (x) engage in transactions
with affiliates; (xi) engage in other types of business; and (xii) our joint ventures to incur indebtedness or grant certain
liens.
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The credit facility also contains covenants, which, among other things, require us to maintain specified ratios of:
(1) minimum net worth (as defined in the credit facility) of $75.0 million plus 50% of net proceeds from equity issnances
after November 10, 2005; (ii) EBITDA (as defined in the credit facility) to interest expense of not less than 3.0 to 1.0 at the
end of each fiscal quarter; (iii) total funded debt to EBITDA of not more than (x) 3.5 to 1.0 for the fiscal quarter ended
September 30, 2005, (y) 5.25 to 1.00 for the fiscal quarters ending December 31, 2005 throngh September 30, 2006, and
(») 4.75 10 1.00 for cach fiscal quarter therealier; and (iv) total secured funded debi 1o EBITDA of not more than (x) 3.50 1o
1.00 for the fiscal quarter ended Scpiember 30, 2005, (¥} 5.25 to 1.00 for the fiscal quarters ending December 31, 2005
through Sepicmber 20, 2006, and () 4.00 to 1.00 for cach [iscal quarter therealier. We were in compliance with the debt
covenants contained in the credit facility lor the years ended December 31, 2007 and 2006.

On November 10 of each vear. commencing with November 10, 20006, we must prepay the term loans under the
credit facility with 73% of Excess Cash Flow (as defined in the credit facility), unless its ratio of total funded debt to
EBITDA is less than 3.00 to 1.00. No prepaviments under the term loan were required to be made in 2007 and 2006. If we
receive greater than $15.0 million from the incurrence of indebtedness other than under the credit facility, we must prepay
indebtedness under the credit facility with all such proceeds in excess of $13.0 million. Any such prepayments are first
applied to the term loans under the credit facility. We must prepay revolving loans under the credit facility with the net
cash proceeds from any issuance of its equity. We must also prepay indebtedness under the credit facility with the proceeds
of certain asset dispositions. Other than these mandatory prepayvments, the credit facility requires interest only payments on
a quarterly basis uniil maturity, All outstanding principal and unpaid inicrest must be paid by November 10, 2010, The
credit facility conlains customary events of default, including, without limiiation, payment delaults, cross-defaults (o other
malcrial indcbtedness, bankruptey-related delaulis, change of control defaults and litigation-related delaults.

As of March 4, 2008, our outstanding indebtedness includes $268.5 million under our credit facility.
Scasonality

A substantial portion of our revenucs are dependent on sales prices of products, particularly NGLs and sullur-
bascd fertilizer products, which [uctuate in part based on winter and spring weather conditions, The demand for NGLs is
strongesl during the winier heating scason, The demand for [ertilizers is sirongest during the carly spring plantling scason,
Howcver, our lerminalling and storage and maring transporiation businesses and the molien sullur business arc tvpically
nol impacted by seasonal [uctuations. We expect to derive approximaicly hall of our nel income from our lermimalling
and slorage, marine transportation, natural gas and sulfur businesses. Therefore, we do nol expect that our overall net
income will be impacted by seasonality factors. However, extraordinary weather events, such as hurricanes. have in the
past. and could in the future, impact our terminalling and storage and marine transportation businesses. For example,
Hurricanes Katrina and Rita in the third quarter of 2005 adversely impacted our operating expenses and the four hurricanes
that impacted the Gulf of Mexico and Florida in the third quarter of 2004 adversely impacted our terminalling and storage
and marine transportation business’s revenues.

Impact of Inflation

Inflation in the United States has been relatively low in recent vears and did not have a material impaclt on our
resulls of operations in 2007, 2006 and 2005. Howcever, inflation remains a factor in the United Stales cconomy and could
increase our cost Lo acquire or replace property, plant and cquipment as well as our labor and supply costs. We cannol
assurc our unitholders thal we will be able (o pass along increased cosis 1o our customers,

Increasing energy prices could adversely affect our results of operations. Dhesel fiel, natural gas, chemicals and
other supplies are recorded in operating expenses. Au increase in price of these products would increase our operating
expenses which could adversely affect net income. We cannot assure our unitholders that we will be able to pass along
increascd operaling expenses 1o our Cuslomers,

Environmental Matters
Our operations are subject to envirommental laws and regulations adopted by various govermmental authorities in

the jurisdictions in which these operations are conducted. We incurred no significant environmental costs, liabilities or
expenditures to mitigate or eliminate environmental contamination during 2007, 2006 or 20035,
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Item 7A. Quantitative and Qualitative Disclosures about Market Risk

Market risk is the risk of loss arising from adverse changes in market rates and prices. We are exposed to market
risks associated with commaodity prices, counterparty credit and interest rates. Historically, we have not engaged in
commodity contract trading or hedging activities. However, in connection with our acquisition of Prism Gas, we have
established a hedging policy. For the year ended December 31, 2007, changes in the fair value of our derivative contracts
were recorded both in earnings and comprehensive income since we have designated a portion of our derivative
instruments as hedges as of December 31, 2007.

Commodity Price Risk

We are exposed to market risks associated with commodity prices, counterparty credit and interest rates.
Historically, we have not engaged in commodity contract trading or hedging activities. Under our hedging policy, we
monitor and manage the commodity market risk associated with the commodity risk exposure of Prism Gas. In
addition, we are focusing on utilizing counterparties for these transactions whose financial condition is appropriate for
the credit risk involved in each specific transaction.

We use derivatives to manage the risk of commodity price fluctuations. Our counterparties to the commodity
derivative contracts include Shell Energy North America (US), L.P., Morgan Stanley Capital Group Inc. and Wachovia
Bank.

On all transactions where we are exposed to counterparty risk, we analyze the counterparty’s financial
condition prior to entering into an agreement, and have established a maximum credit limit threshold pursuant to our
hedging policy and monitor the appropriateness of these limits on an ongoing basis.

As a result of the Prism Gas acquisition, we are exposed to the impact of market fluctuations in the prices of
natural gas, NGLs and condensate as a result of gathering, processing and sales activities. Prism Gas gathering and
processing revenues are earned under various contractual arrangements with gas producers. Gathering revenues are
generated through a combination of fixed-fee and index-related arrangements. Processing revenues are generated
primarily through contracts which provide for processing on percent-of-liquids (POL) and percent-of-proceeds (POP)
basis. Prism Gas has entered into hedging transactions through 2010 to protect a portion of its commodity exposure
from these contracts. These hedging arrangements are in the form of swaps for crude oil, natural gas, ethane, iso butane,
normal butane and natural gasoline.

Based on estimated volumes, as of December 31, 2007, Prism Gas had hedged approximately 77%, 24%, and
17% of its commodity risk by volume for 2008, 2009, and 2010, respectively. As of December 31, 2007, commodity
derivative assets of $235 were included in other current assets on the balance sheet. Commodity derivative liabilities of
$3,261 were included in current liabilities and $2,140 were included in long-term liabilities on the balance sheet. We
anticipate entering into additional commodity derivatives on an ongoing basis to manage risk associated with these
market fluctuations, and will consider using various commodity derivatives, including forward contracts, swaps, collars,
futures and options, although there is no assurance that we will be able to do so or that the terms thereof will be similar
to our existing hedging arrangements. In addition, we will enter into derivative arrangements that include the specific
NGL products as well as natural gas and crude oil.

Hedging Arrangements in Place
As of December 31, 2007

Year Commodity Hedged Volume Type of Derivative Basis Reference

2008 Condensate & Natural Gasoline 5,000 BBL/Month Crude Oil Swap ($66.20) NYMEX

2008 Natural Gas 30,000 MMBTU/Month Natural Gas Swap ($8.12) Houston Ship Channel
2008 Ethane 5,000 BBL/Month Ethane Swap ($27.30) Mt. Belvieu

2008 Natural Gasoline 3,000 BBL/Month Crude Oil Swap ($70.75) NYMEX

2008 Iso Butane 1,000 BBL/Month Iso Butane Swap ($75.90) Mt. Belvieu (Non-TET)
2008 Normal Butane 2,000 BBL/Month Normal Butane Swap ($75.06)  Mt. Belvieu (Non-TET)
2008 Natural Gasoline 3,000 BBL/Month Natural Gasoline Swap ($87.31) Mt. Belvieu (Non-TET)
2008 Natural Gasoline 3,000 BBL/Month Natural Gasoline Swap ($85.10) Mt. Belvieu (Non-TET)
2009 Condensate & Natural Gasoline 3,000 BBL/Month Crude Oil Swap ($69.08) NYMEX

2009 Natural Gasoline 3,000 BBL/Month Crude Oil Swap ($70.90) NYMEX

2009 Condensate 1,000 BBL/Month Crude Oil Swap ($70.45) NYMEX
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2010 Condensate 2,000 BBL/Month Crude Oil Swap ($69.15) NYMUX
2010 Natural Gasoline 3,000 BBL/Month Crude Oil Swap ($72.25) NYMUX

Our principal customers with respect to Prism Gas™ natural gas gathering and processing services are large,
natural gas marketing services, 0il and gas producers and industrial end-users. In addition, substantially all of our
nalural gas and NGL salcs arc made al markel-based prices. Our standard gas and NGL sales contracis contain adequale
assurance provisions which allows for the suspension of deliverics, cancellation of agreements or continuance of
deliverics 1o the buyer after the buyer provides security lor payment in a forin satisfactory 1o us. For additional
inlormation regarding our hedging activitics, pleasc sce “"Note 15 — Commodity Cash Flow Hedges” in our "Nolcs 1o
Consolidated Financial Statements” contained herein,

Interest Rate Risk

We are exposed to changes in interest rates as a result of our credit facility, which had a weighted-average interest
rate of 6.81% as of December 31, 2007. We had a total of $225.0 million of indebtedness outstanding under our credit
facility as of the date hereof of which $55.0 million was unhedged floating rate debt. Based on the amount of unhedged
floating rate debt owed by us on December 31. 2007, the impact of a 1% increase in interest rates on this amount of debt
would result in an increase in interest expense and a corresponding decrease in net income of approximately $0.6 million
annually.

As of March 4, 2008, we had a total of $268.5 million of indebtedness outstanding under our credit facility. The

impact of a 1% increase in interest rates on this amount of unhedged floating rate debt would result in an increase in
interest expense, and a corresponding decrease in net incoine of approximately $0.7 million annually.

-H8 -



Item 8. Financial Statements and Supplementary Data

The following financial statements of Martin Midstream Partners L.P. (Partnership):
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Report of Independent Registered Public Aceounting Firm

The Board ol Dircclors
Martin Midstrcam GP LLC:

We have audited the accompanying consolidated balance sheets of Martin Midstream Partners L P. and
subsidiaries as of December 31, 2007 and 2006, and the related consolidated statements of operations, changes in capital,
comprehensive income, and cash flows for each of the years in the three-vear period ended December 31, 2007, These
financial statements are the responsibility of Martin Midstream’s management., Our responsibility is {0 express an opinion
on these financial statements based on our audits.

We conducied our audits in accordance wilh the standards of the Public Company Oversight Board (Uniled
States). Thosc standards require that we plan and perform the audit 1o obiain rcasonable assurance about whether (he
[inancial statcments are [ree of material misstalement.  An audit includes examining, on a test basis, cvidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles nsed
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. the consolidated financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Martin Midstream Partners L.P. and subsidiaries and the results of their operations and
their cash flows lor cach of the ycars in the (hree-year period ended December 31, 2007, in conformity with U.S, generally
accepted accounting pringiples,

We also have audited. in accordance with the standards of the Public Accounting Oversight Board (United
States). Martin Midstream Partners L.P. and subsidiaries™ internal control over financial reporting as of December 31,
2007, based on criteria established in Internal Control—lntegrated Framework issned by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO), and our report dated March 5, 2008 expressed an adverse opinion on
the effectiveness of Martin Midstream Partners L. P. and subsidiaries” internal control over financial reporting,

KPMG LLP

/s/ KPMG LLP

Shreveport, Louisiana
March 3, 2008
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Report of Independent Registered Public Accounting Firm

‘The Board of Directors
Martin Midstream GFP LLC:

We have audiled Martin Midstream Partners L.P. and subsidiaries’ internal control ever linancial reporting as ol December 31,
2007, based on criteria established in Iufernal Control—Tntegrated Framework issued by the Committee of Sponsoring Oreanizations of
the Treadway Commussion (COSO). Martin Midstream™s management is responsible lor maintaiming cilective internal control over
financial reporting and for its assessment of the etfectiveness of internal control over financial reporting included in the accompanying
Management™s Report on Internal Control Over IYinancial Reporting in [tem 9A(R). Our responsibility is to express an opinion on Martin
Midsiream’s inlemal conftrol over financial reporting based en our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United Slales).
Those standards require that we plan and pertornm the audit to obtain reasonable assurance about whether effective intemmal control over
financial reporting was maintained in all material respects. Our audit inchuded obtaining an understanding of internal control over
[inancial reporting, assessing the risk that a material weakness exists, and testing and evaluating (he design and operating cliecliveness of
internal control based on the assessed risk. Qur audit alse included such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opmion.

A company’s internal control over financial reporting is & process designed to provide reasonable agsurance regarding the
reliability of [inancial reporting and the preparation of linancial statcments for exiernal purpoeses in accordance with generally aceepled
accounting principles. A company’s internal control over financial reporting includes those policies and procedures that (1) pertain ta the
maintenance of records that, in reasonable detail, accurately and fairly reflect the fransactions and dispositions of the assets of the
compuny; (2) provide reasonable assurance thal transactions are recorded as necessary Lo permit preparation of [inancial stulements in
accordance with generally accepted accounting principles, and that receipts and expendifures of the company are being made only in
accordance with authorizations of management and directors of the company, and (3) provide reasonable assurance regarding prevention
or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on the
tinancial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections ol any cvaluation ol ellectivencss Lo luture perieds are subject to the risk that controls may become inadequate because of
changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

A material weakness is a deficiency, or a combination of deficiencies, in intemal control over financial reporting, such that
there is a reasonable possibility that a material misstatement of the company’s annval or interim financial statements will not be
prevented or detected on a timely basis. The following material weakness has been identified and included in management’s assessment:

The Company’s policies and procedures related to the review and resolution of identified reconeiling items on product
exchange reconciliations were not effective. ‘This material weakness resulted in errors in the accounting for preduct exchange
Iramsactions which allecl inventory and cost ol products sold. We also have audited, in accerdance with the stundards of the Public
Company Accounting Oversight Board (United States), the consolidated balance sheets of Martin Midstreamn Partners 1..T°. and
subsidiaries as of December 31, 2007 and 20006, and the related conselidated statements of operations, changes in capital, comprehensive
income, and cash lows Lor cach of the vears in the three year period ended December 31, 2007, This material weakness was considered
in determining the nature, titming, and extent of audit tests applied in our audit of the 2007 consolidated financial statements, and this
report does not affect owr report dated March 5, 2008, which expressed an unqualified opinion on those consolidated financial statements.

In our opinion, because ol the ellect of the alorementioned material weakness on the achicvement of the objeclives ol the
control criteria, Martin Midstream Partners 1..P. and subsidiaries has not maintained effective internal control over financial reporting as

of December 31, 2007, based on criteria established in Internal Control-Integrated Framework 1ssued by the Committee of Sponsoring
Organizations ol the Treadway Conmumnission.

/sf KPMG LLP

KPMG LLP

Shreveport, Louisiuna
March 3, 2008
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MARTIN MIDSTREAM PARTNERS L.P.
CONSOLIDATED BALANCE SHEETS

a8
Accounts and other receivables, less allowance for doubtful accounts of $211

A B30
Product exchange receivables. ..o
TIIVETIEOTIES. .1 vie sttt ettt s e et e e e e e r b e e e s e na s r b e e e e e e
Due from affiliates...........oooin
OMher CUITETIE ASSEES oviiiii it a e

Tolal CUITCIIL ASSCLIS ..\ vviviie et a e e s bae e

Properiy, plant, and cquipment, at COSL....v.vviiiinnin e
Accumulaied depreCialion.....oovv e
Property. plant and equipment, 08t ...............ooooiiiiiiii

GOOAWILL e
Investment in unconsolidated entities . ...
LT 10T (T 1 =1 A

Liabilities and Capital

Current installments of long-termdebt ...
Trade and other accounts payable. ...
Product exchange pavables ...
Due 10 affiliates ..o
INCOME LAXES PAVARIE. ..ot e
Other accrued Habilities ...........ocoovviiii e

Total current Habilities. ...

Long-termm debl.....ovovii e
Deferred iNCOTE FAXES ..ot
Other long-termn obLZALIOTIS ..o

Total Habilities,.......cooiiiviieiiiir e

Parimers” CAPItal........cooiii
Accumulated other comprehensive income (10S8) ..o,

Tolal partners” capital ..o
Commitments and CONMZONCICS ...

Sce accompanying noles 1o consolidated financial statements.
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December 31,

2007

2006

{Dollars in thousands)

$ 4,113 $ 3,303
88,039 56,712
10,912 7,076
51,798 33,019

2,325 1,33
819 2.041
158.006 103.481
441,117 323,967
(98.080) (76,122)
343,037 247.845
37.403 27,600
75.690 70,651
9.439 7.884
$ 623.577 $ 457461
$ 21 $ 74
104,598 53,450
24,554 14,737
7,543 10,474
602 86
13.930 3.876
151,248 82,697
225,000 174,021

8,815

2.666 2.218
387.729 258.936
242,610 198,403
(6.762) 122
235.848 198.525

$ 623.577

$ 457461




MARTIN MIDSTREAM PARTNERS L.P.
CONSOLIDATED STATEMENTS OF OPERATIONS

Year Ended December 31,

2007 2000 2005

{Dollars in thousands, except per unit amounts)

Revenues:
Terminalling and SLOTAEE. ........occooviviee e $ 29400 $ 24182 $ 23,081
Marine ranspoTtation............ooooiiiviieir e e 539,579 47,835 35,451
Product sales;
NAUFAL BAS SETVICES Loiviiiiiiiiiiiieicv e cnire e 515,992 389,735 301,676
SUITUE SETVICES ..o es 131,326 102,597 68,418
Terminalling and SLOTALE ..o 29,525 12,035 9.817
676,843 504,367 379911
Total TCVEIMUCS ...vovvercr s 765,822 576,384 438,443
Coslts and cxpenscs:
Cosl of products sold:
Natural gas services ... 495 641 374218 291,109
UL SIVICES oot e 97.577 75,165 52,632
Terminalling and storage...................................... 25471 9.787 8.079
618.689 439,170 351.820
Expenses:
Operatifg eXPRIISES ... ooe e 83,533 65,387 46,888
Selling, general and administeative ... 11,985 10,977 8,133
Depreciation and amortization. ....................................... 23.442 17,597 12,642
Total costs and expenses ... 737.649 553,131 419,483
Other operating iNCOME. ... 703 3.356 —
Operating income. ... 28.876 26,609 18,960
Other income (expense);
Equity in earmnings of unconsolidated entities..............o.oovveen. 10,941 8,547 1,591
TNEETESE EXPEIISE oivvivei it iie et {14,533) (12,406) (6,909)
Debt prepayment Premiilim. . ..o e — (1,160)
OMhEL, DLt 299 713 238
Total other INCOME (EXPEMSEY ..ovvivivviiiiiiieir e 3.293 (4.366) (5.080)
Net income before taXeS ... 25,583 22,243 13,880
INCOINE BAXES ..vvivietiiiie et s e et e e st e e e s 044 — —
NETIMCOIIIE ..ottt ettt $ 24939 $ 22,243 $ 13 880
General partner’s interest in net incoIme ...........o..ocooevvvvieieieeineenn $ 1564 $ 949 $ 278
Limited partners’ interest in net inCome ..............oocoeiveviivviiiennn, $ 23,375 $ 21,294 $ 13,602
Net income per limited partner unit — basic and diluied ... 3 1.67 $ 1.69 $ 1.58
Weighted average limiled partner units — basic..........ooooevinen, 14,018,799 12,602,000 8,583,634
Weighted average limiled partner units — diluted . ..o, 14,022,545 12,604,425 8,583,634

See accompanying notes to consolidated financial statements.
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MARTIN MIDSTREAM PARTNERS L.P.
CONSOLIDATED STATEMENTS OF CHANGES IN CAPITAL
For the years ended December 31, 2007, 2006 and 2005

Partners’ Capital

General
Limited Partners Partner
Common Suhordinated
Units Amount Units Amount Amount
(Dollars in thousands)
Balances — December 31, 2004 oo 4,222.504) $79,680 4,253,362 $(4.772) $626
INEL IILCOTIIE ot ettt et — 6,756 — G.846 278
Units issued in connection with Prism Gas
ACQUISTELON ..ottt e emeeeeae 756,480 24616
Conversion of subordinated units to commeon units ... 850,672 (1.5399) (850,672) 1.59%
General partner contribulion...........oooveve oo — — — — 502
Cash distributions ($2.19 per unit)........oocooevne e — (4,247) — (9.315) (405
Balances — December 31, 2005 .o 5.829.652 100,206 3,402,090 (3,042) 1,001
INEL IICOMIB. (ot 16,06% 5,225 249
Follow-on public offering........oovinn. 3,430,000 95,272 — — —
[ssuance of common Units ... 470,484 15,000
General partner contribution.............oooi i — — — — 2,338
Conversion of subordinated units to common units ... 850,672 (2,495) (850,672) 2,495 —
Unit-hased compensation ..o e 3,000 24 — — —
Cash distributions ($2.44 per unit).......oooooriinnnne — (22.650) — (8,302) (1,107)
Commodity hadging gains reclassitied to earnings ...
Adjustment in [air value of derivatives ........oooeeae _
Balances — December 31, 2006 ........cvemeeorerceeeeneas 10,603,808  $201,426 2,332,018 5 (6,224) 53,20
Nl INCOIME o e — 19,781 — 3,594 1.364
Follow-on public offering. ... 1,380,000 35,933
General partner Comribulion.. ..o — — — — 1.192
Conversion of subordinated units to common units ... 850,672 (3,243) (850,672) 3243
Unit-hased compensation ... vveernen e 3,004 46 — — —
Cash distributions ($2.60 per unit)................... (29,423 (6,635) (1,845)
Commeodity hedging gains reclassified to eamnings ..... — — — — —
Adjustment in fair value of derivatives ................
Balances — December 31,2007 ... 12,837,480  $244,520 1,701,346 $(6,022) $ 4112

See accompanying notes to consolidated financial statements.
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Accumulated
Comprehensive
Income

Amount

Total

$75.534

13,880

24,616

502

{18.967)

120

478

(7.362)

95,565
22,243
05,272
13,000

2.35%

24
(32.059)

2

120
$198.525
24,939
35,933

1,192

46
(37.903)
478

(7.362)

$ (6.762)

$ 235,848




MARTIN MIDSTREAM PARTNERS L.P.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(Dollars in thousands)

Year Ended December 31,

20007 2006 2005
(Dollars in thensands)
NEEINCOIME ... $24939 $22.243 $ 13,880
Changes in fair values of commodity cash flow hedges..... 3,569) 370
Cash flow hedging gains reclassified to camings............... 478 2
Changes in fair value of interest rate cash flow hedges. ... (3.793) (250
Comprehensive iNCOME ........oooovvvivinieiiinie e § 18,055 $ 22,365 13, 880

Sce accompanying notes to consolidaled financial statcments,
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MARTIN MIDSTREAM PARTNERS L.P.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,

2007 2006 2005
(Dollars in thousands)
Cash flows from operating activitics:
Net income $ 24939 5 22,243 5 13,880
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 23,442 17,397 12,642
Amortization of deferred debt issue costs 1,233 1,040 600
Delerred income 1axes oo, (149) — —
Gain on disposilion or sule of property, plant. und equipment ... (703) (231) 37
Gain on involuntary conversion of property, plant, and equipment (3.125)
Lquity in earnings of unconsolidated entilies.. (10,941) (8.547) (1,591)
Distributions [rom unconsolidated entities ..... 1,523 541 231
Distribution in-kind from unconsolidated entities........... 9,337 8311 1,115
Non-cash derivatives (gain) loss. 3,904 (389 (335
Crthor .. 46 24 —
Change in current assets and liabilities, excluding eflects ol
dispositions:
Aecounts and other receivables . (27.066) 13,763 (10,585)
Produet cxchangc receivables........ (3,836) (4,935 (1,97
Invenlories............... (18,297) 890 (4,474)
Due [rom afTiliate (995) 145 417
Other current assets .. 198 115 36
Trade and other accounts pavable . 47,533 (13,937 27,669
Produet cxchange payables.............. 9817 3,113 (8,23%)
Due to affiiates......cooveeiveerceinnns (2.931) 6,982 3,003
Income taxes payvable 245
Other accrued liabilities 870 (3.912) (496)
Change in other non-curront asscts and liabilitics, net (154) (386) 254
Net cash provided by operaling activities 58.017 39302 31,977
Cash flows from investing activities:
Payments for property, plant, and cquipment ... (82,164) (66,352) (24.814)
Acquisitions, net of cash acquired............o...... (41,271) (24,306) (114,107
Proceeds [rom sule of property, plant. and equipment 1,290 1.825 95
[nsurance proceads from involuntary conversion of property, plant and
COUIPITIBTIE. ..ottt e et e e e e e — 4,812 —
Return of investments from unconsolidated entities... 1,952 433 460
[nvestments in unconsoliduled entities (6.2100 (115109 (322)
Net cash used 1 Investing weliviLes ... reenens (127.103) (95.098) (138.742)
Cash flows from financing activities:
Payments of Tong-tarm debt ..ottt (169,024) (163,010) (1340913
Net proceeds from follow on public offering.... 55,933 95,272 —
General partner comtribulion ... 1,192 2.358 302
Proceeds trom long-term debt ... 219,950 135,801 250,900
Payments of debt issuance costs (252) (3711 (3.635)
Cash distributions paid ..... (37,903) (32,059 (18,967
Proceeds [rom issuance of common units — 15.000 15.000
Net cash provided by [inancing actlivities 69.89¢ 32,991 109.689
Net inerease in ashl e 210 (2.805) 2924
Cash at beginning of period ... 3.303 6,108 3,184
Cash at chd oF period.. ... $ 4,113 5 3,303 5 6,108
Non-cash:
Financed portion of non-compete agreement ..o cieieoiveinvie e b 5 £ 890
Common units issued for acquISitions ... e b 5 £ 94516

See wccompanying notes Lo consolidated linancial statements.
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MARTIN MIDSTREAM PARTNERS L.P.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
{Dollars in Thousands)

(1) ORGANIZATION AND DESCRIPTION OF BUSINESS

Martin Midstrcam Partners L.P. (the “Partnership™) is a publicly traded limited partnership with a diverse
sct of operations focused primarily in the United Stated Gull Coast region. Its four primary business lincs include:
terminalling and storage services for petrolewm products and by-producis, natural gas services, maring transportation
scrvices lor petroleum products and by products, and sulfur and sulfur based products processing, manufacluring,
marketing and distribution.

The petroleum products and by-products the Partnership collects, transports, storcs and distribules are
produccd primarily by major and independent oil and gas companics who ofien turn 1o third partics, such as the
Partncrship, for the (ransportation and disposition of these producis. In addition to these major and independent oil
and gas companics, our primary customers include independent refiners, large chemical companics, lertilizer
manufacturers and other wholesale purchasers of these products. The Partnership operates primarily in the Gulf
Coast region of the United States, which is a major hub for petrolenm refining, natural gas gathering and processing
and support services for the oil and gas exploration and production industry.

On November 10. 2003, the Partnership acquired Prism Gas Systems I, L.P. (“Prism Gas™) which is
engaged in the gathering, processing and marketing of natural gas and natural gas liquids, predominantly in Texas
and northwest Louisiana. Through the acquisition of Prism Gas, the Partnership also acquired 50% ownership
interest in Waskom Gas Processing Company (“Waskom™), the Matagorda Offshore Gathering System
("“Matagorda™), and the Panther Interstate Pipeline Energy LLC (“PIPE™) each accounted for under the equity
method of accounting.

On July 15, 2005 the Partnership acquired ail of the ontstanding partnership interests of CF Martin Sulphur,
L.P. (*CF Martin Sulphur™) not owned by the Partnership. As a result, CF Martin Sulphur has been consolidated in
the Partnership’s consolidated linancial statcments and in the Parinership’s sulfur scrvices segment, Prior (o the
acquisition, the Partnership owned an unconsolidaled non-controlling 49,5% limnted parinership inlerest in CF
Martin Sulphur. The sulfur scrvices segment includes the marketing, (ransportation, lerminalling and slorage,
processing and distribution ol molten and pelletized sulfur and the manufacturing of sullur-based lertilizers and
producis.

(2) SIGNTFICANT ACCOUNTING POLICIES

(e) Principles of Presentation and Consolidation

The consolidated linancial statemenis include the {inancial stalcments of the Partnership and its wholly-
owned subsidiarics and cquity method investees. In the opinion of the management of the Partnership’s general
partner, all adjustiments and climination of significant inicrcompany balances nccessary [or a {air presentation of the
Partncrship’s results ol operations, financial position and cash llows for the periods shown have been made. All
such adjustments are of a normal recurring nature. In addition, the Partnership evaluates its relationships with other
entities to identify whether they are variable interest entities as defined bv FASB Interpretation No 46(R)
Consolidation of Variable Interest I'ntities (“FIN 46R™) and to assess whether it is the primary beneficiary of such
entities. If the determination is made that the Partnership is the primary beneficiary. then that entity is included in
the consolidated financial statements in accordance with FIN 46(R). No such variable interest entities exist as of
December 31. 2007 or 2006.

(h) Product Exchanges

The Parinership enters inlo product exchange agrecments with third partics whercbhy the Parinership agrees
to exchange NGLs and sulfur with third partics. The Partnership records the balance of exchange products duc (o
other companics under these agreements af quoted market product prices and the balance of exchange products duc
rom other companics al the lower of cost or market, Cost is determined using (he [irst-in, {irst-out (“FIFQ™)
method.
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MARTIN MIDSTREAM PARTNERS L.P.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
{Dollars in Thousands)

(c} Inventories

Inventories are stated at the lower of cost or market. Cost is determined by using the FIFO method for all
inventories.

() Revenue Recognition

Terminalling and storage — Revenue is recognized for storage contracts based on the contracted monthly
tank fixed fee. For throughput contracts, revenue is recognized based on the volume moved through the Company’s
terminals at the contracted rate. When lubricants and drilling fluids are sold by truck, revenue is recognized upon
delivering product to the customers as title to the product transfers when the customer physically receives the
product.

Natural gas services — Natural gas gathering and processing revenues are recognized when title passes or
service is performed. NGL distribution revenue is recognized when product is delivered by truck to our NGL
customers, which occurs when the customer physically receives the product. When product is sold in storage, or by
pipeline, the Company recognizes NGL distribution revenue when the customer receives the product from either the
storage facility or pipeline.

Marine transportation — Revenuge is recognized for contracied irips upon completion of the particular trip.
For time charters, revenuc is recognized bascd on a per day rate,

Sulfur services — Revenues are recognized when the producis are delivered, which occurs when the
customer has taken title and has assumed the risks and rewards of ownership based on specific contract terms at
either the shipping or delivery point.

(e) Equity Method Investments

The Partnership uses the equity method of accounting for investments in unconsolidated entities where the
ability to exercise significant influence over such entities exists, Investiments in unconsolidated entities consist of
capital contributions and advances plus the Partnership’s share of accomulated earnings as of the entities” latest fiscal
vear-ends, less capital withdrawals and distributions. Imvestments in excess of the underlying net assets of equity
method investees, specifically identifiable to property, plant and equipment, are amortized over the useful life of the
rclaled assels. Excess investument representing equity method goodwill is nol amortized but is evaluated for
impairment, annually. Under the provisions of Statement of Financial Accounting Standards (*SFAS™) No. 142,
Croodwill and Other ntangible Assets, (his goodwill is not subject 1o amortization and is accounted lor as a componenl
of the investment.  Equily method investments are subject 1o impairment under the provisions o Accounting Principles
Board ("APB”) Opinion No. 18, The foquity Method of Accouniing for fnvesiments in Corpnon Stock. No portion ol
the net income [rom these entities is included in the Partnership’s operating income.

Prior to July 15, 2003, the Partnership used the equity method of accounting for its unconsolidated non-
controlling 49.5% limited partner interest in CF Martin Sulphmr. On July 15, 2003, the Partnership acquired the
remaining interests in CF Martin Sulphur not previouslv owned by it. Subsequent to the acquisition, CF Martin
Sulphur is included in the consolidated financial presentation of the Partnership’s sulfur services segment.

Following the Parinership’s acquisition of Prism Gas in November 20035, the Partnership owns an
unconsolidated 50% interest in Waskom, Matagorda, and PIPE. As a resulf, these assets are accounted for by the
equity method.

On June 30, 2006, the Partnership, (throngh the Parinership’s Prisin Gas subsidiary, acquired a 20%
ownership inlerest in a partmership which owns the leasc rights (o ihe asscts of the Bosque County Pipeling ("BCP™).
This interest is accounied for by the cquity mcthod of accounting,

)] Property, Plant, and Equipment

Owned property, plant, and equipment is stated at cost, less accumulated depreciation. Owned buildings and
equipment are depreciated using straight-line method over the estimated lives of the respective assets.
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MARTIN MIDSTREAM PARTNERS L.P.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
{Dollars in Thousands)

Routine maintenance and repairs are charged to operating expense while costs of betterments and renewals are
capitalized. When an asset is retired or sold, its cost and related accumulated depreciation are removed from the
accounts and the difference between net book value of the assel and proceeds lrom disposition is recognized as gain or
loss.

(g Goodwill and Other Intangible Assets

Goodwill represents the excess of costs over fair value of assets of businesses acquired. Goodwill and
intangible assets acquired in a purchase business combination and determined to have an indefinite useful life are not
amortized, but instead tested for impairment at least annually in accordance with the provisions of SFAS No, 142,
Goodwill and Other Intangible Assers. Intangible assets with estimated usefl lives are amortized over their respective
estimated useful lives to their estimated residual values, and reviewed for impairment in accordance with FASB
Statement No. 144 (“SFAS No. 1447), Accounting for Impairment or Disposal of Long-Lived Assefs, Other intangible
asscls primarily consist of covenants notl-to-competc and contracis obiained through business combinations and arc
being amortized over the lile of the respective agreementis.

(h) Debt Issuance Costs

In comnection with the Partnership’s multi-bank credit facility, on November 10, 2005, it incurred debt
issuance costs of $3,258. In connection with the amendment and expansion of the Partnership’s multi-bank credit
facility on June 30, 2006, it incurred debt issuance costs of $372. In connection with the amendment and expansion of
the Partnership’s multi-bank credit facility on December 28, 2007, it incorred debt issuance costs of $252. These debt
issuance costs, along with the remaining unamortized deferred issnance costs relating to the line of credit facility as of
November 10, 2005 which remain deferred, are amortized over the remainder of the 60 month term of the original debt
arrangement,

Amortization of debt issuance cost, which are included in inierast expense for the vears ended December 31,
2007, 2006 and 2003, totaled $1,233, $1,040, and $600, respectively, and accumulated amortization amounted to
$4.324 and $3.091 at December 31, 2007 and 2006, respectively. The nnamortized balance of debt issuance costs,
classified as other assets amounted to $3.188 and $4,169 at December 31, 2007 and 2006, respectively.

(i) Impairment of Long-Lived Assets

In accordance with SFAS No. 144, long-lived asscts, such as property, plant and equipment, arc reviewed lor
impairment whenever cvents or changes in circumstances indicate thai the carrying amount ol an asset may nol be
recoverable. Recoverability of assets to be held and used is measurced by a comparison of the carrying amount of an
assel 1o estimated undiscounted future cash flows cxpected 10 be generated by the assct. [T the carrying amount of an
assel exceeds iis cstimalted future cash [lows, an impairment charge is recognized by the amount by which the carrying
amount of the assel exceeds the fair valuc of the assel.  Asscis 1o be disposed of would be scparately prescenied in the
balance sheet and reported at the lower of (he carrying amount or fair value less costs lo scll, and arc no longer
depreciated. The assels and labilitics of a disposed group classified as held for sale would be presented separaicely in
the appropriate assel and liability sections of (he balance sheel. Goodwill 15 tesied annually for impairiuent, and is
tested Tor impairment more frequently il events and circumstances indicaic that the assel might be impaired. An
impairment loss is recognived 1o the extent that the carrving amouni exceeds the assct’s lair value. This determination
is made at the reporting unit level and consists of two steps. First, the Partnership determines the fair value of a
reporting unit and compares it to its carrving amount. Second, if the carrving amount of a reporting unit exceeds its fair
value, an impairment loss is recognized for any excess of the carrving amount of the reporting unit’s goodwill over the
implied fair value of that goodwill. The implied fair vaiue of goodwill is determined by allocating the fair value of the
reporting unit in a manner similar to a purchase price ailocation, in accordance with FASB Statement No. 141, Business
Combinations. The residual fair value after this allocation is the implied fair value of the reporting unit goodwill.

The Partnership performed its annual tests in the third quasters of 2005, 2006 and 2007, with no indication of
impairment.

'] Asset Retirement Obligation
Under SFAS No. 143, Accounting for Asset Retirement Obligations (*Statement No. 143) which provides

accounting requirements for costs associated with legal obligations to retire tangible, long-lived assets, the Partnership
records an Asset Retirement Obligation (*ARO™) at fair value in the period in which it is incurred by increasing the
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carrving amount of the related long-lived asset. In each subsequent period, the liability is accreted over time towards
the nltimate obligation amount and the capitalized costs are depreciated over the useful life of the related asset.

Financial Accounting Standards Board Inierpretation No. 47, *Accounting lor Conditional Asscl
Retirement Obligations” (“FIN 477, an interpretation of SFAS 143, clarifics that the recognition and mecasurcment
provisions of SFAS 143 apply 1o asset retirement obligations in which the timing or method of settlement may be
conditional on a [uturc event that may or may not be within the control of the entity. The Partnership’s lxed asscls
include land, buildings, transportation cquipment, storage equipinent, maring vessels and operating equipment.

The transportation cquipment includes pipelines system. The Partnership transports NGLs through the
pipcline system and gathering system. The Partnership also gathers natural gas {rom wells owned by producers and
delivers natural gas and NGLs on the Partnership’s pipeline systems, primarily in Texas and Louisiana to the
fractionation facility of the Partnership’s 50% owned joint venture. The Partnership is obligated by contractual or
regulatory requirements to remove certain facilities or perform other remediation upon retirement of the Partnership’s
assets. However, the Partnership is not able to reasonably determine the fair value of the asset retirement obligations
for the Partnership’s trunk and gathering pipelines and the Partnership’s surface facilities, since fture dismantlement
and removal dates are indeterminate. In order to deterimine a removal date of the Partnership’s gathering lines and
related surface assets, reserve information regarding the production life of the specific field is required. Asa
transporter and gatherer of natural gas, the Partnership is not a producer of the field reserves, and the Partnership
therefore does not have access to adequate forecasts that predict the timing of expected production for existing reserves
on those fields in which the Partnership gathers natural gas. In the absence of such information, the Partnership is not
able to make a reasonable estimate of when future dismantlement and removal dates of the Partnership’s gathering
assets will occur. With regard to the Partnership’s trunk pipelines and their related surface assets, it is impossible to
predict when demand for transportation of the refated products will cease. The Partnership’s right-of-way agreements
allow us to maintain the right-of-way rather than remove the pipe. In addition, the Partnership can evaluate the
Parincrship’s trunk pipclines [or alternative uscs, which can be and have been lound. The Parinership will record such
asscl relirement obligations in (he period in which more information becoines available for us 1o rcasonably cstimalc
the scitlement dates of the retircment obligations.

(k) Derivative Instruments and Hedging Activities

In accordance with Statement of Financial Accounting Standards No. 133 (“SFAS No. 1337), dccounting jor
Derivative Instruments and Hedging Activities, all derivatives and hedging instruments are included on the balance
sheet as am asset or liability measured at fair value and changes in fair value are recognized currently in eamnings unless
specific hedge accounting criteria are met. If a denivative qualifies for hedge accounting, changes in the fair value can
be offset against the change in the fair value of the hedged itemn through earnings or recognized in other comprehensive
income until such time as the hedged item is recognized in earnings. In early 20006, the Partnership adopted a hedging
policy that allows it to use hedge accounting for financial transactions that are designated as hedges.

Derivative instruments not designated as hedges arc being marked 1o market with all market valuc
adjustments being recorded in the consolidated statements of operations. As of December 31, 2007, the Partnership has
designated a portion of its derivative instruments as qualifving cash flow hedges. Fair value changes for these hedges
have been recorded in other comprehensive income as a component of equity.

)] Comprehensive Income
Comprehensive income includes net income and other comprehensive income. Other comprehensive income
for the partnership includes unrealized gains and losses on derivative financial instruments. In accordance with SFAS

No. 133, the partnership records deferred hedge gains and losses on its derivative financial instrumenis that gualify as
cash flow hedges as other comprehensive incomnte.
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(m) Unit Grants

In May 2007, the Parincrship issued 1,000 restricied common unils 1o each of its three independent, non-
emplovee directors under its long-term incentive plan. These units vest in 23% increments beginning in January
2008 and will be fully vested in January 2011.

In January 2006. the Partnership issued 1,000 restricted common units to each of its three independent,
non-employee directors under its long-term incentive plan. These nnits vest in 23% increments on the anniversary
of the grant date each year and will be fully vested in January 2010.

The Partnership accounts for the transaction under Iomerging Issues Task Force 96-18 “Accounting for
Equity Instruments That are Issued to other than Emplovees or Acquiring, or in Conjunction with Selling, Goods
or Services.” The cost resulting from the share-based payment transactions was $46 and $24 for the vears ended
December 3 1. 2007 and 2006, respectively. The Partnership’s general partner contributed cash of $2 in May 2007
and $2 in January 2006 to the Partnership in conjunction with the issnance of these restricted units in order to
maintain its 2% general partner interest in the Partnership,

(n) Incentive Distribution Rights

The Partnership’s general partner. Martin Midstream GP LLC, holds a 2% general partner interest and
certain incenlive distribution rights in (he Partnership, Incentive distribution rights represent the right to receive an
increasing pereentage of cash distributions after the minimom quarlerly distribution, any cumulative arrcarages on
common units, and certain target distribution levels have been achicved, The Partnership is required (o distribule all
ol its availablc cash from operating surplus, as defined in the partnership agreement, The targel distribution Ievels
enltitle the general partner to reccive 15% ol quarierly cash distributions in excess of $0.55 per unil until all unit
holders have reccived $0.625 per unil, 25% of quarterly cash distributions in excess of $0.625 per unil until all unit
holders have reccived $0.75 per unit, and 50% ol quaricrly cash distribuiions in cxcess of $0.75 per unit. For the
vears ended Deccmber 31, 2007, 2006 and 2005, the general partner reccived $1,087, $484 and $0 in incentive
distributions.

{0) Net Income per Unit

Excepl as discussed in the following paragraph, basic and diluted net income per limited partoer unil is
determined by dividing net income after deducting the amount allocated to the general partner interest (including its
incentive distribution in excess of its 2% interest) by the weighted average number of outstanding limited partner
units during the period. Subject to applicability of Imerging Issues Task Force Issue No. 03-006 (“EITIT 03-00 "),
“Participating Securities and the Two-Class Method under FASB Statement No. 128, as discussed below,
Partnership income is first allocated to the general partner based on the amount of incentive distributions. The
remainder is then allocated between the limited partners and general partner based on percentage ownership in the
Partnership.

EITF 03-06 addrcsses the computation of carnings per share by cntitics that have issued sceuritics other
than common stock that contractually cntitle the holder 1o participaic in dividends and carnings of the entity when,
and if, it declares dividends on its common slock. Essentially, EITF 03-06 provides that in any accounting period
where the Parinership’s aggregate nel income exceeds the Parinership’s aggregate distribution for such period, the
Partnership is required to present earnings per unit as if all of the sarings for the periods were distributed,
regardless of the pro forma nature of this allocation and whether those eamings would actually be distributed during
a particular period from an economic or practical perspective. EITF 03-06 does not impact the Partnership’s overall
net income or other financial results; however, for periods in which aggregate net income exceeds the Partnership’s
aggregate distributions for such period. it will have the impact of reducing the earnings per limited partner unit.
This result occurs as a larger portion of the Partnership’s aggregate earnings is allocated to the incentive distribution
rights held by the Partnership’s general partner, as if distributed, even though the Partnership makes cash
distributions on the basis of cash available for distributions, not earnings, in any given accounting period. In
accounting periods where aggregate net income does not exceed the Partnership’s aggregate distributions for such
period. EITF 03-06 does not have any impact on the Partnership’s earnings per onit calculation.

-81 -



MARTIN MIDSTREAM PARTNERS L.P.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
{Dollars in Thousands)

The weighted average units outstanding for basic net income per unit were 14,018,799, 12,602,000 and
8,583,634 for vears ended December 31, 2007, 2006 and 2003, respeciively. For diluted net income per unit, the
weighted average units oulstanding were increased by 3,746 units and 2,425 unils for the yvears ended December 31,
2007 and 2006, respectively, due to the dilutive cffect of restricied units granied under the Partnership’s long-terim
incenlive plan.

r Indirect Selling, General and Administrative Expenses

Indirect selling, general and administrative expenses are incurred by Martin Resource Management
Corporation (“Martin Resource Management™) and allocated to the Partnership to cover costs of centralized corporaie
functions such as accounting, treasury, engineering, information technology, risk management and other corporate
services. Such expenses are based on the percentage of time spent by Martin Resource Management’s personnel that
provide such centralized scrvices. Under the omnibus agreement, ithe reimbursement anmount with respect Lo ndirect
gengral and administrative and corporalc overhead expenscs was capped at $2.0 million. This cap expired on
November 1, 2007, Elfective January 1, 2008, the Conflicts Commitice of our gencral pariner approved a
reimbursement amount of $2.7 million for the year ending December 31, 2008, which is not expected (o cover all of (he
indirect general and administrative and corporate overhead expenses attributable to the services provided to the
Partnership.

() Environmental Liabilities

The Partnership’s policy is 10 accrue lor losses associated with envirommental remediation obligations when
such losscs are probable and rcasonably cstimable.  Accruals for cstimated losscs from cnvironmental remediation
obligations generally are recognized no later than completion of the remedial feasibility study,  Such accruals are
adjusicd as further information develops or circumstances change.  Costs of future expenditures for cnvirommenial
remediation obligations arc not discounted to their present value, Recoveries of environmenial remcediation costs [rom
other partics arc recorded as asscls when their receipt is decimed probable.

(r) Allowance for Doubtful Accounts.

Trade accounts receivable are recorded at the inveiced amount and do not bear interest. The allowance for
doubtlul accounts is the Partnership’s best estimate of the amount of probable credit losses in the Partnership’s existing
accounts reccivable.

(s} Use of Estimates

Mamnagement has made a number of estimates and assumptions relating to the reporting of assets and liabilities
and the disclosure of contingent assets and liabilities (o prepare these consolidated financial statements in conformity
with accounting principles generally accepted in the United States of America, Actual results could differ from those
estimates.

(7] Income Taxes

With respect Lo our taxable subsidiary (Woodlawn Pipeline Co., Inc.), income taxes arc accounted lor under
the assetl and liability method. Deflerred tax assets and liabilitics are recognived lor the Muilure (ax consequences
altributable to dilferences between the financial statement carrving amounts of existing asscls and liabilitics and
their respective tax basis. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply
to taxable income in the years in which those temporary differences are expected to be recovered or settled. The
effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in the period that includes
the enactment date.

(3) RECENT ACCOUNTING PRONOUNCEMENTS

In December 2007, the FASB issued SFAS No. [41 (revised 2007) ("*SFAS 141R’"), **Business
Combinations™ and SFAS No. 160 (**SFAS 1607, “*Noncontrolling Interests in Consolidated Financial
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Statements, an amendment of Accounting Research Bulletin No, 5177, SFAS 141R will change how business
acquisitions are accounted for and will impact financial statements both on the acquisition date and in

subscquent periods. SFAS 160 will change the accounting and reporting for minority interests, which will

be recharacierived as noncontrolling interests and classificd as a component of equity. SFAS 141R and

SFAS 160 arc cffective for us beginning in the first quarier of 2010, Early adoption is nol permitied.

We are currenily cvalualing the impact that SFAS 141R and SFAS 160 will have on the Partnership’s consolidated
financial siatcments.

In February 2007, the FASB issucd SFAS No. 159 (“°SFAS 159°"), **The Fair Value Option (or Financial
Asscls and Financial Liabilitics™. Under SFAS 159, companics may clect 1o measure certain financial
instruments and certain other items at [air value. The standard requires that unrealized gains and losses on
items lor which the [air value option has been clected be reported in carnings. SFAS 159 is cllective {or the
Partnership beginning in the first quarter of fiscal 2008.

In September 2006, the FASB issued SFAS No. 157 (**SFAS 157°"), “*Fair Value Measurements,”” which
defines fair value. establishes guidelines for measuring fair value and expands disclosures regarding fair
value measurements. SFAS 157 does not require any new fair value measurements but rather eliminates
inconsistencies in guidance found in various prior accounting pronouncements. SFAS 157 is effective for
fiscal years beginning after November 13, 2007. However, on December 14, 2007, the FASE issued
proposed FSP FAS 157-b which would delay the effective date of SFAS 157 for all nonfinancial assets and
nonfinancial liabilities. except those that are recognized or disclosed at fair value in the financial
statements on a recurring basis (at least annually). This proposed FSP partially defers the effective date of
Statement 157 to fiscal years beginning after November 15, 2008, and interim periods within those fiscal
vears for items within the scope of this FSP. Effective for fiscal 2008, we will adopt SFAS 157 except as it
applies to those nonfinancial assets and nonfinancial liabilities as noted in proposed FSP FAS 157-b. The
partial adoption of SFAS 157 will not have a material impact on our consolidated financial position, resulls
ol opcrations or cash lows,

)] ACQUISITIONS
() Asphalt Terminal.

In October 2007, the Partnership acquired the asphalt assets of Monarch Oil, Inc, and related companies
(“Monarch Oil™) for $3,927 which was allocated to property, plant and equipment, The results of Monarch Oil’s
operations have been included in the consolidated financial statements beginning October 2, 2007, The assets are
located in Omaha, Nebraska. The Partnership entered into an agreement with Martin Resource Management,
whereby Martin Resource Management will operate the facilities through a terminalling service agreement based
upon throughput rates and will bear all additional expenses to operate the facility,

(h) Lubricants Terminal

In Junc 2007, the Partnership acquired all of the operating asscts ol Mega Lubricants Inc. ("Mcga
Lubricants™) located in Channclvicw, Texas. The results of Mega Lubricant’s operations have been included in the
consolidated financial statements beginning June 13, 2007. The excess of the [air value over the carrying value of
the assels was allocated to all identifiable asscis. Aficr recording all identiliable assets at their {air values, the
remaining $1.020 was recorded as goodwill. The goodwill was a result of Mega Lubricant’s strategically located
assets combined with the Partnership’s access to capital and existing infrastructure. This will enhance the
Partnership’s ability to offer additional lubricant blending and truck loading and unloading services to customers. In
accordance with FAS 142, the goodwill will not be amortized bui tested for impairment. The terminal is located on
3.6 acres of land, and consists of 38 tanks with a storage capacity of approximately 15,000 Bbls. pump and piping
infrastructure for lubricant blending and truck loading and unloading operations, 34,000 square feet of warchouse
space and an administrative office.

The purchase price of $4,738, including two three-year non-competition agreements totaling $330 and
goodwill of $1.020, was allocated as follows:
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Current assets $ 446
Property, plant and equipment, net 3,042
Goodwill 1,020
Other assets 530
Other habilities (300
Total h 4738

In connection with the acquisition, the Partnership borrowed approximately $4.600 under its credit facility.

(c} Weoodlawn Pipeline Co., Inc.

On May 2. 2007, the Partnership. through its subsidiary Prism Gas, acquired 100% of the outstanding stock
of Woodlawn. The results of Woodlawn's operations have been included in the consolidated financial statements
beginning May 2, 2007, The excess of the fair value over the carrving value of the assets was allocated to all
identifiable assets. After recording all identifiable assets at their fair values, the remaining $8,785 was recorded as
goodwill. The goodwill was a result of Woodlawn’s strategically located assets combined with the Partnership’s
access to capital and existing infrastructure. This will enhance the Partnership’s ability to offer additional gathering
services to customers through internal growth projects including nataral gas processing, fractionation and pipeline
expansions as well as new pipeline construction. I accordance with FAS 142, the goodwill will not be amortized
but tested for impairment.

Woodlawn is a natural gas gathering and processing company which owns integrated gathering and
processing assets in East Texas. Woodlawn’s system consists of approximately 135 miles of natural gas gathering
pipe, approximately 36 miles of condensate transport pipe and a 30 Mcf/day processing plant. Prism Gas also
acquired a ning-mile pipeling, from a Woodlawn related party, {hat delivers residuc gas from Woodlawn lo the
Texas Eastern Transmission pipeline sysicm.

The sclling partics in this transaction were Laniern Resousces, L.P., David P. Deison, and Peak Gas
Gathering L.P. The final purchasc price, afier final adjustments for working capital, was $32,606 and was funded by
borrowings under the Partnership’s credit [acility.

The purchasc price of $32,606, including lour two-year non-competition agreements and other intangibles
rellecicd as other asscts, was allocated as [ollows:

Current assets $ 4,297
Property, plant and equipment, net 29,101
Goodwill 8,785
Other assets 3,339
Current liabilities (3,889
Deferred ineome taxes (8.964)
Other long-term obligations (63)
Total $ 32606

The identifiable intangible assets of $3.339 are subject to amortization over a weighted-average useful life
of approximately ten years. The intangible assets include four non-competition agreemenis totaling $40, customer
contracts associated with the gathering and processing assets of $3,002, and a transportation contract associated with
the residue gas pipeline of $297.

In connection with the acquisition, the Partnership borrowed approximately $33,000 under its credit
facility.
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{d) Asphalt Terminals. In August 2006 and October 2006, respectively, the Partnership acquired the
assets of Gulf States Asphalt Company LP and Prime Materials and Supply Corporation (“Prime™), for $4,679
which was allocated Lo propertly, plant and cquipment.  The assets arc localed in Houston, Texas and Porl Neches,
Texas. The Partnership entered into an agreement with Martin Resource Managemenlt, which Martin Resource
Management will operate the facilitics through a icrminalling service agrecment basced upon throughput rales and
will assume all additional expenscs 1o operale the facility.

{e) Corpus Christi Barge Terminal. In July 2006, the Parinership acquired a marine terminal located
near Corpus Christi, Texas and associated asscts from Koch Pipeline Company, LP for $6,200 which was all
allocaled 1o property, plant and equipment. The terminal is locaied on approximately 25 acres of land, and includes
three tanks with a combined shell capacity ol approximately 240,000 barrels, pump and piping infrastructure {or
truck unloading and product delivery Lo two oil docks, and there are several pumps, controls, and an office building
on site for administrative use.

)] Marine Vessels. In November 2006, the Partnership acquired the La Force, an offshore tug, for
$6,001 from a third party. This vessel is a 3,100 horse power offshore tug that was rebuilt in 1999 with new engines
installed in 20035,

In January 2006, the Partnership acquired the Texan, an offshore tug, and the Ponciana, an offshore NGL
barge, for $5,850 from Martin Resource Management. The acquisition price was based on a third-party appraisal.
In March 2006, these vessels went into service under a long term charter with a third party. In February 20006, the
Partnership acquired the A7450, an offshore barge, for $1,351 from a third party. In March 20006, this vessel went
into service under a one-vear charter with an affiliate of Martin Resource Management.

(=) A & A Fertilizer, Ltd. Tn Dccember 2005, the Parinership completed the purchase of the net
opcrating assets of A & A Fertilizer for $5,667. A & A Fertilizer 1s a manufacturer and distributor ol liquid sulfur
based fertilizer products to the continental United States. The A & A Fertilizer manufacturing facility is located at
the Partnership’s Port Neches deep-water marine terininal near Beanmont, Texas. This acquisition is reported in the
Partnership’s sulfur services segment.

The purchase price of $3,667, including non-competition agreements in other assets of $691, was allocated
as follows;

CUITCIL SSCS oottt ettt ettt ettt s $ 935
Property, plant and equipment, NCL..........ooooiviiiiiiei e 5,448
ODEE ASSCIS ..ottt 691
Currenl HABTHLCS ..o (891
Other Habililics ... e (536)
TOUAL Lo $ 5,667
(h) Prism Gas Acquisition. In November 2005 the Partnership acquired Prism Gas. As of Noveber

2005, Prism Gas had ownership interests in over 330 miles of gathering and transmission pipelines located in the
nalural gas producing regions ol Easl Texas, Norihwest Louisiana, the Texas Gulf Coast and ofTshore Texas and
federal waters in the Gulf of Mexico as well as a 150 MMcfd capacitv natural gas processing plant located in East
Texas. The fair market value of the assets acquired was appraised at $93,938. The excess of the fair value over the
carrving value of the assets was allocated to all identifiable assets. After recording all identifiable assets at their fair
values, the remaining $20.1435 was recorded as goodwill. The goodwill was a result of Prism Gas” strategically
located assets combined with the Partnership’s access to capital and existing infrastructure. This will enhance the
Partnership’s ability to offer additional gathering and processing services to customers through internal growth
projects including natural gas processing, fractionation and pipeline expansions as well as new pipeline construction.
In accordance with FAS 142, the goodwill will not be amortized but tested for impairment.
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The selling parties in this transaction were Natural Gas Partners V, L.P. and certain members of the Prism Gas
management team. The final purchase price was $93,938. The purchase price was funded by $63,052 in borrowings
under the Parinership’s credit (acility, $5,000 in a previously funded escrow account, $15.302 in new equily capiial
provided by Martin Resource Management, $9,616 in scller financing, and $768 in capital provided by Martin
Resource Management for acquisition costs and 10 maintain its 2% general pariner inierest in the Partnership.

The purchase price of $93.938, including two-vear non-competition agreements included in other assets of
$600. was allocated as follows:

CUITETIE ASSEES .. vvvi et ettt e et a et e e et et e e s $ 4,449
OHRET CUITETIE ASSCES. ...ttt et e e e s r e ese e eens 10,772
Property, plant and eqUIPIENt, NEL ... e 17.810
Investment in unconsolidated CRLEICS ... ..o e 60,000
ONCT ASSCLS .1 voi ettt 942
GOOAWITL . ... oottt ettt 20,145
Currenl HADTILICS ....oovve e rr e e nr e e en s (19,901)
Other Habilities ... (279
Ol oo $ 93,938

The following table presents unaudited pro forma financial information incorporating the historical (pre-
acquisition) financial results of Prism Gas. This information has been prepared as if the acquisition of Prism Gas had
been completed on January 1 of the respective petiods presented as opposed to the actual date that the acquisition
occurred. The pro forma information is based upon data currently available and certain estimates and assumptions
made by management. As a result, this information is not necessarily indicative of the financial results had the
transactions actually occurred on these dates. Likewise, the unaudited pro forma information is not necessarily
indicative of future financial results.

2005
TOLAL FOVEIIUCS ..ottt ettt e, $512,970
Costl ol Products SOLd ... e 422,624
OPCIAING CXPOIETS ...ttt eiee et ee ettt a e et s et ans e ieaeas 48,218
Sclling, gencral and adminiSative ... 13,953
Depreciation and amOrlizalion..............cocooiveiiiieie e 13,843
OPCIAING INCOITIC. ..ottt e 14,332
NGt ANCOME BOTOTC LAXTS ...oei et e 13,615
INCEITICOITIC ..ottt ettt e e e e a e as e e ee s 13,615
Net income per limited PArNCT WL ..o, $1.22

The operations related to the Prism Gas acquisition have been included in the Partnership’s results of
operations only since the date of acquisition.

In connection with the purchase of Prisin Gas, a portion of the purchase price was funded by the issuance of
460,971 common units ol the Partnership to Martin Resource Manageinent, the owner of the Partnership’s general
partner. which provided $15.000 of new equity capital. Martin Midstream GP LLC contributed $302 to maintain its 2%
general partner interest in the partnership. In addition, 293,509 common units of the Partnership, representing
approximately $9.616 of the purchase price. was issued to the sellers.

() CF Martin Sulphur. In July 2003, the Partnership acquired all of the cutstanding partnership
interests in CF Martin Sulphur not owned by the Partnership from CF Industries, Inc. and certain subsidiaries of Martin
Resource Management for $18,871. In connection with the acquisition the Partnership also assumed the indebtedness
described below. Prior to this transaction, the Partnership owned an unconsolidated non-controlling 49.5% limited
partnership interest in CF Martin Sulphur. which was accounted for using the equity method of accounting,
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Subsequent to the acquisition, CF Martin Sulplur is a wholly-owned subsidiary incloded in the Partnership’s
consolidated financial statements and in the Partnership’s sulfur segment,

In connection with the acquisition, the Partnership assumed $11,500 of indebtedness owed by CF Martin
Sulphur and promptly repaid $2 400 of such indebtedness. The Parinership also pledged its equity interests in CF
Martin Sulphur to the Partnership’s lenders under its credit facilitv. As part of this transaction, CF Industries. Inc.
entered into a five-vear sulfur supply contract with the Partnership that is based on Tampa market pricing.

The purchase price paid to CF Industries, Inc. and certain subsidiaries of Martin Resource Management was
allocated as follows:

CULTCTIL A8SCLS - oo $ 11.283
Property. plant and equipment, 08k ..ot 26,733
Other ASSeLS ... . oo 921
Crrent LEADILIEIES . ..o (8.373)
DD .o e (11.493)
Tolal usc OF PrOCCCUS....oioiiiie e $ 18,871
() Bay Sulfur Assei Acquisition. 1o April 2003, the Pastnership completed the acquisition of the

operating assets and sulfur inventories of Bay Sulfur Company locaied at the Port of Stockton, California for $3,900
which includes $4.000 allocated to goodwill. Goodwill was recognized as a result of the total price paid for the
business, and is supported by its historical cash flows. The remaining $1,900 was allocated to property, plant and
equipment ($1.400), a covenant not to compete ($100) and inventory and other current assets ($400). The assets
acguired are used to process molten sulfur into peliets. This acquusition is reported in the Partnership’s new “sulfur”
segment. The acquisition was financed through the Partnership’s credit facility (see Note 11).

(k) Natural Gas Liguids Pipeline Purchase. In Janmary 2005, the Partnership acquired a natural gas
liquids (“NGL”) pipeline located in East Texas from an unrelated third party for $3,800. The purchase price included
the value of the natural gas liquids in the pipeline which is considered pipeline fill. The pipeline, which is used by the
Partnership to transport NGL for third parties as well as its own account, spans approximately 200 miles, running from
Kilgore 10 Beaumont in Texas. The acquisition was [inanced throngh the Partnership’s credit lacility (sce Note 11).

(5) PUBLIC OFFERINGS

In May 2007, the Partnership completed a public offering of 1,380,000 common unils at a price of $42.25
per common unil, before the payment of underwriters” discounts, cominissions and offcring expenscs (per unil value
is in dollars, not thousands). Following this offering, the comimon units represenied a 64.3% limited partnership
interest in the Parinership. Tolal proceeds from the sale of the 1,380,000 common units, net ol underwrilcrs’
discounis, commissions and olfering cxpenscs were $55,933. The Parinership’s general partner contributed $1.190
in cash to the Parinership in conjunction with the issuance in order fo maintain its 2% general pariner interest in the
Partncrship. The net proceeds were used to pay down revolving debi under the Partnership’s credit facility and 1o
provide working capital.

A summary of the proceeds received from these transactions and the nse of the proceeds received therefrom
is as follows (all amounts are in thousands):

Proceeds received:

Sale of COMIMON WIS .........ooo oL $ 58303
General partner contribitlon ... 1,190
Total proceeds received ... $ 59,495
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Use of Proceeds:
UnAeriwTileT™s FoES......oviiiiiie e $ 2.107
Prolcssional Tocs and olher COSIS..........ooiiiiiiiie e 265
Repayment of debt under revolving credit facility ..o 55,850
WOrKing Capital ... e 1.273
Total use Of PrOCEEAS .. .vviiiii e $ 59 495

In January 2006, the Partnership completed a public offering of 3,450,000 common unils al a pricc of
$29.12 per common unit. before the payment of underwriters’ discounts. commissions and offering expenses (per
unit value is in dollars. not thousands). Following this offering, the common units represented a 61.6% limited
partnership interest in the Partnership. Total proceeds from the sale of the 3,450,000 common units, net of
underwriters’ discounts, commissions and offering expenses were $95,272. The Partnership’s general partner
contributed $2.050 in cash to the Partnership it conjunction with the issuance in order to maintain its 2% general
partner interest in the Partnership. The net proceeds were used to pay down revolving debt under the Partnership’s
credit facility and to provide working capital.

A summary of the proceeds received from these transactions and the use of the proceeds received therefrom
is as follows (all amounts are in thousands):

Proceeds received:

Sale of COMMON UMILS..............oooii L $100. 464
General partner COMTIBULION ...............ooiiii e 2.050
Total proceeds received ... $102.514

Use of Proceeds:

Underwriter™s RS, $ 4,521
Professional fees and other costs............................ 671
Repayvment of debt under revolving credit facility ... 62,000
Working capital ... 35322

Tolal uSC OFf ProCeCS ..o $102.514

(6) INVENTORIES

Components of inventories at December 31, 2007 and 2000 were as follows;

2007 2006
Natural gas LQuids. ..o $31,283 $17.061
UL . e e e 7.490 4,425
Sulfur-hased fertilizer products ..o 6,026 7,191
LUBTICAIIES e e e e e e e e e 5,345 2.592
OUDCT . 1.054 1,750

$51,798 $33.019

(7) PROPERTY, PLANT AND EQUIPMENT
At December 31, 2007 and 2006, property, plant, and equipmeni consisted of the following:

Depreciable Lives 2007 2006
Land........ccoooiiiii i — $14,515 $ 12,559
Improvements to land and buildings .............. 10-39 ycars 34,585 26,808
Transporlalion cQuipMEnl..........oocovivvveriinnnn 3- 7 ycars 6lo 331
S10TAZC CUIPIMETE .\eviviciiiiiniir e 5-20 vcars 38,6532 22,343
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Depreciable Lives 2007 2006
Marine vessels ... 4-30 vcars 147,627 124,323
Operating equipment.................................. 3-30 vears 172282 103,929
Furniture. fixtures and other equipment .......... 3-20 vears 1,542 1,430
Construction in progress................................. 31.298 31.964

$441.117 $323.967

Depreciation expense for the vear ended December 31, 2007, 20006 and 2005 was $22 435, $16,932. and $12.062,
respectively.

(8) GOODWILL AND OTHER INTANGIBLE ASSETS
The following information relates to goodwill balances as of the periods presented:

December 31,  December 31,

2007 2006
Carrying amount ol goodwill:
Terminalling and storage............................. $ 1,020 $ -
Natural gas ServiCes ... 29.010 20,225
Marine transportation ... 2.026 2,026
U SOIVICES Lo 5.349 3.349
$37.405 $27.600

The following information relates to covenants not-to-compete as of the periods presented:

December 31, December 31,

2007 2006

Covenants not-to-compete:
Terminalling and StOrage..............................o $1.928 $ 1361
Natural gas SeIrVICES ..o 640 600
Sulfur ServICES ... 790 790
3,358 2,951
Less accumulated amortization................................................ 1.610 877
$1.748 $2.074

Intangible assets consists of the covenants not-to-compete lisied above, customer contracts associated with
galhering and processing asscls and a transportation contract associaied with the residuc gas pipeline. The covenanis
not-lo-compele and contracts arc presented in the consolidated balance shects as other asscis, nel. Agercgale
amorlization expense for amortizing intangible asscts was $987, $665 and $580 [or the years ended Decemiber 31,
2007, 2006, and 2005, respectively. Estimated amortization cxpenses for the years subsequent 1o December 31, 2007
arc as follows: 2008 - $895; 2009 - $877: 2010 - $585; 2011 - $501; 2012 - $496; subscquent years -$1,883.

(99 LEASES

The Partnership has numerous non-cancelable operating leases primarily for transportation and other
equipment. The leases generally provide that all expenses related to the equipment are to be paid by the lessee.
Management expects to renew or enter into similar leasing arrangements for similar equipment upon the expiration
of the current lease agreements. The Partnership also has cancelable operating lease land rentals and outside marine
vessel charters.

The future minimum lease payments under non-cancelable operating leases for vears subsequent io
December 31. 2007 are as follows: 2008 - $3,562; 2009 - $3,293; 2010 - $3,203; 2011 - $3,085; 2012 - $2.880 -
subsequent years -$12.166.
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Rent expense for operating leases for the years ended December 31, 2007, 2006 and 2005 was $12,492,
$8.407 and $6,993, tespectively.

(1) INVESTMENT IN UNCONSOLIDATED ENTITIES AND JOINT VENTURES

In July 2003. the Partnership acquired all of the outstanding partnership interests in CF Martin Sulphur not
owned by the Partnership from CF Industries, Inc. and certain subsidiaries of Martin Resource Management. Prior
to this transaction, the Partnership owned an unconsolidated non-controlling 49 5% limited partnership interest in
CF Martin Sulphur, which was accounted for using the equity method of accounting. Equity in earnings of CF
Martin Sulphur was $222 in 2005. Subsequent to the acquisition, CF Martin Sulphur was a wholly-owned
subsidiary included in the Partnership’s consolidated financial statements and in the Partnership’s sulfur services
segment. Effective March 30. 2006, CF Martin Sulphur was merged into the Partnership.

On November 10, 2005, the Partnership acquired Prism Gas which is cngaged in the gathering, processing and
marketing ol natural gas and natural gas liquids, predominanily in Texas and northwest Louisiana.  Through the
acquisition of Prism Gas, the Partnership also acquired 50% owngership interests in Waskom, Malagorda and PIPE,
Each of the interests referenced above are accounted for under the equity method of accounting.

On June 30. 2006, the Partnership, through its Prism Gas subsidiary, acquired a 20% ownership interest in a
partnership for approximately $196. which owns the lease rights to the assets of BCP. BCP is an approximate 67 niile
pipeline located in the Barnett Shale extension. The pipeline traverses four counties with the most concentrated drilling
occurring in Bosque County. BCP is operated by Panther Pipeline Litd. who is the 42.5% interest owner. This interest
is accounted for under the equity method of accounting,

In accounting for the acquisition of the inlcrests in Waskom, Matagorda and Fishhook, (he carrying amount
of these invesimenis exceeded the underlying net asscls by approximately $46.176.  The dilference was atlribuiable
to properly and cquipment of $11,872 and cquity method goodwill of $34,304. The excess investment relating 1o
propertly and cquipment is being amortized over an average life of 20 vears, which approximaies the usclul life of
the underlying asscts.  Such amortization amounicd 10 $394 for both the years ended December 31, 2007 and 2006
and has been recorded as a reduction of equity int earnings of unconsolidated equity method investees. The
remaining unamortized excess investment relating to property and equipment was $10.685 and $11,279 at December
31, 2007 and 2006 respectively. The equity-method goodwill is not amortized in accordance with SFAS 142:
however, it is analyzed for impairment annually. No impairment was recognized in 2007 or 2006.

As a partner in Waskom, the Partnership receives distributions in kind of natural gas liquids that are
retained according to Waskom's contracts with certain producers. The natural gas liquids are valued at prevailing
market prices. In addition, cash distributions are received and cash coniributions are made to fund operating and
capital requirements of Waskom.

Activity related to these investment accouuts is as follows:

Waskom PIPE Matagorda BCT Total

Investment in unconsolidated entities, December 31, 2005 34,087 1,723 4,069 59,879
AcqUistion OF IEETESIR. ..ot — — — 196 196
Distributions in kind....... . (8311 (8,311)
Cash CoONtribULIONS ..o e 11,238 — — 76 11,314
Cash distribULIONs ......coooiii i (150) (214) (610) — (974)
Equity in earnings:

Equity in earnings from operations ... 8.623 224 358 (62) 9.141

Amortization of excess investment ...........ccooocoeiviiieens (350) K] 29N (594)
[nvestment in unconsolidated entities, December 31, 2006 $64,937 § 1,718 $ 3,736 S 210 570,651
Distributions i kind..........ooo (9.337) (2,337)
Cash contributions...... . 6,803 — — 107 6,910
Cash distribULIONs ......coooiii i (2,625) (633) (213) — (3,473)
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Equity in carnings:

Lquity in eawrnings [rom operations 11609 514 151 (139) 11,535
Amortization of excess investment (5350) (15) 29) (594
[nvestment in unconsolidated entities, December 31, 2007 $ 70,237 $ 1,582 $ 3,693 5 178 5 75,690

Sclect linancial information for significant unconsolidated cquity method investecs is as lollows:

Total l.ong- Partner’s Net Income
Assets Term Debt Cupital Revenues (Loss)
2007
2006
Waskom. ... $ 33.260 % 545450 5 65.600 $ 17.246
2005
Wauskom (November 10 — December 31)....oviiviericerecne $ 28,369 $ — $ 22,650 S 9,165 $ 2,559
CF Martin (January I July 13 33.900 (1203
$28369 3 522,650 543,065 £ 2439

As of December 31, 2007 and 2006, the Partnership’s interest in cash of the unconsolidated equity method
investees is $1,018 and $767, respectively.

(11) LONG-TERM DEBT
At Deccmber 31, 2007 and December 31, 2006, long-term debt consisted of the following:

December 31, December 31,
2007 2006

**$195,000 Revolving loan facility at variable interest rate (6.57%* weighted

average at December 31, 2007), due November 2010 secured by

substantially all of our assets, including, without limitation, imventory,

accounts receivable, vessels, equipment, fixed assets and the interests in

our operating subsidiaries and equity method investees ..., $ 95,000 $ 44,000
*#+%$130,000 Term loan facility at variable interest rate (6.99%* at December

31, 2007), due November 2010, secured by substantially all of our assets,

including, without limitation, inventory, accounts receivable, vessels,

equipment, fixed assets and the interests in our operating subsidiaries........... 130,000 130,000
Other sccurcd debt maturing in 2008, 7.25% 21 95
Tolal long-term debt 225,021 174,095
Less current installments 21 74
Long-term debt, net of current installiments $225.000 $174.021

*Interest rate fluctuates based on the LIBOR rate plus an applicable margin set on the date of each advance. The
margin above LIBOR is set every three months. Indebtedness under the credit facility bears inierest at either LIBOR
plus an applicable margin or the base prime rate plus an applicable margin. The applicable margin for revolving
loans that are LIBOR loans ranges from 1.50% to 3.00% and the applicable margin for revolving loans that are base
prime rate loans ranges from 0.50% to 2.00%. The applicable margin for term loans that are LIBOR loans ranges
from 2.00% to 3.00% and the applicable margin for term loans that are base prime rate loans ranges from 1.00% to
2.00%. The applicable margin for existing borrowings is 1.75%. Effective January 1, 2008, the applicable margin
for existing borrowings will increase to 2.00%. As a result of our leverage ratio test as of December 31, 2007,
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effective April 1, 2008, the applicable margin for existing borrowings will remain at 2.00%,. The Partnership incurs
a commitment fee on the unused portions of the credit facility.

*+ Effcctive Scplember, 2007, the Partnership entered into a cash flow hedge that swaps $25,000 of fleating rate 1o
fixed rate. The lixed rate cost is 4.605% plus the Partnership’s applicable LIBOR borrowing spread. The cash Mow
hedge matures in Scplember, 2010,

**Eflcctive November, 2006, the Partnership enicred into a cash flow hedge that swaps $40,000 of floaling ralc (o
fixed ralc. The fixed ralc cost is 4.82% plus the Partnership’s applicable LIBOR borrowing spread. The cash Mow
hedge matures in December, 2009,

*++The $130,000 1erm loan has $1035,000 hedged. Effective March, 2006, the Parinership entered inlo a cash [ow
hedge that swaps $75,000 of floating rate to fixed rate. The fixed rate cost is 3.253% plus the Partnership’s
applicable LIBOR borrowing spread. The cash flow hedge matures in November, 2010. Effective November 2006,
the Partnership entered into an additional interest rate swap that swaps $30,000 of floating rate to fixed rate. The
fixed rate cost is 4.765% plus the Partnership’s applicable LIBOR borrowing spread. This cash flow hedge matures
in March. 2010.

On August 18, 2006, the Partnership purchased certain terminalling assets and assumed associated long
term debt of $113 with a fixed rate cost of 7.25%.

On Noventber 10. 2005, the Partnership entered into a new $2235,000 multi-bank credit facility comprised
of a $130.000 term loan facility and a $935,000 revolving credit facility, which includes a $20,000 letter of credit
sub-limit. This credit facility also includes procedures for additional financial institutions to become revolving
lenders, or for any existing revolving lender to increase its revolving commitment, subject to a maximum of
$100,000 for all such incrcases in revolving commitmenis of new or ¢xisting revolving lenders. Effective Jung 30,
2006, the Partnership increascd its revolving credit facility $25,000 resulting in a commiticd $120,000 revolving
credit [acility, Effective December 28, 2007, ihe Parinership increased its revolving credit {acility $73,000 resulting
in a commiticd $195,000 revolving credit [acility. The revolving credit facility is used for ongoing working capilal
nceds and general partnership purposcs, and to [inance permitied invesiments, acquisitions and capital expenditurcs.
Under the amended and restated credit facility, as of December 31, 2007, the Parinership had $95,000 ouistanding
under the revolving credit facility and $130,000 outstanding under the icrn loan facility. As of December 31, 2007,
the Partnership had $99,880 available under its revolving credit facility.

On July 14, 2005, the Partnership issued a $120 irrevocable letter of credit 1o the Texas Commission on
Environmental Quality to provide [inancial assurance for its uscd oil handling program.

The Partnership’s obligations under the credit facility are secured by substantially all of the Partnership’s
assets, including, without limitation. inventory, accounts receivable, vessels, equipment, fixed assets and the
interests in its operating subsidiaries and equity method investees. The Partnership may prepay all amounts
outstanding under this facility at any time without penalty.

In addition. the credit facility contains various covenants, which, among other things, limit the
Partnership’s ability to: (i) incur indebtedness; (ii) grant certain liens; (iii) merge or consolidate unless it is the
survivor: (iv) sell all or substantially all of its assets; (v) make certain acquisitions; (vi) make certain investments:
(vii) make certain capital expenditures; (viii) make distributions other than from available cash; (ix) create
obligations for some lease payments: (xX) engage in transactions with affiliates; (xi) engage in other types of
business; and (xii) its joint ventures to incur indebtedness or grant certain liens.

The credit facility also contains covenants, which, among oiher things, require the Parinership (o maintain
specilied ratios of: (i) minimum net worth (as defined in the credit facility) of $75,000 plus 50% ol net procceds
romn cquily issuances alicr November 10, 2005; (i) EBITDA (as defined in the credit {acility) to interest expense of
not Iess than 3.0 to 1.0 at the end ol cach fiscal quaricer; (iii) tolal funded debt 1o EBITDA of not more than (x) 5.5 (o
1.0 lor the liscal quarter cnded September 30, 2005, (y) 5.25 10 1,00 for the fiscal quarlers ending December 31,
2003 through September 30, 2006, and (£) 4.75 (o 1.00 for cach fiscal quarter therealier; and (iv) tolal sccured
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funded debt to EBITDA of not more than (x) 53,50 to 1,00 for the fiscal quarter ended September 30, 2005, (v) 5.25
to 1.00 for the fiscal quarters ending December 3 [, 20035 through September 20, 2006, and (2) 4,00 to 1,00 for each
fiscal quarter thercafter. The Partnership was in compliance with the debt covenants contained in credil facility lor
the years ended December 31, 2007 and 2006,

On November 10 of each vear, commencing with Noveinber 10, 2006, the Partnership must prepay the
term loans under the credil facility with 75% of Excess Cash Flow (as defined in the credit facility), unless ils ratio
of tolal funded debt 1o EBITDA is less than 3.00 10 1.00. There werc no prepayments made or required under the
term loan through December 31, 2007, I[ the Parinership receives greater than $15,000 rom the incurrence of
indebicdness other than under the credit facility, it must prepay indebiedness under the credit facility with all such
procceds in cxcess of $15,000. Any such prepayments are first applicd to the tcrm loans under the credit facility.
The Parinership must prepay revolving loans under the credit facility with the nel cash proceeds [rom any issuance
of its equity. The Partnership must also prepay indebtedness under the credit facility with the proceeds of certain
asset dispositions. Other than these mandatory prepayments, the credit facility requires interest only paymenis on a
quarterly basis until maturity. All outstanding principal and unpaid interest must be paid by November 10, 2010,
The credit facility contains customary events of default, including, without limitation, payment defaults, cross-
defaults to other material indebtedness, bankruptcy-related defanlts, change of control defaults and litigation-related
defaults.

Draws made under the Partnership’s credit facility are normally made to fund acquisitions and for working
capital requirements. During the current fiscal year, draws on the Partnership’s credit facility have ranged from a
low of $170,600 to a high of $239 400. As of Decemnber 31, 2007, the Partnership had $99,880 available for working
capital, internal expansion and acquisition activities under the Partnership’s credit facility.

On July 15, 2003, the Partnership assumed $9,400 of U.S. Government Guaranteed Ship Financing Bonds,
maturing in 2021, rclating (o the acquisition of CF Martin Sulphur L. P, (“CF Martin Sulphur”™). The oulstanding
balancc as of December 31, 2005 was $9,104, These bonds were pavable in cqual semi-annual installinents of $291,
and were sccured by cerlain marine vesscls owned by CF Martin Sulphur. Pursuant 1o the terms of an amendment (o
the Partnership’s credit facility that it entered into in connection with the acquisition of CF Martin Sulphur, the
Partncrship was obligaicd to repay these bonds by March 31, 2006. The Partnership redecmed these bonds on
March 6, 2006 with available cash and borrowings [rom its credit facility. Also, at redemplion, a pre-payment
premium was paid in the amount of $1,160.

In connection with the Partnership’s Monarch acquisition on October 2, 2007, the Parinership borrowed
approximalcly $3,900 under iis revolving credit facility.

In connection with the Partnership’s Mega Lubricants acquisition on June 13, 2007, the Partnership
borrowed approximately $4.600 under its revolving credit facility.

In connection with the Partnership’s Woodlawn acquisition on May 2. 2007, the Partnership borrowed
approximately $33.000 under its revolving credit facility.

The Partnership paid cash interest in the amount of $17,253, $12.426 and $3,278 for the vears ended
December 31. 2007, 2006 and 20035 respectively. Capitalized interest was $2 483, $1.546 and $237 for the vears
ended December 31, 2007, 2006 and 2003 respectively.

(12) INTEREST RATE CASH FLOW HEDGES

In September 2007, the Company entered into a cash flow hedge agreement with a notional amount of
$25,000 to hedge its exposure to increases in the benchmark interest rate underlying its variable rate term loan credit
facility. This interest rate swap matures in Septentber 2010, The Company designated this swap agreement as a cash
flow hedge. Under the swap agreement, the Company pays a fixed rate of interest of 4.605% and receives a floating
rate based on a three-month U.S. Dollar LIBOR rate. Because this is designated as a cash flow hedge, the changes
in fair value, to the extent the swap is effective, are recognized in other comprehensive income until the hedged
interest costs are recognized in earnings. At the inception of the hedge, the swap was identical to the hypothetical
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swap as of the trade date, and will continue to be identical as long as the accrual periods and rate resetting dates for
the debt and the swap remain equal. This condition results i a 100% effective swap.

In April, 2006, the Partnership entered into a cash flow hedge agreement with a notional amount of $75,000
to hedge its exposure (o increases in the benchmark interest rate underlying its variable rate term loan credit facility,
This interest rate swap matures in November 2010, The Partnership designated this swap agreement as a cash flow
hedge. Under the swap agreement, the Partnership pays a fixed rate of interest of 5.25% and receives a floating rate
bascd on a three-month U.S. Dollar LIBOR rate. Because this is designated as a cash lMow hedge. the changes in lair
valug, to the extent the swap is cffcctive, are recognized in other comprehensive income until the hedged interest
cosls arc recognized in carnings. At the inception of the hedge, the swap was identical o the hypothelical swap as
ol the trade datc, and will continuc to be identical as long as thic accrual periods and rate resetting dates for the debi
and the swap remain cqual. This condition results in a 100% cllective swap.

In December 2006, the Parinership entered into a cash flow hedge agreement with a notional amount of
$40,000 to hedge its exposure to increases in the benchmark interest rate underlying its variable rate revolving credit
facility. This interest rate swap matures in December 2009. The Parinership designated this swap agreement as a
cash flow hedge. Under the swap agreement, the Partuership pays a fixed rate of interest of 4.82% and receives a
floating rate based on a three-month U.S. Dollar LIBOR rate. Because this is designated as a cash flow hedge, the
changes in fair value, to the extent the swap is effective, are recognized in other comprehensive income until the
hedged interest costs are recognized in earnings. At the inception of the hedge, the swap was identical to the
hypothetical swap as of the trade date, and will continue to be identical as long as the accrual periods and raie
resetting dates for the debt and the swap remain equal. This condition results in a 100% effective swap.

In December 2006, (he Parinership entered into an inferest rate swap that swaps $30,000 of foating ralc (0
fixed rate. The fixed rate cost is 4.765% plus the Partnership’s applicable LIBOR borrowing spread. This interest
rate swap matures in March 2010. The underlying debt related to this swap was paid prior to December 31, 2006,
therefore, hedge accounting was not wtilized. The swap has been recorded at fair value at December 31, 2006 with
an offset to current operations.

During the year ended December 31, 2007, the Parinership recognized increascs in inicrest expense of $0.2
million related to the difference between the fixed rate and the floating rate of interest on the interest rate swaps.
The total fair value of the interest rate swaps agreement was a liability of $4,677 at December 31, 2007.

The fair value of derivative liabilities is as follows:
December 31,
2007

Fair value of derivative liabilitics — currenil. ..o, 31,241
Fair valuc ol derivative labilitics — long 1001 ..., 3.436)
Net fair value oF derivalives oo 3 (4.0677)

(13 RELATED PARTY TRANSACTIONS
Included in the consolidated financial statements are various related party transactions and balances
primarily with 1) Martin Resource Management and affiliates, 2) CF Martin Sulphur (through July 15, 2003) and 3)

Waskom since November 10, 2005,

Relaled party transactions include sales and purchascs of products and scrvices between the Parinership and
thesc related cntitics as well as payroll and associated costs and allocation of overhead,

The impact of these related party (ransactions is reflected in the consolidated financial statement as follows:
2007 2006 2005

Rcyvenucs:
Terminalling and SLOTABC ..o $ 113816 $ 8,926 $ 8.938
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Maring tranSPOrtation ............cceerveerveruereereereeeseeseesseesseeeeenenns 23,729 15,319 11,606

Product sales:
Natural Zas SEIVICES. ... .eeuerueeriieieeieriierteeee e ee e 3,206 1,303 44
SUITUL SETVICES ..vvviiiiieiiieeeee e 4,326 24 229
Terminalling and StOrage ..........cceoeeeeierierienereeeeeeeeeeenas 45 59 5
7,577 1,386 278

$ 43,122 $ 25.631 $ 20.822

Costs and expenses:
Cost of products sold:

Natural Gas SEIVICES.....cecvreveriierrieierienieeieereeeesreesesaeseees $ 62,686 $ 52,030 $ 15,827
SUIUL SETVICES .. 13,992 11,913 9,843
Terminalling and StOrage..........ccoeveveverieecieeierieneeseeeeenee. — 1 31
$ 76,678 $ 63,944 $ 25,701
Expenses:
Operating expenses
Marine tranSpOortation ...........c..ecveeeerreerveecueseesreesseeseseesnens $ 20,891 $ 20,051 $ 15,746
Natural gas SEIVICES.....ccereruirieieiieiieieieie e 1,538 1,560 1,236
SUIUL SETVICES ..t 1,234 928 295
Terminalling and StOrage.........cccvevveeeereerirecrenieneesreenennen 5,328 3.931 3.485
$28,991 $26,470 $20,762
Selling, general and administrative:
Natural Zas SEIVICES.....cevveruerrerieriiereeeieeresreeieesesaesnennes 927 773 833
SUIUL SETVICES .. 1,770 1,714 1,444
Terminalling and StOrage.........cccvecververeerieereeiereeseeeeenees 41 74 76
Indirect overhead allocation, net of reimbursement ........... 1,351 1,305 1,120
$ 4,089 $ 3,866 $ 3.473

(14) FINANCIAL INSTRUMENTS

Statement of Financial Accounting Standards No. 107, Disclosures about Fair Value of Financial Instruments,
requires that the Partnership disclose estimated fair values for its financial instruments. Fair value estimates are set
forth below for the Partnership’s financial instruments. The following methods and assumptions were used to estimate
the fair value of each class of financial instrument:

e Accounts and other receivables, trade and other accounts payable, other accrued liabilities, income
taxes payable and due from/to affiliates -- The carrying amounts approximate fair value because of the
short maturity of these instruments.

e Long-term debt including current installments -- The carrying amount of the revolving and term loan
facilities approximates fair value due to the debt having a variable interest rate.

(15) COMMODITY CASH FLOW HEDGES

The Partnership is exposed to market risks associated with commodity prices, counterparty credit and
interest rates. In connection with the acquisition of Prism Gas, the Partnership established a hedging policy and
monitors and manages the commodity market risk associated with the commodity risk exposure of the Prism Gas
acquisition. In addition, the Partnership is focusing on utilizing counterparties for these transactions whose financial
condition is appropriate for the credit risk involved in each specific transaction.

The Partnership uses derivatives to manage the risk of commaodity price fluctuations. Additionally, the
Partnership manages interest rate exposure by targeting a ratio of fixed and floating interest rates it deems prudent

and using hedges to attain that ratio.

In accordance with Statement of Financial Accounting Standards No. 133 (“SFAS No. 133”), Accounting for
Derivative Instruments and Hedging Activities, all derivatives and hedging instruments are included on the balance
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sheet as an asset or a liability measured at fair value and changes in fair value are recognized currently in earnings
unless specific hedge accounting criteria are met, If a derivative qualifies for hedge accounting, changes in the fair
value can be olTset against the change in the fair value of the hedged iiem through carnings or rccognized in other
comprehensive income until such time as the hedged item is recognized in carnings. In carly 2006, the Partnership
adopied a hedging policy that allows it to use hedge accounting for financial transactions that arc designaied as hedges.

Derivative instruments not designated as hedges are being marked to market with all market value
adjustments being recorded in the consolidated statements of operations. As of December 31, 2007, the Partnership has
designated a portion of its derivative instruments as qualifving cash flow hedges. Fair value changes for these hedges
have been recorded in other comprehensive income as a component of equity.

The components of gain/loss on derivatives qualifying for hedge accounting and those that do not qualify
lor hedge accounting arc included in the revenoe of the hedged itein in the Consolidated Statements of Operations
for the year ended December 31, 2007 and 2006 as follows:

December 31,
2007 2006
Change in fair value of derivatives that do not qualify for hedge accounting.............. $3,129) $ 1,117
Ineffective portion of derivatives qualifving for hedge accounting ... (586) (2)
Change in fair value of derivatives in the Consolidated Statement of Operations ... $(3715) $1.115

The fair value of derivative assets and liabilities are as follows:

December 31,

2007 2006
Fair value of derivative assets — current ... $ 235 $ 882
Fair value of derivative assets — longterm ............................. — 221
Fair value of derivative liabilities — current ... (3,261) —
Fair value of derivative liabilities — long term........................ (2.140) (74
Net fair value of derivatives ... $ (5,166) $1.029

Set forth below is the summarized notional amount and terms of all instruments held for price risk
management purposes at December 31, 2007 (all gas quantities are expressed in British Thermal Units, crude oil and
natural gas liquids are expressed in barrels). As of December 31, 2007. the remaining term of the contracts extend
no later than December 2010, with no single contract longer than one vear. The Partnership’s counterparties to the
derivative contracts include Shell Energy North America (US) L.P., Morgan Stanley Capital Group Inc. and
Wachovia Bank. For the period ended December 31, 2007, changes in the fair value of the Partnership’s derivative
contracts were recorded in both earnings and in other comprehensive income as a component of equity since the
Parinership has designated a portion of its derivative instruments as hedges as of December 31, 2007,

December 31, 2007

Total
Transaction Type Volumc Recmaining Terms
Per Month Pricing Terms of Contracts Fair Value

Mark to Market Derivatives::

Natural Gas swap 30,000 lixed price of $8.12 settled against January 2008 to 235
MMBTU  Houston Ship Channel first of the month  December 2008
Crude Qil Swap 3,000 BBL  l'ixed price of $70.75 settled against W11  January 2008 to (810)

NYMEX average monthly closings December 2008
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Crude Qil Swap 3,000 BBL  I'ixed price of $69.08 settled against W11  January 2009 to {628)
NYMEX average menthly closings December 2009

Crude Oil Swap 3,000 BB, Fixed price of $701.90 settled against WTT  January 2009 to (369)
NYMEX average monthly closings December 2009

Tolal swaps not designated as cash low hedges $ Q772

Cash Flow

Hedges:

Crude Qil Swap 5,000 BBL I'ixed price of $66.20 settled against WIT  January 2008 to (1,612)
NYMEX average moenthly closings December 2008

Ethunc Swap 5,000 BBL Fixed price of $27.30 settled aguinst ML January 2008 (o (773)
Belvien Purity Fthane average monthly December 2008
postings

Iso butane Swap 1,000 BBL Fixed price of $75.90 seltled against ML January 2008 Lo March (9
Belvien Non-TET Iso butane average 2008
monthly postings

Normal Butane 2,000 BRI Fixed price of $75.06 settled against Mt.  January 2008 to March (19)

Swap Belvieu Non-1E'l" normal butane average 2008
monthly postings

Natural Gasoline 3.000 BBEL Fixcd price of $87.31 (Jan-Mar) and  January 2008 to June (38)

Swap $85.10 (Apr-Junc) scitled againsi M, 2008
Belvicu Non-TET natural gasoling
average monthly postings.

Crude Oil Swap 1,000 BBL Fixed price of $70.45 settled against WTT - January 2009 (o (194)
NYMEX average monthly closings December 2009

Crude Oil Swap 2,000 BBL Fixed price of $69.15 scitled against WTI - January 2010 to (337)
NYMEX average monthly closings December 2010

Crude Qil Swap 3,000 BBL Iixed price of $72.25 settled against W11  January 2010 to (412)
NYMEX average menthly closings December 2010

Total swaps designated as cash flow hedges $ (3,394

Tolal net fair value ol derivalives 3 (5.166)

On all transactions where the Partnership is exposed to connterparty risk, the Partnership analyzes the
counterparty’s financial condition prior to entering into an agreemant. and has established a maximum credit limit

threshold pursuant to its hedging policy, and monitors the appropriateness of these limits on an ongoing basis. The
Partnership has incurred no losses associated with the counterparty non-performance on derivative contracts.

As a resull of the Prisi Gas acquisition, the Parinership is exposcd (o the impact of markel Muctuations in
the prices ol natural gas, natural gas liquids (“NGLs™) and condensaic as a result of gathering, processing and salcs
aclivitigs, Prism Gas gathering and processing revenucs arc camed under various contractual arrangements with gas
producers, Gathering revenues arc generated (hrough a combination of fixed-fee and index-rclated arrangements,
Processing revenucs arc gencrated primarily (hrough contracts which provide lor processing on percent-ol-liquids
(POL) and percent-ol-proceeds (POP) basis, Prism Gas has entered inio hedging (ransactions through 2010 1o
prolect a porlion ol its commodily cxposure [rom these contracts, These hedging arrangements are in the form of
swaps lor crude oil, natural gas, cthang, iso bulane, normal butanc and natural gasoline,
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Based on estimated volumes, as of December 31, 2007, Prism Gas had hedged approximately 77%, 24%,
and 17% of its commodity risk by volume for 2008, 2009, and 2010, respectively. The Partnership anticipates
entering into additional commodity derivatives on an ongoing basis to manage its risks associated with these market
fluctuations, and will consider using various commodity derivatives, including forward contracts, swaps, collars,
futures and options, although there is no assurance that the Partnership will be able to do so or that the terms thereof
will be similar to the Partnership’s existing hedging arrangements. In addition, the Partnership will consider
derivative arrangements that include the specific NGL products as well as natural gas and crude oil.

Hedging Arrangements in Place

As of December 31, 2007
Year Commodity Hedged Volume Type of Derivative Basis Reference
2008 Condensate & Natural Gasoline 5,000 BBL/Month Crude Oil Swap ($66.20) NYMEX
2008 Natural Gas 30,000 MMBTU/Month Natural Gas Swap ($8.12) Houston Ship Channel
2008 Ethane 5,000 BBL/Month Ethane Swap ($27.30) Mt. Belvieu
2008 Natural Gasoline 3,000 BBL/Month Crude Oil Swap ($70.75) NYMEX
2008 Iso Butane 1,000 BBL/Month Iso Butane Swap ($75.90) Mt. Belvieu (Non-TET)
2008 Normal Butane 2,000 BBL/Month Normal Butane Swap ($75.06)  Mt. Belvieu (Non-TET)
2008 Natural Gasoline 3,000 BBL/Month Natural Gasoline Swap ($87.31) Mt. Belvieu (Non-TET)
2008 Natural Gasoline 3,000 BBL/Month Natural Gasoline Swap ($85.10) Mt. Belvieu (Non-TET)

2009

Condensate & Natural Gasoline

3,000 BBL/Month

Crude Oil Swap ($69.08)

NYMEX

2009 Natural Gasoline 3,000 BBL/Month Crude Oil Swap ($70.90) NYMEX
2009 Condensate 1,000 BBL/Month Crude Oil Swap ($70.45) NYMEX
2010 Condensate 2,000 BBL/Month Crude Oil Swap ($69.15) NYMEX
2010 Natural Gasoline 3,000 BBL/Month Crude Oil Swap ($72.25) NYMEX

The Partnership’s principal customers with respect to Prism Gas’ natural gas gathering and processing are
large, natural gas marketing services, oil and gas producers and industrial end-users. In addition, substantially all of
the Partnership’s natural gas and NGL sales are made at market-based prices. The Partnership’s standard gas and
NGL sales contracts contain adequate assurance provisions which allows for the suspension of deliveries,
cancellation of agreements or discontinuance of deliveries to the buyer unless the buyer provides security for
payment in a form satisfactory to the Partnership.

Impact of Cash Flow Hedges
Crude Oil

For the years ended December 31, 2007 and 2006, net gains and losses on swap hedge contracts decreased
crude revenue by $3,374 and increased crude revenue by $76, respectively. As of December 31, 2007 an unrealized
derivative fair value loss of $1,880, related to cash flow hedges of crude oil price risk, was recorded in other
comprehensive income (loss). Fair value losses of $949, $190 and $741 are expected to be reclassified into earnings
in 2008, 2009 and 2010, respectively. The actual reclassification to earnings will be based on mark-to-market prices
at the contract settlement date, along with the realization of the gain or loss on the related physical volume, which is
not reflected above.

Natural Gas

For the years ended December 31, 2007 and 2006, net gains on swap hedge contracts increased gas revenue
by $180 and $1,097, respectively.

Natural Gas Liquids

For the years ended December 31, 2007 and 2006, net losses on swap hedge contracts decreased liquids
revenue by $521 and $58, respectively. As of December 31, 2007, an unrealized derivative fair value loss of $839
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related to cash flow hedges of natural gas liquids price risk was recorded in other comprehensive income (loss).
This fair value loss is expected to be reclassified into eamings in 2008, The actual reclassification to earnings will
be based on mark-to-market prices at the contract settlement date, along with the realization of the gain or loss on
the related physical volume, which is not reflecied above.

(16) PARTNERS’ CAPITAL

As of Dccember 31, 2007, partners’ capital consists of 12,837 480 common limited partner units,
representing a 86.5% partnership interest, 1,701,346 subordinated limiled pariner units, representing an 11.5%
partncrship interest and a 2% general pariner inlerest. Martin Resource Management and its subsidiarics, in the
aggregate, owned an approximate 34.9% limited partnership interesi consisting of 3,483,471 common limited
partner units and 1,701,346 subordinated limited partner units and a 2% general partner intercst.

The Partnership Agreement contains specific provisions for the allocation of net income and losses to each
of the partners for purposes of maintaining their respective partner capital accounts

Distributions of Available Cash

The Partnership distributes all of its Available Cash (as defined in the Partnership Agreement) within 45
days after the end of each quarter to unitholders of record and to the general partner. Available Cash is generally
defined as all cash and cash equivalents of the Partnership on hand at the end of each quarter less the amount of cash
reserves its general partner determines in its reasonable discretion is necessary or appropriate to: (i) provide for the
proper conduct of the Partnership’s business: (ii) comply with applicable law, any debt instruments or other
agreements: or (iii) provide funds for distributions to unitholders and the general partner for any one or more of the
next four quarters, plus all cash on the date of determination of available cash for the quarter resulting from working
capilal borrowings madc allcr the end of (he quarter.,

Suhordination Period

During the subordination period (defined in the Partnership Agreement), the common units have the right
to receive distributions of available cash in an amount equal 1o the minimum quarterly distribution of $0.50 per
quartcr, plus any arrcarages in (the payment of the minimuom guoarterly distribution on the common unils from prior
quartcrs, before any distributions ol available cash from operating surplus may be made on the subordinated units.

The subordination period ¢nds on (he {irst day of any quarter beginning alier Seplember 30, 2009, when
certain financial tests (delined in the Partnership Agreement) arc met. Additionally, a portion of the subordinated
units may converl carlier into common units on a one-for-onc basis if additional financial tests (defined in the
Partnership Agreement) are met.

The partnership agreement provides that before the end of the subordination period, a portion of the
subordinated units may convert into common units on a ona-for-one basis immediately after the distribution of
available cash to the partners in respect of any quarter ending on or after:

September 30, 2003 with respect to 20% of the snbordinated units;
September 30, 2006 with respect to 20% of the snbordinated units;
September 30, 2007 with respect to 20% of the subordinated units;
September 30, 2008 with respect to 20% of the subordinated units;

As a resull of achicving the defined financial test, 850,672 subordinaled units representing 20% ol (the total
originally issued subordinated units were converted into common uniis on cach of November 14, 2007, 2006 and
2005, A total of 2,552,016 subordinated units representing 60% of (he tolal originally issucd subordinated units
have been converled into common units as of December 31, 2007, When the suberdination period ends, any
remaining subordinated units will converl into commaon units on a one-for-one basis and the common units will no
longer be entitled to arrcarages.
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a7 GAIN ON INVOLUNTARY CONVERSION OF ASSETS

During the third quarter of 2005, several of the Partnership’s facilities in the Gulf of Mexico were in the path
of two major storms, Hurricane Katrina and Hurricane Rita. Physical damage to the Partnership’s assets caused by the
hurricanes, as well as the related removal and recovery costs, are covered by insurance subject to a deductible. Losses
incurred as a result of a single hurricane (an “occurrence”) are limited to a maximum aggregate deductible of $100 for
flood damage and the greater of $100 or 2% of total insured value at each location for wind damage. The Partnership’s
total flood coverage is $5,000 and total wind coverage is $40,000.

The most significant damage to the Partnership’s assets was sustained at the Cameron East location. Property
damage also occurred at the Partnership’s Sabine Pass, Venice, Intracoastal City, Port Fourchon, Galveston, Cameron
West, Neches and Stanolind locations. Based on an analysis of the damage as performed by the Partnership and its
insurance underwriters, the Partnership had estimated its non-cash impairment charge as $1,200 for all the locations
which is equal to the net-book value of the damaged assets. A receivable was established for the expected insurance
recovery equal to the impairment charge.

The Partnership recognized a $700 estimated loss during the last half of 2005, which approximates the
Partnership’s hurricane deductibles under its applicable insurance policies, incurred as a result of Hurricanes Katrina
and Rita. The loss is included in “operating expenses” in the consolidated statement of operations for the year ended
December 31, 2005.

Insurance proceeds received as a result of the aforementioned claims exceeded net book value of the
Partnership’s assets determined to be impaired. During 2006, the Partnership received insurance proceeds of $4,812
for this involuntary conversion of assets, which resulted in a gain of $3,125 which is reported in other operating
income.

(18) INCOME TAXES

The operations of a partnership are generally not subject to income taxes, except as discussed below, because
its income is taxed directly to its partners. The net tax basis in the Partnership’s assets and liabilities is less than the
reported amounts on the financial statements by approximately $35.4 million as of December 31, 2007. Effective
January 1, 2007, the Partnership is subject to the Texas margin tax as described below. Our subsidiary, Woodlawn, is
subject to income taxes due to its corporate structure. Current income taxes related to the operations of this subsidiary
were $118 for the year ended December 31, 2007. In connection with the Woodlawn acquisition, the Partnership also
established deferred income taxes of $8,964 associated with book and tax basis differences of the acquired assets and
liabilities. The basis differences are primarily related to property, plant and equipment. A deferred tax benefit related
to these basis differences of $149 was recorded for the year ended December 31, 2007, and a deferred tax liability of
$8,815 related to the basis differences existing at December 31, 2007.

As aresult of its acquisition of Prism Gas, the Partnership assumed a current tax liability of $6.3 million as a
result of a tax event triggered by the transfer of the ownership of the assets of Prism Gas in 2005 from a corporate to a
partnership structure through the partial liquidation of the corporation. This liability was paid in 2006. The final
liquidation of this corporate entity was completed on November 15, 2006. Additional federal and state income taxes of
$173 resulting from the liquidation were recorded in current year income tax expense for the year ended December 31,
2007.

On May 18, 2006, the Texas Governor signed into law a Texas margin tax (H.B. No. 3) which restructures the
state business tax by replacing the taxable capital and earned surplus components of the current franchise tax with a
new “taxable margin” component. Since the tax base on the Texas margin tax is derived from an income-based
measure, the margin tax is construed as an income tax and, therefore, the provisions of SFAS 109 regarding the
recognition of deferred taxes apply to the new margin tax. In accordance with SFAS 109, the effect on deferred tax
assets of a change in tax law should be included in tax expense attributable to continuing operations in the period that
includes the enactment date. Therefore, the Partnership has calculated its deferred tax assets and liabilities for Texas
based on the new margin tax. The cumulative effect of the change was immaterial. The impact of the change in
deferred tax assets does not have a material impact on tax expense. State income taxes attributable to the Texas margin
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tax of $538 were recorded in current year income tax expense for the year ended December 31, 2007. There was no
state income tax expense recorded for the year ended December 31, 2006.

In June 2006, the Financial Accounting Standards Board (FASB) issued FASB Interpretation No. 48
(FIN 48), “Accounting for Uncertainty in Income Taxes”. FIN 48 is an interpretation of FASB Statement No. 109,
“Accounting for Income Taxes”. FIN 48 prescribes a comprehensive model for recognizing, measuring, presenting
and disclosing in the financial statements uncertain tax positions taken or expected to be taken. The Partnership
adopted FIN 48 effective January 1, 2007. There was no impact to the Partnership’s financial statements as a result
of adopting FIN 48.

The components of income tax expense (benefit) from operations recorded for the year ended December
31,2007 are as follows:

Year Ended
December 31,
2007
Current:
Federal.. ..o $ 274
SEALE et 519
$ 793
Deferred:
Federal ......cooovvevieiicecieeeeeeeeeeee e $ (149)
$ 644

(199 COMMITMENTS AND CONTINGENCIES

From time to time, the Partnership is subject to various claims and legal actions arising in the ordinary course
of business. In the opinion of management, the ultimate disposition of these matters will not have a material adverse
effect on the Partnership.

In addition to the foregoing, as a result of a routine inspection by the U.S. Coast Guard of the Partnership’s
tug Martin Explorer at the Freeport Sulfur Dock Terminal in Tampa, Florida, the Partnership has been informed that
an investigation has been commenced concerning a possible violation of the Act to Prevent Pollution from Ships, 33
USC 1901, et. seq., and the MARPOL Protocol 73/78. In connection with this matter, two of the Partnership’s
employees were served with grand jury subpoenas during the fourth quarter of 2007. The Partnership is cooperating
with the investigation and, as of the date of this report, no formal charges, fines and/or penalties have been asserted
against the Partnership.

(20) BUSINESS SEGMENTS

The Partnership has four reportable segments: terminalling and storage, natural gas services, marine
transportation, and sulfur services. The Partnership’s reportable segments are strategic business units that offer
different products and services. The operating income of these segments is reviewed by the chief operating decision
maker to assess performance and make business decisions.

The accounting policies of the operating segments are the same as those described in Note 2 of the notes to
consolidated financial statements. The Partnership evaluates the performance of its reportable segments based on
operating income. There is no allocation of administrative expenses or interest expense.

Operating Operating

Revenues Depreciation Income
Operating Intersegment After and (Loss) after Capital
Revenues Eliminations Eliminations Amortization Eliminations Expenditures

Year ended December 31, 2007:
Terminalling and storage................ $ 59,790 $ (869 $ 58,925 $ 6,358 $ 10,273 $ 26,023
Natural gas Services......c..ocecevueunnne 515,992 — 515,992 3,252 4,492 4,090
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Operating Operating
Revenues Depreciation Income
Operating Intersegment After and (Loss) after Capital
Revenues Eliminations Eliminations  Amortization LEliminations Expenditures
Marine lransportation ..., 63,333 (3,934) 59,579 8.819 4,270 37,562
Sulfur Services. oo 131,602 (278) 131,326 3,013 13,040 14,489
Indirect selling, general, and
adMministrative ... — — — — (3,19 —
Total coeeeee v vecssneeeeeee 3 770,917 § (5,095 $ 765,822 $ 23,442 $ 28876 $ 82,164
Year ended December 31, 2006:
Terminalling and storage... 5 36,606 S (389) $ 36,217 $ 4700 $ 12,504 % 13371
Natural gas services....... 389,735 389,735 1,667 4,239 3.552
Marinc transportation . 50,174 (2,339) 47,835 6,609 6,411 18.840
Sullur Services. e 102,646 (49) 102,597 4,621 6,708 28,589
Indirect selling, general, and
administrative ..., — — — — (3,2533) —
Total e 3579161 § 27977 $ 576384 $ 17,597 § 26,609 $ 66,352
Year ended December 31, 2003
Terminalling and storage.............. 5 32962 h (64) § 32,898 § 437a S 9314 $ 4,708
Natural gas services....... 301.676 01,676 356 6,003 1.669
Marinc trangportation 37,724 (2,273) 35451 4942 2,384 6,020
Sulfur services. ... 68,418 — 6E.A1R 2,968 4,722 12,417
Indirect selling, general, and
administrative ... (3.463)
Total e $ 440,780 $ (2337 $ 438,443 $ 12,642 $ 18,960 $ 24,814
The following table reconciles operating income to net income:
2007 2006 2005
Operating inComC. .....oooovviiiei e, % 28,876 $ 26,609 $ 18,960
Equily in carnings ol unconsolidated enlitics ......... 10,941 8,547 1,591
INLCTCSE CXPCIISC. vt (14,533) (12.466) (6.909)
Debt prepayment premitm ... — (1.160) —
Other, et 299 713 238
INCOME TAXCS .ot {6d4d) — —
INCLINCOIIC 8.t $ 24,939 $ 22,243 $ 13,880

Revenues from one customer in the Natural gas services segment were $66,989, $60,870, and $45,396 for

the years ended December 31, 2007, 2006 and 2005, respectively.

Total assets by segment are as follows:

214My7 2006
Total assets:
Terminalling and SLOTALE . ..., $ 126,575 $ 89354
Natural 848 SETVICES ....ooviviviiri e 268,230 184,464
Maring ransportation..............coovoiiiiviinecnine 107,081 77.668
SUIAUr SETVICCE .o 121,691 105,975
TOLAL BSSCES. et v e $623,577 $ 457 461

Investments in unconsolidated cntitics (otaled $75,690, $70.651 and $59,879 at December 31, 2007, 2006, and 2005,

respectively, and arc included in the natural gas scryvices scgment,

-102 -



MARTIN MIDSTREAM PARTNERS L.P.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
{Dollars in Thousands)

(21) QUARTERLY FINANCIAL INFORMATION

CONSOLIDATED QUARTERLY INCOME STATEMENT INFORMATION

(Unaudited)
First Second Third Fourth
Quarter  Quarter Quarter Quarter
(Dollar in thousands, except per unit amounts)
2007
Revenues ... $155.796  $162314 $184.850  $262.862(1)
Operating Income. ... 7.600 0,167 6,305 8.544
Equity in earnings of unconsolidated entities ...... 2,050 2,418 2,736 3,737
Net INCOMIE. ... 5,803 5,927 5,503 7.706
Net income per limited partmer unit..................... $ 042 %5 o041 $ 035 $ 049
First Second Third Fourth
Quarter  Quarter Quarter Quarter
(Dollar in thousands, except per unit amounts)
2006
Revenues ... L $146.822  $133.052 $147,305 $149.005
Operating Income. ... 5.884 5,874 4,720 10,131(2)
Equity in earnings of unconsolidated entities ... 2.412 2.310 2.720 1,105¢3)
Net INCOME. ..o 4.287 5.248 4.329 8.378(2)
Net income per limited partner unit..................... $ 033 § 040 $ 032 $ 064
First Second Third Fourth
Quarter  Quarter Quarter Quarter
(Dollar in thousands, except per unit amounts)
2005
REVEIIUES ..vovvveti ettt e eeee et $96,140  $84.896 $112,780 $144 6274
Operating [NCOMC. ...ooii e 4,495 3.877 6,433 4,155
Equily in carnings of unconsolidated enlitics ....................... 75 120 27 1,369¢5)
INGE ITICOITIC, ..ottt s eeesaea 3,531 2,943 4,846 2,560
Net income per limited partnet unit.................cooooeeiel, $ 041 $ 034 $ 036 $ 0.28

(1) Increased total revenues of $78.012 was due primarily to a 35% increase in NGL sales volumes in the fourth
quarter and an increase in the NGL average sales price.

(2) Includes recognition of gain on involuntary conversion of assets of $2,272,

(3) Dccereasc in cquity in carnings of unconsolidated cntitics duc a shutdown of the Waskom plant in (he [ourth
quarter.

(4} Includes Prism Gas revenues of $17,4359 since acquisition date on November 10, 2005,
(5) Represents $1.369 in equity in earnings of unconsolidated entitizs and joint ventures of Prism (Gas since its
acquisition on November 10, 2003.
(22) CONSOLIDATING FINANCIAL STATEMENTS
In connection with the Partnership’s filing of a shelf registration statement on Form S-3 with the Securities

and Exchange Commission (the “Registration Statement”), Martin Operating Partnership L.P. (the “Operating
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Partnership™), the Partnership’s wholly-owned subsidiary, may issue unconditional guarantees of senior or
subordinated debt securities of the Partnership in the event that the Partnership issues such securities from time to
time under the registration statement. 1f issued, the guaranices will be full, irrevocable and unconditional. [n
addition, the Operating Partnership may also issuc senior or subordinated debt securitics under the Registration
Statement which, il issucd, will be lully, irrevocably and unconditionally guaraniced by the Parinership. The
Partncrship docs notl provide separale financial statements of the Operating Parinership because the Partnership has
no independent asscts or operations, the guarantees are full and unconditional and the other subsidiary of (he
Parincrship is minor. There arc no significant restrictions on the ability of the Partnership or the Operating
Partncrship to obiain funds from any ol their respective subsidiarics by dividend or loan.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures

(a) Evaluation of disclosure controls and procedures. In accordance with Rules 13a-15 and 15d-15 of
the Securities Exchange Act of 1934, as amended (the “Exchange Act™), we, under the supervision and with the
participation of the Chief Executive Officer and Chief Financial Officer of our general partner, carmried out an
evaluation of the cffectivencss of our disclosure controls and procedures (as defined in Rule 13a-15(c) of the Exchange
Act) as of December 31, 2007. Based on that evaluation, the Chicl Exceutive OHTicer and Chiel Financial OfTicer ol our
general pariner concluded that, becausc of the material weakness described below initem (b), our disclosure controls
and procedures were nol effective as of December 31, 2007.

(b) Management's Report on Internal Control Over Financial Reporting. Management is responsible for
establishing and maintaining adequate internal control over financial reporting. Our management, including the Chief
Executive Officer and Chief Financial Officer of our general partner, conducted an evaluation of the effectiveness of
our internal control over financial reporting based on the framework in Internal Control — Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission. Based on its evaluation under the
framework in Internal Control — Integrated Framework, our management concluded that our internal control over
financial reporting was not effective as of December 31, 2007 due to the material weakness described below. A
material weakness is a deficiency, or a combination of deficiencies, in internal control over financial reporting, such
that there is a reasonable possibility (hat a malerial misstatement of the annual or interim nancial stalcments will nol
be prevented or delecied on a timcly basis.

Management's assessment identified the following material weakness in internal control over financial
reporting as of December 31, 2007:

Our policies and procedures related to the review and resoluiion of identified reconciling items on product
exchange reconciliations were not effective. This material weakness resulted in errors in the accounting for product
exchange transactions which affect inventory and costs of products sold.

The crrors identificd as a result of the material weakness did not have a material ilmpact on the linancial
statemenis related 1o the fourth quarter, but had the potential to do so. As a resull, management concluded (hat this
internal control deficiency constilutes a malerial weakness in internal conirol over lnancial reporting because there is a
reasonablc possibilily that a material misstatement of the interim or annual financial statements would not have been
prevented or detected on a timely basis.

The effectiveness of our internal control over financial reporting as of December 31, 2007 has been audited by
KPMG LLP, our independent registered public accounting fin, as stated in their report appearing on page 72.

(c) Changes in internal controls. There were no changes in our miternal controls over {inancial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(1)) that occurred during our most recent [iscal
quartcr that have materially affected, or arc rcasonably likely 1o maienally allect, our internal control over financial
reporting,

We are beginning the process of remediating the material weakness described above by increasing our
monitoring of reconciliations and requiring additional accounting staff to perform independent monitoring of such
reconciliations to ensure that reconciliations are properly recorded.

Iiem 9B. Other Information

None.
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PART III

Item 10. Directors and Fxecutive Officers of the Registrant

Management of Martin Midstream Partners L.P.

Martin Midstream GP LLC, as our general partner, manages our operations and activities on our behalf, Our
general partner was not elected by our unitholders and will not be subject to re-clection in the future, Unitholders do not
directly or indirectly participate in our managentent or operation, Qur general partner owes a fiduciary duty (o our
unitholders. Our general partner is liable, as general pariner, [or all of our debts (1o the exient not paid [rom our asscts),
excepl lor indebtedness or other obligations that are made specifically non-recourse 1o il. However, whenever possible,
our general partner seeks to provide that our indebtedness or other obligaiions are non-recourse (0 our general parlner.

Three directors of our general partner serve on a conflicts comumittee to review specific matters that the
directors believe may involve conflicts of interest. The conflicts committee determines if the resolution of the conflict
of interest is fair and reasonable to us. The members of the conflicts committee may not be officers or emplovees of our
general partner or directors, officers. or employees of its affiliates and must meet the independence standards to serve
on an audit committee of a board of directors established by NASDAQ and applicable securities laws. Any matters
approved by the conflicts conunittee will be conclusively deemed to be fair and reasonable to us, approved by all of our
partners. and not a breach by our general partner of any duties it may owe us or our unitholders. In addition, the
members of the conflicts comunittee also serve on an audit committee that reviews our external financial reporting,
recommends engagement of our independent auditors and reviews procedures for internal auditing and the adequacy of
our internal accounting controls. The members of the conflicts commmitice also scrve on the compensalion commmilice,
which oversees compensation decisions [or (he oflicers of our general pariner as well as the compensation plans
described below, The current members of our conflicts committee, audit commitice, nominating commillee and
compensalion commmilice are our oulside directors, John P, Gaylord, C. Scoll Masscy and Howard Hackney, all of
whom mecl the independence standards established by NASDAQ,

We are managed and operated by the directors and officers of onr general partner. All of our operational
personnel are emplovees of Martin Resource Management. All of the officers of our general partner will spend a
substantial amount of time managing the business and affairs of Martin Resource Management and its other affiliates.
These officers may face a conflict regarding the allocation of their time between our business and the other business
interests of Martin Resource Management. Our general partner intends to cause its officers to devote as much time to
the management of our business and affairs as is necessary for the proper conduct of our business and affairs.

Directors and Executive Officers of Martin Midstream GP LLC

The following table shows information for the directors and execntive officers of our general partner.
Executive officers and directors are elected for one-vear terms.

Name Age Position with the General Partner
Ruben S, Martin 56 President, Chief Executive Officer and Director
Robert D, Bondurant 49 Executive Vice President and Chief Financial Officer
Donald R. Neumeyer 60 Executive Vice President and Chief Operating Officer
Wesley M, Skelton 60 Executive Vice President, Chief Administrative Officer and Controller
Randy Tauscher 42 Exccntive Vice President
Scoll D. Marlin 42 Exccutive Vice Presideni and Direclor
Chris Boolh 38 Vice President, Gengral Counscl and Scerclary
John P. Gayvlord 47 Director
C. Scott Massey 35 Director
Howard Hackney 68 Director

Ruben 5. Martin serves as President, Chief Executive Officer and a member of the Board of Directors of our
general partner. Mr. Martin has served in such capacities since June 2002. Mr. Martin has served as President of Martin
Resource Management since 1981 and has served in various capacities within the company since 1974. Mr. Martin and
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Scott D, Martin, see below, are brothers. Mr, Martin holds a bachelor of science degree in industrial management from
the University of Arkansas.

Robert D. Bondurant serves as Executive Vice President and Chief Financial Officer of our general partner,
Mr. Bondurant has served in such capacities since June 2002, Mr, Bondurant joined Martin Resource Management in
1983 as Controller and subsequently was appointed Chief Financial Officer and a member of its Board of Directors in
1990. Mr. Bondurant scrved in the audit departmcend at Peat Marwick, Miichell and Co from 1980 10 1983, Mr.,
Bondurant holds a bachelor of business administration degree in accounting from Texas A&M Universily and is a
Certificd Public Accountant, licensed in (he staic of Texas.

Donald R. Neumeyer serves as Executive Vice President and Chief Operating Officer of our general partner.
Mr. Neumeyver has served in such capacities since June 2002. Mr. Newmeyer joined Martin Resource Management in
March of 1982 as an operations manager. He has served as Vice President of Operations and Chief Operating Officer
since 1983 and as a Director since 1990. From 1978 to 1982 Mr. Nenmeyver was emploved by Crystal Oil Company of
Shreveport. Louisiana as Vice President of Marketing, Refining and Gas Processing. From 1970 to 1978 Mr.
Neumeyer was emploved by Mobil Oil Corporation in various capacities within its pipeline, crude oil, and gas liquid
operations. Mr. Neumeyer holds a bachelor of science in mechanical engineering from Southem Methodist University
in Dallas and is a registered professional engineer in the state of Texas.

Westey M. Skelton scrves as Exceutive Vice President, Controller and Chicl Administrative Officer of our
general partner. Mr. Skelton has served in such capacities since June 2002. Mr. Skelton joined Martin Resource
Management in 1981 and has served as Chief Administrative Officer since 1981 and a Director since 1990. Prior to
joining Martin Resource Management, Mr. Skelion served as Treasurer of First Federal Savings & Loan, Marshall,
Texas from January 1977 through January 1981 and was emploved by Peat Marwick, Mitchell & Co. from August
1973 through January 1977. Mr. Skelton holds a bachelor of business administration degree from the University of
Texas, and is a Certified Public Accountant licensed in the state of Texas.

Scott 1. Martin scrves as Exceutive Vice President and as a member of (he Board of Dircclors of our gencral
pariner. Mr. Martin has scrved as a director of our genceral partner since June 2002, He was appoinicd as Excculive
Viee President of our general partner in February 2006, Mr. Martin has scrved as a Dircclor ol Martin Resource
Management since 1990. He has held a varictly of positions in marketing, transportation, terminalling, [inance,
opcrations and business development with Martin Resource Management since 1988, Mr. Martin and Ruben S, Martin,
see above, are brothers. Mr. Martin holds a bachelor of science degree in business administration from University of
Arkansas. where he previously served as a member of the Walton Business School advisory board.

Randy Tauscher serves as Executive Vice President of our general partner. Mr. Tanscher has served in this
capacity since November 1, 2007. Prior to joining Martin, Mr. Tauscher was emploved by Koch Industries for over 18
vears. most recently as Senior Vice President of the Koch Carbon Division. Mr. Tanscher earned a Bachelor of
Business Administration degree from Kansas State University.

Chris Booth serves as Vice-President, General Counsel and Secretary of our general partner. Mr. Booth
has served in the capacities of Vice President and General Counsel since February 2006 and in the capacity of
Secretary since November 2006. Mr. Booth joined Martin Resource Management in October 2003, Prior to joining
Martin Resource Management, Mr. Booth was an attorney with the law firm of Mehaffy Weber located in
Beavmont, Texas. Mr, Booth holds a doctor of jurisprudence degree and a masters of business administration
degree from the University of Houston, Additionally, Mr, Booth holds a bachelor of science degree in business
management from LeTourncan University, Mr, Booth s an attormey licensed to practice in the State of Teoxas.

Jokn P. Gaylord serves as a member of (the Board of Directors of our general partner, Mr. Gaylord has served
as a Dircclor since Jung 2002, Mr, Gaylord has served as (he President of Jacintoport Terminal Company since 1992,
Hc originally joined Jacinioport Tenninal Company when it was founded in 1989 as Vice President of Finance.
Jacintoporl Terminal Company is the general pariner of Charico Terminal L. P, which has terminalling and slorage
opcralions in Houslon, Texas, Mr. Gaylord holds a bachelor of aris degree {rom Texas Christian Universily and a
master of busingss adminisiration degree from Southern Mcthodist University.

(. Scott Massey serves as a member of the Board of Directors of our general partner. Mr. Massey has served
as a Dircelor since Jung 2002, Mr, Masscy has been self cmployed as a Certificd Public Accountant singe 1998, From
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1977 to 1998, Mr, Massey worked for KPMG Peat Marwick, LLP in various positions, including, most recently, as a
Partner in the finm’s Tax Practice — Energy, Real Estate, Timber from 1986 to 1998, Mr, Massey received a bachelor
of business administration degree from the University of Texas at Austin and a juris doctor degree from the University
of Houston, Mr. Massey is a Certified Public Accountant, licensed in the states of Louisiana and Texas.

Howard Hackney serves as a member of the Board of Directors of our general partner. Mr. Hackney has
served as a Director since May 2005. Mr. Hackney currently serves as a director of Texas Bank and Trust of Longview,
Texas and Federal Home Loan Bank of Dallas, Texas, where he is the Chairman of the Audit Commnittee and a member
of the Executive and Risk Management Commmittees. Mr, Hackney from time to time is an adjunct faculty member at
LeToumeau University Business School in finance and managemeni. His past experience includes service as the
President of Texas Bank and Trust of Longview, Texas, President of Bank One of Longview, Texas, President and a
director of Merchant and Planters National Bank of Shenman, Texas and Executive Vice President and a director of
Capital National Bank of Houston, Texas. Mr, Hackney received a BBA and MBA from Southern Methodist
Universily,

Independence of Directors

Messrs. Gaylord. Massey and Hackney qualify as “independent” in accordance with the published listing
requirements of NASDAQ) and applicable securities laws. The NASDAQ independence definition includes a series of
objective tests, such as that the director is not an emplovee of us and has not engaged in various types of business
dealings with us. In addition, as further required by the NASDAQ rules, the board of directors has made a subjective
determination as Lo cach independent director that no relationships exist which, in the opinion of the board, would
interfere with the exercise of independent judgment in carrying oui ihe responsibilitics ol a direclor. In making (hese
determunations, the dircclors reviewed and discussed information provided by the direclors and us with regard (o cach
dircctor’s business and personal activilics as they may relaic {o us and our management,

Board Meetings and Committees

From Jamary 1, 2007 to December 31, 2007, the Board of Directors of our general partner held 12 meetings,
All five directors then in office attended each of these meetings, either in person or by teleconference, with the
exception of two meetings whereby one director was absent. Additionally, the Board of Directors undertook action two
times during 2007 without a meeting by acting through wriften unanimous consent. We have standing conflicts, audit,
compensation and nominating committees of the Board of Directors of our general partner, The Board of Directors of
our general partner appoints the members of the Audit, Compensation, Nominating and Conflicts Committees. Each
memboer ol the Audit, Compensation, Nominaling and Conflicts Commitices is an independent director in accordance
with NASDAQ and applicable sccuritics laws. Each of the board comimitices has a wrillen charier approved by the
board. Copics of cach charter arc posted on our websile al www.imartinmidstream.com under the “Governance”
scction. The current members of the committees, the number of meetings held by cach commiltee from January 1,
2007 10 December 31, 2007, and a bricf description of ihe functions performed by cach commitice are sct forth below:

Conflicts Cominitice (3 meetings). The members of the conflicts committee are Messrs. Gaylord {chairman).
Massey and Hackney. All of the members of the conflicts committee, atiended all meetings of the committee for the
period noted above. The primary responsibility of the conflicts commitiee is to review matters that the directors believe
may involve conflicts of interest. The conflicts comunittee determines if the resolution of the conflict of interest is fair
and reasonable to us. The members of the conflicts committee mayv not be officers or emplovees of our general partner
or directors, officers, or employees of its affiliates and must meet the independence standards to serve on an andit
comittee of a board of directors established by NASDAQ. Any matters approved by the conflicts committee will be
conclusively deemed o be fair and reasonable to us, approved by all of our partners, and not a breach by our gencral
pariner of any dutics il may owe us or our unitholders.

Audit Commifiee (4 meetings). The members of the audit committee are Messrs. Gaylord, Massey (chairman)
and Hackney. All of the members, attended all meetings of the andit committee for the period noted above, with the
exception of two meetings whereby one member was absent. The primary responsibilities of the audit committee are to
assist the Board of Directors in its general oversight of our financial reporting, internal controls and andit functions, and
it is directly responsible for the appointment, retention, compensation and oversight of the work of our independent
anditors. The members of the Audit Committee of the Board of Directors of our general partner each qualify as
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“independent” under standards established by the SEC for members of audit comimittees, and the Audit Committee
includes at least one member who is determined by the Board of Directors to meet the qualifications of an “andit
committee financial expert™ in accordance with SEC rules, including that the person meets the relevant definition of an
“independent” director. C. Scott Massey is the independent director who has been detenmined to be an audit commitice
financial expert. Unitholders should understand that this designation is a disclosure requirement of the SEC related to
Mr, Massey’s experience and understanding with respect to certain accounting and anditing matters, The designation
docs not imposc on Mr. Massey any dutics, obligations or liability that arc greater than are generally imposed on him as
a member of the Audit Committec and board of directors, and his designation as an audit commitice lfnancial expert
pursuant Lo this SEC requircment docs not alfect the dutics, obligations or liability of any other member of (he Audil
Commitice or board of dircctors.

Compensation Commiftee (2 meetings). The members of the compensation committee are Messrs. Gaylord,
Massey and Hackney (chairman). The primary responsibility of the compeansation committee is to oversee
compensation decisions for the outside directors of our general partner and executive officers of our general partner (in
the event they are to be paid by our general partner) as well as our long-term incentive plan.

Nominating Comumiitee (1 meeting). The members of the nominating commitice are Messrs, Gayvlord, Masscy
and Hackney (chairmnan). The primary responsibility of (he nominating comimitice is 10 sclect and recomimend
nominges for election o the Board of Dircctors of our general paringr,

Compensation of Directors

OfTicers of our gencral partner who alse scrve as direclors will nol receive additional compensation. Non-
employee dircclors of our general pariner arc entifled 1o receive an annual relainer [ec of $35,000, All direclors of our
general parlner are entitled 1o reimbursement for their reasonable out-of-pockel expenscs in connection with their (ravel
to and Irom, and atiendance al, mectings of the Board of Dircclors or conmmitlces thercofl, Each dircctor will be Tully
indemnificd by us for actions associaled with being a direclor (o (he extent permitied under Delaware law, On May 3,
2007, we issued 1,000 restricted common units 1o cach of our three independent, non-cmployee, directors under our
long-icrm incentive plan. These restricled common units vest in cqual installments of 230 units on January 24, 2008,
2009, 2010 and 2011, respectively. On Januvary 24, 2606, we issued 1,000 restricted common units Lo cach ol our three
independent, non-cmployee, dircctors under our long-icrm incentive plan. These restricted common unils vest in equal
installments of 250 units on cach of the anniversaries following the grant datc.

Compensation Committee Interlocks and Insider Participation

The currentl members ol the compensation commitiee of our gencral pariner that arc identified above were (he
only persons who served on such commitiee during 2007, Other than ihese independent direclors, no other officer or
cmployee of our general partner or its subsidiarics is a member of the compensation committee. Employees of Martin
Resource Management, through our general pariner, are the individuals who work on our matiers.

Code of Ethics and Business Conduct

Our general partner has adopted a Code of Ethics and Business Conduct applicable to all of our general
partner’s employees (including any employees of Martin Resource Management who undertake actions with respect to
us or on our behalf), including all officers, and imcluding our general pariner’s independent directors, who are not
employees of our general partner, with regard to their activities relating to us. The Code of Ethics and Business
Conduct incorporate guidelines designed to deler wrongdoing and 1o promote honest and cthical conduct and
compliance with applicable laws and regulations, They also incorporaic our expeclations of our gencral pariner’s
employecs (including any cmployees of Marlin Resource Managemeni who undertake actions with respect (0 us or on
our behalf) that enable us to provide accurate and timely disclosure in owr filings with the Securities and Exchange
Commission and other public communications. The Code of Ethics and Business Conduct is publicly available on our
website under the “Governance™ section (at www.martinmidstreamn.com). This website address is intended to be an
inactive, textual reference only, and none of the material on this website is part of this report. If any substantive
amendments are made to the Code of Ethics and Business Conduct or if we or our general partner grant any waiver,
including any implicit waiver, from a provision of the code to any of our general partner’s executive officers and
directors, we will disclose the nature of such amendment or waiver on that website or in a report on Form 8-K.
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Section 16{a) Benceficial Ownership Reporting Compliance

Our general partner’s direclors, oflTicers and beneficial owners of more than 10 percent of a registered class of
our cquily sccuritics are required (o file reports of ownership and reports of changes in owncership with the SEC and
NASDAQ. Dircclors, ofTicers and beneficial owners of more than 10% of our cquily sccuritics arc also required 10
lurnish us with copics of all such reports that arc filed. Based on our review of copies ol such lorms and amendinents,
we believe directors, exccutive oflicers and greater than 10% beneficial owners complied with all filing requircments
during the vear ended December 31, 2007 except as follows: two reports on Form 4 following allocations pursuant to a
benefit plan of Martin Resource Management were filed late by each of Messrs. Ruben Martin, Scott Martin, Skelton,
Neumeyer. Bondurant and Booth.

Reimbursement of Expenses of our General Partner

Our general partner does not receive a management fee or other compensation for its management of our
partnership. However, our general partner and its affiliates are reimbursed for expenses incurred on our behalf. All
direct general and administrative expenses are charged to us as incurred. We reimbursed Martin Resource
Management for $33.9 million of direct costs and expenses for the twelve months ended December 31, 2007
compared to $49.1 million for the twelve months ended December 31, 2006. There is no monetary limitation on the
amount we are required to reimburse Martin Resource Management for direct expenses.

Indirect general and administrative and corporate overhead costs relate to centralized corporate functions that
we share with Martin Resource Management, including certain accounting, treasury, engineering, information
technology, insurance, administration of employee benefit plans and other corporate services. In addition to the direct
expenses, under the omnibus agreement. the reimbursement amount with respect to indirect general and administrative
and corporate overhead expenses was capped at $2.0 ntillion. This cap expired on November 1, 2007, Effective
January 1, 2008, the Conflicts Comunittee of our general partner approved a reimbursement amount for indirect
expenses of $2.7 million for the year ending Decentber 31, 2008, which is not expected to cover all of the indirect
general and administrative and corporate overhead expenses attributable to the services provided to us. We reimbursed
Martin Resource Management for $1.5 million of indirect expenses for the twelve months ended December 31, 2007
and 20006,

Our partnership agreement provides that our general partner will determing the expenses that are allocable (o
us in any reasonable manner determined by our general partner in its sole discretion. Please read “liem 13, Certain

Relationships and Related Transactions — Agreements — Omnibus Agreement.”

Item 11. Executive Compensation

Compensation Discussion and Analysis

We are a master limited partnership and have no emplovees. We are managed by the executive officers of our
general partner. These executive officers are emiployved by Martin Resonrce Management. We reimburse Martin
Resource Management for a portion of the indirect general and administrative expenses, including compensation
expense relating to the service of these individuals that are allocated to ns pursuant to the omnibus agreement. Under
the omnibus agreement. the reimbursement amount with respect to indirect general and administrative and corporate
overhead expenses was capped at $2.0 million. This cap expired on November 1, 2007. Effective January 1, 2008, the
Conflicts Committee of our general partner approved a reimbursement amount of $2.7 million for the year ending
December 31, 2008, which is not expected to cover all of the indirect general and administrative and corporate
overhead expenses attributable to the services provided to us. Please see “Iiem 13. Certain Relationships and Related
Transactions — Agrcements — Ommnibus Agrecment™ for a discussion of the ommibus agreement,

The compensation policies and philosophy of Martin Resource Management govern the tvpes and amount
of compensation granted each of the named executive officers of our general partner listed in the summary
compensation table set forth below (the “Named Executive Officess™). The board of directors and the compensation
committee of our general partner do not have responsibility for approving the elements of compensation presented in
the tables which follow this discussion. The board of directors and Conflicts Commitiee of our general partner do
have responsibility for evaluating and determining the reasonableness of the total amount we are charged for
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managerial, administrative and operational support, including compensation of the Named Executive Officers,
provided by Martin Resource Management under the ommibus agreement.

Our allocation for the costs incurred by Martin Resource Management in providing compensation and benefits
to its employvees who serve as the Named Executive Officers is governed by the omnibus agreement. In general. this
allocation is based upon estimates of the relative amounts of time that these employees devote to the business and
affairs of our general partner and to the business and affairs of Martin Resource Management. We bear substantially
less than a majority of Martin Resource Management's costs of providing compensation and benefits to the Named
Exceutive Officers.

Although we bear an allocated portion of Martin Resource Management’s costs of providing compensation
and benefits (o the Named Executive Officers, we do not have control over such costs and do not cstablish or direci the
compensation policies or practices of Martin Resource Management. Ruben S. Martin, the Chief Executive Oficer of
our general partner, controls Martin Resource Management and has ultimate decision-making authority with respect to
compensation of the Named Executive Officers. The following elemenis of compensation, and Martin Resource
Management's decisions with respect to determinations on payments, will not be subject to approvals by our general
partner’s board of directors or its Compensation Comunittee. Awards under our long-term incentive plan, which to date
have consisted only of the grant of restricted common units to the independent directors of our general partner, are
approved by the Compensation Committee. Martin Resource Management does not have a separate compensation
conumitiee.

The clements of Martin Resource Management’s compensation program discussed below, along with Martin
Resource Management’s other rewards, arc inlended to provide a total rewards package designed (o drive performance
and rcward contributions in support of the busingss stratcgics of Martin Resource Management and its affiliates,
including us. During 2007, Martin Resource Management did not use any clements of compensation based on specific
performance-based criteria and did not have any other specific perforimance-bascd objectives.

During 2007, elements of compensation paid to the Named Execntive Officers by Mariin Resource
Management consisted of the following:

o Anmual base salary;

e Discretionary annual cash awards;

¢  Awards pursuant to Martin Resource Management employee benefit plans; and

¢ Other compensation, including limited perquisites.

With respect to compensation objectives aind decisions regarding the Named Executive Officers during 2007,
Martin Resource Management takes note of market data for determining relevant compensation levels and
compensation program elements through the review of and, in certain cases. participation in, various relevant
compensation surveys. Martin Resource Management did not consnlt with any compensation consultants with respect
to determining 2007 compensation for any of our named executive officers.

The compensation paid by Martin Resource Management to the Named Executive Officers is intended to
vield competitive total cash compensation and drive performance in support of our business strategies, as well as the
performance of Martin Resource Management and other Martin Resource Management alTiliates for which the Named
Exccutive Officers perform services,

The 2007 equity-based awards under our long-term incentive plan that were given to our independent
directors were determined by the Compensation Comunittee. Any equity-based awards under Martin Resource

Management employee benefit plans given to the Named Executive Officers are determined by Mr. Ruben Martin,

Martin Midstream Partners L.P. Long-Term Incentive Plan
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Our general partner has adopted the Martin Midstream Partners L.P. Long-Term Incentive Plan for
employees and directors of our general partner and its affiliates who perform services for ns, The long-term
incentive plan was amended in January 2006 to clarify the Parinership’s ability to grant restricted common units
under the long-term incentive plan and to remove provisions relating to grants of distribution equivalent rights and
phantom units.

The long-term incentive plan consists of two components, restricied unils and unit options. The long-icrm
incentive plan currently permits the grant of awards covering an aggregate of 725,000 common units, 241,667 of
which may be awarded in the form of restricted units and 483,333 of which may be awarded in the form of unit
options. The plan is administered by (he compensation commitice of our general pariner’s board of dircelors.

Our general pariner’s board of directors or the Compensation Conunitiec, in their discretion, may (erminale
or amend the long-lerm incentive plan at any time with respect 1o any units for which a grant has not vet been made.
Our general partner’s board of directors or the Compensation Committee also have the right to alter or amend the
long-term incentive plan or any part of the plan from time to time, including increasing the number of units that may
be reserved for issuance under the plan subject to any applicable unitholder approval. However, no change in any
outstanding grant may be made that would materiaily impair the rights of the participant without the consent of the
participant.

Restricted Units. A restricted unit is a unit that is granted to grantees with certain vesting restrictions. Once
these restrictions lapse. the grantee is entitled to full ownership of the unit without restrictions. A phantom unit that
entitles the grantee to receive a common unit upon the vesting of the phantom unit, or in the discretion of the
compensation committee, cash equivalent to the value of a common unit. The compensation committee may
determine to make grants under the plan to employees and directors containing such terms as the compensation
committee shall determine under the plan. The compensation committee will determine the period over which
restricted units or phantom units granted to emplovees and directors will vest. The committee may base its
determination upon the achievement of specified financial objectives. In addition, the restricted units or phantom
units will vest upon a change of control of us, our general partner or Martin Resource Management or if our general
partner ceases (o be an affiliate of Martin Resource Management,

If a grantce’s employment or membership on the board of direciors terminales lor any reason, (he granlee’s
resiricted units or phantom units will be automatically forfeited unless, and to the extent, the compensation
commilice provides otherwise. Common units to be delivered upon the vesting of restricied units or phantom unils
may be common units acquired by our general pariner in the open market, common units already owned by our
general pariner, common units acquired by our general pariner divectly from us or any aflilialc of our gencral pariner
or any combination ol the loregoing. Our general pariner will be eniitled to reimburscment by us for the cost
incurred in acquiring common units. [T we issue new comimon units upon vesting ol the restricied unils or phantom
units, the total number of common unils outstanding will increase.

We inlend the issuance of the common units upon vesting of the restricied units or phantom unils under (he
plan 1o serve as a means ol incentlive compensation [or performance and not primarily as an opportunily 1o
participate in the equity appreciation of the common units. Therefore, plan participants will not pay any
consideration for the common units they receive, and we will receive no remuneration for the units.

On May 3. 2007, we 1ssued 1,000 restricted common uniis to each of our three independent, non-
emplovee. directors under our long-term incentive plan. These restricted common nnits vest in equal installments of
250 units on Jamuary 24. 2008, 2009, 2010 and 2011, respectively. On Jammary 24, 2006, we issued 1,000 restricted
common units to each of our three independent directors. These restricted common units vest in equal installments
of 250 units on each of the four anniversaries following the grant date.

Unit Options. The long-term incentive plan currently permits the grant of options covering common units.
As of March 5. 2008, we have not granted any common unit options to directors or emplovees of our general
partner, or ils alfiliates. In the [uture, the compensation commitice may detering (o make grants under the plan (o
cmployees and dircclors containing such (crms as the commitiee shall detenmine. Unitl options will have an excrcise
price that, in the discretion of the commilice, may not be less (than the fair markel value of (the units on the date of
grant, In general, unil options granted will become exercisable over a period determined by the compensation
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committee, In addition, the unit options will become exercisable upon a change in control of us, our general partner,
Martin Resource Management or if our general pariner ceases to be an affiliate of Martin Resource Management or
upon the achievement of specified financial objectives,

Upon exercise of a unit option, our general partner will acquire common units in the open market or
directly from us or any affiliate of our general partner or use common units already owned by our general partner, or
any combination of the forcgoing. Our gencral partner will be entitled o reimbursement by us for the dilTerence
between the cost incurred by our general pariner in acquiring these common units and the proceeds received by our
gencral partner lrom an optionee at the time of exercise. Thus, the cost of the unit options will be borne by us. 10 we
iSsuc new common units upon exercise of the unit options, the toial number of common unils oulstanding, will
incrcase, and our general partner will pay us the proceeds it received [rom the optionce,

Martin Resonrce Management Employee Benefit Plans

Martin Resource Management has employee benefit plans for its emplovees who perform services for us.
The following summary of these plans is not complete but outlines the material provisions of these plans.

Mariin Resource Management Purchase Plan for Units of Martin Midstream Partners L.P. Martin
Resource Management maintains a purchase plan for our Units to provide emplovees of Martin Resource
Management and its affiliates who perform services for us the opportunity to acquire an equity interest in the us
through the purchase of our common units. Each individual employed by Martin Resource Management or an
affiliate of Martin Resource Management that provides services to us is eligible to participate in the purchase plan.
Enrollment in the purchase plan by an eligible employee will constitute a grant by Martin Resource Management to
the employee of the right to purchase cominon units under the porchase plan. The right to purchase common units
granted by the Company under the purchase plan is for the term of a purchase period.

During each purchase period, each participating emplovee may €lect to make contributions to his
bookkeeping account each pay period in an amount not less than one percent of his compensation and not more than
ten percent of his compensation. The rate of contribution shall be designated by the employee at the time of
enrollment. On cach purchase date (the last day of such purchase period), Units will be purchased for cach
participating cmployee al the [air market value of such Units. The fair market value of the Units to be purchased
during such purchasc period shall mean the closing sales price of a Unii on the purchasc dale.

Martin Resource Managemen! Emplovee Stock Ownership Plan. Martin Resource Managemenl maintains
an employee stock ownership plan that covers ecmployees who satisfy certain minimum age and service
requircments. This employec stock ownership plan is referred to as the "ESOP.” Under the terms of the ESOP,
Martin Resource Management has the discretion to make contributions in an amount determined by its board ol
dircctors. Those contributions are allocated under the terms of the ESOP and invested primarily in the common
stock of Martin Resource Management. Participants in the ESOP become 100% vested upon compleling five years
of vesling scrvice or upon their attainment of age 65, permanent disability or death during cmplovment. Any
lorfcitures of non-vested accounts are allocaled to the accounts of employed participants. Except for rollover
contributions, participants are not permitted to make contributions to the ESOP.

Martin Resource Management Profit Sharing Plan. Martin Resource Management maintains a profit
sharing plan that covers employees who satisfy certain minimum age and service requirements. This profit sharing
plan is referred to as the “401(k) Plan.” Eligible emplovees may elect to participate in the 401(k) Plan by electing
pre-tax contributions up to 30% of their regular compensation and/or a portion of their discretionary bonuses.
Matching contributions are made to the 401(k) Plan equal to 100% of the first 3% of eligible compensation, and
50% of the next 2% of eligible compensation. Martin Resource Management may make annual discretionary profit
sharing contributions in an amount at the plan vear end as determined by the board of directors of Martin Resource
Management. Participants in the 401(k) Plan become 100% vested in matching contributions immediately and
become vested in the discretionary contributions made for them upon completing five vears of vesting service or
upon their attainment ol age 65, permanent disability or death during ciploymceni.
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Martin Resource Management Phantom Stock Pian. Under Martin Resource Management’s phantom stock
plan, phantom stock units granted there under have a ten vear life and are non-transferable. Each recipient may
exercise an election to receive either

s an equivalent nunber of shares of Martin Resource Management or

* cash based on the latest valuation of the shares of common stock of Martin Resource Management held
by the ESOP.

Any common stock of Martin Resource Management received under this phantom stock plan cannot be
pledged or encumbered. The recipient must sign an agreement waiving any volting rights with respect 1o shares
reccived under this plan. Cash clections are paid in [ive ¢qual annual installmenis. A pul option, cxercisable at the
then fair market value of the common stock, is exercisable by the emplovee in the event Martin Resource
Management is sold prior to an emplovee's election to receive common stock or cash.

Martin Resource Management Non-Qualified Option Plan. In September 1999, Martin Resource
Management adopted a stock option plan designed to retain and attract qualified management personnel, directors
and consultants. Under the plan. Martin Resource Management is anthorized to issue to qualifying parties from time
to time options to purchase up to 2.000 shares of its common stock with terms not to exceed ten years from the date
of grant and at exercise prices generally not less than fair market value on the date of grant. In November 2007,
Martin Resource Management adopted an additional stock option plan designed to retain and attract qualified
management personnel. directors and consultants. Under the plan, Martin Resource Management is authorized to
issue to qualifying parties from time to time options to purchase up to 2,000 shares of its common stock with terms
not to exceed ten years from the date of grant and at exercise prices generally not less than fair market value on the
date of grant.

Other Compensation
Martin Resource Management generally does not pay for perquisites for any of our named executive officers,
other than general recreational activities al certain Martin Resource Management’s propertics localed in Texas, car
allowances, and usc of Martin Resource Management vehicles, including aircrafi.
SUMMARY COMPENSATION TABLE
The following table sets forth the compensation expense that was allocated to ns for the services of the

named executive officers for the periods from January 1, 2007 to December 31, 2007 and January 1, 2006 to
December 31. 20006.

Nuame and Year Salary ($) Total Compensation
Principal Position

Ruben S. Martin

2007 $134.271 5134,271
resident and Chiet Executive Otficer
2006 $137.718 5137.718
Robert D. Bondurant 2007 $116,234 5116.,234
Exccutive Vice Prosident
and Chicf Financial Officor
2006 $105,565 5103,565
Donald R. Neumeyer 2007 $116,170 8116.170

Executive Vice President and Chiet Operating Officer
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Name and
Principal Position

Wesley M. Skelton
Executive Vice President, Controller and Chizl Administralive Gllicer

Chris H. Booth
Vice Prosident, (reneral Counsel and Scerctary

Director Compensation

Year

2006

2007

2006

2007

2006

Salary ($)

$108,065

$151.936

$117.780

$120.938

$98,5%3

Total Compensation

S5108,063

5151.936

5117780

5120938

598,545

As a parinership, we are managed by our general partner, The board of dircclors of our general pariner
perlforms lor us the functions of a board of dircctors of a business corporation. We are allocated 100 pereent of the
dircclor compensation of these board members, Marfin Resource Management emplovees who are a member of (he
board ol dircctors ol gur general pariner do not reccive any addiiional compensation lor scrving in such capacily.

Fees Earned Paid in

Name Cash ($)
Ruben 8. Martin NiA
Scott D. Martin NiA
John P. Gavlord $35,000
C. Scott Massey $33,000
[Toward ITackney $35.000

Stoek
Awards ($)Y(1)

N/A
N/A
$41.050
$41,050

$41.,050

Total ($)

N/A

N/A
$76.050
$76.050

376,050

(1) On May 3, 2007, we issued 1,000 restricted common units io cach of our three independent, non-cmployee,
dircctlors under our long-term incentive plan. These restricied common units vest in equal installments of
250 units on January 24, 2008, 2009, 2010 and 2011, respectively. In calculating the fair value of the award,
we multiplicd the closing price of our commen units on the NASDAQ on the date of grant, May 3, 2007, by

the number of restricted common units granted to each director.

COMPENSATION REPORT OF THE COMPENSATION COMMITTEE

The Compensation Comunittee of the general partner of Martin Midstream Partners L P. has reviewed and
discussed the Compensation Discussion and Analysis section of this report with management of the general partner
of Martin Midstream Partners L.P. and, based on that review and discussions, has recommended that the
Compensation Discussion and Analysis be included in this repori.

/s/ Howard Hackncy
Howard Hackncy, Commillce Chair

/s/ John P. Gavlord
John P. Gaylord




/sf C. Scott Massey

C. Scott Massey

Item 12.

Security Qwnership of Certain Beneficial Owners and Management and Related Stockholder

Matters

The following table sets forth the beneficial ownership of our units as of March 5, 2008 held by beneficial
owners of 5% or more of the units outstanding, by directors of our general partner, by each executive officer and by all
dircctors and excculive oflicers of our General Pariner as a group.

Percentage Percentage of Percentage
Common of Common Suberdinated Subordinated of Total
Units Units Units Units Units
Beneficially  Beneficially Beneficially Beneficially Beneficially

Name of Beneficial Owner(1) Owned Owned(2) Owned Owned Owned(2)
Martin Resource Management

Corporation{3)........c.ccoriviine 3483471 27.1% 1,701,346 100% 35.7%
Moartin Product Sales LLC(3)................. 1,857,732 14.5% 617,520 36.3% 17.0%
Midstream Fuel Service TI.C(3)............ 372,387 2.9% 248257 14.6% 4.3%
Moartin Resource LLC(3) 1,253,352 9.8% 835,569 49.1% 14.4%
Ruben 8. Martindd) ... 3,510,921 27.3% 1,701,346 100% 35.9%
Seott [ MartingS) ..o 3,495,763 27.2% 1,701,346 100% 35.7%
Denald R Neumeyer.....ooo 3,898 — — — —
Wesley M. Skelton..........cooviien 2,036 — — — —
Robert . Bondurant............................. 4042 — — — —
Chris Booth ... 561 — — — —
Randall Taunscher....................ocooe 4,122 — — — —
John P. Gaylord(6) ..o 12,000 — — — —
C. Scott Massev(d)( 7). 5,000 — — — —
Howard 1lacknev(o)........coccoeee . 2,040 — — — —
Kayne Anderson Capitul Advisors, LP.(8) 1,022,429 3.0% — — 7.0%
All directors and executive officers as a

group (10 persons)(9) ... 3,556,872 27. % 1,701,346 100% 36.2%

(1

()

()

The address lor Martin Resource Management Corporation and all of the individuals lisicd in this table,
unless otherwise indicated, is ¢/o Martin Midstream Pariners L P., 4200 Sione Road, Kilgore, Texas
75602,

The percent of class shown is less than one percent unless otherwise noted.

Martin Resource Management Corporation is the owner of Martin Product Sales LLC, Midstream Fuel
Service LL.C and Martin Resource LLC, and as such may be deemed to beneficially own the common and
subordinated units held by such entities.

Includes 3,483,471 common units and 1,701,346 subordinated units benelicially owned by Martin
Resource Management Corporation through its ownership of Martin Product Sales LLC, Midstream Fuel
Service LLC and Martin Resource LLC. Ruben S. Martin beneficially owns securities in Martin Resource
Management Corporation representing approximately 34.1% of the voting power thereof and serves as its
Chairman of the Board and President. As a result, Ruben 5. Martin may be deemed to be the beneficial
owner of the common units and the subordinated units owned by Martin Resource Management
Corporation.

Includes 3,483,471 common units and 1,701,346 subordinated units benelicially owned by Marlin

Resource Management Corporation through its ownership of Martin Product Sales LLC, Midstrcam Fucl
Scrvice LLC and Martin Resource LLC. Scott D, Martin beneficially owns scenritics in Marlin Resource
Management Corporation representing approximately 69.3% of the voling power (hercofl and scrves as an
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executive officer and on its Board of Directors, As a resuli, Scott D, Martin may be deemed to be the
beneficial owner of the common units and the subordinated units owned by Martin Resource Management
Corporation.

(6) On May 3, 2007, we issucd 1,000 restricted common units o cach of our three independent direclors,
These restricled common units vest in equal installmenis of 250 units on cach of the four anniversarics
lollowing the grant dalc.

On January 24, 2000, we issued 1,000 restricted conmmon uniis to each of our thres independent directors.
These restricted common units vest in equal installments of 250 units on each of the four anniversaries
following the grant date.

(7) Mr. Massey may be deemed (o be the beneficial owner of 250 common units held by his wile.

() Based on a Schedule 13G (Amendment No. 3), dated January 24, 2008 filed by Kayne Anderson Capital
Advisors, L.P. with the United States Securities and Exchange Commission. The filing is made jointly
with Richard A. Kayne. The filers repott that they have shared voting power with respect to the 1,022,429
common units. The address of Kayne Anderson Capital Advisors, L.P. is 1800 Avenue of the Stars,
Second Floor. Los Angeles, California 90067.

(9) The total for all directors and exceutive officers as a group includes the common units directly owned by
such dircclors and executive officers as well as (he common unils and subordinated units beneficially
owned by Martin Resource Management Corporation as both Ruben 5, Martin and Scoit D, Martin may be
deemed to be the beneficial owners thereof.

Martin Resource Management Corporation owns our general partner and, together with our general partner,
owns approximately 35.7% of our outstanding limited partner units. The table below sets forth information as of
March 5. 2008 concerning (1) each person owning beneficially in excess of 3% of common stock of Martin Resource
Management Corporation, and (ii) the beneficial conmiton stock ownership of (a) each director of Martin Resource
Management Corporation, (b) each executive officer of Martin Resource Management Corporation, and (¢) all such
executive officers and directors of Martin Resource Management Corporation as a group. Except as indicated, each
individual has sole voting and investiment power over all shares listed opposite his or her name.

Bencficial Ownership of
Common Stock

Number of Percent of

MName of Beneficial Owner(1) Shares QOutstanding
R.S. Martin Jr. Children’s Trust No. One f/b/o Angela Santi Jones {2} .................. 1,278.00 15.3%
Martin Resource Management Corporation Employee Stock Ownership Trust (3) ... H38.00 7.0%
RSM, [T Investments, LEA{4) ..o 2,266.67 27.2%
Ruben S, Marlin III Dynasty Trust (5)...ooo e 635.00 7.6%
SKM TPartnership, TA (G 2.560.00 30.7%
Martin T'ransport, Inc. {7) 40.00 *
Ruben 8. Martinn (2) €30 04) (7)ot 4,517.00 54.1%
Scott T Martin (21 (3 (5100 (7)o 5.785.00 09.3%
Diemald R NEUMEYEr (8]t 66.00 *
Wesley M. Skelton (3) (8) 696.00 8.3%
Robert T Bondurant (8) ... 140.00 1.6%
Executive officers and directors as a group (5 imdividuals) 8,346.00 100%

* Represents Iess than 1.0%

(1} The business address of each shareholder, director and executive officer of Martin Resource Management
Corporation is c/o Martin Resource Management Corporation, 4200 Stone Road. Kilgore, Texas 75662.
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(2)

(3)

)

(6)

(7)

(8

Ruben S. Martin and Scott D. Martin are the co-investment trustees of the R.S. Martin Jr. Children’s Trust
No. One /b/o Angela Santi Jones and exercise shared control over the voting of the securities owned by
this trust. Scott D. Martin is the sole dispositive trustee of the R.S. Martin Jr. Childrens Trust No. 1 f/b/o
Angela Santi Jones and exercises sole control over the disposition of the securities owned by this trust. As
a result, these persons may be deemed to be the beneficial owners of the securities held by such trust; thus,
the mumber of shares of common stock reported herein as beneficially owned by such individuals includes
the 1,278 shares owned by such (rust.

Ruben S. Martin, Scott D. Martin and Wesley M. Skelton are the co-trustees of the Martin Resource
Management Corporation Emplovee Stock Ownership Trust and exercise shared control over the voting
and disposition of the securities owned by this trust. As a result, these persons may be deemed to be the
beneficial owners of the securities held by such trust; thus. the number of shares of common stock reported
herein as beneficially owned by such individuals includes the 638 shares owned by such trust. Mr. Skelton
disclaims beneficial ownership of these 638 shares.

Ruben 8. Martin is (he beneficial owner of the general pariner of RSM, 111 Investments, Lid. and excrcises
control over the voting and disposition of the sccuritics owned by this entity. As a resnll, he may be
deemed 1o be the benclicial owner of the sccuritics held by such entity; (hus, the number of sharcs of
common stock reporied hercin as beneficially owned by such individual includes the 2,267.67 sharcs
owned by such entity,

Scott D. Martin is the trustee of the Ruben 8. Martin IIT Dynasty Trust and exercises control over the voting
and disposition of the securities owned by the trust. As a resnlt, he may be deemed to be the beneficial
owner of the securities held by the trust; thus, the number of shares of common stock reported herein as
beneficially owned by Scott D. Martin includes the 633 shares owned by such trust. These 6335 shares have
been pledged as security to a third party to secure payment for a loan made by such third party.

Scotl D, Martin is the beneficial owner of the general pariner of SKM Parinership, Lid. and cxcreises
control over the voting and disposition of the securitics owned by this entity. As a result, he may be
deemed 10 be the beneflicial owner of the sccuritics held by such entity; thus, the number of shares of
common stock reported herein as beneficially owned by such individual includes the 2,560 shares owned
by such cnlily.

Ruben S. Martin beneficially owns securities in Martin Resource Management Corporation representing
approximately 34.1% of the voting power thereof and serves as its Chairman of the Board and President.
Scott D. Martin beneficially owns securities in Martin Resource Management Corporation representing
approximately 69.3% of the voting power thereof and serves as an executive officer thereof and as a
member of its Board of Directors. Martin Transport, Inc. is a wholly owned snbsidiary of Martin Resource
Management Corporation. As a result, each of Ruben S. Martin and Scott D. Martin may be deemed to be
the beneficial owner of the securities held by Martin Transport, Inc.; thus. the number of shares of common
stock reported herein as beneficially owned by such individuals includes the 40 shares owned by Martin
Transport, Inc.

Messrs. Neumeyer, Skelton and Bondurant have the right to acquire 66, 58 and 140 shares, respectively, by
virtue of options issued under Martin Resource Management Corporation’s nonqualified stock option plan.

Item 13. Certain Relationships and Related Transactions

Martin Resource Management owns 3,483,471 of our commmon units and 1,701,346 subordinated unils

collectively representing approximately 35.7% of our outstanding limited partnership units. Our general pariner is a
wholly-owned subsidiary of Martin Resource Management., Qur gencral pariner owns a 2,0% general partner interest
in us and our incentive distribution rights, Our general pariner’s gbilily, as general pariner, (0 manage and operale us,
and Martin Resource Management’s ownership ol approximately 33.7% of our outstanding limited partnership unils,
clTectively gives Martin Resource Management the ability (0 veto some of our actions and 1o control our management,
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Distributions and Payments to the General Partner and its Affiliates

The lollowing table summarizes the distributions and payinents to be made by us Lo our general pariner and ils
affiliates in connection with our formation, ongoing operation and liquidation. These distributions and payments were
determined by and among afTiliated entitics and, conscquently, arc not the resull of arm’s-length negotiations.

Formation Stage

The consideration received by our
general partner and Martin Resource
Management for the transfer of assets

Operational Stage
Disiributions of availablc cash to our
general Pariner.........ooovvvvivninnieinns

Payments to our general partner and
its affiliates ..o

Withdrawal or removal of our general
PALTAGE oo

. 4,253 362 subordinated units; (A total 2,552 016 of the original
subordinated uniis issued to Martin Resource Management have
been converted into cominon units on a ong-for-one basis since the
formation of the Partnership. (830,672 subordinated units were
converted on ¢ach of November 14, 2005, 2006 and 2007,

respectively).
. 2% gencral partner inicrest; and
. the incentive distribution rights,

We will generally make cash distributions 98% (o our unitholders,
including Martin Resource Management as holder of all of the subordinated
units, and 2% to our general partner. In addition, if distributions exceed the
minimum quarterly distribution and other higher target levels, owr general
partner will be entitled to increasing percentages of the distributions, up to
50% of the distributions above the highest target level as a result of its
incentive distribution rights.

Assuining we have sufficient available cash to pay the full minimum
quarterly distribution on all of our outstanding units for four quarters, our
general partner would receive distributions of approximately $1.2 million
on its 2.0% general pariner interest and Martin Resource Management
would receive an aggregate annnal distribution of approximately $6.3
million on its subordinated uniis.

Martin Resource Management is entitled to reimbursement for all direct
expenses it or our general pariner incurs on our behalf, The direct expenses
include the salaries and benefit costs employees of Martin Resource
Management who provide services to us. Our general partner has sole
discretion in determining the amount of these expenses. In addition to the
direct expenses, Martin Resource Management is entitled to reimbursement
for a portion of indirect general and administrative and corporate overhead
expenses, Under the omnibus agreement, the reimbursement amount that
we are required {o pay to Martin Resource Management with respect (o
indirect general and administraiive and corporate overhead expenses was
capped al $2.0 million. This cap expired on November 1, 2007. Effective
January T, 2008, the Conflicis Commitice of our gencral pariner approved a
reimbursement amonni of $2.7 million for the year ending December 31,
2008, which is not expected 1o cover all of the indircet general and
administeative and corporate overhead expenses attributable to the services
provided to us. Please read “Agreements — Omnibus Agreement™ below.

If our general partner withdraws or is removed, its general partner interest
and its incentive distribntion rights will either be sold to the new general
partner for cash or converied into common units, in each case for an amount
equal to the fair market value of those interests.
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Liguidation Stage
Liquidation ...........coooveiiiiniinninnicinnns Upon our liquidation, the pariners, including our general partner, will be
entitled to receive liquidating distributions according to their particular
capital account balances,
Agreements
We and Martin Resource Management have entered into varions agreements that are not the result of arm’s-
length negotiations and consequently may not be as favorable to us as they might have been if we had negotiated them
with unaffiliated third parties.
(mnibus Agreement
We and our general partner are parties to an omnibus agreement with Martin Resource Management that
governs, among other things, potential competition and indemnification obligations among the parties to the
agreement, related party transactions, the provision of general adminisiration and support services by Martin
Resource Management and our use of certain of Martin Resource Management's trade names and trademarks.

Non-Competition Provisions. Martin Resource Management agrees for so long as Martin Resounrce
Management controls the general partner not to engage in the business of

¢ providing terminalling and storage services for hydrocarbon products and by-products;

¢  providing marine transportation of hydrocarbon products and by-products

¢  (distributing NGLs; and

¢ manufacturing and selling sulfur-based fertilizer products and other sulfur-related products.
This restriction does not apply to;

» the operation on our behalf of any asset or group of assets owned by us or our affiliates;

* any busincss opcrated by Martin Resource Management, including the following:

* providing land transportation ol varions liquids,

e distributing fucl oil, asphalt, sulfuric acid, marine fucl and other liquids,

* providing marinc bunkering and other shore-based marine services in Alabama, Louisiana, Mississippi and
Texas,

e opcrating a small crude oil gathering business in Siecphens, Arkansas,

+ operating a small lube oil processing business in Smackover, Arkansas,

¢ operating an underground NGL storage facility in Arcadia, Louisiana,

¢ developing an underground natural gas storage facility in Arcadia, Louisiana,

&  operating. solely for our account, an NGL truck loading and unloading and pipeline distribution terminal in
Mont Belvieu. Texas.

¢ any business that Martin Resource Management acquires or constructs that has a fair market value of less
than $5.0 million;
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¢ any business that Martin Resource Management acquires or constructs that has a fair market value of
$5.0 million or more if we have been offered the opportunity to purchase the business for fair market value,
and we decline to do so with the concurrence of our conflicts committee; and

o any business that Martin Resource Management acquires or constructs where a portion of such business
includes a restricted business and the [air market value of the restricied business is $5.0 million or more and
represents less than 20% of the aggregate value of the entire business 1o be acquired or construcied;
provided that, lollowing complection of the acquisition or construction, we are provided the opportunily 1o
purchase the restricted business.

Indemnification Provisions. Under the omnibus agreement, Martin Resource Management was obligaled 1o
indemnily us [or [ive years aller the closing of our initial public offering lor:

s certain potential environmental liabilities associated with the operation of the assets contributed to us. and
assets retained, by Martin Resource Management that relate io events or conditions occurring or existing
before November 1, 2002, and

¢ any payments we were required to make, as a successor in interest to affiliates of Martin Resource
Management. under enviromnental indenmity provisions contained in the contribution agreement
associated with the contribution of assets by Martin Resonrce Management to CF Martin Sulphur in
November 2000.

These environmental indemnity provisions expired on November 1, 2007,

Services. Under the omnibus agreement, Martin Resource Management provides us with corporate staff and
support services that are substantially identical in nature and quality to the services previously provided by Martin
Resource Management in connection with its management and operation of our assets during the one-year period prior
to the date of the agreement, The omnibus agreement requires us {o reimburse Martin Resource Management for all
dircet expenses il incurs or payments it makes on our behalf or in connection with the operation ol our business. There
is no monetary limitation on the amount we are required (o reimburse Marlin Resource Management for direct
expenscs. [n addition Lo the direel expenses, Martin Resource Management, is entitled 1o reimbursement {or a portion
of indirccl general and administrative and corporate overhead expenses. Under the omnibus agrecinent, the
reimbursciment amount thal we arc required (o pay Martin Resource Management with respect to indirect general and
administrative and corporaic overhcad expenses was capped at $2.0 million. This cap expired on November 1, 2007
Effcciive January 1, 2008, the Conllicts Commitice of our general pariner approved a reimbursciment amouni of $2.7
million for the year ending December 31, 2008, which is not expecied io cover all of the indirect general and
administrative and corporale overhead expenses attributable 1o the services provided Lo us.

These indirect expenses cover all of the centralized corporate functions Martin Resource Management provides for
us, such as accounting, treasury. clerical billing, information technology, administration of insurance, general office
expenses and employee benefit plans and other general corporate overhead fonctions we share with Martin Resource
Management retained businesses, The provisions of the gmmibus agreement regarding Martin Resource
Management’s services will terminate if Martin Resource Management ceases to control our general partner.

Related Porty Transactions, The ommibus agreement prohibits us from entering into any material
agreement with Martin Resource Management without the prior approval of (he conflicls commitlce of our general
partner’s board of dircclors. For purposcs of the ommibus agreemeni, (he term matgerial agreements means any
agreement belween us and Martin Resource Management that requires aggregate annual payments in excess of (hen-
applicable limitation on the reimbursable amount of indirect gencral and administrative expenscs. Pleasc read “—
Services” above.

License Provisions. Undcer (the ommnibus agrecment, Martin Resource Management has granied us a

nontransferable, nonexclusive, royalty-free right and license to use certain of its trade names and marks, as well as
the trade names and marks used by some of its affiliates.

-121 -



Amendment and Termination, The omnibus agreement may be amended by written agreement of the
parties; provided, however that it may not be amended without the approval of the conflicts commmittee of our
general partner if such amendment would adversely affect the unitholders. The omnibus agreement, other than the
indemnification provisions and the provisions limiting the amgount for which we will reimburse Martin Resource
Management for general and administrative services performed on our behalf, will terminate if we are no longer an
affiliate of Martin Resource Management.

Motor Carrier Agreement

We are a parly 10 a motor carricr agreement cffcctive January 1, 2006 with Martin Transport, [nc., a wholly
owncd subsidiary ol Marlin Resource Management through which Martin Resource Management operales its land
transporiation opcrations. This agreement replaced a prior agreement belween us and Martin Transport, Inc. for land
transporlation scrvices. Under the agrecment, Martin Transport agreed 1o ship our NGL shipments as well as other
ligid products.

Term and Pricing. This agreement was amended in November 2006, January 2007 and January 2008 to add
additional point-to-point rates and to lower certain fuel and insurance surcharges being charged to us. The
agreement has an initial term that expired in December 2007 but which antomatically renewed through December
2008, This agreement will continue to automatically renew for consecutive one-year periods unless either party
terminates the agreement by giving written notice to the other party at least 30 days prior to the expiration of the
then-applicable term. We have the right to terininate this agreement at anytime by providing 90 days prior notice.
Under this agreement. Martin Transport transpotts our NGL shipments as well as other liquid products. Our
shipping rates were fixed for the first vear of the agreement, subject to certain cost adjustments. These rates are
subject to any adjustment to which we mutually agree or in accordance with a price index. Additionally, during the
term of the agreement, shipping charges are also subject to fuel surcharges determined on a weekly basis in
accordance with the U.S. Department of Energy’s national diesel price list.

Indemnification. Martin Transport has indemnified us against all claims arising out of the negligence or
willful misconduct of Martin Transport and its officers, employvees, agents, representatives and subcontractors. We
indemnificd Martin Transport against all claims arising out of the negligence or willlul misconduct of us and our
officers, cmployees, agents, representatives and subcontractors. In the event a claim is the result of the joint
negligence or misconduct ol Martin Transport and us, our indemnification obligations will be shared in proportion 1o
cach parly’s allocable share ol such joint negligence or misconduct.

(ther Agreements

Terminal Services Agreement. We are a party to a terminal services agreement with Martin Resource
Management under which we provide the following services for Martin Resource Management at our (eriinals:

¢ wc unload, transfer and store products received from vessels or trucks at the terminal; and
¢ we transfer products stored at the terminal to vessels or trucks.

Effective each December 1, this agreement will automatically renew on a month-to- month basis until either
party terminates the agreement by giving written notice to the other party at least 60 days prior to the expiration of
the then-applicable term.

Marine Transportation Agreement. We are a party to a marine transportation agreement effective Jannary
L, 2006 under which we provide marine transportation services to Martin Resource Management on a spot-contract
basis at applicable market rates. This agreement replaced a prior agreement between us and Martin Resource
Management covering marine transportation services which expired November 2005, Effective each January 1, this
agreement automatically renews for consecutive one-vear periods nnless either party terminates the agreement by
giving wrillen notice Lo the other parly at lcast 60 days prior to the expiration of the then- applicable (erm, The [ees
we charge Marlin Resource Management are basced on applicable market ralcs.
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Product Storage Agreement. We are a party 1o a product storage agreement with Martin Resource
Management under which we lease storage space at Martin Resource Management’s underground storage facility
located in Arcadia, Louisiana. Effective each November [, this agreement automatically renews for consecutive one-
year periods unless either party terminates the agreement by giving written notice to the other party at least 30 dayvs
prior to the expiration of the then-applicable term. Our per-unif cost under this agreement may be adjusted annually
based on a price index. We indemnified Martin Resource Management from any damages resulting from our
delivery ol products that are contaminated or otherwise fail to conform 1o the product specifications cstablished in
the agreement, as well as any damages resulling from our transpoitation, storage, usc or handling of products.

Marine Fuel. Wc are a party to an agreement with Martin Resource Management under which Martin
Resource Management provides us with marine fuel at its docks located in Mobile, Alabama, Theodore, Alabama,
Pascagoula, Mississippi and Tampa, Florida. We agreed to purchase all of our marine lucl requirciacnts that occur
in Lhe arcas scrviced by these docks under this agreement. Martin Resource Management provides luel at an
established margin above its cost on a spot-contract basis. This agreement had an initial term that expired in
October 2005 and automatically renews for consecutive one-year periods unless either party terminates the
agreement by giving written notice to the other party at least 30 days prior to the expiration of the then-applicable
term. Effective January 1, 2006 a new agreement was entered inio nnder which Martin Resource Management
provides us with marine fuel from its locations in the Gulf of Mexico ai a fixed rate over the Platt’s U.S. Gulf Coast
Index for #2 Fuel Oil

Sulfuric Acid We are a party to an agreement with Martin Resource Management under which Martin
Resource Management provides sulfuric acid for our Plainview facility. We agreed to purchase all of our sulfuric
acid requirements for our Plainview facility under this agreement. Martin Resource Management provides sulfuric
acid at a set margin of $4.00 per short ton above its cost on a spot-contract basis. This agreement had an initial term
that expired in October 2005 and, subsequently, it was automatically renewed for consecutive one-vear periods
through September 30. 2007 when the agreement was terminated upon the completion of our sulfuric acid
production plant in Plainview, Texas.

Throughput Agreement. We are a party to an agreement under which Martin Resource Management agreed
to provide us with solc access 10 and usc of a NGL truck loading and unloading and pipcline distribution terminal
located at Mont Belvicu, Texas. Effective cach November 1, this agreement aulomatically renews lor conscculive
ong-year periods unless cither party terminales ihe agreement by giving writlen notice 1o the other party at least
30 days prior to the expiration of the then-applicable term. Our thronghput fec may be adjusted annually bascd on a
pricc index.

Purchaser Use kasement, ngress-Fogress Fasement, and Ulility Facilities Fasemeni. We entered into a
Purchaser Usc Eascment, Ingress-Egress Eascment and Utility Facilitics Easciment with Martin Resource
Management under which we have complete, noti-cxclusive access 1o, and usc of, all marine terminal {acilitics, all
loading and unloading [acilitics lor vesscls, barges and trucks and other common usc [acilitics located at the
Stanolind terminal. This casement has a perpetual duration. We did not incur any expenses, costs or other linancial
obligations under the cascment. Martin Resource Management s obligated 1o maintain, and repair all common usc
areas and facilities located at this terminal We share the use of these common use areas and facilities only with
Martin Resource Management who also have tanks located at the Stanolind facilitv. See “Item 1. Business —
Terminalling and Storage Business — Marine Terminals — Spacialty Petroleum Terminals.”

Terminal Services Agreement. We entered into a terminal services agreement under which we provide
terminalling services to Martin Resource Manageiment. Effective each December 1, this agreement will
automatically renew on a month-to- month basis until either party tenninates the agreement by giving written notice
to the other party at least 60 days prior to the expiration of the then-applicable term. The per gallon throughput fee
we charge under this agreement may be adjusted annually based on a price index.

Transportation Services Agreement. We entered into a transportation services agreement under which we
provide maring transporlation scrvices 10 Marilin Resource Managemeni, This agreemend has a three-yvear (e,
which began in December 2003, and will automatically renew lor successive onc-year terms unless cither party
terminales the agreement by giving writien notice 1o the other parly at lcast 30 days prior (o the cxpiration of the
then-applicable tcrm, In addition, within 30 days of the expiration of (he then-applicable term, both partics have the
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right to renegotiate the rate for the use of our vessels, If no agreement is reached as to a new rate by the end of the
then-applicable term, the agreement will tenminate, The hourly rate we charge under this agreement may be adjusted
annually based upon mutual agreement of the parties or in accordance with a price index. This agreement was not
renewed and the marine transportation services previously provided under this agreement are now being provided (o
Martin Resource Management under the terms of the Marine Transportation Agreement executed with us effective
Jamuary 1, 2006,

Specialty Terminal Services Agreement. We entered into an agreement under which Martin Resource
Management provides lerminal services o us. Effective cach November 1, this agreement automatically rencws lor
conseculive ong-year periods unless cither party terminates the agreement by giving wrillen notice 1o the other party
al least 30 days prior Lo the expiration of the then-applicable term. The fees we charge under this agreciment are
adjusted annually bascd on a price index.

Terminal Services Agreement — under which we provide terminalling services to Martin Resource
Management. This agreement was set to expire in December 2006, but antomatically renewed and will continue to
automatically renew on a month-to- month basis until either party terminates the agreement by giving 60 days
written notice. The per gallon throughput fee we charge under this agreement may be adjusted annually based on a
price index.

Product Supply Agreements — under which Martin Resonrce Management provides us with marine fuel
and sulfuric acid. Effective each November |, these agreements automatically renew for consecutive one-vear
periods unless either party terminates the agreement by giving written notice to the other party at least 30 days prior
to the expiration of the then-applicable term. We purchase products at a set margin above Martin Resource
Management’s cost for such products during the term of the agreements.

Lubricants and Drilling Fluids Terminal Services Agreement — under which Martin Resource
Management provides terminal services to us. Effective sach January 1, this agreement automatically renews for
successive one-year terms until either party termtinates the agreement by giving written notice to the other party at
least 60 days prior to the end of the then-applicable term, The per gallon handling fee and the percentage of our
commissions we arc charged under this agreement may be adjusted annually bascd on a price index.

Cross Terminalling Agreement — under which we provide ierminalling services 1o Cross Oil Relining &
Markeling, Inc., an afTiliate of Martin Resource Management, through Oclober 27, 2008, The per gallon throughput
[cc we charge under this agreement may be adjusicd during cach vear of the agreement.

Sulfuric Acid Sales Agency Agreement — under which Martin Resource Management purchases and
markets the sulluric acid produced by our sulluric acid production plant at Plainview, Texas, and which is not
consumed by our internal operations. This agreement will remain in place until we terminate it by providing 180
days” wrilten notice. Under this agreement, we scll all of our excess sulfuric acid 1o Martin Resource Management.
Martin Resource Management then markets such acid to third-partics and we share in the profit of Martin Resource
Management’s sales ol the excess acid (o such third partics.

Miscellaneous Agreements — From time to time we anter into other miscellaneons agreements with Martin
Resource Management for the provision of other services or the purchase of other goods.

Other Related Party Transactions

2007 Public Offering. In May 2007, we completed a public offering of 1,380,000 common units, resulting
in proceeds of $55.9 million, after pavment of underwriters” discounts, commissions and offering expenses. Our
general partner contributed $1.2 million in cash to us in conjunction with the offering in order to maintain its 2%
general partner interest in us. The net proceeds were used to used to pay down revolving debt under our credit
facility and to provide working capital.

Issuance of Common Units. In December 2000, we issued 470,484 common units to Martin Product Sales
LLC. an affiliate of Martin Resource Management, for approximately $15.3 million, including a capital contribution of
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approximately $0.3 million made by our general partner in order to maintain its 2% general pariner interest in vs,
These funds were used to pay down our revolving line of credit,

2006 Public Offering. InJanuary 2006, we completed a follow-on public oflering of 3,450,000 common
unils, resulling in proceeds ol $95.4 million, after pavment of underwriters” discounts, commissions and oflcring
expenses. Our general pariner contributed $2.1 million in cash 1o us in conjunction with the oflering in order 1o
mainlain its 2% gencral partner interest in us. Of the net proceeds, $62.0 million was used to pay then current balances
under our revolving credit facility and $7.5 million was used to fund a portion of the redemption price for our U.S.
Government Guaranteed Ship Financing Bonds. The remainder of the net proceeds has been or will be used to fund
future organic growth projects.

Miscellaneous. Certain of directors, officers and employees of our general partner and Martin Resource
Management maintain margin accounts with broker-dealers with respect to our common units held by such persons,
Margin account transactions [or such dircclors, officers and cimployvees were conducted by such broker-dealers in (he
ordinary coursc ol busincss.

Waskom Agreements. Prism (as is a party to a product purchase agreement and a gas processing agreement
with Waskom whereby Prism Gas purchases product from and supplies product to Waskom. These intercompany
transactions totaled approximately $34=million for the vear endad December 31, 2007. In addition, Prism Gas
provides certain administrative services for Waskom pursuant to Waskom's partnership agreement.

Approval and Review of Related Party Transactions

If we contemplate entering into a transaction, other than a routine or in the ordinary course of business
transaction, in which a related person will have a direct or indirect material interest, the proposed transaction is
submitted for consideration to the board of directors of our general partner of to our management, as appropriate,
If the board of directors is involved in the approval process, it determines whether to refer the matter to the
Conflicts Committee of our general partner’s board of directors, as constituted under our limited partnership
agreement, If a matter is referred to the Contlicts Committee, it obiaing information regarding the proposed
transaction from management and determines whether to engage independent legal counsel or an independent
linancial advisor 10 advisc the members of (he commitice regarding the transaction. If the Conflicts Commitice
retains such counsel or financial advisor, it considers such advice and, in the case of a financial advisor, such
advisor’s opinion as 10 whether the (ransaction is fair and rcasonable 1o us and o our unitholders.
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Item 14. Principal Accounting Fees and Services

KPMG LLP served as our independent auditors for the [iscal yecar cnded December 31, 2007 and 2006. The
lollowing fees were paid Lo KPMG LLP for scrvices rendered during our last two liscal ycars:

2007 2006
Audit fees $ 850,000(1) $ 728,200(2)
Audit related fees 15.175(3) 16,500(3)
Audit and audit rclated fees 865,175 744,700
Tax fees 101,483(4) 189,000(4)
All other fees R —
Total fees $ 966,638 $ 933,700
(1) 2007 audil fees include fees for the annoal integrated audit, ihe audit of Waskom Gas Processing Company,

the audit of Martin Midstream GP LLC, issuance of the comfort letier related (o the May 2007 cquily ofTering and
the review of registration statements and issuing related conscnis.

(2) 2000 audil fees include (ces Tor the annoal intcgrated audii. the audit of Waskom Gas Processing Company,
the audit of Martin Midstrcam GP LLC, issuance of (he comford letier related to the January 2006 cquily offcring
and the revicw ol registration statcments and issuing rclated consenis.

(3) Audit related fees include fees for accounting consultaiions on various iransactions occurring in 2007 and
2000,
(4) Tax fees are for services related to review of our partnership K-1's returns, and research and consultations

on other tax related matters.

Under policies and procedures established by the board of directors and the Aundit Committee, the Aundit
Committee is required to pre-approve all audit and non-andit services performed by our independent auditor to
ensure that the provisions of such services do not impair the auditor’s independence. All of the services described
above that were provided by KPMG LLP in years ended December 31, 2007 and December 31, 2006 were approved
in advance by the Audit Committee.
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PART IV

Item 15, Exhibits and Financial Statement Schedules

(a)
(1

(2)

(b)

Financial Statements and Schedules

The following financial statements of Martin Midstream Partners L.P. and are included in Part I1,
Item 8:

Reports of Independent Regisiered Public Accounting Firm
Consolidated Balance Sheets as of December 31, 2007 and 20006
Consolidated Statements of Operations for the vears ended December 31, 2007, 2006 and 2003

Consolidated Statements of Changes in Capital for the vears ended December 31, 2007, 2006 and
2003

Consolidated Statcments of Comprehensive Income for the vears ended December 31, 2007 and
2000,

Consolidated Statements of Cash Flows for the years ended December 31. 2007, 2006 and 2005
Notes to the Consolidated Financial Statements

Financial Statements of Waskom Gas Processing Company lor (he year ended December 31,
2007, an affilialc accounted for by the cquity method, which constituled a signilicant subsidiary.

Exhibits

Reference is made to the Index to Exhibifs beginning on page 130 for a list of all exhibits filed as
part ol this rcport.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, we have duly
caused this Report to be signed on our behalf by the undersigned, thereunto duly authorized representative.

Martin Midstream Partners L.P.
(Registrant)

By: Martin Midstream GP LLC
It’s General Partner

Date: March 5, 2008 By: /s/ Ruben S. Martin

Ruben S. Martin
President and Chief Executive

Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below by
the following persons on behalf of the registrant and in the capacities indicated on the 5th day of March, 2008.

Signature Title

President, Chief Executive Officer and Director of Martin
/s/ Ruben S. Martin Midstream GP LLC (Principal Executive Officer)
Ruben S. Martin

Executive Vice President and Chief Financial Officer of
/s/ Robert D. Bondurant Martin Midstream GP LLC (Principal Financial Officer)
Robert D. Bondurant

Executive Vice President, Chief Administrative Officer,
Secretary and Controller of Martin Midstream GP LLC
/s/ Wesley M. Skelton (Principal Accounting Officer)
Wesley M. Skelton

/s/ Scott D. Martin Director of Martin Midstream GP LLC
Scott D. Martin

/s/ John P. Gaylord Director of Martin Midstream GP LLC
John P. Gaylord

/s/ C. Scott Massey Director of Martin Midstream GP LLC
C. Scott Massey

/s/ Howard Hackney Director of Martin Midstream GP LLC
Howard Hackney

- 128 -



Exhibit
Number

3.1

3.2

34

3.6

3.7

38

4.1
4.2

101

10.2

10.3

10.4

INDEX TO EXHIBITS

Exhihit Namce

Certificate of Limited Partnership of Martin Midstream Partners L.P. (the “Partnership™), dated June 21,
2002 (filed as Exhibit 3.1 to the Parinership’s Registration Stalement on Form $-1 (Reg. No. 333-91706).
filed July 1, 2002, and incorporated hercin by reference).

First Amended and Restaled Agreement of Limited Parinership of the Parinership. dated November 6, 2002
(filed as Exhibit 3.1 to the Partnership’s Current Report on Form 8-K, (iled November 19, 2002, and
incorporaicd herein by relerence).

Amendment No. 1 to First Amended and Restated Agreement of Limited Partnership of Martin Midstream
Partners L P._ dalcd November 1, 2007 (filed as Exhibii 3.1 1o the Partnership’s Current Report on Form 8-K.
filed November 2, 2007, and incorporated herein by referance).

Certificate of Limited Partnership of Martin Operating Partnership L P. (the “Operating Partnership™), dated
June 21, 2002 (filed as Exhibit 3.3 to the Partnership’s Registration Statement on Form $-1 (Reg. No. 333-
91706), filed July 1, 2002, and incorporated herein by reference).

Amended and Restated Agreement of Limited Parinesship of the Operating Partnership. daied November 6,
2002 (filed as Exhibit 3.2 to the Partnership’s Current Report on Form §-K, filed November 19, 2002, and
incorporated herein by reference).

Certificate of Formation of Martin Midstream GP LLC (the “General Partner™), dated June 21, 2002 {filed as
Exhibit 3.5 to the Partnership’s Registration Statement on Form S-1 (Reg. No. 333-917006), filed July 1,
2002, and incorporated herein by reference).

Limited Liability Company Agreement of the General Partner, dated June 21, 2002 (filed as Exhibit 3.6 to
the Partnership’s Registration Statement on Form S-1 (Red. No. 33-91706), filed July 1, 2002 and
incorporated herein by reference).

Certificate of Formation of Martin Operating GP LLC (the “Operating General Partner”), dated June 21,
2002 (filed as Exhibit 3.7 to the Partnership’s Registration Statement on Form 5-1 (Reg. No. 333-91700),
filed July 1, 2002, and incorporated herein by reference).

Limiled Liability Company Agreement of the Operating General Partner, dated June 21, 2002 (filed as
Exhibil 3.8 1o the Partnership’s Registration Statement on Form S-1 (Reg. No. 333-91706), filed July 1,
2002, and incorporated herein by reference).

Specimen Unit Certificate for Common Units (coniained in Exhibit 3.2).

Specimen Unit Certificate lor Subordinated Units (filed as Exhibit 4.2 1o Amendment No. 4 (o (he
Partncrship’s Registration Stalcment on Form S-1 (Reg. No. 333-91706), filed Oclober 25, 2002, and
incorporaicd herein by relerence).

Amended and Restated Credit Agreement, dated October 29, 2004, among, the Partnership, the Operating
Partncrship, Roval Bank of Canada and the other Lenders sei forth therein (liled as Exhibit 10.1 (o (he
Partnership’s Current Report on Form 8-K, filed November 11, 2004, and incorporated herein by reference).
First Amendment to Credit Agreement, dated May 3, 2005, among the Partnership, the Operating
Partncrship, Roval Bank of Canada and the other Lenders sei forth therein (liled as Exhibit 10.1 (o (he
Partnership’s Current Report on Form 8-K, filed May 4, 2003, and incorporated herein by reference).
Second Amendment to Second Amended and Restated Credit Agreement, dated as of December 28, 2007,
among the Operating Partnership, the Partnership, the Operating General Partner, Prism Gas Systems I L.P,
Prism Gas Systems GP. LL.C.. Prism Gulf Coast Systems, L L.C., McLeod Gas Gathering and Processing
Company, L.L.C., Woodlawn Pipeline Co., Inc., the financial institution parties to the Credit Agreement and
Roval Bank of Canada. as administrative agent and collateral agent.

second Amended and Restated Credit Agreement, dated November 10, 2005, among the Partnership, the
Operating Partnership. Royal Bank of Canada and the other Lenders set forth therein (filed as Exhibit 10.1 to
the Partnership’s Current Report on Form 8-K, filed November 14, 2005, and incorporated herein by
reference).

Ommnibus Agreement dated November 1, 2002, by and among Martin Resource Management, the General
Partner, the Partmership and the Operating Parinership ((led as Exhibit 10,3 (o the Parinership’s Curreni
Reporl on Forin 8-K, filed November 19, 2002, and incorporated hercin by relerence).

Molor Carricr Agreement dated November 1, 2002, by and between (he Operating Partnership and Transporl
(filed as Exhibit 10.4 (o the Parinership’s Current Report on Form 8-K, filed November 19, 2002, and
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Exhibit
Number

10.7

10.8

10.9

10.10

10.11

10.12

10.13%
1014+
10.15¢

10.16

10.17

1018

10.19

10.20

10.21

10.22

10.23

10024

Exhihit Namce

incorporated herein by reference).

Terminal Services Agreement dated November 1, 2002, by and between the Operating Partnership and
Martin gas Sales LLC ("MGSLLC™) (filed as Exhibit 10.5 to the Partnership’s Current Report on Form 8-K,
filed November 19, 2002, and incorporated herein by relerence).

Throughput Agreement dated November 1, 2002, by and between MGSLLC and the Operating Partnership
(filed as Exhibit 10.6 to the Parinership’s Current Reporl on Form 8-K, [iled November 19, 2002, and
incorporaicd herein by relerence).

Coniract lor Marine Transportation datcd November 1, 2002, by and between the Operating Partnership and
Martin Resource Management (filed as Exhibit 10.7 to the Parinership’s Current Report on Form 8-K, filed
November 19, 2002, and incorporated herein by reference).

Product Storage Agreement dated November 1, 2002, by and between Martin Underground Storage, Inc. and
the Operating Partnership (filed as Exhibit 10.8 to the Partnership’s Current Report on Form 8-K, filed
November 19, 2002, and incorporated herein by refarence).

Marine Fuel Agreement dated November 1, 2002, by and between Martin Fuel Service LLC and the
Operating Partnership (filed as Exhibit 10.9 to the Partnership’s Current Report on Form 8-K_ filed
November 19, 2002, and incorporated hierein by reference).

Product Supply Agreement dated November L, 2002, by and between MGSLLC and the Operating
Partnership (filed as Exhibit 10.10 to the Partnership’s Current Report on Form 8-K, filed November 19,
2002, and incorporated herein by reference).

Martin Midstream Partners L.P. Long-Term Incentive Plan (filed as Exhibit 10.11 to the Partnership’s
Current Report on Form 8-K, filed November 19, 2002, and incorporated herein by reference).

Martin Midstream Partners L.P. Amended and Restated Long-Term Incentive Plan (filed as Exhibit 10.1 to
the Partnership’s Current Report on Form 8-K, filed January 26, 2006, and incorporated herein by reference).
Form of Restricted Common Unit Award Notice (filed as Exhibit 10.2 to the Partnership’s Current Report on
Form 8-K_ filed Jamuary 26, 2006, and incorporated herein by reference).

Assignment and Assumption of Lease and Sublease dated November 1, 2002, by and between the Operating
Partnership and MGSLLC (filed as Exhibit 10.12 1o the Partnership’s Current Report on Form 8-K, [liled
November 19, 2002, and incorporated herein by reference).

Purchaser Use Eascment, Ingress-Egress Easement, and Utility Facilitics Easement daled November 1, 2002,
by and between MGSLLC and the Operating Partnership (filed as Exhibit 10.13 1o the Partnership’s Current
Report on Form 8-K, filed November 19, 2002, and incorporated herein by relerence).

Marine Transportation Agreement, by and between the Operating Partnership and Cross Oil Refining &
Marketing, Inc., dated October 27, 2003 (filed as Exhibii 10.14 1o the Partnership’s Quarterly Report of Form
10-Q, filed November 10, 2003, and incorporaied hercin by reference).

Terminalling Agreement, by and between the Operating Partnership and Cross Oil Refining & Marketing,
Inc., daicd Oclober 27, 2003 (filed as Exhibit 10.15 to the Parinership’s Quarterly Report of Form 10-Q), [iled
November 10, 2003, and incorporated herein by reference).

Asset Purchase Agreement by and among the Partnership, the Operating Partnership and Tesoro Marine
Services, L.L.C., dated October 27, 2003 (filed as Exhibit 10.1 to the Partnership’s Amendment No. 1 to
Current Report on Form 8-K, filed January 23, 2004, and incorporated herein by reference).

Purchase Agreement by and among the Operating Partnership. Prism Gas Svstems I, L.P_, Natural Gas
Partners V, L.P.. Robert E. Dunn, William J. Diehnelt, Gene A. Adams, Philip D. Gettig, Sharon C. Taylor
and Scott A. Southard, dated September 6, 2005 (filed as Exhibit 10.1 to the Partnership’s Current Report on
Form 8-K_ filed September 6, 2005, and incorporated herein by reference).

Amended and Restated Terminal Services Agreement by and between the Operating Partnership and
MFSLLC, dated October 27, 2004 (filed as Exhibit 10.1 to the Partnership’s Current Report on Form 8-K|
filed October 28, 2004, and incorporated herein by reference).

Transportation Services Agreement by and between the Operating Partnership and MFSLLC, dated
December 23, 2003 (filed as Exhibit 10.3 to the Partnership’s Amendment No. 1 to Current Report on Form
8-K, [iled January 23, 2004, and incorporated herein by refcrence).

Lubricants and Drilling Fluids Terminal Services Agrcement by and between the Operaling Partnership and
MFSLLC, datcd December 23, 2003 (filed as Exhibit 10.4 (o the Partnership’s Amendment No. 1 to Current
Report on Form 8-K, filed January 23, 2004, and incorporated herein by relcrence).
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Exhibit
Number

10257

10.26

10.27

21.1%
23.1%*
23.2%
23.3%
3L1*
31.2%
32.1%

32.2%

99 1*

Exhihit Namce

Martin Resource Management Corporation Purchase Plan for Units of Martin Midstream Partners L.P, (filed
as Exhibit 10.1 to the Partnership’s registration statement on Form S-8 (Reg. No. 333-140152), filed
January 23, 2007, and incorporated herein by reference).

Stock Purchase Agreement, dated April 27, 2007, by and among Woodlawn Pipeline Co., Inc., Lantern
Resources, L.P., David P. Deison and Prism Gags Systeins 1, L.P. (liled as Exhibit 10.1 (o (he Partnership's
Current Report on Form 8-K, [iled May 2, 2(0)7, and incorporaicd hercin by reference).

Assct Purchase Agreement, dated April 27, 2007, by and among Pcak Gas Gathering L.P. and Prism Gas
Systems 1, L.P. (liled as Exhibit 10.2 (o the Parinership’s Current Report on Form 8-K, (iled May 2, 2007,
and incorporaled herein by referencc).

List of Subsidiarics.

Consent of KPMG LLP.

Consent of KPMG LLP.

Consent of KPMG LLP.

Certifications of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
Certifications of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
Certification of Chief Executive Officer pursuant to 18 U.S.C., Section 1350, as adopted pursuant to Section
9.06 of the Sarbanes-Oxlev Act of 2002, Pursuant to SEC Release 34-47551, this Exhibit is furnished to the
SEC and shall not be deemed to be “filed.”

Certification of Chief Financial Officer pursuant to 18 U.S.C., Section 1330, as adopted pursuant to Section
9.06 of the Sarbanes-Oxlev Act of 2002, Pursuant to SEC Release 34-47551, this Exhibit is furnished to the
SEC and shall not be deemed to be “filed.”

Balance Sheets as of December 31, 2007 and 2006 (audited) of Martin Midstream GP LLC.

* Filed or furnished herewith.
1 Asrequired by Item 15(a)(3) of Forin 10-K, this exhibit is identified as a compensatory plan or arrangement.
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Financial Statement Schedule
Pursuant to Item 15(a)(2

Waskom Gas
Processing Company

Financial Statements as of and for the Years Ended
December 31, 2007 and 2006, (with Independent
Auditors’ Report Thereon)
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INDEPENDENT AUDITORS’ REPORT

To the Partners of
Waskom Gas Processing Company:

We have audited the accompanying balance sheets of Waskom Gas Processing Company (the “Partnership”) as of
December 31, 2007 and 2006 and the related statements of income, partners’ capital, and cash flows for the years then
ended. These financial statements are the responsibility of the Partnership’s management. Our responsibility is to
express an opinion on these financial statements based on our audit.

We conducted our audit 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 also 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 Partnership’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 audit provides a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of
the Partnership as of December 31, 2007 and 2006, and the results of its operations and its cash flows for the years then
ended, in conformity with U.S. generally accepted accounting principles.

March 5, 2008
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WASKOM GAS PROCESSING COMPANY
BALANCE SHEETS
AS OF DECEMBER 31, 2007 and 2006

2007 2006
Assets
Current Assets:
CASI ettt $ 265,786 $ 324,979
ACCOUNTS TECEIVADIE. ......cvviiiiiiiieieie e 613,648 326,753
Accounts receivable - PATINETS .........cceeveeriierieeieiieseese e eee e eree e ere s 9,775,681 11,227,687
INVEINLOTIES ..ottt st s 433,273 436,419
TOtal CUITENE SSELS .....euveureniiiiriirierterieeie ettt 11,088,388 12,315,838
Property and Equipment:
Gas plant asset and gas gathering equipmMent ...........ccceceeeereeneeneeseneennen. 67,931,309 51,331,046
OLher fIXEA @SSELS ..uvvviiiiiiie ettt e e e s eaaeas 584,747 564,736
Accumulated depreciation and amortization .............c.ccceeveerreeieeeerieenennn. (12.832.563) (10,952,030)
Property and equipment, NEet...........coeeeeieiriieiierienere e 55.683.493 40,943,752
$ 66,771,881 $ 53,259,590
Liabilities and Partners’ Capital
Current Liabilities:
Accounts payable and accrued liabiliti€s..........cccoeverieriereeriieiieeeeee, $ 6,939,543 $ 5,916,140
Accounts payable—Partners. .........cceoueeeerierierieeie e 2,485,286 1,706,545
Total current Habilities .........cc..oooeivieiiiiie e 9,424,829 7,622,685
Long-Term Liabilities-Asset retirement obligation .............cceceeeverieieeeienienen. 197,740 186,989
Partners’ Capital........ceccueiierieniieiecieeie ettt sra e nae e 57,149,312 45,449,916
Commitments and contingencies
$ 66,771,881 $ 53,259,590

See accompanying notes to financial statements.
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WASKOM GAS PROCESSING COMPANY

STATEMENTS OF INCOME

FOR THE YEARS ENDED DECEMBER 31, 2007 AND 2006

Operating Revenues:

Natural gas processing and other revenues.............cccceeceeeenne
Natural gas liquid sales.........ccoceeieieiienieneiereeereeeeeee e
Gain/(1oss) on sale Of @SSELS ......ccvvveeerierrieiieieeiecie e,

Total Operating reVENUES..........ccverveerveeeereereereeresrenseenens

Operating Costs and Expenses:

Cost of sales — natural gas liquids ........ccccccereerienieniiiiereee,
OPETALING COSLS ..ouvienrieirriieriiertreteeteeeesteenteeseseaesraesseenseesesneenns
Depreciation and amortization............cceevereeeeeeeeereeceeeieerreneenns

Total operating costs and €Xpenses .........cceecvereereeeeereennens

Operating income before taxes.........cccceveervereeieeieneenen.

INCOME tAX EXPENSE «..eeveenrenienienierieeieeteeteeit ettt

INEE INCOMIE. ...eiiiiiieiiiieeieee ettt eeeer e e e e ee e e e e e e e e enaaaeeeeeeseenannes

See accompanying notes to financial statements.
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2007 2006
$25,462,143 $ 19,715,849
56,494,167 45,884,172
(159.724) 500
81,796,586 65,600,521
53,014,173 42,505,653
4,595,878 4,355,646
1,925,840 1.493.499
59,535,891 48.354.,798
22,260,695 17,245,723
241,864 —
$22,018.831 $ 17245723



WASKOM GAS PROCESSING COMPANY
STATEMENTS OF PARTNERS’ CAPITAL
FOR THE YEARS ENDED DECEMBER 31, 2007 and 2006

Total
Partners’
Capital
Balance — December 31, 2005 .....voueeeereeeeeeee oottt eeeeeeeeeee et ee e er et eneneeenes $22,649,871
Cash contributions for capital eXpenditures...........cceeveevveeeereenreeireieeseeneenn, 19,980,733
Cash contributions for working capital...........ccocceereeeieriieniieneeie e 2,494,939
Cash diStrTDULIONS .....ecvveiiieiieieiie ettt eee e eas (300,000)
Distributions in-Kind ............cceeeiiiiiiieiiiiiiiecie e (16,621,349)
NEE INCOMC ...ttt ettt ettt et r e sae e ennenaens 17,245,723
Balance — December 31, 2006 ........cccueiiiiiiiiiiiie e 45,449,916
Cash contributions for capital eXpenditures...........ccecveevveeeereenieeveieeseeneene, 17,733,619
Cash distributions in excess of working capital.............cccoeveveevricieneeneenne. (4,128,057)
Cash diStrTDULIONS ......ecevieiiiiiiieciie ettt ettt e eeeaeeereeeree e (5,250,000)
Distributions in-Kind ...........ccoeeireirireeireeee e (18,674,997)
NEE INCOMC ...ttt ettt ettt ettt r e et enenaens 22,018,831
Balance — December 31, 2007 ......oooiiiiiiiiiiee e $57,149,312

See accompanying notes to financial statements.
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WASKOM GAS PROCESSING COMPANY
STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2007 AND 2006

2007

2006

Cash flows from operating activities:
Net income $ 22,018,831
Adjustments to reconcile net income to net cash
provided by (used in) operating activities:

$17,245,723

Depreciation and amortiZation.............c.eeeevueeveeeesreerieeeeeeesreereeseseesreeseesnens 1,925,840 1,493,499
Distributions in-Kind t0 Partners.............cceeveeeeeriieiieieneesreereeeesreeve e eneseeens (18,674,997)  (16,621,349)
Loss/(Gain) on sale 0f @SSELS.......ccvireviiierieriieieiieseeie ettt eeaesaeeees 159,724 (500)
Changes in operating assets and liabilities:
ACCOUNLS TECEIVADIC ......eiviiiieiieiieciieciteie ettt be e (286,895) (391,548)
Accounts receivable — PATtNETS ........coeverereeieienienienesiese et 1,452,006 (5,560,870)
L1175 1) RSP S 3,146 (412,779)
Accounts payable and accrued liabilities.........cccceevereierienierieieeieeies 1,023,403 805,279
Accounts payable — PArtners .........ccceeverieriereee e 778,741 1,275,364
Net cash provided by (used in) operating activities...........cc.ccererueennen. 8,399,799 (2,167.181)
Cash flows from investing activities:
Additions to gas plant and gathering System assets ...........cccevveeereeierienienereseennne (16,809,743)  (20,834,411)
Additions to other fiXed aSSELS.......ccuevieriieierieiieie ettt es (20,011) —
Proceeds from sale 0f @SSEtS ........cceeuerierieriiriiniii e 15,200 500
Net cash used in investing activities..........ccverveereeeiereesieneereeee e (16,814,554)  (20,833.911)
Cash flows from financing activities:
Contributions from PAItNETS ........cc.eevvieriiiieiierierie ettt et este e ere e sreesseessesseeees 17,733,619 22,475,672
DiStribUtiONS 10 PATTNETS .....ecvievieiieiieiieiesietesteete et eieetestesbessebessesseereeseeseessessessessensas (9.378,057) (300,000)
Net cash provided by financing activities...........ccccveeververeerureveneennens 8,355,562 22,175,672
Net decrease i CASH  ...ooiiiiiiiciecee et et ettt e (59,193) (825,420)
Cash at beginning Of PEriOd .........cooueieriiiiii et 324,979 1,150,399
Cash at end of PETIO .....voveeviieeieiiieieieeeeteet ettt ettt ssese et sae e esens § 265786 § 324979
Supplement Cash Flow Disclosures:
INEEIESE PAIA . .o.vevieiieieeiieietceteee ettt b bbb s s s s e $ — 3 —
TAXES PAIA....ceieieveiiieiceiieieteet ettt ettt b ettt b et se st ne $ — $ —

See accompanying notes to financial statements.
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Waskom Gas Processing Company
NOTES TO FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2007 AND 2006

NATURE OF BUSINESS

Waskom Gas Processing Company (the “Partnership”), a Texas General Partnership, was formed on November 1,
1995 to construct and operate the Waskom Processing Plant (“the Plant”). As of December 31, 2007 the partners are
CenterPoint Energy Gas Processing Company (50%) and Prism Gas Systems I, L.P. (50%). Prism Gas Systems I,
L.P. serves as operator. The Partnership is engaged in the processing and marketing of natural gas and natural gas
liquids (“NGL’s”), predominantly in Texas and northwest Louisiana.

The Plant is a 250 MMcfd cryogenic turboexpander gas plant located in Harrison County, Texas. The Plant has full
NGL fractionation, treating and stabilization capabilities. Fractionation is a process used to separate the mixture of
NGL’s into individual products for sale. Expansions to the processing plant were completed in March and June of
2007 increasing the capacity from 150 MMcfd to 250 MMcfd. In January 2007 the Waskom fractionator was
expanded to a capacity of 12,500 barrels per day from 9,500 barrels per day. In addition, an increase in the
processing capacity of the plant to 265 MMcfd is expected to be completed by the end of the second quarter 2008.
The natural gas supply for the Plant is derived primarily from natural gas wells located in the Cotton Valley
formation of East Texas and Northwest Louisiana.

The primary suppliers of natural gas to the Plant include BP American Production Company, Centerpoint Energy
Gas Transmission Company and Devon Energy Corporation, which collectively represent approximately 72% of the
229 MMcfd of natural gas supplied for the year ended December 31, 2007 and 61% of the 183 MMcfd of natural
gas supplied for the year ended December 31, 2006.

The Partnership’s processing contracts are predominately percent-of-liquids (POL) contracts, in which the
Partnership retains a portion of the NGL’s recovered as a processing fee. The Partnership also operates under
percent-of-proceeds (POP) contracts in which it retains a portion of both the residue gas and the NGLs as payment
for services. There is currently one contract for processing on a keep-whole basis. The Partnership is not
contractually required to process these keep-whole volumes and, therefore, only processes natural gas related to
these contracts under profitable conditions.

Sales of third party gas and fractionated NGLs are predominately to the partners and occur at the tailgate of the
Plant.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Accounts Receivable—Accounts receivable include trade receivables, recorded at invoiced amounts.

Property and Equipment—Property and equipment are stated at cost and depreciated using the straight-line method
over the estimated useful lives of the classes of assets, as follows:

Years
Gas gathering equipment 10
Gas plant 20
Furniture and fixtures 1
Computer equipment 3
Computer software 3

Depreciation expense was $1,915,089 in 2007 and $1,483,332 in 2006.
Repairs and maintenance are charged to operations as incurred. Renewals and betterments are capitalized.

Inventories—Substantially all inventory at December 31, 2007 and 2006 represents pipe used for future projects.
Such pipe was valued at acquisition cost.
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Waskom Gas Processing Company
NOTES TO FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2007 AND 2006

Asset Retirement Obligations—Under SFAS No. 143, “Accounting for Asset Retirement Obligations” (“Statement
No. 143) which provides accounting requirements for costs associated with legal obligations to retire tangible, long-
lived assets, the Partnership records as an offset to the Asset Retirement Obligation (“ARO”), an asset at fair value
in the period in which it is incurred by increasing the carrying amount of the related long-lived asset. In each
subsequent period, the liability is accreted over time towards the ultimate obligation amount and the capitalized
costs are depreciated over the useful life of the related asset. The Partnership asset retirement obligations include
purging, plugging and remediation costs. Accretion expense for 2007 and 2006 was $10,751 and $10,167,
respectively. Financial Accounting Standards Board issued Interpretation No. 47, “Accounting for Conditional
Asset Retirement Obligations” (“FIN 47”), an interpretation of SFAS 143 clarifies that the recognition and
measurement provisions of SFAS 143 apply to asset retirement obligations in which the timing or method of
settlement may be conditional on a future event that may or may not be within the control of the entity.

No conditional asset retirement obligations associated with the Partnership’s long-lived assets have been identified.

Impairment of Long-Lived Assets—In accordance with SFAS No. 144, 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 an asset may not be recoverable. Recoverability of assets to be held and used is measured by a
comparison of the carrying amount of an asset to estimated undiscounted future cash flows expected to be generated
by the asset. If the carrying amount of an asset exceeds its estimated future cash flows, an impairment charge is
recognized by the asset. If the carrying amount of

an asset exceeds its estimated future cash flows, an impairment charge is recognized by the amount by which the
carrying amount of the asset exceeds the fair value of the asset.

Revenue Recognition—Revenues are recognized when title passes or service is performed. The Partnership’s
business consists largely of the ownership and operation of physical assets. End sales from these businesses result in
physical deliveries of commodities.

Federal Income Taxes—The Partnership is a Texas General Partnership and as such has no liability for Federal
Income Taxes. Each partner is responsible for its share of federal income tax.

On May 18, 2006, the Texas Governor signed into law a Texas margin tax (H.B. No. 3) which restructures the state
business tax by replacing the taxable capital and earned surplus components of the current franchise tax with a new
“taxable margin” component. Since the tax base on the Texas margin tax is derived from an income-based measure,
the margin tax is construed as an income tax and, therefore, the provisions of SFAS 109 regarding the recognition of
deferred taxes apply to the new margin tax. In accordance with SFAS 109, the effect on deferred tax assets of a
change in tax law should be included in tax expense attributable to continuing operations in the period that includes
the enactment date. Therefore, the Partnership has calculated its deferred tax assets and liabilities for Texas based
on the new margin tax. The cumulative effect of the change was immaterial. The impact of the change in deferred
tax assets does not have a material impact on tax expense. Texas margin tax expense for 2007 was $241,864. There
was no income tax expense recorded for the year ended December 31, 2006.

Environmental Liabilities—The Partnership’s policy is to accrue for losses associated with environmental
remediation obligations when such losses are probably and reasonably estimable. Accruals for estimated losses for
environmental remediation obligations generally are recognized no later than completion of the remedial feasibility
study. Such accruals are adjusted as further information develops or circumstances change. Costs of future
expenditures for environmental remediation obligations are not discounted to their present value.

Use of Estimates—The preparation of financial statements requires management to make estimates and assumptions
that affect the reported amounts at the date of the financial statements and the reported amounts of assets and
liabilities and disclosures of contingent assets and liabilities, revenues and expenses during the reporting period.
Actual results could differ from those estimates.
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Waskom Gas Processing Company
NOTES TO FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2007 AND 2006

Recently Issued Accounting Pronouncements— In September 2006, the FASB issued SFAS No. 157 (“SFAS
157”), “Fair Value Measurements,” which defines fair value, establishes guidelines for measuring fair value and
expands disclosures regarding fair value measurements. SFAS 157 does not require any new fair value
measurements but rather eliminates inconsistencies in guidance found in various prior accounting pronouncements.
SFAS 157 is effective for fiscal years beginning after November 15, 2007. However, on December 14, 2007, the
FASB issued proposed FSP FAS 157-b which would delay the effective date of SFAS 157 for all nonfinancial assets
and nonfinancial liabilities, except those that are recognized or disclosed at fair value in the financial statements on a
recurring basis (at least annually). This proposed FSP partially defers the effective date of Statement 157 to fiscal
years beginning after November 15, 2008, and interim periods within those fiscal years for items within the scope of
this FSP. Effective for fiscal 2008, we will adopt SFAS 157 except as it applies to those nonfinancial assets and
nonfinancial liabilities as noted in proposed FSP FAS 157-b. The partial adoption of SFAS 157 will not have a
material impact on our consolidated financial position, results of operations or cash flows.

In June 2006, the Financial Accounting Standards Board (FASB) issued FASB Interpretation No. 48 (FIN 48)
“Accounting for Uncertainty in Income Taxes”. FIN 48 is an interpretation of FASB Statement No.109 “Accounting
for Income Taxes”. FIN 48 prescribes a comprehensive model for recognizing, measuring, presenting and
disclosing in the financial statements uncertain tax positions taken or expected to be taken. The Partnership adopted
FIN 48 effective January 1, 2007. There was no impact to the Partnership’s financial statements as a result of
adopting FIN 48.

RELATED-PARTY TRANSACTIONS

During 2007 and 2006, the Partnership engaged in certain material transactions with the partners. The Partnership
believes that the terms of these transactions were comparable to those that could have been negotiated with unrelated
third parties. As of December 31, 2007 and 2006, the Partnership had receivables of approximately $9.8 million and
$11.2 million, respectively, and payables of approximately $2.5 million and $1.7 million, respectively, due from and
due to the partners.

Per the Partnership agreement, cash contributions are made by the partners for capital expenditures and working
capital. Contributions for capital expenditures totaled $17,733,619 and $19,980,733 for 2007 and 2006,
respectively. Cash contributions for working capital totaled $2,494,939 in 2006. The partnership agreement allows
for cash distributions to be made to the partners of any cash available in excess of working capital requirements,
generally equal to two months of historical operating expenses.

Such cash distributions totaled $4,128,057 in 2007. Other cash distributions totaled $5,250,000 and $300,000 for
2007 and 2006, respectively.

The Partnership purchases gas from third party producers and processes this gas based on processing contracts,
which are primarily percent-of-liquids (POL) contracts. The percentage of liquids retained by the Partnership is
distributed to the partners as distributions of products-in-kind based on the partners’ equity interest. Distributions of
products in-kind of $18,674,997 and $16,621,349 in 2007 and 2006, respectively, were made to the partners.
Distributions of products in-kind are valued at prevailing market prices at the time of distribution.

In some instances, the fractionated NGL’s (less any retained portions) are returned to the third party producers, but
in most cases, the third party producers enter into agreements with the partners to market their product. In such
instances, the Partnership will sell the product to the partners. Such sales amounted to $53,365,845 and $43,678,571
in 2007 and 2006, respectively, and are included as natural gas liquid sales in the income statement.

COMMITMENTS AND CONTINGENCIES

The Partnership is subject to extensive federal, state and local environmental laws and regulations. These laws,
which are constantly changing, regulate the discharge of materials into the environment and may require the
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Waskom Gas Processing Company
NOTES TO FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2007 AND 2006

Partnership to remove or mitigate the environmental effects of the disposal or release of petroleum or chemical
substances at various sites. Environmental expenditures are expensed or capitalized depending on their future
economic benefits. Expenditures that relate to an existing condition caused by past operations and that have no
future economic benefits are expensed. Liabilities for expenditures of a noncapital nature are recorded when
environmental assessment and/or remediation is probable, and the costs can be reasonably estimated. Management
believes that any future costs should not have a material adverse effect on the Partnership’s liquidity or financial

position.
% % % ok ok k
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Exhibit 21.1

SUBSIDIARIES OF
MARTIN MIDSTREAM PARTNERS L.P.

Subsidiary Jurisdiction of Organization
Martin Operating GP LLC Delaware

Martin Operating Partnership L.P. Delaware

Prism Gas Systems GP, L.L.C. Texas

Prism Gas Systems I, L.P. Texas

McLeod Gas Gathering and Processing Company, L.L.C. Louisiana

Prism Gulf Coast Systems, L.L.C. Texas

Woodlawn Pipeline Co., Inc. Texas

Prism Liquids Pipeline LLC Texas
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Exhibit 23.1

Consent of Independent Registered Public Accounting Firm

The Board of Directors
Martin Midstream GP LLC:

We consent to the incorporation by reference in the registration statements (No. 333-148146) on Form S-3, (No.
333-117023) on Form S-3 and (No. 333-140152) on Form S-8 of Martin Midstream Partners L.P. of our reports
dated March 5, 2008, with respect to the consolidated balance sheets of Martin Midstream Partners L.P. and
subsidiaries as of December 31, 2007 and 2006, and the related consolidated statements of operations, changes in
capital, comprehensive income, and cash flows for each of the years in the three-year period ended December 31,
2007, and the effectiveness of internal control over financial reporting as of December 31, 2007, which reports
appear in the December 31, 2007 annual report on Form 10-K of Martin Midstream Partners L.P.

/s/ KPMG LLP

Shreveport, Louisiana
March 5, 2008
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Exhibit 23.2

Independent Auditors’ Consent

The Board of Directors
Martin Midstream GP LLC:

We consent to the incorporation by reference in the registration statements (No. 333-148146) on Form S-3, (No.
333-117023) on Form S-3 and (No. 333-140152) on Form S-8 of Martin Midstream Partners L.P. and Subsidiaries
of our report dated March 5, 2008, with respect to the balance sheets of Waskom Gas Processing Company as of
December 31, 2007 and 2006, and the related statements of income, partners’ capital, and cash flows for the years
then ended which report appears in the December 31, 2007 annual report on Form 10-K of Martin Midstream
Partners L.P.

/s/ KPMG LLP

Shreveport, Louisiana
March 5, 2007
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Exhibit 23.3

Independent Auditors’ Consent

The Board of Directors
Martin Midstream GP LLC:

We consent to the incorporation by reference in the registration statements (No. 333-148146) on Form S-3, (No.
333-117023) on Form S-3 and (No. 333-140152) on Form S-8 of Martin Midstream Partners L.P. of our report dated
March 5, 2008, with respect to the balance sheets of Martin Midstream GP LLC as of December 31, 2007 and 2006
which report appears as Exhibit 99.1 to the December 31, 2007 annual report on Form 10-K of Martin Midstream
Partners L.P.

/s/ KPMG LLP

Shreveport, Louisiana
March 5, 2008
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Exhibit 31.1
CERTIFICATION
PURSUANT TO AND IN CONNECTION WITH THE ANNUAL REPORTS ON FORM 10-K
TO BE FILED UNDER SECTIONS 13 AND 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934, AS

AMENDED
I, Ruben S. Martin, certify that:
1. I have reviewed this annual report on Form 10-K of Martin Midstream Partners L.P.;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or

omit to state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;

b. Designed such internal control over financial reporting, or caused such internal control
over financial reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

c. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and procedures, as
of the end of the period covered by this report based on such evaluation; and

d. Disclosed in this report any change in the registrant’s internal control over financial
reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter
in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation
of internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board
of directors (or persons performing the equivalent functions):

a. All significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who
have a significant role in the registrant’s internal control over financial reporting.

Date: March 5, 2008

/s/ Ruben S. Martin

Ruben S. Martin,

President and Chief Executive Officer of

Martin Midstream GP LLC,

the General Partner of Martin Midstream Partners L.P.
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Exhibit 31.2
CERTIFICATION
PURSUANT TO AND IN CONNECTION WITH THE ANNUAL REPORTS ON FORM 10-K
TO BE FILED UNDER SECTIONS 13 AND 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934, AS

AMENDED
I, Robert D. Bondurant, certify that:
1. I have reviewed this annual report on Form 10-K of Martin Midstream Partners L.P.;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or

omit to state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;

b. Designed such internal control over financial reporting, or caused such internal control
over financial reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

c. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and procedures, as
of the end of the period covered by this report based on such evaluation; and

d. Disclosed in this report any change in the registrant’s internal control over financial
reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter
in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation
of internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board
of directors (or persons performing the equivalent functions):

a. All significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who
have a significant role in the registrant’s internal control over financial reporting.

Date: March 5, 2008

/s/ Robert D. Bondurant

Robert D. Bondurant,

Executive Vice President and Chief Financial Officer of
Martin Midstream GP LLC,

the General Partner of Martin Midstream Partners L.P.

~ 147 ~



Exhibit 32.1

CERTIFICATION PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
(18 U.S.C. SECTION 1350)*

In connection with the Annual Report of Martin Midstream Partners L.P., a Delaware limited
partnership (the “Partnership”), on Form 10-K for the year ending December 31, 2007 as filed with the
Securities and Exchange Commission (the “Report™), I, Ruben S. Martin, President and Chief Executive
Officer of Martin Midstream GP LLC, the general partner of the Partnership, certify, pursuant to Section
906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. Section 1350), that to my knowledge:

(1 the Report fully complies with the requirements of Section 13(a) or 15(d) of the
Securities Exchange Act of 1934; and

2) the information contained in the Report fairly presents, in all material respects, the
financial condition and result of operations of the Partnership.

/s/ Ruben S. Martin

Ruben S. Martin,

President and Chief Executive Officer of Martin Midstream GP LLC,
General Partner of Martin Midstream Partners L.P.

March 5, 2008

*A signed original of this written statement required by Section 906 has been provided to Martin
Midstream Partners L.P. (the “Partnership”) and will be retained by the Partnership and furnished to the
Securities and Exchange Commission or its staff upon request. The foregoing certification is being
furnished to the Securities and Exchange Commission and shall not be deemed to be “filed.”
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Exhibit 32.2

CERTIFICATION PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
(18 U.S.C. SECTION 1350)*

In connection with the Annual Report of Martin Midstream Partners L.P., a Delaware limited
partnership (the “Partnership”), on Form 10-K for the year ending December 31, 2007 as filed with the
Securities and Exchange Commission (the “Report™), I, Robert D. Bondurant, Executive Vice President and
Chief Financial Officer of Martin Midstream GP LLC, the general partner of the Partnership, certify,
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. Section 1350), that to my
knowledge:

(1 the Report fully complies with the requirements of Section 13(a) or 15(d) of the
Securities Exchange Act of 1934; and

2) the information contained in the Report fairly presents, in all material respects, the
financial condition and result of operations of the Partnership.

/s/ Robert D. Bondurant

Robert D. Bondurant,

Executive Vice President and Chief Financial Officer
of Martin Midstream GP LLC,

General Partner of Martin Midstream Partners L.P.

March 5, 2008

*A signed original of this written statement required by Section 906 has been provided to Martin
Midstream Partners L.P. (the “Partnership”) and will be retained by the Partnership and furnished to the
Securities and Exchange Commission or its staff upon request. The foregoing certification is being
furnished to the Securities and Exchange Commission and shall not be deemed to be “filed.”
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Exhibit 99.1

Independent Auditors’ Report

The Board of Directors
Martin Midstream GP LLC:

We have audited the accompanying consolidated balance sheets of Martin Midstream GP LLC as
of December 31, 2007 and 2006. These balance sheets are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these balance sheets based on our audit.

We conducted our audit 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 balance sheet is free of material misstatement. An audit of a balance sheet
includes examining, on a test basis, evidence supporting the amounts and disclosures in that balance sheet.
An audit of a balance sheet also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall balance sheet presentation. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion, the consolidated balance sheets referred to above present fairly, in all material
respects, the financial position of Martin Midstream GP LLC at December 31, 2007 and 2006, in
conformity with U.S. generally accepted accounting principles.

/s/ KPMG LLP

Shreveport, Louisiana
March 5, 2008
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MARTIN MIDSTREAM GP LLC
CONSOLIDATED BALANCE SHEETS
(Dollars in thousands)

December 31,

December 31,

2007 2006
Assets
CASN ettt et et s $ 4,113 $ 3,303
Accounts and other receivables, less allowance for doubtful accounts of
$207 and $394 ... 88,039 56,712
Product exchange receivables..........coocvieciiriieieriiciieiecee e 10,912 7,076
J TS 1170 6 (<) TP 51,798 33,019
Due from affiliates......cc..ooivriieieieie e 2,325 1,330
Other CUITENT @SSELS .....eeiuvieeiiiiiiiieeiie et eetee et eeree et e et e et e eveeebeeeveeeabeeeareesenas 819 2,049
TOtal CUITENE ASSELS ...vveeieeiieeeeee e et e ettt et e e e e e e e eaae e e enees 158,006 103,489
Property, plant and equipment, at COSt.........cerirrieiieriirieieeee e 441,117 323,967
Accumulated depreciation ...........c.ccvevvevieiieieicrece ettt (98.080) (76,122)
Property, plant and equipment, NEt...........ccoeeeeerierierereneie e 343,037 247,845
GOOAWILL ...t ettt e e e e e e e e eare e eaneeeanes 37,405 27,600
Investment in unconsolidated entiti€S.......cc..ceovvvviieeiiiiiiiiieeeieeeeeeeee e 75,690 70,651
(013415 g T T 13 1 1= SRR 9.439 7.884
$ 623,577 $ 457,469
Liabilities and Members’ Equity

Current installments of long-term debt............coocvriiiiiiiiiiiiieeeee, $ 21 $ 74
Trade and other accounts payable...........ccoecieiirieriiiiei e 104,598 53,450
Product exchange payables..........ccoceiieieieiineiiieeeee e 24,554 14,737
DUE t0 AFTTHATES ...vvveieeeeiee ettt e een 9,323 12,612
INCOME taXes PAYADIC.......cviiiiiiieeiieeiecieeteete ettt ns 974 —
Other accrued Habilities.......c..cooviieiiiiiiiiii e 13,941 3.876
Total current Habilities .........cccceeivvieeiiiiiiiccie e 153.441 84,749
Long-term debt .....c.eouieieeiieiieeee et 225,000 174,021
Deferred INCOME tAXES ......coovveeeieeieeeeiee et e e e eneees 9,244 —
Other long-term ODIIZAtIONS. .......c.eevveicieiieriieriteie ettt eens 2,666 2,626
Total HHADIIITIES .....eovveeeeeeeceee ettt 390,321 261,396
MINOTIEY TNEETESTS . ...euteeeieieieieeeie ettt ettt ettt ettt ettt e aeeee e seeeeeenee e 231,737 195,354
IMEMDETS” EQUILY ...vevitieeieiieieie sttt ettt ettt sttt et e st e et e seesbeseeebeeneeneennens 1,519 719
233,256 196.073

Commitments and CONtINZENCIES .......eoveruereeieieieiereeeie ettt ettt seeee e
$ 623,577 $ 457,469

See accompanying notes to the consolidated balance sheets.



MARTIN MIDSTREAM GP LLC
NOTES TO CONSOLIDATED BALANCE SHEETS

(1) ORGANIZATION AND DESCRIPTION OF BUSINESS

Martin Midstream GP LLC (the “General Partner”) is a single member Delaware limited liability company
formed on September 21, 2002 to become the general partner of Martin Midstream Partners L.P. (the “Company”).
The General Partner owns a 2% general partner interest and incentive distribution rights in the Company. The
General Partner is a wholly owned subsidiary of Martin Resource Management Corporation (“MRMC”).

In September 2005 the FASB ratified EITF Issue 04-5, a framework for addressing when a limited
company should be consolidated by its general partner. The framework presumes that a sole general partner in a
limited company controls the limited company, and therefore should consolidate the limited company. The
presumption of control can be overcome if the limited partners have (a) the substantive ability to remove the sole
general partner or otherwise dissolve the limited company or (b) substantive participating rights. The EITF reached a
conclusion on the circumstances in which either kick-out rights or participating rights would be considered
substantive and preclude consolidation by the general partner. Based on the guidance in the EITF, the General
Partner concluded that the Company should be consolidated. As such, the accompanying balance sheets have been
consolidated to include the General Partner and the Company.

The Company is a publicly traded limited Company which provides terminalling and storage services for
petroleum products and by-products, natural gas services, marine transportation services for petroleum products and
by-products, sulfur and sulfur-based product processing, manufacturing and distribution.

The petroleum products and by-products the Company collects, transports, stores and distributes are
produced primarily by major and independent oil and gas companies who often turn to third parties, such as the
Company, for the transportation and disposition of these products. In addition to these major and independent oil
and gas companies, the Company’s primary customers include independent refiners, large chemical companies,
fertilizer manufacturers and other wholesale purchasers of these products. The Company operates primarily in the
Gulf Coast region of the United States, which is a major hub for petroleum refining, natural gas gathering and
processing and support services for the exploration and production industry.

On November 10, 2005, the Company acquired Prism Gas Systems I, L.P. (“Prism Gas”) which is engaged
in the gathering, processing and marketing of natural gas and natural gas liquids, predominantly in Texas and
northwest Louisiana. Through the acquisition of Prism Gas, the Company also acquired 50% ownership interest in
Waskom Gas Processing Company (“Waskom”), the Matagorda Offshore Gathering System (“Matagorda”), and the
Panther Interstate Pipeline Energy LLC (“Panther”) each accounted for under the equity method of accounting.

2) SIGNIFICANT ACCOUNTING POLICIES
(a) Principles of Presentation and Consolidation

The consolidated balance sheets include the financial position of the General Partner and the Company and
its wholly-owned subsidiaries and its equity method investees. All significant intercompany balances and
transactions have been eliminated in consolidation. As the General Partner only has a 2% interest in the Company,
the remaining 98% not owned is shown as minority interests in the consolidated balance sheets. In addition, the
Company evaluates its relationships with other entities to identify whether they are variable interest entities as
defined by FASB Interpretation No 46(R) Consolidation of Variable Interest Entities (“FIN 46R”) and to assess
whether they are the primary beneficiary of such entities. If the determination is made that the Company is the
primary beneficiary, then that entity is included in the consolidated balance sheet in accordance with FIN 46(R). No
such variable interest entities exist as of December 31, 2007 and December 31, 2006.

b) Product Exchanges
Product exchange balances due to other companies under negotiated agreements are recorded at quoted

market product prices while balances due from other companies are recorded at the lower of cost (determined using
the first-in, first-out method) or market.



MARTIN MIDSTREAM GP LLC
NOTES TO CONSOLIDATED BALANCE SHEETS

(c) Inventories

Inventories are stated at the lower of cost or market. Cost is determined by using the first-in, first-out
method for all inventories.

@) Revenue Recognition
Revenue for the Company’s four operating segments is recognized as follows:

Terminalling and storage — Revenue is recognized for storage contracts based on the contracted monthly
tank fixed fee. For throughput contracts, revenue is recognized based on the volume moved through the Company’s
terminals at the contracted rate. When lubricants and drilling fluids are sold by truck, revenue is recognized upon
delivering product to the customers as title to the product transfers when the customer physically receives the
product.

Natural gas services — Natural gas gathering and processing revenues are recognized when title passes or
service is performed. NGL distribution revenue is recognized when product is delivered by truck to our NGL
customers, which occurs when the customer physically receives the product. When product is sold in storage, or by
pipeline, the Company recognizes NGL distribution revenue when the customer receives the product from either the
storage facility or pipeline.

Marine transportation — Revenue is recognized for contracted trips upon completion of the particular trip.
For time charters, revenue is recognized based on a per day rate.

Sulfur Services — Revenues are recognized when the products are delivered, which occurs when the
customer has taken title and has assumed the risks and rewards of ownership based on specific contract terms at
either the shipping or delivery point.

(e) Equity Method Investments

The Company uses the equity method of accounting for investments in unconsolidated entities where the
ability to exercise significant influence over such entities exists. Investments in unconsolidated entities consist of
capital contributions and advances plus the Company’s share of accumulated earnings less capital withdrawals and
dividends. Any excess of cost over the underlying equity in net assets is recognized as goodwill. Under the provisions
of Statement of Financial Accounting Standards (“SFAS”) No. 142, Goodwill and Other Intangible Assets, this
goodwill is not subject to amortization and is accounted for as a component of the investment. Equity method
investments are subject to impairment under the provisions of Accounting Principles Board (“APB”’) Opinion No. 18,
The Equity Method of Accounting for Investments in Common Stock.

f)] Property, Plant, and Equipment

Owned property, plant, and equipment is stated at cost, less accumulated depreciation. Owned buildings and
equipment are depreciated using straight-line method over the estimated lives of the respective assets.

Routine maintenance and repairs are charged to operating expense while costs of betterments and renewals are
capitalized. When an asset is retired or sold, its cost and related accumulated depreciation are removed from the
accounts and the difference between net book value of the asset and proceeds from disposition is recognized as gain or
loss.

(® Gooadwill and Other Intangible Assets

Goodwill represents the excess of costs over fair value of net assets of businesses acquired. Goodwill and
intangible assets acquired in a purchase business combination and determined to have an indefinite useful life are not
amortized, but instead tested for impairment at least annually in accordance with the provisions of SFAS No. 142,
Goodwill and Other Intangible Assets. Intangible assets with estimated useful lives are amortized over their respective
estimated useful lives to their estimated residual values, and reviewed for impairment in accordance with FASB
Statement No. 144, Accounting for Impairment or Disposal of Long-Lived Assets. Other intangible assets primarily

3



MARTIN MIDSTREAM GP LLC
NOTES TO CONSOLIDATED BALANCE SHEETS

consists of covenants not-to-compete obtained through business combinations and are being amortized over the life of
the respective agreements.

(h) Debt Issuance Costs

In connection with the Company’s multi-bank credit facility, on November 10, 2005, it incurred debt issuance
costs of $3,258. In connection with the amendment and expansion of the Partnership’s multi-bank credit facility on
June 30, 2006, it incurred debt issuance costs of $372. In connection with the amendment and expansion of the
Company’s multi-bank credit facility on December 28, 2007, it incurred debt issuance costs of $252. These debt
issuance costs, along with the remaining unamortized deferred issuance costs relating to the line of credit facility as of
November 10, 2005 which remain deferred, are amortized over the remainder of the 60 month term of the original debt
arrangement.

Accumulated amortization of debt issuance cost amounted to $4,324 and $3,091 at December 31, 2007 and
2006, respectively. The unamortized balance of debt issuance costs, classified as other assets amounted to $3,188 and
$4,169 at December 31, 2007 and 2006, respectively.

(@) Impairment of Long-Lived Assets

In accordance with SFAS No. 144, 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 an asset may not be
recoverable. Recoverability of assets to be held and used is measured by a comparison of the carrying amount of an
asset to estimated undiscounted future cash flows expected to be generated by the asset. If the carrying amount of an
asset exceeds its estimated future cash flows, an impairment charge is recognized by the amount by which the carrying
amount of the asset exceeds the fair value of the asset. Assets to be disposed of would be separately presented in the
balance sheet and reported at the lower of the carrying amount or fair value less costs to sell, and are no longer
depreciated. The assets and liabilities of a disposed group classified as held for sale would be presented separately in
the appropriate asset and liability sections of the balance sheet. Goodwill is tested annually for impairment, and is
tested for impairment more frequently if events and circumstances indicate that the asset might be impaired. An
impairment loss is recognized to the extent that the carrying amount exceeds the asset’s fair value. This determination
is made at the reporting unit level and consists of two steps. First, the Company determines the fair value of a reporting
unit and compares it to its carrying amount. Second, if the carrying amount of a reporting unit exceeds its fair value, an
impairment loss is recognized for any excess of the carrying amount of the reporting unit’s goodwill over the implied
fair value of that goodwill. The implied fair value of goodwill is determined by allocating the fair value of the reporting
unit in a manner similar to a purchase price allocation, in accordance with FASB Statement No. 141, Business
Combinations. The residual fair value after this allocation is the implied fair value of the reporting unit goodwill. The
Company performed its annual test in the third quarters of 2007 and 2006 with no indication of impairment.

G) Asset Retirement Obligation

Under SFAS No. 143, Accounting for Asset Retirement Obligations (“Statement No. 143”), an Asset Retirement
Obligation (“ARO”) which consists of costs associated with legal obligations to retire tangible, long-lived assets is
recorded at fair value in the period in which it is incurred by increasing the carrying amount of the related long-lived
asset. In each subsequent period, the liability is accreted over time towards the ultimate obligation amount and the
capitalized costs are depreciated over the useful life of the related asset. Financial Accounting Standards Board
Interpretation No. 47, “Accounting for Conditional Asset Retirement Obligations” (“FIN 47”), an interpretation of
SFAS 143, clarifies that the recognition and measurement provisions of SFAS 143 apply to asset retirement obligations
in which the timing or method of settlement may be conditional on a future event that may or may not be within the
control of the entity. The Company’s fixed assets include land, buildings, transportation equipment, storage equipment,
marine vessels and operating equipment.

The transportation equipment includes pipeline systems. The Company transports NGLs through the
pipeline system and gathering system. The Company also gathers natural gas from wells owned by producers and
delivers natural gas and NGLs on our pipeline systems, primarily in Texas and Louisiana to the fractionation facility
of our 50% owned joint venture. The Company is obligated by contractual or regulatory requirements to remove
certain facilities or perform other remediation upon retirement of our assets. However, the Company is not able to

4



MARTIN MIDSTREAM GP LLC
NOTES TO CONSOLIDATED BALANCE SHEETS

reasonably determine the fair value of the asset retirement obligations for our trunk and gathering pipelines and our
surface facilities, since future dismantlement and removal dates are indeterminate. In order to determine a removal
date of our gathering lines and related surface assets, reserve information regarding the production life of the
specific field is required. As a transporter and gatherer of natural gas, the Company is not a producer of the field
reserves, and therefore does not have access to adequate forecasts that predict the timing of expected production for
existing reserves on those fields in which the Company gathers natural gas. In the absence of such information, the
Company is not able to make a reasonable estimate of when future dismantlement and removal dates of our
gathering assets will occur. With regard to our trunk pipelines and their related surface assets, it is impossible to
predict when demand for transportation of the related products will cease. Our right-of-way agreements allow us to
maintain the right-of-way rather than remove the pipe. In addition, the Company can evaluate its trunk pipelines for
alternative uses, which can be and have been found. The Company will record such asset retirement obligations in
the period in which more information becomes available for the Company to reasonably estimate the settlement
dates of the retirement obligations.

k) Derivative Instruments and Hedging Activities

Derivative Instruments and Hedging Activities—SFAS No. 133, Accounting for Derivative Instruments and
Hedging Activities, established accounting and reporting standards for derivative instruments and hedging activities. It
requires that all derivatives be included on the balance sheet as an asset or liability measured at fair value and that
changes in fair value be recognized currently in earnings unless specific hedge accounting criteria are met. If such
hedge accounting criteria are met, the change is deferred in shareholders’ equity as a component of accumulated other
comprehensive income. The deferred items are recognized in the period the derivative contract is settled.

As of December 31, 2007 and December 31, 2006, the Company has designated a portion of its derivative
instruments as qualifying cash flow hedges.

) Allowance for Doubtful Accounts

Trade accounts receivable are recorded at the invoiced amount and do not bear interest. The allowance for doubtful
accounts is the Company’s best estimate of the amount of probable credit losses in the Company’s existing accounts
receivable.

(m) Unit Grants

The Company issued 1,000 restricted common units to each of its three independent, non-employee
directors under its long-term incentive plan in May 2007. These units vest in 25% increments beginning in January
2008 and will be fully vested in January 2011.

The Company issued 1,000 restricted common units to each of its three independent, non-employee
directors under its long-term incentive plan in January 2006. These units vest in 25% increments on the anniversary
of the grant date each year and will be fully vested in January 2010.

The Company accounts for these transactions under EITF Issue 96-18 “Accounting for Equity Instruments
That are Issued to other than Employees For Acquiring, or in Conjunction with Selling, Goods or Services.”

(n) Incentive Distribution Rights

The General Partner holds a 2% general partner interest and certain incentive distribution rights in the
Company. Incentive distribution rights represent the right to receive an increasing percentage of cash distributions after
the minimum quarterly distribution, any cumulative arrearages on common units, and certain target distribution levels
have been achieved. The Company is required to distribute all of its available cash from operating surplus, as defined
in the Company agreement. The target distribution levels entitle the General Partner to receive 15% of quarterly cash
distributions in excess of $0.55 per unit until all unit holders have received $0.625 per unit, 25% of quarterly cash
distributions in excess of $0.625 per unit until all unit holders have received $0.75 per unit, and 50% of quarterly cash
distributions in excess of $0.75 per unit. For the years ended December 31, 2007 and 2006, the General Partner
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received incentive distributions. Such distributions have been eliminated in the accompanying consolidated balance
sheet.

(o) Use of Estimates

Management has made a number of estimates and assumptions relating to the reporting of assets and liabilities
and the disclosure of contingent assets and liabilities to prepare their consolidated balance sheets in conformity with
accounting principles generally accepted in the United States of America. Actual results could differ from those
estimates.

)] Environmental Liabilities

The Company’s policy is to accrue for losses associated with environmental remediation obligations when
such losses are probable and reasonably estimable. Accruals for estimated losses from environmental remediation
obligations generally are recognized no later than completion of the remedial feasibility study. Such accruals are
adjusted as further information develops or circumstances change. Costs of future expenditures for environmental
remediation obligations are not discounted to their present value. Recoveries of environmental remediation costs from
other parties are recorded as assets when their receipt is deemed probable.

(q) Income Taxes

The General Partner is a disregarded entity for federal income tax purposes. Its activity is included in the
consolidated federal income tax return of MRMC; however, for financial reporting purposes, current federal income
taxes are computed and recorded as if the General Partner filed a separate federal income tax return. The Company’s
subsidiary, Woodlawn Pipeline Co., Inc. (“Woodlawn”), is subject to income taxes. In connection with the Woodlawn
acquisition, a deferred tax liability of $8,964 was established associated with book and tax basis differences of the
acquired assets and liabilities. The basis differences are primarily related to property, plant and equipment.

Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are
recognized for the future tax consequences attributable to differences between the financial statement carrying amounts
of existing assets and liabilities and their respective tax basis. Deferred tax assets and liabilities are measured using
enacted tax rates expected to apply to taxable income in the years in which those temporary differences are expected to
be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income
in the period that includes the enactment date. Deferred tax liabilities relating primarily to book and tax basis
differences of the acquired assets of Woodlawn, and the timing of recognizing Company earnings and insurance
expense totaled $9,254 ($10 of which is included in accrued liabilities) and $419 ($12 of which is included in other
accrued liabilities) at December 31, 2007 and December 31, 2006, respectively.

The operations of the Company are generally not subject to income taxes and as a result, the Company’s
income is taxed directly to its owners, except for the Texas Margin Tax as described below and the taxes associated
with Woodlawn as previously discussed.

On May 18, 2006, the Texas Governor signed into law a Texas margin tax (H.B. No. 3) which restructures the
state business tax by replacing the taxable capital and earned surplus components of the current franchise tax with a
new “taxable margin” component. Since the tax base on the Texas margin tax is derived from an income-based
measure, the margin tax is construed as an income tax and, therefore, the provisions of SFAS 109 regarding the
recognition of deferred taxes apply to the new margin tax. In accordance with SFAS 109, the effect on deferred tax
assets of a change in tax law should be included in tax expense attributable to continuing operations in the period that
includes the enactment date. Therefore, the Company has calculated its deferred tax assets and liabilities for Texas
based on the new margin tax. The cumulative effect of the change and subsequent changes in deferred tax assets and
liabilities are immaterial. At December 31, 2007, the Company has recorded a liability attributable to the Texas
Margin tax of $538.

In June 2006, the Financial Accounting Standards Board (FASB) issued FASB Interpretation No. 48
(FIN 48), Accounting for Uncertainty in Income Taxes. FIN 48 is an interpretation of FASB Statement No. 109,
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Accounting for Income Taxes. FIN 48 prescribes a comprehensive model for recognizing, measuring, presenting and
disclosing in the financial statements uncertain tax positions taken or expected to be taken. The Company adopted
FIN 48 effective January 1, 2007. There was no impact to the Company’s financial statements as a result of adopting
FIN 48.

(2) ACQUISITIONS
(a) Asphalt Terminal.

In October 2007, the Partnership acquired the asphalt assets of Monarch Oil, Inc (“Monarch Oil”) for
$3,927 which was allocated to property, plant and equipment. The results of Monarch Oil’s operations have been
included in the consolidated financial statements beginning October 2, 2007. The assets are located in Omaha,
Nebraska. The Partnership entered into an agreement with Martin Resource Management, whereby Martin
Resource Management will operate the facilities through a terminalling service agreement based upon throughput
rates and will bear all additional expenses to operate the facility.

(b) Lubricants Terminal

In June 2007, the Partnership acquired all of the operating assets of Mega Lubricants Inc. (“Mega
Lubricants”) located in Channelview, Texas. The results of Mega Lubricant’s operations have been included in the
consolidated financial statements beginning June 13, 2007. The fair market value of the assets acquired was
appraised at $93,938. The excess of the fair value over the carrying value of the assets was allocated to all
identifiable assets. After recording all identifiable assets at their fair values, the remaining $1,020 was recorded as
goodwill. The goodwill was a result of Mega Lubricant’s strategically located assets combined with the
Partnership’s access to capital and existing infrastructure. This will enhance the Partnership’s ability to offer
additional lubricant blending and truck loading and unloading services to customers. In accordance with FAS 142,
the goodwill will not be amortized but tested for impairment. The terminal is located on 5.6 acres of land, and
consists of 38 tanks with a storage capacity of approximately 15,000 Bbls, pump and piping infrastructure for
lubricant blending and truck loading and unloading operations, 34,000 square feet of warehouse space and an
administrative office.

The purchase price of $4,738, including two three-year non-competition agreements totaling $530 and
goodwill of $1,020, was allocated as follows:

Current assets $ 446
Property, plant and equipment, net 3,042
Goodwill 1,020
Other assets 530
Other liabilities (300)
Total $ 4,738

In connection with the acquisition, the Partnership borrowed approximately $4,600 under its credit facility.
(c) Woodlawn Pipeline Co., Inc.

On May 2, 2007, the Partnership, through its subsidiary Prism Gas Systems I, L.P. (“Prism Gas”), acquired
100% of the outstanding stock of Woodlawn Pipeline Co., Inc. (“Woodlawn”). The results of Woodlawn’s
operations have been included in the consolidated financial statements beginning May 2, 2007. The excess of the
fair value over the carrying value of the assets was allocated to all identifiable assets. After recording all identifiable
assets at their fair values, the remaining $8,785 was recorded as goodwill. The goodwill was a result of
Woodlawn’s strategically located assets combined with the Partnership’s access to capital and existing
infrastructure. This will enhance the Partnership’s ability to offer additional gathering services to customers through
internal growth projects including natural gas processing, fractionation and pipeline expansions as well as new
pipeline construction. In accordance with FAS 142, the goodwill will not be amortized but tested for impairment.

7
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Woodlawn is a natural gas gathering and processing company which owns integrated gathering and
processing assets in East Texas. Woodlawn’s system consists of approximately 135 miles of natural gas gathering
pipe, approximately 36 miles of condensate transport pipe and a 30 Mcf/day processing plant. Prism Gas also
acquired a nine-mile pipeline, from a Woodlawn related party, that delivers residue gas from Woodlawn to the
Texas Eastern Transmission pipeline system.

The selling parties in this transaction were Lantern Resources, L.P., David P. Deison, and Peak Gas
Gathering L.P. The final purchase price, after final adjustments for working capital, was $32,606 and was funded by
borrowings under the Partnership’s credit facility.

The purchase price of $32,606, including four two-year non-competition agreements and other intangibles
reflected as other assets, was allocated as follows:

Current assets $ 4,297
Property, plant and equipment, net 29,101
Goodwill 8,785
Other assets 3,339
Current liabilities (3,889)
Deferred income taxes (8,964)
Other long-term obligations (63)
Total $ 32,606

The identifiable intangible assets of $3,339 are subject to amortization over a weighted-average useful life
of approximately ten years. The intangible assets include four non-competition agreements totaling $40, customer
contracts associated with the gathering and processing assets of $3,002, and a transportation contract associated with
the residue gas pipeline of $297.

In connection with the acquisition, the Partnership borrowed approximately $33,000 under its credit
facility.

) Asphalt Terminals. In August 2006 and October 2006, respectively, the Partnership acquired the
assets of Gulf States Asphalt Company LP and Prime Materials and Supply Corporation (“Prime”), for $4,679
which was allocated to property, plant and equipment. The assets are located in Houston, Texas and Port Neches,
Texas. The Partnership entered into an agreement with Martin Resource Management, which Martin Resource
Management will operate the facilities through a terminalling service agreement based upon throughput rates and
will assume all additional expenses to operate the facility.

(e) Corpus Christi Barge Terminal. In July 2006, the Partnership acquired a marine terminal located
near Corpus Christi, Texas and associated assets from Koch Pipeline Company, LP for $6,200 which was all
allocated to property, plant and equipment. The terminal is located on approximately 25 acres of land, and includes
three tanks with a combined shell capacity of approximately 240,000 barrels, pump and piping infrastructure for
truck unloading and product delivery to two oil docks, and there are several pumps, controls, and an office building
on site for administrative use.

o Marine Vessels. In November 2006, the Partnership acquired the La Force, an offshore tug, for
$6,001 from a third party. This vessel is a 5,100 horse power offshore tug that was rebuilt in 1999 with new engines
installed in 2005.

In January 2006, the Partnership acquired the Texan, an offshore tug, and the Ponciana, an offshore NGL
barge, for $5,850 from Martin Resource Management. The acquisition price was based on a third-party appraisal.
In March 2006, these vessels went into service under a long term charter with a third party. In February 2006, the
Partnership acquired the M450, an offshore barge, for $1,551 from a third party. In March 2006, this vessel went
into service under a one-year charter with an affiliate of Martin Resource Management.
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Partnership to transport NGL for third parties as well as its own account, spans approximately 200 miles,
running from Kilgore to Beaumont in Texas. The acquisition was financed through the Partnership’s credit facility (see
Note 11).

“) INVENTORIES

Components of inventories at December 31, 2007 and 2006 were as follows:

2007 2006
Natural gas TQUIAS ......cocvivveeirieiiiiicieeeeteeee ettt $31,283 $17,061
SUITUL 1.ttt ettt et e et et eetaeeteesbe e b e steesseessanseens 7,490 4,425
Sulfur-based fertilizer Products...........cccveveeierieiieiereee e 6,626 7,191
LUDIICANLS ...ttt ettt e eae e e e e e ennas 5,345 2,592
(07351 ST 1,054 1,750

$51,798 $33.019

5) PROPERTY, PLANT AND EQUIPMENT
At December 31, 2007 and 2006, property, plant, and equipment consisted of the following:

Depreciable Lives 2007 2006
Land....ocooeiiiiiii e — $ 14,515 $ 12,559
Improvements to land and buildings............... 10-39 years 34,585 26,868
Transportation equipment.............cceeeeereeenenen. 3- 7 years 616 531
Storage equipment ..........cceeeeeeereereeeeneeneene 5-20 years 38,652 22,343
Marine VESSEIS ......coovvvuevieeiiiiieeeee e 4-30 years 147,627 124,323
Operating equipment ..........ccoceeeeeeeereeneereenenns 3-30 years 172,282 103,929
Furniture, fixtures and other equipment........... 3-20 years 1,542 1,450
Construction in Progress ........cceoeeeeceereereereenuns 31.298 31,964

$441.117 $323,967

) GOODWILL AND OTHER INTANGIBLE ASSETS
The following information relates to goodwill balances as of the periods presented:

December 31, December 31,

2007 2006
Carrying amount of goodwill:
Terminalling and STOTAZE ..........ooveveveeveverieereeieeeeeeeeeee e $ 1,020 § -
Natural Zas SEIVICES ...c.eevveeruieeieiieiieeiieniieie et eeesiee st e ee e eee 29,010 20,225
Marine tranSPOTtation..........ccceueerueereeeienientieneeeeeeeeenteeeeeeeeeeeseeeneeas 2,026 2,026
SUITUL SEIVICES w..veeuvieiieeiieeiieie ettt 5,349 5,349
$37.405 $27,600

The following information relates to covenants not-to-compete as of the periods presented:
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December 31, December 31,

2007 2006
Covenants not-to-compete:

Terminalling and StOTage .........ccevvererieirieieieie et $ 1,928 $ 1,561
INALUrAl ZAS SCIVICES ..evvevieiieiieeieiieriiesteeeeeevesreesseeseesesssesseesseessessnens 640 600
SUIUL SEIVICES evviivvieiiieeieeetee ettt ete et eee et etre e eeteeereeerend 790 790
3,358 2,951
Less accumulated amortization.............ceeeeveeevienieenieeeee e 1.610 877
$ 1,748 $2,074

Intangible assets consists of the covenants not-to-compete listed above, customer contracts associated with gathering
and processing assets and a transportation contract associated with the residue gas pipeline. The covenants not-to-
compete and contracts are presented in the consolidated balance sheets as other assets, net.

@) RELATED PARTY TRANSACTIONS

Amounts due to and due from affiliates in the consolidated balance sheets as of December 31, 2007
(unaudited) and December 31, 2006, are primarily with MRMC and its affiliates and Waskom Gas Processing
Company (“Waskom”).

The General Partner’s balances are primarily related to (1) Company cash distributions that were paid to a
related party on behalf of the General Partner and (2) director fees that were paid by a related party on behalf of the
General Partner. The Company contributions and distributions have been eliminated in the accompanying consolidated
balance sheet.

The Company’s balances are related to transactions involving the purchase and sale of NGL products, lube oil
products, sulfur and sulfuric acid products, sulfur-based fertilizer products; land and marine transportation services;
terminalling and storage services, and other purchases of products and services representing operating expenses.

)] INVESTMENT IN UNCONSOLIDATED COMPANIES AND JOINT VENTURES

The Company, through its Prism Gas subsidiary, owns 50% of the ownership interests in Waskom, Matagorda
Offshore Gathering System (“Matagorda”) and Panther Interstate Pipeline Energy LLC (“PIPE”). Each of these
interests is accounted for under the equity method of accounting.

On June 30, 2006, the Company, through its Prism Gas subsidiary, acquired a 20% ownership interest in a
Company for approximately $196, which owns the lease rights to the assets of the Bosque County Pipeline (“BCP”).
BCP is an approximate 67 mile pipeline located in the Barnett Shale extension. The pipeline traverses four counties
with the most concentrated drilling occurring in Bosque County. BCP is operated by Panther Pipeline Ltd. who is the
42.5% interest owner. This interest is accounted for under the equity method of accounting.

In accounting for the acquisition of the interests in Waskom, Matagorda and Fishhook, the carrying amount
of these investments exceeded the underlying net assets by approximately $46,176. The difference was attributable
to property and equipment of $11,872 and equity method goodwill of $34,304. The excess investment relating to
property and equipment is being amortized over an average life of 20 years, which approximates the useful life of
the underlying assets. The remaining unamortized excess investment relating to property and equipment was
$10,685 and $11,279 at December 31, 2007 and 2006, respectively. The equity-method goodwill is not amortized in
accordance with SFAS 142; however, it is analyzed for impairment annually. No impairment was recognized in
2007 or 2006.

As a partner in Waskom, the Company receives distributions in kind of natural gas liquids that are retained
according to Waskom’s contracts with certain producers. The natural gas liquids are valued at prevailing market
prices. In addition, cash distributions are received and cash contributions are made to fund operating and capital
requirements of Waskom.

10
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Activity related to these investment accounts is as follows:

Waskom PIPE Matagorda BCP Total

Investment in unconsolidated entities, December 31, 2005 54,087 1,723 4,069 — 59,879
Acquisition Of INTEreStS ......ceereririereeriririeieieirereecererienene — — 196 196
Distributions in kind.... . (8,311) — — (8,311)
Cash CONtribUtIONS. .........ccoevvevviriiiiieieceeeeeee et 11,238 — — 76 11,314
Cash diStribUtiONS .........cveviieririeirieecieeeeeeeere e (150) (214) (610) — 974)
Equity in earnings:

Equity in earnings from operations..............coceevevrveeenens 8,623 224 356 (62) 9,141

Amortization of excess investment.............c.cceeveveenennne (550) (15) (29) — (594)
Investment in unconsolidated entities, December 31, 2006 $ 64,937 $ 1,718 $ 3,786 $ 210 $ 70,651
Distributions in Kind...........cccceeveeeveinieiiieeeeieceeeeeein (9,337) — — (9,337)
Cash COntribUtionS. .........ccoevverviriiiiieiieeeieiee e 6,803 — — 107 6,910
Cash diStribUtiONS .........cveviieviieeirieiee e (2,625) (635) (215) — (3,475)
Equity in earnings:

Equity in earnings from operations 11,009 514 151 (139) 11,535

Amortization of excess investment (550) (15) (29) — (594)
Investment in unconsolidated entities, December 31, 2007 $ 70,237 $ 1,582 $ 3,693 § 178 $ 75,690

Select financial information for significant unconsolidated equity method investees is as follows:

Total Long- Partner’s Net Income
Assets Term Debt Capital Revenues (Loss)
007
WaASKOM ..ottt $ 66,772 $ _ $57.149 $ 81,797 $ 22019
2006
WASKOIM ...ttt $ 53.260 $ . $ 45,450 $ 65,600 $ 17.246
2005
Waskom (November 10 — December 31) .......ccccevvrverereennnnn. $ 28,369 $ — $ 22,650 $ 9,165 $ 2559
CF Martin (January 1 7July 15) ............................................. . . 33.900 (120)
$ 28,369 $ — $ 22,650 $ 43,065 § 2439

As of December 31, 2007 and 2006, the Company’s interest in cash of the unconsolidated equity method
investees is $1,018 and $767, respectively.

) LONG-TERM DEBT
At December 31, 2007 and December 31, 2006, long-term debt consisted of the following:

December 31, December 31,

2007 2006
**$195,000 Revolving loan facility at variable interest rate (6.57%%* weighted
average at December 31, 2007), due November 2010 secured by
substantially all of our assets, including, without limitation, inventory,
accounts receivable, vessels, equipment, fixed assets and the interests in
our operating subsidiaries and equity method investees............cccceeveeeeeeienenne $ 95,000 $ 44,000

11
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**%$130,000 Term loan facility at variable interest rate (6.99%* at December
31, 2007), due November 2010, secured by substantially all of our assets,
including, without limitation, inventory, accounts receivable, vessels,
equipment, fixed assets and the interests in our operating subsidiaries and

eqUItY MEthOd INVESIEES .....veeveeiieiiieiieiieie ettt ettt enaenneens 130,000 130,000
Other secured debt maturing in 2008, 7.25% 21 95
Total long-term debt 225,021 174,095
Less current installments 21 74
Long-term debt, net of current installments $225,000 $174,021

*Interest rate fluctuates based on the LIBOR rate plus an applicable margin set on the date of each advance. The
margin above LIBOR is set every three months. Indebtedness under the credit facility bears interest at either LIBOR
plus an applicable margin or the base prime rate plus an applicable margin. The applicable margin for revolving
loans that are LIBOR loans ranges from 1.50% to 3.00% and the applicable margin for revolving loans that are base
prime rate loans ranges from 0.50% to 2.00%. The applicable margin for term loans that are LIBOR loans ranges
from 2.00% to 3.00% and the applicable margin for term loans that are base prime rate loans ranges from 1.00% to
2.00%. The applicable margin for existing borrowings is 1.75%. Effective January 1, 2008, the applicable margin
for existing borrowings will increase to 2.00%. As a result of our leverage ratio test as of December 31, 2007,
effective April 1, 2008, the applicable margin for existing borrowings will remain at 2.00%. The Company incurs a
commitment fee on the unused portions of the credit facility.

** Effective September, 2007, the Company entered into a cash flow hedge that swaps $25,000 of floating rate to
fixed rate. The fixed rate cost is 4.605% plus the Company’s applicable LIBOR borrowing spread. The cash flow
hedge matures in September, 2010.

**Effective November, 2006, the Company entered into a cash flow hedge that swaps $40,000 of floating rate to
fixed rate. The fixed rate cost is 4.82% plus the Company’s applicable LIBOR borrowing spread. The cash flow
hedge matures in December, 2009.

***The $130,000 term loan has $105,000 hedged. Effective March, 2006, the Company entered into a cash flow
hedge that swaps $75,000 of floating rate to fixed rate. The fixed rate cost is 5.25% plus the Company’s applicable
LIBOR borrowing spread. The cash flow hedge matures in November, 2010. Effective November 2006, the
Company entered into an additional interest rate swap that swaps $30,000 of floating rate to fixed rate. The fixed
rate cost is 4.765% plus the Company’s applicable LIBOR borrowing spread. This cash flow hedge matures in
March, 2010.

On August 18, 2006, the Company purchased certain terminalling assets and assumed associated long term
debt of $113 with a fixed rate cost of 7.25%.

On November 10, 2005, the Company entered into a new $225,000 multi-bank credit facility comprised of
a $130,000 term loan facility and a $95,000 revolving credit facility, which includes a $20,000 letter of credit sub-
limit. This credit facility also includes procedures for additional financial institutions to become revolving lenders,
or for any existing revolving lender to increase its revolving commitment, subject to a maximum of $100,000 for all
such increases in revolving commitments of new or existing revolving lenders. Effective June 30, 2006, the
Company increased its revolving credit facility $25,000 resulting in a committed $120,000 revolving credit facility.
Effective December 28, 2007, the Company increased its revolving credit facility $75,000 resulting in a committed
$195,000 revolving credit facility. The revolving credit facility is used for ongoing working capital needs and
general Company purposes, and to finance permitted investments, acquisitions and capital expenditures. Under the
amended and restated credit facility, as of December 31, 2007, the Company had $95,000 outstanding under the
revolving credit facility and $130,000 outstanding under the term loan facility. As of December 31, 2007, the
Company had $99,880 available under its revolving credit facility.

On July 14, 2005, the Company issued a $120 irrevocable letter of credit to the Texas Commission on
Environmental Quality to provide financial assurance for its used oil handling program.

12
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The Company’s obligations under the credit facility are secured by substantially all of the Company’s
assets, including, without limitation, inventory, accounts receivable, vessels, equipment, fixed assets and the
interests in its operating subsidiaries and equity method investees. The Company may prepay all amounts
outstanding under this facility at any time without penalty.

In addition, the credit facility contains various covenants, which, among other things, limit the Company’s
ability to: (i) incur indebtedness; (ii) grant certain liens; (iii) merge or consolidate unless it is the survivor; (iv) sell
all or substantially all of its assets; (v) make certain acquisitions; (vi) make certain investments; (vii) make certain
capital expenditures; (viii) make distributions other than from available cash; (ix) create obligations for some lease
payments; (x) engage in transactions with affiliates; (xi) engage in other types of business; and (xii) its joint ventures
to incur indebtedness or grant certain liens.

The credit facility also contains covenants, which, among other things, require the Company to maintain
specified ratios of: (i) minimum net worth (as defined in the credit facility) of $75,000 plus 50% of net proceeds
from equity issuances after November 10, 2005; (ii)) EBITDA (as defined in the credit facility) to interest expense of
not less than 3.0 to 1.0 at the end of each fiscal quarter; (iii) total funded debt to EBITDA of not more than (x) 5.5 to
1.0 for the fiscal quarter ended September 30, 2005, (y) 5.25 to 1.00 for the fiscal quarters ending December 31,
2005 through September 30, 2006, and (z) 4.75 to 1.00 for each fiscal quarter thereafter; and (iv) total secured
funded debt to EBITDA of not more than (x) 5.50 to 1.00 for the fiscal quarter ended September 30, 2005, (y) 5.25
to 1.00 for the fiscal quarters ending December 31, 2005 through September 20, 2006, and (z) 4.00 to 1.00 for each
fiscal quarter thereafter. The Company was in compliance with the debt covenants contained in credit facility for the
years ended December 31, 2007 and 2006.

On November 10 of each year, commencing with November 10, 2006, the Company must prepay the term
loans under the credit facility with 75% of Excess Cash Flow (as defined in the credit facility), unless its ratio of
total funded debt to EBITDA is less than 3.00 to 1.00. There were no prepayments made or required under the term
loan through December 31, 2007. If the Company receives greater than $15,000 from the incurrence of
indebtedness other than under the credit facility, it must prepay indebtedness under the credit facility with all such
proceeds in excess of $15,000. Any such prepayments are first applied to the term loans under the credit facility.
The Company must prepay revolving loans under the credit facility with the net cash proceeds from any issuance of
its equity. The Company must also prepay indebtedness under the credit facility with the proceeds of certain asset
dispositions. Other than these mandatory prepayments, the credit facility requires interest only payments on a
quarterly basis until maturity. All outstanding principal and unpaid interest must be paid by November 10, 2010.
The credit facility contains customary events of default, including, without limitation, payment defaults, cross-
defaults to other material indebtedness, bankruptcy-related defaults, change of control defaults and litigation-related
defaults.

Draws made under the Company’s credit facility are normally made to fund acquisitions and for working
capital requirements. During the current fiscal year, draws on the Company’s credit facility have ranged from a low
of $170,600 to a high of $239,400. As of December 31, 2007, the Company had $99,880 available for working
capital, internal expansion and acquisition activities under the Company’s credit facility.

On July 15, 2005, the Company assumed $9,400 of U.S. Government Guaranteed Ship Financing Bonds,
maturing in 2021, relating to the acquisition of CF Martin Sulphur L.P. (“CF Martin Sulphur”). The outstanding
balance as of December 31, 2005 was $9,104. These bonds were payable in equal semi-annual installments of $291,
and were secured by certain marine vessels owned by CF Martin Sulphur. Pursuant to the terms of an amendment to
the Company’s credit facility that it entered into in connection with the acquisition of CF Martin Sulphur, the
Company was obligated to repay these bonds by March 31, 2006. The Company redeemed these bonds on March 6,
2006 with available cash and borrowings from its credit facility. Also, at redemption, a pre-payment premium was
paid in the amount of $1,160.

In connection with the Company’s Monarch acquisition on October 2, 2007, the Company borrowed
approximately $3,900 under its revolving credit facility.

In connection with the Company’s Mega Lubricants acquisition on June 13, 2007, the Company borrowed
approximately $4,600 under its revolving credit facility.
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In connection with the Company’s Woodlawn acquisition on May 2, 2007, the Company borrowed
approximately $33,000 under its revolving credit facility.

(10) INTEREST RATE CASH FLOW HEDGES

In September 2007, the Company entered into a cash flow hedge agreement with a notional amount of
$25,000 to hedge its exposure to increases in the benchmark interest rate underlying its variable rate term loan credit
facility. This interest rate swap matures in September 2010. The Company designated this swap agreement as a cash
flow hedge. Under the swap agreement, the Company pays a fixed rate of interest of 4.605% and receives a floating
rate based on a three-month U.S. Dollar LIBOR rate. Because this is designated as a cash flow hedge, the changes
in fair value, to the extent the swap is effective, are recognized in other comprehensive income until the hedged
interest costs are recognized in earnings. At the inception of the hedge, the swap was identical to the hypothetical
swap as of the trade date, and will continue to be identical as long as the accrual periods and rate resetting dates for
the debt and the swap remain equal. This condition results in a 100% effective swap.

In April, 2006, the Company entered into a cash flow hedge agreement with a notional amount of $75,000
to hedge its exposure to increases in the benchmark interest rate underlying its variable rate term loan credit facility.
This interest rate swap matures in November 2010. The Company designated this swap agreement as a cash flow
hedge. Under the swap agreement, the Company pays a fixed rate of interest of 5.25% and receives a floating rate
based on a three-month U.S. Dollar LIBOR rate. Because this is designated as a cash flow hedge, the changes in fair
value, to the extent the swap is effective, are recognized in other comprehensive income until the hedged interest
costs are recognized in earnings. At the inception of the hedge, the swap was identical to the hypothetical swap as
of the trade date, and will continue to be identical as long as the accrual periods and rate resetting dates for the debt
and the swap remain equal. This condition results in a 100% effective swap.

In December 2006, the Company entered into a cash flow hedge agreement with a notional amount of
$40,000 to hedge its exposure to increases in the benchmark interest rate underlying its variable rate revolving credit
facility. This interest rate swap matures in December 2009. The Company designated this swap agreement as a cash
flow hedge. Under the swap agreement, the Company pays a fixed rate of interest of 4.82% and receives a floating
rate based on a three-month U.S. Dollar LIBOR rate. Because this is designated as a cash flow hedge, the changes
in fair value, to the extent the swap is effective, are recognized in other comprehensive income until the hedged
interest costs are recognized in earnings. At the inception of the hedge, the swap was identical to the hypothetical
swap as of the trade date, and will continue to be identical as long as the accrual periods and rate resetting dates for
the debt and the swap remain equal. This condition results in a 100% effective swap.

In December 2006, the Company entered into an interest rate swap that swaps $30,000 of floating rate to
fixed rate. The fixed rate cost is 4.765% plus the Company’s applicable LIBOR borrowing spread. This interest
rate swap matures in March 2010. The underlying debt related to this swap was paid prior to December 31, 2006,
therefore, hedge accounting was not utilized. The swap has been recorded at fair value at December 31, 2006 with
an offset to current operations.

The total fair value of the interest rate swaps agreement was a liability of approximately $4,677 at
December 31, 2007.

The fair value of derivative liabilities is as follows:
December 31,

2007
Fair value of derivative liabilities — CUITent..........ccoevveeveveeeeeeerennenn. $ (1,241)
Fair value of derivative liabilities — long term..........cccooevevvrverrrennens 3.436)
Net fair value of dErTVALIVES ....oovveeeeeeeeeeeeeeeeeee e eeee e 4,677)
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(11) COMMODITY CASH FLOW HEDGES

The Company is exposed to market risks associated with commodity prices, counterparty credit and interest
rates. However, in connection with the acquisition of Prism Gas, the Company has established a hedging policy and
monitors and manages the commodity market risk associated with the commodity risk exposure of the Prism Gas
acquisition. In addition, the Company is focusing on utilizing counterparties for these transactions whose financial
condition is appropriate for the credit risk involved in each specific transaction.

The Company uses derivatives to manage the risk of commodity price fluctuations. Additionally, the
Company manages interest rate exposure by targeting a ratio of fixed and floating interest rates it deems prudent and
using hedges to attain that ratio.

In accordance with Statement of Financial Accounting Standards No. 133 (“SFAS No. 133”), Accounting for
Derivative Instruments and Hedging Activities, all derivatives and hedging instruments are included on the balance
sheet as an asset or a liability measured at fair value and changes in fair value are recognized currently in earnings
unless specific hedge accounting criteria are met. If a derivative qualifies for hedge accounting, changes in the fair
value can be offset against the change in the fair value of the hedged item through earnings or recognized in other
comprehensive income until such time as the hedged item is recognized in earnings. In early 2006, the Company
adopted a hedging policy that allows it to use hedge accounting for financial transactions that are designated as hedges.

Derivative instruments not designated as hedges are being marked to market with all market value
adjustments being recorded in the consolidated statements of operations. As of December 31, 2007, the Company has
designated a portion of its derivative instruments as qualifying cash flow hedges. Fair value changes for these hedges
have been recorded in other comprehensive income as a component of equity.

The fair value of derivative assets and liabilities are as follows:

December 31,

2007 2006
Fair value of derivative assets — CUITeNt...........cccvevverervereriverennne. $§ 235 $ 882
Fair value of derivative assets — long term ...........cccoecvevveereneenen. — 221
Fair value of derivative liabilities — current............ccccccveeevveennennee. (3,261) —
Fair value of derivative liabilities — long term............ccccceeeeenneenee. (2,140) (74)
Net fair value of derivatives........c.ceeveverieeriecieerieeeeeeeeeee e $ (5.166) $1,029

Set forth below is the summarized notional amount and terms of all instruments held for price risk
management purposes at December 31, 2007 (all gas quantities are expressed in British Thermal Units, crude oil and
natural gas liquids are expressed in barrels). As of December 31, 2007, the remaining term of the contracts extend
no later than December 2010, with no single contract longer than one year. The Company’s counterparties to the
derivative contracts include Shell Energy North America (US) L.P., Morgan Stanley Capital Group Inc. and
Wachovia Bank. For the period ended December 31, 2007, changes in the fair value of the Company’s derivative
contracts were recorded in both earnings and in other comprehensive income as a component of equity since the
Company has designated a portion of its derivative instruments as hedges as of December 31, 2007.

December 31, 2007

Total
Transaction Type Volume Remaining Terms
Per Month Pricing Terms of Contracts Fair Value

Mark to Market Derivatives::

Natural Gas swap 30,000 Fixed price of $8.12 settled against January 2008 to 235
MMBTU Houston Ship Channel first of the month ~ December 2008
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Crude Oil Swap 3,000 BBL Fixed price of $70.75 settled against WTI  January 2008 to (810)
NYMEX average monthly closings December 2008

Crude Oil Swap 3,000 BBL Fixed price of $69.08 settled against WTI ~ January 2009 to (628)
NYMEX average monthly closings December 2009

Crude Oil Swap 3,000 BBL Fixed price of $70.90 settled against WTI  January 2009 to 569
NYMEX average monthly closings December 2009

Total swaps not designated as cash flow hedges $ (1,772)

Cash Flow

Hedges:

Crude Oil Swap 5,000 BBL Fixed price of $66.20 settled against WTI  January 2008 to (1,612)
NYMEX average monthly closings December 2008

Ethane Swap 5,000 BBL Fixed price of $27.30 settled against Mt. ~ January 2008 to (773)
Belvieu Purity Ethane average monthly December 2008
postings

Iso butane Swap 1,000 BBL Fixed price of $75.90 settled against Mt.  January 2008 to March ©)
Belvieu Non-TET Iso butane average 2008
monthly postings

Normal Butane 2,000 BBL Fixed price of $75.06 settled against Mt.  January 2008 to March (19)

Swap Belvieu Non-TET normal butane average 2008
monthly postings

Natural Gasoline 3,000 BBL Fixed price of $87.31 (Jan-Mar) and  January 2008 to June (38)

Swap $85.10 (Apr-June) settled against Mt. 2008
Belvieu Non-TET natural gasoline
average monthly postings.

Crude Oil Swap 1,000 BBL Fixed price of $70.45 settled against WTT  January 2009 to (194)
NYMEX average monthly closings December 2009

Crude Oil Swap 2,000 BBL Fixed price of $69.15 settled against WTI  January 2010 to (337)
NYMEX average monthly closings December 2010

Crude Oil Swap 3,000 BBL Fixed price of $72.25 settled against WTI  January 2010 to 412
NYMEX average monthly closings December 2010

Total swaps designated as cash flow hedges $ (3.394)
Total net fair value of derivatives $ (5.166)

On all transactions where the Company is exposed to counterparty risk, the Company analyzes the
counterparty’s financial condition prior to entering into an agreement, and has established a maximum credit limit
threshold pursuant to its hedging policy, and monitors the appropriateness of these limits on an ongoing basis. The
Company has incurred no losses associated with the counterparty non-performance on derivative contracts.

As a result of the Prism Gas acquisition, the Company is exposed to the impact of market fluctuations in
the prices of natural gas, natural gas liquids (“NGLs”) and condensate as a result of gathering, processing and sales
activities. Prism Gas gathering and processing revenues are earned under various contractual arrangements with gas
producers. Gathering revenues are generated through a combination of fixed-fee and index-related arrangements.
Processing revenues are generated primarily through contracts which provide for processing on percent-of-liquids
(POL) and percent-of-proceeds (POP) basis. Prism Gas has entered into hedging transactions through 2010 to
protect a portion of its commodity exposure from these contracts. These hedging arrangements are in the form of
swaps for crude oil, natural gas, ethane, iso butane, normal butane and natural gasoline.
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Based on estimated volumes, as of December 31, 2007, Prism Gas had hedged approximately 77%, 24%,
and 17% of its commodity risk by volume for 2008, 2009, and 2010, respectively. The Company anticipates
entering into additional commodity derivatives on an ongoing basis to manage its risks associated with these market
fluctuations, and will consider using various commodity derivatives, including forward contracts, swaps, collars,
futures and options, although there is no assurance that the Company will be able to do so or that the terms thereof
will be similar to the Company’s existing hedging arrangements. In addition, the Company will consider derivative

Hedging Arrangements in Place

As of December 31, 2007
Year Commodity Hedged Volume Type of Derivative Basis Reference
2008 Condensate & Natural Gasoline 5,000 BBL/Month Crude Oil Swap ($66.20) NYMEX
2008 Natural Gas 30,000 MMBTU/Month  Natural Gas Swap ($8.12) Houston Ship Channel
2008 Ethane 5,000 BBL/Month Ethane Swap ($27.30) Mt. Belvieu
2008 Natural Gasoline 3,000 BBL/Month Crude Oil Swap ($70.75) NYMEX
2008 Iso Butane 1,000 BBL/Month Iso Butane Swap ($75.90) Mt. Belvieu (Non-TET)
2008 Normal Butane 2,000 BBL/Month Normal Butane Swap ($75.06)  Mt. Belvieu (Non-TET)
2008 Natural Gasoline 3,000 BBL/Month Natural Gasoline Swap ($87.31) Mt. Belvieu (Non-TET)
2008 Natural Gasoline 3,000 BBL/Month Natural Gasoline Swap ($85.10) Mt. Belvieu (Non-TET)
2009 Condensate & Natural Gasoline 3,000 BBL/Month Crude Oil Swap ($69.08) NYMEX
2009 Natural Gasoline 3,000 BBL/Month Crude Oil Swap ($70.90) NYMEX
2009 Condensate 1,000 BBL/Month Crude Oil Swap ($70.45) NYMEX
2010 Condensate 2,000 BBL/Month Crude Oil Swap ($69.15) NYMEX
2010 Natural Gasoline 3,000 BBL/Month Crude Oil Swap ($72.25) NYMEX

The Company’s principal customers with respect to Prism Gas’ natural gas gathering and processing are
large, natural gas marketing services, oil and gas producers and industrial end-users. In addition, substantially all of
the Company’s natural gas and NGL sales are made at market-based prices. The Company’s standard gas and NGL
sales contracts contain adequate assurance provisions which allows for the suspension of deliveries, cancellation of
agreements or continuance of deliveries to the buyer unless the buyer provides security for payment in a form
satisfactory to the Company.

(12)  Public Equity Offering

In May 2007, the Company completed a public offering of 1,380,000 common units at a price of $42.25 per
common unit, before the payment of underwriters’ discounts, commissions and offering expenses (per unit value is
in dollars, not thousands). Following this offering, the common units represented a 64.3% limited partnership
interest in the Company. Total proceeds from the sale of the 1,380,000 common units, net of underwriters’
discounts, commissions and offering expenses were $55,933. The General Partner contributed $1,190 in cash to the
Company in conjunction with the issuance in order to maintain its 2% general partner interest in the Company. The
net proceeds were used to pay down revolving debt under the Company’s credit facility and to provide working
capital.

A summary of the proceeds received from these transactions and the use of the proceeds received therefrom
is as follows (all amounts are in thousands):

Proceeds received:

Sale Of COMMON UNILS ......eiviieiiieieiei ettt ettt et eae s $ 58,305
General partner CONrIDULION .........cc.eevirieriieii ettt ens 1,190
Total proceeds reCeIVEd......c.eiviiiirieiieiieieeeete ettt $59.495
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Use of Proceeds:
UNAEIWITEET™S TEES ...vviiviiiieiieceie ettt ettt ettt et e e eane e $ 2,107
Professional fees and other COSES ........cocvviriiiiiiiiiiniiinececceee 265
Repayment of debt under revolving credit facility ..........cccceeveveeenienieciieieeee. 55,850
WOTKING CAPILAL ...ttt sttt ettt 1,273
Total USE Of PrOCEEAS ......eeveenieiiieiiieieete ettt $ 59,495

In January 2006, the Partnership completed a public offering of 3,450,000 common units at a price of
$29.12 per common unit, before the payment of underwriters’ discounts, commissions and offering expenses (per
unit value is in dollars, not thousands). Following this offering, the common units represented a 61.6% limited
partnership interest in the Partnership. Total proceeds from the sale of the 3,450,000 common units, net of
underwriters’ discounts, commissions and offering expenses were $95,272. The Partnership’s general partner
contributed $2,050 in cash to the Partnership in conjunction with the issuance in order to maintain its 2% general
partner interest in the Partnership. The net proceeds were used to pay down revolving debt under the Partnership’s
credit facility and to provide working capital.

A summary of the proceeds received from these transactions and the use of the proceeds received therefrom
is as follows (all amounts are in thousands):

Proceeds received:

Sale Of COMMON UNILS ......oivviieiiieiiieicie ettt ae s $100,464
General partner CONtIrIbULION .........cuevieiierieeie et 2,050

Total proceeds reCeIVEd .......couiiruiiiiiiiiiieieeieee ettt $102,514

Use of Proceeds:

UNAEIWIILET™S TEES ...ttt ettt ettt ereeaeennean $ 4,521
Professional fees and other COSES ........oooiiiiiiiiiiieiiie e 671
Repayment of debt under revolving credit facility ...........ccoceveeiieiiiienieiicee 62,000
WOrking Capital ..........ccveciieiieieieieie ettt 35,322

Total USE Of PIOCEEAS ...c.vvevvieeiiieiiiieieeie ettt ettt eeees $102,514

(13) COMMITMENTS AND CONTINGENCIES

From time to time, the Company is subject to various claims and legal actions arising in the ordinary course of
business. In the opinion of management, the ultimate disposition of these matters will not have a material adverse
effect on the Company.

In addition to the foregoing, as a result of a routine inspection by the U.S. Coast Guard of our tug Martin
Explorer at the Freeport Sulfur Dock Terminal in Tampa, Florida, we have been informed that an investigation has
been commenced concerning a possible violation of the Act to Prevent Pollution from Ships, 33 USC 1901, et. seq.,
and the MARPOL Protocol 73/78. In connection with this matter, two of our employees were served with grand jury
subpoenas during the fourth quarter of 2007. We are cooperating with the investigation and, as of the date of this
report, no formal charges, fines and/or penalties have been asserted against us.
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Adjusted EBITDA Reconciliation (in thousands) 2003 2004 2005 2006 2007

Net income $11,981 $12,326 $13,880 $22,243 $ 24,939
Adjustments to reconcile net income to adjusted EBITDA:
Interest expense 2,001 3,326 6,909 12,466 14,533
Debt prepayment premium — — — 1,160 —
Equity in earnings of unconsolidated entities (2,801) (912) (1,591) (8,547)  (10,941)
Depreciation and amortization 4,765 8,766 12,642 17,597 23,442
EBITDA $15,946 $23,506 $31,840 $44,919 $ 51,973
Distributions in-kind from equity investments — — 1,115 8,311 9,337
Distributions from unconsolidated entities 3,564 — 231 541 1,523
Return of investments from unconsolidated entities — 1,980 466 433 1,952
Non-cash derivatives (gain) loss — — (555) (389) 3,904
(Gain) Loss on disposition or sale of property, plant and equipment (3) 48 (37) (231) (703)
(Gain) Loss on involuntary conversion of property, plant and equipment (589) — — (3,125) —
Adjusted EBITDA $18,918 $25,534 $33,060 $50,459 $ 67,986

Distributable Cash Flow Reconciliation (in thousands)

Net income $11,981 $12,326 $13,880 $22,243 $ 24,939

Adjustments to reconcile net income to distributable cash flow:
Depreciation and amortization 4,765 8,766 12,642 17,597 23,442
Amortization of deferred debt issue costs 486 886 600 1,040 1,233
Deferred income taxes — — — — (149)
Distribution equivalents from unconsolidated entities 3,664 1,980 1,812 9,285 12,812
Invested cash in unconsolidated entities — — (322) 767 1,338
Equity in earnings of unconsolidated entities (2,801) (912) (1,591) (8,547)  (10,941)
Non-cash derivatives (gain) loss — — (555) (389) 3,904
Maintenance capital expenditures, excluding hurricane-related items (2,773) (5,182) (5,100) (7,732) = (10,342)
(Gain) Loss on disposition or sale of property, plant and equipment — — — — (703)
(Gain) Loss on involuntary conversion of property, plant and equipment (589) — — (3,125) —
Repayment of debt — — (291) — —
Debt prepayment premium — — — 1,160 —
Insurance proceeds 744 — — — —
Other — 162 58 (159) 46

Distributable Cash Flow $15,377 $18,026 $21,133 $32,140 $ 45,579
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