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DEFINITIONS
We use the following terms in this report:
Barrel: One barrel of petroleum products equals 42 United States gallons.
Bpd: Barrels per day.
Common carrier pipeline: A pipeline engaged in the transportation of petroleum products as a public utility and common carrier for hire.
Feedstock: A raw material required for an industrial process such as petrochemical manufacturing.
Finished asphalt products : As used herein, the term refers to liquid asphalt cement sold directly to end users and to asphalt emulsions, asphalt cutbacks,
polymer modified asphalt cement and related asphalt products processed using liquid asphalt cement. The term is also used to refer to various residual fuel oil
products directly sold to end users.
Liquid asphalt: A dark brown to black cementitious material that is primarily produced by petroleum distillation. When crude oil is separated in distillation
towers at a refinery, the heaviest hydrocarbons with the highest boiling points settle at the bottom. These tar-like fractions, called residuum, require relatively little
additional processing to become products such as liquid asphalt cement or residual fuel oil. Liquid asphalt cement is primarily used in the road construction and
maintenance industry. Residual fuel oil is primarily used as a burner fuel in numerous industrial and commercial business applications. As used herein, the term
refers to both liquid asphalt cement and residual fuel oils.
Midstream: The industry term for the components of the energy industry in between the production of oil and gas (upstream) and the distribution of refined
and finished products (downstream).
Preferred Units: Series A Preferred Units representing limited partnership interests in our partnership.
Terminalling: The receipt of crude oil and petroleum products for storage into storage tanks and other appurtenant equipment, including pipelines, where the
crude oil and petroleum products will be commingled with other products of similar quality; the storage of the crude oil and petroleum products; and the delivery
of the crude oil and petroleum products as directed by a distributor into a truck, vessel or pipeline.
Throughput: The volume of product transported or passing through a pipeline, plant, terminal or other facility.
ii
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PART I.
As used in this annual report, unless we indicate otherwise: (1) “Blueknight Energy Partners,” “our,” “we,” “us” and similar terms refer to Blueknight
Energy Partners, L.P. , together with its subsidiaries, (2) our “General Partner” refers to Blueknight Energy Partners G.P., L.L.C., (3) “Ergon” refers to Ergon, Inc.,
its affiliates and subsidiaries (other than our General Partner and us), (4) “Vitol” refers to Vitol Holding B.V., its affiliates and subsidiaries and (5) “Charlesbank”
refers to Charlesbank Capital Partners, LLC, its affiliates and subsidiaries.
Forward-Looking Statements
This report contains “forward-looking statements” within the meaning of the federal securities laws. Statements included in this annual report that are not
historical facts (including any statements regarding plans and objectives of management for future operations or economic performance, or assumptions or
forecasts related thereto) are forward-looking statements. These statements can be identified by the use of forward-looking terminology including “may,” “will,”
“should,” “believe,” “expect,” “intend,” “anticipate,” “estimate,” “continue” 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 forward-looking statements.
Such forward-looking statements are subject to various risks and uncertainties that could cause actual results to differ materially from those anticipated as
of the date of this report. Although we believe that the expectations or assumptions reflected in these forward-looking statements are based on reasonable
assumptions, no assurance can be given that these expectations will prove to be correct. Important factors that could cause our actual results to differ materially
from the expectations reflected in these forward-looking statements include, among other things, those set forth in “Item 1A-Risk Factors,” included in this annual
report, and those set forth from time to time in our filings with the Securities and Exchange Commission (“SEC”), which are available through the Investors - SEC
Filings page at www.bkep.com and through the SEC’s Electronic Data Gathering and Retrieval System (“EDGAR”) at www.sec.gov.
All forward-looking statements included in this report are based on information available to us on the date of this report. We undertake no obligation to
publicly update or revise any forward-looking statement, whether as a result of new information, future events or otherwise. All subsequent written and oral
forward-looking statements attributable to us or persons acting on our behalf are expressly qualified in their entirety by the cautionary statements contained
throughout this report.
Item 1.

Business.

Overview
We are a publicly traded master limited partnership with operations in 27 states. We provide integrated terminalling, gathering and transportation services for
companies engaged in the production, distribution and marketing of liquid asphalt and crude oil. We manage our operations through four operating segments: (i)
asphalt terminalling services, (ii) crude oil terminalling services, (iii) crude oil pipeline services and (iv) crude oil trucking services. On April 24, 2018, the
Partnership sold the producer field services business. As a result of the sale of the producer field services business, the Partnership changed the name of the crude
oil trucking and producer field services operating segment to crude oil trucking services during the second quarter of 2018. See Note 8 to our consolidated financial
statements for additional information.
Our Operations
We were formed as a Delaware limited partnership in 2007 to own, operate and develop a diversified portfolio of complementary midstream energy
assets. Our operating assets are owned by, and our operations are conducted through, our subsidiaries. Our General Partner has sole responsibility for conducting
our business and for managing our operations. On October 5, 2016, Ergon purchased 100% of the outstanding voting stock of Blueknight GP Holding, L.L.C.,
which owns 100% of the capital stock of our General Partner, pursuant to a Membership Interest Purchase Agreement dated July 19, 2016, among CB-Blueknight,
LLC (“CBB”), an indirect wholly-owned subsidiary of Charlesbank, Blueknight Energy Holding, Inc. (“BEHI”), an indirect wholly-owned subsidiary of Vitol, and
Ergon Asphalt Holdings, LLC, a wholly-owned subsidiary of Ergon (the “Ergon Change of Control”). In conjunction with the Ergon Change of Control, Ergon
contributed nine asphalt facilities plus $22.1 million in cash in return for total consideration of approximately $144.7 million, which consisted of the issuance of
18,312,968 Preferred Units in a private placement. We also repurchased 6,667,695 Preferred Units from each of Vitol and Charlesbank in a private placement for
an aggregate purchase price of approximately $95.3 million. Vitol and
1
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Charlesbank each retained 2,488,789 Preferred Units upon completion of these transactions. In addition, Ergon acquired an aggregate of $5.0 million of common
units for cash in a private placement, pursuant to a Contribution Agreement between us, Blueknight Terminal Holding, L.L.C. and three indirect wholly-owned
subsidiaries of Ergon.
Our General Partner has no business or operations other than managing our business. In addition, outside of its investment in us, our General Partner owns no
assets or property other than a minimal amount of cash, which has been distributed by us to our General Partner in respect of its interest in us. Our partnership
agreement imposes no additional material liabilities upon our General Partner or obligations to contribute to us other than those liabilities and obligations imposed
on general partners under the Delaware Revised Uniform Limited Partnership Act.
The following diagram depicts our organizational structure, including our relationship with our affiliates and subsidiaries, as of March 11, 2019 :

2
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Our Strengths and Strategies
Strategically placed assets . We own and operate a diversified portfolio of complementary midstream energy assets that includes approximately 8.8 million
barrels of liquid asphalt storage located at 53 terminals in 26 states which we believe are well positioned to provide services in the market areas they serve
throughout the continental United States. Our primary crude oil terminalling facilities are located within the Cushing Interchange in Cushing, Oklahoma, one of the
largest crude oil marketing hubs in the United States and the designated point of delivery specified in all New York Mercantile Exchange (“NYMEX”) crude oil
futures contracts. We believe that the Cushing Interchange will continue to serve as one of the largest crude oil marketing hubs in the United States. In addition, we
have approximately 646 miles of strategically positioned gathering and transportation pipelines, primarily located in Oklahoma.
Growth opportunities. Ergon has indicated that it views us as a vehicle of growth in the midstream sector. We cannot say with any certainty whether or not
Ergon will pursue future acquisition or expansion opportunities in the midstream energy space with us, or if we will choose to pursue any such opportunity Ergon
presents.
Experienced management team . Our General Partner has an experienced and knowledgeable management team with extensive experience in the energy
industry. We expect to directly benefit from this management team’s strengths, including significant relationships throughout the energy industry with customers
of our asphalt terminalling services and with producers, marketers and refiners of crude oil.
Our relationship with Ergon . Ergon owns our General Partner and therefore controls our operations. Ergon is a privately held company formed in 1954 and
is based in Jackson, Mississippi, with over 3,000 employees globally. Ergon and its subsidiaries are engaged in a wide range of operations that are categorized into
seven primary business segments: Refining & Marketing, Asphalt & Emulsions, Midstream & Logistic, Specialty Chemicals, Construction and Real Estate and
Corporate & Other. This relationship may provide us with additional capital sources for future growth as well as increased opportunities to provide terminalling,
gathering and transportation services. While this relationship may benefit us, it may also be a source of potential conflicts. Ergon is not restricted from competing
with us and may acquire, construct or dispose of additional assets in the future without any obligation to offer us the opportunity to purchase or construct those
assets.
Industry Overview
Asphalt Industry
We provide asphalt terminalling services to marketers and distributors of liquid asphalt and asphalt-related products. We do not take title to the product. We
lease certain facilities for operation by our customers and at some facilities we process, blend and manufacture products to meet our customers’ specifications. Our
terminal network consists of 53 facilities located coast-to-coast throughout the United States.
Liquid asphalt, which includes liquid asphalt cement and residual fuel oils, is one of the oldest engineering materials. Liquid asphalt’s adhesive and
waterproofing properties have been used for building structures, waterproofing ships, mummification and numerous other applications.
Production of liquid asphalt begins with the refining of crude oil. When crude oil is separated in distillation towers at a refinery, the heaviest hydrocarbons
with the highest boiling points settle at the bottom. These tar-like fractions, called residuum, require relatively little additional processing to become products such
as liquid asphalt cement or residual fuel oil. Liquid asphalt production typically represents only a small portion of the total product production in the crude oil
refining process. The liquid asphalt produced by petroleum distillation can be sold by the refinery either directly into the wholesale and retail liquid asphalt markets
or to a liquid asphalt marketer.
In its normal state, liquid asphalt is too viscous to be used at ambient temperatures. For paving applications, asphalt can be heated (hot mix asphalt), diluted or
cut back with petroleum solvents (cutback asphalts), or emulsified in a water base with emulsifying chemicals by a colloid mill (asphalt emulsions). Hot mix
asphalt is produced by mixing hot asphalt cement and heated aggregate (stone, sand and/or gravel). The hot mix asphalt is loaded into trucks for transport to the
paving site, where it is placed on the road surface by paving machines and compacted by rollers. Hot mix asphalt is used for new construction, reconstruction and
for thin maintenance overlay on existing roads.
Asphalt emulsions and cutback asphalts are used for a variety of applications, including spraying as a tack coat between an old pavement and a new hot mix
asphalt overlay, cold mix pothole patching material and preventive maintenance surface applications such as chip seals. Asphalt emulsions are also used for fog
seal, slurry seal, scrub seal, sand seal and
3
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microsurfacing maintenance treatments, warm mix emulsion/aggregate mixtures, base stabilization and both central plant and in-place recycling. Asphalt
emulsions and cutback asphalts are generally sold directly to government agencies but are also sold to contractors.
The asphalt industry in the United States is characterized by a high degree of seasonality. Much of this seasonality is due to the impact that weather conditions
have on road construction schedules, particularly in cold weather states. Refineries produce liquid asphalt year-round, but the peak asphalt demand season is during
the warm weather months when most of the road construction activity in the United States takes place. Liquid asphalt marketers and finished asphalt product
producers with access to storage capacity possess the inherent advantage of being able to purchase supply from refineries on a year-round basis and then sell
finished asphalt products in the peak summer demand season.
Crude Oil Industry
We provide crude oil gathering, marketing, transportation and terminalling services to producers, marketers and refiners of crude oil products. The market we
serve, which begins at the source of production and extends to the point of distribution to the end user customer, is commonly referred to as the “midstream”
market. Our crude oil operations are located primarily in Oklahoma and Kansas, where there are extensive crude oil production operations in place, and our assets
extend from gathering systems and trucking networks in and around producing fields to transportation pipelines carrying crude oil to logistics hubs, such as the
Cushing Interchange, where we have terminalling facilities that aid our customers in managing their crude oil.
Gathering, marketing and transportation . Pipeline transportation is generally considered the lowest cost and safest method for shipping crude oil and refined
petroleum products to other locations. Crude oil pipelines transport oil from the wellhead to logistics hubs and/or refineries. Logistics hubs like the Cushing
Interchange provide storage and connections to other pipeline systems and other modes of transportation, such as truck, railroad, barge and tanker ship. Vessels and
railroads provide additional transportation capabilities for shipping crude oil between gathering storage systems, pipelines, terminals and end users. Vessel
transportation is typically a cost-efficient mode of transportation that allows for the ability to transport large volumes of crude oil over long distances.
Trucking complements pipeline gathering systems by gathering crude oil from operators at remote wellhead locations not served by pipeline gathering
systems. Trucks can also be used to transport crude oil to aggregation points and storage facilities, which are generally located along pipeline gathering and
transportation systems. Trucking is generally limited to low-volume, short-haul movements where other alternatives to pipeline transportation are unavailable.
Trucking costs escalate sharply with distance, making trucking the most expensive mode of crude oil transportation. Despite being small in terms of both volume
per shipment and distance, trucking is an essential component of the oil distribution system.
Terminalling . Terminalling facilities complement the crude oil pipeline gathering and transportation systems. Terminals are facilities where crude oil is
transferred to or from a storage facility or transportation system, such as a gathering pipeline, to another transportation system, such as trucks or another pipeline.
Terminals play a key role in moving crude oil to end users such as refineries by providing storage and inventory management and distribution.
Terminalling assets generate revenues through a combination of storage and throughput charges to third parties. Storage fees are generated when tank capacity
is provided to third parties. Terminalling fees, also referred to as throughput fees, are generated when a terminal receives crude oil from a shipper and redelivers it
to another shipper. Both storage fees and terminalling fees are earned from pipeline operators, refiners, gatherers and traders that need segregated storage, traders
who make or take delivery under NYMEX contracts, and producers and marketers who seek to increase their marketing alternatives.
Overview of the Cushing Interchange . The Cushing Interchange, located in Cushing, Oklahoma, is one of the largest crude oil marketing hubs in the United
States and the designated point of delivery specified in NYMEX crude oil futures contracts. As the NYMEX delivery point and a cash market hub, the Cushing
Interchange serves as the primary source of refinery feedstock for Midwest refiners and plays an integral role in establishing and maintaining markets for many
varieties of foreign and domestic crude oil. The following table lists certain of the entities with incoming pipelines connected to the Cushing Interchange, the
proprietary terminals within the complex and outgoing pipelines from the Cushing Interchange for delivery throughout the United States:
4
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Incoming Pipelines
to Cushing Interchange

Cushing Interchange
Terminals

Blueknight Energy Partners, L.P. Basin Pipeline
Blueknight Energy Partners, L.P. ConocoPhillips
System
Deeprock Energy Resources LLC Enbridge Inc.
BP p.l.c. Centurion Pipeline, L.P. Enbridge Inc.
Enterprise Products Partners L.P.
Enterprise Products Partners L.P. Magellan Midstream
Kinder Morgan, Inc.
Partners, L.P. NGL Energy Partners, L.P.
Magellan Midstream Partners, L.P.
Plains All American Pipeline, L.P.
NGL Energy Partners, L.P.
SemGroup Corporation
Plains All American Pipeline, L.P.
Energy Transfer Partners
SemGroup Corporation
Pony Express Pipeline
Energy Transfer Partners
TransCanada Corp.
TransCanada Corp.
White Cliffs Pipeline, LLC

Outgoing Pipelines from Cushing
Interchange
Blueknight Energy Partners, L.P.
BP p.l.c.
Centurion Pipeline, L.P. ConocoPhillips Diamond
Pipeline, LLC Marathon Pipe Line, LLC Magellan
Midstream Partners, L.P.
NGL Energy Partners, L.P.
Osage Pipeline Company, LLC
Plains All American Pipeline, L.P.
SemGroup Corporation
Seaway Crude Pipeline Company LLC Energy
Transfer Partners
TransCanada Corp.

With our pipeline and terminalling infrastructure, we have the ability to receive and/or deliver, directly or indirectly, to almost all pipelines and terminals
within the Cushing Interchange.
Residual Fuel Oil Industry
Like liquid asphalt, residual fuel oil is another by-product of the crude oil distillation process. Residual fuel oil is primarily used as a burner fuel in numerous
industrial and commercial applications, including the utility industry, the shipping and paper industry, steel mills, tire manufacturing and food processors.
The residual fuel oil industry in the United States is characterized by a high degree of seasonality, with much of the seasonality driven by the impact of
weather on the need to produce power for heating and cooling applications. The residual fuel oil market is largely a commodity market with price functioning as
the primary decision-making criterion. However, many customers have unique product specifications driven by their particular business applications that require
the blending of various components to meet those specifications.
Residual fuel oil is purchased from a variety of refiners by our customers and transported to our terminalling facilities via numerous transportation methods,
including truck, railroad, barge, and tanker ship. Some of our customers use our asphalt assets to service their residual fuel oil business.
Asphalt Terminalling Services
With approximately 8.8 million barrels of asphalt cement storage capacity, we are able to provide our customers the ability to effectively manage their liquid
asphalt inventories while allowing significant flexibility in their processing and marketing activities. As of March 1, 2019 , we have 53 terminals located in 26
states and, as such, are well-positioned to provide asphalt terminalling services in the market areas we serve throughout the continental United States.
We serve the asphalt industry by providing our customers access to their market areas through a combination of leasing our liquid asphalt facilities and
providing terminalling services at certain facilities. We generate revenues by charging a fee for the lease of a facility or for services provided as asphalt products
are terminalled in our facilities.
As of March 1, 2019 , we have leases and storage agreements relating to all of our 53 asphalt facilities. These agreements have, on average, approximately
four years remaining under their terms. Six of the agreements expire by the end of 2019, and the remaining agreements expire at varying times thereafter, including
23 that expire in 2023 . We may not be able to extend, renegotiate or replace these contracts when they expire and the terms of any renegotiated contracts may not
be as favorable as the contracts they replace. We operate the asphalt facilities that are contracted by storage, throughput and handling agreements, while our
contract counterparties operate the asphalt facilities that are subject to lease agreements.
At facilities where we have storage contracts, we receive, store and/or process our customer’s asphalt products until we deliver those products to our
customers or other third parties. Our asphalt assets include the logistics assets, such as docks and rail spurs and the piping and pumping equipment necessary to
facilitate the unloading of liquid asphalt into our terminalling and storage facilities, as well as the processing and manufacturing equipment required for the
processing of asphalt emulsions,
5
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asphalt cutbacks, polymer modified asphalt cement and other related finished asphalt products. After initial unloading, the liquid asphalt is moved via heat-traced
pipe into storage tanks. Those tanks are insulated and contain heating elements that allow the liquid asphalt to be stored in a heated state. The liquid asphalt can
then be directly sold by our customers to end users or used as a raw material for the processing of asphalt emulsions, asphalt cutbacks, polymer modified asphalt
cement and related finished asphalt products that we process in accordance with the formulations and specifications provided by our customers. Depending on the
product, the processing of asphalt entails combining asphalt cement and various other products such as emulsifying chemicals and polymers to achieve the desired
specification and application requirements.
At leased facilities, our customers conduct the operations at the asphalt facility, including the storage and processing of asphalt products, and we collect a
monthly rental fee relating to the lease of such facility. Generally, under the terms of those leases, (i) title to the asphalt, raw materials or finished asphalt products
received, unloaded, stored or otherwise handled at such asphalt facility is in the name of the lessee; (ii) the lessee is responsible for complying with environmental,
health, safety, transportation and security laws; (iii) the lessee is required to obtain and maintain necessary permits, licenses, plans, approvals or other such
authorizations and is responsible for insuring such asphalt facility; and (iv) most routine maintenance and repairs of such asphalt facility are the responsibility of
the lessee.
We do not take title to, or have marketing responsibility for, the liquid asphalt product that we terminal. As a result, our asphalt operations have minimal direct
exposure to changes in commodity prices, but the volumes of liquid asphalt we terminal are indirectly affected by commodity prices.
The following table provides an overview of our asphalt facilities as of March 1, 2019 :
Location

Number of Facilities

Total Tankage
(in thousands of bbls) (1)

Alabama

1

295

Arizona

1

66

Arkansas

1

21

California

1

66

Colorado

4

401

Georgia

2

192

Idaho

1

285

Illinois

2

232

Indiana

1

156

Kansas

5

662

Missouri

3

662

Mississippi

1

202

Montana

1

123

Nebraska

1

292

New Jersey

1

459

Nevada

1

280

North Carolina

1

243

Ohio

1

38

Oklahoma

7

1,420

Pennsylvania

1

59

Tennessee

4

770

Texas

4

248

Utah

2

300

Virginia

2

635

Washington

3

468

Wyoming

1

220

Total
_______________

53

8,795

(1)

Total tankage refers to the approximate total capacity of all tanks.

6

Table of Contents
Our asphalt assets range in age from one year to over 50 years, and we expect that our storage tanks and related assets will have an average remaining life in
excess of 20 years.
Significant Customers. For the year ended December 31, 2018 , Ergon accounted for at least 40% but not more than 45% of our total asphalt terminalling
services revenue. Associated Asphalt and Delek US Holdings, Inc. each accounted for at least 10% but not more than 15% of asphalt terminalling services
revenue in 2018 . The loss of any of those customers could have a material adverse effect on our business, cash flows and results of operations. No other customer
accounted for more than 10% of our asphalt terminalling services revenue during 2018 . As of March 1, 2019 , we have storage, throughput and handling
agreements or operating leases with Ergon for 23 of our asphalt facilities. For more information regarding the Ergon agreements, please see “Item 13-Certain
Relationships and Related-Party Transactions, and Director Independence-Agreements with Related Parties and Affiliates.”
Crude Oil Terminalling Services
With approximately 6.9 million barrels of above-ground crude oil terminalling facilities, we are able to provide our customers with the ability to effectively
manage their crude oil inventories and enhance flexibility in their marketing and operating activities. Our crude oil terminalling assets are located throughout our
core operating areas, with the majority of our crude oil terminalling assets strategically located at the Cushing Interchange.
Our crude oil terminalling assets receive crude oil products from pipelines or trucks, including those owned by us, and distribute those products to interstate
common carrier pipelines and regional independent refiners, among other third parties. Our crude oil terminals derive most of their revenues from terminalling
fees charged to customers.
As of March 11, 2019 , we have approximately 5.7 million barrels of crude oil storage under service contracts, including 3.5 million barrels of crude oil
storage contracts that expire in 2019. The remaining terms on the service contracts range from 4 months to 34 months. Storage contracts with Vitol represent 2.9
million barrels of crude oil storage capacity under contract, and an additional 0.5 million barrels are under an intercompany contract. We may not be able to extend,
renegotiate or replace these contracts when they expire and the terms of any renegotiated contracts may not be as favorable as the contracts they replace.
The table below sets forth the total average barrels stored at and delivered out of our Cushing terminal in each of the periods presented, and the total storage
capacity at our Cushing terminal and at our other terminals at the end of such periods:
Year ended December 31,
2017

2018

(in thousands)
Average crude oil barrels stored per month at our Cushing terminal

5,413

1,275

41

48

6,600

6,600

337

322

Average crude oil delivered (Bpd) to our Cushing terminal
Total storage capacity at our Cushing terminal (barrels at end of period)
Total other storage capacity (barrels at end of period)

The following table outlines the location of our crude oil terminals and their storage capacities and number of tanks as of December 31, 2018 :
Storage Capacity
(thousands of barrels)

Location
Cushing, Oklahoma
Other (1)
Total
_______________
(1)

Number of
Tanks

6,600

34

322

111

6,922

145

Consists of miscellaneous storage tanks located at various points along our pipeline systems.

Cushing Terminal . One of our principal assets is our Cushing terminal, which is located within the Cushing Interchange in Cushing, Oklahoma. Currently,
we own and operate 34 crude oil storage tanks with approximately 6.6 million barrels of storage capacity at this location. We own approximately 50 additional
acres of land within the Cushing Interchange that is available for future expansion.
7
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Our Cushing terminal was constructed over the last 50 years and has an expected remaining life of at least 20 years. Over 90% of our total storage capacity in
our Cushing terminal has been built since 2002. We estimate that our storage tanks have a weighted average age of 15 years.
The design and construction specifications of our storage tanks meet or exceed the minimums established by the American Petroleum Institute (“API”). Our
storage tanks also undergo regular maintenance inspection programs that are more stringent than established governmental guidelines. We believe that these design
specifications and inspection programs will result in lower future maintenance capital costs.
A key attribute of our Cushing terminal is that through our pipeline interface, we have access and connectivity to almost all of the terminals located within the
Cushing Interchange. This connectivity is important because it provides us the ability to deliver to virtually any customer within the Cushing Interchange.
Our Cushing terminal can receive crude oil from our Mid-Continent pipeline system as well as other terminals owned by Magellan Midstream Partners,
Enterprise Products Partners, Sunoco Logistics Partners, Plains All American Pipeline, L.P., Seaway Crude Pipeline Company, LLC, Enbridge Inc., SemGroup
Corporation, Deeprock Energy Resources, LLC as well as truck stations. Our Cushing terminal’s pipeline connections to major markets in the Mid-Continent
region provide our customers with marketing flexibility. Our Cushing terminal can deliver crude oil via pipeline and, in the aggregate, is capable of receiving
and/or delivering approximately 350,000 Bpd of crude oil.
Significant Customers . For the year ended December 31, 2018 , Vitol accounted for at least 25% but not more than 30% of our total crude oil terminalling
revenue, and Citigroup Energy, Inc. and Sunoco Logistics Partners LP each accounted for at least 20% but not more than 25% of our total crude oil terminalling
revenue. The loss of any of these customers could have a material adverse effect on our business, cash flows and results of operations. No other customer
accounted for more than 10% of our crude oil terminalling revenue during 2018 .
Crude Oil Pipeline Services
We own and operate a crude oil transportation system in the Mid-Continent region of the United States with a total length of approximately 646 miles. In
addition, we purchase crude oil at production leases in Oklahoma, and we market those barrels primarily at the Cushing Interchange.

System

Asset Type

Mid-Continent

Gathering and transportation pipelines

Average
Average
Throughput for
Throughput for
Approximate
Year Ended
Year Ended
Pipe
Length
December 31, 2017 December 31, 2018 Diameter
(miles)
(Bpd)
(Bpd)
Range
646

21,931

24,967

4” to 20”

Mid-Continent Pipeline System . Our Mid-Continent pipeline system provides access to our Cushing terminal and other storage facilities. Our Mid-Continent
pipeline system consists of approximately 646 miles of various sized pipeline, and has a capacity of approximately 50,000 Bpd. The majority of the Mid-Continent
pipeline system is located in Oklahoma. Crude oil delivered into the Oklahoma portion of our Mid-Continent pipeline system is transported to our Cushing
terminal or delivered to local area refiners. The Mid-Continent pipeline system also includes an approximately 35-mile gathering and transportation system in the
Texas Panhandle near Dumas, Texas. Crude oil collected through the Texas Panhandle portion of our Mid-Continent system is transported by pipeline to a station
where it is then delivered to market via tanker truck.
The Mid-Continent pipeline system was constructed in various stages beginning in the 1940s, and we believe it has a remaining life of at least 20 years. In late
April 2016, as a precautionary measure we suspended service on our Mid-Continent pipeline system due to discovery of a pipeline exposure caused by heavy rains
and the erosion of a riverbed in southern Oklahoma. There was no damage to the pipe and no loss of product. In the second quarter of 2016, we took action to
mitigate the service suspension and worked with customers to divert volumes and, in certain circumstances, transported volumes to a third-party pipeline system
via truck. In addition, the term of the throughput and deficiency agreement on our Eagle pipeline system expired on June 30, 2016, and in July 2016 we completed
a connection of the southeastern-most portion of our Mid-Continent pipeline system to our Eagle pipeline system and concurrently reversed the Eagle pipeline
system. This enabled us to recapture diverted volumes and deliver those barrels to Cushing, Oklahoma. We restored service of the second Oklahoma pipeline
system in July 2018, increasing the transportation capacity of our pipeline systems by approximately 20,000 Bpd. The ability to fully utilize the capacity of these
systems may be impacted by the market price of crude oil and producers’ decisions to increase or decrease production in the areas we serve.
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East Texas Pipeline System . We previously owned and operated the East Texas pipeline system, which is located in Texas. In April 2017, we sold the East
Texas pipeline system. At closing of the sale, we received cash proceeds of approximately $4.8 million and recorded a gain of less than $0.1 million .
Significant Customers . For the year ended December 31, 2018 , BP Products North America, Inc.; Enterprise Crude Pipeline, LLC; Continental Resources,
and Vitol each accounted for at least 10% but not more than 25% of crude oil pipeline services revenue. The loss of any of these customers could have a material
adverse effect on our business, cash flows and results of operations. No other customer accounted for more than 10% of our crude oil pipeline services revenue
during 2018 .
Crude Oil Trucking Services
On April 24, 2018, we sold the producer field services business. As a result of the sale of the producer field services business, the Partnership changed the
name of the crude oil trucking and producer field services operating segment to crude oil trucking services during the second quarter of 2018. See Note 8 to our
consolidated financial statements for additional information.
To complement our pipeline gathering, marketing and transportation business, we use our approximately 60 owned or leased tanker trucks, which have an
average tank size of approximately 200 barrels, to move crude oil to aggregation points, pipeline injection stations and storage facilities. Our tanker trucks moved
an average of 21,000 Bpd and 27,000 Bpd for the years ended December 31, 2017 and 2018 , respectively, from wellhead locations not served by pipeline
gathering systems. The following table outlines the distribution of our trucking assets among our operating areas as of March 11, 2019 :
Number of
Trucks

Location
Oklahoma

40

Kansas

10

Texas

10
60

Total

Significant Customers. For the year ended December 31, 2018 , MV Purchasing, LLC accounted for at least 35% but not more than 40% and Devon Gas
Services, LP accounted for at least 10% but not more than 15% of crude oil trucking services revenue. The loss of either of these customers could have a material
adverse effect on our business, cash flows and results of operations. In addition, approximately 25% of crude oil trucking services revenue for the year ended
December 31, 2018 , were earned by providing services to our crude oil pipeline services segment. No other customer accounted for more than 10% of our crude
oil trucking services revenue during 2018 .
Competition
We compete with national, regional and local liquid asphalt terminalling companies and crude oil gathering, storage and pipeline companies, including the
major integrated oil companies, of widely varying sizes, financial resources and experience. We are subject to competition from other crude oil gathering, pipeline
transportation, terminalling operations and trucking operations that may be able to supply our customers with the same or comparable services on a more
competitive basis.
The asphalt industry is highly fragmented and regional in nature. Participants range in size from major oil companies to small family-owned
businesses. Participants in the asphalt business include refiners such as BP p.l.c., Flint Hills Resources, L.P., CHS, Inc., ExxonMobil Corporation, ConocoPhillips
Co., NuStar Energy L.P., Ergon Refining, Inc., Marathon Petroleum Company LLC, Alon USA LP, Suncor Energy Inc. and Valero Energy Corporation; resellers
such as Associated Asphalt Partners, LLC, Idaho Asphalt Supply, Inc. and Asphalt Materials, Inc.; and large road construction firms such as Old Castle Materials,
Inc. and Colas SA. We compete for asphalt terminalling services with the national, regional and local industry participants as well as with liquid asphalt
terminalling companies, including the major integrated oil companies and a variety of others, such as KinderMorgan Inc., International-Matex Tank Terminals and
Houston Fuel Oil Terminal Company.
With respect to our crude oil gathering and transportation services, our competitors include Enterprise Products Partners L.P., Plains All American Pipeline,
L.P., Magellan Midstream Partners, L.P., Sunoco Logistics Partners L.P. and Rose Rock Midstream Partners, L.P., among others. With respect to our crude oil
terminalling services, our competitors include Magellan Midstream Partners, L.P., Enbridge Inc., Enterprise Products Partners L.P., Plains All American Pipeline,
L.P. and Rose Rock Midstream Partners, L.P., among others. Several of our competitors conduct portions of their operations through publicly
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traded partnerships with structures similar to ours, including Plains All American Pipeline, L.P., Enterprise Products Partners L.P., Sunoco Logistics Partners L.P.,
Magellan Midstream Partners, L.P. and Rose Rock Midstream Partners, L.P. Our ability to compete could be harmed by factors we cannot control, including:
•
•
•

the perception that another company can provide better service;
the availability of crude oil alternative supply points, or crude oil supply points located closer to the operations of our customers; and/or
a decision by our competitors to acquire or construct crude oil midstream assets and provide gathering, transportation or terminalling services in
geographic areas, or to customers, served by our assets and services.

If we are unable to compete effectively with services offered by other midstream enterprises, our financial results and ability to make distributions to our
unitholders may be adversely affected. Additionally, we also compete with national, regional and local companies for asset acquisitions and expansion
opportunities. Some of these competitors are substantially larger than us and have greater financial resources and lower costs of capital than we do.
Pipeline Regulation
We currently do not offer transportation services regulated by the Federal Energy Regulatory Commission (“FERC”). Our pipeline segments are subject to
regulatory enforcement by the U.S. Department of Transportation’s (“DOT”) Pipeline Hazardous Materials Safety Administration (“PHMSA”).
Gathering and Intrastate Pipeline Regulation . All intrastate pipelines in the state of Oklahoma are regulated by the Oklahoma Corporation Commission (the
“OCC”). In the states in which we operate, regulation of crude gathering facilities and intrastate crude pipeline facilities generally includes various safety,
environmental and, in some circumstances, nondiscriminatory take requirements and complaint-based rate regulation.
Pipeline Safety . Our pipelines are subject to state and federal laws and regulations governing design, construction, operation and maintenance of the lines;
qualifications of pipeline personnel; public awareness; emergency response and other aspects of pipeline safety. These laws and regulations are subject to change,
resulting in potentially more stringent requirements and increased costs. Applicable pipeline safety regulations establish minimum safety requirements and, for
pipelines that pose a greater risk to populated areas or environmentally sensitive areas, impose a more rigorous requirement for the implementation of pipeline
integrity management programs for our pipelines. The Pipeline Safety, Regulatory Certainty, and Job Creation Act of 2011 (“Pipeline Safety Act”) was enacted in
January 2012. That legislation increased the maximum civil penalties for pipeline safety administrative enforcement actions; required the DOT to study and report
on the expansion of integrity management requirements, the sufficiency of existing gathering line regulations to ensure safety and the feasibility of leak detection
systems for hazardous liquid pipelines; required pipeline operators to verify their records on maximum allowable operating pressure; and imposed new emergency
response and incident notification requirements. In 2016, the Pipeline Safety Act was reauthorized and amended to add additional construction inspection
requirements, clarify integrity management rules and update federally incorporated standards. On January 23, 2017, PHMSA published a final rule that became
effective on March 24, 2017. This rule amended the Pipeline Safety Act to include, among other provisions, a specific time frame for notifying PHMSA of
accidents and incidents, allowance for PHMSA to recover costs associated with design reviews of new projects, renewal of expiring special permits, processes for
requesting protection of confidential commercial information, changes to the drug and alcohol testing requirements and incorporating consensus standards by
reference for in-line inspection and stress corrosion cracking direct assessment. The states in which we operate pipelines incorporate into their state rules those
federal safety standards for hazardous liquids pipelines contained in Title 49, Part 195 of the Federal Code of Regulations. As a result, the issuance of any new
pipeline safety regulations, including additional requirements for integrity management, is likely to increase the operating costs of our pipelines subject to such
new requirements, and such future costs may be material.
Trucking Regulation . We operate a fleet of trucks to transport crude oil and oilfield materials as a private, contract and common carrier. We are licensed to
perform both intrastate and interstate motor carrier services. As a motor carrier, we are subject to certain safety regulations issued by the DOT. The trucking
regulations cover, among other things, driver operations, maintaining log books, truck manifest preparations, the placement of safety placards on the trucks and
trailer vehicles, drug and alcohol testing, safety of operation and equipment and many other aspects of truck operations. We are also subject to requirements of the
federal Occupational Safety and Health Act, as amended (“OSHA”), with respect to our trucking operations.
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Environmental, Health and Safety Risks
General . Our midstream crude oil gathering, transportation and terminalling operations, as well as our asphalt assets, are subject to stringent federal, state
and local laws and regulations relating to the discharge of materials into the environment or otherwise relating to protection of the environment, health and safety.
Various permits or other authorizations are required under these laws for the operation of our terminals, pipelines and related operations, and may be subject to
revocation, modification and renewal. These laws and regulations may also require notice to stakeholders of proposed and ongoing operations; require the
installation of expensive pollution control equipment; restrict the types, quantities and concentrations of various substances that can be released into the
environment in connection with transporting through pipelines; or establish specific safety and health criteria addressing worker protection. As with liquid asphalt
and midstream industries generally, compliance with current and anticipated environmental laws and regulations increases our overall cost of business, including
our capital costs to construct, maintain and upgrade equipment and facilities. Failure to comply with these laws and regulations may result in the assessment of
significant administrative, civil and/or criminal penalties, the imposition of investigatory and remedial liabilities and issuance of injunctions that may restrict or
prohibit some or all of our operations. We believe that our operations are in substantial compliance with applicable laws, regulations and permits. However,
environmental laws and regulations are subject to change, along with varying degrees of interpretation and departmental policies, resulting in potentially more
stringent requirements. The recent legislative and regulatory trend has been to place increasingly stringent restrictions and limitations on activities that may affect
the environment. Federal, state or local administrative decisions, developments in the federal or state court systems or other governmental or judicial actions may
influence the interpretation and/or enforcement of environmental laws and regulations and may thereby increase compliance costs. Although we are not currently
aware of any material effects that compliance with current and future environmental laws and regulations will have on our results of operations, financial position
or cash flows, we cannot provide any assurance that such costs will not result in such material effects in the future.
Risks of accidental releases into the environment, such as leaks or spills of petroleum products or hazardous materials from our terminals, pipelines and trucks,
are inherent in the nature of both our liquid asphalt and midstream operations. A discharge of petroleum products or hazardous materials into the environment
could, to the extent such event is not covered by insurance, subject us to substantial expense, including costs related to environmental cleanup or restoration,
compliance with applicable laws and regulations and any personal injury, natural resource or property damage claims made by neighboring landowners and other
third parties.
The following is a summary of the more significant current environmental, health and safety laws and regulations to which our business operations are subject
and for which compliance may require material capital expenditures or have a material adverse impact on our results of operations, financial position and cash
flows.
Water . The federal Clean Water Act (“CWA”) and analogous state and local laws impose restrictions, strict controls and permitting requirements on the
discharge of pollutants into waters of the United States and state waters. We note that the term “waters of the United States” is already broadly construed and, in
2015, the United States Environmental Protection Agency (“EPA”) and U.S. Army Corps of Engineers adopted a rule to clarify the meaning of the term “waters of
the United States.” Many interested parties believe that the rule expands federal jurisdiction under the CWA. In January 2018, the Supreme Court ruled that district
courts have jurisdiction over challenges to the rule, and the EPA has instituted rulemakings to both delay the effective date of the rule and to repeal the rule. In
August 2018, the U.S. District Court for the District of South Carolina issued a nationwide injunction against EPA’s rule delaying implementation of the WOTUS
definition. Pursuant to the court’s order, the 2015 Clean Water Rule is now in effect in a minority of states, the District of Columbia, and the U.S. territories.
Litigation surrounding this rule is ongoing. More recently, in December 2018, the EPA and the U.S. Army Corps of Engineers released a proposal to revise the
2015 Clean Water Rule so as to narrow the regulatory definition of waters of the U.S. The CWA and analogous laws provide significant penalties for unauthorized
discharges and impose substantial potential liabilities for cleaning up releases into water. In addition, the CWA and analogous state laws require individual permits
or coverage under general permits for discharges of storm water runoff from certain types of facilities. Some states also maintain groundwater protection programs
that require permits for discharges or operations that may impact groundwater conditions. We believe that we are in substantial compliance with any such
applicable state requirements.
The federal Oil Pollution Act, as amended (“OPA”), was enacted in 1990 and amended provisions of the Federal Water Pollution Control Act of 1972, the
CWA and other statutes as they pertain to prevention and response to oil spills. The OPA and analogous state and local laws subject owners of facilities used for
storing, handling or transporting oil, including trucks and pipelines, to strict, joint and potentially unlimited liability for containment and removal costs, natural
resource damages and certain other consequences of an oil spill, where such spill is into navigable waters, along shorelines or in the exclusive economic zone of
the United States. The OPA and other analogous laws also impose certain spill prevention, control and countermeasure requirements, such as the preparation of
detailed oil spill emergency response plans and the construction of
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dikes and other containment structures to prevent contamination of navigable or other waters in the event of an oil overflow, rupture or leak. We believe that we
are in substantial compliance with applicable OPA and analogous state and local requirements.
Air Emissions . Our operations are subject to the federal Clean Air Act (“CAA”), as amended, as well as to comparable state and local laws. We believe that
our operations are in substantial compliance with applicable laws in those areas in which we operate. Amendments to the CAA enacted in 1990 imposed a federal
operating permit requirement for major sources of air emissions. Our crude oil terminal located in Cushing, Oklahoma holds such a permit, which is referred to as a
“Title V permit.” The EPA approved final rules under the CAA that established new air emission controls for oil and natural gas production, pipelines and
processing operations that took effect on October 15, 2012. To respond to challenges, the EPA revised certain aspects of the rules and has indicated it may
reconsider other aspects. The EPA finalized a rule, which took effect August 2, 2016, to set standards for methane and volatile organic compound emissions from
new and modified sources in the oil and gas sector, including transmission. The EPA is currently engaged in rulemaking to stay the effective date of the rule. On
September 11, 2018, the EPA also proposed targeted improvements to the rule, including amendments to the rule’s fugitive emissions monitoring requirements,
and expects to “significantly reduce” the regulatory burden of the rule in doing so. The costs of compliance with any modified or newly issued rules cannot be
predicted. The Obama administration also announced in January 2015 that other federal agencies, including the Bureau of Land Management (“BLM”), PHMSA
and the Department of Energy, will impose new or more stringent regulations on the oil and gas sector that are said to have the effect of reducing methane
emissions. For example, the BLM adopted rules that took effect on January 17, 2017, to reduce venting, flaring and leaks during oil and natural gas production
activities on onshore federal and Indian leases. In December 2017, implementation of this rule was delayed until January 2019, and in September 2018 the BLM
proposed a revised rule which scaled back the waste-prevention requirements of the 2016 rule. Environmental groups sued in federal district court a day later to
challenge the legality of aspects of the revised rule, and the outcome of this litigation is currently uncertain. Compliance with these rules could result in additional
compliance costs for us and for others in our industry. In response to these and other regulatory developments, we may be required to incur certain capital
expenditures in the next several years for air pollution control equipment and operational changes in connection with obtaining or maintaining permits and
approvals and complying with applicable regulations addressing air emission related issues. However, the status of recent and future rules and rulemaking
initiatives under the new administration is uncertain. Although we can provide no assurance, we believe future compliance with the CAA, as currently amended,
will not have a material adverse effect on our financial condition, results of operations or cash flows.
Climate Change . Legislative and regulatory measures to address concerns that emissions of certain gases, commonly referred to as “greenhouse gases”
(“GHGs”), may be contributing to warming of the Earth’s atmosphere are in various phases of discussions or implementation at the international, national, regional
and state levels. The oil and gas industry is a direct source of certain GHG emissions, namely carbon dioxide and methane, and future restrictions on such
emissions could impact our future operations. In the United States, the U.S. Congress, in the past, has considered but not enacted federal legislation requiring GHG
controls. The EPA has adopted regulations under existing provisions of the CAA that require Prevention of Significant Deterioration (“PSD”) pre-construction
permits, and Title V operating permits for GHG emissions from certain large stationary sources. Furthermore, in 2009, the EPA adopted rules requiring the
monitoring and reporting of GHG emissions from specified sources in the United States., including, among others, certain onshore oil and natural gas processing
and fractionating facilities. Monitoring obligations began in 2010 and the emissions reporting requirements took effect in 2011. These EPA rulemakings could
affect our operations and ability to obtain air permits for new or modified facilities. In addition, efforts have been and continue to be made in the international
community toward the adoption of international treaties or protocols. In 2015, the United States participated in the United Nations Conference on Climate Change,
which led to the adoption of the Paris Agreement that will require countries to review and “represent a progression” in their intended nationally determined
contributions, which set GHG emission reduction goals, every five years beginning in 2020. However, in June 2017, President Trump announced that the United
States plans to withdraw from the Paris Agreement and to seek negotiations either to reenter the Paris Agreement on different terms or establish a new framework
agreement. The Paris Agreement provides for a four-year exit process beginning in November 2016, which would result in an effective exit date of November
2020. The United States’s adherence to the exit process and/or the terms on which the United States may reenter the Paris Agreement or a separately negotiated
agreement are unclear at this time. Due to the uncertainties surrounding the regulation of and other risks associated with GHG emissions, we cannot predict the
financial impact of related developments on our operations.
Legislation and regulations relating to control or reporting of GHG emissions are also in various stages of discussions or implementation in many of the states
in which we operate. Passage of climate change legislation or other federal or state legislative or regulatory initiatives that regulate or restrict GHG emissions in
areas in which we conduct business could adversely affect the demand for our products and services, and depending on the particular program adopted could
increase the costs of our operations, including costs to operate and maintain our facilities, install new emission controls on our facilities, acquire allowances to
authorize our GHG emissions (e.g., from natural gas fired combustion units), pay any taxes related to our
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GHG emissions and/or administer and manage a GHG emissions program. At this time, it is not possible to accurately estimate how laws or regulations addressing
GHG emissions would impact our business. Although we do not expect we would be impacted to a greater degree than other similarly situated midstream
transporters of petroleum products, the greenhouse gas control programs could have an adverse effect on our cost of doing business and could reduce demand for
the products we transport.
In addition to potential impacts on our business directly or indirectly resulting from climate change legislation or regulations, our business also could be
negatively affected by climate-related physical changes or changes in weather patterns. Severe weather could result in damages to or loss of our physical assets,
impact our ability to conduct operations and/or result in a disruption of our customers’ operations. These types of physical changes could also affect entities that
provide goods and services to us, and indirectly have an adverse effect on our business as a result of increases in costs or availability of goods and
services. Changes of this nature could have a material adverse impact on our business.
Solid Waste Disposal and Environmental Remediation. The Comprehensive Environmental Response, Compensation, and Liability Act, as amended
(“CERCLA”), also known as Superfund, as well as comparable state and local laws, impose liability without regard to fault or the legality of the original act, on
certain classes of persons associated with the release of a “hazardous substance” into the environment. These persons include the owner or operator and certain
former owners and operators of the site or sites where the release occurred and companies that disposed of, or arranged for the disposal of, the hazardous
substances found at the site. Under CERCLA, such persons may be subject to strict and, under certain circumstances, joint and several liability for cleanup costs,
for damages to natural resources, and for the costs of certain health studies. It is not uncommon for neighboring landowners and other third parties to file claims for
personal injury and property damage allegedly caused by releases of hazardous substances or other pollutants. We generate materials in the course of our
operations that fall within CERCLA’s hazardous substance definition. Beyond the federal statute, many states have enacted environmental response statutes that
are analogous to CERCLA.
We generate wastes, including “hazardous wastes,” that are subject to the requirements of the federal Resource Conservation and Recovery Act, as amended
(“RCRA”), as well as to comparable state and local laws. While normal costs of complying with these laws would not be expected to have a material adverse effect
on our financial conditions, we could incur substantial expense in the future if the RCRA exemption for certain oil and gas “exploration and production” waste
were eliminated. For example, in 2016, the EPA and certain environmental organizations entered into a consent decree which requires the EPA to propose a
rulemaking no later than March 15, 2019, for the revision of criteria regulations pertaining to exempted oil and gas wastes or to sign a determination that revision
of the regulations is not necessary. Should any oil and gas exploration and production wastes become subject to RCRA, we would also become subject to more
rigorous and costly disposal requirements, resulting in additional capital expenditures or operating expenses for us.
We currently own or lease properties where hazardous substances are being handled, transported or stored or have been handled, transported or stored for
many years. Although we believe that operating and disposal practices that were standard in the liquid asphalt, midstream and field services industries at the time
were utilized at properties leased or owned by us, historical releases of hazardous substances or associated generated wastes may have occurred on or under the
properties owned or leased by us, or on or under other locations where these wastes were taken for disposal. In addition, many of these properties have been
operated in the past by third parties whose treatment and disposal or release of hazardous substances or associated generated wastes were not under our control.
These properties and the materials disposed on them may be subject to CERCLA, RCRA and analogous state laws. Under such laws, we could be required to
remove or remediate previously released hazardous materials or associated generated wastes (including wastes disposed of or released by other site occupants or by
prior owners or operators), or to clean up contaminated property (including contaminated groundwater).
Contamination resulting from the release of hazardous substances or associated generated wastes is not unusual in the liquid asphalt and midstream
industries. Other assets we have acquired or will acquire in the future may have environmental remediation liabilities for which we are not indemnified. In the
future, we may experience releases of hazardous materials, including petroleum products, into the environment from our pipeline terminalling operations, or
discover releases that were previously unidentified. Although we maintain a program designed to prevent and, as applicable, to detect and address such releases
promptly, damages and liabilities incurred due to environmental releases from our assets may substantially affect our business.
Regulation of Hydraulic Fracturing. A portion of our customers’ production is developed from unconventional sources, such as shales, that require hydraulic
fracturing as part of the production process. Hydraulic fracturing involves the injection of water, sand and chemicals under pressure into shale formations to
stimulate crude oil and/or natural gas production. The practice of hydraulic fracturing has been subject to public scrutiny in recent years and various efforts to
regulate, or in some cases prohibit, hydraulic fracturing have been pursued at the local, state and federal levels of government, and may be pursued
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in the future. For example, several states, including states in which we operate, have imposed disclosure requirements on hydraulic fracturing, and several local
governments have prohibited or severely restricted hydraulic fracturing within their jurisdictions. Restrictions on hydraulic fracturing could adversely affect our
operations by reducing the volumes of crude oil that we transport.
Endangered Species and Migratory Birds. The Endangered Species Act (“ESA”), restricts activities that may affect endangered or threatened species or their
habitats. While some of our operations may be located in areas that are designated as habitats for endangered or threatened species, we believe that we are in
substantial compliance with the ESA. However, the designation of previously unlisted endangered or threatened species could cause us to incur additional costs or
become subject to operating restrictions or bans or limit future development in the affected areas. The Migratory Bird Treaty Act (“MBTA”), implements various
treaties and conventions between the United States and certain other nations for the protection of migratory birds. Pursuant to the MBTA, the taking, killing or
possessing of migratory birds is unlawful without a permit, thereby potentially requiring the implementation of operating restrictions or a temporary, seasonal, or
permanent ban in affected areas. We believe that we are in substantial compliance with the MBTA.
OSHA . We are subject to the requirements of OSHA, as well as to comparable state and local laws that regulate the protection of worker health and safety. In
addition, the OSHA hazard communication standard requires that certain information be maintained about hazardous materials used or produced in operations and
that this information be provided to employees, state and local government authorities and citizens. We believe that our operations are in substantial compliance
with OSHA requirements and industry standards, record keeping requirements and monitoring of occupational exposure to regulated substances.
National Environmental Policy Act . The National Environmental Policy Act (“NEPA”) requires federal agencies, including the EPA and Department of
Interior, to evaluate major agency actions having the potential to significantly impact the environment. In the course of such evaluations, an agency will prepare an
environmental assessment that assesses the potential direct, indirect and cumulative impacts of a proposed project and, if necessary, will prepare a more detailed
environmental impact statement that may be made available for public review and comment. This process has the potential to delay or even halt the development
oil and natural gas projects.
Anti-Terrorism Measures . The federal Department of Homeland Security Appropriations Act of 2007 (“Appropriations Act”) requires the Department of
Homeland Security (“DHS”) to issue regulations establishing risk-based performance standards for the security of chemical and industrial facilities, including oil
and gas facilities that are deemed to present “high levels of security risk.” The DHS issued an interim final rule in April 2007 known as the Chemical Facility AntiTerrorism Standards (“CFATS”) regarding risk-based performance standards to be attained pursuant to the Appropriations Act and, on November 20, 2007, issued
an Appendix A to CFATS that established chemicals of interest and their respective threshold quantities that trigger compliance with the interim rules. In
December 2014, the Protecting and Securing Chemical Facilities from Terrorist Attacks Act of 2014 (“CFATS Act”) was enacted. The CFATS Act reauthorized
the CFATS program for four years. The CFATS program utilizes a Chemical Security Assessment Tool (“CSAT”) to identify chemical facilities potentially
deemed “high risk.” The first step of CSAT is user registration, followed by the completion of a top-screen evaluation. The top-screen evaluation analyzes whether
a facility stores regulated chemicals above specified thresholds. If it does, the facility must complete a Security Vulnerability Assessment, which identifies a
facility’s security vulnerabilities, and develop and implement a Site Security Plan, which must include measures that satisfy the identified risk-based performance
standards. DHS must review and approve or deny all security vulnerability assessments and site security plans. CFATS also requires regulated facilities to keep
detailed security records and allow DHS the right to enter, inspect, and audit the property, equipment, operations and records of such facilities. We believe we are
in substantial compliance with the CFATS program at our facilities that handle, store, use or process COI above the applicable threshold.
Operational Hazards and Insurance
Terminals, pipelines and similar facilities may experience damage as a result of an accident or natural disaster. These hazards can cause personal injury and
loss of life, severe damage to and destruction of property and equipment, pollution or environmental damage and suspension of operations. We maintain insurance
of various types and varying levels of coverage which we consider adequate under the circumstances to cover our operations and properties, including coverage for
pollution-related events. However, such insurance does not cover every potential risk associated with operating terminals, pipelines and other facilities. The overall
cost of the insurance program has decreased over the last five years due to favorable claims history, improved risk management practices, collaborative
relationships with our underwriters and competitive insurance markets. Through the utilization of deductibles and retentions, we self-insure the “working layer” of
loss activity to create a more efficient and cost-effective program. The working layer consists of high-frequency/low-severity losses that are best retained
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and managed in-house. We continue to monitor our retentions as they relate to the overall cost and scope of our insurance program.
Employees
As of December 31, 2018 , we had approximately 285 employees. None of these employees are represented by labor unions or covered by any collective
bargaining agreement.
Financial Information about Segments
Information regarding our operating revenues, profit and loss and identifiable assets attributable to each of our segments is presented in Note 21 to our
consolidated financial statements included in this annual report on Form 10-K.
Available Information
We provide public access to our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to these reports
filed with the SEC under the Securities and Exchange Act of 1934. These documents may be accessed free of charge on our website, www.bkep.com, as soon as is
reasonably practicable after their filing with the SEC. Information contained on our website is not incorporated by reference in this report or any of our other
filings. The filings are also available through the SEC at the SEC’s Public Reference Room at 100 F Street, N.E., Washington, D.C. 20549. Information on the
operation of the Public Reference Room is available by calling 1-800-SEC-0330. The SEC also maintains a website which contains reports, proxy and information
statements and other information regarding issuers that file electronically with the SEC. The SEC’s website is www.sec.gov .
Item 1A. Risk Factors.
Limited partner interests are inherently different from the capital stock of a corporation, although many of the business risks to which we are subject are
similar to those that would be faced by a corporation engaged in a similar business. You should carefully consider the following risk factors together with all of the
other information included in this report. If any of the following risks were actually to occur, our business, financial condition, results of operations and cash flows
could be materially adversely affected. In that case, we might not be able to pay distributions on our units, the trading price of our units could decline and our
unitholders could lose all or part of their investment.
Risks Related to our Business
We may not have sufficient cash from operations following the establishment of cash reserves and payment of fees and expenses, including cost
reimbursements to our General Partner, to enable us to make cash distributions to holders of our units at our current distribution rate.
In order to make cash distributions on our Preferred Units at the preference distribution rate of $0.17875 per unit per quarter, or $0.715 per unit per year, and on
our common units at the current quarterly distribution of $0.08 per unit per quarter, or $0.32 per unit per year, we will require available cash of approximately $9.7
million per quarter, or $38.8 million per year. We may not have sufficient available cash from operating surplus each quarter to enable us to make cash
distributions on our Preferred Units at the preference rate or on our common units at the current quarterly distribution rate. The amount of cash we can distribute on
our units principally depends upon the amount of cash we generate from our operations, which will fluctuate from quarter to quarter based on, among other things,
the risks described herein.
In addition, the actual amount of cash we will have available for distribution will depend on other factors, including:
•
•
•
•
•
•
•

the level of capital expenditures we make;
the cost of acquisitions;
our debt service requirements and other liabilities;
fluctuations in our working capital needs;
our ability to borrow funds and access capital markets;
restrictions contained in our credit facility or other debt agreements; and
the amount of cash reserves established by our General Partner.
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Our cash available for distributions to our unitholders could be negatively impacted if we are unable to extend existing storage contracts or enter into new
storage contracts at our Cushing terminal.
We have a total of 6.6 million barrels of storage capacity at the Cushing terminal. Customer storage contracts for 3.5 million barrels of storage at this location
are month-to-month or expire in 2019. We may not be able to extend, renegotiate or replace these contracts when they expire and the terms of any renegotiated
contracts may not be as favorable as the contracts they replace. In addition, to the degree that we operate outside of long-term contracts, our revenues can be
significantly more volatile than would be the case with a pricing structure negotiated through a long-term storage contract. If we cannot successfully renew
significant contracts or must renew them on less favorable terms, our revenues from these arrangements could decline, which could have a material adverse effect
on our financial condition, results of operations and cash flows.
We depend on certain key customers for a portion of our revenues and are exposed to credit risks of these customers. The loss of or material nonpayment or
nonperformance by any of these key customers could adversely affect our financial condition, results of operations and cash flows.
We rely on certain key customers for a portion of our revenues. For example, Ergon Asphalt and Emulsion, Inc., a wholly-owned subsidiary of Ergon, Inc.,
represented approximately $48.1 million , or 42% , of our total asphalt terminalling services revenue in 2018 . Vitol represented approximately $3.7 million , or
30% , of our total crude oil terminalling revenue, $32.9 million , or 13% , of our crude oil pipeline services revenue and $1.5 million , or 8% , of our total crude oil
trucking services revenue in 2018 . Vitol and Ergon are private companies and we have limited information regarding their financial condition. Vitol and Ergon
comprised 27% and 3% , respectively, of total accounts receivable at December 31, 2018 .
In addition to Vitol and Ergon , we have other key customers. Associated Asphalt and Delek US Holdings, Inc. accounted for at least 10% but not more than
15% of total asphalt terminalling services revenue in 2018 . Citigroup Energy, Inc. and Sunoco Logistics Partners LP each accounted for at least 20% but no more
than 25% of total crude oil terminalling revenue in 2018 . MV Purchasing, LLC accounted for at least 35% but not more than 40% and Devon Gas Services, LP
accounted for at least 10% but not more than 15% of crude oil trucking services revenue in 2018 . BP Products North America, Inc.; Enterprise Crude Pipeline,
LLC and Continental Resources each accounted for at least 10% but no more than 25% of total crude oil pipeline services revenue in 2018 . BP Products North
America, Inc.; Enterprise Crude Pipeline, LLC; Continental Resources and Atlantic Trading & Marketing, Inc. each comprised at least 10% but not more than 20%
of total accounts receivable at December 31, 2018 . These balances all related to our crude oil marketing business, and were paid in full within 30 days of year end.
We may be unable to negotiate extensions or replacements of contracts with key customers on favorable terms. In addition, some of these key customers may
experience financial problems which could have a significant effect on their creditworthiness. Severe financial problems encountered by our customers could limit
our ability to collect amounts owed to us or to enforce performance of obligations under contractual arrangements. Additionally, many of our customers finance
their activities through cash flows from operations, the incurrence of debt or the issuance of equity. The reduction of cash flows resulting from declines in
commodity prices, a reduction in borrowing bases under credit facilities, the lack of availability of debt or equity financing or any combination of such factors may
result in a significant reduction of our customers’ liquidity and limit their ability to make payments or perform on their obligations to us. Furthermore, some of our
customers may be highly leveraged and subject to their own operating and regulatory risks, which increases the risk that they may default on their obligations to
us. The loss of all or even a portion of the contracted volumes of these key customers, as a result of competition, creditworthiness or otherwise, could have a
material adverse effect on our business, cash flows, ability to make distributions to our unitholders, unit price, results of operations and ability to conduct our
business.
We are exposed to the credit risks of our third-party customers in the ordinary course of our gathering activities. Any material nonpayment or nonperformance
by our third-party customers could reduce our ability to make distributions to our unitholders.
We are subject to risks of loss resulting from nonpayment or nonperformance by our third-party customers. Some of our customers may be highly leveraged
and subject to their own operating and regulatory risks, including risks relating to commodity price deterioration or other conditions in the energy industry. In
addition, any material nonpayment or nonperformance by our customers could require us to pursue substitute customers for our affected assets or to provide
alternative services. Any such efforts may not be successful, may be expensive to undertake and may not provide similar fees. These events could have a material
adverse effect on our financial condition, results of operations and cash flows.
16

Table of Contents
The amount of cash we have available for distribution to holders of our units depends primarily on our cash flows and not solely on earnings reflected in our
financial statements. Consequently, even if we are profitable and are otherwise able to pay distributions, we may not be able to make cash distributions to
holders of our units.
Our unitholders should be aware that the amount of cash we have available for distribution depends primarily upon our cash flows and not solely on earnings
reflected in our financial statements, which will be affected by non-cash items. As a result, we may make cash distributions, if permitted by our credit agreement,
during periods when we record losses for financial accounting purposes and may not make cash distributions during periods when we record net earnings for
financial accounting purposes.
Our debt levels under our credit agreement may limit our ability to make distributions and our flexibility in obtaining additional financing and in pursuing
other business opportunities.
As of December 31, 2018 , we had approximately $266.8 million in outstanding indebtedness, including approximately $1.2 million in outstanding letters of
credit, under our $400.0 million credit agreement. Our level of debt under the credit agreement could have important consequences for us, including the following:
•
•
•
•

our ability to obtain additional financing, if necessary, for working capital, capital expenditures, acquisitions or other purposes may be impaired or such
financing may not be available on favorable terms;
we will need a substantial portion of our cash flows to make principal and interest payments on our debt, reducing the funds that would otherwise be
available for operations, future business opportunities and distributions to unitholders;
our debt level will make us more vulnerable to competitive pressures or a downturn in our business or the economy generally; and
our debt level may limit our flexibility in responding to changing business and economic conditions.

Our ability to service our debt will depend upon, among other things, our future financial and operating performance, which will be affected by prevailing
economic conditions and financial, business, regulatory and other factors. Our ability to service debt under our credit agreement also will depend on market interest
rates, since the interest rates applicable to our borrowings will fluctuate with the eurodollar rate or the prime rate. If our operating results are not sufficient to
service our current or future indebtedness, we will be forced to take actions such as reducing distributions, reducing or delaying our business activities,
acquisitions, investments or capital expenditures, selling assets, restructuring or refinancing our debt or seeking additional equity capital. We may not be able to
effect any of these actions on satisfactory terms, or at all.
Restrictions in our credit agreement could materially adversely affect our business, financial condition, results of operations, ability to make cash distributions
to unitholders and value of our units .
We are dependent upon the earnings and cash flows generated by our operations to meet our debt service obligations and to make cash distributions to our
unitholders. The operating and financial restrictions and covenants in our credit agreement and any future financing agreements could restrict our ability to finance
future operations or capital needs or to expand or pursue our business activities, which may, in turn, limit our ability to make cash distributions to our unitholders.
For example, our credit agreement restricts our ability to, among other things:
•
•
•
•
•
•
•
•

incur or guarantee certain additional debt;
make certain cash distributions on or redeem or repurchase certain units;
make certain investments and acquisitions;
make certain capital expenditures;
incur certain liens or permit them to exist;
enter into certain types of transactions with affiliates;
merge or consolidate with another company or otherwise engage in a change of control transaction; and
transfer, sell or otherwise dispose of certain assets.

Our credit agreement also contains covenants requiring us to maintain certain financial ratios and meet certain financial tests. Our ability to meet those
financial ratios and financial tests can be affected by events beyond our control, and we cannot guarantee that we will meet those ratios and tests.
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The provisions of our credit agreement may affect our ability to obtain future financing and pursue attractive business opportunities as well as affect our
flexibility in planning for, and reacting to, changes in business conditions. In addition, a failure to comply with the provisions of our credit agreement could result
in a default or an event of default that could enable our lenders to declare the outstanding principal of that debt, together with accrued and unpaid interest, to be
immediately due and payable. If we were unable to repay the accelerated amounts, the lenders under our credit agreement could proceed against the collateral
granted to them to secure such debt. If the payment of our debt is accelerated, our assets may be insufficient to repay such debt in full, and our unitholders could
experience a partial or total loss of their investment. The credit agreement also has cross default provisions that apply to any other indebtedness we may have, and
the indentures have cross default provisions that apply to certain other indebtedness.
We may not be able to raise sufficient capital to grow our business.
As of March 11, 2019 , we have aggregate unused credit availability under our credit agreement of approximately $145.2 million , although our ability to
borrow such funds may be limited by the financial covenants in our credit agreement, and cash on hand of approximately $2.3 million . Our ability to access the
public capital markets on terms acceptable to us or at all may be limited due to, among other things, commodity price volatility and deterioration, general economic
conditions, rising interest rates, capital market volatility, the uncertainty of our future cash flows, adverse business developments and other contingencies. In
addition, we may have difficulty obtaining a credit rating or any credit rating that we do obtain may be lower than it otherwise would be due to these
uncertainties. The lack of a credit rating or a low credit rating may also adversely impact our ability to access capital markets on terms acceptable to us or at all,
and may increase significantly the costs of financing our growth potential.
If we fail to raise additional capital or an event of default occurs under our credit agreement, we may be forced to sell assets or take other action that could
have a material adverse effect on our business, unit price and results of operations. In addition, if we are unable to access the capital markets for acquisitions or
expansion projects on terms acceptable to us or at all, or if the financing cost related to any such acquisitions or expansion projects increases, it may have a
material adverse effect on our business, cash flows, ability to make distributions to our unitholders, unit price, results of operations and ability to conduct our
business.
If we borrow funds to make any permitted quarterly distributions, our ability to pursue acquisitions and other business opportunities may be limited and our
operations may be materially and adversely affected .
Available cash for the purpose of making distributions to unitholders includes working capital borrowings. If we borrow funds to pay one or more quarterly
distributions, such amounts will incur interest and must be repaid in accordance with the terms of our credit agreement. In addition, any amounts borrowed for
permitted distributions to our unitholders will reduce the funds available to us for other purposes under our credit agreement, including amounts available for use in
connection with acquisitions and other business opportunities. If we are unable to pursue our growth strategy due to our limited ability to borrow funds, our
operations may be materially and adversely affected.
We are exposed to commodity price volatility.
Our crude oil marketing activities conducted in our crude oil pipeline services segment have direct exposure to changes in crude oil prices. Typically, the
volume of crude oil we purchase in a given month will be sold in the same month. However, we may have market price exposure for inventory that is carried over
month-to-month as well as pipeline linefill we maintain. We may also be exposed to price risk with respect to the differing qualities of crude oil we transport and
our ability to effectively blend them to market specifications. In addition, the volumes of liquid asphalt and crude oil we terminal, gather or transport are affected
by commodity prices because many of our customers have direct commodity price exposure. Many of our customers have been, and continue to be, adversely
affected by significant changes in commodity prices. If our customers continue to be negatively impacted by commodity price volatility, a sustained period of
depressed commodity prices or other adverse conditions of the energy industry, they may, among other things, decrease the amount of services that we provide to
them. The prices of liquid asphalt and crude oil are inherently volatile, and we expect this volatility to continue. Any significant reduction in the amount of
services we provide to our customers would have a material adverse effect on our results of operations and cash flows.
Our revenues from third-party customers are generated under contracts that must be renegotiated periodically and that allow the customer to reduce or
suspend performance in some circumstances, which could cause our revenues from those contracts to decline and reduce our ability to make distributions to
our unitholders.
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Some of our contract-based revenues from customers are generated under contracts with terms which allow the customer to reduce or suspend performance
under the contract in specified circumstances, such as the occurrence of a catastrophic event to our or the customer’s operations. The occurrence of an event which
results in a material reduction or suspension of our customer’s performance could have a material adverse effect on our financial condition, results of operations
and cash flows.
Our contracts with some of our customers have terms of one year or less. As these contracts expire, they must be extended and renegotiated or replaced. We
may not be able to extend and renegotiate or replace these contracts when they expire, and the terms of any renegotiated contracts may not be as favorable as the
contracts they replace. In particular, our ability to extend or replace contracts could be harmed by numerous competitive factors, such as those described above
under “ Item 1. Business - Competition. ” We face intense competition in our terminalling, gathering, pipeline transportation and trucking activities. Competition
from other providers of crude oil gathering, pipeline transportation, terminalling and trucking services that are able to supply our customers with those services at a
lower price could reduce our ability to make distributions to our unitholders. Additionally, we may incur substantial costs if modifications to our terminals are
required in order to attract substitute customers or provide alternative services. If we cannot successfully renew significant contracts or must renew them on less
favorable terms, or if we incur substantial costs in modifying our terminals, our revenues from these arrangements could decline, which could have a material
adverse effect on our financial condition, results of operations and cash flows.
Certain of our asphalt terminalling services contracts have short terms, and certain leases relating to our asphalt operations may be terminated upon short
notice.
As of March 1, 2019 , we had leases or storage agreements with third-party customers relating to each of our 53 asphalt facilities. Lease or storage agreements
related to six of these facilities have terms that expire by the end of 2019. We may not be able to renew or extend our existing contracts or enter into new leases or
storage agreements when such contracts expire on terms acceptable to us or at all. In addition, certain key customers account for a significant portion of our
asphalt terminalling services revenues, the loss of which could result in a significant decrease in revenues from our asphalt operations. A significant decrease in
the revenues we receive from our asphalt operations could result in violations of covenants under our credit agreement and could have a material adverse effect on
our business, cash flows, ability to make distributions to our unitholders, the price of our units, our results of operations and ability to conduct our business.
In addition, certain of our asphalt facilities are located on land that we lease from third parties. Some of these leases may be terminated by the lessor with as
short as thirty days’ notice. We also have not yet received consent from certain of the lessors to sublease such facilities, which may result in a default under such
lease or invalidate the subleases. If such leases were terminated, it could have a material adverse effect on our ability to provide asphalt terminalling services,
which could have a material adverse effect on our business, cash flows, ability to make distributions to our unitholders, unit price, results of operations and ability
to conduct our business. In addition, in certain instances we have not entered into new leases with a lessor, although we continue to operate under expired leases
and make payments to the lessor and are in the process of negotiating new leases. If it were determined that we did not have rights under these expired leases, it
could have a material adverse effect on our ability to conduct our asphalt operations and on our financial condition, results of operations and cash flows.
We are not fully insured against all risks incident to our business and could incur substantial liabilities as a result.
We may not be able to maintain or obtain insurance of the type and amount we desire at reasonable rates. As a result of changing market conditions, premiums
and deductibles for certain of our insurance policies may increase substantially in the future. In some instances, certain insurance could become unavailable or
available only for reduced amounts of coverage. If we were to incur a significant liability for which we were not fully insured, it could have a material adverse
effect on our business, cash flows, ability to make distributions to our unitholders, unit price, results of operations and ability to conduct our business.
A significant decrease in demand for liquid asphalt and/or crude oil products in the areas served by our operations could reduce our ability to make
distributions to our unitholders.
A sustained decrease in demand for liquid asphalt and/or crude oil products in the areas served by our terminalling facilities and pipelines could significantly
reduce our revenues and, therefore, reduce our ability to make or increase distributions to our unitholders. Factors that could lead to a decrease in market demand
for liquid asphalt and crude oil products include:
•

lower demand by consumers for refined products, including asphalt products, as a result of (i) recession or other adverse economic conditions; (ii)
higher prices caused by an increase in the market price of crude oil; or (iii) higher
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•

taxes or other governmental or regulatory actions that increase, directly or indirectly, the cost of gasoline or other refined products; and
a shift by consumers to more fuel-efficient or alternative fuel vehicles or an increase in fuel economy of vehicles, whether as a result of technological
advances by manufacturers, governmental or regulatory actions or otherwise.

Certain of our pipeline and field operating costs and expenses are fixed and do not vary with the volumes we gather and transport. These costs and expenses
may not decrease ratably or at all should we experience a reduction in our volumes gathered or transported by our operations. As a result, we may experience
declines in our margin and profitability if our volumes decrease.
A material decrease in the production of liquid asphalt could materially reduce our ability to make distributions to our unitholders.
The throughput at our asphalt facilities depends on the availability of attractively priced liquid asphalt produced from the various liquid asphalt producing
refineries. Liquid asphalt production may decline for a number of reasons, including refiners processing more light, sweet crude oil or refiners installing coker
units which further refine heavy residual fuel oil bottoms such as liquid asphalt. If our customers are unable to replace volumes lost due to a temporary or
permanent material decrease in production from the suppliers of liquid asphalt, our throughput could decline, reducing our revenue and cash flows and adversely
affecting our financial condition and results of operations.
A material decrease in the production of crude oil from the oil fields served by our pipelines could materially reduce our ability to make distributions to our
unitholders.
The throughput on our crude oil pipelines depends on the availability and demand for transportation and storage of crude oil produced from the oil fields
served by such pipelines or through connections with pipelines owned by third parties. Crude oil production may decline for a number of reasons, including natural
declines due to depleting wells, a material decrease in the price of crude oil or the inability of producers to obtain necessary drilling or other permits from
applicable governmental authorities. If commodity prices remain depressed for any sustained period of time, production may slow and our customers may decrease
the volumes we transport or store for them. If we are unable to replace volumes lost due to a temporary or permanent material decrease in production from the oil
fields served by our crude oil pipelines, our throughput could decline, reducing our revenue and cash flows and adversely affecting our financial condition and
results of operations. In addition, it is difficult to attract producers to a new gathering system if the producer is already connected to an existing system. As a
result, third-party shippers on our pipeline systems may experience difficulty acquiring crude oil at the wellhead in areas where there are existing relationships
between producers and other gatherers and purchasers of crude oil.
We face intense competition in our terminalling, gathering and transportation activities. Competition from other providers of crude oil terminalling, gathering
and transportation services that are able to supply our customers with those services at a lower price could reduce our ability to make distributions to our
unitholders.
We are subject to competition from other crude oil terminalling, gathering, and transportation operations that may be able to supply our customers with the
same or comparable services on a more competitive basis. We compete with national, regional and local gathering, terminalling and pipeline companies, including
the major integrated oil companies, of widely varying sizes, financial resources and experience. Some of these competitors are substantially larger than us, have
greater financial resources, and control substantially greater storage capacity than we do. Our ability to compete could be harmed by numerous factors, including:
•
•
•

price competition;
the perception that another company can provide better service; and
the availability of alternative supply points, or supply points located closer to the operations of our customers.

If we are unable to compete with services offered by other midstream enterprises, it could have a material adverse effect on our financial condition, results of
operations and cash flows.
Some of our pipeline systems are dependent upon interconnections with other crude oil pipelines to reach end markets.
Some of our pipeline systems are dependent upon their interconnections with other crude oil pipelines to reach end markets. Reduced throughput on these
interconnecting pipelines as a result of testing, line repair, reduced operating pressures or
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other causes could result in reduced throughput on our pipeline systems which would adversely affect our revenue, cash flows and results of operations.
If we are unable to make acquisitions on economically acceptable terms, our future growth may be limited.
Our ability to grow in the future will depend, in part, on our ability to make acquisitions that result in an increase in the cash generated per unit from
operations. Ergon has indicated that it views us as a vehicle of growth in the midstream sector. We cannot say with any certainty whether or not Ergon will pursue
future acquisition or expansion opportunities in the midstream energy space with us, or if we will choose to pursue any such opportunity Ergon presents.
We may also make acquisitions directly from third parties. If we are unable to make accretive acquisitions because we are (i) unable to acquire projects when
they are available; (ii) unable to identify attractive acquisition candidates or negotiate acceptable purchase contracts with them; (iii) unable to obtain financing for
these acquisitions on economically acceptable terms; or (iv) outbid by competitors, then our future growth and ability to increase distributions may be limited.
Furthermore, even if we do make acquisitions that we believe will be accretive, these acquisitions may nevertheless result in a decrease in the cash generated from
operations per unit.
Any acquisition involves potential risks, including, among other things:
•
•
•
•
•
•
•
•
•

mistaken assumptions about volumes, revenues and costs, including synergies;
an inability to integrate successfully the businesses we acquire;
an inability to hire, train or retain qualified personnel to manage and operate our business and assets;
the assumption of unknown liabilities;
limitations on rights to indemnity from the seller;
mistaken assumptions about the overall costs of equity or debt;
the diversion of management’s and employees’ attention from other business concerns;
unforeseen difficulties operating in new product areas or new geographic areas; and
customer or key employee losses at the acquired businesses.

If we consummate any future acquisitions, our capitalization and results of operations may change significantly and our unitholders likely will not have the
opportunity to evaluate the economic, financial and other relevant information that we will consider in determining the application of these funds and other
resources.
If we acquire assets that are distinct and separate from our existing terminalling, gathering and transportation operations, it could subject us to additional
business and operating risks.
We may acquire assets that have operations in new and distinct lines of business from our liquid asphalt or crude oil operations. Integration of a new business
is a complex, costly and time-consuming process. Failure to timely and successfully integrate acquired entities’ lines of business with our existing operations may
have a material adverse effect on our business, financial condition, results of operations and cash flows. The difficulties of integrating a new business with our
existing operations include, among other things:
•
•
•
•

operating distinct businesses which require different operating strategies and different managerial expertise;
the necessity of coordinating organizations, systems and facilities in different locations;
integrating personnel with diverse business backgrounds and organizational cultures; and
consolidating corporate and administrative functions.

In addition, the diversion of our attention and any delays or difficulties encountered in connection with the integration of a new business, such as unanticipated
liabilities or costs, could harm our existing business, results of operations, financial condition and prospects. Furthermore, new lines of business may subject us to
additional business and operating risks. For example, we may in the future determine to acquire businesses that are subject to direct exposure to fluctuations in
commodity prices. These new business and operating risks could have a material adverse effect on our financial condition, results of operations and cash flows.
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Expanding our business by constructing new assets subjects us to risks that projects may not be completed on schedule and that the costs associated with
projects may exceed our expectations and budgets, which could cause our cash available for distribution to our unitholders to be less than anticipated.
The construction of additions or modifications to our existing assets and the construction of new assets involves numerous regulatory, environmental, political,
legal and operational uncertainties and requires the expenditure of significant amounts of capital. If we undertake these types of projects, they may not be
completed on schedule or at all or within the budgeted cost. Moreover, we may construct facilities to capture anticipated future growth in demand in a market in
which such growth does not materialize.
Our expansion projects may not immediately produce operating cash flows.
Expansion projects require us to make significant capital investments over time and we will incur financing costs during the planning and construction phases
of these projects; however, the operating cash flows we expect these projects to generate will not materialize, if at all, until sometime after the projects are
completed and placed into service. As a result, to the extent we finance our projects with borrowings, our leverage may increase during the period prior to the
generation of those operating cash flows and, to the extent we finance our projects with equity, our cash available for distribution on a common unit basis may
decrease during the period prior to the generation of those operating cash flows. If we experience unanticipated or extended delays in generating operating cash
flows from construction projects, or if such operating cash flows do not materialize as expected, we may need to reduce or reprioritize our capital budget in order
to meet our capital requirements, and our liquidity and capital position could be adversely affected.
We may incur significant costs and liabilities as a result of pipeline design, construction, operation, and maintenance regulations, including pipeline integrity
management program requirements and any necessary pipeline repair or preventative or remedial measures, which could have a material adverse effect on our
results of operations.
Our pipeline operations are subject to pipeline safety laws and regulations administered by PHMSA of the United States Department of Transportation (DOT),
and enforced by OCC. PHMSA has promulgated comprehensive pipeline safety regulations for hazardous liquids under 49 Code of Federal Regulations Part 195.
These laws and regulations require us to comply with a significant set of requirements for the design, construction, maintenance, and operation of our pipelines.
These laws and regulations, among other things, include requirements to monitor and maintain our pipelines, and determine the pressures at which our pipelines
can operate.
Also included in the comprehensive regulatory scheme are regulations requiring pipeline operators to develop integrity management programs for pipelines
that could affect “high consequence areas” including populated areas, areas that are unusually sensitive to environmental damage and commercially navigable
waterways. The regulations require operators of covered pipelines to:
•
•
•
•
•

perform ongoing assessments of pipeline integrity;
identify and characterize 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 mitigating actions.

Effective July 2008, the DOT broadened the scope of coverage of its existing pipeline safety standards, including its integrity management programs, to
include certain rural onshore hazardous liquid and low-stress pipeline systems found near “unusually sensitive areas,” including non-populated areas requiring
extra protection because of the presence of sole source drinking water resources, endangered species or other ecological resources. Also, in December 2006, the
Pipeline Inspection, Protection, Enforcement, and Safety Act of 2006 (“PIPES”) was enacted. PIPES reauthorized and amended the DOT’s pipeline safety
programs and included a provision eliminating the regulatory exemption for low-stress hazardous liquid pipelines. The Pipeline Safety Act established additional
safety requirements for newly constructed pipelines and required the DOT to study safety issues that could result in the adoption of additional regulatory
requirements for existing pipelines. On August 13, 2012, PHMSA published rules to update pipeline safety regulations, including increasing maximum civil
penalties from $0.1 million to $0.2 million per day of violation and from $1.0 million to $2.0 million total for a related series of violations, as well as changing
PHMSA’s enforcement process. This maximum penalty authority established by statute has been and will continue to be adjusted periodically to account for
inflation. PHMSA also issued an Advisory Bulletin in May 2012 which advised pipeline operators that they must have records to document the maximum
operating pressure for each section of their pipeline and that the records must be traceable, verifiable and complete. Locating such records and, in the absence of
any such records,
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verifying maximum pressures through physical testing (including hydrostatic testing) or modifying or replacing facilities to meet the demands of verifiable
pressures, could significantly increase an operator’s costs of compliance. On January 23, 2017, PHMSA published a final rule that became effective on March 24,
2017. This rule amended the Pipeline Safety Act to include, among other provisions, a specific time frame for notifying PHMSA of accidents and incidents,
allowance for PHMSA to recover costs associated with design reviews of new projects, renewal of expiring special permits, processes for requesting protection of
confidential commercial information, changes to the drug and alcohol testing requirements and incorporating consensus standards by reference for in-line
inspection and Stress Corrosion Cracking Direct Assessment. Please read “ Item 1. Business-Pipeline Regulation-Pipeline Safety ” for more information.
Our operations are subject to environmental and worker safety laws and regulations that may expose us to significant costs and liabilities. Failure to comply
with these laws and regulations could adversely affect our ability to make distributions to our unitholders.
Our operations are subject to stringent federal, state and local laws and regulations relating to the protection of the environment. Various governmental
authorities, including the EPA, have the power to enforce compliance with these laws and regulations and the permits issued under them. Violators of
environmental laws and regulations are subject to administrative, civil and criminal penalties, including civil fines, injunctions or both. We may experience delays
in obtaining, or be unable to obtain, required environmental permits, which may delay or interrupt our operations and limit our growth and revenue. Joint and
several strict liability may be incurred without regard to the legality of the original conduct under CERCLA, RCRA and analogous state laws for the remediation of
contaminated areas. Private parties also may have the right to pursue legal actions to enforce compliance, as well as to seek damages for non-compliance, with
environmental laws and regulations or for personal injury or property damage. Moreover, new laws, regulations or enforcement policies could be implemented that
significantly increase our compliance costs and the costs of any remediation that may become necessary, some of which may be material.
We incur environmental costs and liabilities in connection with the handling of hydrocarbons and solid wastes. We currently own, operate or lease properties
which for many years have been used for asphalt activities and midstream activities, including properties in and around the Cushing Interchange. Activities by us
or by prior owners, lessees or users of these properties over whom we had no control may have resulted in the spill or release of hydrocarbons or solid wastes on or
under the properties for which we may incur liability. Additionally, some sites we own or operate are located near current or former terminal and pipeline
operations, and there is a risk that contamination has migrated from those sites to ours. Increasingly strict environmental laws, regulations and enforcement
policies, as well as claims for damages and other similar developments, could result in significant costs and liabilities, and our ability to make distributions to our
unitholders could suffer as a result. Please see “Item 1-Business-Environmental, Health, and Safety Risks” for more information.
In addition, the workplaces associated with the terminalling facilities and pipelines we operate are subject to OSHA requirements and comparable state
statutes that regulate the protection of the health and safety of workers. The OSHA hazard communication standard requires that we maintain information about
hazardous materials used or produced in our operations and that we provide this information to employees, state and local government authorities and local
residents. Failure to comply with OSHA requirements, including general industry standards, recordkeeping requirements and monitoring of occupational exposure
to regulated substances, could subject us to fines or significant compliance costs and have a material adverse effect on our financial condition, results of operations
and cash flows.
Adoption of legislation and regulatory measures targeting GHG emissions or legal or other action taken by public or private entities related to climate change
could affect our operations, expose us to significant costs and liabilities, and reduce demand for the products we transport.
The crude oil and petroleum-based product business is a direct source of certain GHG emissions, namely carbon dioxide and methane, and future restrictions
on such emissions could impact our future operations. Federal legislation requiring GHG controls has been considered in the past but has not been enacted. The
EPA has adopted regulations under existing provisions of the CAA which require PSD pre-construction permits and Title V operating permits for GHG emissions
from certain large stationary sources. These EPA rulemakings could affect our operations by effectively reducing demand for motor fuels from crude oil and could
affect our ability to obtain air permits for new or modified facilities. Furthermore, in 2009, the EPA adopted rules requiring the monitoring and reporting of GHG
emissions from specified sources in the United States, including, among others, certain onshore oil and natural gas processing and fractionating facilities.
Monitoring obligations began in 2010 and the emissions reporting requirements took effect in 2011. Some of our facilities include natural gas-fired combustion
units which may become subject to these rules. These facilities are required to annually calculate their GHG emissions to determine whether they trigger reporting
and monitoring requirements. To date, none of our facilities have exceeded the thresholds established for reporting or monitoring requirements. Although these
rules do not control GHG emission levels from any of our facilities, it has caused us to incur monitoring and reporting costs relating to GHG emissions. We also
note, as previously
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mentioned, that the EPA finalized rules that took effect in August 2016 to set standards for methane and volatile organic compound emissions from new and
modified sources in the oil and gas sector, including transmission. However, the EPA is currently engaged in rulemaking to stay the effective date of and reduce
the regulatory burden of these rules. We continue to monitor and review these regulations to determine future impacts, including potential reporting requirements.
Legislation and regulations relating to control or reporting of GHG emissions are also in various stages of discussions or implementation in many of the states in
which we operate.
Passage of climate change legislation or other federal or state legislative or regulatory initiatives that regulate or restrict GHG emissions in areas in which we
conduct business or that have the effect of requiring or encouraging reduced consumption or production of crude oil and petroleum-based products could
potentially:
•
•
•
•
•
•

adversely affect the demand for our products and services;
affect our operations and ability to obtain air permits for new or modified facilities;
increase the costs to operate and maintain our facilities;
increase the costs of our business by requiring us to acquire allowances to authorize our GHG emissions (e.g., for natural gas-fired combustion units);
increase the costs of our business by requiring us to pay any taxes related to our GHG emissions and/or administer and manage a GHG emissions
program; and
increase the costs or availability of goods and services as a result of impacts on entities that provide goods and services to us.

In addition to potential impacts on our business directly or indirectly resulting from climate change legislation or regulations, our business also could be
negatively affected by climate-related physical changes or changes in weather patterns. A loss of coastline in the vicinity of our facilities or an increase in severe
weather patterns could result in damages to or loss of our physical assets, impact our ability to conduct operations and/or result in a disruption of our customers’
operations. These kinds of physical changes could also affect entities that provide goods and services to us and indirectly have an adverse effect on our business as
a result of increases in costs or availability of goods and services. Changes of this nature could have a material adverse impact on our business. In addition, there
have also been efforts in recent years to influence the investment community, including investment advisors and certain sovereign wealth, pension and endowment
funds promoting divestment of fossil fuel equities and pressuring lenders to limit funding to companies engaged in the extraction of fossil fuel reserves. Such
environmental activism and initiatives aimed at limiting climate change and reducing air pollution could interfere with our business activities, operations and
ability to access capital. Finally, increasing attention to the risks of climate change has resulted in an increased possibility of lawsuits brought by public and private
entities against oil and gas companies in connection with their greenhouse gas emissions. Should we be targeted by any such litigation, we may incur liability
which, to the extent that societal pressures or political or other factors are involved, could be imposed without regard to our causation of or contribution to the
asserted damage, or to other mitigating factors.
A portion of our customers’ production is developed from unconventional sources, such as shales, which require hydraulic fracturing as part of the production
process. Hydraulic fracturing involves the injection of water, sand and chemicals under pressure into shale formations to stimulate crude oil and/or gas production.
The practice of hydraulic fracturing has been subject to public scrutiny in recent years and various efforts to regulate, or in some cases prohibit, hydraulic
fracturing have been pursued at the local, state and federal levels of government and may be pursued in the future. For example, several states, including states in
which we operate, have imposed disclosure requirements on hydraulic fracturing, and several local governments have prohibited or severely restricted hydraulic
fracturing within their jurisdictions. Restrictions on hydraulic fracturing could adversely affect our operations by reducing the volumes of crude oil that we
transport.
Additionally, the ESA restricts activities that may affect endangered or threatened species or their habitats. While some of our operations may be located in
areas that are designated as habitats for endangered or threatened species, we believe that we are in substantial compliance with the ESA. However, the designation
of previously unlisted endangered or threatened species could cause us to incur additional costs or become subject to operating restrictions or bans or limit future
development in the affected areas. The MBTA implements various treaties and conventions between the United States and certain other nations for the protection
of migratory birds. Pursuant to the MBTA, the taking, killing or possessing of migratory birds is unlawful without a permit, thereby potentially requiring the
implementation of operating restrictions or a temporary, seasonal or permanent ban in affected areas. We believe that we are in substantial compliance with the
MBTA, but noncompliance could result in fines or operational prohibitions which could adversely affect our financial condition, results of operations and cash
flows.
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Please also see “Item 1. Business-Environmental, Health and Safety Risks-Climate.”
Our business involves many hazards and operational risks, including adverse weather conditions, which could cause us to incur substantial liabilities.
Our operations are subject to the many hazards inherent in the transportation and terminalling of crude oil and the terminalling of liquid asphalt cement,
including:
•
•
•
•
•

explosions, earthquakes, fires and accidents, including road and highway accidents involving our tanker trucks;
extreme weather conditions, such as hurricanes, which are common in the Gulf Coast, and tornadoes and flooding, which are common in the Midwest
and other areas of the United States in which we operate;
damage to our terminals, pipelines and equipment;
leaks or releases of crude oil into the environment; and
acts of terrorism or vandalism.

If any of these events were to occur, we could suffer substantial losses because of personal injury or loss of life, severe damage to and destruction of property
and equipment and pollution or other environmental damage resulting in curtailment or suspension of our related operations. In addition, mechanical malfunctions,
faulty measurement or other errors may result in significant costs or lost revenues.
We do not own all of the land on which our facilities and pipelines are located, which could disrupt our operations.
We do not own all of the land on which our asphalt and crude oil facilities and pipelines 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 rights-of-way or any material real property leases are invalid, lapse or terminate. We
obtain the rights to construct and operate some of our asphalt and crude oil facilities and pipelines on land owned by third parties and governmental agencies for a
specific period of time. Our loss of these rights through our inability to renew leases, right-of-way contracts or otherwise could have a material adverse effect on
our business, results of operations, financial condition, cash flows and ability to make cash distributions to our unitholders. In addition, we are in the process of
obtaining consents from the lessors for certain leased property that was transferred to us as part of the acquisition of our asphalt assets. If any consent is denied, it
could have a material adverse effect on our business, results of operations, financial condition, cash flows and our ability to make cash distributions to our
unitholders.
We could experience increased severity or frequency of accidents and other claims.
Potential liability associated with accidents in the trucking industry is severe and occurrences are unpredictable. A material increase in the frequency or
severity of accidents or workers’ compensation claims or the unfavorable development of existing claims could materially adversely affect our results of
operations. In the event that accidents occur, we may be unable to obtain desired contractual indemnities, and our insurance may prove inadequate in certain cases.
The occurrence of an event not fully insured or indemnified against or the failure or inability of a customer or insurer to meet its indemnification or insurance
obligations could result in substantial losses.
Changes in trucking regulations may increase our costs and negatively impact our results of operations.
Our trucking services are subject to regulation as a motor carrier by the DOT and by various state agencies, whose regulations include certain permit
requirements of state highway, and safety authorities. These regulatory authorities exercise broad powers over our trucking operations, generally governing such
matters as the authorization to engage in motor carrier operations, safety, equipment testing and specifications and insurance requirements. There are additional
regulations specifically relating to the trucking industry, including testing and specification of equipment and product handling requirements. The trucking industry
is subject to possible regulatory and legislative changes that may impact our operations and affect the economics of the industry by requiring changes in operating
practices or by changing the demand for or the costs of providing truckload services. Some of these possible changes include increasingly stringent fuel emission
limits, changes in the regulations that govern the amount of time a driver may drive or work in any specific period, limits on vehicle weight and size and other
matters, including safety requirements.
Terrorist or cyber-attacks and threats, escalation of military activity in response to these attacks or acts of war could have a material adverse effect on our
business, financial condition or results of operations.
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Terrorist attacks and threats, cyber-attacks, escalation of military activity or acts of war may have significant effects on general economic conditions,
fluctuations in consumer confidence and spending and market liquidity, each of which could materially and adversely affect our business. Terrorist or cyberattacks, rumors or threats of war, actual conflicts involving the United States or its allies or military or trade disruptions may significantly affect our operations and
those of our customers. Strategic targets, such as energy-related assets, may be at greater risk of future attacks than other targets in the United States. We do not
maintain specialized insurance for possible exposures resulting from a cyber-attack on our assets that may shut down all or part of our business. Disruption or
significant increases in energy prices could result in government-imposed price controls. It is possible that any of these occurrences, or a combination of them,
could have a material adverse effect on our business, financial condition and results of operations.
The threat and impact of cyberattacks may adversely impact our operations and could result in information theft, data corruption, operational disruption,
and/or financial loss.
We depend on digital technology, including information systems and related infrastructure, as well as, cloud applications and services, to store, transmit,
process and record sensitive information (including trade secrets, employee information and financial and operating data), communicate with our employees and
business partners and for many other activities related to our business. Our business processes depend on the availability, capacity, reliability and security of our
information technology infrastructure and our ability to expand and continually update this infrastructure in response to our changing needs and, therefore, it is
critical to our business that our facilities and infrastructure remain secure. While we have implemented strategies to mitigate impacts from these types of events,
we cannot guarantee that measures taken to defend against cybersecurity threats will be sufficient for this purpose. The ability of the information technology
function to support our business in the event of a security breach or a disaster such as fire or flood and our ability to recover key systems and information from
unexpected interruptions cannot be fully tested, and there is a risk that, if such an event actually occurs, we may not be able to address immediately the
repercussions of the breach or disaster. In that event, key information and systems may be unavailable for a number of days or weeks, leading to our inability to
conduct business or perform some business processes in a timely manner. Moreover, if any of these events were to materialize, they could lead to losses of
sensitive information, critical infrastructure, personnel or capabilities essential to our operations and could have a material adverse effect on our reputation,
financial condition or results of operations.
Our employees have been and will continue to be targeted by parties using fraudulent “spoof” and “phishing” emails to misappropriate information or to
introduce viruses or other malware through “trojan horse” programs to our computers. These emails appear to be legitimate emails but direct recipients to fake
websites operated by the sender of the email or request that the recipient send a password or other confidential information through email or download malware.
“Spoof” and “phishing” activities are a serious risk that may damage our information technology infrastructure.

I f we fail to maintain an effective system of internal controls, we may not be able to accurately report our financial results or prevent fraud. In addition,
potential changes in accounting standards might cause us to revise our financial results and disclosure in the future.
Effective internal controls are necessary for us to provide timely and reliable financial reports and effectively prevent fraud. If we cannot provide timely and
reliable financial reports or prevent fraud, our reputation and operating results would be harmed. We continue to enhance our internal controls and financial
reporting capabilities. These enhancements require a significant commitment of resources, personnel and the development and maintenance of formalized internal
reporting procedures to ensure the reliability of our financial reporting. Our efforts to update and maintain our internal controls may not be successful, and we may
be unable to maintain adequate controls over our financial processes and reporting now or in the future, including future compliance with the obligations under
Section 404 of the Sarbanes-Oxley Act of 2002. Any failure to maintain effective controls or difficulties encountered in the effective improvement of our internal
controls could prevent us from timely and reliably reporting our financial results and may harm our operating results. Ineffective internal controls could also cause
investors to lose confidence in our reported financial information. In addition, the Financial Accounting Standards Board or the SEC could enact new accounting
standards that might affect how we are required to record revenues, expenses, assets and liabilities. Any significant change in accounting standards or disclosure
requirements could have a material effect on our business, results of operations, financial condition and ability to comply with our debt obligations.
Risks Inherent in an Investment in Us
Ergon controls our General Partner, which has sole responsibility for conducting our business and managing our operations. Our General Partner has
conflicts of interest with us and limited fiduciary duties, which may permit it to favor its own interests to the detriment of our unitholders.
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Ergon owns and controls our General Partner. Some of our General Partner’s directors are directors and officers of Ergon. Therefore, conflicts of interest
may arise between our General Partner, on the one hand, and us and our unitholders, on the other hand. In resolving those conflicts of interest, our General Partner
may favor its own interests and the interests of its affiliates over the interests of our unitholders. Although the conflicts committee of the board of directors of our
General Partner (the “Board”) may review such conflicts of interest, the Board is not required to submit such matters to the conflicts committee. These conflicts
include, among others, the following situations:
•
•
•

•
•
•
•
•
•

•
•
•
•
•
•
•

Neither our partnership agreement nor any other agreement requires our General Partner or Ergon to pursue a business strategy that favors us. Such
persons may make decisions in their best interest, which may be contrary to our interests.
Our General Partner is allowed to consider the interests of parties other than us and our unitholders, such as Ergon and its affiliates, in resolving
conflicts of interest.
If we do not have sufficient available cash from operating surplus, our General Partner could cause us to use cash from non-operating sources, such as
asset sales, issuances of securities and borrowings, to pay distributions, which means that we could make distributions that deteriorate our capital base
and that our General Partner could receive distributions on its incentive distribution rights to which it would not otherwise be entitled if we did not have
sufficient available cash from operating surplus to make such distributions.
Ergon is a holder of our Preferred Units and may favor its own interests in actions relating to such units, including causing us to make distributions on
such units even if no distributions are made on the common units.
Ergon may compete with us, including with respect to future acquisition opportunities.
Ergon may favor its own interests in proposing the terms of any acquisitions we make directly from them, and such terms may not be as favorable as
those we could receive from an unrelated third party.
Our General Partner has limited liability and reduced fiduciary duties and our unitholders have restricted remedies available for actions that, without the
limitations, might constitute breaches of fiduciary duty.
Our General Partner determines the amount and timing of asset purchases and sales, borrowings, issuance of additional partnership securities and
reserves, each of which can affect the amount of cash that is distributed to unitholders.
Our General Partner determines the amount and timing of any capital expenditures and whether a capital expenditure is a maintenance capital
expenditure, which reduces operating surplus, or an expansion capital expenditure, which does not reduce operating surplus. This determination can
affect the amount of cash that is distributed to our unitholders.
Our General Partner may decide to receive a quantity of our Class B units in exchange for resetting the target distribution levels related to its incentive
distribution rights without the approval of the conflicts committee of our General Partner or our unitholders.
Our General Partner determines which costs incurred by it and its affiliates are reimbursable by us.
Our partnership agreement does not restrict our General Partner from causing us to pay it or its affiliates for any services rendered to us or entering into
additional contractual arrangements with any of these entities on our behalf.
Our General Partner intends to limit its liability regarding our contractual and other obligations and, in some circumstances, is entitled to be
indemnified by us.
Our General Partner may exercise its limited right to call and purchase common units if it and its affiliates own more than 80% of the common units.
Our General Partner controls the enforcement of obligations owed to us by our General Partner and its affiliates.
Our General Partner decides whether to retain separate counsel, accountants or others to perform services for us.

Our partnership agreement limits the fiduciary duties our General Partner owes to holders of our units and restricts the remedies available to holders of our
units for actions taken by our General Partner that might otherwise constitute breaches of fiduciary duty.
Our partnership agreement contains provisions that reduce the fiduciary standards to which our General Partner would otherwise be held by state fiduciary
duty laws. For example, our partnership agreement:
•

permits our General Partner to make a number of decisions in its individual capacity, as opposed to in its capacity as our General Partner. This entitles
our General Partner to consider only the interests and factors that it desires, and it has no duty or obligation to give any consideration to any interest of,
or factors affecting, us, our affiliates or any limited partner. Examples include the exercise of its right to receive a quantity of our Class B units in
exchange for
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•
•

•

•

resetting the target distribution levels related to its incentive distribution rights, the exercise of its limited call right, the exercise of its rights to transfer
or vote the units it owns, the exercise of its registration rights and its determination whether or not to consent to any merger or consolidation of the
partnership or amendment to the partnership agreement;
provides that our General Partner will not have any liability to us or our unitholders for decisions made in its capacity as a general partner so long as it
acted in good faith, meaning it believed the decision was in the best interests of our partnership;
generally provides that affiliated transactions and resolutions of conflicts of interest not approved by the conflicts committee of the Board acting in
good faith and not involving a vote of unitholders must be on terms no less favorable to us than those generally being provided to or available from
unrelated third parties or must be “fair and reasonable” to us, as determined by our General Partner in good faith. In determining whether a transaction
or resolution is “fair and reasonable,” our General Partner may consider the totality of the relationships between the parties involved, including other
transactions that may be particularly advantageous or beneficial to us;
provides that our General Partner and its officers and directors will not be liable for monetary damages to us, our limited partners or assignees for any
acts or omissions unless there has been a final and non-appealable judgment entered by a court of competent jurisdiction determining that our General
Partner or its officers and directors acted in bad faith or engaged in fraud or willful misconduct or, in the case of a criminal matter, acted with
knowledge that the conduct was criminal; and
provides that in resolving conflicts of interest, it will be presumed that in making its decision, our General Partner acted in good faith, and in any
proceeding brought by or on behalf of any limited partner or us, the person bringing or prosecuting such proceeding will have the burden of overcoming
such presumption.

By purchasing a common unit, a common unitholder will become bound by the provisions in the partnership agreement, including the provisions discussed
above.
Ergon may compete with us, which could adversely affect our existing business and limit our ability to acquire additional assets or businesses.
Neither our partnership agreement nor any other agreement with Ergon prohibits Ergon from owning assets or engaging in businesses that compete directly or
indirectly with us. In addition, Ergon may acquire, construct or dispose of assets in the future, without any obligation to offer us the opportunity to purchase or
construct any of those assets. Ergon is a privately held company engaged in a wide range of operations. Ergon has significantly greater resources and experience
than we have, which may make it more difficult for us to compete with Ergon with respect to commercial activities as well as for acquisition candidates. As a
result, competition from Ergon could adversely impact our results of operations and cash available for distribution.
Cost reimbursements due to our General Partner and its affiliates for services provided, which are determined by our General Partner, may be substantial and
will reduce our cash available for distribution to our unitholders.
Pursuant to our partnership agreement, our General Partner is entitled to receive reimbursement for the payment of expenses related to our operations and for
the provision of various general and administrative services for our benefit. Payments for these services may be substantial and reduce the amount of cash available
for distribution to unitholders. In addition, under Delaware partnership law, our General Partner 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. To the extent our General Partner
incurs obligations on our behalf, we are obligated under our partnership agreement to reimburse or indemnify our General Partner. If we are unable or unwilling to
reimburse or indemnify our General Partner, our General Partner may take actions to cause us to make payments of these obligations and liabilities. Any such
payments would reduce the amount of cash otherwise available for distribution to our unitholders.
Holders of our Preferred Units and common units have limited voting rights and are not entitled to elect our General Partner or its directors.
Unlike the holders of common stock in a corporation, unitholders have only limited voting rights on matters affecting our business and, therefore, limited
ability to influence management’s decisions regarding our business. Unitholders did not elect our General Partner or the Board and have no right to elect our
General Partner or the Board on an annual or other continuing basis. The Board is chosen by Ergon. Furthermore, if the unitholders are dissatisfied with the
performance of our General Partner, they have little ability to remove our General Partner. Amendments to our partnership agreement may be proposed only
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by or with the consent of our General Partner. As a result of these limitations, the price at which the common units will trade could be diminished because of the
absence or reduction of a takeover premium in the trading price.
Control of our General Partner may be transferred to a third party without unitholder consent.
Our General Partner may transfer its general partner interest to a third party in a merger or in a sale of all or substantially all of its assets without the consent of
the unitholders. Furthermore, our partnership agreement does not restrict the ability of Ergon, the owner of our General Partner, from transferring all or a portion of
its ownership interest in our General Partner to a third party. The new owner of our General Partner would then be in a position to replace the Board and officers of
our General Partner with its own choices and thereby influence the decisions made by the Board and officers.
We may issue additional units without approval of our unitholders, which would dilute our unitholders’ ownership interests.
Except in the case of the issuance of units that rank equal to or senior to the Preferred Units, our partnership agreement does not limit the number or price of
additional limited partner interests we may issue at any time without the approval of our unitholders. In addition, because we are a limited partnership, we will not
be subject to the shareholder approval requirements relating to the issuance of securities (other than in connection with the establishment or material amendment of
a stock option or purchase plan or the making or material amendment of any other equity compensation arrangement) contained in Nasdaq Marketplace Rule
5635. The issuance by us of additional common units or other equity securities of equal or senior rank may have any or all of the following effects, among others:
•
•
•
•
•

Our unitholders’ proportionate ownership interest in us will decrease.
The amount of cash available for distribution on each unit may decrease.
The ratio of taxable income to distributions may increase.
The relative voting strength of each previously outstanding unit may be diminished.
The market price of the common units may decline.

Our partnership agreement restricts the voting rights of unitholders, other than our General Partner and its affiliates, including Ergon, owning 20% or more
of any class of our partnership securities.
Unitholders’ voting rights are further restricted by the partnership agreement, which provides that any units held by a person that owns 20% or more of any
class of units then outstanding, other than our General Partner, its affiliates, their transferees and persons who acquired such units with the prior approval of the
Board, cannot vote on any matter. Our partnership agreement also contains provisions limiting the ability of unitholders to call meetings or to acquire information
about our operations, as well as other provisions.
Even if our public unitholders are dissatisfied with our General Partner, it will be difficult for them to remove our General Partner without its consent.
It will be difficult for our public unitholders to remove our General Partner without its consent because our General Partner and its affiliates own a substantial
number of our units. The vote of the holders of at least 66 2 / 3 % of all outstanding units voting together as a single class is required to remove the General Partner.
As of March 11, 2019 , Ergon owned approximately 28.2% of our aggregate outstanding Preferred Units and common units.
Affiliates of our General Partner may sell units in the public markets, which sales could have an adverse impact on the trading price of the units.
As of March 11, 2019 , the executive officers and directors of our General Partner beneficially own an aggregate of 1,078,187 common units and 400
Preferred Units and Ergon owns 3,049,187 common units and 18,312,968 Preferred Units. The sale of these units in the public markets could have an adverse
impact on the public trading price of the units or on any trading market that may develop.
Our General Partner has a limited call right that may require our unitholders to sell their units at an undesirable time or price.
If at any time our General Partner and its affiliates own more than 80% of any class of units then outstanding, our General Partner will have the right, but not
the obligation, which it may assign to any of its affiliates or to us, to acquire all, but not less than all, of such class of units held by unaffiliated persons at a price
not less than the then-current market price. As a result, our
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unitholders may be required to sell their units at an undesirable time or price and may not receive any return on their investment. Our unitholders also may incur a
tax liability upon a sale of their units. As of March 11, 2019 , Ergon owned 52.1% of our outstanding Preferred Units.
Holders of our Preferred Units have a distribution preference and a liquidation preference, which may adversely impact the value of our common units.
The Preferred Units rank prior to our common units as to both distributions of available cash and distributions upon liquidation. Holders of our Preferred
Units are entitled to preferred quarterly distributions of $0.17875 per unit per quarter (or $0.715 per unit on an annual basis). If we fail to pay in full any
distribution on our Preferred Units, the amount of such unpaid distribution will accrue and accumulate from the last day of the quarter for which such distribution
is due until paid in full. If we are liquidated, we may not have sufficient funds remaining after payment of amounts to our creditors and to holders of our Preferred
Units to make any distribution to holders of our common units.
The conversion rate applicable to the Preferred Units will not be adjusted for all events that may be dilutive.
The number of our common units issuable upon conversion of the Preferred Units is subject to adjustment only for subdivisions, splits or certain combinations
of our common units. The number of common units issuable upon conversion is not subject to adjustment for other events, such as employee option grants,
offerings of our common units for cash or in connection with acquisitions or other transactions that may increase the number of outstanding common units and
dilute the ownership of existing common unitholders. The terms of the Preferred Units do not restrict our ability to offer common units in the future or to engage in
other transactions that could dilute our common units.
We have rights to require our preferred unitholders to convert their Preferred Units into common units, and we may exercise this mandatory conversion right
at an undesirable time.
We have the right in certain circumstances to force the conversion of all outstanding Preferred Units to common units. These circumstances include a
situation in which if the holders of a certain number of Preferred Units elect to convert the Preferred Units that they hold to common units, we could then force all
remaining outstanding Preferred Units to convert to common units. Ergon, the owner of our General Partner, owns enough Preferred Units such that if they were
all converted to common units, we would be able to exercise this mandatory conversion right. In addition, we also have the right to force the conversion of the
outstanding Preferred Units at any time if (i) the daily volume-weighted average trading price of our common units is greater than $8.45 for 20 out of the trailing
30 trading days ending two trading days before we furnish notice of conversion and (ii) the average trading volume of our common units has exceeded 20,000
common units for 20 out of the trailing 30 trading days ending two trading days before we furnish notice of conversion. In addition, the conversion provisions may
be modified with the consent of a majority of the outstanding Preferred Units. As of March 11, 2019 , Ergon owned 52.1% of our outstanding Preferred Units and
has the ability to consent to amendments to such conversion provisions. As a result, our preferred unitholders may be required to convert their Preferred Units at an
undesirable time and may not receive their expected return on investment.
Ergon, as the holder of a majority of the outstanding Preferred Units, has the ability to consent to the amendments to the provisions of the Preferred Units.
The Preferred Units have voting rights that are identical to the voting rights of common units and vote with the common units as a single class, so that
each Preferred Unit is entitled to one vote for each common unit into which such Preferred Unit is convertible on each matter with respect to which each common
unit is entitled to vote. In addition, the approval of a majority of the Preferred Units, voting separately as a class, is necessary on any matter that adversely affects
any of the rights of the Preferred Units or amends or modifies the terms of the Preferred Units in any material respect or affects the holders of the Preferred Units
disproportionately in relation to the holders of common units, including, without limitation, any action that would (i) reduce the distribution amount to the
Preferred Units or change the time or form of payment of distributions, (ii) reduce the amount payable to the Preferred Units upon the liquidation of our
partnership, (iii) modify the conditions relating to the conversion of the Preferred Units or (iv) issue any equity security that, with respect to distributions or rights
upon liquidation, ranks equal to or senior to the Preferred Units or issue any additional Preferred Units. As of March 11, 2019 , Ergon owned 52.1% of our
outstanding Preferred Units and has the ability to consent to amendments to the terms of the Preferred Units without the consent of other unitholders.
Holders of the Preferred Units will not have rights to distributions as holders of common units until they acquire our common units.
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Until our preferred unitholders acquire common units upon conversion of the Preferred Units, such preferred unitholders will have no rights with respect to
distributions on our common units. Upon conversion, our preferred unitholders will be entitled to exercise the rights of a holder of our common units only as to
matters for which the record date occurs after the date on which such Preferred Units were converted to our common units.
The Preferred Units are limited partner interests in our partnership and therefore are subordinate to any indebtedness.
The Preferred Units are limited partner interests in our partnership and do not constitute indebtedness. As such, the Preferred Units will rank junior to all
indebtedness and other non-equity claims on our partnership with respect to assets available to satisfy claims on our partnership, including in a liquidation of our
partnership.
Units held by persons who are not Eligible Holders will be subject to the possibility of redemption.
Our General Partner has the right under our partnership agreement to institute procedures, by giving notice to each of our unitholders, that would require
transferees of units and, upon the request of our General Partner, existing holders of our units to certify that they are Eligible Holders. The purpose of these
certification procedures would be to enable us to establish a federal income tax expense as a component of the pipeline’s cost of service for ratemaking purposes
under current FERC policy applicable to entities that pass through their taxable income to their owners. Eligible Holders are individuals or entities subject to U.S.
federal income taxation on the income generated by us or entities not subject to U.S. federal income taxation on the income generated by us, so long as all of the
entity’s owners are subject to such taxation. If these tax certification procedures are implemented, we will have the right to redeem the units held by persons who
are not Eligible Holders at the lesser of the holder’s purchase price and the then-current market price of the units. The redemption price would be paid in cash or by
delivery of a promissory note, as determined by our General Partner.
Market interest rates may affect the value of our units.
One of the factors that will influence the price of our units will be the distribution yield on our units relative to market interest rates. An increase in market
interest rates could cause the market price of the units to go down. The trading price of the units will also depend on many other factors, which may change from
time to time, including:
•
•
•
•

the market for similar securities;
government action or regulation;
general economic conditions or conditions in the financial markets; and
our financial condition, performance and prospects.

Our unitholders’ liability may not be limited if a court finds that unitholder action constitutes control of our business.
A general partner of a partnership generally has unlimited liability for the obligations of the partnership, except for those contractual obligations of the
partnership that are expressly made without recourse to the general partner. Our partnership is organized under Delaware law and we conduct business in a number
of other states. The limitations on the liability of holders of limited partner interests for the obligations of a limited partnership have not been clearly established in
some of the other states in which we do business.
Our unitholders could be liable for our obligations as if they were a general partner if:
•
•

a court or government agency determined that we were conducting business in a state but had not complied with that particular state’s partnership
statute; or
a unitholder’s right to act with other unitholders to remove or replace the general partner, to approve some amendments to our partnership agreement or
to take other actions under our partnership agreement constitute “control” of our business.

Unitholders may have liability to repay distributions that were wrongfully distributed to them.
Under certain circumstances, unitholders may have to repay amounts wrongfully returned or distributed to them. Under Section 17-607 and 17-804 of the
Delaware Revised Uniform Limited Partnership Act, we may not make a distribution to our unitholders if the distribution would cause our liabilities to exceed the
fair value of our assets. Delaware law provides that for a period of three years from the date of the impermissible distribution, limited partners who received the
distribution and who
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knew at the time of the distribution that it violated Delaware law will be liable to the limited partnership for the distribution amount. Substituted limited partners
are liable for the obligations of the assignor to make contributions to the partnership that are known to the substituted limited partner at the time it became a limited
partner and for unknown obligations if the liabilities could be determined from the partnership agreement. Liabilities to partners on account of their partnership
interests and liabilities that are non-recourse to the partnership are not counted for purposes of determining whether a distribution is permitted.
Tax Risks to Unitholders
Our common unitholders have been and will be required to pay taxes on their share of our taxable income even if they have not received or do not receive any
cash distributions from us.
Because our unitholders are treated as partners to whom we allocate taxable income which could be different in amount than the cash we distribute, our
common unitholders will be required to pay any federal income taxes and, in some cases, state and local income taxes, on their share of our taxable income, even if
our common unitholders receive no cash distributions from us. Our common unitholders may not receive cash distributions from us equal to their share of our
taxable income or even equal to the actual tax liability that results from that income.
Our tax treatment depends on our status as a partnership for federal income tax purposes, as well as us not being subject to a material amount of entity-level
taxation by individual states. If the IRS were to treat us as a corporation, or if we were to become subject to a material amount of entity-level taxation for state
tax purposes, then our cash available for distribution to our unitholders would be substantially reduced.
The anticipated after-tax economic benefit of an investment in our common units depends largely on us being treated as a partnership for federal income tax
purposes. If less than 90% of the gross income of a publicly traded partnership, such as us, for any taxable year is “qualifying income” from sources such as the
transportation, marketing (other than to end users) or processing of crude oil, natural gas or products thereof, interest, dividends or similar sources, that partnership
will be taxable as a corporation under Section 7704 of the Internal Revenue Code for federal income tax purposes for that taxable year and all subsequent
years. We have not requested and do not plan to request a ruling from the IRS with respect to our treatment as a partnership for federal income tax purposes.
If we were treated as a corporation for federal income tax purposes, then we would pay federal income tax on our taxable income at the corporate tax rate,
which is currently a maximum of 21% , and would likely pay additional state income tax at varying rates. Distributions would generally be taxed again to
unitholders as corporate distributions and none of our income, gains, losses, deductions or credits would flow through to our unitholders. Because a tax would be
imposed upon us as a corporation, cash available for distribution to our unitholders would be substantially reduced. Therefore, treatment of us as a corporation
would result in a material reduction in the anticipated cash flows and after-tax return to unitholders and thus would likely result in a substantial reduction in the
value of our units.
In addition, changes to the audit procedures for large partnerships and in certain circumstances for tax years beginning after 2017 would permit the IRS to
assess and collect taxes (including any applicable penalties and interest) resulting from partnership-level federal income tax audits directly from us in the year in
which the audit is completed. If we are required to make payments of taxes, penalties and interest resulting from audit adjustments, our cash available for
distribution to our unitholders might be substantially reduced. Moreover, changes in current state law may subject us to entity-level taxation by individual states.
Because of widespread state budget deficits and other reasons, several states are evaluating ways to subject partnerships to entity-level taxation through the
imposition of state income, franchise and other forms of taxation. For example, we are required to pay annually a Texas franchise tax on our total revenue, as
adjusted and apportioned to the state under the applicable Texas rules and regulations, at a maximum effective tax rate of 0.525% . Imposition of such a tax on us
by Texas and, if applicable, by any other state will reduce the cash available for distribution to our unitholders.
Our partnership agreement provides that if a law is enacted or an 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, the minimum quarterly distribution amount and the
target distribution amounts will be adjusted to reflect the impact of that law on us. No such adjustments have been made to date, but there can be no assurance that
no such adjustments will be made in the future.
The tax treatment of publicly traded partnerships or an investment in our common units could be subject to potential legislative, judicial or administrative
changes and differing interpretations, possibly on a retroactive basis.
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The present federal income tax treatment of publicly traded partnerships, including us or an investment in our common units, may be modified by
administrative, legislative or judicial interpretation at any time. Any modification to the federal income tax laws and interpretations thereof may or may not be
applied retroactively. Moreover, any such modification could make it more difficult or impossible for us to meet the exception which allows publicly traded
partnerships that generate qualifying income to be treated as partnerships (rather than corporations) for U.S. federal income tax purposes, affect or cause us to
change our business activities or affect the tax consequences of an investment in our common units. For example, members of Congress have considered
substantive changes to existing federal income tax laws that would affect the tax treatment of certain publicly traded partnerships. We are unable to predict
whether any of these changes or other proposals will ultimately be enacted. Any such changes could negatively impact the value of an investment in our units.
If the IRS contests any of the federal income tax positions we take, the market for our common units may be adversely affected, and the costs of any such
contest will reduce our cash available for distribution to our unitholders.
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 the conclusions of our counsel or from the positions we take. 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 of our counsel’s conclusions or the
positions we take. Any contest with the IRS may materially and adversely impact the market for our units and the price at which they trade. In addition, the costs of
any contest with the IRS will be borne indirectly by our unitholders and our General Partner because the costs will reduce our cash available for distribution.
There are limits on the deductibility of losses that may adversely affect unitholders.
In the case of taxpayers subject to the passive activity loss rules (generally individuals, closely-held corporations and regulated investment companies), any
losses generated by us will only be available to offset our future income and cannot be used to offset income from other activities, including other passive activities
or investments. Unused losses may be deducted when the unitholder disposes of the unitholder’s entire investment in us in a fully taxable transaction with an
unrelated party. A unitholder’s share of our net passive income may be offset by unused losses from us carried over from prior years, but not by losses from other
passive activities, including losses from other publicly traded partnerships.
Further, in addition to the other limitations described above, non-corporate taxpayers may only deduct business losses up to the gross income or gain
attributable to such trade or business plus $250,000 ($500,000 for unitholders filing jointly). Amounts that may not be deducted in a taxable year may be carried
forward into the following taxable year. This limitation shall be applied after the passive loss limitations and, unless amended, applies only to taxable years
beginning prior to December 31, 2025.
Our ability to deduct business interest is limited.
Our ability to deduct interest on indebtedness (including, under certain proposed regulations, regular distributions on our preferred units) properly allocable to
our trade or business (which excludes investment interest) will be limited to an amount equal to the sum of (i) our business interest income during the taxable year
and (ii) 30% of our adjusted taxable income for such taxable year. For taxable years beginning before January 1, 2022, adjusted taxable income means earnings
before interest, taxes, depreciation, and amortization; for taxable years beginning on or after January 1, 2022, adjusted taxable income is limited to earnings before
interest and taxes. Disallowed interest (and perhaps regular payments) deductions will be allocated to our unitholders and will be available to offset our future
excess taxable income allocated to such unitholders. A unitholder’s tax basis in our interests will be reduced by the amount of disallowed interest (and perhaps
regular payments) deductions allocated to such unitholder, even if such amounts do not give rise to a deduction to the unitholder in that taxable year. Such
unitholder’s tax basis in its partnership interests will be subsequently increased immediately prior to any disposition by such unitholder of its interest in us in an
amount equal to the difference between the prior basis reduction and the amount of the disallowed interest (and perhaps regular payments) that has subsequently
been used to offset excess taxable income of the unitholder.
The limitation on the deductibility of business interest expense described above also applies to our corporate subsidiaries; however, disallowed interest
deductions will be carried forward by our corporate subsidiaries and treated as business interest paid or accrued in the succeeding taxable year. The deductibility of
such business interest expense carried forward from a prior taxable year will be subject to the limitation described above.
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Tax gain or loss on the disposition of our common units could be more or less than expected.
If our unitholders sell their units, they will recognize a gain or loss equal to the difference between the amount realized and their tax basis in those units.
Because distributions to a unitholder that exceed the total net taxable income allocated to the unitholder decrease the unitholder’s tax basis in his or her units, any
such prior excess distribution will, in effect, become taxable income to the unitholder if the common units are sold by the unitholder at a price greater than their tax
basis, even if the price the unitholder receives is less than the original cost. Furthermore, a substantial portion of the amount realized, whether or not representing
gain, may be taxed as ordinary income to the selling unitholder due to potential recapture items, including depreciation recapture. In addition, because the amount
realized includes a unitholder’s share of our non-recourse liabilities, a unitholder who sells common units may incur a tax liability in excess of the amount of cash
received from the sale.
If the IRS makes audit adjustments to our income tax returns for tax years beginning after 2017, it may collect any resulting taxes (including any applicable
penalties and interest) directly from us, in which case our cash available for distribution to our unitholders might be substantially reduced.
If the IRS makes audit adjustments to income tax returns for tax years beginning after 2017, it may assess and collect taxes (including any applicable penalties
and interest) directly from us in the year in which the audit is completed. If we are required to make payments of taxes, penalties and interest resulting from audit
adjustments, our cash available for distribution to our unitholders might be substantially reduced. In addition, because payment would be due for the taxable year in
which the audit is completed, unitholders during that taxable year would bear the expense of the adjustment even if they were not unitholders during the audited
taxable year.
Tax-exempt entities and non-United States persons face unique tax issues from owning units that may result in adverse tax consequences to them.
Investment in our units by tax-exempt entities, such as individual retirement accounts (known as IRAs), pension plans 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 taxable income and will be taxable to them. Distributions to non-U.S. persons will be reduced by withholding
taxes at the highest applicable effective tax rate, and non-U.S. persons will be required to file U.S. federal income tax returns and pay tax on their share of our
taxable income. If a potential unitholder is a tax-exempt entity or a non-U.S. person, it should consult its tax advisor before investing in our units.
If a non-U.S. unitholder sells or otherwise disposes of a common unit, the transferee is required to withhold 10% of the amount realized by the non-U.S.
transferor, and we are required to deduct and withhold from distributions to the transferee amounts that should have been withheld by the transferee but were not
withheld. However, the U.S. Department of the Treasury and the IRS have determined that this withholding requirement should not apply to any disposition of a
publicly traded interest in a publicly traded partnership (such as us) until regulations or other guidance have been issued clarifying the application of this
withholding requirement to dispositions of interests in publicly traded partnerships. Accordingly, while this new withholding requirement does not currently apply
to interests in us, there can be no assurance that such requirement will not apply in the future.
We will treat each purchaser of our common units as having the same tax benefits without regard to the specific common units purchased. 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 will adopt depreciation and/or amortization positions
that may not conform with all aspects of existing 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 their sale of common units and could have a
negative impact on the value of our common units or result in audit adjustments to our unitholders’ tax returns.
Our unitholders likely will be subject to state and local taxes and return filing or withholding requirements in states in which they do not live as a result of
investing in our units.
In addition to federal income taxes, our unitholders will likely be subject to other taxes, such as state and local income taxes, unincorporated business taxes
and estate, inheritance or intangible taxes that are imposed by the various jurisdictions in which we conduct business or own property. Our unitholders may be
required to file state and local income tax returns and pay state and local income taxes in certain of these various jurisdictions. Further, our unitholders may be
subject to penalties for failure to comply with those requirements. We currently own property and conduct business in several states, most of which
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currently impose income taxes on corporations, and many of which impose income taxes on other entities and nonresident individuals. We may own property or
conduct business in other states or foreign countries in the future. It is each unitholder’s responsibility to file all federal, state, local and foreign tax returns. Under
the tax laws of some states where we conduct business, we may be required to withhold a percentage from amounts to be distributed to a unitholder who is not a
resident of that state. For example, in the case of Oklahoma, we are required to report annual tax information about our non-Oklahoma resident unitholders with
income in excess of five hundred dollars or withhold an amount equal to 5% of the portion of our distributions to unitholders which is deemed to be the Oklahoma
share of our income.
We hold certain assets located at certain of our liquid asphalt facilities in a subsidiary taxed as a corporation. Such subsidiary is subject to entity-level federal
and state income taxes on its net taxable income and, if a material amount of entity-level taxes were incurred, then our cash available for distribution to our
unitholders could be substantially reduced.
We hold certain of our liquid asphalt processing assets and related fee income through BKEP Asphalt, L.L.C., a subsidiary taxed as a corporation. Such
subsidiary is required to pay federal income tax on its income at the corporate tax rate, which is currently a maximum of 21%, and will likely pay state (and
possibly local) income tax at varying rates. Distributions from such subsidiary will generally be taxed again to unitholders as corporate distributions and none of
the income, gains, losses, deductions or credits of such subsidiary will flow through to our unitholders. Currently, the maximum federal income tax rate applicable
to dividend income from such subsidiary which is allocable to individuals is 20% plus an unearned Medicare tax of 3.8%. An individual unitholder’s share of
dividend and interest income from such subsidiary would constitute portfolio income which could not be offset by the unitholder’s share of our other losses or
deductions. If a material amount of entity-level taxes is incurred by such subsidiary, then our cash available for distribution to our unitholders could be
substantially reduced.
We prorate our items of income, gain, loss and deduction between transferors and transferees of our common units each month based upon the ownership of
our common units on the first day of each month, instead of on the basis of the date a particular common unit is transferred. The IRS may challenge this
treatment, which could change the allocation of items of income, gain, loss and deduction among our common unitholders.
We prorate our items of income, gain, loss and deduction between transferors and transferees of our common units each month based upon the ownership of
our common units on the first day of each month, instead of on the basis of the date a particular unit is transferred. The use of this proration method may not be
permitted under existing Treasury regulations. The U.S. Department of the Treasury and the IRS issued final Treasury regulations pursuant to which a publicly
traded partnership may use a similar monthly simplifying convention to allocate tax items among transferor and transferee unitholders, although such tax items
must be prorated on a daily basis. However, these Treasury regulations do not specifically authorize the use of the proration method we have adopted. If the IRS
were to successfully challenge our proration method, we may be required to change the allocation of items of income, gain, loss and deduction among our
unitholders.
A unitholder whose units are loaned to a “short seller” to effect a short sale of units may be considered as having disposed of those units. If so, such unitholder
would no longer be treated for tax purposes as a partner with respect to those units during the period of the loan and may recognize gain or loss from the
disposition.
Because a unitholder whose units are loaned to a “short seller” to effect a short sale of units may be considered as having disposed of the loaned units, such
unitholder may no longer be treated for tax purposes as a partner with respect to those units during the period of the loan to the short seller and the unitholder may
recognize gain or loss from such disposition. Moreover, during the period of the loan to the short seller, any of our income, gain, loss or deduction with respect to
those units may not be reportable by the unitholder, and any cash distributions received by the unitholder as to those units could be fully taxable as ordinary
income. Unitholders desiring to assure their status as partners and avoid the risk of gain recognition from a loan to a short seller are urged to consult a tax advisor
to discuss whether it is advisable to modify any applicable brokerage account agreements to prohibit their brokers from borrowing their units.
Unitholders converting Preferred Units into common units could under certain limited circumstances receive a gross income allocation that may materially
increase the taxable income allocated to such unitholders.
Under our partnership agreement and in accordance with Treasury regulations, immediately after the conversion of a Preferred Unit, we will adjust the capital
accounts of all of our partners to reflect any positive difference (“Unrealized Gain”) or negative difference (“Unrealized Loss”) between the fair market value and
the carrying value of our assets at such time as if such Unrealized Gain or Unrealized Loss had been recognized on an actual sale of each such asset for an amount
equal to its fair market value at the time of such conversion. Such Unrealized Gain or Unrealized Loss (or items thereof) will be allocated first to the converting
preferred unitholder in respect to common units received upon the conversion until the capital account of each such common unit is equal to the per unit capital
account for each existing common unit. This allocation of Unrealized
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Gain or Unrealized Loss will not be taxable to the converting preferred unitholder or to any other unitholders. If the Unrealized Gain or Unrealized Loss allocated
as a result of the conversion of a Preferred Unit is not sufficient to cause the capital account of each common unit received upon such conversion to equal the per
unit capital account for each existing common unit, then capital account balances will be reallocated among the unitholders as needed to produce this result. In the
event that such a reallocation is needed, a converting preferred unitholder would be allocated taxable gross income in an amount equal to the amount of any such
reallocation to it.
We may adopt certain valuation methodologies and monthly conventions for federal income tax purposes that may result in a shift of income, gain, loss or
deduction between our General Partner and our common unitholders. The IRS may challenge this treatment, which could adversely affect the value of our
outstanding units.
When we issue additional units or engage in certain other transactions, we will determine the fair market value of our assets and allocate any unrealized gain
or loss attributable to our assets to the capital accounts of our common unitholders and our General Partner. Our methodology may be viewed as understating the
value of our assets. In that case, there may be a shift of income, gain, loss or deduction between certain common unitholders and our General Partner, which may
be unfavorable to such unitholders. Moreover, under our valuation methods, subsequent purchasers of units may have a greater portion of their Internal Revenue
Code Section 743(b) adjustment allocated to our tangible assets and a lesser portion allocated to our intangible assets. The IRS may challenge our valuation
methods, or our allocation of the Section 743(b) adjustment attributable to our tangible and intangible assets, and allocations of taxable income, gain, loss or
deduction between our General Partner and certain of our common unitholders.
A successful IRS challenge to these methods or allocations could adversely affect the amount of taxable income or loss being allocated to our common
unitholders. It also could affect the amount of taxable gain from our unitholders’ sale of units and could have a negative impact on the value of the units or result
in audit adjustments to our unitholders’ tax returns without the benefit of additional deductions.
Compliance with and changes in tax law could adversely affect our performance.
We are subject to extensive tax laws and regulations, including federal and state income taxes and transactional taxes such as excise, sales/use, payroll,
franchise and ad valorem taxes. New tax laws and regulations and changes in existing tax laws and regulations are continuously being enacted that could result in
increased tax expenditures in the future. Many of these tax liabilities are subject to audits by the respective taxing authority. These audits may result in additional
taxes as well as interest and penalties.
Item 1B.

Unresolved Staff Comments.

None.
Item 2.

Properties.

A description of our properties is contained in “Item 1-Business.”
Title to Properties
Our asphalt assets are on real property owned or leased by us. Some of the real property leases that were transferred to us as part of the acquisition of our
asphalt assets required the consent of the counterparty to such lease. In certain instances, we have not entered into new leases with a lessor although we continue to
use such leases and make payments to the lessor and are in the process of negotiating new leases.
Substantially all of our pipelines are constructed on rights-of-way granted by the apparent record owners of the property. Lands over which pipeline rights-ofway have been obtained may be subject to prior liens which have not been subordinated to the right-of-way grants. We have also obtained, where necessary,
easement agreements, licenses or permits from public authorities and railroad companies to cross over or under, or to lay facilities in or along, watercourses,
county roads, municipal streets, railroad properties and state highways, as applicable. In the event of a challenge to our pipeline location, we generally have the
right of eminent domain or other recourse to retain the pipeline in place. In some cases, property on which our pipelines were built was purchased in fee. Our crude
oil terminals are on real property owned or leased by us.
Other than as described above, we believe that we have satisfactory title to or rights in all of our assets. Although title or rights to such properties is subject to
encumbrances in certain cases, such as customary interests generally retained in
36

Table of Contents
connection with acquisition of real property, liens related to environmental liabilities associated with historical operations, liens for current taxes and other burdens
and minor easements, restrictions and other encumbrances to which the underlying properties were subject at the time of acquisition by our predecessor or us, we
believe that none of these burdens will materially interfere with their use in the operation of our business.
Item 3.

Legal Proceedings.

The information required by this item is included under the caption “Commitments and Contingencies” in Note 18 to our consolidated financial statements and
is incorporated herein by reference thereto.
Item 4.

Mine Safety Disclosures.

Not applicable.
PART II. OTHER INFORMATION
Item 5.

Market for Registrant’s Common Equity, Related Unitholder Matters and Issuer Purchases of Equity Securities.

Our common units are traded on the Nasdaq Global Market under the symbol “BKEP” and our Preferred Units are traded on the Nasdaq Global Market under
the symbol “BKEPP”.
On March 7, 2019, there were 40,714,857 common units outstanding, held by approximately 770 unitholders of record and 35,125,202 Preferred Units
outstanding held by approximately 3 unitholders of record. The actual number of unitholders is greater than the number of holders of record. Ergon holds 7.5% of
the common units and 52.1% of the Preferred Units.
Distributions of Available Cash
Our partnership agreement requires that, within 45 days after the end of each quarter, we distribute all of our available cash (as defined in our partnership
agreement) to unitholders of record on the applicable record date.
Available cash, for any quarter, consists of all cash on hand at the end of that quarter:
•

•

less the amount of cash reserves established by our General Partner to:
◦ provide for the proper conduct of our business;
◦ comply with applicable law, any of our debt instruments or other agreements; or
◦ provide funds for distributions to our unitholders for any one or more of the next four quarters;
plus all additional cash and cash equivalents on hand on the date of determination of available cash for the quarter resulting from working capital
borrowings made after the end of the quarter. Working capital borrowings are generally borrowings that are made under a credit facility, commercial
paper facility or similar financing arrangement, and in all cases are used solely for working capital purposes or to pay distributions to partners and with
the intent of the borrower to repay such borrowings within 12 months.

Pursuant to our credit agreement, we are permitted to make quarterly distributions of available cash to unitholders so long as no default exists under the credit
agreement on a pro forma basis after giving effect to such distribution.
Our partnership agreement requires that we make distributions of available cash from operating surplus for any quarter in the following manner:
•
•

first, 98.4% to the holders of Preferred Units, pro rata, and 1.6% to our General Partner, until we distribute for each outstanding Preferred Unit an
amount equal to the Series A Quarterly Distribution Amount (as defined in the partnership agreement) for that quarter;
second, 98.4% to the holders of Preferred Units, pro rata, and 1.6% to our General Partner, until we distribute for each outstanding Preferred Unit an
amount equal to any arrearages in the payment of the Series A Quarterly Distribution Amount for any prior quarters;
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•
•

third, 98.4% to all common unitholders and Class B unitholders (if any), pro rata, and 1.6% to our General Partner, until we distribute for each
outstanding common and Class B unit an amount equal to the minimum quarterly distribution of $0.11 per unit for that quarter; and
thereafter, in the manner described in “General Partner Interest and Incentive Distribution Rights” below.

The preceding discussion is based on the assumptions that our General Partner maintains its 1.6% general partner interest and that we do not issue additional
classes of equity securities.
General Partner Interest and Incentive Distribution Rights
The following discussion assumes that our General Partner maintains its approximate 1.6% general partner’s interest and continues to own the incentive
distribution rights.
Our partnership agreement provides that our General Partner will be entitled to approximately 1.6% of all distributions that we make prior to our liquidation.
Our General Partner has the right, but not the obligation, to contribute a proportionate amount of capital to us to maintain its approximate 1.6% general partner
interest if we issue additional units. Our General Partner’s approximate 1.6% interest, and the percentage of our cash distributions to which it is entitled, will be
proportionately reduced if we issue additional units in the future (other than the issuance of partnership securities issued in connection with a reset of the incentive
distribution target levels relating to our General Partner’s incentive distribution rights or the issuance of partnership securities upon conversion of outstanding
partnership securities) and our General Partner does not contribute a proportionate amount of capital to us in order to maintain its then current general partner
interest. Our General Partner will be entitled to make a capital contribution in order to maintain its then current general partner interest.
Incentive distribution rights represent the right to receive an increasing percentage (13.0%, 23.0% and 48.0%) of quarterly distributions of available cash from
operating surplus after the minimum quarterly distribution and the target distribution levels have been achieved. Our General Partner currently holds the incentive
distribution rights, but may transfer these rights separately from its general partner interest, subject to restrictions in the partnership agreement.
If for any quarter:
•
•
•

we have distributed available cash from operating surplus to the holders of our Preferred Units in an amount equal to the Series A Quarterly
Distribution Amount;
we have distributed available cash from operating surplus to the holders of our Preferred Units in an amount necessary to eliminate any cumulative
arrearages in the payment of the Series A Quarterly Distribution Amount; and
we have distributed available cash from operating surplus to the common unitholders and Class B unitholders in an amount equal to the minimum
quarterly distribution;

then our partnership agreement requires that we distribute any additional available cash from operating surplus for that quarter among the unitholders and our
General Partner in the following manner:
•
•
•
•

first, 98.4% to all unitholders holding common units or Class B units, pro rata, and 1.6% to our General Partner, until each unitholder receives a total of
$0.1265 per unit for that quarter (the “first target distribution”);
second, 85.4% to all unitholders holding common units or Class B units, pro rata, and 14.6% to our General Partner, until each unitholder receives a
total of $0.1375 per unit for that quarter (the “second target distribution”);
third, 75.4% to all unitholders holding common units or Class B units, pro rata, and 24.6% to our General Partner, until each unitholder receives a total
of $0.1825 per unit for that quarter (the “third target distribution”); and
thereafter, 50.4% to all unitholders holding common units or Class B units, pro rata, and 49.6% to our General Partner.

For equity compensation plan information, see “Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters-Securities Authorized for Issuance under Equity Compensation Plans.”
Unregistered Sales of Securities
None.
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Item 6.

Selected Financial Data.

The following table shows selected historical financial and operating data of Blueknight Energy Partners for the annual periods and as of the dates presented.
We derived the information in the following table from, and that information should be read together with and is qualified in its entirety by reference to, the
historical financial statements and the accompanying notes thereto, including those included elsewhere in this annual report. The table should be read together with
“Item 1. Business” and “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.”
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2014

2015

Statements of Operations Data:

2016

2017

2018

(in thousands, except for per unit data)

Service revenue:
Third-party revenue

$ 139,426

$ 137,415

$ 126,215

$ 113,772

42,788

39,103

30,211

56,688

22,131

Third-party revenue

—

—

—

—

42,067

Related-party revenue

—

—

—

—

25,961

Third-party revenue

4,412

3,511

20,968

11,479

235,438

Related-party revenue

—

—

—

—

482

186,626

180,029

177,394

181,939

384,835

134,184

127,974

111,091

123,805

113,890

61

3,231

14,130

8,807

126,776

Related-party revenue

(1)

$

58,756

Lease revenue:

Product sales revenue:

Total revenue
Costs and expenses:
Operating expense
Cost of product sales
Cost of product sales from related party
General and administrative expense
Asset impairment expense
Total costs and expenses
Gain (loss) on sale of assets
Operating income

—

—

—

—

102,469

17,498

18,976

20,029

17,112

15,995

—

21,996

25,761

2,400

53,068

151,743

172,177

171,011

152,124

412,198

2,464

6,137

108

37,347

13,989

6,491

28,840

883

3,932

1,483

61

(975)

149
(27,214)

Other income (expense):
Equity earnings (loss) in unconsolidated entity
Gain on sale of unconsolidated affiliate

—

Interest expense

—

(12,268)

Unrealized gain on investments

2,079

—

Income (loss) before income taxes

28,041

6,719

469

323

Provision for income taxes
Net income (loss)

$

—

(11,202)

27,572

$

(12,554)
—

(4,840)

2,225
(16,860)
—

20,211

260
$

5,337
(14,027)
—

(4,580)

6,396

—

(41,849)

166
$

20,045

198
$ (42,047)

Allocation of net income (loss) for purpose of calculating earnings
per unit:
General partner interest in net income

$

641

$

554

$

433

$

944

$

Preferred interest in net income

$

21,563

$

21,564

$

25,824

$

25,115

$

Net income (loss) available to limited partners

$

5,368

$

(15,722)

$

(31,097)

$

(6,014)

$ (66,650)

$

0.20

$

(0.47)

$

(0.87)

$

(0.15)

$

(1.61)

Paid

$

0.52

$

0.56

$

0.58

$

0.58

$

0.45

Declared

$

0.53

$

0.57

$

0.58

$

0.58

$

0.39

Paid

$

0.72

$

0.72

$

0.72

$

0.72

$

0.72

Declared

$

0.72

$

0.72

$

0.72

$

0.72

$

0.72

Basic and diluted net income (loss) per common unit

(512)
25,115

Cash distributions per unit to limited partners (2) :

Cash distributions per unit to preferred partners:

Balance Sheet Data (at period end):
Property, plant and equipment, net

$ 310,163

$ 312,934

$ 307,334

$ 296,069

$ 248,261

Total assets

$ 364,395

$ 364,746

$ 375,663

$ 340,869

$ 323,304

Long-term debt and other long-term liabilities

$ 219,736

$ 247,548

$ 329,546

$ 312,542

$ 281,335

Total partners’ capital

$ 119,956

$

$

$

$

87,219

25,576

4,684

(6,896)

________________
(1)

Prior to the Ergon Change of Control (as previously defined), Vitol was a related party. Subsequent to the Ergon Change of Control, Ergon is a related party. For the years ended December
31, 2014, 2015, 2016, 2017 and 2018, we recognized revenues of $41.8 million, $37.8 million, $23.2 million, $21.5 million and $38.2 million , respectively, for services provided to Vitol.
All amounts earned in 2014 and 2015 are classified as related-party revenues. For the year ended December 31, 2016, $17.9 million is classified as related-party revenues and $5.3 million
is classified as third-party revenues. For the years ended December 31, 2017 and 2018, all amounts are classified as related-party revenues. For the years ended December 31, 2014, 2015,
2016, 2017 and 2018, we recognized revenues of $15.3 million, $15.5 million, $22.2 million, $56.4 million and $48.1 million , respectively, for services provided to
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(2)

Ergon. All amounts earned in 2014 and 2015 are classified as third-party revenues. For the year ended December 31, 2016, $11.3 million is classified as third-party revenues and $10.9
million is classified as related-party revenues. All amounts earned in 2017 and 2018 are classified as related-party revenues.
Cash distributions paid per unit to limited partners represent payments made per unit during the period stated. Cash distributions declared per unit to limited partners represent distributions
declared per unit for the quarters within the period stated. Declared distributions were paid within 45 days following the close of each quarter.

Item 7.

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

Overview
We are a publicly traded master limited partnership with operations in 27 states. We provide integrated terminalling, gathering and transportation services for
companies engaged in the production, distribution and marketing of liquid asphalt and crude oil. We manage our operations through four operating segments:
(i) asphalt terminalling services, (ii) crude oil terminalling services, (iii) crude oil pipeline services and (iv) crude oil trucking services.
Potential Impact of Crude Oil Market Price Changes and Other Factors on Future Revenues
The crude oil market price and the corresponding forward market pricing curve may fluctuate significantly from period to period. In addition, volatility in the
overall energy industry and specifically in publicly traded midstream energy partnerships may impact our partnership in the near term. Factors include the overall
market price for crude oil and whether or not the forward price curve is in contango (in which future prices are higher than current prices and a premium is placed
on storing product and selling at a later time) or backwardated (in which the current crude oil price per barrel is higher than the future price per barrel and a
premium is placed on delivering product to market and selling as soon as possible), changes in crude oil production volume and the demand for storage and
transportation capacity in the areas in which we serve, geopolitical concerns and overall changes in our cost of capital. As of March 11, 2019 , the forward price
curve is in a shallow contango. Potential impacts of these factors are discussed below.
Asphalt Terminalling Services - Although there is no direct correlation between the price of crude oil and the price of asphalt, the asphalt industry tends to
benefit from a lower crude oil price environment, strong economy and an increase in infrastructure spend. As a result, we do not expect the changes in the price of
crude oil to significantly impact our asphalt terminalling services operating segment.
Our Wilmington, North Carolina, asphalt facility was affected by Hurricane Florence in September 2018. Damage to the plant was primarily limited to the loss
of insulation on multiple storage tanks. While the impairment of these assets reflected in the year ended December 31, 2018 is minimal due to the low net book
value of the assets, costs in 2018 to replace the insulation and clean up debris were approximately $0.5 million, consisting of $0.4 million in maintenance capital
expenditures and $0.1 million in maintenance expense. While we are pursuing insurance claims for this event, there can be no assurance of the amount or timing of
any proceeds we may receive under such claims. The majority of revenues earned at the Wilmington facility are fixed fees; however, we estimate a loss of
throughput revenues to have been less than $0.1 million as we were unable to deliver product out of the terminal for several weeks. In addition, our Bainbridge,
Georgia, asphalt facility was affected by Hurricane Michael in October 2018, and damages were primarily limited to the loss of insulation on two storage tanks.
Costs to replace the insulation and clean up debris in 2018 were approximately $0.3 million, consisting of $0.2 million in maintenance capital expenditures and
$0.1 million in maintenance expense. We expect less than $0.1 million in additional costs related to these repairs for both facilities in 2019.
On July 12, 2018, we sold certain asphalt facilities, storage tanks and related real property, contracts, permits, assets and
other interests located in Lubbock and Saginaw, Texas, and Memphis, Tennessee, to Ergon for a purchase price of $90.0 million.
Crude Oil Terminalling Services - A contango crude oil curve tends to favor the crude oil storage business as crude oil marketers are incentivized to store
crude oil during the current month and sell into a future month. Since March of 2016, the crude oil curve has generally been in a shallow contango or
backwardation. In these shallow contango or backwardated markets there is no clear incentive for marketers to store crude oil. A shallow contango or a
backwardated market may impact our ability to re-contract expiring contracts and/or decrease the storage rate at which we are able to re-contract. As a result of the
current shallow backwardation and overall demand for Cushing storage, we anticipate that we will continue to experience a challenging recontracting environment
which may impact both the volume of storage we are able to successfully recontract and the rate at which we recontract.
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Crude Oil Pipeline Services - A backwardated crude oil forward pricing curve tends to favor the crude oil pipeline transportation business as crude oil
marketers are incentivized to transport crude oil to market for sale as soon as possible. However, our crude oil pipeline services business has been impacted
recently by an out-of-service pipeline. Between April 2016 and July 2018, we had been operating one Oklahoma pipeline system, instead of two systems,
providing us with a capacity of approximately 20,000 to 25,000 barrels per day (Bpd). In July 2018, we were able to restore service to a second system which has
increased the transportation capacity of our pipeline systems by approximately 20,000 Bpd. The ability to fully utilize the capacity of these systems may be
impacted by the market price of crude oil and producers’ decisions to increase or decrease production in the areas we serve.
In the last half of 2018, we increased the volumes of crude oil transported for our internal crude oil marketing operations with the objective of increasing the
overall utilization of our Oklahoma crude oil pipeline systems. Typically, the volume of crude oil we purchase in a given month will be sold in the same month.
However, we may have market price exposure for inventory that is carried over month-to-month as well as pipeline linefill we maintain. We may also be exposed
to price risk with respect to the differing qualities of crude oil we transport and our ability to effectively blend them to market specifications. Despite the increase
in transported volumes, operating margin in our crude oil pipeline segment was negative for 2018, and in December 2018, we evaluated our pipeline system for
impairment and recorded an impairment expense of $40.7 million .
On May 10, 2018, we, together with affiliates of Ergon and Kingfisher Midstream, LLC (“Kingfisher Midstream”), a subsidiary of Alta Mesa Resources, Inc.,
announced the execution of definitive agreements to form Cimarron Express Pipeline, LLC (“Cimarron Express”). We have an agreement (the “Agreement”) with
Ergon that gives each party rights concerning the purchase or sale of Ergon’s interest in Cimarron Express, subject to certain terms and conditions. Cimarron
Express was formed to build a new 16-inch diameter, 65-mile crude oil pipeline running from northeastern Kingfisher County, Oklahoma to the Partnership’s
Cushing, Oklahoma crude oil terminal, with an originally anticipated in-service date in the second half of 2019. Ergon formed a Delaware limited liability
company, Ergon - Oklahoma Pipeline, LLC (“DEVCO”), which holds Ergon’s 50% membership interest in Cimarron Express. Under the Agreement, we have the
right, at any time, to purchase 100% of the authorized and outstanding member interests in DEVCO from Ergon for the Purchase Price (as defined in the
Agreement), which shall be computed by taking Ergon’s total investment in the Cimarron Express plus interest, by giving written notice to Ergon (the “Call”).
Ergon has the right to require us to purchase 100% of the authorized and outstanding member interests of DEVCO for the Purchase Price (the “Put”) at any time
beginning the earlier of (i) 18 months from the formation, May 9, 2018, of the joint venture company to build the pipeline, (ii) six months after completion of the
pipeline, or (iii) the event of dissolution of Cimarron Express. Upon exercise of the Call or the Put, we and Ergon will execute the Member Interest Purchase
Agreement, which is attached to the Agreement as Exhibit B. Upon receipt of the Purchase Price, Ergon shall be obligated to convey 100% of the authorized and
outstanding member interests in DEVCO to us or our designee. As of December 31, 2018, neither Ergon nor the Partnership has exercised their options under the
Agreement.
We and Ergon have been informed that Kingfisher Midstream has made the decision to suspend future investments in Cimarron Express as Kingfisher
Midstream has determined that the anticipated volumes from the currently dedicated acreage, and the resultant project economics, do not support additional
investment from Kingfisher Midstream. We and Ergon are evaluating the status of the investment in Cimarron Express.
As of December 31, 2018, Cimarron Express has spent approximately $30.6 million on the pipeline project, primarily related to the purchase of steel pipe and
equipment, rights of way and engineering and design services, and has cash on hand of approximately $1.9 million . Cimarron Express recorded a $20.9 million
impairment charge in the fourth quarter of 2018 to reduce the carrying amount of its assets to their estimated fair value. In addition to its capital contributions to
Cimarron Express, Ergon’s interest in DEVCO includes internal Ergon labor and capitalized interest that bring its investment in DEVCO to approximately $17.6
million . Ergon recorded a $10.0 million other-than-temporary impairment on its investment in Cimarron Express as of December 31, 2018 to reduce its investment
to its estimated fair value. As a result, we considered the SEC staff’s opinions outlined in SAB 107 Topic 5.T Accounting for Expenses or Liabilities Paid by
Principal Stockholders. The Agreement was designed to have us, ultimately and from the onset, bear any risk of loss on the construction of the pipeline project and
eventually own a 50% interest in the pipeline. As a result, we have recorded on a push down basis a $10.0 million impairment of Ergon’s investment in Cimarron
Express in our consolidated results of operations during the year ended December 31, 2018, and a contingent liability payable to Ergon as of December 31, 2018.
We experienced a decrease in revenue on our former East Texas pipeline system as a result of an overall decrease in production in the area and the expiration
of an incentive tariff on a section of the system. As a result of the decrease in revenues and resulting decline in market values, we recognized an impairment
expense of $2.3 million related to our East Texas pipeline system in the fourth quarter of 2016. In April 2017, we sold the East Texas pipeline system. We received
cash proceeds at closing of approximately $4.8 million and recorded a gain of less than $0.1 million .
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The Knight Warrior project was canceled during the second quarter of 2016 due to continued low rig counts in the Eaglebine/Woodbine area coupled with
lower production volumes, competing projects and the overall impact of the decreased market price of crude oil. Consequently, shipper commitments related to the
project were cancelled, and an impairment expense of $22.6 million related to the project was recognized in June 2016.
In April 2017, Advantage Pipeline, L.L.C. (“Advantage Pipeline”), in which we owned an approximate 30% equity ownership interest, was acquired by a joint
venture formed by affiliates of Plains All American Pipeline, L.P. and Noble Midstream Partners LP. We received cash proceeds at closing from the sale of our
approximate 30% equity ownership interest in Advantage Pipeline of approximately $25.3 million and recorded a gain on the sale of the investment of $4.2 million
. Approximately 10% of the gross sale proceeds were held in escrow, subject to certain post-closing settlement terms and conditions. We received approximately
$1.1 million of the funds held in escrow in August 2017 and our remaining balance of $2.2 million in January 2018, for which we recognized an additional gain on
sale of the unconsolidated affiliate in 2018.
Crude Oil Trucking Services - Crude oil trucking, while potentially influenced by the shape of the crude oil forward price curve, is typically impacted more by
overall drilling and production activity and the ability to have the appropriate level of assets located properly to efficiently move the barrels to delivery points for
customers.
In December 2017, we evaluated our producer field services business for impairment and recognized an impairment expense of $2.4 million to reduce the
carrying amount of our assets to their estimated recoverable value. On April 24, 2018, we sold our producer field services business, which has been historically
reported within the crude oil trucking services segment, and received cash proceeds at closing of approximately $3.0 million and recorded a gain of $0.4 million .
Recent Events
A time line of certain recent events is set forth below.
•
•
•
•
•
•

•
•
•

•

In December 2018, we evaluated our pipeline system for impairment and recorded an impairment expense of $40.7 million . We also recorded, on a
push-down basis, an impairment expense of $10.0 million related to Ergon’s investment in Cimarron Express (see Note 14 to our consolidated financial
statements for additional information related to this impairment expense).
On July 12, 2018, we sold certain asphalt facilities, storage tanks and related real property, contracts, permits, assets and other interests located in
Lubbock and Saginaw, Texas and Memphis, Tennessee to Ergon for a purchase price of $90.0 million, subject to customary adjustments.
On June 28, 2018, the credit agreement was amended to, among other things, reduce the revolving loan facility from $450.0 million to $400.0 million
and raise the maximum permitted consolidated total leverage ratio for 2018 and 2019.
On April 24, 2018, the Partnership sold its producer field services business. The Partnership received cash proceeds at closing of approximately $3.0
million and recorded a gain of $0.4 million . The sale of the producer field services business does not qualify as discontinued operations as it does not
represent a strategic shift that will have a major effect on the Partnership’s operations or financial results.
On March 7, 2018, we acquired an asphalt facility located in Oklahoma from a third party for $22.0 million .
On December 1, 2017, we consummated a Purchase and Sale Agreement, dated as of November 22, 2017, among us and Ergon Asphalt & Emulsions,
Inc. and Ergon Terminaling, Inc., both subsidiaries of Ergon, Inc., relating to the acquisition of an asphalt facility located in Bainbridge, Georgia, from
Ergon Asphalt & Emulsions, Inc. and Ergon Terminaling, Inc. for a total purchase price of $10.2 million, consisting of 1,898,380 common units
representing limited partner interests in us.
On May 11, 2017, we entered into an amended and restated credit agreement that consists of a $450.0 million revolving loan facility.
On April 18, 2017, we sold the East Texas pipeline system. We received cash proceeds at closing of approximately $4.8 million and recorded a gain of
less than $0.1 million .
On April 3, 2017, Advantage Pipeline was acquired by a joint venture formed by affiliates of Plains All American Pipeline, L.P. and Noble Midstream
Partners LP. We received cash proceeds at closing from the sale of our approximate 30% equity ownership interest in Advantage Pipeline of
approximately $25.3 million and recorded a gain on the sale of the investment of $4.2 million. Approximately 10% of the gross sale proceeds were held
in escrow, subject to certain post-closing settlement terms and conditions. We received approximately $1.1 million of the funds held in escrow in
August 2017 and our remaining balance of $2.2 million in January 2018.
On October 5, 2016, we completed the Ergon Transactions which consisted of the following transactions and agreements:
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◦

•
•
•

Ergon purchased 100% of the outstanding voting stock of Blueknight GP Holding, L.L.C., which owns 100% of the capital stock of our General
Partner, pursuant to a Membership Interest Purchase Agreement dated July 19, 2016, among CBB, an indirect wholly-owned subsidiary of
Charlesbank, BEHI, an indirect wholly-owned subsidiary of Vitol, and Ergon Asphalt Holdings, LLC, a wholly-owned subsidiary of Ergon (the
previously defined Ergon Change of Control);
◦ Ergon contributed nine asphalt facilities plus $22.1 million in cash in return for total consideration of approximately $144.7 million, which
consisted of the issuance of 18,312,968 of Preferred Units in a private placement;
◦ we repurchased 6,667,695 Preferred Units from each of Vitol and Charlesbank in a private placement for an aggregate purchase price of
approximately $95.3 million. Vitol and Charlesbank each retained 2,488,789 Preferred Units upon completion of these transactions;
◦ Ergon acquired an aggregate of $5.0 million of common units for cash in a private placement, pursuant to a Contribution Agreement between us,
Blueknight Terminal Holding, L.L.C., and three indirect wholly-owned subsidiaries of Ergon;
◦ we and Ergon entered into the Storage, Throughput and Handling Agreement under which we operate certain asphalt facilities, storage tanks and
related real property, contracts, permits, and related assets previously owned by Ergon, and we store and terminal Ergon’s asphalt products in
exchange for the payment of certain fees by Ergon. The term of the agreement began on October 5, 2016 and will continue for a period of seven
years. The agreement will then continue on a year-to-year basis unless cancelled by either party by delivering not less than 180 days’ notice; and
◦ we entered into the Omnibus Agreement, dated October 5, 2016 (the “Omnibus Agreement”), with Ergon pursuant to which Ergon was granted a
right of first offer with respect to the (i) Wolcott, Kansas Asphalt Terminal; (ii) Ennis, Texas Asphalt Terminal; (iii) Chandler, Arizona
Asphalt/Emulsion Terminal; (iv) Mt. Pleasant, Texas Emulsion Terminal; (v) Pleasanton, Texas Emulsion Terminal; (vi) Birmingport, Alabama
Asphalt/Polymer/Emulsion Terminal; (vii) Memphis, Tennessee Asphalt/Polymer/Emulsion Terminal; (viii) Nashville, Tennessee
Asphalt/Polymer Terminal; (ix) Yellow Creek, Mississippi Asphalt Terminal; (x) Fontana, California Asphalt/Emulsion Terminal; and (xi) Las
Vegas, Nevada Asphalt/Emulsion/Polymer Terminal (collectively, the “ROFO Assets”) to the extent that we, as the owner of the ROFO Assets,
proposes to transfer such ROFO Asset while the Omnibus Agreement is in effect. In addition, the Omnibus Agreement also granted Ergon a right
of first refusal to purchase the (i) Fontana, California Asphalt/Emulsion Terminal and (ii) Las Vegas, Nevada Asphalt/Emulsion/Polymer Terminal
(together, the “ROFR Assets”) if any owner of the ROFR Assets proposes or intends to sell any ROFR Asset to a third party through the period
ending December 31, 2018.
On July 26, 2016, we issued and sold 3,795,000 common units for a public offering price of $5.90 per unit, resulting in proceeds of approximately
$21.2 million, net of underwriters’ discount and offering expenses of $1.5 million.
On July 19, 2016, we entered into a Second Amendment to Amended and Restated Credit Agreement (the “Credit Agreement Amendment”), which
amended the Amended and Restated Credit Agreement, dated as of June 28, 2013, with Wells Fargo Bank, National Association as administrative agent
and the several lenders from time to time party thereto.
In June 2016, we evaluated the prospects of Knight Warrior, a previously announced East Texas Eaglebine/Woodbine crude oil pipeline project, and
decided to not pursue development of the project due to continued low rig counts in the Eaglebine/Woodbine area coupled with lower production
volumes, competing projects and the overall impact of the decreased market price of crude oil. Consequently, shipper commitments related to the
project were canceled, and an impairment expense of $22.6 million related to the project was recognized in June 2016.

Our Revenues
Our revenues consist of (i) terminalling revenues, (ii) gathering and transportation revenues, (iii) product sales revenues and (iv) fuel surcharge revenues. On
October 5, 2016, Ergon acquired 100% of the outstanding voting stock of our General Partner from Vitol and Charlesbank. Beginning on October 5, 2016, revenue
from services provided to Ergon is presented as related-party revenue and revenue from services provided to Vitol is presented as a third-party revenue. During the
year ended December 31, 2018 , we derived approximately $48.5 million of our revenues from services we provided to related parties, with $48.1 million and $0.4
million attributable to Ergon and Cimarron Express, respectively.
Terminalling revenues consist of (i) storage service fees resulting from short-term and long-term contracts for committed space that may or may not be utilized
by the customer in a given month; and (ii) terminal throughput service charges to pump crude oil to connecting carriers or to deliver asphalt product out of our
terminals. Terminal throughput service charges are recognized as the crude oil or asphalt product is delivered out of our terminal. Storage service revenues are
recognized as the
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services are provided on a monthly basis. We earn terminalling revenues in two of our segments: (i) asphalt terminalling services and (ii) crude oil terminalling
services.
As of March 11, 2019 , we have approximately 5.7 million barrels of crude oil storage under service contracts, including 3.5 million barrels of crude oil
storage contracts that expire in 2019. The remaining terms on the service contracts range from 4 months to 34 months. Storage contracts with Vitol represent 2.9
million barrels of crude oil storage capacity under contract, and an additional 0.5 million barrels are under an intercompany contract.
As of March 11, 2019 , we have leases and terminalling agreements for all of our 53 asphalt facilities, including 23 facilities under contract with Ergon. These
agreements have, on average, approximately four years remaining under their terms. Six of the agreements expire by the end of 2019, and the remaining
agreements expire at varying times thereafter, including 23 that expire in 2023 . We operate the asphalt facilities pursuant to terminalling agreements while our
contract counterparties operate the asphalt facilities that are subject to lease agreements.
Gathering and transportation services revenues consist of service fees recognized for the gathering of crude oil for our customers and the transportation of
crude oil to refiners, to common carrier pipelines for ultimate delivery to refiners or to terminalling facilities owned by us and others. Revenue for the gathering
and transportation of crude oil is recognized when the service is performed and is based upon regulated and non-regulated tariff rates and the related transport
volumes. We earn gathering and transportation revenues in two of our segments: (i) crude oil pipeline services and (ii) crude oil trucking services.
The following is a summary of our average gathering and transportation volumes for the periods indicated (in thousands of barrels per day):
Year Ended December 31,
2017

2018

Variance
Favorable/(Unfavorable)

Average pipeline throughput volume

23

25

2

9%

Average trucking transportation volume

21

27

6

29%

We completed work on the Eagle pipeline system and restored service in July 2018, increasing the transportation capacity of our pipeline systems by
approximately 20,000 Bpd. See Crude oil pipeline services segment within our results of operations discussion for additional detail. Vitol accounted for 57% and
36% of volumes transported in 2017 and 2018 , respectively.
With our second Oklahoma pipeline system resuming service, we anticipate additional increases in volumes transported by our crude oil transport trucks as we
gather barrels to be transported on this pipeline. Vitol accounted for approximately 43% and 9% of volumes transported in 2017 and 2018 , respectively.
Product sales revenues are comprised of (i) revenues recognized for the sale of crude oil to our customers that we purchase
at production leases and (ii) revenue recognized in buy/sell transactions with our customers. Product sales revenue is
recognized for products upon delivery and when the customer assumes the risks and rewards of ownership. We earn product
sales revenue in our crude oil pipeline services operating segment.
Fuel surcharge revenues are comprised of revenues recognized for the reimbursement of fuel and power consumed to operate our asphalt facilities. We
recognize fuel surcharge revenues in the period in which the related fuel and power expenses are incurred.
Our Expenses
Operating expenses decreased by 8% in 2018 as compared to 2017 . This decrease is primarily attributable to the sale of the field services business in April
2018 and three asphalt facilities to Ergon in July 2018, as well as a decrease in depreciation due to certain asphalt assets reaching the end of their depreciable lives.
These decreases were offset by increases related to the two asphalt facilities acquired in December 2017 and March 2018. General and administrative expenses
decreased by 7% in 2018 as compared to 2017 . This decrease is primarily attributable to decreases in compensation expense offset by a $0.9 million charge related
to a Partnership vendor payment made in our capacity as the Cimarron Express construction manager to a fraudulent bank account in the third quarter of 2018.
Although we do not hold any interest in Cimarron Express and are not contractually liable for the fraudulent payment made from the separate Cimarron Express
construction bank account, given that our general partner, Ergon, holds a 50% interest in Cimarron Express, we entered into a separate arrangement with Cimarron
Express at the time the fraudulent payment was identified, whereby we agreed to reimburse the Cimarron Express construction bank account for the fraudulent
payment made to maintain a working relationship with the owners of Cimarron Express. Our
45

Table of Contents
interest expense increased by $2.8 million in 2018 as compared to 2017 . See Interest expense within our results of operations discussion for additional detail
regarding the factors that contributed to the increase in interest expense in 2018 .
Income Taxes
As part of the process of preparing the consolidated financial statements, we are required to estimate the federal and state income taxes in each of the
jurisdictions in which our subsidiary that is taxed as a corporation operates. This process involves estimating the actual current tax exposure together with assessing
temporary differences resulting from differing treatment of items, such as depreciation, for tax and accounting purposes. These differences result in deferred tax
assets and liabilities, which are included in our consolidated balance sheets. We must then assess, using all available positive and negative evidence, the likelihood
that the deferred tax assets will be recovered from future taxable income. If we believe that recovery is not likely, we must establish a valuation allowance. To the
extent we establish a valuation allowance or increase or decrease this allowance in a period, we must include an expense or reduction of expense within the tax
provisions in the consolidated statements of operations.
Under ASC 740 – Accounting for Income Taxes , an enterprise must use judgment in considering the relative impact of negative and positive evidence. The
weight given to the potential effect of negative and positive evidence should be commensurate with the extent to which it can be objectively verified. The more
negative evidence that exists (a) the more positive evidence is necessary and (b) the more difficult it is to support a conclusion that a valuation allowance is not
needed for some portion, or all of the deferred tax asset. Among the more significant types of evidence that we consider are:
•
•
•
•

taxable income projections in future years;
whether the carryforward period is so brief that it would limit realization of tax benefits;
future revenue and operating cost projections that will produce more than enough taxable income to realize the deferred tax asset based on existing
service rates and cost structures; and
our earnings history exclusive of the loss that created the future deductible amount coupled with evidence indicating that the loss is an aberration rather
than a continuing condition.

Based on the consideration of the above factors for our subsidiary that is taxed as a corporation for purposes of determining the likelihood of realizing the
benefits of the deferred tax assets, we have provided a full valuation allowance against our deferred tax asset as of December 31, 2018 .
Our Assets and Services
Our network of assets provides our customers the flexibility to access multiple points for the receipt and delivery of crude oil and the terminalling of liquid
asphalt and crude oil. Our operations have limited direct exposure to changes in liquid asphalt and crude oil prices, but the volumes of liquid asphalt and crude oil
we terminal, gather, market or transport are affected by commodity prices. We generate revenues by charging a fee for services provided at each transportation
stage as crude oil is shipped from its origin at the wellhead to destination points such as the Cushing Interchange, to refineries in Oklahoma, Kansas and Texas or
to pipelines and by charging a fee for services provided for the terminalling of liquid asphalt and crude oil.
•

•

•

Asphalt Terminalling Services. Our 53 asphalt facilities are located in 26 states and are well-positioned to provide asphalt terminalling services in the
market areas they serve throughout the continental United States. With our approximately 8.8 million barrels of total liquid asphalt storage capacity,
we are able to provide our customers the ability to effectively manage their liquid asphalt inventories while allowing significant flexibility in their
processing and marketing activities. We currently have terminalling contracts or leases with customers for all of our 53 asphalt facilities.
Crude oil terminalling assets and services. We provide crude oil terminalling services at our terminalling facility located in Oklahoma. We currently
own and operate approximately 6.6 million barrels of storage capacity at our terminal in Cushing, Oklahoma. Our Cushing terminal is strategically
located within the Cushing Interchange, one of the largest crude oil marketing hubs in the United States and the designated point of delivery specified
in all NYMEX crude oil futures contracts. Our terminal has the capacity to receive or deliver approximately 10.0 million barrels of crude oil per
month. We also own approximately 50 acres of additional land within the Cushing Interchange where we can develop additional storage capacity.
Crude oil pipeline assets and services. We currently own and operate one pipeline system. Our Mid-Continent pipeline system, which is located in
Oklahoma and the Texas Panhandle, consists of a combined length of approximately 646 miles of pipelines that gather crude oil for our customers and
transport it to refiners, to common
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•

carrier pipelines for ultimate delivery to refiners or to terminalling facilities owned by us and others. We previously owned and operated the East Texas
pipeline system, which is located in Texas. On April 18, 2017, we sold the East Texas pipeline system. See Note 8 of our Consolidated Financial
Statements for additional information.
Crude oil trucking services. In addition to our pipelines, we use our approximately 60 owned or leased tanker trucks to gather crude oil in Oklahoma,
Kansas and Texas for our customers at remote wellhead locations generally not connected to pipeline and gathering systems and transport the crude oil
to aggregation points and storage facilities located along pipeline gathering and transportation systems.

Factors That Will Significantly Affect Our Results
Commodity Prices . Although our current operations (other than our crude oil marketing activities conducted in our crude oil pipeline services segment) have
limited direct exposure to commodity prices, the volumes of liquid asphalt and crude oil we terminal, gather or transport are affected by commodity prices.
Petroleum product prices may be contango (future prices higher than current prices) or backwardated (future prices lower than current prices) depending on market
expectations for future supply and demand. Our terminalling services benefit most from an increasing price environment, when a premium is placed on storage,
and our gathering and transportation services benefit most from a declining price environment, when a premium is placed on prompt delivery.
Volumes . Our results of operations are dependent upon the volumes of liquid asphalt we terminal and crude oil we terminal, gather and transport. An
increase or decrease in the production of crude oil from the oil fields served by our pipelines or an increase or decrease in the demand for crude oil in the areas
served by our pipelines and terminal facilities will have a corresponding effect on the volumes we terminal, gather or transport. The production and demand for
liquid asphalt and crude oil are driven by many factors, including the price of crude oil.
Acquisition Activities . We may pursue acquisition opportunities. These acquisition efforts may involve assets that, if acquired, would have a material effect
on our financial condition, results of operations and cash flows. We can give no assurance that any such acquisition efforts will be successful or that any such
acquisition will be completed on terms ultimately favorable to us.
Organic Expansion Activities . We may pursue opportunities to expand our existing asset base and consider constructing additional assets in strategic
locations. The construction of additions or modifications to our existing assets and the construction of new assets involve numerous regulatory, environmental,
political, legal and operational uncertainties beyond our control and may require the expenditure of significant amounts of capital.
Distributions to our Unitholders. We may make distributions to holders of our Preferred Units and common units as well as to our General Partner. To the
extent that substantially all of our cash generated by our operations is used to make such distributions, we expect that we will rely upon external financing sources,
including commercial bank borrowings and other debt and equity issuances, to fund our acquisition and expansion capital expenditures, as well as our working
capital needs.
Vitol Storage Agreements
Vitol was a related party until October 5, 2016. During 2016 , 2.2 million barrels of storage capacity were dedicated to Vitol under storage agreements.
Service revenues under the agreements were based on the barrels of storage dedicated to Vitol under the applicable agreement at rates that, we believe, were fair
and reasonable to us and our unitholders and were comparable with the rates we charged third parties. The Board’s conflicts committee reviewed and approved
the agreements in accordance with our procedures for approval of related-party transactions and the provisions of the partnership agreement. For the year ended
December 31, 2016, we generated revenue under these agreements of approximately $9.6 million , of which $7.5 million was classified as related-party revenue.
Ergon Agreements
Twenty-three of our asphalt facilities are contracted to Ergon under multiple agreements. Service revenues under these agreements are primarily based on
contracted monthly fees under the applicable agreement at rates, which we believe are fair and reasonable to us and our unitholders and are comparable with the
rates we charge third parties. All of the agreements expire on December 31, 2023. We may not be able to extend, renegotiate or replace these contracts when they
expire and the terms of any renegotiated contracts may not be as favorable as the contracts they replace. The Board’s conflicts committee reviewed and approved
these agreements in accordance with our procedures for approval of related-party transactions and the provisions of the partnership agreement. For the year ended
December 31, 2016, we recognized
47

Table of Contents
revenues of $22.1 million for services provided to Ergon under these agreements, of which $10.9 million is classified as related-party revenue. For the years
ended December 31, 2017 and 2018 , we recognized revenues of $56.3 million and $48.0 million , respectively, for services provided to Ergon under these
agreements, all of which is classified as related-party revenue.
Results of Operations
Non-GAAP Financial Measures
To supplement our financial information presented in accordance with GAAP, management uses additional measures that are known as “non-GAAP financial
measures” in its evaluation of past performance and prospects for the future. The primary measure used by management is operating margin excluding
depreciation and amortization.
Management believes that the presentation of such additional financial measures provides useful information to investors regarding our performance and
results of operations because these measures, when used in conjunction with related GAAP financial measures, (i) provide additional information about our core
operating performance and ability to generate and distribute cash flow; (ii) provide investors with the financial analytical framework upon which management
bases financial, operational, compensation and planning decisions; and (iii) present measurements that investors, rating agencies and debt holders have indicated
are useful in assessing us and our results of operations. These additional financial measures are reconciled to the most directly comparable measures as reported in
accordance with GAAP, and should be viewed in addition to, and not in lieu of, our consolidated financial statements and footnotes.
The table below summarizes our financial results for the years ended December 31, 2016 , 2017 and 2018 , reconciled to the most directly comparable GAAP
measure:
Favorable/(Unfavorable)
Operating Results

Year ended December 31,

2016-2017

2017-2018

2016

2017

2018

$

$ 56,769

$ 64,623

$ 66,327

$ 7,854

20,048

17,977

8,778

(2,071)

(10)%

(9,199)

(51)%

Crude oil pipeline services operating
margin

4,347

(1,700)

(3,604)

(6,047)

(139)%

(1,904)

(112)%

Crude oil trucking services operating
margin

1,829

(434)

(442)

(2,263)

(124)%

(8)

(2)%

(2,527)

(3)%

(9,407)

(12)%

(dollars in thousands)

%

$

%

Operating margin, excluding depreciation
and amortization
Asphalt terminalling services operating
margin
Crude oil terminalling services operating
margin

14 %

$

1,704

Total operating margin, excluding
depreciation and amortization

82,993

80,466

71,059

Depreciation and amortization

30,820

31,139

29,359

(1)%

1,780

General and administrative expense

20,029

17,112

15,995

2,917

15 %

1,117

Asset impairment expense

25,761

2,400

53,068

23,361

91 %

(50,668)

Gain (loss) on sale of assets
Operating income (loss)

108
6,491

(975)
28,840

(319)

149
(27,214)

(1,083)
22,349

(1,003)%
344 %

3%

6%
7%
(2,111)%

1,124

(115)%

(56,054)

(194)%

Other income (expenses):
Equity earnings in unconsolidated
affiliate
Gain on sale of unconsolidated affiliate
Interest expense
Provision for income taxes
Net income (loss)

1,483

61

—

—

5,337

2,225

5,337

(12,554)

(14,027)

(16,860)

(1,473)

(260)

(166)

$ (4,840) $ 20,045

(1,422)

(198)

(96)%
N/A
(12)%

(61)

(100)%

(3,112)

(58)%

(2,833)

(20)%

94

36 %

(32)

(19)%

$ (42,047) $ 24,885

514 %

$ (62,092)

(310)%

Total operating margin excluding depreciation and amortization decreased 12% from 2017 to 2018 . Asphalt terminalling services operating margin increased
$1.7 million , or 3% , from 2017 to 2018 as a result of the acquisition of two asphalt
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facilities in December 2017 and March 2018, partially offset by the sale of three asphalt facilities to Ergon in July 2018. This increase was offset by decreases in
our other operating segments. The decrease in our crude oil terminalling services operating margin was primarily due to lower storage rates as well as the
expiration of a 2.2-million-barrel storage contract on April 30, 2018, that was not replaced until November 2018. Our second Mid-Continent pipeline was placed
back in service in July 2018 and throughput volumes have increased in the fourth quarter of 2018. However, the increase in volumes is attributable primarily to the
crude oil marketing activities conducted in our crude oil pipeline services segment, and we have realized overall lower margins on those volumes as compared to
volume we transport for third parties.
Total operating margin excluding depreciation and amortization decreased 3% from 2016 to 2017 . Asphalt terminalling services operating margin increased
$7.9 million , or 14% , from 2016 to 2017 as a result of the acquisition of eleven asphalt facilities in 2016, increased product throughput volumes and renegotiated
throughput fees for some of our asphalt facilities. This increase was partially offset by decreases in our other operating segments. The decrease in our crude oil
terminalling services operating margin was primarily due to decreased throughput fees as lower volumes were transferred in and out of our facilities, coupled with
lower re-contracted storage rates as prior contracts expired throughout the year. The crude oil pipeline services operating margin decreased primarily due to a
decrease in volume transported by our pipelines related to suspended service on our Mid-Continent pipeline system beginning in April 2016 after a discovery of a
pipeline exposure caused by heavy rains and erosion of a river in southern Oklahoma, as well as the sale of our East Texas pipeline system in April 2017.
A more detailed analysis of changes in operating margin by segment follows.
Analysis of Operating Segments
Asphalt terminalling services segment
Our asphalt terminalling services segment operations generally consist of fee-based activities associated with providing terminalling services, including
storage, blending, processing and throughput services, for asphalt product and residual fuel oil. Revenue is generated through short- and long-term storage
contracts.
The following table sets forth our operating results from our asphalt terminalling services segment for the periods indicated:
Favorable/(Unfavorable)
Operating results

Year ended December 31,

2016-2017

2017-2018

2016

2017

2018

$

$ 75,655

$ 57,486

$ 26,108

$ (18,169)

11,762

56,378

21,686

44,616

Third-party revenue

—

—

41,319

—

N/A

41,319

N/A

Related-party revenue

—

—

25,961

—

N/A

25,961

N/A

—

—

482

—

N/A

482

N/A

Total revenue

87,417

113,864

115,556

26,447

30 %

1,692

1%

Operating expense, excluding depreciation and
amortization

30,648

49,241

49,229

(18,593)

(61)%

12

—%

$ 56,769

$ 64,623

$ 66,327

7,854

14 %

1,704

3%

(dollars in thousands)

%

$

%

Service revenue:
Third-party revenue
Related-party revenue

(24)% $ (31,378)

(55)%

379 %

(62)%

(34,692)

Lease revenue:

Product sales revenue:
Related-party revenue

Operating margin, excluding depreciation and
amortization

$

$

The following is a discussion of items impacting our asphalt terminalling services segment operating margin for the periods indicated:
•

Due to the adoption of ASC 606 - Revenue from Contracts with Customers , revenue from contracts with customers is now presented separately from lease
revenue. Prior periods were not reclassified.
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•

Overall revenues have increased for the year ended December 31, 2018, as compared to the year ended December 31, 2017. Additional revenues from the
acquisition of two asphalt facilities in December 2017 and March 2018 were partially offset by the sale of three asphalt facilities to Ergon in July 2018.

•

Operating expenses in 2018 decreased slightly as compared to 2017. Decreases due to the sale of the three asphalt facilities in July 2018 were offset by
increases due to the two terminals acquired in December 2017 and March 2018 as well as increased maintenance and repair expense.

•

Overall revenues have increased for the year ended December 31, 2017, as compared to the year ended December 31, 2016, primarily due to the
acquisition of eleven asphalt facilities in 2016 as well as increased product throughput at our terminals and renegotiated throughput fees for some of our
asphalt facilities. Revenues earned from Ergon moved from third-party to related-party due to the Ergon Change of Control, which resulted in all revenues
generated from services provided to Ergon after October 5, 2016, being classified as related-party revenues.

•

Operating expenses increased in 2017 as compared to 2016 primarily as a result of the acquisitions noted above. In addition, operating expenses for 2017
increased by $2.4 million as compared to 2016 as a result of two facilities that we previously leased to customers converting to facilities we operate under
service agreements.

Crude oil terminalling services segment
Our terminalling services segment operations generally consist of fee-based activities associated with providing terminalling services, including storage,
blending, processing and throughput services, for crude oil. Revenue is generated through short- and long-term storage contracts.
The following table sets forth our operating results from our crude oil terminalling services segment for the periods indicated:
Favorable/(Unfavorable)
Operating Results

Year ended December 31,

2016-2017

2016

2017

2018

$

$ 16,387

$ 22,177

$ 11,928

$ 5,790

Related-party revenue

7,858

—

—

Intersegment revenue

—

—

704

(dollars in thousands)

%

2017-2018
$

%

Service revenue:
Third-party revenue

(7,858)

35 %

$ (10,249)

(46)%

(100)%

—

N/A

—

N/A

704

N/A

—

N/A

45

N/A

Lease revenue:
Third-party revenue
Total revenue
Operating expense, excluding depreciation and
amortization
Operating margin, excluding depreciation and
amortization
Average crude oil stored per month at our
Cushing terminal (in thousands of barrels)
Average crude oil delivered to our Cushing
terminal (in thousands of barrels per day)

—

—

45

24,245

22,177

12,677

(2,068)

(9)%

4,197

4,200

3,899

(3)

—%

$ 20,048

$ 17,977

$ 8,778

$ (2,071)

5,536

5,413

1,275

(123)

(2)%

78

41

48

(37)

(47)%

(9,500)
301

(10)% $ (9,199)

(4,138)
7

(43)%
7%
(51)%

(76)%
17 %

The following is a discussion of items impacting our crude oil terminalling services segment operating margin for the periods indicated:
•

Revenues earned from Vitol have moved from related-party to third-party beginning in October 2016 as a result of the Ergon Change of Control. We do
not provide crude oil terminalling services to Ergon.

•

Total revenues for 2018 decreased compared to 2017 primarily as a result of a 2.2-million-barrel storage contract that expired on April 30, 2018 and a 0.7million-barrel storage contract that expired on October 31, 2017. The expired
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contracts were not renewed or replaced until the fourth quarter of 2018 due to the backwardation of the crude oil forward price curve at the time the
contracts expired.
•

The decrease in operating expenses, excluding depreciation and amortization, from 2017 to 2018 is primarily related to decreased utility expenses.

•

Total revenues for 2017 decreased compared to 2016 due to a decrease in market rates for short-term, monthly storage contracts and decreased throughput
fees as lower volumes were transferred in and out of our facilities.

•

Overall operating expenses for 2017 were comparable to 2016. Decreases in maintenance and repair expense were offset by an increase in property tax
expense.

•

As of March 11, 2019 , we have approximately 5.7 million barrels of crude oil storage under service contracts, including 3.5 million barrels of crude oil
storage contracts that expire in 2019. The remaining terms on the service contracts range from 4 months to 34 months. Storage contracts with Vitol
represent 2.9 million barrels of crude oil storage capacity under contract, and an additional 0.5 million barrels are under an intercompany contract.
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Crude oil pipeline services
Our crude oil pipeline services segment operations generally consist of fee-based activity associated with transporting crude oil products on pipelines as well
as crude oil marketing activity in which we purchase crude oil from producers in the field and transport the crude oil to our Cushing terminal to support our crude
oil marketing operations. Revenues are generated primarily through crude oil sales and pipeline tariffs and other transportation fees.
The following table sets forth our operating results from our crude oil pipeline services segment for the periods indicated:
Favorable/(Unfavorable)
Operating Results
(dollars in thousands)

Year ended December 31,
2016

2017

$ 8,662

$ 9,580

5,433

310

445

—

—

484

2016-2017

2018

$

2017-2018

%

$

%

Service revenue:
Third-party revenue
Related-party revenue

$

6,396

$

918
(5,123)

11 %

$

(3,184)

(94)%

135

N/A

484

(33)%
44 %

Lease revenue:
Third-party revenue

—

N/A

Product sales revenue:
20,968

11,094

235,428

(9,874)

(47)%

224,334

2,022 %

Total revenue

Third-party revenue

35,063

20,984

242,753

(14,079)

(40)%

221,769

1,057 %

Operating expense, excluding depreciation
and amortization

15,270

13,310

11,828

1,960

13 %

1,482

11 %

Operating expense (intersegment)
Cost of product sales
Related-party cost of product sales
Cost of product sales (intersegment)
Operating margin, excluding depreciation
and amortization

890

417

5,284

473

53 %

(4,867)

(1,167)%

14,130

8,807

126,776

5,323

38 %

(117,969)

(1,339)%

—

—

102,469

—

426

150

—

276

$ 4,347

$ (1,700) $ (3,604) $ (6,047)

N/A
65 %
(139)% $

(102,469) N/A
150
(1,904)

100 %
(112)%

Pipeline transportation services average
throughput volume (in thousands of barrels
per day)
Mid-Continent
East Texas

(1)

27

22

25

(5)

(19)%

3

14 %

9

3

—

(6)

(67)%

(3)

(100)%

1

1

10

—

—%

9

900 %

1

1

10

—

—%

9

900 %

Crude oil marketing volumes (in thousands
of barrels per day)
Sales
Purchases
_______________

(1)Average throughput on the East Texas system for 2017 was calculated based on the period of time we operated the system (January 1, 2017 through April 18, 2017).

The following is a discussion of items impacting our crude oil pipeline services segment operating margin for the periods indicated:
•

The majority of the increase in pipeline throughput volume from 2017 to 2018 is attributed to the crude oil marketing activities conducted in our crude oil
pipeline services segment. Throughput volumes related to the crude oil marketing business were approximately 10,000 barrels per day, or 40% of total
throughput, for 2018 compared to approximately 1,000 barrels per day in previous years. The service revenue for this activity associated with pipeline
tariffs is eliminated on a intrasegment basis. Our crude oil pipeline recognized $4.8 million in intrasegment service revenue in 2018 that is not reflected in
revenues in the table above. In 2017, the intrasegment revenues were $0.1 million. In addition, we have realized overall lower margins within the pipeline
services segment on those volumes as compared to volume we transport for third parties as the crude oil marketing business incurs intercompany trucking
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transportation costs to gather crude oil purchased from producers and deliver it to our pipeline systems. The increases in product sales revenues,
intersegment operating expense, and related-party and third-party cost of product sales is also due to the increase in our crude oil marketing business.
•

In July 2018, we restored service on the second Oklahoma pipeline that had been out of service since April 2016 due to a pipeline exposure on a riverbed
in southern Oklahoma. This restored our transportation capacity to the full 50,000 barrels per day. Average throughput for the fourth quarter of 2018 was
34,000 barrels per day, an increase of over 50% compared to 2017 and the first three quarters of 2018. As noted above, 40% of the barrels transported by
our pipelines in 2018 were for our crude oil marketing business.

•

On April 18, 2017, we sold the East Texas pipeline system. We received cash proceeds at closing of approximately $4.8 million and recorded a gain of
less than $0.1 million. The sale of the East Texas pipeline system resulted in decreased service revenues of $2.2 million for year ended 2017 as compared
to 2016.

•

Included in product sales revenue for the year ended 2016 is $4.2 million in sales of crude oil arising from accumulated product-loss allowances (“PLA”).
Product sales revenue for 2017 included $0.3 million in PLA sales. In addition, as a result of one of our third-party customers utilizing a greater
percentage of the capacity of our Red River pipeline, product sales revenue and cost of product sales declined from 2016 to 2017, which decreased the
volume of marketed barrels of crude oil, for which revenue and costs are both recorded gross. This decrease was offset by an increase in third-party
transportation revenue from 2016 to 2017.

•

Beginning in October 2016, revenues from services provided to Vitol moved from related-party to third-party due to Ergon’s acquisition of our General
Partner, at which time Vitol ceased to be a related party.

•

Operating expenses decreased $0.8 million from 2017 to 2018 due to the sale of both Advantage Pipeline and the East Texas pipeline system in April
2017. 2017 results also included $0.3 million of right-of-way settlement expense incurred in December 2017 related to a pipeline exposure on a riverbed
in southern Oklahoma.

•

Operating expenses decreased for 2017 by $1.5 million compared to 2016 as a result of the sale of the East Texas pipeline system and by $0.7 million as a
result of the sale of our investment in Advantage Pipeline, for which we provided operational and administrative services through August 1, 2017.
Offsetting this decrease was a $0.3 million right-of-way settlement incurred in December 2017 related to a pipeline exposure on a riverbed in southern
Oklahoma.
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Crude oil trucking services
On April 24, 2018, the Partnership sold the producer field services business. As a result of the sale of the producer field services business, the Partnership
changed the name of the crude oil trucking and producer field services operating segment to crude oil trucking services during the second quarter of 2018. Our
crude oil trucking services segment operations generally consist of fee-based activity associated with transporting crude oil products on trucks. Revenues are
generated primarily through transportation fees.
The following table sets forth our operating results from our crude oil trucking services segment for the periods indicated:
Favorable/(Unfavorable)
Operating Results
(dollars in thousands)

Year ended December 31,
2016

2017

2018

2016-2017
$

%

2017-2018
$

%

Service revenue:
Third-party revenue

$ 25,511

$ 24,529

$ 14,324

Related-party revenue

5,158

—

—

$

(5,158)

(982)

(100)%

(4)% $ (10,205)
—

Intersegment revenue

890

417

4,580

(473)

(53)%

4,163

—

—

219

(42)%
N/A
998 %

Lease revenue:
Third-party revenue

—

N/A

219

N/A

Product sales revenue:
Third-party revenue

—

385

10

385

N/A

(375)

(97)%

426

150

—

(276)

(65)%

(150)

(100)%

Total revenue

31,985

25,481

19,133

(6,504)

(20)%

(6,348)

(25)%

Operating expense, excluding depreciation and
amortization

30,156

25,915

19,575

4,241

14 %

6,340

24 %

Intersegment revenue

Operating margin, excluding depreciation and
amortization
$ 1,829
Average volume (in thousands of barrels per
day)

27

$

(434) $

21

(442) $ (2,263)

27

(6)

(124)% $

(22)%

(8)

(2)%

6

29 %

The following is a discussion of items impacting our crude oil trucking services segment operating margin for the periods indicated:
•

Beginning in October 2016, revenues for services provided to Vitol moved from related-party to third-party due to Ergon’s acquisition of our General
Partner in October 2016, at which time Vitol ceased to be a related party. We do not provide crude oil transportation services to Ergon.

•

Service revenues decreased for the year ended December 31, 2018 , as compared to the year ended December 31, 2017 , by $6.3 million due primarily to
the sale of the producer field services business. Additionally, service revenues have decreased despite an increase in volumes as the volumes hauled in
2018 were, on average, over a shorter distance than in 2017, which resulted in lower revenue and operating margin per barrel transported.

•

Furthermore, the growth in our crude oil pipeline services segment’s crude oil marketing business in 2018 resulted in an increase in volumes transported
on an intercompany basis to support our crude oil marketing business from less than 1,000 barrels per day to approximately 10,000 barrels per day.

•

Operating expense, excluding depreciation and amortization, decreased for the year ended December 31, 2018 , as compared to the year ended December
31, 2017 , by $6.3 million due to the sale of our producer field services business in April 2018.

•

Third party and intersegment product sales revenues for all periods were the result of crude oil sales in our field services business to third parties and to
our crude oil pipeline services segment.
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Other Income and Expenses
Depreciation and amortization. Depreciation and amortization decreased to $29.4 million for 2018 compared to $31.1 million for 2017 and $30.8 million for
2016 . The decrease is primarily the result of assets reaching the end of their depreciable lives as well as the sale of three asphalt facilities in July 2018, partially
offset by the acquisition of two asphalt facilities in December 2017 and March 2018.
General and administrative expense . General and administrative expense was $16.0 million for the year ended December 31, 2018 , compared to $17.1
million for 2017 and $20.0 million for 2016 . The decrease from 2017 to 2018 is primarily due to decreased compensation expense related to lower headcount and
reduced incentive compensation in 2018. The year ended December 31, 2016, included $1.8 million of transaction fees related to the Ergon Change of Control and
acquisition-related expenses.
Asset impairment expense. Asset impairment expense in 2018 included a $10.0 million impairment on a push-down basis related to Ergon’s investment in
Cimarron Express. See Note 14 to our consolidated financial statements for more information. Asset impairment expense in 2018 also included $40.7 million
related to a markdown of our pipeline system to its estimated fair value and $1.7 million related to an impairment of our pipeline linefill due to the recoverable
value of the linefill as indicated by market rates dropping below our historical average cost per barrel. Other impairments in 2018 were comprised primarily of a
write-down of an obsolete truck station. During 2017, we recorded fixed asset and intangible asset impairment expense, including an impairment of goodwill, of
$2.4 million related to a write-down of our producer field services business to its estimated fair value. During 2016, we recorded fixed asset impairment expense of
$25.8 million , primarily due to an impairment recognized on the Knight Warrior pipeline project and the East Texas pipeline system. The Knight Warrior pipeline
project was canceled due to continued low rig counts in the Eaglebine/Woodbine area coupled with lower production volumes, competing projects and the overall
impact of the decreased market price of crude oil.
Gain (loss) on sale of assets. Gain on sale of assets was $0.1 million in 2018 compared to a loss of $1.0 million and a gain of $0.1 million for 2017 and 2016 ,
respectively. The gain of $0.4 million related to the sale of our field services business in April 2018 was offset by losses on the sale of pipeline linefill and the sale
and disposal of surplus, used property and equipment. Losses for 2017 include $0.4 million related to the disposal of an asphalt tank floor that had to be replaced
due to corrosion. Additional losses in 2017 were the result of sales and disposals of surplus, used property and equipment. The gain on sale of assets in 2016
consists of the sale of surplus, used property and equipment.
Equity earnings in unconsolidated affiliate. The equity earnings are attributable to our former investment in Advantage Pipeline. In April 2017, we sold our
investment in Advantage Pipeline and received cash proceeds at closing from the sale of approximately $25.3 million, recognizing a gain on sale of unconsolidated
affiliate of $4.2 million. Approximately 10% of the gross sale proceeds were held in escrow, subject to certain post-closing settlement terms and conditions. We
received approximately $1.1 million of the funds held in escrow in August 2017, for which we recognized an additional gain on sale of unconsolidated affiliate
during the three months ended September 30, 2017. We received approximately $2.2 million for the pro rata portion of the remaining net escrow proceeds in
January 2018, for which we recognized an additional gain on sale of unconsolidated affiliate during the three months ended March 31, 2018.
Interest expense. Interest expense was $16.9 million for 2018 compared to $14.0 million and $12.6 million for 2017 and 2016 , respectively. Interest expense
represents interest on borrowings under our credit agreement, as well as amortization of debt issuance costs and unrealized gains and losses related to the change in
fair value of interest rate swaps. The following table presents the significant components of interest expense:
Favorable/(Unfavorable)
Year ended December 31,
Credit agreement interest
Amortization of debt issuance costs
Write-off of debt issuance costs
Interest rate swaps interest expense (income)
Gain on interest rate swaps mark-to-market
Other
Total interest expense

2016-2017

2016

2017

2018

$

$ 10,108

$ 12,659

$ 15,749

(2,551)

(25)%

1,107

1,123

1,015

(16)

(1)%

(3,090)
108

(24)%
10 %

693

256

37 %

1,317

(129)

1,181

47 %

1,446

110 %

(1,156)

(1,790)

(201)

634

55 %

(1,589)

(89)%

(28)

933 %

(1,473)

(12)%

25
$ 14,027

(11)
$ 16,860
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%

—

(3)

(693)

2017-2018
$

2,498

$ 12,554

437

%

36
(2,833)

144 %
(20)%
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The increases in credit agreement interest are due to higher interest rates and higher weighted average debt outstanding during the periods. Changes in interest
rate swaps expense(income) and gain on interest rate swaps are due to higher market interest rates.
Effects of Inflation
In recent years, inflation has been modest and has not had a material impact upon the results of our operations.
Off-Balance Sheet Arrangements
We do not have any off-balance sheet arrangements as defined by Item 303 of Regulation S-K.
Liquidity and Capital Resources
Cash Flows and Capital Expenditures
The following table summarizes our sources and uses of cash for the years ended December 31, 2016 , 2017 and 2018 :
Year ended December 31,
2016

2017

2018

(in millions)
Net cash provided by operating activities

$

52.8

$

54.5

$

48.8

Net cash provided by (used in) investing activities

(159.6)

17.1

39.5

Net cash provided by (used in) financing activities

107.0

(72.4)

(89.3)

Operating Activities . Net cash provided by operating activities was $48.8 million for the year ended December 31, 2018 , as compared to $54.5 million for
the year ended December 31, 2017 . The decrease in cash provided by operating activities is primarily the result of changes in net income as described in Results of
Operations and in working capital.
Net cash provided by operating activities was $54.5 million for the year ended December 31, 2017 , as compared to $52.8 million for the year ended
December 31, 2016 . The increase in cash provided by operating activities is primarily the result of changes in working capital.
Investing Activities . Net cash provided by investing activities was $39.5 million for the year ended December 31, 2018 . Net cash provided by investing
activities consisted of $95.8 million of proceeds from the sale of assets, including $88.5 million related to the three asphalt facilities sold to Ergon and the sale of
our investment in Advantage Pipeline and other assets. Proceeds were offset by capital expenditures. Capital expenditures for the year ended December 31, 2018 ,
included maintenance capital expenditures of $8.7 million , net of reimbursable expenditures of $0.5 million , and expansion capital expenditures of $24.8 million ,
net of reimbursable expenditures of $0.3 million . Expansion capital expenditures for 2018 included $13.1 million of crude oil pipeline linefill to support our crude
oil marketing business’ activities. We also acquired an asphalt facility from a third party for $22.0 million in 2018.
Net cash provided by investing activities was $17.1 million for the year ended December 31, 2017 . Capital expenditures for the year ended December 31,
2017, included maintenance capital expenditures of $7.9 million , net of reimbursable expenditures of $0.8 million , and expansion capital expenditures of $9.4
million , net of reimbursable expenditures of $0.6 million. These expenditures were offset by proceeds from the sale of our investment in Advantage Pipeline, the
East Texas pipeline system and other assets of $26.5 million, $4.8 million and $4.5 million, respectively.
Net cash used by investing activities was $159.6 million for the year ended December 31, 2016 . Capital expenditures for the years ended December 31, 2016,
included acquiring nine asphalt facilities from Ergon for $122.6 million, maintenance capital expenditures of $8.7 million, net of reimbursable expenditures of $1.9
million, expansion capital expenditures of $9.4 million and other acquisitions of $19.0 million . These expenditures were partially offset by proceeds from the sale
of assets of $2.0 million .
Financing Activities . Net cash used in financing activities was $89.3 million for the year ended December 31, 2018 , and included net payments under our
credit agreement of $42.0 million and distributions to unitholders of $44.7 million .
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Net cash used in financing activities was $72.4 million for the year ended December 31, 2017 . Financing activities for the year ended December 31, 2017 ,
were primarily comprised of net payments under our credit agreement of $16.4 million and distributions to unitholders of $49.2 million .
Net cash provided by financing activities was $107.0 million for the year ended December 31, 2016. Financing activities for the year ended December 31,
2016, included net borrowings under our credit agreement of $79.0 million and proceeds from equity issuances of $171.6 million. These increases to cash were
offset by distributions to unitholders of $47.2 million and the repurchase of $95.3 million of Preferred Units.
Our Liquidity and Capital Resources
Cash flows from operations and borrowings under our credit agreement are our primary sources of liquidity. Our ability to borrow funds under our credit
agreement may be limited by financial covenants. At December 31, 2018 , we had a working capital deficit of $1.3 million . This is primarily a function of our
approach to cash management. At December 31, 2018 , we had approximately $133.2 million of availability under our revolving loan facility, subject to covenant
restrictions, which limited our availability to $21.2 million .
The Partnership has certain financial covenants associated with its credit agreement which include a maximum permitted consolidated total leverage ratio.
The consolidated total leverage ratio is assessed quarterly based on the trailing twelve months of EBITDA, as defined in the credit agreement. The maximum
permitted consolidated total leverage ratio as of December 31, 2018, is 5.25 to 1.00, decreases to 5.00 to 1.00 as of September 30, 2019, and decreases to 4.75 to
1.00 as of March 31, 2020 and thereafter. The Partnership’s consolidated total leverage ratio was 5.09 to 1.00 as of December 31, 2018.
Management evaluates whether conditions and/or events raise substantial doubt about the Partnership’s ability to continue as a going concern within one year
after the date that the consolidated financial statements are issued (the “assessment period”). In performing this assessment, management considered the risk
associated with its ongoing ability to meet the financial covenants.
Based on the Partnership’s forecasted EBITDA during the assessment period, management believes that it will meet these financial covenants (as described
below). However, there are certain inherent risks associated with our continued ability to comply with our consolidated total leverage ratio covenant. These risks
relate, among other things, to potential future (a) decreases in storage volumes and rates as well as throughput and transportation rates realized; (b) weather
phenomenon that may potentially hinder the Partnership’s asphalt business activity; and (c) other items affecting forecasted levels of expenditures and uses of cash
resources. Violation of the consolidated total leverage ratio covenant would be an event of default under the credit agreement, which would cause our $265.6
million in outstanding debt, as of December 31, 2018, to become immediately due and payable. If this were to occur, the Partnership would not expect to have
sufficient liquidity to repay these outstanding amounts then due, which could cause the lenders under the credit facility to pursue other remedies. Such remedies
could include exercising their collateral rights to the Partnership’s assets.
In response to the risks described above, management undertook a plan to seek, and ultimately obtained, support from Ergon, the owner of the Partnership’s
general partner interest, in the form of a $15.0 million prepayment for certain asphalt lease commitments through September 2019. The Partnership received these
funds on March 8, 2019 , and, as of March 12, 2019, paid $14.0 million to reduce outstanding borrowings under the credit agreement, thus providing increased
flexibility under the consolidated total leverage ratio covenant. Given this added flexibility, and based on our current forecasts, we believe the Partnership will be
able to comply with the consolidated total leverage ratio during the assessment period. However, we cannot make any assurances that we will be able to achieve
our forecasts. If we are unable to achieve our forecasts, further actions may be necessary to remain in compliance with our consolidated total leverage ratio
covenant including, but not limited to, cost reductions, common and preferred unitholder distribution curtailments, and/or asset sales. We can make no assurances
that we would be successful in undertaking these actions, or that, the Partnership will remain in compliance with the consolidated total leverage ratio during the
assessment period.
Capital Requirements . Our capital requirements consist of the following:
•

maintenance capital expenditures, which are capital expenditures made to maintain the existing integrity and operating capacity of our assets and
related cash flows further extending the useful lives of the assets; and
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•

expansion capital expenditures, which are capital expenditures made to expand or to replace partially or fully depreciated assets or to expand the
operating capacity or revenue of existing or new assets, whether through construction, acquisition or modification.

The following table breaks out capital expenditures for the years ended December 31, 2017 and 2018 (in thousands):
Year ended December 31,
2017
Acquisitions
Expansion capital expenditures
Reimbursable expenditures

2018
—

21,959

9,998

25,157

(616)

(338)

Net expansion capital expenditures

9,382

24,819

Gross Maintenance capital expenditures

8,717

9,239

Reimbursable expenditures

(781)

Net maintenance capital expenditures

7,936

(490)
8,749

Expansion capital expenditures for the year ended December 31, 2018 , included the purchase of $13.1 million of crude oil pipeline linefill to support our
crude oil marketing business’ activities. We currently expect our expansion capital expenditures for organic growth projects to be approximately $3.5 million to
$4.5 million and our maintenance capital expenditures to be approximately $9.5 million to $11.0 million , each net of reimbursable expenditures, in 2019. Our
sources of liquidity for expansion and maintenance capital expenditures in 2018 were a combination of cash flows from operations and borrowings under our
credit agreement, and we expect to use the same sources in 2019.
Our Ability to Grow Depends on Our Ability to Access External Expansion Capital . Our partnership agreement requires that we distribute all of our available
cash to our unitholders. Available cash is reduced by cash reserves established by our General Partner to provide for the proper conduct of our business (including
for future capital expenditures) and to comply with the provisions of our credit agreement. We may not grow as quickly as businesses that reinvest their available
cash to expand ongoing operations because we distribute all of our available cash.
Description of Credit Agreement . On May 11, 2017, we entered into an amended and restated credit agreement. On June 28, 2018, the credit agreement was
amended to, among other things, reduce the revolving loan facility from $450.0 million to $400.0 million and amend the maximum permitted consolidated total
leverage ratio as discussed below.
Our credit agreement is guaranteed by all of our existing subsidiaries. Obligations under our credit agreement are secured by first priority liens on substantially
all of our assets and those of the guarantors.
Our credit agreement includes procedures for adding financial institutions as revolving lenders or for increasing the revolving commitment of any currently
committed revolving lender, subject to the consent of the new or increasing lenders and an aggregate maximum of $600.0 million for all revolving loan
commitments under our credit agreement.
The credit agreement will mature on May 11, 2022 , and all amounts outstanding under our credit agreement shall become due and payable on such date. The
credit agreement requires mandatory prepayments of amounts outstanding thereunder with the net proceeds from certain asset sales, property or casualty insurance
claims and condemnation proceedings, unless we reinvest such proceeds in accordance with the credit agreement, but these mandatory prepayments will not
require any reduction of the lenders’ commitments under the credit agreement.
Borrowings under our credit agreement bear interest, at our option, at either the reserve-adjusted eurodollar rate (as defined in the credit agreement) plus an
applicable margin which ranges from 2.0% to 3.25% or the alternate base rate (the highest of the agent bank’s prime rate, the federal funds effective rate plus 0.5%
, and the 30-day eurodollar rate plus 1.0% ) plus an applicable margin which ranges from 1.0% to 2.25% .
We pay a per annum fee on all letters of credit issued under the credit agreement, which fee equals the applicable margin for loans accruing interest based on
the eurodollar rate, and we pay a commitment fee on the unused commitments under the credit agreement. The applicable margins for the interest rate, the letters
of credit fee and the commitment fee vary quarterly
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based on our consolidated total leverage ratio (as defined in the credit agreement, being generally computed as the ratio of consolidated total debt to consolidated
earnings before interest, taxes, depreciation, amortization and certain other non-cash charges).
The credit agreement includes financial covenants which are tested on a quarterly basis, based on the rolling four-quarter period that ends on the last day of
each fiscal quarter.
Prior to the date on which we issue qualified senior notes in an aggregate principal amount (when combined with all other qualified senior notes previously or
concurrently issued) that equals or exceeds $200.0 million , the maximum permitted consolidated total leverage ratio is 5.50 to 1.00 for the fiscal quarter ending
December 31, 2018; 5.25 to 1.00 for the fiscal quarters ending March 31, 2019, and June 30, 2019; 5.00 to 1.00 for the fiscal quarters ending September 30, 2019,
and December 31, 2019; and 4.75 to 1.00 for the fiscal quarter ending March 31, 2020, and each fiscal quarter thereafter; provided that the maximum permitted
consolidated total leverage ratio will be 5.25 to 1.00 for certain quarters after December 31, 2019, based on the occurrence of a specified acquisition (as defined in
the credit agreement, but generally being an acquisition for which the aggregate consideration is $15.0 million or more).
From and after the date on which we issue qualified senior notes in an aggregate principal amount (when combined with all other qualified senior notes
previously or concurrently issued) that equals or exceeds $200.0 million , the maximum permitted consolidated total leverage ratio is 5.00 to 1.00; provided that
from and after the fiscal quarter ending immediately preceding the fiscal quarter in which a specified acquisition occurs to and including the last day of the second
full fiscal quarter following the fiscal quarter in which such acquisition occurred, the maximum permitted consolidated total leverage ratio is 5.50 to 1.00.
The maximum permitted consolidated senior secured leverage ratio (as defined in the credit agreement, but generally computed as the ratio of consolidated
total secured debt to consolidated earnings before interest, taxes, depreciation, amortization and certain other non-cash charges) is 3.50 to 1.00, but this covenant is
only tested from and after the date on which we issue qualified senior notes in an aggregate principal amount (when combined with all other qualified senior notes
previously or concurrently issued) that equals or exceeds $200.0 million .
The minimum permitted consolidated interest coverage ratio (as defined in the credit agreement, but generally computed as the ratio of consolidated earnings
before interest, taxes, depreciation, amortization and certain other non-cash charges to consolidated interest expense) is 2.50 to 1.00.
In addition, the credit agreement contains various covenants that, among other restrictions, limit our ability to:
•
•
•
•
•
•
•
•
•
•
•
•

create, issue, incur or assume indebtedness;
create, incur or assume liens;
engage in mergers or acquisitions;
sell, transfer, assign or convey assets;
repurchase our equity, make distributions to unitholders and make certain other restricted payments;
make investments;
modify the terms of certain indebtedness, or prepay certain indebtedness;
engage in transactions with affiliates;
enter into certain hedging contracts;
enter into certain burdensome agreements;
change the nature of our business; and
make certain amendments to our partnership agreement.

At December 31, 2018 , our consolidated total leverage ratio was 5.09 to 1.00 and our consolidated interest coverage ratio was 3.34 to 1.00. We were in
compliance with all covenants of our credit agreement as of December 31, 2018 .
The credit agreement permits us to make quarterly distributions of available cash (as defined in our partnership agreement) to unitholders so long as no default
or event of default exists under the credit agreement on a pro forma basis after giving effect to such distribution. We are currently allowed to make distributions to
our unitholders in accordance with this covenant; however, we will only make distributions to the extent we have sufficient cash from operations after
establishment of cash reserves as determined by the General Partner in accordance with our cash distribution policy, including the establishment of any reserves for
the proper conduct of our business.
In addition to other customary events of default, the credit agreement includes an event of default if:
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(i)
(ii)
(iii)

our General Partner ceases to own 100% of our general partner interest or ceases to control us;
Ergon ceases to own and control 50.0% or more of the membership interests of our General Partner; or
during any period of 12 consecutive months, a majority of the members of the Board of our General Partner ceases to be composed of
individuals:
(A) who were members of the Board on the first day of such period;
(B) whose election or nomination to the Board was approved by individuals referred to in clause (A) above constituting at the time of such
election or nomination at least a majority of the Board; or
(C) whose election or nomination to the Board was approved by individuals referred to in clauses (A) and (B) above constituting at the time
of such election or nomination at least a majority of the Board,
provided that any changes to the composition of individuals serving as members of the Board approved by Ergon will not cause an event of
default.

If an event of default relating to bankruptcy or other insolvency events occurs with respect to our General Partner or us, all indebtedness under our credit
agreement will immediately become due and payable. If any other event of default exists under our credit agreement, the lenders may accelerate the maturity of
the obligations outstanding under our credit agreement and exercise other rights and remedies. In addition, if any event of default exists under our credit
agreement, the lenders may commence foreclosure or other actions against the collateral.
If any default occurs under our credit agreement, or if we are unable to make any of the representations and warranties in our credit agreement, we will be
unable to borrow funds or have letters of credit issued under our credit agreement.
Contractual Obligations . A summary of our contractual cash obligations over the next several fiscal years as of December 31, 2018 , is as follows:
Payments Due by Period
Contractual Obligations

Total

Less than
1 Year

1-3 Years

4-5 Years

More than
5 Years

(in millions)
Debt obligations

(1)

$

319.7

$

16.1

$

32.2

$

271.4

$

—

Operating lease obligations

8.5

2.9

3.1

1.2

1.3

Capital lease obligation
____________________

0.6

0.2

0.4

—

—

(1)

Represents required future principal repayments of borrowings of $265.6 million and variable-rate interest payments of $54.0 million . All amounts outstanding under our credit agreement
mature in May 2022. For our variable-rate debt, we calculated interest obligations assuming the weighted average interest rate of our variable-rate debt at December 31, 2018 , on amounts
outstanding through the assumed repayment date.

Critical Accounting Policies and Estimates
Our discussion and analysis of our financial condition and results of operations is based upon our consolidated financial statements. We prepared these
consolidated financial statements in conformity with accounting principles generally accepted in the United States of America. As such, we are required to make
certain estimates, judgments and assumptions that affect the reported amounts of assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the periods presented. We based our estimates on historical experience, available information and various other
assumptions we believe to be reasonable under the circumstances. On an ongoing basis, we evaluate our estimates; however, actual results may differ from these
estimates under different assumptions or conditions. The accounting policies that we believe require our most difficult, subjective or complex judgments and are
the most critical to our reporting of results of operations and financial position are as follows:
Use of Estimates. The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America
requires management to make estimates and assumptions that affect the reported amounts and disclosure of contingencies. Management makes significant
estimates including: (1) allowance for doubtful accounts receivable; (2) estimated useful lives of assets, which impacts depreciation; (3) estimated cash flows and
fair values inherent in impairment tests; (4) accruals related to revenues and expenses; (5) the estimated fair value of financial instruments; and (6) liability and
contingency accruals. Although management believes these estimates are reasonable, actual results could differ from these estimates.
Property, Plant and Equipment . Property, plant and equipment are recorded at cost. Expenditures for maintenance and repairs that do not add capacity or
extend the useful life of an asset are expensed as incurred. The carrying value of the assets is
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based on estimates, assumptions and judgments relative to useful lives and salvage values. As assets are disposed of or sold, the cost and related accumulated
depreciation are removed from the accounts, and any resulting gain or loss is included in operating income in the consolidated statements of operations.
We calculate depreciation using the straight-line method based on estimated useful lives of our assets. These estimates are based on various factors, including
age (in the case of acquired assets), manufacturing specifications, technological advances and historical data concerning useful lives of similar assets. Uncertainties
that impact these estimates include changes in laws and regulations relating to restoration and abandonment requirements, economic conditions and supply and
demand in the area. When assets are put into service, we make estimates with respect to useful lives and salvage values that we believe to be reasonable. However,
subsequent events could cause us to change our estimates, thus impacting the future calculation of depreciation and amortization. The estimated useful lives of our
asset groups are as follows:
Estimated Useful Lives
(Years)

Asset Group
Land improvements

10-20

Pipelines and facilities

5-30

Storage and terminal facilities

10-35

Transportation equipment

3-10

Office property and equipment and other

3-30

We capitalize certain costs directly related to the construction of assets, including interest and engineering costs. Upon disposition or retirement of property,
plant and equipment, any gain or loss is included in operating income in the consolidated statements of operations.
We have contractual obligations to perform dismantlement and removal activities in the event that some of our assets are abandoned. These obligations
include varying levels of activity, including completely removing the assets and returning the land to its original state. We have determined that the settlement
dates related to the retirement obligations are indeterminate. The assets with indeterminate settlement dates have been in existence for many years and with regular
maintenance will continue to be in service for many years to come. In addition, it is not possible to predict when demands for our services will cease, and we do
not believe that such demand will cease for the foreseeable future. Accordingly, we believe the date when these assets will be abandoned is indeterminate. With no
reasonably determinable abandonment date, we cannot reasonably estimate the fair value of the associated asset retirement obligations. We believe that if our asset
retirement obligations were settled in the foreseeable future the potential cash flows that would be required to settle the obligations based on current costs are not
material. We will record asset retirement obligations for these assets in the period in which sufficient information becomes available for us to reasonably
determine the settlement dates.
Impairment of Long-Lived Assets . Long-lived assets with recorded values that are not expected to be recovered through future cash flows are written down to
estimated fair value. Assets are tested for impairment when events or circumstances indicate that their carrying values may not be recoverable. The carrying value
of a long-lived asset is not recoverable if it exceeds the sum of the undiscounted cash flows expected to result from the use and eventual disposition of the asset. If
the carrying value exceeds the sum of the undiscounted cash flows, an impairment loss equal to the amount the carrying value exceeds the fair value of the asset is
recognized. Fair value is generally determined from estimated discounted future net cash flows.
Goodwill. Goodwill represents the excess of the cost of acquisitions over the amounts assigned to assets acquired and liabilities assumed. Goodwill is not
amortized, but is tested annually for impairment and when events and circumstances warrant an interim evaluation. Goodwill is tested for impairment at a level of
reporting referred to as a reporting unit. If the fair value of a reporting unit exceeds its carrying amount, goodwill of the reporting unit is not considered to be
impaired. The impairment test is generally based on the estimated discounted future net cash flows of the respective reporting unit, utilizing discount rates and
other factors in determining the fair value of the reporting unit. Inputs in the Partnership’s estimated discounted future net cash flows include existing and
estimated future asset utilization, estimated growth rates in future cash flows and estimated terminal values. In 2016, an impairment was indicated in the crude oil
pipeline services reporting unit and an impairment expense of $7.5 million was recorded. In 2017 , an impairment was indicated in the crude oil trucking services
reporting unit and an impairment expense of $0.9 million was recorded. In 2018 , no impairment expense was recorded.
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Recent Accounting Pronouncements
For information regarding recent accounting developments that may affect our future financial statements, see Note 23 to our consolidated financial
statements.
I tem 7A. Quantitative and Qualitative Disclosures about Market Risk.
Interest Rate Risk. We are exposed to market risk due to variable interest rates under our credit agreement. As of March 11, 2019 , we had $253.6 million
outstanding under our credit agreement that was subject to a variable interest rate. Borrowings under our credit agreement bear interest, at our option, at either the
reserve adjusted eurodollar rate (as defined in the credit agreement) plus an applicable margin or the alternate base rate (the highest of the agent bank’s prime rate,
the federal funds effective rate plus 0.5%, and the 30-day eurodollar rate plus 1.0%) plus an applicable margin. At times we have used i nterest rate swap
agreements to manage a portion of the exposure related to changing interest rates by converting floating-rate debt to fixed-rate debt. In March 2014, we entered
into two interest rate swap agreements with an aggregate notional value of $200.0 million . The first $100.0 million agreement became effective June 28, 2014, and
matured on June 28, 2018. Under the terms of the first interest rate swap agreement, we paid a fixed rate of 1.45% and received one-month LIBOR with monthly
settlement. The second $100.0 million agreement became effective January 28, 2015, and matured on January 28, 2019. Under the terms of the second interest rate
swap agreement, we paid a fixed rate of 1.97% and received one-month LIBOR with monthly settlement. The fair market value of the interest rate swaps at
December 31, 2018 , consists of a current asset of less than $0.1 million recorded on the consolidated balance sheets in other current assets. The interest rate swaps
do not receive hedge accounting treatment under ASC 815 - Derivatives and Hedging . Changes in the fair value of the interest rate swaps are recorded in interest
expense in the consolidated statements of operations.
During the year ended December 31, 2018 , the weighted average interest rate under our credit agreement was 5.49% .
Changes in economic conditions could result in higher interest rates, thereby increasing our interest expense and reducing our funds available for capital
investment, operations or distributions to our unitholders. Based on borrowings as of December 31, 2018 , the terms of our credit agreement, current interest rates
and the effect of our interest rate swap agreements, an increase or decrease of 100 basis points in the interest rate would result in increased or decreased annual
interest expense of approximately $2.6 million .
Commodity Price Risk. As a result of our crude oil marketing activities conducted in our crude oil pipeline services segment, we have direct exposure to risks
associated with changes in crude oil prices. Typically, the volume of crude oil we purchase in a given month will be sold in the same month. However, we may
have market price exposure for inventory that is carried over month-to-month as well as pipeline linefill we maintain. We may also be exposed to price risk with
respect to the differing qualities of crude oil we transport and our ability to effectively blend them to market specifications. In addition, the volumes of liquid
asphalt and crude oil we terminal, gather or transport are affected by commodity prices because many of our customers have direct commodity price
exposure. Many of our customers have been, and continue to be, adversely affected by significant changes in commodity prices. If our customers continue to be
negatively impacted by commodity price volatility, a sustained period of depressed commodity prices or other adverse conditions of the energy industry, they may,
among other things, decrease the amount of services that we provide to them. The prices of liquid asphalt and crude oil are inherently volatile, and we expect this
volatility to continue. Any significant reduction in the amount of services we provide to our customers would have a material adverse effect on our results of
operations and cash flows.
We do not intend to mitigate this risk to our revenues by hedging this limited commodity price exposure. For additional information regarding the anticipated
impact of this risk on our future revenues, see “Item 7-Management’s Discussion and Analysis of Financial Condition and Results of Operations-Potential Impact
of Crude Oil Market Price Changes and Other Factors on Future Revenues.”
Item 8.

Financial Statements and Supplementary Data.

Our consolidated financial statements, together with the report of our independent registered public accounting firm PricewaterhouseCoopers LLP, are set
forth on pages F-1 through F-34 of this report and are incorporated herein by reference.
Item 9.

Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

None.
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Item 9A. Controls and Procedures.
Evaluation of disclosure controls and procedures. Our General Partner’s management, including the Chief Executive Officer and Chief Accounting Officer,
the principal executive officer and acting principal financial officer, respectively, of our General Partner, evaluated as of the end of the period covered by this
report, the effectiveness of our disclosure controls and procedures as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934. Based
on that evaluation, the Chief Executive Officer and Chief Accounting Officer of our General Partner concluded that our disclosure controls and procedures were
effective as of December 31, 2018.
Management’s Report on Internal Control Over Financial Reporting . Our General Partner’s management is responsible for establishing and maintaining
adequate internal control over financial reporting. Our General Partner’s management, including the Chief Executive Officer and Chief Accounting 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 (2013) 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 effective as of December 31, 2018.
Our internal control over financial reporting as of December 31, 2018 has been audited by PricewaterhouseCoopers LLP, our independent registered public
accounting firm, as stated in their report appearing on page F-1.
Changes in internal control over financial reporting. There were no changes to our internal control over financial reporting that occurred during the three
months ended December 31, 2018 , that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

Item 9B.

Other Information.

Amendments to Storage, Throughput and Handling Agreement
On October 5, 2016, BKEP Materials, L.L.C., a Texas limited liability company and wholly owned subsidiary of the Partnership
(“BKEP Materials”), BKEP Asphalt, L.L.C., a Texas limited liability company and wholly owned subsidiary of the Partnership (“BKEP
Asphalt”), and Ergon Asphalt & Emulsions, Inc., a wholly owned subsidiary of Ergon (“Ergon A&E”), entered into that certain Storage,
Throughput and Handling Agreement (the “Original Storage, Throughput and Handling Agreement”), pursuant to which BKEP Materials and
BKEP Asphalt agreed to provide storage and terminalling services to Ergon A&E and Ergon A&E agreed to receive such services on the
terms and conditions set forth therein. Effective January 1, 2019, BKEP Materials, BKEP Asphalt and Ergon A&E entered into the
Amendment to Storage, Throughput and Handling Agreement (“Amendment I”) to extend the term of the Original Storage, Throughput and
Handling Agreement to December 31, 2023 and otherwise amend the Original Storage, Throughput and Handling Agreement as provided
therein. In addition, effective March 7, 2019, BKEP Materials, BKEP Asphalt and Ergon A&E entered into the Amendment to Storage,
Throughput and Handling Agreement (“Amendment II” and, together with Amendment I, the “Amendments”) to reflect Ergon A&E’s
prepayment of storage fees under the Original Storage, Throughput and Handling Agreement for the months of April, May, June, July,
August and September 2019. The Board’s conflicts committee reviewed and approved the Amendment’s in accordance with the Partnership’s
procedures for approval of related-party transactions and the provisions of the partnership agreement.
Lease Agreement
Effective January 1, 2019, BKEP Materials, BKEP Asphalt and Ergon A&E entered the Lessee Operated Facilities Lease Agreement
No. 2019-00068 (the “Lease Agreement”), pursuant to which BKEP Materials and BKEP Asphalt agreed to lease Ergon A&E certain
facilities identified therein. The term of the Lease Agreement is five years, beginning on January 1, 2019 and continuing until December 31,
2023. The Lease Agreement encompasses 12 facilities, which includes facilities previously accounted for under the now expired Ergon
Master Facilities Sublease and Sublicense Agreement. The Board’s conflicts committee reviewed and approved the Lease Agreement in
accordance with the Partnership’s procedures for approval of related-party transactions and the provisions of the partnership agreement.
Storage, Throughput and Handling Agreement
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Effective January 1, 2019, BKEP Materials, BKEP Asphalt and Ergon A&E entered the Owner Operated Storage, Throughput and
Handling Agreement No. 2019-00069 (the “Storage, Throughput and Handling Agreement”), pursuant to which BKEP Materials and BKEP
Asphalt agreed to provide to or for Ergon A&E storage and terminalling services related to the receipt of certain feedstocks, raw materials,
and finished product identified therein (“Product”) at certain product storage tanks identified therein (the “Terminal”) and the storage,
terminalling, and delivery of Product into and out of the Terminal, in exchange for the payment of certain fees by Ergon A&E. The term of
the Storage, Throughput and Handling Agreement began on January 1, 2019 and will continue until December 31, 2023. Each party has
agreed to indemnify the other party (and its affiliates) for any and all liabilities arising from (i) its breach of the Storage, Throughput and
Handling Agreement, (ii) its negligence or willful misconduct, or the negligence or willful misconduct of an affiliate, or (iii) its failure to
comply with applicable law with respect to the sale, transportation, storage, handling or disposal of product. The Board’s conflicts committee
reviewed and approved the Storage, Throughput and Handling Agreement in accordance with the Partnership’s procedures for approval of
related-party transactions and the provisions of the partnership agreement.
The foregoing descriptions of the Amendments, the Lease Agreement and the Storage, Throughput and Handling Agreement are not
complete and are qualified in their entirety by reference to the full text of the agreements, which are filed as Exhibits 10.18, 10.19, 10.28 and
10.29 to this Annual Report on Form 10-K.
PART III.
Item 10.

Directors, Executive Officers and Corporate Governance.

Our General Partner manages our operations and activities. Our General Partner is not elected by our unitholders and will not be subject to re-election on a
regular basis in the future. The directors of our General Partner oversee our operations. Unitholders are not entitled to elect the directors of our General Partner or
directly or indirectly participate in our management or operations. Our General Partner owes a limited fiduciary duty to our unitholders. Our General Partner will
be liable, as general partner, for all of our debts (to the extent not paid from our assets), except for indebtedness or other obligations that are made specifically
nonrecourse to it. Our General Partner, therefore, may cause us to incur indebtedness or other obligations that are nonrecourse to it. Borrowings under our existing
credit facility are nonrecourse to our General Partner.
Directors and Executive Officers
The Board currently consists of W. R. “Lee” Adams (affiliated with Ergon), Edward D. Brooks (affiliated with Ergon), Joel D. Pastorek (affiliated with
Ergon), Robert H. Lampton (affiliated with Ergon), William W. Lampton (affiliated with Ergon), Duke R. Ligon (an independent director), Steven M. Bradshaw
(an independent director) and John A. Shapiro (an independent director). Mr. Ligon serves as the Chairman of the Board, the chairman of the audit committee and
a member of the compensation committee and the conflicts committee of the Board. Mr. Bradshaw serves as the chairman of the conflicts committee and a
member of the compensation committee and the audit committee of the Board. Mr. Shapiro serves as the chairman of the compensation committee and a member
of the conflicts committee and the audit committee of the Board.
The following table shows information regarding the current directors and executive officers of our General Partner as of March 11, 2019 .
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Name

Age

Position with Blueknight Energy Partners G.P., L.L.C.

Mark A. Hurley

60

Chief Executive Officer

Joel W. Kanvik

49

Chief Legal Officer and Secretary

James R. Griffin

41

Chief Accounting Officer

Jeffery A. Speer

52

Chief Operating Officer

Brian L. Melton

49

Chief Commercial Officer

Duke R. Ligon

77

Director, chairman of the Board and audit committee

Steven M. Bradshaw

70

Director, chairman of the conflicts committee

John A. Shapiro

67

Director, chairman of the compensation committee

W.R. “Lee” Adams

50

Director

Edward D. Brooks

36

Director

Joel D. Pastorek

36

Director

Robert H. Lampton

58

Director

William W. Lampton
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Director

Our directors hold office until the earlier of their death, resignation, removal or disqualification or until their successors have been elected and qualified.
Officers serve at the discretion of the Board. Robert H. Lampton and William W. Lampton are brothers. There are no other family relationships between officers
and directors.
Mark A. Hurley became the Chief Executive Officer of our General Partner in September 2012. Mr. Hurley served as the Senior Vice President, Crude Oil
and Offshore of Enterprise Products, LLC from 2010 to 2012, where he led the newly formed crude oil and offshore business segment. Mr. Hurley began his career
at Shell, where he served from 1981 to 2009, most recently as President of Shell Pipeline Co., LP. Mr. Hurley received his Bachelor of Science in chemical
engineering from North Carolina State University.
Joel W. Kanvik has served as Chief Legal Officer of our General Partner since November 2016. Mr. Kanvik has served as Secretary since September 2018.
Mr. Kanvik previously served as the Director of U.S. Law and Assistant Secretary for Enbridge Energy Company, Inc., which he joined in January 2001. He
provided legal and business counsel to a family of corporations/limited partnerships, including the development and execution for large-scale
construction/acquisition projects, mergers and acquisitions, contracts and licenses, intellectual property, litigation management and corporate governance. Mr.
Kanvik received his Bachelor of Arts in political science from Northwestern University and his Juris Doctor from the University of Wisconsin.
James R. Griffin has served as the Chief Accounting Officer of our General Partner since March 2009. Mr. Griffin served as our General Partner’s controller
from May of 2007 to March 2009. Mr. Griffin previously served as an audit manager for the public accounting firm of PricewaterhouseCoopers LLP. Mr. Griffin
received his Bachelor of Science in business administration from Oklahoma State University and is a certified public accountant in the state of Oklahoma.
Jeffery A. Speer has served as Chief Operating Officer of our General Partner since July 2013. Mr. Speer served as Senior Vice President-Operations of our
General Partner from February 2010 to July 2013. Previously, Mr. Speer served as the Vice President of Operations of our asphalt and emulsion subsidiary since
June 2009. Prior to joining our team, Mr. Speer served as Vice President of Operations for Koch Industries, Inc. and had operational responsibility for Koch’s
crude oil, pipeline and trucking divisions in Oklahoma, Texas and Canada, as well as Koch’s agricultural and asphalt businesses. Mr. Speer has more than 27 years
of experience in the energy industry and received his Bachelor of Science in mechanical engineering from Kansas State University.
Brian L. Melton has served as Chief Commercial Officer since January 2017 and previously as Vice President Pipeline Marketing and Business Development
of our General Partner since December 2013. Previously, he served as Vice President of Business Development/Corporate Strategy for Crestwood Equity Partners,
L.P., Crestwood Midstream Energy Partners, L.P. and Inergy, L.P. from September 2008 until December 2013. Prior to joining Inergy in 2008, he was a director in
the Energy Corporate Investment Banking groups of A.G. Edwards/Wachovia Securities. He has served on the board of directors of Abraxas Petroleum
Corporation since October of 2009. Mr. Melton received his Bachelor of Science in management and his Master of Business Administration in finance from
Arkansas State University.
Duke R. Ligon has served as a director of our General Partner since October 2008. He is an attorney and the current owner and manager of Mekusukey Oil
Company, LLC. He served as Senior Vice President and General Counsel of Devon
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Energy Corporation from January 1997 until he retired in February 2007. From February 2007 to February 2010, Mr. Ligon served in the capacity of Strategic
Advisor to Love’s Travel Stops & Country Stores, Inc., based in Oklahoma City, Oklahoma, and previously acted as Executive Director of the Love’s
Entrepreneurship Center at Oklahoma City University. He is also a member of the board of directors of Heritage Trust Company, Security State Bank (in which he
has a 14% beneficial ownership), Cavaloz Holdings, Inc. and Pardus Oil and Gas. He was formerly on the board of directors of PostRock Energy Corporation,
System One, Orion California LP, Emerald Oil, Inc., SteelPath MLP, TransMontaigne Partners L.P., Pre-Paid Legal Services, Inc., Panhandle Oil and Gas
Inc.,Vantage Drilling Company and TEPPCO Partners, L.P. Mr. Ligon received his undergraduate degree in chemistry from Westminster College and his law
degree from the University of Texas School of Law. Mr. Ligon was selected to serve as a director on the Board due to his extensive business and leadership
experience derived from his background as a director of various companies in the energy industry, as well as his financial and legal expertise.
Steven M. Bradshaw has served as a director of our General Partner since November 2009. He has over 35 years of experience in the global logistics and
transportation industry and currently serves as the Managing Director at Global Logistics Solutions. From 2005 to 2009, Mr. Bradshaw served as Vice PresidentAdministration of Premium Drilling, Inc., an offshore drilling contractor that provides jack-up drilling services to the international oil and gas industry. Previously,
he served as Executive Vice President of Skaugen PetroTrans, Inc. from 2001 to 2003. He also served for 16 years in various operating and marketing capacities at
Kirby Corporation, including as President-Refined Products Division from 1992 to 1996. Mr. Bradshaw also served as an officer in the United States Navy. He
received his Master of Business Administration from Harvard University and a bachelor’s degree in mathematics from the University of Missouri. Mr. Bradshaw
was selected to serve as a director on the Board due to his business judgment and extensive industry knowledge and experience.
John A. Shapiro has served as a director of our General Partner since November 2009. Mr. Shapiro retired as an officer at Morgan Stanley & Co., where he
had served for more than 24 years in various capacities, most recently as Global Head of Commodities. While an officer at Morgan Stanley, Mr. Shapiro
participated in the successful acquisitions of TransMontaigne Inc. and Heidmar Inc., and served as a member of the board of directors of both companies. Prior to
joining Morgan Stanley & Co., Mr. Shapiro worked for Conoco, Inc. and New England Merchants National Bank. Mr. Shapiro has been a lecturer at Princeton
University, Harvard University School of Government, HEC Business School (Paris, France) and Oxford University Energy Program (Oxford, UK). In addition, he
serves on the board of directors of Citymeals-on-Wheels and serves as a senior advisor to Mountain Capital Partners, a Houston-based private equity firm focused
on upstream E&P investments. Mr. Shapiro has served on the board of directors of Blue Wolf Mongolia Holdings. He received his Master of Business
Administration from Harvard University and his bachelor’s degree in economics from Princeton University. Mr. Shapiro was selected to serve as a director on the
Board due to his financial expertise and extensive industry experience developed through his work at Morgan Stanley & Co., and by serving as a director of other
energy companies.
W.R. “Lee” Adams has served as a director of our General Partner since February 2018. Mr. Adams joined Ergon, Inc. as the Vice President of Internal Audit
in 2011 and currently serves as Senior Vice President - Finance. He also serves as Chairman of Ergon’s Senior Management Team. He is a certified public
accountant in the state of Mississippi and previously worked at Arthur Anderson and Haddox Reid Burkes & Calhoun, PLLC, where he specialized in assurance
and advisory services in the areas of oil and gas, manufacturing, investments and employee benefit plans. Mr. Adams received his Bachelor of Accountancy from
Mississippi State University, and also holds the designations of Chartered Global Management Accountant, Certified Fraud Examiner and Certified Internal
Auditor. Mr. Adams currently serves as a member of the advisory council for Mississippi State’s Adkerson School of Accountancy and is the Chairman of the
Board of Hartfield Academy. He has previously served as Chairman/President of the Petroleum Accounting Society of Mississippi and of the Mississippi Society
of Certified Public Accountants, a 2,600-member trade association for CPAs practicing in the state of Mississippi. Mr. Adams was selected to serve as a director on
the Board due to his affiliation with Ergon and his financial and business expertise.
Edward D. Brooks has served as a director of our General Partner since October 2016. Mr. Brooks has been the Vice President of Business Development for
Ergon Asphalt & Emulsions, Inc. since 2013. Mr. Brooks joined Ergon in 2007 to serve as the Manager of Business Development. Prior to joining Ergon, Mr.
Brooks worked with Haddox Reid Burkes & Calhoun, PLLC as a manager in the assurance services division. Mr. Brooks received his Bachelor of Science in
Business Administration in accounting and his Master of Business Administration from Mississippi College and is a certified public accountant in the state of
Mississippi. He also holds a Chartered Global Management Accountant designation. Mr. Brooks was selected to serve as a director on the Board due to his
affiliation with Ergon and his financial and business expertise.
Joel D. Pastorek has served as a director of our General Partner since August 2018. Mr. Pastorek serves as the Executive Vice President - Midstream &
Logistics and as President of Ergon Terminalling, Inc. He also serves as the Vice Chairman of the Ergon Senior Management Team. Mr. Pastorek joined Ergon in
2005. Prior to taking the role of Executive Vice President, Mr. Pastorek held various positions within Ergon including Senior Project Manager, Manager of
Corporate Maintenance,
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General Manager - Ergon Terminaling, Inc., Vice President - Ergon Terminaling, Inc., and President - Ergon Terminaling, Inc. Mr. Pastorek received his Bachelor
of Science in mechanical engineering from Mississippi State University and is a licensed professional engineer in the state of Mississippi. Mr. Pastorek was
selected to serve as a director on the Board due to his affiliation with Ergon and his financial and business expertise.
Robert H. Lampton has served as a director of our General Partner since October 2016. Mr. Lampton has been with Ergon since 1983, and currently serves
as President of the Supply and Distribution Division. He previously served as President of Ergon Terminalling, Inc., Ergon Trucking, Inc., Ergon Marine and
Industrial Supply and Ergon Properties, Inc. He is a member of Ergon’, Inc.’s board of directors. He was a board member for Mississippi Valley Title Company
from 2005 to 2015. Mr. Lampton received his degree in business administration with a minor in business psychology from The University of Mississippi. Mr.
Lampton was selected to serve as a director on the Board due to his affiliation with Ergon and his financial and business expertise.
William W. Lampton has served as a director of our General Partner since October 2016. Mr. Lampton has been with Ergon since 1979, and currently is a
member of Ergon’s board of directors. He previously served as President of Ergon’s Asphalt Groups and as Chairman of the board of directors of Ergon Asphalt &
Emulsions, Inc. Mr. Lampton currently is a board member of Mississippi Economic Council, Boy Scouts of America, Andrew Jackson Council, Greater Jackson
Chamber Partnership (of which he is a past chairman), and Mississippi Baptist Health Foundation. He is a member of the Dean’s Advisory Council of Mississippi
State University’s Bagley College of Engineering, and served as co-chair of the Mississippi Works initiative under Governor Phil Bryant. Mr. Lampton was
selected to serve as a director on the Board due to his affiliation with Ergon and his financial and business expertise.
Independence of Directors
Our General Partner currently has eight directors, three of whom (Messrs. Bradshaw, Ligon and Shapiro) are “independent” as defined under the independence
standards established by Nasdaq. Nasdaq’s independence definition includes a series of objective tests, including that the director is not an employee of the
company and has not engaged in various types of business dealings with the company. In addition, the Board has made a subjective determination as to each
independent director that no relationships exist which, in the opinion of the Board, would interfere with the exercise of independent judgment in carrying out the
responsibilities of a director. In making these determinations, the directors reviewed and discussed information provided by the directors and us with regard to each
director’s business and personal activities as they may relate to us and our management. Nasdaq does not require a listed limited partnership like us to have a
majority of independent directors on the Board or to establish a nominating committee.
In addition, the members of the audit committee also each qualify as “independent” under special standards established by the SEC for members of audit
committees, and the audit committee includes at least one member who is determined by the Board to meet the qualifications of an “audit committee financial
expert” in accordance with SEC rules, including that the person meets the relevant definition of an “independent” director. John A. Shapiro is the independent
director who has been determined to be an audit committee financial expert. Unitholders should understand that this designation is a disclosure requirement of the
SEC related to experience and understanding with respect to certain accounting and auditing matters. The designation does not impose any duties, obligations or
liability that are greater than are generally imposed on a member of the audit committee and the Board, and the designation of a director as an audit committee
financial expert pursuant to this SEC requirement does not affect the duties, obligations or liability of any other member of the audit committee or the Board.
Board Leadership Structure and Risk Oversight
The Chief Executive Officer and chairman of the Board positions of our General Partner are held by separate individuals in recognition of the differences
between the two roles. We have taken this position to achieve an appropriate balance with regard to our strategic direction, oversight of management, unitholder
interests and director independence. Our General Partner’s Chief Executive Officer is responsible for setting our strategic direction and overseeing our day-to-day
performance. Our General Partner’s chairman of the Board is an independent director who provides guidance to the Chief Executive Officer and sets the agenda
for and presides over Board meetings.
Our Board is engaged in the oversight of risk through regular updates from our management team regarding those risks confronting us, the actions and
strategies necessary to mitigate those risks and the status and effectiveness of those actions and strategies. These regular updates are provided at meetings of the
Board and the audit committee as well as other meetings with the chairman of the Board, the Chief Executive Officer and other members of our General Partner’s
management team.
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Board Committees
We have standing conflicts, audit and compensation committees of the Board. Each member of the audit, compensation and conflicts committees is an
independent director in accordance with Nasdaq and applicable securities laws. Each of the audit, compensation and conflicts committees has a written charter
approved by the Board. The written charter for each of these committees is available on our web site at www.bkep.com under the “Investors - Corporate
Governance” section. We will also provide a copy of any of our committee charters to any of our unitholders without charge upon written request to the attention
of Investor Relations at 6060 American Plaza, Suite 600, Tulsa, Oklahoma 74135. The current members of the audit, compensation and conflicts committees of
the Board and a brief description of the functions performed by each committee are set forth below.
Conflicts Committee . The members of the conflicts committee are Messrs. Bradshaw (chairman), Ligon and Shapiro. The primary responsibility of the
conflicts committee is to review 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 conflicts committee may retain independent legal and financial advisors to assist in its evaluation of a
transaction. The members of the conflicts committee may not be officers or employees 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 any national securities exchange upon which our
common units are traded and the SEC. Any matters approved by the conflicts committee 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.
Audit Committee . The members of the audit committee are Messrs. Bradshaw, Ligon (chairman) and Shapiro. The primary responsibilities of the audit
committee are to assist the Board in its general oversight of our financial reporting, internal controls and audit functions, and it is directly responsible for the
appointment, retention, compensation and oversight of the work of our independent auditors.
For information regarding our audit committee financial expert, see “Independence of Directors” above.
Compensation Committee . The members of the compensation committee are Messrs. Bradshaw, Ligon and Shapiro (chairman). The primary responsibility
of the compensation committee is to oversee compensation decisions for the outside directors of our General Partner and executive officers of our General Partner,
as well as administer the General Partner’s Long-Term Incentive Plan.
Code of Ethics and Business Conduct
Our General Partner has adopted a Code of Business Conduct and Ethics applicable to all of our General Partner’s employees, including all officers, and
including our General Partner’s independent directors, who are not employees of our General Partner, with regard to their activities relating to us. The Code of
Business Conduct and Ethics incorporates guidelines designed to deter wrongdoing and to promote honest and ethical conduct and compliance with applicable
laws and regulations. It also incorporates our expectations of our General Partner’s employees that enable us to provide accurate and timely disclosure in our
filings with the Securities and Exchange Commission and other public communications. The Code of Business Conduct and Ethics is publicly available under the
“Investors - Corporate Governance - Code of Business Conduct and Ethics” section of our web site at www.bkep.com. The information contained on, or connected
to, our web site is not incorporated by reference into this annual report on Form 10-K and should not be considered part of this or any other report that we file with,
or furnish to, the SEC. We will also provide a copy of the Code of Business Conduct and Ethics to any of our unitholders without charge upon written request to
the attention of Investor Relations at 6060 American Plaza, Suite 600, Tulsa, Oklahoma 74135. If any substantive amendments are made to the Code of Business
Conduct and Ethics, 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 web site or in a current report on Form 8-K.
Section 16(a) Beneficial Ownership Reporting Compliance
Based solely upon a review of Forms 3, 4 and 5 (and any amendments thereto) furnished to us, we believe that all directors, officers, beneficial owners of
more than 10% of any class of our securities or any other person subject to Section 16 of the Exchange Act complied with the Section 16(a) filing requirements of
them during the year ended December 31, 2018 .
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Reimbursement of Expenses of our General Partner
Pursuant to our partnership agreement, our General Partner and its affiliates are entitled to receive reimbursement for the payment of expenses related to our
operations and for the provision of various general and administrative services for our benefit.
Item 11.

Executive Compensation.

Compensation Discussion and Analysis
Throughout this section, each person who served as the Principal Executive Officer (“PEO”) during 2018 , each person who served as the Principal Financial
Officer (“PFO”) during 2018 , the three most highly compensated executive officers other than the PEO and PFO serving at December 31, 2018 , and up to two
additional individuals for whom disclosure would have been provided but for the fact that the individual was not serving as an executive officer at December 31,
2018 , are referred to as the Named Executive Officers (“NEOs”). The NEOs during 2018 were:
•
•
•
•
•
•

Mark A. Hurley, Chief Executive Officer;
Alex G. Stallings, Chief Financial Officer and Secretary until September 2018;
James R. Griffin, Chief Accounting Officer;
Jeffery A. Speer, Chief Operating Officer;
Brian L. Melton, Chief Commercial Officer; and
Joel W. Kanvik, Chief Legal Officer and Secretary.

As is the case with many publicly traded partnerships, we have not historically directly employed any persons responsible for managing or operating us or for
providing services relating to day-to-day business affairs. Our General Partner manages our operations and activities, and its Board and officers make decisions on
our behalf. The compensation for the NEOs for services rendered to us is determined by the compensation committee of our General Partner.
Compensation Methodology. The compensation committee of the Board seeks to provide a total compensation package designed to drive performance and
reward contributions in support of our business strategies and to attract, motivate and retain high-quality talent with the skills and competencies required by
us. Once every two to three years, our compensation committee examines the compensation practices of certain of our peer companies which, as of our most
recent examination in March 2017, includes Sprague Resources, LP; CrossAmerica Partners, LP; Martin Midstream Partners, L.P.; Southcross Energy Partners,
L.P.; JP Energy Partners, LP; Summit Midstream Partners, LP; American Midstream Partners, LP; CONE Midstream Partners, LP; Transmontaigne Partners, L.P.;
PBF Logistics, LP; World Point Terminals, LP; Noble Midstream Partners, LP; Arc Logistics Partners, LP; USD Partners, LP and PennTex Midstream Partners,
LP. The compensation committee may review and, in certain cases participate in, various relevant compensation surveys and consult with compensation
consultants with respect to determining compensation for the NEOs.
In March 2017, the compensation committee of the Board engaged Aon Hewitt (“Aon”) as its independent compensation consultant to provide the
compensation committee with comparable market-based compensation data applicable to the NEOs of our General Partner. In its consultation role, Aon was tasked
with conducting an assessment of our peer group and benchmarking the compensation of our NEOs against our peer group.
The objective of the analysis was to review and ensure the market competitiveness of our NEOs’ compensation. The scope of Aon’s review included the
market competitiveness of the following compensation elements:
•
•
•
•
•

base salary;
target annual incentive opportunity (annual incentive paid for achieving target performance levels);
target total annual compensation (base salary + target annual incentive);
long-term incentive (“LTI”) awards; and
target total direct compensation (base salary + target annual incentive + LTI awards).

Market data presented by Aon represented the compensation paid to a “typical” employee in a particular position and was considered as one data point when
making compensation determinations. Individual performance, longevity and internal equity were also factors in determining individual pay levels. The
compensation committee expects to continue to utilize the
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compensation survey data when making decisions to change any individual NEO’s compensation, or when making changes or additions to any compensation
program or methodologies. Aon’s work for the compensation committee did not raise any conflicts of interest in 2017.
Elements of Compensation . Historically, the primary elements of our General Partner’s compensation program have been a combination of annual cash and
long-term equity-based compensation, and the principal elements of compensation for the NEOs in 2018 were as follows:
•
•
•
•

base salary;
discretionary bonus awards;
long-term incentive plan awards; and
other benefits.

The compensation committee reviews and makes recommendations regarding the mix of compensation, both among short- and long-term compensation and
cash and non-cash compensation, to establish structures that it believes are appropriate for each of the NEOs. We believe that the mix of base salary, discretionary
bonus awards, awards under the long-term incentive plan and other benefits fit our overall compensation objectives. We believe this mix of compensation provides
competitive compensation opportunities to align and drive employee performance in support of our business strategies and to attract, motivate and retain highquality talent with the skills and competencies that we require.
Base Salary. Our General Partner’s compensation committee establishes base salaries for the NEOs and reviews these annually considering various factors,
including the amounts it considers necessary to attract and retain the highest quality executives, the responsibilities of the NEOs and market data including publicly
available market data for the peer companies listed above as reported in their filings with the SEC.
In March 2018, our General Partner’s compensation committee increased the base salaries of Messrs. Speer and Kanvik to $276,000 and $265,000,
respectively. These base salary increases reflected the scope of each executive’s responsibilities and the compensation committee’s consideration of competitive
market compensation paid by similar companies for comparable positions.
Discretionary Bonus Awards. Our General Partner’s compensation committee may also award discretionary bonus awards to the NEOs. Our General Partner
grants discretionary bonus awards to encourage and reward achievement of financial and operational goals and individual performance objectives.
During March 2019, the compensation committee awarded discretionary bonuses of $150,000 ; $115,000 ; $150,000 ; $25,000 and $100,000 to each of
Messrs. Hurley, Griffin, Speer, Melton and Kanvik, respectively, relating to our results of operations in 2018. Please see “-2018 Incentive Compensation” for a
discussion of these discretionary bonuses.
Long-Term Incentive Plan Awards . Our General Partner has adopted the Long-Term Incentive Plan for employees, consultants and directors of our General
Partner and its affiliates who perform services for us. Each of the NEOs is eligible to participate in the Long-Term Incentive Plan. The Long-Term Incentive Plan
provides for the grant of unit awards, restricted units, phantom units, unit options, unit appreciation rights, distribution equivalent rights and substitute awards. For
a more detailed description of our Long-Term Incentive Plan, please see “-Long-Term Incentive Plan.”
During March 2018, the compensation committee made awards of 61,448 ; 27,447 ; 17,001 ; 29,700 ; 19,663 and 20,278 phantom units to Messrs. Hurley,
Stallings, Griffin, Speer, Melton and Kanvik, respectively, relating to our results of operations in 2017. For all but Mr. Hurley, the awards vest on January 1, 2021.
Mr. Hurley’s phantom units vested on January 1, 2019. Mr. Stallings’s employment with our General Partner was ended on September 30, 2018, and, accordingly,
his unvested phantom units were forfeited at such time. These phantom units contain distribution equivalent rights that entitle the holder of such units to receive a
cash payment equal to the amount of any ordinary quarterly cash distribution paid to our common unitholders.
During March 2019, the compensation committee made awards of 38,558 ; 62,867 and 38,558 phantom units to Messrs. Griffin, Speer, and Kanvik,
respectively, relating to our results of operations in 2018. The awards vest on January 1, 2022. These phantom units contain distribution equivalent rights that
entitle the holder of such units to receive a cash payment equal to the amount of any ordinary quarterly cash distribution paid to our common unitholders. Please
see “-2018 Incentive Compensation” for a discussion of these awards.
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Other Benefits. The employment agreements entered into by Messrs. Hurley and Griffin with our General Partner provide that such NEO is eligible to
participate in any employee benefit plans maintained by our General Partner during the term of his employment with the General Partner. During 2018 , our
General Partner, in addition to the Long-Term Incentive Plan described above, maintained an employee health insurance plan and an Exec-U-Care plan under
which our officers (including all NEOs) were reimbursed for certain co-pays and deductibles for medical expenses. In addition, the employment agreements
provide that each NEO is entitled to reimbursement for out-of-pocket expenses incurred while performing his duties under the employment agreement.
Furthermore, we historically provided auto allowances to certain of our NEOs.
2018 Incentive Compensation. For 2018 , the Board approved a cash bonus plan whereby 90% of an aggregate bonus pool for all employees, including the
NEOs, was to be funded as follows:
•
•
•

75% of this portion of the bonus pool was to be funded based on the achievement of approximately $51.0 million in cash flow generated prior to
distributions, incentive compensation and reserves established by our General Partner.
An additional 15% of this portion of the bonus pool was to be funded based on the achievement of partnership-wide goals (with a range of 0% to
15% being contributed based on this performance metric).
An additional 10% of this portion of the bonus pool was to be funded based on the achievement of environmental, health and safety targets (with
a range of 0% to 20% being contributed based on this performance metric).

An additional 10% of the bonus pool was to be funded based on the achievement of our growth goals (with a range of 0% to 20% being contributed based on
this performance metric).
Individual awards (which, as in prior years, were expected to be paid in a combination of cash bonuses and equity compensation) were to be determined by the
compensation committee at its discretion based on individual performance, exceptional service to the Partnership, challenges and opportunities not reasonably
foreseeable at the beginning of the year, internal equities and external competition or opportunities. In 2018 , actual cash flow generated prior to distributions,
incentive compensation and reserves established by our General Partner was $36.9 million, resulting in 37% of the bonus pool being contributed based on this
metric. In addition, partnership-wide goals were partially achieved resulting in 10% of the bonus pool being contributed, environmental, health and safety targets
were also partially achieved resulting in 5% of the bonus pool being contributed, and company growth goals were not met resulting in 0% of the bonus pool being
contributed.
In March 2019, our General Partner’s chief executive officer recommended cash bonus and Long-Term Incentive Plan awards for the remaining NEOs. After a
thorough discussion, the compensation committee approved the following for each of our NEOs (other than Mr. Hurley):
(i) a discretionary bonus award relating to our results of operations in 2018 as follows: $115,000 ; $150,000 ; $25,000 and $100,000 for Messrs.
Griffin, Speer, Melton and Kanvik, respectively; and
(ii) awards of phantom units relating to our results of operations for 2018 as follows: 38,558 units, 62,867 units and 38,558 units to Messrs. Griffin,
Speer and Kanvik, respectively.
On March 8, 2019 the compensation committee made these discretionary bonus awards and phantom unit grants in accordance with such recommendations and
also awarded Mr. Hurley a discretionary bonus award of $150,000 relating to our results of operations in 2018 . The discretionary bonus awards were paid in
March 2019. The compensation committee considered the achievement of performance metrics outlined in the prior paragraph as well as the performance of the
individual NEO in determining to make such awards.
Role of Executive Officers in Executive Compensation. Our General Partner’s compensation committee determines the compensation of the NEOs. Our
General Partner’s chief executive officer, Mr. Hurley, made recommendations to the compensation committee for the awards of phantom units and discretionary
bonuses to be paid to our NEOs relating to our results of operations in 2018 . However, Mr. Hurley does not make any recommendations regarding his personal
compensation. In addition, the employment agreement entered into by Mr. Griffin was originally approved by the management committee of SemGroup, L.P.’s
(now SemGroup Corporation) general partner pursuant to its limited liability company agreement.
Employment Agreements. As indicated above, Messrs. Hurly and Griffin have each entered into an employment agreement with our General Partner or one
of its subsidiaries.
Employment Agreement of Mr. Hurley. Mr. Hurley’s employment agreement had an initial term of five years that now automatically renews for subsequent
one-year periods unless either party gives 90 days advance notice of termination.
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Pursuant to Mr. Hurley’s employment agreement, Mr. Hurley was paid an initial annual base salary of $425,000. Our General Partner’s compensation committee
has increased the base salary of Mr. Hurley to $450,000 since the initial employment agreement. Mr. Hurley also received 500,000 non-participating phantom units
in September 2012 under the General Partner’s Long-Term Incentive Plan, which vested ratably over five years pursuant to the Phantom Unit Agreement he
entered into with the General Partner. The units were fully vested as of December 31, 2017. The employment agreement also provides that Mr. Hurley is eligible to
participate in any employee benefit plans maintained by the General Partner and is entitled to reimbursement for certain out-of-pocket expenses. Mr. Hurley has
agreed not to disclose any confidential information obtained by him while employed under his employment agreement and has agreed to a one-year posttermination non-solicitation covenant.
Except in the event of termination for Cause as defined therein, termination by Mr. Hurley other than for Good Reason as defined therein, termination after the
expiration of the term of Mr. Hurley’s employment agreement or termination due to death or disability, Mr. Hurley’s employment agreement provides for payment
of any unpaid base salary and vested benefits under any incentive plans, a lump sum payment equal to 12 months of base salary and Mr. Hurley will also be
entitled to continued participation in our General Partner’s welfare benefit programs for a period of 18 months following termination. Based upon Mr. Hurley’s
current base salary, the maximum amount of the lump sum severance payment would be approximately $0.5 million , in addition to continued participation in the
General Partner’s welfare benefit programs and the amounts of earned but unpaid base salary and benefits under any incentive plans.
The employment agreement contains payment obligations that may be triggered by a termination after a Change of Control (as defined therein). See “Potential Payments Upon Change of Control or Termination.” Pursuant to the employment agreement, if, within 18 months after a Change of Control (as defined
therein) occurs, Mr. Hurley is terminated by our General Partner without Cause (as defined therein) or Mr. Hurley terminates the agreement for Good Reason (as
defined therein), he will be entitled to payment of any unpaid base salary and vested benefits under any incentive plans, a lump sum payment equal to 12 months of
base salary and Mr. Hurley’s most recent annual bonus and continued participation in our General Partner’s welfare benefit programs for the longer of the
remainder of the term of the employment agreement or one year after termination. Based upon Mr. Hurley’s current base salary and most recent annual bonus, the
maximum amount of the lump sum severance payment would be approximately $0.9 million , in addition to continued participation in the General Partner’s
welfare benefit programs and the amounts of earned but unpaid base salary and benefits under any incentive plans.
Employment Agreement of Mr. Griffin. The employment agreement entered into by Mr. Griffin had an initial term of two years that automatically renews for
subsequent one-year periods unless either party gives 90 days advance notice of termination. This employment agreement provides for Mr. Griffin’s annual base
salary as described above. In addition, Mr. Griffin is eligible for discretionary bonus awards and long-term incentives which may be made from time to time at the
sole discretion of the Board. The employment agreement also provides that Mr. Griffin is eligible to participate in any employee benefit plans maintained by our
General Partner during the term of his employment with the General Partner and for up to 12 months thereafter, and is entitled to reimbursement for certain out-ofpocket expenses.
Pursuant to the employment agreement, Mr. Griffin has agreed not to disclose any confidential information obtained by him while employed under the
agreement. In addition, the employment agreement contains payment obligations that may be triggered by a termination after a Change of Control (as defined
therein). See “- Potential Payments Upon Change of Control or Termination.”
Under the employment agreement entered into with Mr. Griffin, our General Partner may be required to pay certain amounts upon a Change of Control (as
defined therein) of us or our General Partner or upon the termination of Mr. Griffin in certain circumstances. Except in the event of termination for Cause (as
defined therein), termination by Mr. Griffin other than for Good Reason (as defined therein) or termination after the expiration of the term of the employment
agreement, the employment agreement provides for payment of any unpaid base salary and vested benefits under any incentive plans, a lump sum payment equal to
12 months of base salary and continued participation in our General Partner’s welfare benefit programs for the longer of the remainder of the term of the
employment agreement or one year after termination.
The employment agreement also provides that if, within one year after a Change of Control (as defined therein) occurs, Mr. Griffin is terminated by our
General Partner without Cause (as defined therein) or Mr. Griffin terminates the agreement for Good Reason (as defined therein), he will be entitled to payment of
any unpaid base salary and vested benefits under any incentive plans, a lump sum payment equal to 24 months of base salary and continued participation in our
General Partner’s welfare benefit programs for the longer of the remainder of the term of the employment agreement or one year after termination. Based upon
Mr. Griffin’s current base salary, the maximum amount of the lump sum severance payment would be approximately $0.5 million , in addition to continued
participation in the General Partner’s welfare benefit programs and the amounts of earned but unpaid base salary and benefits under any incentive plans.
72

Table of Contents
Potential Payments Upon Change of Control.
As described above, the employment agreements with Messrs. Hurley and Griffin contain provisions that could result in the payment of amounts described
above to such individuals upon a qualifying termination or Change of Control (as defined in such employment agreements).
Had Messrs. Hurley or Griffin been terminated under the scenarios listed below on December 31, 2018, they would have received the following amounts and
benefits:

Name
Mark A. Hurley
James R. Griffin

Benefit Type
Lump Sum Severance

Termination without Cause or Resignation for
Good Reason in Connection with A Change in
Control

Termination without Cause or
Resignation for Good Reason
$

450,000
(1)

$

925,000

$

—

Benefits Continuation

$

—

Lump Sum Severance

$

227,000

$

454,000

Benefits Continuation

$

36,900

$

36,900

(1)

_______________
(1)

Mr. Hurley did not participate in our General Partner’s group health plans as of December 31, 2018, and thus would not have received any continued benefits under such plans had he
experienced a qualifying termination of employment on such date.

Long-Term Incentive Plan. General . Our General Partner has adopted the Long-Term Incentive Plan (“LTIP”) for employees, consultants and directors of
our General Partner and its affiliates who perform services for us. The summary of the LTIP contained herein does not purport to be complete and is qualified in its
entirety by reference to the LTIP. The LTIP provides for the grant of unit awards, restricted units, phantom units, unit options, unit appreciation rights and
distribution equivalent rights. Effective April 29, 2014, the Partnership’s unitholders voted to approve an amendment to the LTIP, which increased the number of
common units reserved for issuance thereunder by 1,500,000 common units, from 2,600,000 common units to 4,100,000 common units, subject to adjustment for
certain events. Units that are canceled, forfeited or withheld to satisfy our General Partner’s tax withholding obligations are available for delivery pursuant to other
awards. The LTIP is administered by the compensation committee of the Board. The LTIP has been designed to furnish additional compensation to employees,
consultants and directors and to align their economic interests with those of other common unitholders.
Unit Awards . The compensation committee may grant unit awards to eligible individuals under the LTIP. A unit award is an award of common units that are
fully vested upon grant and not subject to forfeiture.
Restricted Units and Phantom Units . A restricted unit is a common unit that is subject to forfeiture. Upon vesting, the forfeiture restrictions lapse and the
recipient holds a common unit that is not subject to forfeiture. A phantom unit is a notional unit that entitles the grantee to receive a common unit upon the vesting
of the phantom unit or, at the discretion of the compensation committee, cash equal to the fair market value of a common unit. The compensation committee may
make grants of restricted units and phantom units under the LTIP to eligible individuals containing such terms, consistent with the LTIP, as the compensation
committee may determine, including the period over which restricted units and phantom units granted will vest. The compensation committee may, at its
discretion, base vesting on the grantee’s completion of a period of service or upon the achievement of specified performance goals or other criteria.
Distributions made by us with respect to awards of restricted units may, at the compensation committee’s discretion, be subject to the same vesting
requirements as the restricted units. The compensation committee, at its discretion, may also grant tandem distribution equivalent rights with respect to phantom
units.
We intend for restricted units and phantom units granted under the LTIP to serve as a means of incentive compensation for performance and not primarily as
an opportunity to participate in the equity appreciation of the common units. Therefore, participants will not pay any consideration for the common units they
receive with respect to these types of awards, and neither we nor our General Partner will receive remuneration for the units delivered with respect to these awards.
Options and Unit Appreciation Rights . The LTIP also permits the grant of options covering common units and unit appreciation rights. Options represent the
right to purchase a number of common units at a specified exercise price. Unit appreciation rights represent the right to receive the appreciation in the value of a
number of common units over a specified exercise price, either in cash or in common units as determined by the compensation committee. Options and unit
appreciation rights may be granted to such eligible individuals and with such terms as the compensation committee may determine,
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consistent with the LTIP; however, an option or unit appreciation right must have an exercise price equal to the fair market value of a common unit on the date of
grant.
Distribution Equivalent Rights . Distribution equivalent rights are rights to receive all or a portion of the distributions otherwise payable on units during a
specified time. Distribution equivalent rights may be granted alone or in combination with another award.
By giving participants the benefit of distributions paid to unitholders generally, grants of distribution equivalent rights provide an incentive for participants to
operate our business in a manner that allows our partnership to provide increasing partnership distributions. Typically, distribution equivalent rights will be granted
in tandem with a phantom unit, so that the amount of the participant’s compensation is tied to both the market value of our units and the distributions that
unitholders receive while the award is outstanding. We believe this aligns the participant’s incentives directly to the measures that drive returns for our unitholders.
Source of Common Units; Cost. Common units to be delivered with respect to awards may be common units acquired by our General Partner on the open
market, common units already owned by our General Partner, common units acquired by our General Partner directly from us or any other person or any
combination of the foregoing. Our General Partner will be entitled to reimbursement by us for the cost incurred in acquiring common units. With respect to
options, our General Partner will be entitled to reimbursement by us for the difference between the cost incurred by our General Partner in acquiring these units
and the proceeds received from an optionee at the time of exercise. Thus, we will bear the cost of the options. If we issue new units with respect to these awards,
the total number of units outstanding will increase, and our General Partner will remit the proceeds it receives from a participant, if any, upon exercise of an award
to us. With respect to any awards settled in cash, our General Partner will be entitled to reimbursement by us for the amount of the cash settlement.
Amendment or Termination of LTIP. The Board, at its discretion, may terminate the LTIP at any time with respect to the units for which a grant has not
theretofore been made. The LTIP will automatically terminate on the earlier of the 10th anniversary of the date it was initially approved by our unitholders or when
units are no longer available for delivery pursuant to awards under the LTIP. The Board will also have the right to alter or amend the LTIP or any part of it from
time to time and the compensation committee may amend any award; provided, however, that no change in any outstanding award may be made that would
materially impair the rights of the participant without the consent of the affected participant.
Unit Purchase Plan. On June 23, 2014, the Partnership’s unitholders approved the Blueknight Energy Partners, L.P. Employee Unit Purchase Plan (the “Unit
Purchase Plan”). The Unit Purchase Plan provides employees of the General Partner and its affiliates who perform services for the Partnership the opportunity to
acquire or increase their ownership of common units. Eligible employees who enroll in the Unit Purchase Plan may elect to have a designated whole percentage
(ranging from 1% to 15%) of their eligible compensation for each pay period withheld for the purchase of common units. A maximum of 1,000,000 common units
may be delivered under the Unit Purchase Plan, subject to adjustment for a recapitalization, split, reorganization or similar event pursuant to the terms of the Unit
Purchase Plan. The purpose of the Unit Purchase Plan is to promote our interests by providing employees of the General Partner and its affiliates a cost-effective
program to enable them to acquire or increase their ownership of common units and to provide a means whereby such individuals may develop a sense of
proprietorship and personal involvement in our development and financial success, and to encourage them to devote their best efforts to our business, thereby
advancing our interests. As of December 31, 2018 , 210,824 common units have been delivered under the Unit Purchase Plan.
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Summary Compensation Table
The following table summarizes the compensation of our NEOs for the years ended 2018 , 2017 and 2016 . Mr. Kanvik was not an NEO in 2016.
Non-Equity
Option
Incentive
All Other
Awards Compensation Compensation
($)
($)
($) (3)

Year

Salary
($)

Bonus
($) (1)

Stock
Awards
($) (2)

2018

450,000 150,000

299,866

—

—

53,016

952,882

2017

448,750 400,000

—

—

—

42,991

891,741

2016

445,000 475,000

—

—

—

43,075

963,075

Alex G. Stallings
Former Chief Financial
Officer
and Secretary (4)

2018

244,500

133,941

—

—

63,716

442,157

2017

324,450 160,000

155,870

—

—

76,541

716,861

2016

319,800 165,000

142,528

—

—

71,237

698,565

James R. Griffin
Chief Accounting Officer

2018

227,000 115,000

82,965

—

—

41,427

466,392

2017

225,625 115,000

100,565

—

—

46,280

487,470

2016

221,500 110,000

80,766

—

—

41,272

453,538

2018

274,000 150,000

144,936

—

—

63,523

632,459

2017

258,333 187,000

160,904

—

—

73,424

679,661

2016

237,000 160,000

175,784

—

—

65,310

638,094

2018

244,000

25,000

95,955

—

—

49,308

414,263

2017

242,250 110,000

110,611

—

—

60,578

523,439

2016

237,000 155,000

104,520

—

—

57,005

553,525

2018

263,750 200,000

98,957

—

—

36,805

599,512

2017

260,000 256,000

90,505

—

—

29,401

635,906

Name and Position
Mark A. Hurley
Chief Executive Officer

Jeffery A. Speer
Chief Operating Officer
Brian L. Melton
Chief Commercial Officer
Joel W. Kanvik
Chief Legal Officer and
Secretary
_______________
(1)
(2)

(3)

—

In connection with his appointment as Chief Commercial Officer, Mr. Melton received a signing bonus, of which $45,000 was paid in 2016. In connection with his appointment as Chief
Legal Officer, Mr. Kanvik received a signing and relocation bonus, of which $115,000 and $100,000 was paid in 2017 and 2018, respectively.
Dollar amounts represent the grant date fair value of awards granted in each year with respect to phantom unit grants under the LTIP. See Note 15 to our consolidated financial statements
for assumptions used in calculating these amounts. Mr. Hurley was granted an award in 2012 with a five year vesting period in connection with his appointment as Chief Executive Officer,
and he was not granted additional awards from 2013 through 2017.
We provide distribution equivalent rights (“DERs”) under the LTIP, auto allowances, reimbursement of certain deductibles and co-pays for medical expenses and discretionary matching
and profit sharing contributions to our 401(k) plan to our NEOs. In 2018 , payments related to these items were as follows:
DERs

(4)

Total
($)

401(k) plan
contributions

Auto Allowance

Other

Total

Mark A. Hurley

$

18,742

$

3,600

$

23,327

$

7,347

$

53,016

Alex G. Stallings

$

25,297

$

3,600

$

23,327

$

11,492

$

63,716

James R. Griffin

$

19,134

$

—

$

21,753

$

540

$

41,427

Jeffery A. Speer

$

35,769

$

3,600

$

22,913

$

1,241

$

63,523

Brian L. Melton

$

22,820

$

3,600

$

20,192

$

2,696

$

49,308

Joel W. Kanvik
$
11,881
$
3,600
$
18,980
$
2,344
$
Mr. Stallings resigned as Chief Financial Officer on September 30, 2018, The Partnership has not yet replaced him and Mr. Griffin is serving as interim CFO.

Pension Benefits
We do not have a pension plan in which our named executive officers are eligible to participate.
Non-Qualified Deferred Compensation
We do not have a non-qualified deferred compensation plan.
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Grants of Plan-Based Awards for Fiscal Year 2018
The following tables provide information concerning each grant of an award made to a NEO during 2018 , including, but not limited to, awards made under
our General Partner’s LTIP.
Estimated Future Payments
Under Non-Equity Incentive Plan
Awards

Name

Grant Threshold Target
Date
($)
($)

Maximum
($)

Estimated Future Payouts Under
Equity Incentive Plan Awards

Threshold
($)

Target
($)

All Other
Unit
Awards:
Number
Maximum of Units
($)
(#) (1)(2)

Grant
Date Fair
All Other Unit
Exercise or Value of
Awards: Number Base Price of Unit and
of Securities
Option
Option
Underlying
Awards
Awards
Options (#)
($/Sh)
($)

March
Mark A. 9,
Hurley 2018
—
—
—
—
—
—
61,448
—
—
293,107
March
Alex G. 9,
Stallings 2018
—
—
—
—
—
—
27,447
—
—
130,922
James March
R.
9,
Griffin 2018
—
—
—
—
—
—
17,001
—
—
81,095
Jeffrey March
A. Speer 9,
2018
—
—
—
—
—
—
29,700
—
—
141,669
March
Brian L. 9,
Melton 2018
—
—
—
—
—
—
19,663
—
—
93,793
March
Joel W. 9,
Kanvik 2018
—
—
—
—
—
—
20,278
—
—
96,726
____________________
(1) This amount represents grants of phantom units under our General Partner’s LTIP. See Note 15 to our consolidated financial statements.
(2) Mr. Stallings’s employment with our General Partner ended effective September 30, 2018. Accordingly, Mr. Stallings’s unvested phantom units were forfeited at such time.

Outstanding Equity Awards at Fiscal Year-End 2018
The following tables provide information concerning all outstanding equity awards made to a NEO as of December 31, 2018 , including, but not limited to,
awards made under our General Partner’s LTIP.
Option Awards

Name

Number of
Securities
Underlying
Unexercised
Options (#)
Exercisable

Mark A. Hurley
James R. Griffin

Jeffery A. Speer

Brian L. Melton

Joel W. Kanvik

—

Number of
Securities
Underlying
Unexercised
Options
(#)
Unexercisable
—

Stock Awards

Equity
Incentive
Plan
Awards:
Number of
Securities
Underlying
Unexercised
Unearned
Options (#)
—

Equity
Incentive
Plan
Awards:
Market Number of
Number Value of Unearned
of Units
Units
Units or
That
That
Other
Have
Have
Rights
Not
Not
That Have
Vested
Vested
Not
(#)
($)
Vested (#)

Option
Exercise
Option
Price
Expiration
($)
Date
—

Equity
Incentive
Plan
Awards:
Market or
Payout
Value of
Unearned
Units or
Other
Rights
That Have
Not Vested
($) (1)

—

—

—

61,448

(2)

70,665
19,551

—

—

—

—

—

—

—

17,001

(3)

—

—

—

—

—

—

—

14,065

(4)

16,175

—

—

—

—

—

—

—

16,932

(5)

19,472
34,155

—

—

—

—

—

—

—

29,700

(3)

—

—

—

—

—

—

—

22,504

(4)

25,880
42,380

—

—

—

—

—

—

—

36,852

(5)

—

—

—

—

—

—

—

19,663

(3)

22,612
17,792

—

—

—

—

—

—

—

15,471

(4)

—

—

—

—

—

—

—

21,912

(5)

25,199
23,320
14,557

—

—

—

—

—

—

—

20,278

(3)

—

—

—

—

—

—

—

12,658

(4)

____________________
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(1)
(2)
(3)
(4)
(5)

Market value of awards is calculated as the product of the closing market price of $1.15 of the Partnership’s common units at December 31, 2018, and the number of phantom units
outstanding at December 31, 2018 .
Represents phantom units granted in 2018 under our General Partner’s LTIP. These phantom units vested on January 1, 2019.
Represents phantom units granted in 2018 under our General Partner’s LTIP. These phantom units will vest on January 1, 2021. All of the distribution equivalent rights associated with
these phantom units are currently payable.
Represents phantom units granted in 2017 under our General Partner’s LTIP. These phantom units will vest on January 1, 2020. All of the distribution equivalent rights associated with
these phantom units are currently payable.
Represents phantom units granted in 2016 under our General Partner’s LTIP. These phantom units vested on January 1, 2019.

Option Exercises and Stock Vested for Fiscal Year 2018
The following table provides information regarding each vesting during 2018 of phantom units held by our NEOs. Our NEOs have not been granted stock
option awards.
Stock Awards (1)
Number of
Shares Acquired
on Vesting (#)

Value
Realized on
Vesting ($)

Alex G. Stallings

7,818

41,670

(2)

James R. Griffin

4,837

25,781

(2)

Jeffrey A. Speer

7,924

42,235

(2)

Brian L. Melton

6,626

35,317

(2)

Name

____________________
(1) No awards vested in 2018 for Messrs. Hurley and Kanvik.
(2) This value is based on the average of the high and low trading prices of our common units on January 16, 2018, the date of issuance of such common units.

Director Compensation for Fiscal Year 2018

Fees
Earned or
Paid in
Stock
Cash
Awards (4)
($)
($)

Name

Change in
Pension Value
and
Nonqualified
Non-Equity
Deferred
Option Incentive Plan Compensation
All Other
Awards Compensation
Earnings
Compensation
($)
($)
($)
($)

Total
($)

Duke R. Ligon

151,000

20,624

—

—

—

—

171,624

Steven M. Bradshaw

151,000

16,874

—

—

—

—

167,874

John A. Shapiro

151,000

16,874

—

—

—

—

167,874

Donald M. Brooks

(1)(2)

—

—

—

—

—

—

—

Edward D. Brooks (1)

—

—

—

—

—

—

—

Joel D. Pastorek (1)

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

W.R. “Lee” Adams

(1)

Jimmy A. Langdon (1)(3)
Robert H. Lampton

(1)

William W. Lampton (1)
____________________
(1)
(2)
(3)
(4)

Affiliated with Ergon.
Mr. Brooks resigned from the Board in February 2018.
Mr. Langdon passed away in July 2018.
These amounts represent the grant date fair value of restricted and unrestricted units awarded under the LTIP. The grant date fair value of these awards is computed in accordance with
ASC 718 - Compensation—Stock Compensation . See Note 15 to our consolidated financial statements for assumptions used in calculating these amounts.

Directors who are not officers or employees of any controlling entity or their affiliates receive compensation for attending meetings of the Board and
committees thereof. Such directors receive the following:
(i)

$75,000 per year as an annual retainer fee paid in cash;
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(ii)

$5,000 per year for each Board committee on which such director serves (except that the chairperson of each committee will receive $10,000
per year for serving as chairperson of such committee), payable in unrestricted common units;
(iii) $10,000 per year if Chairman of the Board, payable in unrestricted common units;
(iv) $2,000 per diem for each Board or committee meeting attended;
(v)
5,000 restricted units upon becoming a director, vesting in one-third increments over a three-year period;
(vi) $25,000 of restricted units based on the grant date fair value on each anniversary of becoming a director, vesting in one-third increments over
a three-year period;
(vii) reimbursement for out-of-pocket expenses associated with attending Board or committee meetings; and
(viii) director and officer liability insurance coverage.
In addition, each director is fully indemnified by us for actions associated with being a director to the fullest extent permitted under Delaware law.
Pay Ratio Disclosure
We believe our executive compensation program must be consistent and internally equitable to motivate our employees to perform in ways that enhance
shareholder value. We are committed to internal pay equity, and the compensation committee monitors the relationship between the pay of our executive officers
and the pay of our non-executive employees. The compensation committee reviewed a comparison of our Chief Executive Officer’s (“CEO”) annual total
compensation during fiscal year 2018 to that of our median compensated employee for the same period. For purposes of identifying our median compensated
employee we calculated the total of the following amounts based on our payroll records:
•
•
•
•
•
•

salary received;
annual bonus;
auto allowance;
company-paid group term life insurance;
fair market value of vesting stock units; and
company-paid Unit Purchase Plan discount.

We identified all active employees as of December 31, 2018 . We then determined our median compensated employee by calculating the sum of the amounts
described above for each of our employees, which we annualized for any employee who did not work for the entire year. We ranked the employees from highest to
lowest and selected the median employee from this listing. We then calculated the annual total compensation of the median compensated employee and the CEO in
accordance with SEC requirements.
Based on our calculation as described above, the 2018 annual total compensation of our CEO was $ 952,882 , the 2018 annual total compensation of our
median compensated employee was $75,012 and the ratio of these amounts was 12.7:1. This pay ratio is a reasonable estimate calculated in a manner consistent
with SEC rules based on our payroll and employment records and the methodology described above.
Compensation Committee Interlocks and Insider Participation
During the year ended December 31, 2018 , the compensation committee of our General Partner was comprised of Messrs. Ligon, Bradshaw and Shapiro
(chairman). No member of the compensation committee was an officer or employee of our General Partner or had any relationship requiring disclosure under Item
404 of Regulation S-K.
Compensation Committee Report
The compensation committee of the General Partner of Blueknight Energy Partners, L.P. has reviewed and discussed the Compensation Discussion and
Analysis section of this report as required by Item 402(b) of Regulation S-K with management of the General Partner of Blueknight Energy Partners, L.P. and,
based on that review and discussion, has recommended that the Compensation Discussion and Analysis be included in this Annual Report on Form 10-K.
The Compensation Committee
John A. Shapiro, Committee Chair
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Steven M. Bradshaw
Duke R. Ligon
Item 12.

Security Ownership of Certain Beneficial Owners and Management and Related Unitholder Matters.

Security Ownership of Certain Beneficial Owners and Management
The following table sets forth the beneficial ownership of our units as of March 11, 2019 held by:
•
•
•
•

each person or group of persons who beneficially own 5% or more of the then outstanding common units or Preferred Units;
all of the directors of our General Partner;
each NEO of our General Partner; and
all current directors and NEOs of our General Partner as a group.

Except as indicated by footnote, the persons named in the table below have sole voting and investment power with respect to all units shown as beneficially owned
by them, subject to community property laws where applicable. Percentage of total common and Preferred Units beneficially owned is based on 40,714,857
common units and 35,125,202 Preferred Units outstanding as of March 11, 2019 .

Common
Units
Beneficially
Owned

Percentage of
Common
Units
Beneficially
Owned

Preferred
Units
Beneficially
Owned

Percentage of
Preferred
Units
Beneficially
Owned

Percentage of
Total
Common
and Preferred
Units
Beneficially
Owned

2,745,837

6.7%

18,312,968

52.1%

27.8%

425,629

1.0%

—

—

*

(5)

67,947

*

—

—

*

Jeffery A. Speer (5)

72,428

*

—

—

*

Joel W. Kanvik

4,078

*

—

—

*

Brian L. Melton (5)

38,903

*

400

*

*

Duke R. Ligon (4)

70,394

*

—

—

*

Name of Beneficial Owner (1)
Ergon Asphalt & Emulsions, Inc. (2)
Mark A. Hurley (5)
James R. Griffin

Steven M. Bradshaw

(4)

48,524

*

—

—

*

John A. Shapiro (4)

46,934

*

—

—

*

W.R. “Lee” Adams (2)(6)

50,000

*

—

—

*

—

—

—

—

—

—

—

—

—

—

150,000

*

—

—

*

103,350

*

—

—

*

—

—

2,488,789

7.1%

3.3%

Edward D. Brooks

(2)(6)

Joel D. Pastorek (2)(6)
Robert H. Lampton

(2)(6)

William W. Lampton (2)(6)
Blueknight Energy Holding, Inc. (7)
CB-Blueknight, LLC (8)

—

—

2,488,789

7.1%

3.3%

Neuberger Berman Group LLC (9)

2,522,589

6.2%

—

—

5.0%

DG Capital Management, Inc. (10)

2,901,031

7.1%

1,131,729

3.2%

5.1%

(11)

Clearbridge Investments, LLC

3,269,674

8%

—

—

4.3%

Oppenheimer Funds, Inc. (12)

2,980,165

7.3%

—

—

4.0%

All current executive officers and
directors as a group (13 persons)

1,078,187

2.6%

400

*

1.4%

_______________
*
Less than 1%.
(1) Unless otherwise indicated, the address for all beneficial owners in this table is 6060 American Plaza, Suite 600, Tulsa, Oklahoma 74135.
(2) Ergon Asphalt & Emulsions, Inc. owns Ergon Asphalt Holdings, LLC. The address for Ergon is 2829 Lakeland Drive, Suite 2000, Jackson, Mississippi 39215. Ergon Asphalt Holdings,
LLC owns 100% of Blueknight GP Holding, LLC, which owns the membership interest in our General Partner.
(4) Does not include unvested restricted units granted under the Long-Term Incentive Plan, none of which will vest within 60 days of the date hereof.
(5) Does not include unvested phantom units granted under the Long-Term Incentive Plan, none of which will vest within 60 days of the date hereof.
(6) Messrs. Adams, Brooks, Pastorek, R. Lampton and W. Lampton are affiliated with Ergon.

79

Table of Contents
(7)

Blueknight Energy Holding, Inc. is a subsidiary of Vitol. The address for Vitol is 2925 Richmond Avenue, 11th Floor, Houston, Texas 77098. Blueknight Energy Holding, Inc. previously
owned 50% of Blueknight GP Holding, LLC, which owns the membership interest in our General Partner, but this ownership was terminated effective October 6, 2016.
(8) CB-Blueknight, LLC is a subsidiary of Charlesbank. The address for Charlesbank is 200 Clarendon Street, 54th Floor, Boston, Massachusetts. CB-Blueknight, LLC previously owned
50% of Blueknight GP Holding, LLC, which owns the membership interest in our General Partner, but this ownership was terminated effective October 6, 2016.
(9) Based on a Schedule 13G filed February 13, 2019, by Neuberger Berman Group LLC with the SEC. The filing was made jointly with Neuberger Berman Investment Advisers LLC, and
reports that they have shared voting power with respect to 2,313,042 common units and shared dispositive power with respect to 2,522,589 common units. Their address as reported in such
Schedule 13G is 1290 Avenue of the Americas, New York, New York 10104.
(10) Based on a Schedule 13G filed February 14, 2019, by DG Capital Management, LLC with the SEC. The filing was made jointly with Dov Gertzulin, and reports that they have shared
voting power with respect to 2,901,031 common units and 1,131,729 Preferred Units. Their address as reported in such Schedule 13G is 460 Park Avenue, 22nd Floor, New York, New
York 10022.
(11) Based on a Schedule 13G filed February 14, 2019, by Clearbridge Investments, LLC with the SEC. Their address as reported in such Schedule 13G is 620 8th Avenue, New York, New
York 10018.
(12) Based on a Schedule 13G filed January 30, 2019, by Oppenheimer Funds, Inc. with the SEC. Their address as reported in such Schedule 13G is 225 Liberty Street, New York, New York
10281.

Securities Authorized for Issuance under Equity Compensation Plans (as of March 11, 2019 )
Equity Compensation Plan Information (1)
(a)
Number of securities to
be issued upon exercise
of outstanding
options, warrants
and rights

(b)
Weightedaverage exercise
price of outstanding
options, warrants
and rights

(c)
Number of securities
remaining available for
future issuance under equity
compensation plans
(excluding securities
reflected in column (a))

Equity compensation plans
approved by security holders

1,156,666

$—

1,598,860

Equity compensation plans not
approved by security holders

N/A

N/A

N/A

1,156,666

$—

1,598,860

Total
________________
(1)

Our General Partner has adopted and maintains the LTIP for employees, consultants and directors of our General Partner and its affiliates who perform services for us. An aggregate of
1,119,379 , phantom units that have been granted to our executive officers and other employees remain outstanding and have not yet vested. Excluding phantom unit grants, the responses
are as follows: (a) 37,287 , (b) $0 and (c) 2,718,239 . No value is shown in column (b) of the table because the phantom units and restricted units do not have an exercise price. For more
information about the LTIP, please see “Item 11-Executive Compensation-Compensation Discussion and Analysis-Long-Term Incentive Plan.” In addition, on June 23, 2014, our
unitholders approved the Unit Purchase Plan. A maximum of 1,000,000 common units may be delivered under the Unit Purchase Plan, subject to adjustment for a recapitalization, split,
reorganization or similar event pursuant to the terms of the Unit Purchase Plan. As of March 11, 2019 , 274,164 common units had been delivered under the Unit Purchase Plan. For more
information about the Unit Purchase Plan, please see “Item 11-Executive Compensation-Compensation Discussion and Analysis-Unit Purchase Plan.”

Item 13.

Certain Relationships and Related Transactions, and Director Independence.

Distributions and Payments to Our General Partner and Its Affiliates
Our General Partner is owned by Ergon, which also owns 18,312,968 of the 35,125,202 outstanding Preferred Units and 3,049,187 of the 40,714,857
outstanding common units, representing an aggregate 28.2% limited partner interest in us as of March 11, 2019 . In addition, our General Partner owns a 1.6%
general partner interest in us and the incentive distribution rights. For a description of the distributions and payments our General Partner is entitled to receive, see
“Item 5-Market for Registrant’s Common Equity, Related Unitholder Matters and Issuer Purchases of Equity Securities-General Partner Interest and Incentive
Distribution Rights.”
Agreements with Related Parties and Affiliates
For information regarding material agreements with related parties and affiliates, see Note 14 to our consolidated financial statements.
Indemnification of Directors and Officers
Under our partnership agreement, in most circumstances, we will indemnify the following persons, to the fullest extent permitted by law, from and against all
losses, claims, damages or similar events:
•

our General Partner;
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•
•
•
•
•

any departing general partner;
any person who is or was an affiliate of a general partner or any departing general partner;
any person who is or was a director, officer, member, partner, fiduciary or trustee of any entity set forth in the preceding three bullet points;
any person who is or was serving as director, officer, member, partner, fiduciary or trustee of another person at the request of our General Partner or
any departing general partner; and
any person designated by our General Partner.

Any indemnification under these provisions will only be out of our assets. Unless it otherwise agrees, our General Partner will not be liable for, or have any
obligation to contribute or lend funds or assets to us to enable us to effectuate, indemnification. We may purchase insurance against liabilities asserted against us
and expenses incurred by persons for our activities, regardless of whether we would have the power to indemnify the person against liabilities under our
partnership agreement.
We and our General Partner have also entered into separate indemnification agreements with each of the directors and officers of our General Partner. The
terms of the indemnification agreements are consistent with the terms of the indemnification provided by our partnership agreement and our General Partner’s
limited liability company agreement. The indemnification agreements also provide that we and our General Partner must advance payment of certain expenses to
such indemnified directors and officers, including fees of counsel, subject to receipt of an undertaking from the indemnitee to return such advance if it is it is
ultimately determined that the indemnitee is not entitled to indemnification.
Approval and Review of Related-Party Transactions
If we contemplate entering into a transaction, other than a routine or 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 our General Partner or to our management, as appropriate. If the
Board is involved in the approval process, it determines whether to refer the matter to the conflicts committee of the Board, 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.
Director Independence
Please see “ Item 10-Directors, Executive Officers and Corporate Governance ” of this report for a discussion of director independence matters.
Item 14.

Principal Accountant Fees and Services.

We have engaged PricewaterhouseCoopers LLP as our principal accountant. The following table summarizes fees we have paid PricewaterhouseCoopers LLP
for independent auditing, tax and related services for each of the last two fiscal years:
Year ended December 31,
2017
Audit fees

(1)

$

Audit-related fees (2)
Tax fees (3)
All other fees (4)
____________________
(1)
(2)
(3)

2018

671,164

$

695,605

—

—

299,261

266,077

—

—

Audit fees represent amounts billed for each of the years presented for professional services rendered in connection with (a) the audit of our annual financial statements and internal
controls over financial reporting, (b) the review of our quarterly financial statements and (c) those services normally provided in connection with statutory and regulatory filings or
engagements, including comfort letters, consents and other services related to SEC matters.
Audit-related fees represent amounts billed for each of the years presented for assurance and related services that are reasonably related to the performance of the annual audit or quarterly
reviews.
Tax fees represent amounts billed for each of the years presented for professional services rendered in connection with tax compliance, tax advice and tax planning. This category
primarily includes services relating to the preparation of unitholder annual K-1 statements.
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All other fees represent amounts billed for each of the years presented for services not classifiable under the other categories listed in the table above.

All audit and non-audit services provided by PricewaterhouseCoopers LLP are subject to pre-approval by our audit committee to ensure that the provisions of
such services do not impair the auditor’s independence. Under our pre-approval policy, the audit committee is informed of each engagement of the independent
auditor to provide services under the policy. The audit committee of our General Partner has approved the use of PricewaterhouseCoopers LLP as our independent
principal accountant.
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PART IV. FINANCIAL INFORMATION
Item 15.
(a)

Exhibits, Financial Statement Schedules.
Financial Statements and Schedules
(1)
(2)
(3)

Exhibit
Number

See the Index to Financial Statements on page F-1.
All schedules have been omitted because they are either not applicable, not required or the information called for therein appears in the
consolidated financial statements or notes thereto
Exhibits
INDEX TO EXHIBITS
Description

2.1

Asset Purchase Agreement, dated June 29, 2018, by and between BKEP Materials, L.L.C., BKEP Terminalling, L.L.C., BKEP Asphalt, L.L.C., and
Ergon Asphalt & Emulsions, Inc. (filed as Exhibit 2.1 to the Partnership’s Current Report on Form 8-K, filed June 29, 2018, and incorporated
herein by reference).

3.1

Amended and Restated Certificate of the Partnership, dated November 19, 2009, but effective as of December 1, 2009 (filed as Exhibit 3.1 to the
Partnership’s Current Report on Form 8-K, filed on November 25, 2009, and incorporated herein by reference).

3.2

Fourth Amended and Restated Agreement of Limited Partnership of the Partnership, dated September 14, 2011 (filed as Exhibit 3.1 to the
Partnership’s Current Report on Form 8-K, filed on September 14, 2011, and incorporated herein by reference).

3.3

Amended and Restated Certificate of Formation of the General Partner, dated November 20, 2009, but effective as of December 1, 2009 (filed as
Exhibit 3.2 to the Partnership’s Current Report on Form 8-K, filed on November 25, 2009, and incorporated herein by reference).

3.4

Second Amended and Restated Limited Liability Company Agreement of the General Partner, dated December 1, 2009 (filed as Exhibit 3.2 to the
Partnership’s Current Report on Form 8-K, filed on December 7, 2009, and incorporated herein by reference).

4.1

Specimen Unit Certificate (included in Exhibit 3.2).

4.2

Registration Rights Agreement, dated as of October 25, 2010, by and among Blueknight Energy Partners, L.P., Blueknight Energy Holding, Inc.
and CB-Blueknight, LLC (filed as Exhibit 4.1 to the Partnership’s Current Report on Form 8-K, filed on October 25, 2010, and incorporated herein
by reference).

4.3

Rights Agent Agreement, dated as of September 27, 2011, between Blueknight Energy Partners, L.P. and American Stock Transfer & Trust
Company, LLC, as rights agent (filed as Exhibit 4.1 to the Partnership’s Current Report on Form 8-K, filed on September 27, 2011, and
incorporated herein by reference).

4.4

Specimen Series A Preferred Unit Certificate (filed as Exhibit 4.3 to the Partnership’s Current Report on Form 8-K, filed on September 27, 2011,
and incorporated herein by reference).

4.5

Registration Rights Agreement, dated October 5, 2016, by and among Blueknight Energy Partners, L.P., Ergon Asphalt & Emulsions, Inc., Ergon
Terminaling, Inc. and Ergon Asphalt Holdings, LLC (filed as Exhibit 4.1 to the Partnership’s Current Report on Form 8-K, filed on October 5,
2016, and incorporated herein by reference).

4.6

Amended and Restated Registration Rights Agreement, dated December 1, 2017, by and among Blueknight Energy Partners, L.P., Ergon Asphalt
& Emulsions, Inc., Ergon Terminaling, Inc. and Ergon Asphalt Holdings, LLC (filed as Exhibit 4.1 to the Partnership’s Current Report on Form 8K, filed on December 1, 2017, and incorporated herein by reference).

10.1†

Blueknight Energy Partners G.P., L.L.C. Long-Term Incentive Plan (as amended and restated effective April 29, 2014) (filed as Exhibit 10.2 to the
Partnership’s Current Report on Form 8-K, filed on June 27, 2014, and incorporated herein by reference).

10.2*†

First Amendment to the Blueknight Energy Partners G.P., L.L.C. Long-Term Incentive Plan, dated January 17, 2018 (filed as Exhibit 10.7 to the
Partnership’s Annual Report on Form 10-K, file March 8, 2018, and incorporated herein by reference).

10.3†

Form of Phantom Unit Agreement (for pre-2018 grants) (filed as Exhibit 10.19 to the Partnership’s Annual Report on Form 10-K, filed on March
16, 2011, and incorporated herein by reference).

10.4*†

Form of Phantom Unit Agreement (for grants during and after 2018) (filed as Exhibit 10.9 to the Partnership’s Annual Report on Form 10-K, filed
on March 8, 2018, and incorporated herein by reference).

10.5†

Form of Director Restricted Common Unit Agreement (for grants during and before 2017) (filed as Exhibit 10.2 to the Partnership’s Current
Report on Form 8-K, filed on December 23, 2008, and incorporated herein by reference).

10.6*†

Form of Director Restricted Common Unit Agreement (for post-2017 grants) (filed as Exhibit 10.11 to the Partnership’s Annual Report on Form
10-K, filed March 8, 2018, and incorporated herein by reference).
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10.7†

Employee Phantom Unit Agreement, dated October 4, 2012, between Mark Hurley and Blueknight Energy Partners G.P., L.L.C. (filed as Exhibit
10.2 to the Partnership’s Current Report on Form 8-K/A, filed on October 4, 2012, and incorporated herein by reference).

10.8†

Form of Employment Agreement (filed as Exhibit 10.6 to the Partnership’s Registration Statement on Form S-1 (Reg. No. 333-141196), filed on
May 25, 2007, and incorporated herein by reference).

10.9†

Form of Indemnification Agreement (filed as Exhibit 10.7 to the Partnership’s Registration Statement on Form S-1 (Reg. No. 333-141196), filed on
May 25, 2007, and incorporated herein by reference).

10.10†

Employment Agreement, dated October 4, 2012, between Mark Hurley and BKEP Management, Inc. (filed as Exhibit 10.1 to the Partnership’s
Current Report on Form 8-K/A, filed on October 4, 2012, and incorporated herein by reference).

10.11

Mutual Easement Agreement, dated as of April 7, 2009 to be effective as of 11:59 PM CDT March 31, 2009, among SemCrude, L.P., SemGroup
Energy Partners, L.L.C., and SemGroup Crude Storage, L.L.C. (filed as Exhibit 10.12 to the Partnership’s Current Report on Form 8-K, filed on
April 10, 2009, and incorporated herein by reference).

10.12

Pipeline Easement Agreement, dated as of April 7, 2009 to be effective as of 11:59 PM CDT March 31, 2009, by and among White Cliffs Pipeline,
L.L.C., SemGroup Energy Partners, L.L.C., and SemGroup Crude Storage, L.L.C. (filed as Exhibit 10.13 to the Partnership’s Current Report on
Form 8-K, filed on April 10, 2009, and incorporated herein by reference).

10.13†

Blueknight Energy Partners, L.P. Employee Unit Purchase Plan, dated to be effective as of June 23, 2014 (filed as Exhibit 10.1 to the Partnership’s
Current Report on Form 8-K, filed on June 27, 2014, and incorporated herein by reference).

10.14

Second Amended and Restated Credit Agreement, dated as of May 11, 2017, by and among Blueknight Energy Partners, L.P. Wells Fargo Bank,
National Association, as Administrative Agent, and the several lenders from time to time party thereto (filed as Exhibit 10.1 to the Partnership’s
Current Report on Form 8-K, filed May 12, 2017 (Commission File No. 001-33503), and incorporated herein by reference).

10.15

First Amendment to Second Amended and Restated Credit Agreement, dated as of June 28, 2018, by and among the Partnership, Wells Fargo
Bank, National Association, as Administrative Agent, and the lenders party thereto (filed as Exhibit 10.1 to the Partnership’s Current Report on
Form 8-K, filed June 29, 2018, and incorporated herein by reference).

10.16#

Storage, Throughput and Handling Agreement, dated October 5, 2016, by and among BKEP Materials, L.L.C., BKEP Terminalling, L.L.C., BKEP
Asphalt, L.L.C., and Ergon Asphalt & Emulsions, Inc. (filed as Exhibit 10.1 to the Partnership’s Current Report on Form 8-K, filed on October 5,
2016, and incorporated herein by reference).

10.17#

First Amendment to the Storage, Throughput and Handling Agreement, dated July 12, 2018, by and between BKEP Materials, L.L.C., BKEP
Terminalling, L.L.C., BKEP Asphalt, L.L.C., and Ergon Asphalt & Emulsions, Inc. (filed as Exhibit 10.1 to the Partnership’s Current Report on
Form 8-K, filed July 13, 2018, and incorporated herein by reference).

10.18*

Amendment to the Storage, Throughput and Handling Agreement, effective January 1, 2019, by and between BKEP Materials, L.L.C., BKEP
Asphalt, L.L.C., and Ergon Asphalt & Emulsions, Inc.

10.19*

Amendment to the Storage, Throughput and Handling Agreement, effective March 7, 2019, by and between BKEP Materials, L.L.C., BKEP
Asphalt, L.L.C., and Ergon Asphalt & Emulsions, Inc.

10.20#

Amended and Restated Omnibus Agreement, dated July 12, 2018, by and between Ergon Asphalt & Emulsions, Inc., Blueknight Energy Partners
G.P., L.L.C., Blueknight Energy Partners, L.P., Blueknight Terminalling, L.L.C., BKEP Materials, L.L.C. and BKEP Asphalt, L.L.C. (filed as
Exhibit 10.2 to the Partnership’s Current Report on Form 8-K, filed July 13, 2018, and incorporated herein by reference).

10.21#

Facilities Lease Agreement, dated May 18, 2009, by and between BKEP Materials, L.L.C, BKEP Asphalt, L.L.C and Ergon Asphalt & Emulsions,
Inc. (filed as Exhibit 10.6 to the Partnership’s Quarterly Report on Form 10-Q, filed on November 2, 2016, and incorporated herein by reference).

10.22#

Master Facilities Lease Agreement, dated November 11, 2010, by and between BKEP Materials, L.L.C, BKEP Asphalt, L.L.C and Ergon Asphalt
& Emulsions, Inc. (filed as Exhibit 10.7 to the Partnership’s Quarterly Report on Form 10-Q, filed on November 2, 2016, and incorporated herein
by reference).

10.23

Second Amendment to Master Facilities Lease Agreement, dated July 2, 2012, by and between BKEP Materials, L.L.C, BKEP Asphalt, L.L.C and
Ergon Asphalt & Emulsions, Inc. (filed as Exhibit 10.8 to the Partnership’s Quarterly Report on Form 10-Q, filed on November 2, 2016, and
incorporated herein by reference).

10.24

Agreement, dated May 9, 2018, by and between Ergon Terminalling, Inc. and Blueknight Energy Partners, L.P. (filed as Exhibit 10.1 to the
Partnership’s Current Report on Form 8-K, filed May 18, 2018, and incorporated herein by reference).

10.25

Domestic Crude Oil and Condensate Agreement, dated March 28, 2018, by and between Ergon Oil Purchasing, Inc. and BKEP Supply and
Marketing, LLC (filed as Exhibit 10.3 to the Partnership’s Quarterly Report on Form 10-Q, filed August 2, 2018, and incorporated herein by
reference).
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10.26

Partial Lease Termination No. 5 to Master Facilities Lease Agreement, dated March 7, 2018, by and between BKEP Materials, L.L.C, BKEP
Asphalt, L.L.C and Ergon Asphalt & Emulsions, Inc (filed as Exhibit 10.26 to the Partnership’s Annual Report on Form 10-K, filed March 8, 2018,
and incorporated herein by reference).

10.27

Fifth Amendment to Master Facilities Lease Agreement, dated March 7, 2018, by and between BKEP Materials, L.L.C, BKEP Asphalt, L.L.C and
Ergon Asphalt & Emulsions, Inc (filed as Exhibit 10.27 to the Partnership’s Annual Report on Form 10-K, filed March 8, 2018, and incorporated
herein by reference).

10.28*

Lessee Operated Facilities Lease Agreement, dated January 1, 2019, by and between BKEP Materials, L.L.C., BKEP Asphalt, L.L.C., and Ergon
Asphalt & Emulsions, Inc.

10.29*

Owner Operated Storage, Throughput and Handling Agreement, dated January 1, 2019, by and between BKEP Materials, L.L.C., BKEP Asphalt,
L.L.C., and Ergon Asphalt & Emulsions, Inc.

21.1*

List of Subsidiaries of Blueknight Energy Partners, L.P.

23.1*

Consent of PricewaterhouseCoopers, L.L.P.

31.1*

Certifications of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2*

Certifications of Chief Accounting Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

32.1*

Certification of Chief Executive Officer and Chief Accounting Officer pursuant to 18 U.S.C., Section 1350, as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002. Pursuant to SEC Release 34-47551, this Exhibit is furnished to the SEC and shall not be deemed to be “filed.”

101**

The following financial information from Blueknight Energy Partners, L.P.’s Annual Report on Form 10-K for the year ended December 31, 2018,
formatted in XBRL (eXtensible Business Reporting Language): (i) Document and Entity Information; (ii) Consolidated Balance Sheets as of
December 31, 2017 and 2018; (iii) Consolidated Statements of Operations for the years ended December 31, 2016, 2017 and 2018; (iv)
Consolidated Statement of Changes in Partners’ Capital for the years ended December 31, 2016, 2017 and 2018; (v) Consolidated Statements of
Cash Flows for the years ended December 31, 2016, 2017 and 2018; and (vi) Notes to Consolidated Financial Statements.

_________
*
**
#
†

Filed herewith.
Furnished herewith
Certain portions of this exhibit are subject to a request for confidential treatment by the Securities and Exchange Commission. The omitted portions have been separately filed with the
Securities and Exchange Commission.
As required by Item 15(a)(3) of Form 10-K, this exhibit is identified as a compensatory plan or arrangement.
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SIGNATURES
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its
behalf by the undersigned thereunto duly authorized.
BLUEKNIGHT ENERGY PARTNERS, L.P.
By:

Blueknight Energy Partners G.P., L.L.C.
Its General Partner

March 12, 2019

By:

/s/ James R. Griffin
James R. Griffin
Chief Accounting Officer and Authorized Signatory

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 March 12, 2019 .
Signature

Title

/s/ Mark A. Hurley

Chief Executive Officer and Director
(Principal Executive Officer)

Mark A. Hurley
Chief Accounting Officer
(Principal Financial Officer and Principal Accounting Officer)

/s/ James R. Griffin
James R. Griffin
/s/ Duke R. Ligon

Director

Duke R. Ligon
/s/ Steven M. Bradshaw

Director

Steven M. Bradshaw
/s/ John A. Shapiro

Director

John A. Shapiro
/s/ W.R. “Lee” Adams

Director

W.R. “Lee” Adams
/s/ Edward D. Brooks

Director

Edward D. Brooks
/s/ Joel D. Pastorek

Director

Joel D. Pastorek
/s/ Robert H. Lampton

Director

Robert H. Lampton
/s/ William W. Lampton

Director

William W. Lampton
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Form 10-K Summary.

None.
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Report of Independent Registered Public Accounting Firm
To the Board of Directors of Blueknight Energy Partners G.P., L.L.C. as the general partner of Blueknight Energy Partners, L.P. and unit holders of Blueknight
Energy Partners, L.P.
Opinions on the Financial Statements and Internal Control over Financial Reporting
We have audited the accompanying consolidated balance sheets of Blueknight Energy Partners, L.P. and its subsidiaries (the “Partnership”) as of December 31,
2018 and 2017, and the related consolidated statements of operations, changes in partners’ capital, and cash flows for each of the three years in the period ended
December 31, 2018, including the related notes (collectively referred to as the “consolidated financial statements”). We also have audited the Partnership's internal
control over financial reporting as of December 31, 2018, based on criteria established in Internal Control - Integrated Framework (2013) issued by the Committee
of Sponsoring Organizations of the Treadway Commission (COSO).
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of the Partnership as of
December 31, 2018 and 2017, and the results of its operations and its cash flows for each of the three years in the period ended December 31, 2018 in conformity
with accounting principles generally accepted in the United States of America. Also in our opinion, the Partnership maintained, in all material respects, effective
internal control over financial reporting as of December 31, 2018, based on criteria established in Internal Control - Integrated Framework (2013) issued by the
COSO.
Basis for Opinions
The Partnership's management is responsible for these consolidated financial statements, for maintaining effective internal control over financial reporting, and for
its assessment of the effectiveness of internal control over financial reporting, included in Management’s Report on Internal Control Over Financial Reporting
appearing under Item 9A. Our responsibility is to express opinions on the Partnership’s consolidated financial statements and on the Partnership's internal control
over financial reporting based on our audits. We are a public accounting firm registered with the Public Company Accounting Oversight Board (United States)
(PCAOB) and are required to be independent with respect to the Partnership in accordance with the U.S. federal securities laws and the applicable rules and
regulations of the Securities and Exchange Commission and the PCAOB.
We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audits to obtain reasonable
assurance about whether the consolidated financial statements are free of material misstatement, whether due to error or fraud, and whether effective internal
control over financial reporting was maintained in all material respects.
Our audits of the consolidated financial statements included performing procedures to assess the risks of material misstatement of the consolidated financial
statements, whether due to error or fraud, and performing procedures that respond to those risks. Such procedures included examining, on a test basis, evidence
regarding the amounts and disclosures in the consolidated financial statements. Our audits also included evaluating the accounting principles used and significant
estimates made by management, as well as evaluating the overall presentation of the consolidated financial statements. Our audit of internal control over financial
reporting included obtaining an understanding of internal control over financial reporting, assessing the risk that a material weakness exists, and testing and
evaluating the design and operating effectiveness of internal control based on the assessed risk. Our audits also included performing such other procedures as we
considered necessary in the circumstances. We believe that our audits provide a reasonable basis for our opinions.
Definition and Limitations of Internal Control over Financial Reporting
A company’s internal control over financial reporting is a process designed 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. A company’s internal control over financial
reporting includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions
and dispositions of the assets of the company; (ii) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being made only in accordance with
authorizations of management and directors of the company; and (iii) 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 financial statements.
Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any evaluation of
effectiveness to future periods 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.
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/s/ PricewaterhouseCoopers LLP
Tulsa, Oklahoma
March 12, 2019
We have served as the Partnership’s auditor since 2007.
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BLUEKNIGHT ENERGY PARTNERS, L.P.
CONSOLIDATED BALANCE SHEETS
(in thousands, except per unit data)
As of December 31,
2017

2018

ASSETS
Current assets:
Cash and cash equivalents

$

2,469

$

1,455

Accounts receivable, net of allowance for doubtful accounts of $28 and $26 at December 31, 2017
and 2018, respectively

7,589

35,683

Receivables from related parties, net of allowance for doubtful accounts of $0 at both dates

3,070

1,043

Prepaid insurance

2,009

1,860

Other current assets
Total current assets
Property, plant and equipment, net of accumulated depreciation of $316,591 and $263,554 at
December 31, 2017 and 2018, respectively

8,438

7,485

23,575

47,526

296,069

248,261

Goodwill

3,870

6,728

Debt issuance costs, net

4,442

3,349

Intangibles and other assets, net

12,913

Total assets

17,440

$

340,869

$

323,304

$

4,439

$

3,707

LIABILITIES AND PARTNERS’ CAPITAL
Current liabilities:
Accounts payable
Accounts payable to related parties

2,268

2,263

Accrued crude oil purchases

1,115

13,949

—

10,219

Accrued crude oil purchases to related parties
Accrued interest payable

694

465

Accrued property taxes payable

2,432

3,089

Unearned revenue

2,393

3,206

551

4,835

Accrued payroll

6,119

3,667

Other current liabilities

3,632

3,465

23,643

48,865

Long-term unearned revenue with related parties

1,052

1,714

Other long-term liabilities

3,673

4,010

225

—

Unearned revenue with related parties

Total current liabilities

Long-term interest rate swap liabilities
Contingent liability with related party (Note 14)

—

10,019

307,592

265,592

Common unitholders (40,158,342 and 40,424,372 units issued and outstanding at December 31,
2017 and 2018, respectively)

454,358

370,972

Preferred Units (35,125,202 units issued and outstanding at both dates)

253,923

253,923

(703,597)

(631,791)

Long-term debt
Commitments and contingencies (Note 18)
Partners’ capital:

General partner interest (1.6% interest with 1,225,409 general partner units outstanding at both
dates)
Total partners’ capital

4,684
$

Total liabilities and partners’ capital

340,869

The accompanying notes are an integral part of these consolidated financial statements.
F-3

(6,896)
$

323,304

Table of Contents
BLUEKNIGHT ENERGY PARTNERS, L.P.
CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per unit data)
Year ended December 31,
2016

2017

2018

$ 126,215

$ 113,772

30,211

56,688

22,131

Third-party revenue

—

—

42,067

Related-party revenue

—

—

25,961

20,968

11,479

235,438

—

—

482

177,394

181,939

384,835

111,091

123,805

113,890

14,130

8,807

126,776

—

—

102,469

General and administrative expense

20,029

17,112

15,995

Asset impairment expense

25,761

2,400

53,068

171,011

152,124

412,198

Service revenue:
Third-party revenue
Related-party revenue

$

58,756

Lease revenue:

Product sales revenue:
Third-party revenue
Related-party revenue
Total revenue
Costs and expenses:
Operating expense
Cost of product sales
Cost of product sales from related party

Total costs and expenses
Gain (loss) on sale of assets

108

Operating income (loss)

(975)

6,491

149

28,840

(27,214)

Other income (expenses):
Equity earnings in unconsolidated affiliate
Gain on sale of unconsolidated affiliate
Interest expense
Income (loss) before income taxes
Provision for income taxes

1,483

61

—

—

5,337

2,225

(12,554)

(14,027)

(16,860)

(4,580)

20,211

(41,849)

260
$

Net income (loss)

166

(4,840) $

20,045

198
$ (42,047)

Allocation of net income (loss) for calculation of earnings per unit:
General partner interest in net income (loss)

$

433

$

944

$

Preferred interest in net income

$

25,824

$

25,115

$

Net loss available to limited partners

$ (31,097) $

Basic and diluted net loss per common unit

$

Weighted average common units outstanding - basic and diluted

(0.15) $
38,342

The accompanying notes are an integral part of these consolidated financial statements.
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BLUEKNIGHT ENERGY PARTNERS, L.P.
CONSOLIDATED STATEMENT OF CHANGES IN PARTNERS’ CAPITAL (DEFICIT)
(in thousands)
Common
Unitholders
Balance, December 31, 2015

$

Net income (loss)

493,824

Preferred
Unitholders
$

(30,004)

Equity-based incentive compensation

2,051

Profits interest contribution

—

Distributions
Proceeds from sale of 3,795,000 common units, net of
underwriters’ discount and offering expenses of $1.5
million
Proceeds from sale of 71,807 common units pursuant
to the Employee Unit Purchase Plan

$

Total Partners’
Capital

(611,204) $

87,219

24,939

225

(4,840)

—

36

2,087

—

(20,960)

Capital contributions

204,599

General Partner
Interest

923

(24,939)

923

(1,320)

(47,219)

—

—

2,384

2,384

20,931

—

—

20,931

338

—

—

338

Repurchase of 13,335,390 Preferred Units

—

(95,348)

—

(95,348)

Proceeds from issuance of 18,312,968 Preferred Units

—

144,672

—

144,672

5,000

—

—

5,000

—

—

680

680

Proceeds from issuance of 847,457 common units
Proceeds from issuance of 97,654 general partner units
Consideration paid in excess of historical cost of assets
acquired from Ergon
Balance, December 31, 2016

—
$

Net income (loss)

471,180

—
$

(6,009)

Equity-based incentive compensation

1,424

Distributions

(22,633)

Capital contributions
Proceeds from sale of 53,079 common units pursuant
to the Employee Unit Purchase Plan
Value of 1,898,380 common units issued for
acquisitions

$

Net income

25,576

25,116

938

20,045

—

27

1,451

(1,414)

(49,163)

—

104

104

240

—

—

240

10,156

—

—

10,156

—

—

454,358

$

253,923

(3,725)
$

25,115

1,811

Distributions

(91,251)

(699,527) $

(25,116)

(66,818)

Equity-based incentive compensation

(91,251)
$

—

Consideration paid in excess of historical cost of assets
acquired from Ergon
Balance, December 31, 2017

253,923

—

(18,587)

(703,597) $

4,684

(344)

(42,047)

34

(25,115)

(3,725)

(1,034)

1,845
(44,736)

Capital contributions

—

—

183

183

Capital contributions related to sale of terminal assets
to Ergon

—

—

72,967

72,967

Proceeds from sale of 61,327 common units pursuant
to the Employee Unit Purchase Plan
Balance, December 31, 2018

208
$

370,972

—
$

253,923

—
$

(631,791) $

The accompanying notes are an integral part of this consolidated financial statement.
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BLUEKNIGHT ENERGY PARTNERS, L.P.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)
Year ended December 31,
2016

2017

2018

Cash flows from operating activities:
Net income (loss)

$

(4,840)

$

20,045

$

(42,047)

Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Provision for uncollectible receivables from third parties
Provision for uncollectible receivables from related parties
Depreciation and amortization
Intangible asset impairment charge
Amortization and write-off of debt issuance costs

15
(229)

(21)

(2)

—

—

30,820

31,139

29,359

—

1,107

189
1,451

1,107

1,816

Unrealized gain related to interest rate swaps

(1,156)

(1,790)

Fixed asset impairment charge

25,761

1,293

42,860

—

—

10,019

(108)

975

Other impairment charge recorded on a push-down basis (Note 14)
Loss (gain) on sale of assets
Gain on sale of unconsolidated affiliate
Equity-based incentive compensation
Equity earnings in unconsolidated affiliate

—
2,087
(1,483)

(201)

(149)

(5,337)

(2,225)

1,451

1,845

(61)

—

Changes in assets and liabilities:
Decrease (increase) in accounts receivable
Decrease (increase) in receivables from related parties
Decrease in prepaid insurance
Decrease (increase) in other current assets

1,138

(24)

213

(1,210)

2,027

2,507

2,085

3,008
237

(983)

(25,450)

1,314

Decrease (increase) in other non-current assets

(498)

84

442

Increase (decrease) in accounts payable

(237)

952

(592)

1,053

749

342

Increase in accrued oil purchases

—

—

13,949

Increase in accrued oil purchases to related parties

—

—

10,219

222

281

Increase in payables to related parties

Increase (decrease) in accrued interest payable
Increase (decrease) in accrued property taxes
Increase (decrease) in unearned revenue
Increase in unearned revenue from related parties
Decrease in accrued payroll
Increase (decrease) in other accrued liabilities
Net cash provided by operating activities

(242)
(1,568)

(72)
898

(229)
1,031
785

187

580

5,714

(905)

(239)

(2,452)

354

(1,500)

(1,733)
52,849

54,494

48,784

Cash flows from investing activities:
Acquisition of assets from Ergon

(122,572)

—

Acquisitions

(18,989)

—

Capital expenditures

(19,995)

(18,715)

1,993

9,297

5,051

—

—

88,538

—

26,489

2,225

17,071

39,455

(2,965)

(2,399)

Proceeds from sale of assets
Proceeds from sale of terminal assets to Ergon
Proceeds from sale of unconsolidated affiliate
Net cash provided by (used in) investing activities

(159,563)

—
(21,959)
(34,400)

Cash flows from financing activities:
Payment on insurance premium financing agreement
Payment on capital leases
Debt issuance costs

(3,425)
—
(956)

—
(4,208)

(151)
(358)

Borrowings under credit agreement

170,000

378,592

324,000

Payments under credit agreement

(91,000)

(395,000)

(366,000)

Proceeds from issuance of common units, net of offering costs
Proceeds from issuance of Preferred Units
Proceeds from issuance of general partner units

26,269

240

208

144,672

—

—

680

—

—

Repurchase of Preferred Units
Capital contributions
Capital contributions related to profits interest

(95,348)

—

—

2,384

104

183

923

Distributions

(47,219)
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BLUEKNIGHT ENERGY PARTNERS, L.P.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)
Year ended December 31,
2016

2017

2018

Net cash provided by (used in) financing activities

106,980

(72,400)

(89,253)

Net increase (decrease) in cash and cash equivalents

266

(835)

(1,014)

Cash and cash equivalents at beginning of period

3,038
$

Cash and cash equivalents at end of period

3,304

2,469

3,304

$

2,469

$

1,455

—

$

10,156

$

—

$

779

$

(715)

Supplemental disclosure of non-cash financing and investing cash flow information:
Assets acquired through non-cash equity issuance

$

Non-cash changes in property, plant and equipment

$

Non-cash change in assets and liabilities due to settlement items related to the sale of
terminal assets to Ergon

$

—

$

—

$

(1,308)

Increase in accrued liabilities related to insurance premium financing agreement

$

3,189

$

2,938

$

2,184

Cash paid for interest, net of amounts capitalized

$

12,404

$

13,732

$

16,088

Cash paid for income taxes

$

282

$

158

$

133

(1,825)

The accompanying notes are an integral part of these consolidated financial statements.
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BLUEKNIGHT ENERGY PARTNERS, L.P.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. ORGANIZATION AND NATURE OF BUSINESS
Blueknight Energy Partners, L.P. and subsidiaries (collectively, the “Partnership”) is a publicly traded master limited partnership with operations in 27 states.
The Partnership provides integrated terminalling, gathering and transportation services for companies engaged in the production, distribution and marketing of
liquid asphalt and crude oil. The Partnership manages its operations through four operating segments: (i) asphalt terminalling services, (ii) crude oil terminalling
services, (iii) crude oil pipeline services and (iv) crude oil trucking services. On April 24, 2018, the Partnership sold the producer field services business. As a
result of the sale of the producer field services business, the Partnership changed the name of the crude oil trucking and producer field services operating segment
to crude oil trucking services during the second quarter of 2018. See Note 8 for additional information. The Partnership’s common units and Preferred Units, which
represent limited partnership interests in the Partnership, are listed on the Nasdaq Global Market under the symbols “BKEP” and “BKEPP,” respectively. The
Partnership was formed in February 2007 as a Delaware master limited partnership initially to own, operate and develop a diversified portfolio of complementary
midstream energy assets.
On October 5, 2016, the Partnership completed the following transactions (the “Ergon Transactions”): (i) a subsidiary of Ergon, Inc. (together with its
subsidiaries, “Ergon”) purchased 100% of the outstanding voting stock of Blueknight GP Holding, L.L.C., which owns 100% of the capital stock of the
Partnership’s general partner, Blueknight Energy Partners G.P., L.L.C., pursuant to a Membership Interest Purchase Agreement dated July 19, 2016, among CBBlueknight, LLC, an indirect wholly-owned subsidiary of Charlesbank, Blueknight Energy Holding, Inc., an indirect wholly-owned subsidiary of Vitol Holding
B.V. (together with its affiliates and subsidiaries “Vitol”), and Ergon Asphalt Holdings, LLC, a wholly-owned subsidiary of Ergon (the “Ergon Change of
Control”); (ii) Ergon contributed nine asphalt terminals plus $22.1 million in cash in return for total consideration of approximately $144.7 million , which
consisted of the issuance of 18,312,968 of Preferred Units in a private placement; and (iii) Ergon acquired an aggregate of $5.0 million of common units for cash in
a private placement, pursuant to a Contribution Agreement between the Partnership and Ergon. In addition, the Partnership repurchased 6,667,695 Preferred Units
from each Vitol and Charlesbank for an aggregate purchase price of approximately $95.3 million . Vitol and Charlesbank each retained 2,488,789 Preferred Units
upon completion of these transactions
The Partnership’s acquisition of nine asphalt terminals from Ergon on October 5, 2016, was accounted for as a transaction among entities under common
control. As a result, the Partnership recorded the acquired assets at Ergon’s historical cost of $31.3 million , net of accumulated depreciation of $63.0 million . The
$91.3 million of consideration in excess of Ergon’s historical net book value was recorded as a deemed distribution to the Partnership’s general partner and is
reflected as “Consideration paid in excess of historical cost of assets acquired from Ergon” on the Partnership’s consolidated statement of changes in partners’
capital.
2. BASIS OF CONSOLIDATION AND PRESENTATION
The accompanying consolidated financial statements and related notes present and discuss the Partnership’s consolidated financial position as of
December 31, 2017 and 2018 , and the consolidated results of the Partnership’s operations, cash flows and changes in partners’ capital for the years ended
December 31, 2016 , 2017 and 2018 . The consolidated financial statements have been prepared in accordance with accounting principles generally accepted in the
United States of America (“GAAP”). All significant intercompany accounts and transactions have been eliminated in the preparation of the accompanying
consolidated financial statements. Certain reclassifications have been made to the prior period consolidated financial statements to conform to the current period
presentation.
3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

USE OF ESTIMATES - The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that
affect the reported amounts and disclosure of contingencies. Management makes significant estimates including: (1) allowance for doubtful accounts receivable;
(2) estimated useful lives of assets, which impacts depreciation; (3) estimated cash flows and fair values inherent in impairment tests; (4) accruals related to
revenues and expenses; (5) the estimated fair value of financial instruments; and (6) liability and contingency accruals. Although management believes these
estimates are reasonable, actual results could differ from these estimates.
CASH AND CASH EQUIVALENTS - Cash and cash equivalents includes cash and all investments with original maturities of three months or less which
are readily convertible into known amounts of cash.
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ACCOUNTS RECEIVABLE - The majority of the Partnership’s accounts receivable relates to its crude oil pipeline services segment, specifically the crude
oil marketing business. Accounts receivable included in the consolidated balance sheets are reflected net of the allowance for doubtful accounts of less than $0.1
million at both December 31, 2017 and 2018 .
The Partnership reviews all outstanding accounts receivable balances on a monthly basis and records a reserve for amounts that the Partnership expects will
not be fully recovered. Although the Partnership considers its allowance for doubtful trade accounts receivable to be adequate, there is no assurance that actual
amounts will not vary significantly from estimated amounts.
PROPERTY, PLANT AND EQUIPMENT - Property, plant and equipment are recorded at cost. Expenditures for maintenance and repairs that do not add
capacity or extend the useful life of an asset are expensed as incurred. The carrying values of the assets are based on estimates, assumptions and judgments relative
to useful lives and salvage values. As assets are disposed of, the cost and related accumulated depreciation are removed from the accounts, and any resulting gain
or loss is included in operating income in the consolidated statements of operations.
Depreciation is calculated using the straight-line method based on estimated useful lives of the assets. These estimates are based on various factors, including
age (in the case of acquired assets), manufacturing specifications, technological advances and historical data concerning useful lives of similar assets. Uncertainties
that impact these estimates include changes in laws and regulations relating to restoration and abandonment requirements, economic conditions and supply and
demand in the area. When assets are put into service, management makes estimates with respect to useful lives and salvage values that it believes are reasonable.
However, subsequent events could cause management to change its estimates, thus impacting the future calculation of depreciation.
The Partnership has contractual obligations to perform dismantlement and removal activities in the event that some of its liquid asphalt cement and residual
fuel oil terminalling assets are abandoned (see Note 18 ). Such obligations are recognized in the period incurred if reasonably estimable.
IMPAIRMENT OF LONG-LIVED ASSETS AND OTHER INTANGIBLE ASSETS - Long-lived assets with recorded values that are not expected to be
recovered through future cash flows are written down to estimated fair value. A long-lived asset is tested for impairment when events or circumstances indicate
that its carrying value may not be recoverable. The carrying value of a long-lived asset is not recoverable if it exceeds the sum of the undiscounted cash flows
expected to result from the use and eventual disposition of the asset. If the carrying value exceeds the sum of the undiscounted cash flows, an impairment loss
equal to the amount by which the carrying value exceeds the fair value of the asset is recognized. Fair value is generally determined from estimated discounted
future net cash flows.
During the year ended December 31, 2018 , the Partnership recognized fixed asset impairment expenses of approximately $40.7 million related to a markdown
of our pipeline system to estimated fair value, $1.7 million related to the market value of its pipeline linefill assets and $0.4 million related to the value of obsolete
trucking stations in Oklahoma and Colorado. In addition, the Partnership recognized a $10.0 million impairment on a push-down basis related to Ergon’s
investment in Cimarron Pipeline. See Note 14 for more information.
During the year ended December 31, 2017 , the Partnership recognized fixed asset impairment charges of $1.2 million related to the producer field services
business, primarily operated in the Texas panhandle.
During the year ended December 31, 2016 , the Partnership recognized fixed asset impairment charges of $25.8 million , primarily due to impairment
recognized on the Knight Warrior pipeline project and the East Texas pipeline system. The Knight Warrior pipeline project was canceled due to continued low rig
counts in the Eaglebine/Woodbine area coupled with lower production volumes, competing projects and the overall impact of the decreased market price of crude
oil. Consequently, shipper commitments related to the project were canceled and an impairment expense of $22.6 million was recognized during the year ended
December 31, 2016 .
Acquired customer relationships are capitalized and amortized over useful lives ranging from 5 to 20 years using the straight-line method of amortization. An
impairment loss is recognized for definite-lived intangibles if the carrying amount of an intangible asset is not recoverable and its carrying amount exceeds its fair
value. No impairment charges were recognized during the year ended December 31, 2016 , with respect to intangible assets. During the year ended December 31,
2017 , the Partnership recognized intangible asset impairment charges of $0.2 million on customer relationships related to the former producer field services
business, primarily operated in the Texas panhandle. During the year ended December 31, 2018 , the Partnership recognized intangible asset impairment charges of
$0.2 million related to a customer contract asset in the crude oil
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pipeline services business. Intangible asset impairment charges are included in the line item “Asset impairment expense” on the consolidated statements of
operations.
EQUITY METHOD INVESTMENTS - The Partnership’s approximate 30% ownership investment in Advantage Pipeline, L.L.C. (“Advantage Pipeline”),
over which the Partnership had significant influence but not control, was accounted for by the equity method. The Partnership did not consolidate any part of the
assets or liabilities of its equity method investee. On April 3, 2017, Advantage Pipeline was acquired by a joint venture formed by affiliates of Plains All American
Pipeline, L.P. and Noble Midstream Partners LP. The Partnership’s share of net income or loss is reflected as one line item on the Partnership’s consolidated
statements of operations entitled “Equity earnings in unconsolidated affiliate” and increased or decreased, as applicable, the carrying value of the Partnership’s
investment in the unconsolidated affiliate on the consolidated balance sheets. Distributions to the Partnership reduced the carrying value of its investment and are
reflected in the Partnership’s consolidated statements of cash flows in the line item “Distributions from unconsolidated affiliate.” In turn, contributions increased
the carrying value of the Partnership’s investment and were reflected in the Partnership’s consolidated statements of cash flows in investing activities. See Note 6
for additional information.
DEBT ISSUANCE COSTS - Costs incurred in connection with the issuance of long-term debt related to the Partnership’s credit agreement are capitalized
and amortized using the straight-line method over the term of the related debt. Use of the straight-line method does not differ materially from the “effective
interest” method of amortization.
GOODWILL - Goodwill represents the excess of the cost of acquisitions over the amounts assigned to assets acquired and liabilities assumed. Goodwill is
not amortized but is tested annually in December for impairment or when events and circumstances warrant an interim evaluation. Goodwill is tested for
impairment at a level of reporting referred to as a reporting unit. The Partnership has four reporting units comprised of its (i) asphalt terminalling services,
(ii) crude oil terminalling services, (iii) crude oil pipeline services and (iv) crude oil trucking services. If the fair value of a reporting unit exceeds its carrying
amount, goodwill of the reporting unit is not considered to be impaired. The impairment test is generally based on the estimated discounted future net cash flows of
the respective reporting unit, utilizing discount rates and other factors in determining the fair value of the reporting unit. Inputs in the Partnership’s estimated
discounted future net cash flows include existing and estimated future asset utilization, estimated growth rates in future cash flows and estimated terminal values
(these are all considered Level 3 inputs).
Changes in the carrying amount of goodwill are summarized below for the periods indicated (in thousands):
Asphalt
Terminalling
Services
Balance, December 31, 2015

$

Acquisition

Crude Oil Trucking
Services

3,511

$

359

Balance, December 31, 2016

$

Impairment

3,870

$

Acquisition

3,870

$

$

6,728

4,387

876

$

4,746

359

(876)
$

2,858

Balance, December 31, 2018

$

—

—

Balance, December 31, 2017

876

Total

—

(876)
$

—
$

—

3,870
2,858

$

6,728

During the fourth quarter of 2017, impairment testing indicated that the fair value of the crude oil trucking services reporting unit was less than the carrying
value based on the estimated market value of the crude oil trucking services business, and the Partnership recognized impairment of goodwill of $0.9 million
related to this reporting unit. Impairment testing indicated there was no impairment of goodwill in 2016 or in 2018.
ENVIRONMENTAL MATTERS - Liabilities for loss contingencies, including environmental remediation costs, arising from claims, assessments, litigation,
fines, penalties and other sources are charged to expense when it is probable that a liability has been incurred and the amount of the assessment and/or remediation
can be reasonably estimated. The Partnership had loss contingencies related to environmental matters of $0.1 million and $0.2 million as of December 31, 2017
and 2018 , respectively.
REVENUE RECOGNITION - On January 1, 2018, the Partnership adopted the new accounting standard ASC 606 - Revenue from Contracts with Customers
and all related amendments (“new revenue standard”) using the modified retrospective
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method, and as a result applied the new guidance only to contracts that are not completed at the adoption date. Results for reporting periods beginning on January
1, 2018, are presented under the new revenue standard, while prior period amounts are not adjusted and continue to be reported in accordance with the
Partnership’s historic accounting under ASC 605 - Revenue Recognition . See Note 4 for detailed discussion regarding the Partnership’s revenue recognition
policies.
INCOME AND OTHER TAXES - For federal and most state income tax purposes, the majority of income, gains, losses, deductions and tax credits
generated by the Partnership flow through to the unitholders of the Partnership and are subject to income tax at the individual partner level. The Partnership is
subject to the Texas state franchise (margin) tax, and the earnings associated with the Partnership’s taxable subsidiary are subject to federal and state income
taxes. The Partnership has estimated its liability related to these taxes to be $0.3 million for the year ended 2016 , and $0.2 million for each of the years ended
December 31, 2017 and 2018 . This liability is reflected on the Partnership’s consolidated statements of operations as “Provision for income taxes.” See Note 22
for a discussion of certain risks related to the Partnership’s ability to be treated as a partnership for federal income tax purposes.
STOCK-BASED COMPENSATION - The Partnership’s general partner adopted the Blueknight Energy Partners G.P. L.L.C. Long-Term Incentive Plan (the
“LTIP”). The compensation committee of the Board administers the LTIP. Effective April 29, 2014, the Partnership’s unitholders approved an amendment to the
LTIP to increase the number of common units reserved for issuance under the incentive plan to 4.1 million common units, subject to adjustment for certain events.
Although other types of awards are contemplated under the LTIP, awards issued to date include “phantom” units, which convey the right to receive common units
upon vesting, and “restricted” units, which are grants of common units restricted until the time of vesting. Certain of the phantom unit awards also include
distribution equivalent rights (“DERs”). A DER entitles the grantee to a cash payment equal to the cash distribution paid on an outstanding common unit prior to
the vesting date of the underlying award. Cash distributions paid on DERs are accounted for as partnership distributions. Recipients of restricted units are entitled
to receive cash distributions paid on common units during the vesting period.
The Partnership classifies unit award grants as either equity or liability awards. All award grants made under the LTIP from its inception through
December 31, 2018 , have been classified as equity awards. Fair value for award grants classified as equity is determined on the grant date of the award and this
value is recognized as compensation expense ratably over the requisite service period of unit award grants, which generally is the vesting period. Fair value for
equity awards is calculated as the closing price of the Partnership’s common units representing limited partner interests in the Partnership (“common units”) on the
grant date and is reduced by the present value of estimated cash distributions to be paid on common units during the vesting period to the extent a unit award does
not include DERs. Compensation expense related to unit-based payments is included in operating and general and administrative expenses on the Partnership’s
consolidated statements of operations.
FAIR VALUE OF FINANCIAL INSTRUMENTS - The Partnership measures all financial instruments, including derivatives embedded in other contracts,
at fair value and recognizes them in the consolidated balance sheets as an asset or a liability, depending on its rights and obligations under the
applicable contract. The changes in the fair value of financial instruments are recognized currently in earnings in the consolidated statements of operations.
4 . REVENUE
On January 1, 2018, the Partnership adopted the new accounting standard ASC 606 - Revenue from Contracts with Customers and all related amendments
(“new revenue standard”) using the modified retrospective method, and as a result applied the new guidance only to contracts that are not completed at the
adoption date. Results for reporting periods beginning on January 1, 2018, are presented under the new revenue standard, while prior period amounts are not
adjusted and continue to be reported in accordance with the Partnership’s historic accounting under ASC 605 - Revenue Recognition .
The majority of the Partnership’s service revenue continues to be recognized as services are performed. Under the new revenue standard, the timing of revenue
recognition on variable throughput fees changed, within a single reporting year, compared to the previous recognition. The effect is straight-line recognition of
unconstrained estimated annual throughput volumes over each contract year. See further discussion on variable throughput fees below. In addition, as a result of
the adoption of the new revenue standard, revenue from leases is required to be presented separately from revenue from customers. As the Partnership applied the
modified retrospective method, prior periods have not been reclassified.
Upon adoption of the new revenue standard, there was no cumulative adjustment to the balance sheet at January 1, 2018. The adoption of the new revenue
standard resulted in a shift in revenue recognition between quarters within a fiscal year; therefore, there is no net effect on the consolidated statements of
operations or consolidated balance sheet as of December 31, 2018 , compared to what would have been recorded under ASC 605. The impact of adoption of the
new revenue standard is not
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expected to be material to net income on an ongoing basis because the analysis of contracts under the new revenue standard supports the recognition of revenue as
services are performed, which is consistent with the previous revenue recognition model.
There are two types of contracts in the asphalt terminalling segment: (i) operating lease contracts, under which customers operate the facilities, and (ii)
storage, throughput and handling contracts, under which the Partnership operates the facilities. The operating lease contracts are accounted for in accordance with
ASC 840 - Leases . The storage, throughput and handling contracts contain both lease revenue and non-lease service revenue. In accordance with ASC 840 and
606, fixed consideration is allocated to the lease and service components based on their relative stand-alone selling price. The stand-alone selling price of the lease
component is calculated using the average internal rate of return under the operating lease agreements. The stand-alone selling price of the service component is
calculated by applying an appropriate margin to the expected costs to operate the facility. The service component contains a single performance obligation that
consists of a stand-ready obligation to perform activities as directed by the customer, and revenue is recognized on a straight-line basis over time as the customer
receives and consumes benefits. The lease component is recognized on a straight-line basis over the term of the initial lease. Fixed consideration, consisting of the
monthly storage and handling fees, is billed a month prior to the performance of services and is due by the first day of the month of service. Payments received in
advance of the month of service are recorded as unearned revenue until the service is performed, and the service component is treated as a contract liability.
Asphalt storage, throughput and handling contracts also contain variable consideration in the form of reimbursements of utility, fuel and power expenses and
throughput fees. Asphalt operating lease contracts also contain variable consideration in the form of throughput fees. Utility, fuel and power reimbursements are
allocated entirely to the service component of the storage, throughput and handling contracts. Utility, fuel and power reimbursements relate directly to the distinct
monthly service that makes up the overall performance obligation and revenue is recognized in the period in which the service takes place. Variable consideration
related to reimbursements of utility, fuel and power expenses is billed in the month subsequent to the period of service, and payment is due within 30 days of
billing. Throughput fees are allocated to both the lease and service component of the storage, throughput and handling contracts using the allocation percentages
from contract inception as described above. Total throughput fees are estimated at contract inception and updated at the beginning of each reporting period based
on historical trends, current year throughput activities at the facilities, and analysis with customers regarding expectations for the current year. This consideration
can be constrained when there is a lack of historical data or other uncertainties exist regarding expected throughput volumes. The service component of throughput
fees is recognized on a straight-line basis over time as the customer receives and consumes benefits. In accordance with ASC 840, the lease component of variable
throughput fees for both types of contracts is recognized in the period when the changes in facts and circumstances on which the variable payment is based occur.
Fees related to actual throughput are billed in the month subsequent to the period of movement, which can result in the recognition of un-billed accounts receivable
(contract assets) when there is a variance in the straight-line service revenue recognition and actual throughput fees billed. Payment on variable throughput
consideration is due within 30 days of billing. Changes in estimated throughput fees affect the total transaction price for the service component of storage,
throughput and handling contracts and will be recorded as an adjustment to revenue in the period in which the change in estimate occurs. As of December 31,
2018, all throughput fees are realized.
Certain asphalt storage, throughput and handling contracts contain provisions for reimbursement of specified major maintenance costs above a specified
threshold over the life of the contract. Reimbursements of specified major maintenance costs are allocated to both the lease and service component of the contracts
using the allocation percentages from contract inception as described above. Reimbursements of specified major maintenance costs are reviewed and paid
quarterly, which may result in overpayments that must be paid back to the customer in future years. As such, the service component of this consideration is
constrained and recorded in unearned revenue (contract liability) until facts and circumstances indicate it is probable that the minimum threshold will be met, at
which point it is treated as a change in estimate with a prior period catch-up and the remainder to be recognized over the remaining contract term. The lease
component is recognized in the period in which the facts and circumstances indicate the variable revenue is assured. In the event the minimum threshold is not met,
the Partnership will return the reimbursement to the customer.
As of December 31, 2018 , the Partnership has service revenue performance obligations satisfied over time under asphalt storage, throughput and handling
contracts that are wholly or partially unsatisfied. The service revenue related to these performance obligations will be recognized as follows (in thousands):
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Revenue Related to Future Performance Obligations Due by Period (1)
2019

$

28,425

2020

27,296

2021

24,154

2022

16,853

2023

11,444

Thereafter

9,142
$

Total revenue related to future performance obligations

117,314

____________________
(1)

Excluded from the table is revenue that is either constrained or related to performance obligations that are wholly unsatisfied as of December 31, 2018 .

In addition, as of December 31, 2018 , the Partnership has minimum future annual lease rentals contracted to be received under asphalt operating lease
contracts and asphalt storage, throughput and handling contracts. The lease revenue related to these minimum rentals will be recognized as follows (in thousands):
Year ended December 31,
2019

$

47,732

2020

42,890

2021

38,873

2022

28,190

2023

19,248

Thereafter

22,342
$

Total revenue related to minimum future annual lease rentals

199,275

The Partnership recognized variable lease consideration of $4.4 million for each of the years ended ended December 31, 2016 and 2017, and $5.1 million for
the year ended December 31, 2018, under operating lease agreements.
Crude oil terminalling services contracts can be either short- or long-term written contracts. The contracts contain a single performance obligation that consists
of a series of distinct services provided over time. Customers are billed a month prior to the performance of terminalling services and payment is due by the first
day of the month of service. Payments received in advance of the month of service are recorded as unearned revenue (contract liability) until the service is
performed. These contracts also contain provisions under which customers are invoiced for product throughput in the month following the month in which the
service is provided. Payment on product throughput is due within 30 days . The Partnership has elected to use the right-to-invoice expedient on crude oil
terminalling services contracts as the right to consideration corresponds directly with the value to the customer of performance completed to date.
There are primarily two types of contracts in the crude oil pipeline segment: (i) monthly transportation contracts and (ii) product sales contracts.
Under crude oil pipeline services monthly transportation contracts, customers submit nominations for transportation monthly and a contract is created upon the
Partnership’s acceptance of the nomination under its published tariffs. Crude oil pipeline services contracts have a single performance obligation to perform the
transportation service. The transportation service is provided to the customer in the same month in which the customer makes the related nomination. Revenue is
recorded in the month of service and invoiced in the following month. Payment is due within 30 days . The Partnership has elected to use the right-to-invoice
expedient on crude oil pipeline services contracts as the right to consideration corresponds directly with the value to the customer of performance completed to
date.
The Partnership also purchases crude oil and resells to third parties under written product sales contracts. Product sales contracts have a single performance
obligation, and revenue is recognized at the point in time that control is transferred to the customer. Control is considered transferred to the customer on the day of
the sale. Revenue is recorded in the month of service and invoiced in the following month. Payment is due within 30 days . The Partnership has elected to use the
right-to-invoice expedient on product sales contracts as the right to consideration corresponds directly with the value to the customer of performance completed to
date.
Services in the crude oil trucking segment are provided under master service agreements with customers that include rate sheets. Contracts are initiated when a
customer requests service and both parties are committed upon the Partnership’s
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acceptance of the customer’s request. Crude oil trucking contracts have a single performance obligation to perform the service, which is completed in a day.
Revenue is recorded in the month of service and invoiced in the following month. Payment is due within 30 days . The Partnership has elected to use the right-toinvoice expedient on crude oil trucking revenues as the right to consideration corresponds directly with the value to the customer of performance completed to
date.
Disaggregation of Revenue
Disaggregation of revenue from contracts with customers for each operating segment by revenue type is presented as follows (in thousands):
Year ended December 31, 2018
Asphalt
Terminalling
Services

Crude Oil
Terminalling
Services

Crude Oil
Pipeline
Services

Crude Oil
Trucking
Services

Total

Third-party revenue:
Fixed storage, throughput and other revenue

$

Variable throughput revenue

18,100

$

10,966

$

—

$

—

$

29,066

918

962

—

—

Variable reimbursement revenue

7,090

—

—

—

1,880
7,090

Crude oil transportation revenue

—

—

6,396

14,324

20,720

Crude oil product sales revenue

—

—

235,428

10

235,438

15,352

—

215

—

15,567

762

—

—

—

762

5,572

—

230

—

5,802

Related-party revenue:
Fixed storage, throughput and other revenue
Variable throughput revenue
Variable reimbursement revenue
Product sales revenue
Total revenue from contracts with customers

482
$

48,276

—
$

11,928

—
$

242,269

$

—

482

14,334

$ 316,807

Contract Balances
The timing of revenue recognition, billings and cash collections result in billed accounts receivable, un-billed accounts receivable (contract assets) and
unearned revenue (contract liabilities) on the consolidated balance sheet as noted in the contract discussions above. Accounts receivable and un-billed accounts
receivable are both reflected in the line items “Accounts receivable” and “Receivables from related parties” on the consolidated balance sheet. Unearned revenue is
included in the line items “Unearned revenue,” “Unearned revenue with related parties,” “Long-term unearned revenue with related parties” and “Other long-term
liabilities” on the consolidated balance sheet.
Billed accounts receivable from contracts with customers were $8.5 million and $34.6 million at December 31, 2017 and 2018 , respectively. There were no
un-billed accounts receivable at December 31, 2017 or 2018 .
The Partnership records unearned revenues when cash payments are received in advance of performance. Unearned revenue related to contracts with
customers was $3.7 million and $5.9 million at December 31, 2017 and 2018 , respectively. The change in the unearned revenue balance for the year ended
December 31, 2018 , is driven by $4.0 million in cash payments received in advance of satisfying performance obligations, partially offset by $1.8 million of
revenues recognized that were included in the unearned revenue balance at the beginning of the period.
Practical Expedients and Exemptions
The Partnership does not disclose the value of unsatisfied performance obligations for (i) contracts with an original expected length of one year or less and (ii)
contracts for which revenue is recognized at the amount to which the Partnership has the right to invoice for services performed. The Partnership is using the rightto-invoice practical expedient on all contracts with customers in its crude oil terminalling services, crude oil pipeline services and crude oil trucking services
segments.
5 . ACQUISITIONS
On March 7, 2018, the Partnership acquired an asphalt terminalling facility located in Oklahoma from a third party for $22.0 million .
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On December 1, 2017, the Partnership acquired an asphalt terminalling facility in Bainbridge, Georgia, from Ergon Asphalt & Emulsions, Inc. and Ergon
Terminaling, Inc., both subsidiaries of Ergon, for a total purchase price of $10.2 million , consisting of 1,898,380 common units representing limited partner
interests in the Partnership. The acquisition was accounted for as a transaction among entities under common control. As a result, the Partnership recorded the
acquired assets at Ergon’s historical cost of $6.4 million , net of accumulated depreciation of $7.9 million . The $3.7 million of consideration in excess of Ergon’s
historical net book value was recorded as a deemed distribution to the Partnership’s general partner and is reflected as “Consideration paid in excess of historical
cost of assets acquired from Ergon” on the Partnership’s consolidated statement of changes in partners’ capital.
On October 5, 2016, as part of the Ergon Transaction, the Partnership acquired nine asphalt terminals from Ergon, which accounted for as a transaction among
entities under common control. As a result, the Partnership recorded the acquired assets at Ergon’s historical cost of $31.3 million , net of accumulated depreciation
of $63.0 million . The $91.3 million of consideration in excess of Ergon’s historical net book value was recorded as a deemed distribution to the Partnership’s
general partner and is reflected as “Consideration paid in excess of historical cost of assets acquired from Ergon” on the Partnership’s consolidated statement of
changes in partners’ capital.
In February 2016, the Partnership acquired two asphalt terminalling facilities located in Virginia and North Carolina from a third party for $19.0 million .
6.

EQUITY METHOD INVESTMENT

On April 3, 2017, Advantage Pipeline was acquired by a joint venture formed by affiliates of Plains All American Pipeline, L.P. and Noble Midstream
Partners LP. The Partnership received cash proceeds at closing from the sale of its approximate 30% equity ownership interest in Advantage Pipeline of
approximately $25.3 million and recorded a gain on the sale of the investment of $4.2 million . Approximately 10% of the gross sale proceeds were held in escrow,
subject to certain post-closing settlement terms and conditions. The Partnership received approximately $1.1 million of the funds held in escrow in August 2017
and approximately $2.2 million for its pro rata portion of the remaining net escrow proceeds in January 2018. The Partnership’s proceeds were used to repay
revolving debt under its credit facility. The operating and administrative services agreement to which the Partnership and Advantage Pipeline were parties and
under which the Partnership operated the 70-mile, 16-inch Advantage crude oil pipeline, located in the southern Delaware Basin in Texas, was terminated at
closing. The Partnership and the Plains/Noble joint venture entered into a short-term transition services agreement under which the Partnership provided certain
services through August 1, 2017.
Summarized financial information for Advantage Pipeline is set forth in the tables below for the periods indicated in which the Partnership held the investment
in Advantage Pipeline (in thousands):
Period ended
April 3, 2017
Income Statement
Operating revenues

$

3,150

Operating expenses

$

465

Net income

$

187

7.

RESTRUCTURING CHARGES

During the fourth quarter of 2015, the Partnership recognized certain restructuring charges in its crude oil trucking services segment pursuant to an approved
plan to exit the trucking market in West Texas. The restructuring charges included an accrual related to leased vehicles that were idled as part of the restructuring
plan. This accrual was being amortized over the remaining lease term of the vehicles. In June 2018, the Partnership purchased the vehicles off lease and resold
them to a third party, paying off the remaining liability.
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Changes in the accrued amounts pertaining to the restructuring plan are summarized as follows:
Year ended December 31,
2016

2017

2018

(in thousands)
Beginning balance

$

Cash payments
Ending balance

1,565

$

474

1,091
$

474

$

286

188
$

286

286
$

—

8 . PROPERTY, PLANT AND EQUIPMENT
As of December 31,

Estimated Useful
Lives (Years)

2017

2018

(dollars in thousands)
Land
Land improvements

N/A

$

24,776

$

24,705

10-20

6,787

5,758

Pipelines and facilities

5-30

166,004

116,155

Storage and terminal facilities

10-35

370,056

321,096

Transportation equipment

3-10

3,293

2,798

Office property and equipment and other

3-20

32,011

26,980

Pipeline linefill and tank bottoms

N/A

3,233

10,297

Construction-in-progress

N/A

Property, plant and equipment, gross
Accumulated depreciation
$

Property, plant and equipment, net

6,500

4,026

612,660

511,815

(316,591)

(263,554)

296,069

$

248,261

Plant, property and equipment under operating leases at December 31, 2018 , in which the Partnership is the lessor, had a cost basis of $280.3 million and
accumulated depreciation of $170.2 million .
Depreciation expense for the years ended December 31, 2016 , 2017 and 2018 was $29.6 million , $29.9 million and $26.9 million , respectively.
During the year ended December 31, 2016 , the Partnership recorded fixed asset impairment expense of $25.8 million , primarily due to an impairment
recognized on the Knight Warrior pipeline project and the East Texas pipeline system. During the year ended December 31, 2017 , the Partnership recorded fixed
asset impairment expense of $1.2 million related to the crude oil trucking reporting unit. During the year ended December 31, 2018 , the Partnership recognized
fixed asset impairment expenses of approximately $40.7 million related to a markdown of our pipeline system to estimated fair value, $1.7 million related to the
market value of its pipeline linefill assets and $0.4 million related to the value of obsolete trucking stations in Oklahoma and Colorado. In addition, the Partnership
recognized a $10.0 million impairment on a push-down basis related to Ergon’s investment in Cimarron Pipeline. See Note 14 for more information.
On July 12, 2018, the Partnership sold certain asphalt terminals, storage tanks and related real property, contracts, permits, assets and other interests located in
Lubbock and Saginaw, Texas and Memphis, Tennessee (the “Divestiture”) to Ergon Asphalt & Emulsion, Inc. for a purchase price of $90.0 million , subject to
customary adjustments. The Divestiture does not qualify as discontinued operations as it does not represent a strategic shift that will have a major effect on the
Partnership’s operations or financial results. The Partnership used the proceeds received at closing to prepay revolving debt under its credit agreement.
In April 2018, the Partnership sold its producer field services business. The Partnership received cash proceeds at closing of approximately $3.0 million and
recorded a gain of $0.4 million . The Partnership used the proceeds received at closing to repay revolving debt under its credit facility. The sale of the producer
field services business does not qualify as discontinued operations as it does not represent a strategic shift that will have a major effect on the Partnership’s
operations or financial results.
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In April 2017, the Partnership sold its East Texas pipeline system. The Partnership received cash proceeds at closing of approximately $4.8 million and
recorded a gain of less than $0.1 million . The Partnership used the proceeds received at closing to repay revolving debt under its credit facility. The sale of the
East Texas pipeline business does not qualify as discontinued operations as it does not represent a strategic shift that will have a major effect on the Partnership’s
operations or financial results.
9. INTANGIBLES AND OTHER ASSETS, NET
Intangibles and other assets, net of accumulated amortization, consist of the following:
As of December 31,
2017

2018

(in thousands)
Customer relationships

$

Deferred charges related to pipeline connection agreements

12,221

$

19,214

2,716

2,716

Deposits

302

283

Prepaid insurance

353

248

Other prepaid expenses

103

75

15,695

22,536

(2,782)

(5,096)

Intangibles and other assets, gross
Accumulated amortization of intangible assets
$

Intangibles and other assets, net

12,913

$

17,440

Amortization expense related to intangibles for the years ended December 31, 2016 , 2017 and 2018 was $1.2 million , $1.3 million and $2.5 million ,
respectively. The estimated aggregate future amortization expense on amortizable intangible assets currently owned by the Partnership is as follows (in thousands):
For year ending:
December 31, 2019

$

2,746

December 31, 2020

2,746

December 31, 2021

2,746

December 31, 2022

2,746

December 31, 2023

1,321

Thereafter

4,529
$

Total estimated aggregate amortization expense

16,834

Customer relationships include $7.6 million and $8.4 million related to the acquisition of asphalt facilities in March 2018 and February 2016, respectively, and
$3.2 million related to the acquisition of a pipeline and crude oil marketing business in November 2015. The customer relationships are being amortized over a
range of 5 to 20 years.
During the year ended December 31, 2017, the Partnership recognized intangible asset impairment charges of $0.2 million on customer relationships related to
the producer field services business, primarily operated in the Texas panhandle. During the year ended December 31 2018 , the Partnership recognized intangible
asset impairment charges of $0.2 million related to a customer contract asset in crude oil pipeline services business.
10. DEBT
On May 11, 2017, the Partnership entered into an amended and restated credit agreement. On June 28, 2018, the credit agreement was amended to, among
other things, reduce the revolving loan facility from $450.0 million to $400.0 million and amend the maximum permitted consolidated total leverage ratio as
discussed below.
As of March 11, 2019 , approximately $253.6 million of revolver borrowings and $1.2 million of letters of credit were outstanding under the credit agreement,
leaving the Partnership with available capacity of approximately $145.2 million for additional revolver borrowings and letters of credit under the credit agreement,
although the Partnership’s ability to borrow such funds may be limited by the financial covenants in the credit agreement. The proceeds of loans made under the
amended and restated credit agreement may be used for working capital and other general corporate purposes of the Partnership. All references herein to the credit
agreement on or after May 11, 2017, refer to the amended and restated credit agreement.
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The credit agreement is guaranteed by all of the Partnership’s existing subsidiaries. Obligations under the credit agreement are secured by first priority liens on
substantially all of the Partnership’s assets and those of the guarantors.
The credit agreement includes procedures for additional financial institutions to become revolving lenders, or for any existing lender to increase its revolving
commitment thereunder, subject to an aggregate maximum of $600.0 million for all revolving loan commitments under the credit agreement.
The credit agreement will mature on May 11, 2022 , and all amounts outstanding under the credit agreement will become due and payable on such date. The
credit agreement requires mandatory prepayments of amounts outstanding thereunder with the net proceeds from certain asset sales, property or casualty insurance
claims and condemnation proceedings, unless the Partnership reinvests such proceeds in accordance with the credit agreement, but these mandatory prepayments
will not require any reduction of the lenders’ commitments under the credit agreement.
Borrowings under the credit agreement bear interest, at the Partnership’s option, at either the reserve-adjusted eurodollar rate (as defined in the credit
agreement) plus an applicable margin which ranges from 2.0% to 3.25% or the alternate base rate (the highest of the agent bank’s prime rate, the federal funds
effective rate plus 0.5% and the 30-day eurodollar rate plus 1.0% ) plus an applicable margin which ranges from 1.0% to 2.25% . The Partnership pays a per
annum fee on all letters of credit issued under the credit agreement, which fee equals the applicable margin for loans accruing interest based on the eurodollar rate,
and the Partnership pays a commitment fee ranging from 0.375% to 0.5% on the unused commitments under the credit agreement. The applicable margins for the
Partnership’s interest rate, the letters of credit fee and the commitment fee vary quarterly based on the Partnership’s consolidated total leverage ratio (as defined in
the credit agreement, being generally computed as the ratio of consolidated total debt to consolidated earnings before interest, taxes, depreciation, amortization and
certain other non-cash charges).
The credit agreement includes financial covenants which are tested on a quarterly basis, based on the rolling four-quarter period that ends on the last day of
each fiscal quarter.
Prior to the date on which the Partnership issues qualified senior notes in an aggregate principal amount (when combined with all other qualified senior notes
previously or concurrently issued) that equals or exceeds $200.0 million , the maximum permitted consolidated total leverage ratio will be 5.50 to 1.00 for the
fiscal quarter December 31, 2018; 5.25 to 1.00 for the fiscal quarters ending March 31, 2019, and June 30, 2019; 5.00 to 1.00 for the fiscal quarters ending
September 30, 2019, and December 31, 2019; and 4.75 to 1.00 for the fiscal quarter ending March 31, 2020, and each fiscal quarter thereafter; provided that the
maximum permitted consolidated total leverage ratio may be increased to 5.25 to 1.00 for certain quarters after December 31, 2019, based on the occurrence of a
specified acquisition (as defined in the credit agreement, but generally being an acquisition for which the aggregate consideration is $15.0 million or more).
From and after the date on which the Partnership issues qualified senior notes in an aggregate principal amount (when combined with all other qualified senior
notes previously or concurrently issued) that equals or exceeds $200.0 million , the maximum permitted consolidated total leverage ratio is 5.00 to 1.00; provided
that from and after the fiscal quarter ending immediately preceding the fiscal quarter in which a specified acquisition occurs, to and including the last day of the
second full fiscal quarter following the fiscal quarter in which such acquisition occurred, the maximum permitted consolidated total leverage ratio is 5.50 to 1.00.
The maximum permitted consolidated senior secured leverage ratio (as defined in the credit agreement, but generally computed as the ratio of consolidated
total secured debt to consolidated earnings before interest, taxes, depreciation, amortization and certain other non-cash charges) is 3.50 to 1.00, but this covenant is
only tested from and after the date on which the Partnership issues qualified senior notes in an aggregate principal amount (when combined with all other qualified
senior notes previously or concurrently issued) that equals or exceeds $200.0 million .
The minimum permitted consolidated interest coverage ratio (as defined in the credit agreement, but generally computed as the ratio of consolidated earnings
before interest, taxes, depreciation, amortization and certain other non-cash charges to consolidated interest expense) is 2.50 to 1.00.
In addition, the credit agreement contains various covenants that, among other restrictions, limit the Partnership’s ability to:
•
•
•

create, issue, incur or assume indebtedness;
create, incur or assume liens;
engage in mergers or acquisitions;
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•
•
•
•
•
•
•
•
•

sell, transfer, assign or convey assets;
repurchase the Partnership’s equity, make distributions to unitholders and make certain other restricted payments;
make investments;
modify the terms of certain indebtedness, or prepay certain indebtedness;
engage in transactions with affiliates;
enter into certain hedging contracts;
enter into certain burdensome agreements;
change the nature of the Partnership’s business; and
make certain amendments to the Partnership’s partnership agreement.

At December 31, 2018 , the Partnership’s consolidated total leverage ratio was 5.09 to 1.00 and the consolidated interest coverage ratio was 3.34 to 1.00. The
Partnership was in compliance with all covenants of its credit agreement as of December 31, 2018 .
Management evaluates whether conditions and/or events raise substantial doubt about the Partnership’s ability to continue as a going concern within one year
after the date that the consolidated financial statements are issued (the “assessment period”). In performing this assessment, management considered the risk
associated with its ongoing ability to meet the financial covenants.
Based on the Partnership’s forecasted EBITDA during the assessment period, management believes that it will meet these financial covenants (as described
below). However, there are certain inherent risks associated with our continued ability to comply with our consolidated total leverage ratio covenant. These risks
relate, among other things, to potential future (a) decreases in storage volumes and rates as well as throughput and transportation rates realized; (b) weather
phenomenon that may potentially hinder the Partnership’s asphalt business activity; and (c) other items affecting forecasted levels of expenditures and uses of cash
resources. Violation of the consolidated total leverage ratio covenant would be an event of default under the credit agreement, which would cause our $265.6
million in outstanding debt, as of December 31, 2018, to become immediately due and payable. If this were to occur, the Partnership would not expect to have
sufficient liquidity to repay these outstanding amounts then due, which could cause the lenders under the credit facility to pursue other remedies. Such remedies
could include exercising their collateral rights to the Partnership’s assets.
In response to the risks described above, management undertook a plan to seek, and ultimately obtained, support from Ergon, the owner of the Partnership’s
general partner interest, in the form of a $15.0 million prepayment for certain asphalt lease commitments through September 2019. The Partnership received these
funds on March 8, 2019 , and, as of March 12, 2019, paid $14.0 million to reduce outstanding borrowings under the credit agreement, thus providing increased
flexibility under the consolidated total leverage ratio covenant. Given this added flexibility, and based on management’s current forecasts, management believes
the Partnership will be able to comply with the consolidated total leverage ratio during the assessment period. However, the Partnership cannot make any
assurances that it will be able to achieve management’s forecasts. If the Partnership is unable to achieve management’s forecasts, further actions may be necessary
to remain in compliance with the Partnership’s consolidated total leverage ratio covenant including, but not limited to, cost reductions, common and preferred
unitholder distribution curtailments, and/or asset sales. The Partnership can make no assurances that it would be successful in undertaking these actions, or that,
the Partnership will remain in compliance with the consolidated total leverage ratio during the assessment period.
The credit agreement permits the Partnership to make quarterly distributions of available cash (as defined in the Partnership’s partnership agreement) to
unitholders so long as no default or event of default exists under the credit agreement on a pro forma basis after giving effect to such distribution, provided,
however, in no event shall aggregate quarterly distributions in any individual fiscal quarter exceed $10.7 million through, and including, the fiscal quarter ending
December 31, 2019. The Partnership is currently allowed to make distributions to its unitholders in accordance with this covenant; however, the Partnership will
only make distributions to the extent it has sufficient cash from operations after establishment of cash reserves as determined by the Board of Directors (the
“Board”) of Blueknight Energy Partners G.P., L.L.C (the “general partner”) in accordance with the Partnership’s cash distribution policy, including the
establishment of any reserves for the proper conduct of the Partnership’s business. See Note 12 for additional information regarding distributions.
In addition to other customary events of default, the credit agreement includes an event of default if:
(i)
(ii)

the general partner ceases to own 100% of the Partnership’s general partner interest or ceases to control the Partnership;
Ergon ceases to own and control 50.0% or more of the membership interests of the general partner; or
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(iii)

during any period of 12 consecutive months, a majority of the members of the Board of the general partner ceases to be composed of individuals:
(A) who were members of the Board on the first day of such period;
(B) whose election or nomination to the Board was approved by individuals referred to in clause (A) above constituting at the time of such
election or nomination at least a majority of the Board; or
(C) whose election or nomination to the Board was approved by individuals referred to in clauses (A) and (B) above constituting at the time
of such election or nomination at least a majority of the Board, provided that any changes to the composition of individuals serving as
members of the Board approved by Ergon will not cause an event of default.

If an event of default relating to bankruptcy or other insolvency events occurs with respect to the general partner or the Partnership, all indebtedness under the
credit agreement will immediately become due and payable. If any other event of default exists under the credit agreement, the lenders may accelerate the maturity
of the obligations outstanding under the credit agreement and exercise other rights and remedies. In addition, if any event of default exists under the credit
agreement, the lenders may commence foreclosure or other actions against the collateral.
If any default occurs under the credit agreement, or if the Partnership is unable to make any of the representations and warranties in the credit agreement, the
Partnership will be unable to borrow funds or have letters of credit issued under the credit agreement.
Upon the execution of the amended and restated credit agreement in May 2017, the Partnership expensed $0.7 million of debt issuance costs related to the
prior revolving loan facility, leaving a remaining balance of $0.9 million ascribed to those lenders with commitments under both the prior and the amended and
restated credit agreement. Additionally, due to the reduction in available borrowing capacity, the Partnership expensed $0.4 million of debt issuance costs upon the
execution of the first amendment to its credit agreement in June 2018. During the years ended December 31, 2016 , 2017 and 2018 , the Partnership capitalized
debt issuance costs related to its credit agreement of $1.0 million , $4.2 million and $0.4 million , respectively. The debt issuance costs are being amortized over
the term of the credit agreement. Interest expense related to debt issuance cost amortization for each of the years ended December 31, 2016 and 2017 , was $1.1
million . Interest expense related to debt issuance cost amortization for the year ended December 31, 2018 was $1.0 million .
During the years ended December 31, 2016 , 2017 and 2018 , the weighted average interest rate under the Partnership’s credit agreement, excluding the $0.7
million and $0.4 million of debt issuance costs related to the prior credit agreement that were expensed as described above, was 3.95% , 4.43% and 5.49% ,
respectively, resulting in interest expense of approximately $11.2 million , $13.8 million and $16.8 million , respectively.
The Partnership is exposed to market risk for changes in interest rates related to its credit agreement. Interest rate swap agreements are used to manage a
portion of the exposure related to changing interest rates by converting floating-rate debt to fixed-rate debt. As of December 31, 2017 and 2018 , the Partnership
had interest rate swaps with notional amounts totaling $200.0 million and $100.0 million , respectively, to hedge the variability of its LIBOR-based interest
payments. An interest rate swap agreement with a notional amount of $100.0 million expired on June 28, 2018. Interest rate swap agreements with notional
amounts totaling $100.0 million matured on January 28, 2019. During the years ended December 31, 2016 , and 2017 , the Partnership recorded swap interest
expense of $2.5 million and $1.3 million , respectively. During the year ended December 31, 2018 the Partnership recorded swap interest income of $0.1 million .
The interest rate swaps do not receive hedge accounting treatment under ASC 815 - Derivatives and Hedging .
The following provides information regarding the Partnership’s assets and liabilities related to its interest rate swap agreements as of the periods indicated (in
thousands):
Derivatives Not Designated as Hedging
Instruments

Fair Values of Derivatives

Balance Sheet Location

As of December 31,
2017

2018

Interest rate swap assets - current

Other current assets

$

68

$

44

Interest rate swap liabilities - noncurrent

Long-term interest rate swap liabilities

$

225

$

—

Changes in the fair value of the interest rate swaps are reflected in the consolidated statements of operations as follows (in thousands):
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Derivatives Not Designated as
Hedging Instruments

Location of Gain Recognized in Net
Income on Derivatives

Amount of Gain Recognized in Net Income on
Derivatives
Year ended December 31,
2016

Interest rate swaps

Interest expense, net of capitalized
interest

$

2017

1,156

$

2018

1,790

$

201

11. NET INCOME PER LIMITED PARTNER UNIT
For purposes of calculating earnings per unit, the excess of distributions over earnings or excess of earnings over distributions for each period are allocated to
the Partnership’s general partner based on the general partner’s ownership interest at the time. The following sets forth the computation of basic and diluted net
income per common unit (in thousands, except per unit data):
Year ended December 31,
2016
Net income (loss)

$

General partner interest in net income (loss)
Preferred interest in net income

(4,840)

20,045

433

944

25,824

25,115

$ (31,097)

Net loss available to limited partners

2017
$

$

(6,014)

2018
$

(42,047)
(512)
25,115

$

(66,650)

Basic and diluted weighted average number of units:
Common units
Restricted and phantom units
Total units
Basic and diluted net loss per common unit

$

35,093

38,342

40,348

803

862

1,011

35,896

39,204

41,359

(0.87)

$

(0.15)

$

(1.61)

12 . PARTNERS’ CAPITAL AND DISTRIBUTIONS
On December 1, 2017, the Partnership issued 1,898,380 common units to Ergon in a private placement for $10.2 million in exchange for an asphalt facility in
Bainbridge, Georgia. See additional detail in Note 5 .
On October 5, 2016, the Partnership completed the following transactions:
•
•
•

issued 847,457 common units to Ergon in a private placement for $5.0 million ;
repurchased 6,667,695 Preferred Units from each Vitol and Charlesbank for an aggregate purchase price of approximately $95.3 million , leaving both
Vitol and Charlesbank with 2,488,789 Preferred Units upon completion of these transactions; and
issued 18,312,968 Preferred Units to Ergon for $144.7 million , as well as 97,654 general partner units to Ergon for $0.7 million .

On July 26, 2016, the Partnership issued and sold 3,795,000 common units for a public offering price of $5.90 per unit, resulting in proceeds of approximately
$20.9 million , net of underwriters’ discount and offering expenses of $1.5 million .
In accordance with the terms of its partnership agreement, each quarter the Partnership distributes all of its available cash (as defined in the partnership
agreement) to its unitholders. Generally, distributions are allocated as follows:
•
•

first, 98.4% to the preferred unitholders and 1.6% to its general partner until the Partnership distributes for each Preferred Unit an amount equal to the
Preferred Units quarterly distribution amount discussed below;
second, 98.4% to the preferred unitholders and 1.6% to its general partner until the Partnership distributes for each Preferred Unit an amount equal to
any Preferred Units cumulative distribution arrearage; and
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•

thereafter, 98.4% to the common unitholders and 1.6% to its general partner until the common unitholders receive the minimum quarterly distribution
of $0.11 per unit.

The Preferred Units are convertible at the holders’ option into common units. Holders of the Preferred Units are entitled to quarterly distributions of $0.17875
per unit per quarter. If the Partnership fails to pay in full any distribution on the Preferred Units, the amount of such unpaid distribution will accrue and accumulate
from the last day of the quarter for which such distribution is due until paid in full.
The general partner receives incentive distribution rights. Incentive distribution rights represent the right to receive an increasing percentage ( 13.0% , 23.0%
and 48.0% ) of quarterly distributions of available cash from operating surplus after the minimum quarterly distribution and the target distribution levels have been
achieved. The general partner currently holds the incentive distribution rights, but may transfer these rights separately from its general partner interest, subject to
restrictions in the partnership agreement. If for any quarter:
•
•
•

the Partnership has distributed available cash from operating surplus to the holders of our Preferred Units in an amount equal to the Preferred Units
quarterly distribution amount;
the Partnership has distributed available cash from operating surplus to the holders of our Preferred Units in an amount necessary to eliminate any
cumulative arrearages in the payment of the Preferred Units quarterly distribution amount; and
the Partnership has distributed available cash from operating surplus to the common unitholders and Class B unitholders in an amount equal to the
minimum quarterly distribution;

then the partnership agreement requires that the Partnership distribute any additional available cash from operating surplus for that quarter among the unitholders
and the general partner in the following manner:
•
•
•
•

first, 98.4% to all unitholders holding common units or Class B units, pro rata, and 1.6% to the general partner, until each unitholder receives a total of
$0.1265 per unit for that quarter (the “first target distribution”);
second, 85.4% to all unitholders holding common units or Class B units, pro rata, and 14.6% to the general partner, until each unitholder receives a total
of $0.1375 per unit for that quarter (the “second target distribution”);
third, 75.4% to all unitholders holding common units or Class B units, pro rata, and 24.6% to the general partner, until each unitholder receives a total
of $0.1825 per unit for that quarter (the “third target distribution”); and
thereafter, 50.4% to all unitholders holding common units or Class B units, pro rata, and 49.6% to the general partner.

Distributions are also paid to the holders of restricted units and phantom units as disclosed in Note 15 .
The Partnership paid the following distributions on the Preferred Units during the years ended December 31, 2016 , 2017 and 2018 (in thousands):
Year
Paid

Periods Covered

Total

Paid to
Preferred
Unitholders

Paid to
General
Partner

2016

Quarters ending December 31, 2015, March 31, 2016, June 30, 2016 and
September 30, 2016

$ 22,837

$

22,449

$

388

2017

Quarters ending December 31, 2016, March 31, 2017, June 30, 2017 and
September 30, 2017

$ 25,534

$

25,115

$

420

2018

Quarters ending December 31, 2017, March 31, 2018, June 30, 2018 and
September 30, 2018

$ 25,523

$

25,115

$

408

In addition, on January 25, 2019 , the Board approved a cash distribution of $0.17875 per outstanding Preferred Unit for the quarter ending December 31,
2018 . The Partnership paid this distribution on the Preferred Units on February 14, 2019 , to unitholders of record as of February 4, 2019 . The total distribution
was approximately $6.4 million , with approximately $6.3 million and $0.1 million paid to the Partnership’s preferred unitholders and general partner, respectively.
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The Partnership paid the following distributions on the common units during the years ended December 31, 2016 , 2017 and 2018 (in thousands):

Year
Paid

Periods Covered

Total

Paid to
Common
Unitholders

Paid to
General
Partner

Paid to Phantom
and Restricted
Unitholders
Under the LTIP

2016 Quarters ending December 31, 2015, March 31, 2016, June $ 21,900
30, 2016 and September 30, 2016

$

20,509

$

933

$

458

2017 Quarters ending December 31, 2016, March 31, 2017, June $ 23,629
30, 2017 and September 30, 2017

$

22,147

$

994

$

488

2018 Quarters ending December 31, 2017, March 31, 2018, June $ 19,213
30, 2018 and September 30, 2018

$

18,154

$

626

$

433

In addition, on January 25, 2019 , the Board approved a cash distribution of $0.08 per outstanding common unit for the quarter ending December 31, 2018 .
The distribution was paid on February 14, 2019 , to unitholders of record as of February 4, 2019 . The total distribution was approximately $3.4 million , with
approximately $3.3 million and $0.1 million paid to the Partnership’s common unitholders and general partner, respectively, and $0.1 million paid to holders of
phantom and restricted units pursuant to awards granted under the LTIP.
13.

MAJOR CUSTOMERS AND CONCENTRATION OF CREDIT RISK
Significant customers are defined as those who represent 10% or more of our total consolidated revenues during the year.

For the year ended December 31, 2016, Ergon accounted for approximately 13% of the Partnership’s total revenues, all of which were earned in asphalt
terminalling services. One third-party customer accounted for approximately 13% of the Partnership’s total revenues, which were earned in all of the Partnership’s
operating segments.
For the year ended December 31, 2017, Ergon accounted for approximately 31% of the Partnership’s total revenues, all of which were earned in asphalt
terminalling services. One third-party customer accounted for approximately 12% of the Partnership’s total revenues, which were earned in all of the Partnership’s
operating segments.
For the year ended December 31, 2018, Ergon accounted for approximately 13% of the Partnership’s total revenues, which were earned in asphalt terminalling
services and crude oil pipeline services. One third-party customer accounted for approximately 10% of the Partnership’s total revenues, which were earned in all of
the Partnership’s operating segments. In addition, two other third-party customers each accounted for 15% of the Partnership’s total revenues, which were all
earned in the Partnership’s crude oil pipeline services.
14 . RELATED-PARTY TRANSACTIONS
On October 5, 2016, Ergon purchased 100% of the Partnership’s general partner from Vitol and Charlesbank, resulting in Ergon being classified as a related
party and Vitol and Charlesbank no longer being classified as related parties as of October 5, 2016.
The Partnership leases facilities to Ergon and provides liquid asphalt terminalling services to Ergon. For the year ended December 31, 2016 , the Partnership
recognized revenues of $22.2 million for services provided to Ergon, of which $11.0 million is classified as related-party revenues. For the years ended December
31, 2017 and 2018 , the Partnership recognized revenues of $56.4 million and $48.5 million , respectively, for services provided to Ergon, all of which is classified
as related-party revenue. See additional discussion below regarding material asphalt operating lease contracts and storage, throughput and handling contracts. As of
December 31, 2017 and 2018 , the Partnership had receivables from Ergon of $3.1 million and $1.0 million , respectively. On March 8, 2019 , Ergon made a $15.0
million prepayment of fees representing six months’ of future services under the Ergon Lessee Operated Facility Lease Agreements and Ergon Fontana and Las
Vegas Storage Throughput and Handling Agreement. The Partnership used the proceeds of this prepayment to prepay revolving debt under its credit agreement.
The Partnership and Ergon have an agreement (the “Agreement”) that gives each party rights concerning the purchase or sale of Ergon’s interest in Cimarron
Express Pipeline, LLC (“Cimarron Express”), subject to certain terms and conditions. The Agreement was filed as Exhibit 10.1 to the Partnership’s Current Report
on Form 8-K, filed May 14, 2018. Cimarron Express is planned to be a new 16-inch diameter, 65-mile crude oil pipeline running from northeastern Kingfisher
County, Oklahoma to
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the Partnership’s Cushing, Oklahoma crude oil terminal, with an originally anticipated in-service date in the second half of 2019. Ergon has formed a Delaware
limited liability company, Ergon - Oklahoma Pipeline, LLC (“DEVCO”), which holds Ergon’s 50% membership interest in Cimarron Express. Under the
Agreement, the Partnership has the right, at any time, to purchase 100% of the authorized and outstanding member interests in DEVCO from Ergon for the
Purchase Price (as defined in the Agreement), which shall be computed by taking Ergon’s total investment in the Cimarron Express plus interest, by giving written
notice to Ergon (the “Call”). Ergon has the right to require BKEP to purchase 100% of the authorized and outstanding member interests of DEVCO for the
Purchase Price (the “Put”) at any time beginning the earlier of (i) 18 months from the formation, May 9, 2018, of the joint venture company to build the pipeline,
(ii) six months after completion of the pipeline, or (iii) the event of dissolution of Cimarron Express. Upon exercise of the Call or the Put, Ergon and the
Partnership will execute the Member Interest Purchase Agreement, which is attached to the Agreement as Exhibit B. Upon receipt of the Purchase Price, Ergon
shall be obligated to convey 100% of the authorized and outstanding member interests in DEVCO to BKEP or its designee. There is not a separate amount of
consideration for the Put or the Call exchanged between the parties. Therefore, based on applicable GAAP, no value was assigned to the combined instrument on
the Partnership's balance sheet upon the execution of the put/call instrument. As of December 31, 2018, neither Ergon nor the Partnership has exercised their
options under the Agreement.
In December of 2018, the Partnership and Ergon became aware of circumstances adversely impacting the projected economic performance of Cimarron
Express. The Partnership and Ergon have worked together to evaluate available information about Cimarron Express, and have determined that Cimarron Express
is likely no longer economically viable.
As of December 31, 2018, Cimarron Express has spent approximately $30.6 million on the pipeline project, primarily related to the purchase of steel pipe and
equipment, rights of way and engineering and design services, and has cash on hand of approximately $1.9 million . Cimarron Express recorded a $20.9 million
impairment charge in the fourth quarter of 2018 to reduce the carrying amount of its assets to their estimated fair value. In addition to its capital contributions to
Cimarron Express, Ergon’s interest in DEVCO includes internal Ergon labor and capitalized interest that bring its investment in DEVCO to approximately $17.6
million . Ergon recorded a $10.0 million other-than-temporary impairment on its investment in Cimarron Express as of December 31, 2018 to reduce its investment
to its estimated fair value. As a result, the Partnership considered the SEC staff’s opinions outlined in SAB 107 Topic 5.T. Accounting for Expenses or Liabilities
Paid by Principal Stockholders. The Agreement was designed to have the Partnership, ultimately and from the onset, bear any risk of loss on the construction of the
pipeline project and eventually own a 50% interest in the pipeline. As a result, the Partnership has recorded on a push down basis a $10.0 million impairment of
Ergon’s investment in Cimarron Express in its consolidated results of operations during the year ended December 31, 2018, and a contingent liability payable to
Ergon as of December 31, 2018.
Effective April 1, 2018, the Partnership entered into an agreement with Ergon under which the Partnership purchases crude oil in connection with its crude oil
marketing operations. For the year ended December 31, 2018 , the Partnership made purchases of crude oil under this agreement totaling $ 108.8 million . As of
December 31, 2018 , the Partnership had payables to Ergon related to this agreement of $ 10.2 million related to the December crude oil settlement cycle, and this
balance was paid in full on January 22, 2019 .
The Partnership also provided operating and administrative services to Advantage Pipeline. On April 3, 2017, the Partnership sold its investment in Advantage
Pipeline and the operating and administrative services agreement was terminated. For the years ended December 31, 2016 and 2017 , the Partnership recognized
revenues of $1.3 million and $0.3 million , respectively, for services provided to Advantage Pipeline.
The Partnership provides crude oil gathering, transportation and terminalling services to Vitol. For the year ended December 31, 2016 , the Partnership
recognized related-party revenues of $17.9 million for services provided to Vitol.
Ergon 2017 Lubbock and Saginaw Storage and Handling Agreement
In September 2016, the Partnership and Ergon entered into a storage, throughput and handling agreement pursuant to which the Partnership provides Ergon
storage and terminalling services at the Lubbock and Saginaw asphalt facilities. The term of this agreement commenced on January 1, 2017, and was to continue
for six years. In July 2018, the Partnership sold the Lubbock and Saginaw facilities to Ergon and this agreement was terminated. The Board’s conflicts committee
reviewed and approved this agreement in accordance with the Partnership’s procedures for approval of related-party transactions and the provisions of the
partnership agreement. During the years ended December 31, 2017 and 2018 , the Partnership generated revenues under this agreement of $12.9 million and $6.7
million , respectively, all of which is classified as related-party revenue.
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Ergon 2016 Storage and Handling Agreement
In October 2016, the Partnership and Ergon entered into a storage, throughput and handling agreement (the “Ergon 2016 Storage and Handling Agreement”)
pursuant to which the Partnership provides Ergon storage and terminalling services at nine asphalt facilities. The term of the Ergon 2016 Storage, Throughput and
Handling Agreement commenced on October 5, 2016, and continues for seven years. The Board’s conflicts committee reviewed and approved this agreement in
accordance with the Partnership’s procedures for approval of related-party transactions and the provisions of the partnership agreement. During the years ended
December 31, 2016 , 2017 and 2018 , the Partnership generated revenue under this agreement of $6.2 million , $26.4 million and $24.8 million , respectively, all of
which is classified as related-party revenue.
Ergon Fontana and Las Vegas Storage Throughput and Handling Agreement
In October 2016, the Partnership and Ergon entered into a storage, throughput and handling agreement (the “Ergon Fontana and Las Vegas Storage
Throughput and Handling Agreement”) pursuant to which the Partnership provides Ergon storage and terminalling services at two asphalt facilities. The original
Ergon Fontana and Las Vegas Master Facilities Lease Agreement commenced on May 18, 2009, and was a part of Ergon Master Facilities Lease and Sublease
Agreement. See Ergon Master Facilities Lease and Sublease Agreement for additional detail regarding prior terms and conditions. The term of the Ergon Fontana
and Las Vegas Storage Throughput and Handling Agreement commenced on October 5, 2016, and expired on December 31, 2018. A new agreement was executed
in March 2019 with an effective date of January 1, 2019. This agreement has an initial term of five years. The Board’s conflicts committee reviewed and approved
these agreements in accordance with the Partnership’s procedures for approval of related-party transactions and the provisions of the partnership agreement.
During the years ended December 31, 2016 , 2017 and 2018 , the Partnership generated revenues under this agreement of $1.5 million , $6.2 million and $6.6
million , respectively, all of which is classified as related-party revenue.
Ergon Master Facilities Lease and Sublease Agreement
In May 2009, the Partnership and Ergon entered into a facilities lease and sublease agreement (the “Ergon Master Facilities Lease and Sublease Agreement”)
pursuant to which the Partnership leases Ergon certain facilities. The original term of the Ergon Master Facilities Lease and Sublease Agreement commenced on
May 18, 2009, for two years, until December 31, 2011. The Ergon Master Facilities Lease and Sublease Agreement has been amended and extended several times
and encompassed eight facilities through June 2018. In July 2018, the Partnership sold one of the facilities covered by this agreement and it was amended to
remove that facility. This agreement expired on December 31, 2018, and a new agreement, the Lessee Operated Facility Lease Agreement, was executed in March
2019. The new agreement encompasses 12 facilities, which includes facilities previously accounted for under this agreement and the Ergon Master Facilities
Sublease and Sublicense Agreement. The new agreement has an effective date of January 1, 2019, and an initial term of five years. The Board’s conflicts
committee reviewed and approved these agreements in accordance with the Partnership’s procedures for approval of related-party transactions and the provisions
of the partnership agreement. During the year ended December 31, 2016 , the Partnership generated revenues under this agreement of $9.2 million , of which $1.8
million is classified as related-party revenue. During the years ended December 31, 2017 and 2018, the Partnership generated revenues under this agreement of
$5.2 million and $5.3 million , respectively, all of which is classified as related-party revenue.
Ergon Master Facilities Sublease and Sublicense Agreement
In May 2009, the Partnership and Ergon entered into multiple sublease and sublicense agreements covering five facilities. The original terms of these
agreements commenced on May 18, 2009, for two years, until December 31, 2011. In November 2010, these multiple leases were consolidated under one master
sublease and sublicense agreement. This agreement was amended in June 2015 and expired on December 31, 2018. This agreement expired on December 31, 2018,
and a new agreement, the Lessee Operated Facility Lease Agreement, was executed in March 2019. The new agreement combined the facilities under this
agreement and the Ergon Master Facilities Lease and Sublease Agreement. The new agreement has an effective date of January 1, 2019, and an initial term of five
years. During the year ended December 31, 2016 , the Partnership generated revenues under this agreement of $3.6 million , of which $1.0 million is classified as
related-party revenue. During the years ended December 31, 2017 and 2018, the Partnership generated revenues under this agreement of $3.7 million and $2.8
million , all of which is classified as related-party revenue.
Vitol Storage Agreements
In recent years, a significant portion of the Partnership’s crude oil storage capacity has been dedicated to Vitol under multiple agreements. During the year
ended December 31, 2016 , when Vitol was a related party, 2.2 million barrels of storage capacity were dedicated to Vitol under these storage agreements. Service
revenues under these agreements are based
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on the barrels of storage capacity dedicated to Vitol under the applicable agreement at rates that, the Partnership believes, are fair and reasonable to the
Partnership and its unitholders and are comparable with the rates the Partnership charges third parties. The Board’s conflicts committee reviewed and approved
these agreements in accordance with the Partnership’s procedures for approval of related-party transactions and the provisions of the partnership agreement. For
the year ended December 31, 2016, the Partnership generated revenues under these agreements of approximately $9.6 million , of which $7.5 million is classified
as related-party revenue.
15 .

LONG-TERM INCENTIVE PLAN

In July 2007, the general partner adopted the LTIP, which is administered by the compensation committee of the Board. Effective April 29, 2014, the
Partnership’s unitholders approved an amendment to the LTIP to increase the number of common units reserved for issuance under the incentive plan to 4.1
million common units, subject to adjustment for certain events. Although other types of awards are contemplated under the LTIP, currently outstanding awards
include “phantom” units, which convey the right to receive common units upon vesting, and “restricted” units, which are grants of common units restricted until
the time of vesting. Certain of the phantom unit awards also include DERs.
Subject to applicable earning criteria, a DER entitles the grantee to a cash payment equal to the cash distribution paid on an outstanding common unit prior to
the vesting date of the underlying award. Recipients of restricted and phantom units are entitled to receive cash distributions paid on common units during the
vesting period which are reflected initially as a reduction of partners’ capital. Distributions paid on units that ultimately do not vest are reclassified as
compensation expense. Awards granted to date are equity awards and, accordingly, the fair value of the awards as of the grant date is expensed over the vesting
period.
In connection with each anniversary of joining the Board, restricted common units are granted to the independent directors. The units vest in one-third
increments over three years. The following table includes information on grants made to the directors under the LTIP subject to vesting requirements:

Grant Date

Number of
Units

Weighted Average
Grant Date Fair
Value

Grant Date Total
Fair Value
(in thousands)

December 2016

10,950

$

6.85

$

75

December 2017

15,306

$

4.85

$

74

December 2018

23,436

$

1.20

$

28

In addition, the independent directors received common unit grants that have no vesting requirement as part of their compensation. The following table
includes information on grants made to the directors under the LTIP that have no vesting requirement:

Grant Date

Number of
Units

Weighted Average
Grant Date Fair
Value

Grant Date Total
Fair Value
(in thousands)

December 2016

10,220

$

6.85

$

70

December 2017

14,286

$

4.85

$

69

December 2018

21,875

$

1.20

$

26

The Partnership also grants phantom units to employees. These grants are equity awards under ASC 718 – Stock Compensation and, accordingly, the fair value
of the awards as of the grant date is expensed over the vesting period. The following table includes information on the outstanding grants:

Grant Date
March 2016

Number of
Units

Weighted Average
Grant Date Fair
Value

Grant Date Total
Fair Value
(in thousands)

416,131

$

4.77

$

9,960

$

5.85

$

58

March 2017

323,339

$

7.15

$

2,312

March 2018

396,536

$

4.77

$

1,891

October 2016
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The unrecognized estimated compensation cost relating to outstanding phantom units at December 31, 2018 , was $1.9 million , which will be recognized over
the remaining vesting period. On January 1, 2019, 302,786 units of the March 2016 grant vested.
The Partnership’s equity-based incentive compensation expense for the years ended December 31, 2016 , 2017 and 2018 was $2.5 million , $2.2 million and
$2.2 million , respectively.
Activity pertaining to phantom common units and restricted common unit awards granted under the LTIP is as follows:
Number of
Units
Nonvested, December 31, 2017

923,551

Weighted Average
Grant Date Fair
Value
$

6.29

Granted

503,295

4.45

Vested

311,927

6.71

Forfeited

116,700

5.44

998,219

Nonvested, December 31, 2018
16.

$

5.88

EMPLOYEE BENEFIT PLAN

Under the Partnership’s 401(k) Plan, which was instituted in 2009 , employees who meet specified service requirements may contribute a percentage of their
total compensation, up to a specified maximum, to the 401(k) Plan. The Partnership may match each employee’s contribution, up to a specified maximum, in full
or on a partial basis. The Partnership recognized expense of $1.2 million for each of the years ended December 31, 2016 , 2017 and 2018 , for discretionary
contributions under the 401(k) Plan.
The Partnership may also make annual lump-sum contributions to the 401(k) Plan irrespective of the employee’s contribution match. The Partnership may
make a discretionary annual contribution in the form of profit sharing calculated as a percentage of an employee’s eligible compensation. This contribution is
retirement income under the qualified 401(k) Plan. Annual profit sharing contributions to the 401(k) Plan are submitted to the Board for approval. The Partnership
recognized expense of $0.8 million for each of the years ended December 31, 2016 and 2017 , respectively, and $0.2 million for the year ended December 31, 2018
, for discretionary profit sharing contributions under the 401(k) Plan.
Under the Partnership’s Employee Unit Purchase Plan (the “Unit Purchase Plan”), which was instituted in January 2015, employees have the opportunity to
acquire or increase their ownership of common units representing limited partner interests in the Partnership. Eligible employees who enroll in the Unit Purchase
Plan may elect to have a designated whole percentage, up to a specified maximum, of their eligible compensation for each pay period withheld for the purchase of
common units at a discount to the then current market value. A maximum of 1,000,000 common units may be delivered under the Unit Purchase Plan, subject to
adjustment for a recapitalization, split, reorganization, or similar event pursuant to the terms of the Unit Purchase Plan. The Partnership recognized expense of $0.1
million for each of the years ended December 31, 2016 , 2017 and 2018 , in connection with the Unit Purchase Plan.
17.

PROFITS INTEREST OF BLUEKNIGHT GP HOLDING, LLC

In October 2012, the owners of Blueknight GP Holding, LLC (“HoldCo”), the owner of the general partner, admitted Mr. Hurley as a member of HoldCo. In
connection with his admission as a member of HoldCo, Mr. Hurley was issued a non-voting economic interest in HoldCo (the “Profits Interest”). Upon the Ergon
Change of Control, Vitol and Charlesbank, the previous owners of HoldCo, repurchased and canceled the Profits Interest.
Although the entire economic burden of the Profits Interest, which was equity classified, was borne solely by HoldCo and did not impact the Partnership’s
cash or units outstanding, the intent of the Profits Interest was to provide a performance incentive and encourage retention of Mr. Hurley. Therefore, the
Partnership recognized the grant date fair value of the Profits Interest as compensation expense over the service period and the repurchase of the Profits Interest in
the period paid. The expense is also reflected as a capital contribution and, therefore, results in a corresponding credit to partners’ capital in the Partnership’s
consolidated financial statements. The Partnership recognized expense of $0.9 million in relation to the Profits Interest during the year ended December 31, 2016 .
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18 .

COMMITMENTS AND CONTINGENCIES

The Partnership leases certain real property and equipment under various operating leases. It also incurs costs associated with leased land, rights-of-way,
permits and regulatory fees, the contracts for which generally extend beyond one year but can be cancelled at any time should they no longer be required for
operations. Future non-cancellable commitments related to these items at December 31, 2018 , are summarized below (in thousands):
Operating
Leases

For year ending:
December 31, 2019

$

2,862

December 31, 2020

1,904

December 31, 2021

1,242

December 31, 2022

640

December 31, 2023

548

Thereafter

1,259
$

Total future minimum lease payments

8,455

Rental expense was $6.5 million , $6.2 million and $5.0 million for the years ended December 31, 2016 , 2017 and 2018 , respectively.
The Partnership is from time to time subject to various legal actions and claims incidental to its business. Management believes that these legal proceedings
will not have a material adverse effect on the financial position, results of operations or cash flows of the Partnership. Once management determines that
information pertaining to a legal proceeding indicates that it is probable that a liability has been incurred and the amount of such liability can be reasonably
estimated, an accrual is established equal to its estimate of the likely exposure.
The Partnership has contractual obligations to perform dismantlement and removal activities in the event that some of its asphalt product and residual fuel oil
terminalling assets are abandoned. These obligations include varying levels of activity, including completely removing the assets and returning the land to its
original state. The Partnership has determined that the settlement dates related to the retirement obligations are indeterminate. The assets with indeterminate
settlement dates have been in existence for many years and with regular maintenance will continue to be in service for many years to come. Also, it is not possible
to predict when demands for the Partnership’s terminalling services will cease, and the Partnership does not believe that such demand will cease in the foreseeable
future. Accordingly, the Partnership believes the date when these assets will be abandoned is indeterminate. With no reasonably determinable abandonment date,
the Partnership cannot reasonably estimate the fair value of the associated asset retirement obligations. Management believes that if the Partnership’s asset
retirement obligations were settled in the foreseeable future, the potential cash flows that would be required to settle the obligations based on current costs are not
material. The Partnership will record asset retirement obligations for these assets in the period in which sufficient information becomes available for it to
reasonably determine the settlement dates.
19.

ENVIRONMENTAL REMEDIATION

The Partnership maintains insurance of various types with varying levels of coverage that it considers adequate under the circumstances to cover its operations
and properties. The insurance policies are subject to deductibles and retention levels that the Partnership considers reasonable and not excessive. Consistent with
insurance coverage generally available in the industry, in certain circumstances the Partnership’s insurance policies provide limited coverage for losses or liabilities
relating to gradual pollution, with broader coverage for sudden and accidental occurrences. Although the Partnership maintains a program designed to prevent and,
as applicable, to detect and address such releases promptly, damages and liabilities incurred due to environmental releases from its assets may substantially affect
its business.
At December 31, 2017 and 2018 , the Partnership was aware of existing conditions that may cause it to incur expenditures in the future for the remediation of
existing environmental matters. The Partnership had loss contingencies of $0.1 million and $0.2 million as of December 31, 2017 and 2018 , respectively. Changes
in the Partnership’s estimates and assumptions may occur as a result of the passage of time and the occurrence of future events.
20. FAIR VALUE MEASUREMENTS
The Partnership uses valuation techniques, such as the market approach (comparable market prices), the income approach (present value of future income or
cash flow) and the cost approach (cost to replace the service capacity of an asset or
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replacement cost) to value these assets and liabilities as appropriate. The Partnership uses an exit price when determining the fair value. The exit price represents
amounts that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants.
The Partnership utilizes a three-tier fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value into three broad levels.
The following is a brief description of those three levels:
Level 1

Observable inputs such as quoted prices (unadjusted) in active markets for identical assets or liabilities.

Level 2

Inputs other than quoted prices that are observable for these assets or liabilities, either directly or indirectly. These include quoted prices for
similar assets or liabilities in active markets and quoted prices for identical or similar assets or liabilities in markets that are not active.

Level 3

Unobservable inputs in which there is little market data, which requires the reporting entity to develop its own assumptions.

This hierarchy requires the use of observable market data, when available, to minimize the use of unobservable inputs when determining fair value. In periods
in which they occur, the Partnership recognizes transfers into and out of Level 3 as of the end of the reporting period. Transfers out of Level 3 represent existing
assets and liabilities that were classified previously as Level 3 for which the observable inputs became a more significant portion of the fair value estimates.
Determining the appropriate classification of the Partnership’s fair value measurements within the fair value hierarchy requires management’s judgment regarding
the degree to which market data is observable or corroborated by observable market data.
The Partnership’s recurring financial assets and liabilities subject to fair value measurements and the necessary disclosures are as follows (in thousands):
Fair Value Measurements as of December 31, 2017

Description

Total

Quoted Prices
in Active
Markets for
Identical Assets
(Level 1)

Significant
Other
Observable
Inputs
(Level 2)

Significant
Unobservable
Inputs
(Level 3)

Assets:
Interest rate swap assets

$

68

$

—

$

68

$

—

Total swap assets

$

68

$

—

$

68

$

—

$

225

$

—

$

225

$

—

$

225

$

—

$

225

$

—

Liabilities:
Interest rate swap liabilities
Total swap liabilities

Fair Value Measurements as of December 31, 2018

Description

Quoted Prices
in Active
Markets for
Identical Assets
(Level 1)

Total

Significant
Other
Observable
Inputs
(Level 2)

Significant
Unobservable
Inputs
(Level 3)

Assets:
Interest rate swap assets
Total swap assets

$

44

$

—

$

44

$

—

$

44

$

—

$

44

$

—

Fair Value of Other Financial Instruments
The following disclosure of the estimated fair value of financial instruments is made in accordance with accounting guidance for financial instruments. The
Partnership has determined the estimated fair values by using available market information and valuation methodologies. Considerable judgment is required in
interpreting market data to develop the estimates of fair value. The use of different market assumptions or valuation methodologies may have a material effect on
the estimated fair value amounts.
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At December 31, 2018 , the carrying values on the consolidated balance sheets for cash and cash equivalents (classified as Level 1), accounts receivable and
accounts payable approximate their fair value because of their short-term nature.
Based on the borrowing rates currently available to the Partnership for credit agreement debt with similar terms and maturities and consideration of the
Partnership’s non-performance risk, long-term debt associated with the Partnership’s credit agreement at December 31, 2018 , approximates its fair value. The fair
value of the Partnership’s long-term debt was calculated using observable inputs (LIBOR for the risk-free component) and unobservable company-specific credit
spread information. As such, the Partnership considers this debt to be Level 3.
21 .

OPERATING SEGMENTS

The Partnership’s operations consist of four operating segments: (i) asphalt terminalling services, (ii) crude oil terminalling services, (iii) crude oil pipeline
services and (iv) crude oil trucking services.
ASPHALT TERMINALLING SERVICES — The Partnership provides liquid asphalt cement and residual fuel oil terminalling services at its 53
terminalling facilities located in 26 states.
CRUDE OIL TERMINALLING SERVICES — The Partnership provides crude oil terminalling services at its terminalling facility located in Oklahoma.
CRUDE OIL PIPELINE SERVICES — The Partnership owns and operates pipeline systems that gather crude oil purchased by its customers and transports
it to refiners, to common carrier pipelines for ultimate delivery to refiners or to terminalling facilities owned by the Partnership and others. The Partnership refers
to its pipeline system located in Oklahoma and the Texas Panhandle as the Mid-Continent pipeline system. The Partnership previously owned and operated the
East Texas pipeline system, which is located in Texas. On April 18, 2017, the Partnership sold the East Texas pipeline system. See Note 8 for additional
information. Crude oil marketing revenues consist of sales proceeds recognized for the sale of crude oil to third-party customers. Revenue for the sale of crude oil
is recognized when title to the crude oil transfers to the customer and is based on contractual prices for the sale of crude oil.
CRUDE OIL TRUCKING SERVICES — The Partnership uses its owned and leased tanker trucks to gather crude oil for its customers at remote wellhead
locations generally not covered by pipeline and gathering systems and to transport the crude oil to aggregation points and terminalling facilities located along
pipeline gathering and transportation systems. On April 24, 2018, the Partnership sold the producer field services business. As a result of the sale of the producer
field services business, the Partnership changed the name of this operating segment to crude oil trucking services during the second quarter of 2018. See Note 8 for
additional information.
The Partnership’s management evaluates performance based upon segment operating margin, which includes revenues from related parties and external
customers and operating expense excluding depreciation and amortization. The non-GAAP measure of operating margin (in the aggregate and by segment) is
presented in the following table. The Partnership computes the components of operating margin by using amounts that are determined in accordance with GAAP.
The Partnership accounts for intersegment product sales as if the sales were to third parties, that is, at current market prices. A reconciliation of operating margin to
income before income taxes, which is its nearest comparable GAAP financial measure, is included in the following table. The Partnership believes that investors
benefit from having access to the same financial measures being utilized by management. Operating margin is an important measure of the economic performance
of the Partnership’s core operations. This measure forms the basis of the Partnership’s internal financial reporting and is used by its management in deciding how
to allocate capital resources among segments. Income before income taxes, alternatively, includes expense items, such as depreciation and amortization, general
and administrative expenses and interest expense, which management does not consider when evaluating the core profitability of the Partnership’s operations.
The following table reflects certain financial data for each segment for the periods indicated (in thousands):
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Year ended December 31,
2016

2017

2018

Asphalt Terminalling Services
Service revenue:
Third-party revenue

$

Related-party revenue

75,655

$

57,486

$

26,108

11,762

56,378

21,686

Third-party revenue

—

—

41,319

Related-party revenue

—

—

25,961

—

—

482

Total revenue for reportable segments

87,417

113,864

115,556

Operating expense, excluding depreciation and amortization

30,648

49,241

49,229

Operating margin, excluding depreciation and amortization

56,769

64,623

66,327

148,622

22,046

30,068

Lease revenue:

Product sales revenue:
Related-party revenue

Additions to long-lived assets
Total assets (end of period)

$

141,280

$

146,966

$

138,245

$

16,387

$

22,177

$

11,928

Crude Oil Terminalling Services
Service revenue:
Third-party revenue
Related-party revenue

7,858

—

—

Intersegment revenue

—

—

704

Lease revenue:
Third-party revenue
Total revenue for reportable segments

—

—

45

24,245

22,177

12,677

Operating expense, excluding depreciation and amortization

4,197

4,200

3,899

Operating margin, excluding depreciation and amortization

20,048

17,977

8,778

Additions to long-lived assets

2,126

Total assets (end of period)

$
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Year ended December 31,
2016

2017

2018

Crude Oil Pipeline Services
Service revenue:
Third-party revenue

$

Related-party revenue

8,662

$

9,580

$

6,396

5,433

310

445

—

—

484

20,968

11,094

235,428

Total revenue for reportable segments

35,063

20,984

242,753

Operating expense, excluding depreciation and amortization

15,270

13,310

11,828

890

417

5,284

14,130

8,807

126,776

—

—

102,469

Lease revenue:
Third-party revenue
Product sales revenue:
Third-party revenue

Intersegment operating expense
Third-party cost of product sales
Related-party cost of product sales
Intersegment cost of product sales

426

Operating margin, excluding depreciation and amortization

150

4,347

Additions to long-lived assets

8,250

Total assets (end of period)

—

(1,700)

(3,604)

2,934

19,654

$

150,043

$

117,749

$

112,429

$

25,511

$

24,529

$

14,324

Crude Oil Trucking Services
Service revenue:
Third-party revenue
Related-party revenue

5,158

—

—

Intersegment revenue

890

417

4,580

—

—

219

Lease revenue:
Third-party revenue
Product sales revenue:
Third-party revenue

—

385

10

426

150

—

Total revenue for reportable segments

31,985

25,481

19,133

Operating expense, excluding depreciation and amortization

30,156

25,915

19,575

Operating margin, excluding depreciation and amortization

1,829

Additions to long-lived assets

2,558

Intersegment revenue

(434)

(442)

1,701

3,243

Total assets (end of period)

$

12,651

$

7,005

$

4,150

Total operating margin, excluding depreciation and amortization (1)

$

82,993

$

80,466

$

71,059

Total segment revenues

178,710

Elimination of intersegment revenues

(1,316)
177,394

Consolidated revenues

182,506
(567)
181,939

390,119
(5,284)
384,835

____________________
(1)

The following table reconciles segment operating margin, excluding depreciation and amortization to income (loss) before income taxes (in thousands):
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Year ended December 31,
2016
Operating margin (excluding depreciation and amortization)

$

2017

82,993

$

2018

80,466

$

71,059

Depreciation and amortization

(30,820)

(31,139)

(29,359)

General and administrative expenses

(20,029)

(17,112)

(15,995)

Asset impairment expense

(25,761)

(2,400)

(53,068)

Gain (loss) on sale of assets

108

Equity earnings in unconsolidated affiliate

1,483

Gain on sale of unconsolidated affiliate

—

Interest expense

(12,554)
$

Income (loss) before income taxes

(4,580)

$

(975)

149

61

—

5,337

2,225

(14,027)

(16,860)

20,211

$

(41,849)

22 . INCOME TAXES
The anticipated after-tax economic benefit of an investment in the Partnership’s common units depends largely on the Partnership being treated as a
partnership for federal income tax purposes. If less than 90% of the gross income of a publicly traded partnership, such as the Partnership, for any taxable year is
“qualifying income” from sources such as the transportation, marketing (other than to end users) or processing of crude oil, natural gas or products thereof, interest,
dividends or similar sources, that partnership will be taxable as a corporation under Section 7704 of the Internal Revenue Code for federal income tax purposes for
that taxable year and all subsequent years.
If the Partnership were treated as a corporation for federal income tax purposes, then it would pay federal income tax on its income at the applicable corporate
tax rate and would likely pay state income tax at varying rates. Distributions would generally be taxed again to unitholders as corporate distributions and none of
the Partnership’s income, gains, losses, deductions or credits would flow through to its unitholders. Because a tax would be imposed upon the Partnership as an
entity, cash available for distribution to its unitholders would be substantially reduced. Treatment of the Partnership as a corporation would result in a material
reduction in the anticipated cash flow and after-tax return to unitholders and thus would likely result in a substantial reduction in the value of the Partnership’s
common units.
The Partnership has entered into storage contracts and leases with third-party customers with respect to substantially all of its asphalt facilities. At the time of
entering into such agreements, it was unclear under current tax law as to whether the rental income from the leases, and the fees attributable to certain of the
processing services the Partnership provides under certain of the storage contracts, constitute “qualifying income.” In the second quarter of 2009, the Partnership
submitted a request for a ruling from the IRS that rental income from the leases constitutes “qualifying income.” In October 2009, the Partnership received a
favorable ruling from the IRS. As part of this ruling, however, the Partnership agreed to transfer, and has transferred, certain of its asphalt processing assets and
related fee income to a subsidiary taxed as a corporation. This transfer occurred in the first quarter of 2010. Such subsidiary is required to pay federal income tax
on its income at the applicable corporate tax rate and will likely pay state (and possibly local) income tax at varying rates. Distributions from this subsidiary will
generally be taxed again to unitholders as corporate distributions and none of the income, gains, losses, deductions or credits of this subsidiary will flow through to
the Partnership’s unitholders.
On December 22, 2017, the Tax Cut and Jobs Act (“TCJA”) was enacted into law. Among its many tax reform provisions, TCJA reduced the federal corporate
income tax rate from 35% to 21% for the tax year beginning after December 31, 2017. As a result, the Partnership revalued the deferred tax effects of the
temporary differences between its taxable subsidiary’s tax basis of assets and liabilities and the financial reporting amounts at December 31, 2017 , which resulted
in a reduction of the taxable subsidiary’s gross deferred tax asset of $0.3 million . The net deferred tax effect of the taxable entity’s temporary differences at
December 31, 2018 , are presented below (in thousands):
Deferred Tax Asset
Difference in bases of property, plant and equipment

$

Deferred tax asset

273
273

Less: valuation allowance

(273)
$

Net deferred tax asset
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The Partnership has considered the taxable income projections in future years, whether the carryforward period is so brief that it would limit realization of tax
benefits, whether future revenue and operating cost projections will produce enough taxable income to realize the deferred tax asset based on existing service rates
and cost structures, and the Partnership’s earnings history exclusive of the loss that created the future deductible amount for the Partnership’s subsidiary that is
taxed as a corporation for purposes of determining the likelihood of realizing the benefits of the deferred tax assets. As a result of the Partnership’s consideration of
these factors, the Partnership has provided a full valuation allowance against its deferred tax asset as of December 31, 2018 .
23 . RECENTLY ISSUED ACCOUNTING STANDARDS
In May 2014, the FASB issued ASU 2014-09, “Revenue from Contracts with Customers.” The amendments in this update create Topic 606, Revenue from
Contracts with Customers, and supersede the revenue recognition requirements in Topic 605, Revenue Recognition, including most industry-specific revenue
recognition guidance throughout the Industry Topics of the Codification. In summary, the core principle of Topic 606 is that an entity recognizes revenue to depict
the transfer of promised goods or services to customers in an amount that reflects the consideration to which the entity expects to be entitled in exchange for those
goods or services. Throughout 2015, 2016 and 2017, the FASB issued a series of subsequent updates to the revenue recognition guidance in Topic 606.
The amendments in ASU 2014-09 and the related updates are effective for public entities for annual reporting periods beginning after December 15, 2017, and
for interim periods within that reporting period. The Partnership adopted this standard as of January 1, 2018, using the modified retrospective approach, which
allows for applying the new standard to (i) all new contracts entered into after January 1, 2018, and (ii) all existing contracts for which all (or substantially all) of
the revenue has not been recognized under legacy revenue guidance as of January 1, 2018, through a cumulative adjustment to equity. Revenues presented in the
comparative consolidated financial statements for periods prior to January 1, 2018, were not revised. See Note 4 for disclosures related to the adoption of this
standard and the impact on the Partnership’s financial position, results of operations and cash flows.
In January 2016, the FASB issued ASU 2016-01, “Financial Instruments - Overall (Subtopic 825-10).” This update is intended to enhance the reporting model
for financial instruments in order to provide users of financial statements with more decision-useful information. The amendments in the update address certain
aspects of recognition, measurement, presentation and disclosure of financial instruments. This update is effective for financial statements issued for annual periods
beginning after December 15, 2017, and interim periods within those fiscal years. The Partnership adopted this update as of January 1, 2018, and there was no
impact on the Partnership’s financial position, results of operations or cash flows.
In February 2016, the FASB issued ASU 2016-02, “Leases (Topic 842).” This update introduces a new lease model that requires the recognition of lease
assets and lease liabilities on the balance sheet and the disclosure of key information about leasing arrangements. Throughout 2017 and 2018, the FASB issued a
series of subsequent updates to the guidance in Topic 842. This update, as well as related updates, is effective for financial statements issued for annual periods
beginning after December 15, 2018, and interim periods within those fiscal years. The Partnership adopted this standard as of January 1, 2019, using the modified
retrospective approach, and elected to apply the provisions at the beginning of the period of adoption. In addition, the Partnership elected the package of practical
expedients permitted under the transition guidance within the new standard, which among other things, allowed the Partnership to carry forward the historical lease
classification. The Partnership will have no cumulative adjustment to equity on the effective date. The overall impact to the Partnership’s results is not expected to
be material; however, the Partnership expects a change in classification from operating lease to financing lease for heavy-duty tractor and trailer leases entered into
after the period of adoption under the new guidance. The opening balance sheet impact will be to record operating lease right of use assets of $11.7 million and
operating leaselease liabilities of $11.9 million on January 1, 2019. Our finance lease assets and liabilities of $0.6 million did not change as a result of adopting this
standard.
In August 2016, the FASB issued ASU 2016-15, “Statement of Cash Flows (Topic 230): Classification of Certain Cash Receipts and Cash Payments.” This
update addresses the following eight specific cash flow issues: debt prepayment or debt extinguishment costs; settlement of zero-coupon debt instruments or other
debt instruments with coupon interest rates that are insignificant in relation to the effective interest rate of the borrowing; contingent consideration payments made
after a business combination; proceeds from the settlement of insurance claims; proceeds from the settlement of corporate-owned life insurance policies (including
bank-owned life insurance policies); distributions received from equity method investees; beneficial interests in securitization transactions; and separately
identifiable cash flows and application of the predominance principle. This update is effective for financial statements issued for annual periods beginning after
December 15, 2017, and interim periods within those fiscal years. The Partnership adopted this update as of January 1, 2018, and there was no impact on the
Partnership’s financial position, results of operations or cash flows.
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In October 2016, the FASB issued ASU 2016-16, “Income Taxes (Topic 740): Intra-Entity Transfers of Assets Other than Inventory.” This update is intended
to improve the accounting for the income tax consequences of intra-entity transfers of assets other than inventory. The amendments in the update eliminate the
prohibition of recognizing current and deferred income taxes for an intra-entity asset transfer other than inventory until the asset has been sold to an outside party.
This update is effective for financial statements issued for annual periods beginning after December 15, 2017, and interim periods within those fiscal years. The
Partnership adopted this update as of January 1, 2018, and there was no impact on the Partnership’s financial position, results of operations or cash flows.
In November 2016, the FASB issued ASU 2016-18, “Statement of Cash Flows (Topic 230): Restricted Cash (a Consensus of the FASB Emerging Issues Task
Force).” This update requires that a statement of cash flows explain the change during the period in the total of cash, cash equivalents and amounts generally
described as restricted cash or restricted cash equivalents . This update is effective for financial statements issued for annual periods beginning after December 15,
2017, and interim periods within those fiscal years. The Partnership adopted this update as of January 1, 2018, and there was no impact on the Partnership’s
financial position, results of operations or cash flows.
In January 2017, the FASB issued ASU 2017-01, “Business Combinations (Topic 805): Clarifying the Definition of a Business.” This update clarifies the
definition of a business with the objective of adding guidance to assist entities with evaluating whether transactions should be accounted for as acquisitions (or
disposals) of assets or businesses. This update is effective for financial statements issued for annual periods beginning after December 15, 2017, and interim
periods within those fiscal years. The Partnership adopted this update as of January 1, 2018, and there was no impact on the Partnership’s financial position, results
of operations or cash flows.
In February 2017, the FASB issued ASU 2017-05, “Other Income - Gains and Losses from the Derecognition of Nonfinancial Assets (Subtopic 610-20).” This
update clarifies the scope of Subtopic 610-20 and adds guidance for partial sales of nonfinancial assets. Subtopic 610-20, which was issued in May 2014 as a part
of ASU 2014-09, “Revenue from Contracts with Customers (Topic 606)”, provides guidance for recognizing gains and losses from the transfer of nonfinancial
assets in contracts with noncustomers. The amendments in ASU 2017-05 are effective for public entities for annual reporting periods beginning after December 15,
2017, and for interim periods within that reporting period. Early adoption is permitted for annual reporting periods beginning after December 15, 2016. The
Partnership adopted this update as of January 1, 2018, and there was no impact on the Partnership’s financial position, results of operations or cash flows.
In May 2017, the FASB issued ASU 2017-09, “Compensation - Stock Compensation (Topic 718): Scope of Modification Accounting.” This update provides
clarity and reduces both diversity in practice and cost and complexity when applying the guidance of Topic 718, Compensation - Stock Compensation, to a change
in the terms or conditions of a share-based payment award. This update is effective for financial statements issued for annual periods beginning after December 15,
2017, and interim periods within those fiscal years. The Partnership adopted this update as of January 1, 2018, and there was no impact on the Partnership’s
financial position, results of operations or cash flows.
24. QUARTERLY FINANCIAL DATA (UNAUDITED)
Summarized quarterly financial data is as follows (in thousands, except per unit data):
First
Quarter

Second
Quarter

Third
Quarter

Fourth
Quarter

Full Year

2017:
Revenues

$ 46,340

$ 43,877

$ 47,474

$ 44,248

$ 181,939

Operating income (loss) (1)

6,557

6,505

12,219

3,559

28,840

Net income (loss) (1)

3,542

6,371

9,771

361

20,045

Basic and diluted net income (loss) per common unit

(0.08)

—

0.08

(0.15)

$ 44,660

$ 83,493

$ 133,158

5,815

6,830

6,663

(46,522)

(27,214)

4,442

1,785

2,408

(50,682)

(42,047)

(0.05)

(0.11)

(0.09)

(1.36)

(1.61)

(0.15)

2018:
Revenues (2)
Operating income (loss) (3)
Net income (loss)

(3)

Basic and diluted net income (loss) per common unit
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$ 123,524

$ 384,835
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____________________
(1)
(2)
(3)

In April 2017, the Partnership sold the East Texas pipeline system and its investment in Advantage Pipeline. See “Item 7-Management’s Discussion and Analysis” for discussion on the
impact these changes had on the Partnership’s consolidated financial statements.
The increase in revenue during 2018 is due to an increase in volume in the Partnership’s crude oil marketing business.
Operating loss and net loss for the fourth quarter and full year 2018 are impacted by asset impairment charges of $52.4 million .
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Exhibit 10.18
*** Where this marking appears throughout this Exhibit 10.18, information has been omitted pursuant to a request for confidential treatment and such information
has been filed with the Securities and Exchange Commission separately.

AMENDMENT TO STORAGE, THROUGHPUT
AND HANDLING AGREEMENT
This Amendment to Storage, Throughput and Handling Agreement (this “ Amendment ”) is entered into effective as of
January 1, 2019 (“ Amendment Date ”), by and between BKEP Materials, L.L.C., a Texas limited liability company (“ BKEP
Materials ”), BKEP Asphalt, L.L.C., a Texas limited liability company (“ BKEP Asphalt ” and together with BKEP Materials, “
Owner ”), and Ergon Asphalt & Emulsions, Inc., a Mississippi corporation (“ Customer ”). Owner and Customer are sometimes
referred to individually as “ Party ” and collectively as the “ Parties ”.
RECITALS
WHEREAS , Owner and Customer are parties to that certain Storage, Throughput and Handling Agreement dated as of
October 5, 2016 (the “ FLV Agreement ”); and
WHEREAS , the Parties desire to extend the Term of the FLV Agreement and otherwise amend such agreement as provided
herein.
NOW THEREFORE , in consideration of the mutual promises contained in this Amendment, the Parties agree to that the
FLV Agreement is amended as follows:
1. The defined terms “Aggregate Operating Expenses” and “Assumed OPEX” in Section 1 are deleted. The definition of
“Term” in Section 1 is amended to refer to Section 17.1.
2. The defined term “Abatement Costs” is inserted in alphabetical order: “” Abatement Costs ” has the meaning assigned to
it in Section 4.9 .”
3. The defined term “Abatement Equipment” is inserted in alphabetical order: ““ Abatement Equipment ” has the meaning
assigned to it in Section 4.9.”
4. Section 3.2 is deleted in its entirety.
5. Section 4.2 is amended by adding the following sentences to the end of such section: “Customer acknowledges that
Owner requires Third Parties operating on Customer’s behalf and entering or accessing the Terminal to have separate
access or service agreements with Owner. Owner will use reasonable efforts to put in place agreements with any such
Third Parties and Owner, at its reasonable discretion, will approve, negotiate, and finalize such agreements. Owner will
promptly notify Customer of Third Parties operating on Customer’s behalf that are denied access to the Terminal.”

6. Section 4.9 is created to read:
“4.9
If, at any time during the Term, a complaint is made regarding offensive or obnoxious odors emitted from the
Product delivered to or stored at the Terminal, or if such Products violate any applicable regulation relating to odor,
Owner shall notify Customer of such complaint or violation. In such case, Owner and Customer shall cooperate in good
faith to investigate and determine the source of the odor, and shall mutually determine the best method to abate such
odor. If reasonable changes to the Product would fully or partially abate the odor, Customer shall make such reasonable
changes to abate the odor. Owner shall not be obligated to accept Product reasonably known to have excessive potential
for odor that may affect the Terminal’s property boundaries. If the Parties’ investigation determines that abatement of the
odor requires the installation of additional equipment reasonably necessary to abate the odor (“ Abatement Equipment ”),
Owner shall undertake procurement and installation of the Abatement Equipment. Customer shall be responsible for and
shall pay to or reimburse Owner for the cost of (i) the investigation to determine the cause of such odor, and (ii) the
Abatement Equipment ((i) and (ii), the “ Abatement Costs ”), up to a maximum of $*** in the aggregate in the aggregate
for each Terminal. Owner shall be responsible for all Abatement Costs in excess of $***. Except to the extent a defect in
or failure of any of the equipment at the Terminal is the cause of such odor issue, Customer shall indemnify, defend, and
hold harmless Owner from and against any and all fines, assessments, damages, penalties, and other expenses, including
reasonable attorneys’ fees and costs, incurred by Owner as a result of such odor. If a defect in or failure of any of the
equipment at the Terminal is the cause of such odor issue, Owner shall indemnify, defend, and hold harmless Customer
from and against any and all fines, assessments, damages, penalties, and other expenses, including reasonable attorneys’
fees and costs, incurred by Customer as a result of such odor. If at any time Customer desires to add Products to the
Facilities in addition to those listed in Attachment B , such addition shall be subject to this Section 4.9 .”
7. Section 17.1 is restated as follows: “The term of this Agreement (the “ Term ”) is hereby extended, commencing January
1, 2019, and continuing until December 31, 2023.”
8. Section 17.2 is deleted in its entirety.
9. Section 3(a) of Attachment A is amended by replacing the storage fee table with the following:
Fontana, CA
Terminal

Las Vegas, NV
Terminal

Total

Storage Fee

$ ***

$***

$***

Minimum Capacity Commitment

***
$ ***

***

***

$***

$***

Per Barrell Storage Fee

10. The final sentence of Section 4 of Attachment A is deleted.

11. Owner acknowledges that on December 21, 2018, Customer prepaid the Storage Fees for the months of January,
February and March, 2019, in the amount of $***. Additionally, Customer has paid to Owner upon execution of this
Amendment the sum of $*** in prepayment of the Storage Fees for the months of April, May, June, July, August and
September, 2019. These payments represent a discounted prepayment of Storage Fees for the months indicated and are
non-refundable in the event of termination of this Agreement prior to date through which payments have been made.
12. Except as otherwise stated in this Amendment, all terms and conditions of the FLV Agreement shall remain in full force
and effect without change, and are hereby ratified by each of the Parties. Capitalized terms used but not defined herein
shall have the meanings ascribed to them in the FLV Agreement.
13. This Amendment may be executed by the Parties in counterparts and delivered by facsimile or by electronic mail in pdf
or similar format, which signatures shall have the same effect as originals, and all such counterparts shall collectively
constitute one and the same instrument.
14. This Amendment shall be governed by and construed in accordance with the laws of the State of Oklahoma without
giving effect to its conflicts of law principles.

This Amendment has been executed by the authorized representatives of each Party as indicated below to be effective as of
the date first written above.

OWNER:

BKEP MATERIALS, L.L.C.

By:

/s/ Mark A. Hurley
Name:
Mark A. Hurley
Title:
Chief Executive Officer

BKEP ASPHALT, L.L.C.

By:

/s/ Mark A. Hurley
Name:
Mark A. Hurley
Title:
Chief Executive Officer

CUSTOMER:

ERGON ASPHALT & EMULSIONS, INC.

By:

/s/ J. Baxter Burns, II
Name:

J. Baxter Burns, II

Title:

President

Signature page to Amendment to Storage, Throughput and Handling Agreement (FLV)
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AMENDMENT TO STORAGE, THROUGHPUT
AND HANDLING AGREEMENT
This Amendment to Storage, Throughput and Handling Agreement (this “ Amendment ”) is entered into effective as of
March __, 2019 (“ Amendment Date ”), by and between BKEP Materials, L.L.C., a Texas limited liability company (“ BKEP
Materials ”), BKEP Asphalt, L.L.C., a Texas limited liability company (“ BKEP Asphalt ” and together with BKEP Materials, “
Owner ”), and Ergon Asphalt & Emulsions, Inc., a Mississippi corporation (“ Customer ”). Owner and Customer are sometimes
referred to individually as “ Party ” and collectively as the “ Parties ”.
RECITALS
WHEREAS , Owner and Customer are parties to that certain Storage, Throughput and Handling Agreement dated as of
October 5, 2016, as amended (the “ Agreement ”); and
WHEREAS , the Parties desire to amend such Agreement as provided herein.
NOW THEREFORE , in consideration of the mutual promises contained in this Amendment, the Parties agree to that the
Agreement is amended as follows:
1. Customer has paid to Owner upon execution of this Amendment the sum of $*** in prepayment of the Storage Fees for
the months of April, May, June, July, August and September, 2019. These payments represent a discounted prepayment
of Storage Fees for the months indicated and are non-refundable in the event of termination of this Agreement prior to
date through which payments have been made.
2. Except as otherwise stated in this Amendment, all terms and conditions of the Agreement shall remain in full force and
effect without change, and are hereby ratified by each of the Parties. Capitalized terms used but not defined herein shall
have the meanings ascribed to them in the Agreement.
3. This Amendment may be executed by the Parties in counterparts and delivered by facsimile or by electronic mail in pdf
or similar format, which signatures shall have the same effect as originals, and all such counterparts shall collectively
constitute one and the same instrument.
4. This Amendment shall be governed by and construed in accordance with the laws of the State of Oklahoma without
giving effect to its conflicts of law principles.

This Amendment has been executed by the authorized representatives of each Party as indicated below to be effective as of
the date first written above.
OWNER:

BKEP MATERIALS, L.L.C.

By:

/s/ Mark A. Hurley
Name:
Mark A. Hurley
Title:
Chief Executive Officer

BKEP ASPHALT, L.L.C.

By:

/s/ Mark A. Hurley
Name:
Mark A. Hurley
Title:
Chief Executive Officer

CUSTOMER:

ERGON ASPHALT & EMULSIONS, INC.

By:

/s/ J. Baxter Burns, II
Name:

J. Baxter Burns, II

Title:

President

Signature page to Amendment to Storage, Throughput and Handling Agreement
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LESSEE OPERATED
FACILITIES LEASE AGREEMENT NO. 2019-00068
This Lessee Operated Facilities Lease Agreement N o. 2019-00068 (“ Agreement ”) is entered into as of January 1, 2019 (“ Effective
Date ”), by and between BKEP Materials, L.L.C., a Texas limited liability company (“ BKEP Materials ”), BKEP Asphalt, L.L.C., a Texas
limited liability company (“ BKEP Asphalt ” collectively with BKEP Materials, “ Lessor ”), and Ergon Asphalt & Emulsions, Inc., a
Mississippi corporation (“ Lessee ”) Lessor and Lessee are sometimes referred to individually as “ Party ” and collectively as the “ Parties ”.
RECITALS
WHEREAS , Lessor owns and/or leases certain facilities listed in Exhibit A-1 that are used to process, handle and store asphalt and
has rights under certain rail leases listed in Exhibit A-2 (“ Rail Leases ”) that serve certain of the facilities listed in Exhibit A-1 (the facilities
and Rail Leases, collectively, the “ Facilities ”); and
WHEREAS , Lessee desires to lease from Lessor the Facilities and Lessor desires to lease the Facilities to Lessee; and
WHEREAS , Lessee and Lessor are parties to that certain Master Facilities Lease Agreement and Master Facilities Sublease and
Sublicense Agreement, each dated as of November 11, 2010 and expiring December 31, 2018 (the “ 2010 Agreements ”); and
WHEREAS, the Parties desire to terminate and supersede the 2010 Agreements as of the Effective Date; and
WHEREAS , Lessee shall be responsible for operating and maintaining the Facilities as set forth herein.
NOW THEREFORE , in consideration of the mutual promises contained in this Agreement, the Parties agree to the following terms
and conditions.
Article 1.

Definitions .

In this Agreement, unless the context requires otherwise, the terms defined in the preamble and text of this Agreement have the
meanings indicated and the following terms will have the meanings indicated below:
“ 2009 Agreements ” means those certain Facilities Lease Agreements dated May 18, 2009 relating to the lease and use of Lessor’s
Facilities in Austin, Texas; Dodge City, Kansas; Halstead, Kansas; Lawton, Oklahoma; Little Rock, Arkansas; Memphis, Tennessee; Salina,
Kansas and Garden City, Georgia, and those certain Facility Sublease Agreements and Facility Sublicense Agreement, also dated May 18,
2009, relating to the sublease and/or sublicense of Lessor’s Facilities in Catoosa, Oklahoma, Ardmore, Oklahoma, Parsons, Tennessee,
Muskogee, Oklahoma and El Dorado, Kansas.
1

“ Abatement Equipment ” has the meaning set forth in Section 10.8 .
“ Affiliate(s) ” means, in relation to a Party, any Person that (i) directly or indirectly controls such Party, (ii) is directly or indirectly
controlled by such Party or (iii) is directly or indirectly controlled by a Person that directly or indirectly controls such Party. For this purpose,
“control” of any entity or Person means the possession, directly or indirectly, of the power to direct or cause the direction of the management
and policies of any Person, whether through the ownership of a majority of equity interests or voting power or control in fact of the entity or
Person or otherwise. For the purposes of this Agreement, however, Blueknight Energy Partners, L.P. and each of its subsidiaries, either direct
or indirect, shall not be considered the Affiliate of Lessee and any of Lessee’s other Affiliates.
“ Applicable Law ” means (i) any law, statute, regulation, code, ordinance, license, decision, order, writ, injunction, decision,
directive, judgment, policy, rule or decree of any Governmental Authority and any judicial or administrative interpretations thereof, (ii) any
agreement, concession or arrangement with any Governmental Authority and (iii) any license, permit or compliance requirement by any
Governmental Authority, in each case applicable to either Party and as amended or modified from time to time.
“ Bankrupt ” means a person or entity that (i) is dissolved, other than pursuant to a consolidation, amalgamation, or merger, (ii)
becomes insolvent or is unable to pay its debts or fails or admits in writing its inability generally to pay its debts as they become due, (iii)
makes a general assignment, arrangement or composition with or for the benefit of its creditors, (iv) institutes or has instituted against it a
proceeding seeking a judgment of insolvency or bankruptcy or any other relief under any bankruptcy or insolvency law or other similar law
affecting creditor’s rights, or a petition is presented for its winding-up or liquidation, (v) has a resolution passed for its winding-up, official
management, or liquidation, other than pursuant to a consolidation, amalgamation, or merger, (vi) seeks or becomes subject to the
appointment of an administrator, provisional liquidator, conservator, receiver, trustee, custodian, or other similar official for all or
substantially all of its assets, (vii) has a secured party take possession of all or substantially all of its assets, or has a distress, execution,
attachment, sequestration, or other legal process levied, enforced, or sued on or against all or substantially all of its assets, (viii) causes or is
subject to any event which, under Applicable Law, has an analogous effect to any of the events specified in clauses (i) through (vii) above,
inclusive, or (ix) takes any action in furtherance of, or indicating its consent to, approval of, or acquiescence in any of the foregoing acts.
“ Business Day ” means a twenty-four (24) hour period ending at 5:00 p.m., at the prevailing time in the Central Time Zone, on a
weekday on which banks are open for general commercial business in Oklahoma City.
“ Calendar Year ” means a period of 365 consecutive days commencing on January 1st and each successive period of 365
consecutive days during the Term of this Agreement with the exception of any Calendar Year in which February has 29 days when the period
will be 366 consecutive days.
“ Casualty ” has the meaning set forth in Section 12.9 .
“ Commencement Date ” has the meaning set forth in Article 3 .
“ Confidential Information ” has the meaning set forth in Article 9 .
“ Continuing Rail Use Rights ” has the meaning set forth in Section 2.1(b).
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“ Cost ” has the meaning set forth in Section 12.9 .
“ Default ” or “ Event of Default ” means an occurrence of the events or circumstances described in Article 17 .
“ Defaulting Party ” has the meaning set forth in Section 17.2 .
“ Disclosing Party ” has the meaning set forth in Article 9 .
“ Encumbrances ” has the meaning set forth in Section 26 .
“ Environmental, Health, Safety, Transportation, and Security Laws ” shall mean and include all applicable federal, state, local, or
municipal laws, rules, regulations, statutes, ordinances, or orders of any Governmental Authority relating to (i) the control of any pollutant, or
protection of health or the air, water, or land; (ii) waste generation, handling, treatment, storage, disposal, discharge, release, emission, or
transportation; (iii) exposure to hazardous, toxic, or other substances alleged to be harmful; (iv) the protection of any endangered or at-risk
plant or animal life; (v) occupational or public health and safety; (vi) transportation, including transportation of materials; or (vi) site or
homeland security, including prevention and disruption of terrorist attacks, the protection of the public, resources, and infrastructure, or
response to terrorist attacks. Environmental, Health, Safety, Transportation, and Security Laws shall include, but not be limited to, the Clean
Air Act, 42 U.S.C. 7401 et seq., the Clean Water Act, 33 U.S.C. § 1251 et seq., the Resource Conservation Recovery Act (" RCRA "), 42
U.S.C. § 6901 et seq., the Toxic Substances Control Act, 15 U.S.C. § 2601 et seq., the Safe Drinking Water Act, 42 U.S.C. § 300f et seq., the
Comprehensive Environmental Response, Compensation and Liability Act (" CERCLA "), 42 U.S.C. § 9601 et seq., the Atomic Energy Act,
42 U.S.C. § 2011 et seq., the Occupational Health and Safety Act (" OSHA "), 29 U.S.C. § 651 et seq., the Ports and Waterways Safety Act,
33 U.S.C. § 1221 et seq., the Hazardous Materials Transportation Act, 49 U.S.C. § 1801 et seq., and the Homeland Security Act, 6 U.S.C. §
101 et seq. and the Critical Infrastructure Information Act, 6 U.S.C. § 131 et seq.; and all applicable executive orders and state, local, and
municipal laws, rules, regulations, statutes, ordinances, and orders dealing with the subject matter of the above federal statutes.
“ Expiration Exercise Notice ” has the meaning set forth in Section 28.2 .
“ Expiration Offered Facilities ” has the meaning set forth in Section 28.2 .
“ Expiration ROFO Notice ” has the meaning set forth in Section 28.2 .
“ Expiration ROFO Period ” has the meaning set forth in Section 28.2 .
“ Facilities ” has the meaning indicated in the Recitals.
“ Facilities Lease Agreement ” has the meaning set forth in the Recitals.
“ Fixed Lessee Improvements ” has the meaning set forth in Section 8.1.
“ Force Majeure ” means (i) strikes, lockouts, or other industrial disputes or disturbances, (ii) acts of the public enemy or of
belligerents, hostilities or other disorders, wars (declared or undeclared), blockades, thefts, insurrections, riots, civil disturbances, or sabotage,
(iii) acts of nature, landslides, severe lightning, earthquakes, fires, tornadoes, hurricanes, storms, and warnings for any of the foregoing which
may necessitate the precautionary shut-down of pipelines, trucks, docks, loading and unloading facilities, storage tanks, or other related
facilities, floods, washouts, freezing of machinery, equipment, or lines of pipe, inclement
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weather that necessitates extraordinary measures and expense to construct facilities or maintain operations, tidal waves, perils of the sea, and
other adverse weather conditions or unusual or abnormal conditions of the sea or other water, (iv) arrests and restraints of, or other
interference or restrictions imposed by, governments (either federal, state, civil, or military and whether legal or de facto or purporting to act
under some constitutions, decree, law, or otherwise), necessity for compliance with any court order, or any law, statute, ordinance, regulation,
or order promulgated after the Effective Date by a Governmental Authority having or asserting jurisdiction , embargoes or export or import
restrictions, expropriation, requisition, confiscation, or nationalization, (v) epidemics or quarantine, explosions, electric power shortages, (vi)
breakage or accidents to equipment, machinery, plants, facilities, lines of pipe, or trucks or vessels, which were not reasonably foreseeable
and which were not within the control of the Party claiming suspension of its obligations under this Agreement pursuant to Section 24 and
which by the exercise of reasonable due diligence such Party is unable to prevent or overcome, or (vii) or any other causes, whether of the
kind enumerated above or otherwise, which were not reasonably foreseeable, and which are not within the control of the Party claiming
suspension of its obligations under this Agreement pursuant to Section 24 and which by the exercise of reasonable due diligence such Party is
unable to prevent or overcome.
“ Formula ” has the meaning set forth in Section 12.9 .
“ Governmental Authority ” means any foreign or U.S. federal, state, regional, local or municipal governmental body, agency,
instrumentality, board, bureau, commission, department, authority, or entity established or controlled by a government or subdivision thereof,
including any legislative, administrative, or judicial body, or any person purporting to act therefor.
“ Hazardous Materials ” shall mean any (i) for the purpose of this Agreement, petroleum or petroleum products; (ii) asbestos or
asbestos-containing materials; (iii) hazardous substances as defined by § 101(14) of CERCLA; (iv) radioactive substances; and (v) any other
chemical, substance, or waste that is regulated by any Governmental Authority under any Environmental, Health, Safety, Transportation, and
Security Law.
“ Initial Offer ” has the meaning set forth in Section 28.2.
“ Last Look Offer ” has the meaning set forth in Section 28.3 .
“ Lessee Indemnitees ” has the meaning set forth in Section 11.2 .
“ Lessor Indemnitees ” has the meaning set forth in Section 11.1 .
“ Liability ” means any obligation, liability, charge, deficiency, assessment, interest, penalty, judgment, award, and costs (including
reasonable attorneys’ fees and other fees, court costs, and other disbursements) . The term also includes any liability that directly or
indirectly arises out of or is related to any claim, proceeding, judgment, settlement, or judicial or administrative order made or commenced by
any Third Party or Governmental Authority.
“ Loss Notice ” has the meaning set forth in Section 12.9 .
“ Month ” means a calendar month.
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“ Non-Compliance Notice ” has the meaning set forth in Section 10.4 .

“ Performing Party ” has the meaning set forth in Section 17.2 .
“ Permitted Encumbrances ” has the meaning set forth in Section 26 .
“ Premises ” has the meaning set forth in Section 2.3 .
“ Product ” means asphalt-related goods.
“ Rail Leases ” has the meaning set forth in the Recitals.
“ Receiving Party ” has the meaning set forth in Article 9 .
“ Released Party ” has the meaning set forth in Section 12.8 .
“ Releasing Party ” has the meaning set forth in Section 12.8 .
“ Rejection Notice ” has the meaning set forth in Section 28.2 .
“ Term ” has the meaning set forth in Article 3 .
“ Term Exercise Notice ” has the meaning set forth in Section 28.1 .
“ Term First Refusal Right ” has the meaning set forth in Section 28.1 .
“ Term Offered Facilities ” has the meaning set forth in Section 28.1 .
“ Term ROFR Notice ” has the meaning set forth in Section 28.1 .
“ Term ROFR Period ” has the meaning set forth in Section 28.1 .
“ Transfer ” has the meaning set forth in Section 28.3 .
“ Third Party ” means any entity other than Lessor, Lessee, or their respective Affiliates.

“ Underlying Lease ” has the meaning set forth in Section 2.1 .
“ Underlying Lessor ” has the meaning set forth in Section 2.1 .
“ Volumes Report ” has the meaning set forth in Section 23.1 .
Article 2.
2.1

Premises and Uses .
Facilities .

(a)
Lessor owns and/or leases the Facilities described on Exhibit A-1 . To the extent Lessor leases the Facilities, Lessee
acknowledges this Agreement is deemed a “sublease” and is therefore further subject to the applicable lease agreement, which may be
amended or revised from time to time, described in Exhibit A-3 describing Parsons, TN, Catoosa, OK; Ardmore, OK; El Dorado, KS (each
applicable lease agreement referred to as an “ Underlying Lease ”). The lessor under an Underlying Lease is referred to herein as the “
Underlying Lessor .” References to Underlying Lessor and the rights and obligations of
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Underlying Lessor shall only apply at the respective subleased locations of Parsons, TN, Catoosa, OK; Ardmore, OK; El Dorado, KS. Lessee
shall strictly comply with all rights and obligations set forth in any applicable Underlying Lease. Lessor shall not voluntarily terminate any
Underlying Lease without Lessee’s prior written consent and shall consult with Lessee regarding any renewals of any Underlying Lease. If
for any reason the term of any Underlying Lease shall terminate prior to the expiration or termination of the Term and the Parties are not
otherwise able to procure the continuing use of the property covered by the Underlying Lease from the applicable Underlying Lessor (“
Continuing Sublease Rights ”), then this Agreement shall be automatically terminated with respect to the Facility covered by such
Underlying Lease and the fees set forth in Exhibit B shall be equitably adjusted to reflect the partial termination as to such Facility.
(b) Lessee shall have the rights of Lessor under the Rail Leases, and Lessee shall be subject to the terms and conditions of
the Rail Leases and perform all obligations of Lessor as lessee under each of the Rail Leases which accrue during the Term (but not any
obligations which survive the termination of any Rail Lease which is terminated prior to the expiration of the Term), except that Lessor shall
be obligated to timely pay rents or other sums due thereunder so long as Lessee pays all rent due under this Agreement. Lessee agrees to
indemnify Lessor, and hold Lessor harmless, from and against any and all claims, damages, losses, expenses, and liabilities (including
reasonable attorneys’ fees) incurred as a result of Lessee’s non-performance or non-observance of any of Lessor’s obligations as lessee under
the Rail Leases which, as a result of this Agreement, became an obligation of Lessee. If Lessee makes any payment to Lessor pursuant to this
indemnity, Lessee shall be subrogated to the rights of Lessor concerning such payment. Lessee shall not do, nor permit to be done, any act or
thing which is, or with notice or the passage of time would be, a default under the Rail Leases. Lessee shall look solely to the lessors under
each of the Rail Leases for all services to be provided by such lessors thereunder and shall not, under any circumstances, seek nor require
Lessor to perform any of such services, nor shall Lessee make any claim upon Lessor for any damages which may arise by reason of any such
lessor’s default under the Rail Leases. However, Lessor shall reasonably cooperate with Lessee to exercise or enable Lessee to exercise any
rights or remedies available to enforce each Rail Lease for Lessee’s benefit in the event of a default by the lessor under each Rail Lease.
Lessor agrees to indemnify Lessee, and hold Lessee harmless, from and against any and all claims, damages, losses, expenses, and liabilities
(including reasonable attorneys’ fees) incurred as a result of Lessor’s non-performance of its obligations with respect to the Rail Leases as set
forth in this paragraph, so long as Lessee has paid all rent due under this Agreement. Lessor shall not do, nor permit to be done, any act or
thing which is, or with notice or the passage of time would be, a default under the Rail Leases. Lessor shall not voluntarily terminate any Rail
Lease without Lessee’s prior written consent and shall consult with Lessee with respect to any renewals of any Rail Lease. If for any reason
the term of any Rail Lease shall terminate prior to the expiration or termination of the Term and the Parties are not otherwise able to procure
the continuing use of the property covered by the Rail Lease from the applicable landlord (“ Continuing Rail Use Rights ”), then Lessee shall
have the option to terminate this Agreement with respect to the Facility served by such Rail Lease or continue this Lease in effect, and in
either case the fees set forth in Exhibit B shall be equitably adjusted to reflect the partial termination as to such Facility or continuation of the
Lease without such rail service.
2.2
For the rentals and upon and subject to the terms and conditions hereinafter set forth, Lessor agrees to and hereby does lease
(including sublease as applicable) the Facilities to Lessee, and Lessee agrees to and hereby does lease (including sublease as applicable) the
Facilities from Lessor. This Agreement amends, restates and supersedes the 2009 Agreement and the 2010 Agreements.
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2.3
The Facilities include the land, buildings, improvements, asphalt storage, rail track (if present), and processing assets
(collectively, the “ Premises ”) along with the associated: (i) storage, use, and occupancy rights to, of, or in any buildings, fixtures,
equipment, or other physical assets on the Premises or hereinafter constructed on the Premises, (ii) necessary rights of ingress, egress,
storage, and transportation (including all existing rights to rail service) to, on, or over the Premises for Lessee and Lessee's agents, invitees,
customers, or representatives, as reasonably necessary to further Lessee's operations at the Premises, and (iii) right to receive, use, and enjoy
public and private utility services at the Premises, to include, but not limited to sewer, water, electricity, fuel, waste disposal, and telephone,
all at Lessee's sole expense; provided, however, subject to Section 8.1 , that nothing in this Section 2.3 shall be deemed to vest in Lessor title
to any Lessee Improvements. Lessee may use the Premises for the uses permitted hereunder and for no other purpose unless agreed to in
writing by the Parties.
2.4
Lessee accepts the Facilities on the Commencement Date of the Term of this Agreement AS-IS, WHERE-IS, and without
warranty of any kind, express or implied, including, but not limited to, any warranty of habitability, suitability, or fitness for a particular
purpose; provided, however, that the foregoing shall not constitute a waiver by Lessee of Lessor’s obligations with respect to, or Lessee’s
acceptance of, any maintenance or repair items existing as of the Effective Date.
2.5
The Facilities are to be used for the receipt, storage, manufacturing, blending, shipping and delivery of Products and all
purposes reasonably related thereto. No other uses are allowed without Lessor’s prior written approval, such approval not to be unreasonably
withheld, conditioned or delayed.
2.6
No water rights or mineral rights of any type are conveyed to Lessee by this Agreement. Water may be used for all ordinary
and necessary purposes incident to operation of the Facilities, including, without limitation for the manufacturing and for the dilution of
Products, but for no other purpose without Lessor’s prior written approval, such approval not to be unreasonably withheld, conditioned or
delayed.
Article 3.

Term .

This term of this Agreement shall be deemed to have commenced on January 1, 2019 (“ Commencement Date ”) and shall terminate
on December 31, 2023 (the “ Term ”).
Article 4.

Compensation .

4.1
Except as provided elsewhere herein, during the Term of this Agreement, Lessee shall pay to Lessor the fees set forth on
Exhibit B attached hereto.
4.2 All fees and charges reflected in Lessor’s invoices are due and payable within thirty (30) days of the date of receipt of Lessor’s
invoice. Payment must be made by electronic wire transfer of same day available federal funds to Lessor’s account and bank, both as
indicated on Lessor’s invoice. Invoices may be sent by electronic mail and telephone facsimile. Payments that are not disputed and that are
not made within the agreed or designated terms shall bear interest from the original due date at the lesser of (i) the rate of 18% per annum and
(ii) the highest rate allowed by Applicable Law. If Lessee disputes any portion of an invoice, Lessee must pay the undisputed portion of the
invoice as set forth in this Section 4.2 . Overdue amounts or disputed amounts that are resolved in favor of the Lessor will accrue interest at
the Interest Rate from the date that payment is due until paid in full and Lessee will pay all of Lessor’s reasonable, out-of-pocket costs
(including reasonable attorneys’ fees and court costs) of collecting past due payments and late payment charges, whether or not suit is
brought.
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Article 5.

Asphalt and Raw Materials .

Lessee shall be solely responsible to furnish all asphalt, related raw materials, and all Products at the Premises, including storage tank
heels.
Article 6.

Contract Limited to Available Capability and Capacity .

Lessee will only process those qualities, grades, and quantities of Products that are compatible with the processing capabilities of the
Premises as of the Effective Date, unless otherwise agreed by the Parties. Lessee shall not process at the Facilities any Products or other
materials which damage the Facilities or reduce the capacity or capability of the Facilities and, in the event Lessee processes any such
Product or material at the Facilities, Lessee shall repair and restore the Facilities to their condition immediately prior to the Commencement
Date of this Agreement.
Article 7.

Title and Risk of Loss .

Title to asphalt, raw materials, and Products received, unloaded, stored, or otherwise handled at the Premises shall be in the name of
Lessee, contractors, or its customers and asphalt, raw materials and Products shall be the sole responsibility of Lessee.
Article 8.

Improvements .

8.1
Subject to (i) Lessor's written approval, which approval may relate to design, location, construction methods, and installation
procedures and which shall not be unreasonably withheld, conditioned or delayed and (ii) the terms, provisions, and conditions of this
Agreement, Lessee may construct or place upon the Premises, at Lessee’s sole expense, improvements required by Lessee (“ Lessee
Improvements ”) for the purpose of furthering Lessee's permitted use of the Premises. Such improvements, if permanently placed or affixed
to the Premises, shall become the property of Lessor at termination or expiration of this Agreement (the “ Fixed Lessee Improvements ”),
except as otherwise agreed to in writing by the Parties. Lessee shall not remove or dispose of any of the leased assets or Fixed Lessee
Improvements at the Premises (but expressly excluding all other Lessee Improvements which may be removed at Lessee’s discretion) without
the prior written approval of Lessor, such approval not to be unreasonably withheld, conditioned or delayed. Lessee shall notify Lessor within
three (3) days of any damage to any part of the Premises. Nothing in this section shall limit Lessee’s right to remove its trade fixtures and
moveable equipment installed by Lessee. Lessee shall not impair or negatively impact the original capability of the Facilities.
8.2 Subject to the prior written approval of Lessor, which approval shall not be unreasonably withheld, Lessee shall have the right
to install and maintain signage at the Leased Premises at Lessee’s sole cost and expense (including but not limited to construction costs,
permits, and licensing fees) and in conformity with all Applicable Laws, restrictive covenants, ordinances, rules, and regulations; provided
that such signage shall only relate to Lessee’s occupancy of and operations on the Leased Premises. During the Term of this Agreement,
Lessee shall maintain any such signage at the Leased Premises in good repair and in compliance with Applicable Laws. Upon the expiration
or earlier termination of this Agreement, Lessee shall remove all signage and repair and restore any damage to the Premise resulting from the
installation or removal of any such signage at Lessee’s sole cost and expense.
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Article 9.

Confidentiality .

9.1
Confidential Information . The term “ Confidential Information ” means all nonpublic information, including technical
information, trade or business secrets, or the like, disclosed by either Party to the other Party in carrying out the terms and purpose of this
Agreement, either directly or indirectly, in writing, orally or by inspection of tangible objects (including without limitation written or printed
documents, email correspondence and attachments, electronic files, and computer disks, whether machine or user readable). “Confidential
Information” includes, without limitation, information relating to a Party's research, development, trade secrets or business affairs that the
Party treats as confidential. The Parties acknowledge and agree that any and all information regarding this Agreement, including without
limitation the terms and conditions of this Agreement, shall be deemed to be Confidential Information. Without limiting the generality of the
foregoing, Lessor acknowledges and agrees that all Volume Reports and the contents thereof submitted pursuant to Section 23.1 constitute
Confidential Information. The term “ Receiving Party ” means a Party that receives Confidential Information of the other Party (“ Disclosing
Party ”).
9.2 Restrictions on Disclosure . The Receiving Party shall maintain in confidence the Confidential Information so received and will
not use such information, except to the extent permitted under this Agreement, to the detriment of the Disclosing Party, until such time as the
Confidential Information so received enters the public domain other than by the act or omission of the Receiving Party. A Receiving Party
shall limit disclosure of the Disclosing Party’s Confidential Information to those of its employees, subcontractors, attorneys, agents, and
consultants with a need to know the Confidential Information, subject to a nondisclosure obligation comparable in scope to this Article 9 .
Each Party shall protect the other Party’s Confidential Information using the same degree of care (but no less than a reasonable degree of
care) that it uses to protect its own Confidential Information. The obligations imposed by this Section shall be during the Term of this
Agreement and for six (6) years thereafter; provided , however , such obligations shall not apply to any Confidential Information that: (i) is or
becomes publicly known through no fault of the Receiving Party; (ii) is developed independently by the Receiving Party prior to the date of
disclosure; (iii) is obtained by the Receiving Party from a Third Party not known by Receiving Party to be prohibited from disclosing the
information without confidentiality restrictions or (iv) as required by Applicable Law or by regulation. A Receiving Party also may disclose
Confidential Information to the extent required by a court or other Governmental Authority, provided that the Receiving Party, if not legally
prohibited from doing so, promptly notifies the Disclosing Party of the disclosure requirement prior to disclosure and cooperates with the
Disclosing Party (at the latter’s expense and at its request) to resist or limit the disclosure.
9.3
Injunctive Relief . Receiving Party acknowledges and agrees that a breach or threatened breach of the confidentiality
obligations set forth herein may result in immediate and irreparable damage to the Disclosing Party for which there may be no adequate
remedy at law, and, in such event, the Disclosing Party may seek appropriate injunctive relief. Disclosing Party’s pursuit of any remedy will
not constitute a waiver of any other right or remedy available under this Agreement or under Applicable Law.
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Article 10.

Environmental, Health, Safety, Transportation, and Security .

10.1 Lessee shall use the Premises only for the purpose contemplated by this Agreement and related purposes associated with
asphalt facility operations consistent with the Products and Facilities and in compliance with Environmental, Health, Safety, Transportation,
and Security Laws.
10.2

Lessee shall not permit the Premises to be used for any unlawful purpose.

10.3
Lessee shall conduct operations on the Premises in compliance with all applicable Environmental, Health, Safety,
Transportation, and Security Laws and manage Hazardous Materials on the Premises for which Lessee is responsible hereunder in
compliance with all Applicable Laws. Lessee shall promptly, and in any event within twenty-four hours of Lessee becoming aware of the
occurrence, notify Lessor of (i) any spill of fifty (50) gallons or more of any asphalt cement or asphalt cement containing Product; (ii) any
spill of five (5) gallons or more of any chemical, diluent, or related product; (iii) any release or spill of a Hazardous Material at the Premises
that requires reporting under any Applicable Law or by a Governmental Authority or requires a response action, including remediation, under
Environmental, Health, Safety, Transportation, and Security Laws; (iv) any tank leak or tank over-fill; and (v) any Notice of Violation, Cease
and Desist or Consent Decree from any Governmental Authority, or the negotiation of any of these. Lessee shall promptly and completely
implement any response action with respect to such release or spill required under any Applicable Law or by a Governmental Authority.
Lessee shall provide Lessor with copies of any reports or monitoring results provided to a Governmental Authority with respect to any such
release, spill, or response action no later than five (5) Business Days following the submittal thereof to any Governmental Authority.
Furthermore, Lessee also shall provide to Lessor copies of any and all correspondence to or from any Governmental Authority relating to the
release, spill, or response action within five (5) Business Days of the date the correspondence is sent or received by Lessee, as applicable. In
the event of any spill, Lessee shall remediate any environmental contamination resulting from such spill, and clean or re-skin structures and
piping to remove any staining at the Premises caused by such spill.
10.4

Without limiting the generality of the foregoing,

(a) Lessee shall be responsible for complying with any and all notification or reporting requirements under Environmental,
Health, Safety, Transportation, and Security Laws arising out of Lessee's use of the Premises; provided, however, that Lessor retains the right
but not the obligation to make, after prior written notice to the Lessee, any environmental notification or report required by law and involving
the Premises which has not been completely performed or provided by Lessee. Lessee shall keep Lessor fully informed and provide Lessor
with documentation pertaining to any notification or reporting under Environmental, Health, Safety, Transportation, and Security Laws
applicable to the Premises or Lessee's operations thereon.
(b)
Lessee shall, at Lessee's own cost and expense, obtain and maintain in effect during the Term of this Agreement such
environmental, health, safety, transportation, and security permits, licenses, plans, approvals, or other such authorizations under
Environmental, Health, Safety, Transportation, and Security Laws as are necessary for Lessee to comply with Lessee's duties and obligations
under this Agreement, as are necessary for Lessee to comply in all respects with Applicable Law, and as are necessary for Lessee to conduct
its operations on the Premises. By way of example, but not limitation, such necessary environmental permits or plans may include, but will
not be limited to, Title V and applicable state Air Operating Permits, Spill Prevention Control, Countermeasure Plan, and Facility Response
Plan as both plans are set forth in 40 CFR Part 112, U.S. Coast Guard Facility Security Plans, and such other plans or permits that may be
required by any and all local, state, and federal agencies. By way of further example, but not limitation, and more specific to requirements
under the Spill Prevention Control and Countermeasure regulations as outlined in 40 CFR Part 112 as applied to above-ground oil storage
containers, Lessee shall,
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at Lessee's own cost and expense, obtain and maintain in effect during the Term of this Agreement all permits, plans, schedules, testing
requirements, tank preparation and cleaning, administrative processes, consultant requirements, procedures, and internal/external tank
inspections. Lessee will provide Lessor with all proposed testing schedules and tank inspection methodology in advance of Lessee's
implementation of such inspections. Lessee will provide Lessor with copies of all information pertaining to the actual findings of the tank
inspections and any other tank integrity information from Lessee's implementation of such tank inspections. In the event any inspections
conducted by Lessee or its contractor(s) uncover any probable areas of concern, Lessee shall submit to Lessor a proposed schedule outlining
the estimated timing and costs for repair. The cost for any such tank repairs shall be allocated between Lessor and Lessee pursuant to the
provisions of Article 15 . Lessee will give Lessor written notice and obtain Lessor's prior written approval, such approval not to be
unreasonably withheld, conditioned or delayed, for any and all additions or improvements to the Premises requiring a new permit or a permit
modification under Environmental, Health, Safety, Transportation, and Security Laws.
(c)
Lessee shall promptly, and in any event within five (5) Business Days of receipt or, as applicable, issuance or
assessment, notify and provide copies to Lessor of any and all warning letters, notices of violation, consent orders or decrees, notices of
stipulation, including any monetary penalties assessed, and any similar correspondence from any Governmental Authority (collectively, “
Non-Compliance Notices ”) relating to any allegation or declaration of non-compliance with, or need for investigation, remedial, or other
response action under, any Environmental, Health, Safety, Transportation, and Security Law, regardless of whether Lessee disputes such
Non-Compliance Notice. Lessee is further obligated to provide Lessor with copies of its response to any such Non-Compliance Notice no
later than five (5) Business Days after submittal thereof, fully explaining how the non-compliance matter or required investigation, remedial,
or other response action is to be resolved or why Lessee believes that the alleged non-compliance matter or requested action is not accurate or
not applicable. Lessee shall continue to provide to Lessor any and all correspondence relating to the Non-Compliance Notice until such time
as Lessee demonstrates to the reasonable satisfaction of Lessor that the Non-Compliance Notice has been resolved.
10.5
Other than the environmental assessments already performed in connection with the 2009 Agreements, without the prior
written approval of Lessor, such approval not to be unreasonably withheld, conditioned or delayed., Lessee shall not conduct any soil, ground
water, surface water, or other similar site investigation, sampling, or monitoring of the Premises, unless so ordered by a Governmental
Authority, required by the express terms of any permit for the Premises issued under applicable Environmental, Health, Safety,
Transportation and Security Laws, or advised by Lessee’s counsel as immediately necessary due to emergency or exigent circumstances. The
Lessor shall make the final determination as to whether any discretionary investigation, monitoring, or sampling is warranted. If so
warranted, the Lessor shall have the right to enter the Premises to routinely monitor the Lessee's progress and to ensure that the scope-ofwork adheres to that which the Lessor approved. Nothing in this Section 10.5 is intended to be or shall be construed to constitute authority or
an exercise of control by Lessor for environmental, health, safety, transportation, or security aspects of Lessee's operations on the Premises,
such activities being under the sole control of Lessee.
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10.6
Within forty-five (45) days of the end of the Term, except to the extent otherwise requested by Lessor, Lessee shall be
responsible, at its cost and in compliance with Environmental, Health, Safety, Transportation, and Security Laws, for (a) removal and proper
management of all Hazardous Materials on or in the vicinity of the Premises resulting from or used in connection with Lessee's operation and
use of the Premises; (b) all environmental conditions on or in the vicinity of the Premises resulting from Lessee’s operation and use of the
Premises; and (c) all environmental conditions on or in the vicinity of the Premises to the extent resulting from Lessee’s acceleration of,
contribution to, or exacerbation of pre-existing environmental conditions resulting from Lessee’s use or operations. Each of the foregoing
shall be subject to Lessee’s indemnification obligations hereunder. Violations of Environmental, Health, Safety, Transportation and Security
Laws and the removal of any Hazardous Material on or in the vicinity of the Premises which existed on or prior to the 2009 Agreements shall
be the responsibility of Lessor and subject to Lessor’s indemnification obligations hereunder. Lessee shall not make any disclosure, unless
required by applicable Environmental, Health, Safety, Transportation, and Security Laws, regarding any environmental condition on or in the
vicinity of the Premises without Lessor’s prior written consent. The Parties’ obligations under this Section 10.6 shall survive termination of
this Agreement.
10.7
At the end of the Term, Lessee shall reasonably cooperate with Lessor to transfer to Lessor or its designee any permits or
other authorizations relating to the Premises issued to Lessee under applicable Environmental, Health, Safety, Transportation, and Security
Laws; provided, however, if requested by Lessor, instead of transferring a permit or other authorization, Lessee shall at its cost and expense
and in compliance with Environmental, Health, Safety, Transportation, and Security Laws initiate and complete any actions required to
terminate such permits or other authorization. Lessee's obligation under this Section 10.7 shall survive termination of this Agreement.
10.8
If, at any time during the Term, a complaint is made to Lessor regarding offensive or obnoxious odors emitted from the
Product delivered to or stored at a Terminal, or if such Products violate any applicable regulation relating to odor, Lessor shall notify Lessee
of such complaint or violation. In such case, Lessee shall investigate and determine the source of the odor, and shall determine the best
method to abate such odor. If reasonable changes to the Product would fully abate the odor, Lessee shall make such changes and abate the
odor. Lessee shall not permit any Product reasonably known to have excessive potential for odor that may affect the Terminal’s property
boundaries to be stored or handled at a Terminal. If abatement of the odor requires the installation of additional equipment, Lessee and Lessor
shall negotiate in good faith to determine what additional equipment is reasonably necessary to abate the odor (“ Abatement Equipment ”),
whereupon Lessee shall undertake procurement and installation of the Abatement Equipment. Lessee shall be responsible for and shall pay to
or reimburse Lessor for the cost of (i) the investigation to determine the cause of such odor, and (ii) the Abatement Equipment ((i) and (ii),
the “ Abatement Costs ”), up to a maximum of $500,000 in the aggregate for each Facility. Lessor shall be responsible for all Abatement
Costs in excess of $500,000. In addition to such obligations, Lessee shall indemnify, defend, and hold harmless Lessor from and against any
and all fines, assessments, damages, penalties, and other expenses, including reasonable attorneys’ fees and costs, incurred by Lessor as a
result of such odor.
Article 11.

Indemnity .

11.1 Lessee's Indemnity to Lessor . Lessee shall indemnify and defend Lessor, Lessor’s Affiliates, and their respective employees,
directors, partners, members, representatives, agents (“ Lessor Indemnitees ”) against any and all Liabilities for personal injury, death or
property damage, or any other loss or claim arising out of, from, or otherwise related to (i) Lessee's operation and use of the Premises or (ii)
any violation by Lessee of Environmental, Health, Safety, Transportation, and Security Laws or (iii) Lessee’s breach of its obligations under
Section 10.6(a), (b) or (c), regardless of whether any Lessor Indemnitee would be subject to strict liability for any such Liability. Lessee shall
not indemnify or agree to defend Lessor to the extent
12

such Liabilities are caused by the negligence, gross negligence or willful misconduct of any Lessor Indemnitee. Lessee's obligation under this
Section 11.1 shall survive termination of this Agreement.
11.2
Lessor's Indemnity to Lessee . Lessor shall indemnify, defend and hold harmless Lessee, Lessee’s Affiliates, and their
respective employees, directors, partners, members, representatives, , and agents (“ Lessee Indemnitees ”) against any and all Liabilities for
personal injury, death, property damage, or any other loss or claim to the extent arising out of the acts or omissions of any Lessor Indemnitee
while on the Leased Premises or otherwise to the extent in connection with Lessor’s performance under this Agreement, or any matter subject
to indemnification by Lessor pursuant to Section 10.6, except that Lessor shall not indemnify or agree to defend Lessee to the extent such
Liabilities are caused by the negligence, gross negligence, willful misconduct or Lessee Indemnitees or for Liabilities for which Lessee is
indemnifying Lessor pursuant to Section 11.1. Lessor’s obligations under this Section 11.2 shall survive termination of this Agreement.
Article 12.

Insurance .

12.1 Lessee agrees to secure and maintain insurance with the following coverage and terms, and the stipulated levels of insurance
coverage may be satisfied through primary insurance or a combination of primary and excess or umbrella liability insurance, provided the
excess/umbrella coverage follows form over the underlying primary coverage.
12.2 Worker's Compensation Insurance in accordance with the statutory requirements of the state or states in which the Facility is
located and the U.S. Longshore and Harbor Workers Act, as applicable, and employer's liability insurance with minimum limits of
$5,000,000.
12.3 Commercial General Liability Insurance with minimum limits of $10,000,000 per occurrence for property damage and bodily
injury, sudden and accidental pollution, premises liability, products liability, broad form contractual liability. For Facilities involving marine
operations, such policy(ies) shall include marine terminal operator’s liability (MTOL) covering Lessee's operations at the Premises or be
provided by standalone MTOL policy with same coverage limit of $10,000,000 per occurrence.
12.4 Automobile Liability with minimum limits of $5,000,000 for property damage and bodily injury, covering all vehicles owned,
hired, rented, contracted for, or used by Lessee, or Lessee's successors, assigns, employees, agents, licensees, or invitees. Auto Liability
insurance shall include broadened pollution coverage using ISO endorsement CA-99-48 Broadened Pollution Coverage (or an endorsement
that offers similar or greater coverage) and MCS-90.
12.5
Lessor shall maintain “all risk” or equivalent special cause of loss form insurance on the Premises, but not on Lessee's
personal property or inventory, for full replacement cost value.
12.6
Lessor shall be named as an additional insured on the policies specified in this Section 12 to be maintained by Lessee, other
than Worker’s Compensation insurance. Lessee shall furnish Lessor with evidence of waiver of subrogation on the policy(ies) specified in
this Section 12 , and certificates of insurance or letters of self-insurance evidencing the insurance coverage specified herein within five (5)
days of the Commencement Date of this Agreement and annually thereafter upon date(s) of Lessee’s insurance renewal(s). Lessee will use
reasonable efforts to obtain from its insurers their undertaking to provide thirty (30) days’ prior written notice to Lessor of cancellation or
nonrenewal. All insurance required to be maintained under the terms of this Agreement shall be written by financially reputable insurance
carriers, with A.M. Best ratings of A-/XII or higher (or its equivalent), authorized to write insurance in the State where the Facilities are
located.
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12.7
Insurance on Lessee’s Product, if any, that may be desired by Lessee in its sole discretion, shall be carried by Lessee at
Lessee's expense. Lessee further represents and acknowledges that under no circumstances, terms, or conditions of this Agreement shall
Lessor provide any insurance coverage for Lessee’s Product.
12.8 Each of Lessor and Lessee (“ Releasing Party ”) hereby releases the other (“ Released Party ”) from any liability which the
Released Party would, but for this paragraph, have had to the Releasing Party arising out of or in connection with any damage to the property
of Releasing Party at the Premises which is or would be covered by a special causes of loss form of property insurance with no deductible in
the state in which such Premises is located, regardless of whether or not such coverage is actually being carried by the Releasing Party.
Lessor and Lessee shall use reasonable efforts to have their respective policies of insurance endorsed to contain a waiver of subrogation
provision incorporating the foregoing and providing that the insurance shall not be invalidated by the insured’s written waiver prior to a loss
of any or all right of recovery against any Party for any insured loss.
12.9 Lessor’s and Lessee’s obligations with respect to the restoration of any Facility following any casualty event, whether insured or
uninsured (“ Casualty ”), shall be governed by the terms and provisions of this Section 12.9 . Within thirty (30) days following the Casualty,
Lessor shall consult with Lessee in good faith and advise Lessee of the estimated cost (the “ Cost ”) and time required to restore and repair
such Facility to substantially its pre-loss condition (the “ Loss Notice ”). If the Cost is less than or equal to the sum of (i) the greater of (A)
$250,000.00 or (B) the annual Base Rental Fee for such Facility as defined in Exhibit B attached hereto (or, if the number of months
remaining in the Term is less than twelve (12) months, the sum of Base Rental Fees for the months remaining in the Term) and (ii) estimated
insurance proceeds, if any (the “ Formula ”), Lessor shall have an obligation to restore and repair the Facility to substantially its pre-loss
condition, and Lessor shall commence such repair work promptly and complete same as expeditiously as reasonably possible, unless Lessee
elects to terminate its obligations hereunder with respect to such Facility pursuant to the following provisions of this section. If the Cost is
greater than the Formula, then Lessor shall have no obligation to restore and repair the Facility and may terminate its obligations hereunder
with respect to such Facility. In the event that the damage caused by the Casualty is such that it materially interferes with Lessee’s ability to
conduct its normal business operations at the Facility and the restoration and repair (i) cannot, based upon the estimated time for repair set
forth in the Loss Notice, reasonably be expected to be completed, or is not completed, within one hundred twenty (120) days from the date of
loss or (ii) cannot, based upon the estimated time for repair set forth in the Loss Notice, reasonably be expected to be completed by June 1 of
any year during the Term of this Agreement, Lessee may terminate its obligations hereunder with respect to such Facility effective on the
date of the Casualty, provided it does so by notice to Lessor no later than five (5) business days after: (A) the date of receipt of the Loss
Notice, or (B) the expiration of 120 days from date of loss or June 1, as applicable, if repairs are not substantially complete by such date so
that Lessee is able to resume operations. During the period of restoration, the Base Rental Fee shall be equitably abated based upon the effect
of the Casualty upon Lessee’s ability to conduct normal business operations at the Facility. Notwithstanding anything to the contrary
contained herein, Lessee shall be solely responsible for the repair and restoration of any temporary improvements, trade fixtures, equipment
and any other property of Lessee made, installed or brought upon the Facility by Lessee. In the event that a Party terminates its obligations
with respect to any Facility pursuant to the terms of this Section 12.9 , this Agreement shall be deemed to be automatically revised and
reformed to exclude such Facility as of the effective date of such termination and neither Party shall have any further obligations with respect
to such Facility, except with respect to obligations accrued prior to the date of such termination or obligations accruing upon termination.
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Article 13.

Condemnation .

If any Facility shall be in its entirety taken or condemned for any public purpose the Parties' obligations with respect to such Facility shall
cease as of the date of condemnation, including, but not limited to, Lessee's obligation hereunder to pay rent, taxes, and insurance premiums
with respect to such Facility. If any portion of any Facility is taken or condemned to such an extent as to, in Lessee's reasonable
determination, materially interfere with Lessee's ability to conduct its normal business operations at such Facility for a period of one hundred
twenty (120) days or more, Lessee shall have the right to terminate its obligations with respect to such Facility by giving written notice of
termination to Lessor within thirty (30) days of receiving notice of such condemnation, whereupon the obligations of the Parties with respect
to such Facility, including, but not limited to Lessee's rent obligations, shall cease as to such Facility. If any Facility is partially condemned
and Lessee determines the taking will not materially interfere with Lessee's ability to conduct its normal business operations at such Facility,
Lessee shall be entitled to an equitable reduction in rent taking into account the effect upon Lessee's operations of the property so taken.
Lessee shall be entitled to make a separate claim against the condemning authority for an award for the value of any of Lessee's property, for
moving and relocation expenses, and for such business damages and/or consequential damages as may be allowed by law. In the event that a
Party terminates its obligations with respect to any Facility pursuant to the terms of this Section 13, this Agreement shall be deemed to be
automatically revised and reformed to exclude such Facility as of the effective date of such termination and neither Party shall have any
further obligations with respect to such Facility, except with respect to obligations accrued prior to the date of such termination or obligations
accruing upon termination or obligations which by their terms survive termination.
Article 14.

Limitations .

Except for Third Party claims for which there is an indemnification obligation hereunder, neither Party to this Agreement shall be
liable to the other Party for consequential, incidental, punitive, or indirect damages (including, but not limited to, lost profits or lost savings)
arising from, relating to, or in connection with this Agreement and/or the Premises, even if such Party has been advised of the possibility of
or could have foreseen such damages. This limitation applies regardless of the form of action, including, but not limited to, an action in law or
equity.
Article 15.

Maintenance .

15.1
Subject to the limitations set forth in this Article 15 , Lessee shall be responsible for the maintenance and repair of the
Premises including all tanks, equipment, or improvements placed or installed on the Premises, whether placed or installed by Lessee or
Lessor. Lessee shall maintain and operate the Premises in accordance with the equipment manufacturer's standards and observed historical
maintenance performed at the Facility. . Lessee shall keep the Premises free of all liens, pledges, mortgages, deeds of trust, security interests,
leases, subleases, easements, servitudes, and other encumbrances of any kind or nature.
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15.2
Notwithstanding anything to the contrary in this Section, and except for repairs and maintenance to the Facilities resulting
from the negligence or willful misconduct, of a Lessee Indemnitee, Lessor, and not Lessee, shall be responsible for (at its expense and
without reimbursement from Lessee) for any repairs or maintenance in excess of $*** per individual repair or maintenance occurrence, to the
extent necessary for the operations of Lessee’s business on the Premises in connection with the following improvements: (i) tank foundations,
tank shells, tank roof, tank floor, and insulation; (ii) dikes, containment areas and security fencing; (iii) scales; (iv) rail spurs, docks, and
dredging, if applicable; (v) heaters and boilers; (vi) buildings and HVAC; (vii) Motor Control Center, Motor Starters (including VFD); (viii)
pumps; (ix) mills; and (x) tank gauge systems. Except as set forth above, the $*** repair and maintenance obligation of Lessor set forth
herein shall not apply to annual maintenance retooling of the mills or tank cleaning and inspection expenses. If replacement of a mill is
required, Lessor shall replace such mill and Lessee shall reimburse Lessor the first $*** of the cost to replace said mill. Notwithstanding any
of the foregoing, Lessor and Lessee have agreed that tank foundation ring wall defects at the Halstead, Kansas Facility, regardless of number
of tanks affected, will be treated as one repair and subject to only one payment of $*** by Lessee. Notwithstanding the foregoing, Lessee
shall be solely responsible for all costs and expenses related to the maintenance of any Lessee Improvements.
15.3 Lessee shall obtain Lessor's prior written approval for all repair and maintenance costs expected to exceed $*** per individual
repair or maintenance occurrence, such approval not to be unreasonably withheld, conditioned or delayed. Lessee may not make repairs on
behalf of Lessor without such prior approval, which may be in electronic form via email. If approved by Lessor, Lessee may make such
repairs on behalf of Lessor and submit an invoice, along with supporting documentation, to Lessor for the amount of each such repair and
maintenance occurrence and said amount shall be paid in full by Lessor to Lessee within thirty (30) calendar days after receipt of the invoice
and supporting documentation by Lessor.
15.4
Lessee shall maintain the Facilities at a level that is clean, free of clutter and debris, and that all paint, insulation systems,
product stains, soil stains, vegetation control and general appearances are such that the Facilities and the Lessee are in good standing with the
community and surrounding neighbors.
Article 16.

Possession and Access .

Lessee shall enjoy exclusive possession of the Premises at all times during the Term of this Agreement, and Lessor and its respective
agents, and representatives shall have access to the Premises for the purpose of (i) inspection, including inspection for the purpose of
identifying issues and advising Lessee of any required changes to operating or maintenance practices to meet the requirements of this
Agreement, provided that such inspection does not relieve Lessee of its obligations under this Agreement to address matters whether or not
identified during such inspection, (ii) in the case of an emergency, (iii) inspection by potential purchasers of the Facility, lenders, insurers, or
investors, and (iv) for any other purpose contemplated by this Agreement such as auditing records or ensuring compliance by Lessee with the
terms of this Agreement.
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Article 17.

Default and Remedies .

17.1
Events of Default . Notwithstanding any other provision of this Agreement, an event of default (“ Default ” or “ Event of
Default ”) shall be deemed to occur with respect to a Party when:

(a) Such Party fails to make payment to the other Party when due under this Agreement, within ten (10) Business Days of a
written demand therefor.
(b)
Other than a Default described in Sections 17.1(a) and (c) , such Party fails to perform any obligation or covenant to
the other Party under this Agreement, which failure is not cured to the reasonable satisfaction of the other Party within thirty (30)
from the date that such Party receives written notice that corrective action is needed, or, if such default is of a nature that it cannot
reasonably be cured within thirty (30) days, such Party fails to commence to cure same within such thirty (30) day period and
continuously pursue such cure thereafter to completion with reasonable diligence.
(c)

Such Party becomes a Bankrupt.

17.2
Remedies . Notwithstanding any other provision of this Agreement, upon the occurrence of an Event of Default with respect
to either Party (the “ Defaulting Party ”), the other Party (the “ Performing Party ”) shall, in addition to all other remedies available to it and
without incurring any Liabilities to the Defaulting Party or to Third Parties, be entitled to do one or more of the following: (a) suspend its
performance under this Agreement as to the affected Facility(ies) without prior notice to the Defaulting Party, (b) proceed against the
Defaulting Party for damages occasioned by the Defaulting Party’s failure to perform, and (c) upon one (1) Business Day’s notice to the
Defaulting Party, terminate and liquidate this Agreement but only as to the affected Facility(ies). Notwithstanding the foregoing, in the case
of an Event of Default described in Section 17.1(d) , no prior notice shall be required.
17.3
Non-Exclusive Remedy . The Performing Party’s rights under this Article 17 shall be in addition to, and not in limitation or
exclusion of, any other rights that it may have (whether by agreement, operation of law or otherwise), including any rights and remedies
under any applicable Uniform Commercial Code. The Performing Party may enforce any of its remedies under this Agreement successively
or concurrently at its option. No delay or failure on the part of a Performing Party to exercise any right or remedy to which it may become
entitled on account of an Event of Default shall constitute an abandonment of any such right, and the Performing Party shall be entitled to
exercise such right or remedy at any time during the continuance of an Event of Default. All of the remedies and other provisions of this
Article 17 shall be without prejudice and in addition to any right of setoff, recoupment, combination of accounts, lien, or other right to which
any Party is at any time otherwise entitled (whether by operation of law, in equity, under contract or otherwise).
Article 18.

Independent Entities .

Neither Party shall have authority to bind the other by any contract, representation, understanding, act, or deed concerning the other
Party, nor shall this Agreement be deemed to establish a partnership or joint venture. Neither Party shall have any right to use trademarks,
trade names, or the corporate name of the other. Each Party shall have the sole responsibility for the acts and compensation of its own
employees, its taxes, and the expenses of the conduct of its own business.
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Article 19.

Assignment .

Lessee shall not assign its rights and obligations under this Agreement without the prior written consent of Lessor, such consent not
to be unreasonably withheld, conditioned or delayed; provided , however , that, Lessee may assign, without the prior written consent of
Lessor, this Agreement or its respective rights and obligations hereunder, in whole or in part, to an Affiliate or any successor in interest of
Lessee, including the purchaser of all or substantially all of the assets of Lessee; provided that , (i) such Affiliate or successor assumes in
writing all of Lessee's obligations hereunder and a copy of such assumption is provided to Lessor, and (ii) Lessee shall not be relieved or
released from Liability hereunder. Lessor may assign, without the prior written consent of Lessee, this Agreement or its respective rights and
obligations hereunder, in whole or in part, to one or more subsidiaries that are directly or indirectly wholly-owned by Lessor or to any person
or entity which purchases or is otherwise a successor in interest to Lessor's right, title, and interest in the Facility and Lessor agrees to provide
notice thereof before, or within three (3) days following, such assignment, provided , however, Lessor shall have no liability to Lessee nor
shall Lessee have any remedies under this Agreement for failure to provide such notice, although Lessee shall not be required to recognize
such assignment until notice thereof is provided by Lessor. This Agreement shall inure to the benefit of, and shall be binding upon, the Parties
and their respective permitted successors and assigns.
Article 20.

Notices .

All notices and other communications given pursuant to this Agreement shall be in writing and sent by email, facsimile, or overnight
courier to the respective Party’s address set forth below and to the attention of the person and department indicated. A notice given by email
or facsimile shall be deemed to have been received when transmitted to the other Party (if, in the case of email, confirmed by the receiving
Party’s email system as received and opened, and if by fax confirmed by the notifying Party’s transmission report). A notice given by
overnight courier shall be deemed to have been received when the notice is actually delivered to or refused by the other Party, as reflected in
the courier company’s delivery records. Any notice received after 5:00 p.m. is not deemed received until 11:00 a.m. the following Business
Day. A Party may change its address, email or facsimile number by giving written notice in accordance with this Section, which change is
effective upon receipt.
If to Lessor:
BKEP Materials, L.L.C.
6060 American Plaza Suite 600
Tulsa OK 74135
Phone: (918) 237-4000
Fax: (918) 237-4001
Attention: Chief Operating Officer
With copy to:
Chief Legal Officer
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If to Lessee:
Ergon Asphalt & Emulsions, Inc.
2829 Lakeland Drive, Suite 2000
Flowood, MS 39232
Phone: (601) 933-3000
Fax: (601) 933-3363
E-mail: baxter.burns@ergon.com
Attention: J. Baxter Burns, II, President
With a copy to:
Watson Heidelberg, PLLC
2829 Lakeland Drive, Suite 1502
Flowood, MS 39232
Phone: (601) 939-8900
Fax: (601) 932-4400
E-mail: kwatson@whjpllc.com
Attention: J. Kevin Watson
Article 21.
21.1

Termination .
This Agreement may be terminated in accordance with the following provisions:

(a)
The Performing Party may terminate this Agreement following an Event of Default by the other Party, in accordance
with the provisions of Section 17.1 .
(b) The Parties may terminate this Agreement by execution of a written agreement signed by authorized representatives of
both Parties, in which event the termination shall be effective on the date specified in such agreement.
21.2
Upon any termination or expiration of this Agreement, Lessee shall return the Facilities to Lessor in the condition in which
the Facilities were immediately preceding the Commencement Date, normal wear and tear and insured casualty excepted. Lessee shall
peaceably surrender the Facilities, and, unless otherwise agreed to by the Parties, remove all asphalt, raw materials, and Product from the
Facilities. In the event Lessee has not removed all asphalt, raw materials, tank heels, and Product on the date this Agreement is terminated or
expires, Lessee agrees to reimburse Lessor for the actual costs of such removal, which shall include the expense of any necessary cleaning
and restoration to the previous condition, subject to normal wear and tear, of the Premises, plus a ten percent (10%) administrative fee.
21.3 Each Party’s obligations under this Agreement shall end as of the effective date of its termination or expiration in accordance
with this Agreement; provided , however , that each Party shall remain liable to the other hereunder with respect to (a) any obligations
accruing under this Agreement prior to the effective date of such termination, including any indemnification obligations provided hereunder
or (b) as otherwise provided in this Agreement. Notwithstanding anything in this Agreement to the contrary, Articles 4, 9 (for the period
therein specified), 11, 14 and 20 shall survive the expiration or termination of this Agreement.
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21.4 Lessee shall vacate the Facilities no later than the termination of this Agreement. Notwithstanding Section 21.3 , if Lessee
does not vacate the Facilities following termination of this Agreement, Lessee shall be deemed to be holding over and will become a tenant at
sufferance and shall not constitute a renewal or extension for any further term. Under such tenancy at sufferance, the fees set forth in Exhibit
B and charged to Lessee shall be increased to one hundred fifty percent (150%) of the values set forth in Exhibit B , prorated based on the
actual number of holdover days and charged only with respect to the Facility or Facilities being held over. Such tenancy at sufferance shall be
subject to every other applicable term, covenant and agreement contained in this Agreement. Nothing contained in this section shall be
construed as consent by Lessor to any holding over by Lessee, and Lessee expressly reserves the right to require Lessee to surrender
possession of the Facilities to Lessor as provided in this Agreement upon the expiration or other termination of this Agreement. The
provisions of this Section 21.4 shall not be deemed to limit or constitute a waiver of any other rights or remedies of Lessor provided in this
Agreement or at law. If Lessee fails to surrender the Facilities upon the termination or expiration of this Agreement, in addition to any other
liabilities to Lessor accruing therefrom, Lessee shall protect, defend, indemnify and hold Lessor harmless from all loss, costs (including
reasonable attorneys’ fees) and liability resulting from such failure, including any claims made by any succeeding lessee founded upon such
failure to surrender (excluding such lessee’s lost profits).
Article 22.

Subordination and Estoppel Certificate .

22.1
This Agreement is subject and subordinate to all mortgages, deeds of trust, and related security instruments which may now
or hereafter encumber the Facility and to all renewals, modifications, consolidations, replacements, and extensions thereof and to each
advance made or hereafter to be made thereunder. This subordination shall be selfoperative and no further instrument of subordination is
required. In confirmation of such subordination, however, Lessee shall, at Lessor's request, execute promptly any appropriate certificate or
instrument that Lessor may request. In the event of the enforcement by the trustee or the beneficiary under any such mortgage or deed of trust
of the remedies provided for by Applicable Law or by any such mortgage or deed of trust, Lessee will, upon request of any person or party
succeeding to the interest of said trustee or beneficiary as a result of such enforcement, automatically become the tenant of, and attorn to,
such successor in interest without change in the terms or provisions of this Agreement; provided, however, that such successor in interest
shall not be bound by: (i) any payment of Base Rental Fee for more than one (1) month in advance; or (ii) any amendment or modification of
this Agreement made without the written consent of such trustee or such beneficiary or such successor in interest. Upon request by such
trustee, beneficiary, or successor in interest, Lessee shall execute and deliver an instrument or instruments confirming the attornment
provided for herein. Lessor shall use commercially reasonable efforts to provide to Lessee within thirty (30) days following the date of this
Agreement, nondisturbance agreements from Lessor's lenders in form and substance reasonably satisfactory to Lessee. Lessor shall likewise
provide to Lessee non-disturbance agreements in form and substance reasonably satisfactory to Lessee from any successor or replacement
lender(s) in connection with placement of any mortgage, deed of trust or similar encumbrance against the Leased Premises within thirty (30)
days following the date such encumbrance is placed of record. Lessor acknowledges that Lessee's inventories may serve as collateral for
Lessee's financing and agrees to subordinate in writing any applicable landlord liens to the extent same may affect Lessee's inventory.
22.2 At either Party’s request, the other Party will execute either an estoppel certificate or a three-party agreement among Lessor,
Lessee, and any third party dealing with the requesting Party certifying to such facts (if true) and agreeing to such notice provisions and other
matters as such third party may reasonably require in connection with the business dealings of requesting Party and such third party.
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Article 23.

Reporting Requirements .

23.1 Within fifteen (15) days after the end of each calendar month, Lessee shall deliver to Lessor a schedule showing the amount
of all product by type delivered from the Facility (“ Volumes Report ”). In addition, the Volumes Report shall specifically identify the
throughput at the Facilities by asphalt cement, emulsions, modified emulsions, modified asphalt cement, interplant transfers, and other
Products and any Throughput Charges that are payable pursuant to this Agreement.
23.2
Within thirty (30) days after the end of each calendar quarter, Lessee shall deliver to Lessor a certification, signed by an
authorized officer of Lessee, that Lessee has paid all taxes (other than real property taxes, which shall be paid by Lessor and reimbursed by
Lessee in accordance with Exhibit B ) and utility payments for the prior quarter and that Lessee has otherwise kept the Premises free of all
mortgages, deeds of trust, leases, subleases, easements, servitudes, and other encumbrances of any kind or nature.
Article 24.

Force Majeure .

24.1 If either Party is unable to perform or is delayed in performing, wholly or in part, its obligations under this Agreement, other
than the obligation to pay funds when due, as a result of an event of Force Majeure, that Party shall be excused from such performance and
shall give the other Party prompt written notice of any event that is or, in the reasonable estimation of the affected party, could become an
event of Force Majeure with reasonably full particulars thereof. The obligations of the Party giving notice, so far as such obligations are
affected by the event of Force Majeure, will be suspended during, but not longer than, the continuance of the event of Force Majeure
beginning with the time that the event first occurs and continuing until the effects of the Force Majeure Event have been remedied. The
affected Party must act with commercially reasonable diligence to overcome or remedy the effects of the event of Force Majeure and resume
performance as quickly as possible. Once the event of Force Majeure and its effects are remedied, the affected Party shall notify the other
Party that the event of Force Majeure no longer affects such obligations.
24.2
The requirement that any Force Majeure event be remedied with all reasonable diligence shall not require the settlement of
strikes, lockouts, or other labor difficulty by the Party claiming excuse due to an event of Force Majeure contrary to its wishes.
Article 25.

Miscellaneous .

25.1 Headings . The headings of the sections and subsections of this Agreement are for convenience only and shall not be used in
the interpretation of this Agreement.
25.2 Amendment or Waiver . This Agreement may not be amended, modified, or waived except by written instrument executed by
officers or duly authorized representatives of the respective Parties. No waiver or failure of enforcement by any Party of any Default by any
other Party in the performance of any provision, condition, or requirement herein shall be deemed to be a waiver of, or in any manner a
release of the Defaulting Party from, performance of any other provision, condition, or requirement herein, nor deemed to be a waiver of, or
in any manner a release of the Defaulting Party from, future performance of the same provision, condition, or requirement; nor shall any
delay or omission of any Performing Party to exercise any right hereunder in any manner impair the exercise of any such right or any like
right accruing to it thereafter.
21

25.3
Severability . Any provision of this Agreement that is prohibited or not enforceable in any jurisdiction shall, as to that
jurisdiction, be ineffective only to the extent of the prohibition or lack of enforceability without invalidating the remaining provisions of this
Agreement or affect the validity or enforceability of those provisions in another jurisdiction or the validity or enforceability of this Agreement
as a whole.
25.4 Entire Agreement and Conflict with Attachments . This Agreement (including Attachments) contains the entire and exclusive
agreement between the Parties with respect to the subject matter hereof, and there are no other promises, representations, or warranties
affecting it. The terms of this Agreement may not be contradicted, explained, or supplanted by any usage of trade, course of dealing, or
course of performance. Any other representation, promise, statement, or warranty made by either Party or their agents that differs in any way
from the terms contained herein will be given no force or effect. In the case of any conflict between the body of this Agreement and any of its
Attachments, the terms contained in the Attachments will govern.
25.5
Governing Law and Jurisdiction; Waiver of Jury Trial . This Agreement will be construed and governed by the laws of the
State of Oklahoma except the choice of law rules of that State that may require the application of the laws of another jurisdiction. Exclusive
jurisdiction and venue is agreed to be the state or federal courts within the State of Oklahoma. Lessee and Lessor hereby irrevocably waive
any right to a trial by jury with respect to any dispute regarding, breach of, or any enforcement of the terms and conditions of this Agreement.
The prevailing party in any proceeding brought to enforce or interpret this Agreement shall be entitled to recover, in addition to other relief,
such prevailing party’s expenses of litigation, including reasonable attorneys fees.
25.6
Counterparts . This Agreement may be executed in any number of counterparts each of which, when so executed and
delivered (including by facsimile or electronic mail transmission), will be deemed original but all of which together will constitute one and
the same instrument. Delivery of an executed signature page of this Agreement in Portable Document Format (pdf) or by facsimile
transmission shall be effective as delivery of an executed original counterpart of this Agreement.
25.7 Further Assurances . Subject to the terms and conditions of this Agreement, each of the Parties hereto will use commercially
reasonable efforts to take, or cause to be taken, all action, and to do, or cause to be done, all things necessary under Applicable Laws and
regulations to consummate the transactions contemplated by this Agreement.
25.8 No Third-Party Beneficiaries . Nothing contained in this Agreement, expressed or implied, is intended or shall be construed to
confer upon or give to any Person other than the Parties hereto and their successors or permitted assigns, any rights or remedies under or by
reason of this Agreement.
25.9
No Strict Construction . The Parties to this Agreement have participated jointly in the negotiation and drafting of this
Agreement. In the event an ambiguity or question of intent or interpretation arises with respect to this Agreement, this Agreement shall be
construed as if drafted jointly by the Parties, and no presumption or burden of proof shall arise favoring or disfavoring a Party by virtue of the
authorship of any of the provisions of this Agreement.
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25.10
Binding Effect . Each and all of the covenants, terms, and conditions of this Agreement shall extend to and firmly bind the
successors, trustees, legal representatives, receivers, and assigns of the Parties as though the Parties were themselves bound.
Article 26.

Title to Leased Premises; Condition of Improvements .

Lessor hereby represents and warrants to Lessee that it has good and marketable title to each Facility (good and marketable leasehold
title in the case of Underlying Leases) subject only to (i) the restrictions, covenants, conditions, easements, servitudes, liens and other
encumbrances to title to such Facility (collectively, “ Encumbrances ”) that are identified in the applicable Owner’s Policy of Title Insurance
listed on Exhibit C attached hereto; (ii) liens in favor of Lessor’s commercial lenders, including, but not limited to, Wells Fargo Bank,
National Association as Administrative Agent, in connection with the Second Amended and Restated Credit Agreement dated as of May 11,
2017 (as amended); (iii) taxes not yet due or payable or which are being contested in good faith, and mechanic’s, materialman’s, supplier’s,
vendor’s or similar liens arising in the ordinary course of business securing amounts that are not delinquent or past due or that are being
contested in good faith; and (iv) any other Encumbrances or title defects which do not, individually or in the aggregate, materially and
adversely affect the value of the leasehold estate granted herein or the ability of Lessee to use the applicable Facility for the purposes
permitted under this Agreement (collectively, the “ Permitted Encumbrances ”).
Article 27.

Quiet Enjoyment.

Lessor covenants that if Lessee shall pay rent due hereunder and perform all of its obligations hereunder, Lessee shall, for the Term
of this Agreement, freely, peaceably and quietly occupy and enjoy the full possession of the Leased Premises without interruption or
hindrance by Lessor, its agents or employees.
Article 28.

Rights of First Refusal; Right of First Offer.

28.1 Subject to the terms and conditions set forth below (including, without limitation, Section 28.3 ), if Lessor proposes or intends
to sell any Facility(ies) (the “ Term Offered Facilities ”) to a third party during the Term of this Agreement then Lessee shall have the right
to purchase the Term Offered Facilities (the “ Term First Refusal Right ”) on the following terms and conditions:
(a) If Lessor executes a contract or letter of intent to sell the Term Offered Facilities to a Third Party, which transaction is
expected to close during the Term of this Agreement, Lessor shall provide Lessee with written notice setting forth the Term Offered
Facilities, the proposed sale price and other material terms and conditions upon which Lessor intends to sell the Term Offered Facilities to a
third party (the “ Term ROFR Notice ”). Within 30 days after it receives the Term ROFR Notice (the “ Term ROFR Period ”), Lessee may
deliver written notice (the “ Term Exercise Notice ”) to Lessor that Lessee is exercising its Term First Refusal Right and will purchase the
Term Offered Facilities for the price and upon the terms and conditions contained in the Term ROFR Notice. If Lessee does not deliver the
Term Exercise Notice to Lessor during the Term ROFR Period, then Lessor shall thereafter be free to sell the Term Offered Facilities to a
third party substantially on the terms and conditions contained in the Term ROFR Notice or pursuant to higher or more favorable terms and
conditions.
(b)
Notwithstanding anything to the contrary contained herein, the Term First Refusal Right shall not apply to any
mortgage of the Premises or the Facilities or any portion thereof to secure the repayment of borrowings by Lessor or any of its Affiliates. A
foreclosure sale by such lender shall not be a sale to which the Term First Refusal Right shall be applicable, and upon any such foreclosure
sale the Term First Refusal Right shall terminate automatically and be of no further force or effect notwithstanding the existence of, or any
term contained in, any non-disturbance agreement from Lessor’s lenders. In clarification
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of the foregoing, after any such foreclosure sale, the Term First Refusal Right shall never apply. In the event of a foreclosure sale, to the
extent that Lessor receives notice thereof, Lessor shall provide Lessee notice of such sale, including the date, time and place of sale, if known
by Lessor; such notice to be provided by Lessor within five (5) business days following Lessor’s receipt of such information, if any. As used
herein, “foreclosure sale” shall include a conveyance in lieu of foreclosure. It is the intention of the Parties that the Term First Refusal Right
be subordinate to any mortgage presently encumbering the Premises and the Facilities.
28.2 Subject to the terms and conditions set forth below (including, without limitation, Section 28.3 ), if Lessor proposes or intends
to sell or lease any Facility(s) (the “ Expiration Offered Facilities ”) commencing upon the expiration of the Term of this Agreement, then
Lessor shall give written notice to Lessee no later than eighteen (18) months prior to the expiration of the Term of this Agreement (the “
Expiration ROFO Notice ”). Within five (5) business days after the receipt of the Expiration ROFO Notice, Lessee may elect to exercise its
rights of first offer by delivering a notice of exercise (“ Expiration Exercise Notice ”) to Lessor. During the 30-day period following receipt
of the Expiration Exercise Notice (the “ Expiration ROFO Period ”), Lessee shall have the right to make an offer to Lessor for the purchase
or lease, as applicable, of such Expiration Offered Facilities (the “ Initial Offer ”). Lessor shall consider the Initial Offer and any other offers
for any or all of the Expiration Offered Facilities in good faith and shall select the offer(s) that Lessor deems most attractive in its sole
discretion, or no offer. If Lessor selects an offer(s) other than the Initial Offer or no offer, it shall give written notice to Lessee that it has not
selected the Initial Offer (the “ Rejection Notice ”). Lessee shall have the right to submit a revised offer (the “ Last Look Offer ”) to Lessor
for the Expiration Offered Facilities within five (5) business days after receipt of the Rejection Notice. Lessor shall consider the Last Look
Offer and any other offers for any or all of the Expiration Offered Facilities in good faith and shall select the offer(s) that Lessor deems most
attractive in its sole discretion, or no offer. For the avoidance of doubt, Lessor shall not be required to provide, and Lessee shall not have the
right to know, the terms or conditions of any other offer for any or all of the Expiration Offered Facilities. If Lessee does not deliver (i) the
Expiration Exercise Notice to Lessor within five (5) business days after receipt of the Expiration ROFO Notice or (ii) the Initial Offer or the
Last Look Offer to Lessor within the time periods specified above, then Lessor shall thereafter be free to sell or lease any or all of the
Expiration Offered Facilities to a third party or parties on such terms and conditions as it may deem appropriate.
28.3
The obligation of Lessor to provide the Term ROFR Notice, the Expiration ROFO Notice and the corresponding rights of
Lessee contained in this Section 28 , including, without limitation, the Term First Refusal Right and the right to make the Initial Offer and the
Last Look Offer, shall only apply if Lessee is not in default under this Agreement. In addition, the rights and obligations in this Section 28 ,
including, without limitation, the Term First Refusal Right, shall not apply to any proposed sale or lease of more than two-thirds of the total
asphalt facilities owned or leased by Lessor in a single transaction or a series of related transactions (collectively, a “ Transfer ”) or to the
proposed sale or lease of any Facility in connection with any such Transfer.
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Article 29.

Memorandum of Lease.

Promptly upon execution of this Agreement, Lessor and Lessee shall execute and deliver a memorandum of this Agreement in form
reasonably satisfactory to Lessor and Lessee for recording in the land records of the jurisdictions in which the Facilities are located.

[SIGNATURE PAGE FOLLOWS.]
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This Agreement has been executed by the authorized representatives of each Party as indicated below to be effective as of the
Effective Date.
LESSOR:

BKEP MATERIALS, L.L.C.

By:

/s/ Mark A. Hurley
Name:
Mark A. Hurley
Title:
Chief Executive Officer

BKEP ASPHALT, L.L.C.

By:

/s/ Mark A. Hurley
Name:
Mark A. Hurley
Title:
Chief Executive Officer

LESSEE

ERGON ASPHALT & EMULSIONS, INC.

By:

/s/ J. Baxter Burns, II
Name:

J. Baxter Burns, II

Title:

President

Signature page to Lessee Operated Facilities Lease Agreement

EXHIBIT A-1
DESCRIPTION OF FACILITIES/PREMISES
AUSTIN, TX
BEING 3.29 ACRES OF LAND, MORE OR LESS, OUT OF AND A PART OF TRACT 5-B, OF SUBDIVISION OF THE MRS. A.B.
PAYTON ESTATE, A PORTION OF THE JAMES P. WALLACE LEAGUE, IN TRAVIS COUNTY, TEXAS, ACCORDING TO THE
MAP OR PLAT THEREOF RECORDED IN/UNDER BOOK 3, PAGE 259 OF THE PLAT RECORDS OF TRAVIS COUNTY, TEXAS,
SAID 3.29 ACRE TRACT BEING OUT OF 5.58 ACRES AS DESCRIBED IN/UNDER VOLUME 2274, PAGE 504 OF THE REAL
PROPERTY RECORDS OF TRAVIS COUNTY, TEXAS, SAID 3.29 ACRE TRACT BEING MORE PARTICULARLY DESCRIBED BY
METES AND BOUNDS AS FOLLOWS, TO-WIT:
BEGINNING AT A ½ INCH IRON ROD FOUND ON THE WESTERLY RIGHT-OF-WAY LINE OF THE MISSOURI PACIFIC
RAILROAD, SAID POINT ALSO BEING THE NORTHEAST CORNER OF LOT THREE (3) OF THE ATRIUM, A SUBDIVISION
RECORDED IN VOLUME 83, PAGE 125C OF THE PLAT RECORDS OF TRAVIS COUNTY, STATE OF TEXAS; THENCE NORTH
61° 07’ 47” WEST, ALONG THE NORTHERLY LINE OF SAID LOT 3 (PLAT CALL IS NORTH 61° 06’ 34” WEST), A DISTANCE OF
403.53 FEET (PLAT CALL IS 403.29 FEET), TO A FOUND 1/2 INCH IRON ROD AT THE NORTHWEST CORNER OF SAID LOT 3,
SAID NORTHWEST CORNER ALSO BEING IN THE EASTERLY RIGHT-OF-WAY LINE OF MO-PAC EXPRESSWAY; THENCE
NORTHEASTERLY ALONG SAID EASTERLY RIGHT-OF-WAY LINE, ALONG A CURVE TO THE RIGHT, WITH A CHORD
BEARING OF NORTH 41° 58’ 04” EAST, A CHORD DISTANCE OF 358.93 FEET, A RADIUS OF 627.07 FEET, AND AN ARC
DISTANCE OF 364.01 FEET TO A FOUND TEXAS DEPARTMENT OF TRANSPORTATION (TXDOT) BRASS MONUMENT;
THENCE CONTINUING ALONG SAID EASTERLY RIGHT-OF-WAY LINE, NORTH 58° 37’ 22” EAST, A DISTANCE OF 97.65
FEET TO A FOUND 3/4 INCH IRON ROD ON THE SOUTHERLY LINE OF A TRACT CONVEYED TO JOHN JOSEPH, RECORDED
IN VOLUME 3365, PAGE 1163 OF THE DEED RECORDS OF TRAVIS COUNTY, STATE OF TEXAS, FROM WHICH BEARS A
FOUND 3/4 INCH BOLT NORTH 58° 38’ 17” EAST, A DISTANCE OF 84.82 FEET; THENCE SOUTH 61° 11’ 45” EAST, ALONG
SAID SOUTHERLY LINE, A DISTANCE OF 204.56 FEET TO A FOUND 1/2 INCH IRON ROD IN THE WESTERLY RIGHT-OFWAY LINE OF THE MISSOURI PACIFIC RAILROAD, FROM WHICH BEARS A FOUND 1/2 INCH BOLT, NORTH 19° 49’ 45”
EAST, A DISTANCE OF 75.00 FEET; THENCE SOUTH 19° 49’ 34” WEST, ALONG SAID WESTERLY RIGHT-OF-WAY LINE, A
DISTANCE OF 440.07 FEET TO THE POINT OF BEGINNING.
DODGE CITY, KS
Lots 1, 2, 3, 4, 5 and 6, Block 1, Gremar Addition, a subdivision of part of the North Half (N/2) of the Northwest Quarter (NW/4) of Section
32, Township 26 South, Range 24 West of the 6th P.M., Ford County, Kansas

HALSTEAD, KS
Lots 1 and 2, Block 1, Industrial Park, an addition to the City of Halstead, Harvey County, Kansas.
LAWTON, OK
Lot 1, Block 3, Lawton Industrial Park Part II, an addition to the City of Lawton, Oklahoma, Comanche County, Oklahoma, which Lot is
described in the Warranty Deed recorded in Book 1450, page 38, as follows:
A tract of land described as beginning at a point on the south right of way line of the Burlington Northern Railroad, said point being 3,216.47
feet North 00°24’28” East and 977.856 feet North 85°01’03.47” West of the Southeast Corner of the Southwest Quarter of Section 31,
Township 2 North, Range 12 West, I.M., Comanche County, Oklahoma;
THENCE South 00°21’22” West a distance of 382 feet;
THENCE North 89°38’38” West a distance of 320 feet;
THENCE North 00°21’22” East a distance of 215 feet;
THENCE North 33°59’11.39” West a distance of 261.236 feet;
THENCE in an easterly direction along a curve to the left having a radius of 5779.578 feet a distance of 354.065 feet;
THENCE South 85°01’03.47” East a distance of 115.935 feet to the point of beginning.
LITTLE ROCK, AR
Part of the West half (W 1/2) of the Northwest Quarter (NW 1/4), Northeast Quarter (NE 1/4), Section Thirty-Five (35), Township 1 North,
Range 12 West, Pulaski County, Arkansas, more particularly described as follows: starting at the Northwest corner of said NE 1/4, Section
35; thence South 0 degrees 5 minutes West 326.95 feet deeded (South 1 degrees 45 minutes 29 seconds West 326.95 feet measured) along the
North-South center line of Section 35 to the point of beginning; thence South 89 degrees 53 minutes East 659.8 feet deeded (South 88 degrees
12 minutes 50 seconds East 659.80 feet measured) to a point; thence South 0 degrees 03 minutes East 328.2 feet deeded (South 1 degrees 45
minutes 15 seconds West 328.20 feet measured) to a point; thence North 89 degrees 47 minutes West 660.6 feet deeded (North 88 degrees 06
minutes 20 seconds West 659.82 feet measured) to a point; thence North 0 degrees 05 minutes East 326.95 feet deeded (North 1 degrees 45
minutes 29 seconds East 326.95 feet measured) along the North-South center line of Section 35, to the point of beginning.

MEMPHIS (EM), TN
PARCEL 1:
Lots 109 and 110 of the Memphis and Shelby County Port Commission’s Industrial Subdivision, as shown on record in Plat Book 17, Page 2,
in the Register’s Office of Shelby County, Tennessee, to which plat reference is hereby made for a more particular description of said
property.
PARCEL 2:
Lot 111 of the Memphis and Shelby County Port Commission’s Industrial Subdivision, as shown on record in Plat Book 17, Page 2, in the
Register’s Office of Shelby County, Tennessee, to which plat reference is hereby made for a more particular description of said property.

SALINA, KS
TRACT A: A tract in the Northwest Quarter (NW 1/4) of the Northeast Quarter (NE 1/4) of Section Eleven (11), Township Fourteen (14)
South, Range Three (3) West of the 6th P.M., Saline County, Kansas, which is described as follows:
Beginning at the Northwest corner of said NE/4; thence South along the West line of said NE/4, 378.92 feet; thence East 93.61 feet; thence
North 122.22 feet; thence S88°25’00”E, 621.84 feet to the West Right-of-Way Line of Dry Creek Channel; thence N05°22’00”E 272.80 feet
to the North line of said NE/4; thence N89°49’26” W along said North line 740.73 feet to the point of beginning; said property including all
or a substantial portion of portion of Lot Five (5), Block One (1), Final Plat of Hixson-Lehenbaurer Subdivision PUD, Saline County,
Kansas.
As measured:
Beginning at the Northwest corner of said NE/4; thence South along the West line of said NE/4, 378.69 feet; thence East 93.66 feet; thence
North 122.11 feet; thence S88°31’47”E, 621.79 feet to the West Right-of-Way line of Dry Creek Channel; thence N05°24’37”E, 271.50 feet
to the North line of said NE/4; thence N89°49’26”W along said North line 741.03 feet to the point of beginning; said property including all or
a substantial portion of Lot Five (5), Block One (1), Final Plat of Hixson-Lehenbaurer Subdivision PUD, Saline County, Kansas.
TRACT B: A tract of land in the South Half of Section 2, Township 14 South, Range 3 West of the 6th Principal Meridian in Saline County,
Kansas more particularly described as follows:
Beginning at the SW Corner of the SE 1/4 of Section 2, Township 14 South, Range 3 West; thence east along the south line of said SE 1/4 of
an assumed bearing of N89°15’14” E a distance of 1270.13 feet to the center of the old channel of Dry Creek; thence along center of the
channel of Dry Creek on the following described courses; 1. N02°33’00”E, 37.00 feet; 2. N14°02’00”W, 50.00 feet; 3. N29°34’00”W, 60.00
feet; 4. N54°55’00”W, 47.00 feet; 5. N58°46’00”W, 46.00 feet; 6. N87°32’00”W, 59.00 feet; 7. S76°50’00”W, 32.00 feet; 8. S68°24’00”W,
120.00 feet; 9. N59°38’00”W, 45.00 feet; 10. N33°27’00”W, 184.00 feet; 11. N16°40’00”E, 114.00 feet; 12. N06°13’00”W, 112.00 feet; 13.
N30°57’00”E, 47.00 feet; 14. N67°30’00”E, 57.00 feet; 15. N38°57’00”E, 43.00 feet; 16. N37°03’00”W, 38.00 feet; 17. N64°41’00”W,
96.00 feet; 18. N46°53’00”W, 54.00 feet; 19. N13°37’00”W, 87.00 feet; 20. N20°27’00”E, 56.00 feet; 21. N57°56’00”E, 45.00 feet; 22.
N78°05’00”E, 54.00 feet; 23. S79°04 ’00”E, 70.00 feet; 24. S71°11’00”E, 170.00 feet; 25. S74°29’00”E, 72.00 feet ; 26. S23°36’00”E, 52.00
feet; 27. S01°43’00”W, 40.00 feet; 28. S13°54’00”W, 148.00 feet; 29. S05°18’00”E, 62.00 feet; 30. S47°00’00”E, 45.00 feet; 31.
S71°48’00”E, 87.00 feet; 32. S88°10 ’00”E, 40.00 feet; 33. N49°00’00”E, 31.00 feet; 34. N39°20’00”E, 59.00 feet; 35. N00°18’00”E, 45.00
feet; 36. N03°28’00”W, 121.00 feet; 37. N10°48 ’00”E, 102.00 feet; 38. N10°12’00”E, 120.00 feet; 39. N04°06’00”W, 24.71 feet; thence
leaving the center of the channel of Dry Creek S89°15’14”W, 1714.94 feet to a point on the Easterly right-of-way of the Union Pacific
Railroad; thence S11°37’44”E, along said Easterly right-of-way 962.19 feet to a point on the South line of the SW 1/4 of said Section 2;
thence N89°36’26”E, 108.58 feet back to the Point of Beginning.

GARDEN CITY, GEORGIA
ALL that certain lot, tract or parcel of land situated, lying and being in Chatham County, Georgia, being known as Lot ‘B’, Koch Fuels, a
portion of the Foundation Tract and being more particularly described as follows:
Commencing at a point at the intersection of the northern right-of-way line of Foundation Road and the eastern right-of-way of U.S. Highway
17 thence along a paved road (Foundation Road) in a northeasterly direction 2545 feet more or less to a point on the northern right-of-way of
Norfolk Southern Railroad; thence along said right-of-way North 48°31’41” East a distance of 183.49 feet to an iron rod, the Point of
Beginning; thence departing said right-of-way North 00°29’22” West a distance of 281.37 feet to a “PK” Nail; thence North 48°31 ‘36” East
a distance of 890.55 feet to a railroad iron; thence South 41 ‘28’55” East a distance of 281.37 feet to a railroad iron on the northern right-ofway line of Norfolk Southern Railroad; thence along said right-of-way South 48°31 ‘41” West a distance of 887.05 feet to an iron rod, the
said Point of Beginning.
Said parcel contains 250,075.26 square feet (5.74 acre).
The parcel as a whole is bounded on the west by lands now or formerly owned by Carroll & Carroll, Inc., on the north by lands now or
formerly owned by Southern Region Industrial Realty, Inc., on the east by lands now or formerly owned by Savannah Economic
Development, and on the south by Norfolk Southern Railroad. This is the same property described in Exhibit A in the title commitment
50214.04 by LandAmerica Lawyers Title dated February 24, 2005.
TOGETHER WITH easement rights set forth in the following:
a.
Access Easement Agreement by and between Carroll & Carroll, Inc. and Koch Materials Company, dated December 11, 1995, filed
January 30, 1996, recorded in Deed Book 176-V, Page 632, Chatham County records; and
b.
Right of Way Agreement by and between Imbrie Securities Company, Ltd. Mexican Petroleum Corporation of Georgia and Southern
Building Products Corporation, dated September 20, 1929, recorded in Deed Book 25-W, Page 491, aforesaid records.

Exhibit A-2
RAIL LEASES
Dodge City, Kansas
Lease of Land (Short Term) (Contract No. 157011) between The Atchison, Topeka and Santa Fe Railway Company, predecessor in interest
to The Burlington and Northern Santa Fe Railway Company, and Kansas Emulsions, Inc., predecessor in interest to SemMaterials, L.P., dated
February 12, 1979, as amended.
Memphis (EM), Tennessee
Lease between The Memphis Grain and Hay Association and Southern States Asphalt Co., a division of Ashland Oil, Inc., predecessor in
interest to SemMaterials, L.P., dated April 24, 1989.

EXHIBIT A-3
UNDERLYING LEASES
Parsons, TN
Master Lease:
Lease Agreement dated effective as of May 1, 2003 between Nancy Ivey, Joe T. Burton,
James H. Burton, Sarah Vise, Lori Duke, Kirn Parks (collectively, "Master Lessor") and
Koch Materials Company
Amendment to Lease Agreement dated effective as of May 1, 2003 between Nancy Ivey, Joe T. Burton, James H. Burton, Sarah Vise, Lori
Duke, Kim Parks and Koch Materials Company
Memorandum of Lease dated September 27, 2005 executed by SernMaterials, L.P., recorded in Book 209, Page 730 of the Register's Office
of Decatur County, Tennessee
Assignment and Assumption of Lease Agreement dated February 20, 2008, between SernMaterials, L.P. and SernMaterials Energy Partners,
L.L.C., recorded in Book 240, Page 206 of the Register's Office of Decatur County, Tennessee
Assignment and Assumption of Retained Leasehold Rights, effective March 31, 2009, between SernMaterials, L.P. and SernMaterials Energy
Partners, L.L.C., recorded in Book 249, Page 129 of the Register's Office of Decatur County, Tennessee
Facility Legal Description:
Tract 1:
Land lying in the Seventh Civil District, Decatur County, Tennessee, North of Tennessee State Highway 100 and West of the Tennessee
River and being more particularly described as follows:
Beginning at a 1/2 inch iron pin (found), said pin being the Southeasterly comer of the Sarah Vise property as described in Deed Book 168
Page 901 and also being in the Northerly right-of-way for Tennessee State Highway 100, right of way varies; thence with the Southerly
boundary of said Vise property North 69 Degrees 00 Minutes 46 Seconds West a distance of 100.06 feet to a PK nail (found); thence
continuing with said Vise boundary North 26 Degrees 22 Minutes 24 Seconds East a distance of 100.06 feet to an iron pin (found) said pin
being the Northwesterly comer of said Vise and also being the Northeasterly comer of the A. A. Burton property as shown on the tax
assessor's map 54 parcel 14 and being the True Point of Beginning; thence with said Burton property North 69 Degrees 58 Minutes 07
Seconds West a distance of 100.00 feet being the Northwesterly comer of said Burton and also being in the boundary of the Joe Burton, et al
property as described in Deed Book 65 Page 131; thence continuing with said Burton property North 69 Degrees 58 Minutes 07 Seconds
West a distance of 224.06 feet to an iron pin (set) capped and stamped Southern States Survey hereinafter iron pin (set); thence South 21
Degrees 41 Minutes 00 Seconds West a distance of 100 feet to an iron pin (set) said pin being in the Northerly right-of-way for Tennessee
State Highway 100, right of way varies; North 70 Degrees 03 Minutes 07 Seconds West a distance of 70.00 feet to an iron pin (set) said pin
being the Southwesterly comer of the herein described Lease tract; thence with said Lease boundary North 15 Degrees 03 Minutes 00
Seconds East a distance of 792.29 feet to an iron pin (found) said pin being the Northwesterly comer of said Lease tract; thence South 84
Degrees 59 Minutes 30 Seconds East a distance of 354.54 feet to an iron pipe

(found) said pipe being located in the westerly boundary of the David W. Reed property as described in Deed Book 95 Page 361 and also
being the Northeasterly comer of said Lease Tract; thence with the westerly boundary of said Reed property South 01 Degrees 01 Minutes 00
Seconds West a distance of 414.44 to an angle iron post (found) said post being the Southwesterly corner of said Reed property and also
being the Northwesterly comer of the U.S. T.V.A. property as shown on the Kentucky Reservation Map 208-D; thence with the Westerly
boundary of said T.V.A. property South 01 Degrees 01 Minutes 00 Seconds West 305.49 feet to an iron pin (set); thence continuing with said
T.V.A. property South 26 Degrees 19 Minutes 52 Seconds West a distance of 102. 77 feet to an iron pin (found) said pin being the
Northeasterly comer of said Sarah Vise property; thence with the Northerly boundary of said Vise property North 69 Degrees 00 Minutes 53
Seconds West a distance of 99.98 feet to the Point of Beginning and containing 7.84 acres more or less.
Tract 2:
Land lying in the Seventh Civil District, Decatur County, Tennessee, North of Tennessee State Highway 100 and West of the Tennessee
River and being more particularly described as follows:
Beginning at a 1/2 inch iron pin (found), said pin being the Southeasterly comer of the Sarah Vise property as described in Deed Book 168
Page 901 and also being in the Northerly right-of-way for Tennessee State Highway 100, right of way varies; thence with the Southerly
boundary of said Vise property North 69 Degrees 00 Minutes 46 Seconds West a distance of 100.06 feet to a PK nail (found) said nail being
the Southeasterly comer of the A. A. Burton property as shown on the tax assessor's map 54 parcel 14 and also being the True Point of
Beginning; thence with said Burton property North 70 Degrees 03 Minutes 41 Seconds West a distance of 100.02 feet to an iron pin (found)
said pin being the Southeasterly comer of the Joe Burton, et al property as described in Deed Book 65 Page 131; thence with said Burton
property the following two calls both to iron pins (set) capped and stamped Southern States Survey, North 70 Degrees 03 Minutes 41 Seconds
West a distance of 215.87 feet and North 21 Degrees 41 Minutes 00 Seconds East a distance of 100.00 feet; thence South 69 Degrees 58
Minutes 07 Seconds East a distance of 224.06 feet to the Northwesterly comer of said A. A. Burton property; thence South 69 Degrees 58
Minutes 07 Seconds East a distance of 100.00 feet to an iron pin (found) at the Northwesterly comer of said Vise property; thence South 26
Degrees 22 Minutes 24 Seconds West a distance of 100.06 feet to the Point of Beginning and containing 0.73 acres more or less.
Being a portion of the same property in which Ethel Burton conveyed a life estate in 1 /2 undivided interest to A. A. Burton, remainder to Joe
Tinker Burton, Houston Burton, Betty Burton Laster and Nancy Burton Ivey, but reserving unto herself a life estate interest by Deed of
record in Book 65, Page 131, Register's Office for Decatur County, Tennessee. Also being a portion of the same property in which Ethel
Burton conveyed a life estate in 1/2 undivided interest to Carmon McMurry, remainder to Edward McMurry and Billie McMurry Vise, but
reserving unto herself a life estate interest by Deed of
record in Book 65, page 137, said Register's Office The said Betty Burton Laster has since died. A Quitclaim Deed from Jerry Laster to Lori
Duke and Kim Parks was recorded in Book 184, page 679, said Register's Office. The said Billie McMurry Vise has since died and her Last
Will and Testament recorded in Book 168, page 901, said Register's Office lists Sarah Vise as her sole heir.
Tract 3:
Land lying in the Seventh Civil District, Decatur County, Tennessee, North of Tennessee State Highway 100 and West of the Tennessee
River and being more particularly described as follows:

Beginning at a 1/2 inch iron pin (found), said pin being the Southeasterly corner of the Sarah Vise property as described in Deed Book 168
Page 901 and also being in the Northerly right-of-way for Tennessee State Highway 100, right of way varies; thence with the Southerly
boundary of said Vise property North 69 Degrees 00 Minutes 46 Seconds West a distance of 100.06 to a PK nail (found) said nail being the
Southeasterly corner of the A. A. Burton property as shown on the tax assessor's map 54 parcel 14; thence with said Burton property North 26
Degrees 22 Minutes 24 East a distance of 100.06 feet to an iron pin (found) in the southerly boundary of the Joe Burton property as described
in Deed Book 65 Page 131; thence with said Burton property South 69 Degrees 00 Minutes 53 East a distance of 99.98 feet to an iron pin
(found) said pin being the Southwesterly corner of the U.S. T.V.A. property as shown on the Kentucky Reservation Map 208-D; thence South
26 Degrees 19 Minutes 52 West a distance of 100.06 feet to the Point of Beginning and containing 0.23 acres more or less.
Being a portion of the same property conveyed to Carmon McMurry, reserving a life estate in Ethel Burton, by Deed of record in Book 65,
Page 138, Register's Office for Decatur County, Tennessee.

El Dorado, KS
Master License
License dated as of July 12, 1985 between the Atchison, Topeka and Santa Fe Railway Company and Kansas Emulsions, Inc.
Assignment Contract dated December 26, 1986 between the Atchison, Topeka and Santa Fe Railway Company, Kansas Emulsions, Inc., and
Bituminous Materials Company, Inc.
Consent to Sublicense dated December 26, 1986 between the Atchison, Topeka and Santa Fe Railway Company, Bituminous Materials
Company, Inc., and Riffe Petroleum Company
Supplemental Agreement dated June 3, 1987 between the Atchison, Topeka and Santa Fe Railway Company and Bituminous Materials
Company, Inc.
Letter Agreement dated March 1, 1988 between the Atchison, Topeka and Santa Fe Railway Company and Elf Asphalt, Inc.
Letter Agreement dated February 24, 1993 between the Atchison, Topeka and Santa Fe Railway Company and Elf Asphalt, Inc.
Lease Assignment and Assumption Agreement, dated 2005, by and among Koch Materials, LLC, SemMaterials, L.P., and the Atchison,
Topeka and Santa Fe Railway Company
Assignment and Assumption of Lease Agreement dated as of February 20, 2008 between SemMaterials, L.P., SemMaterials Energy partners,
L.L.C. and the Atchison, Topeka and Santa Fe Railway Company
Assignment and Assumption of Retained Leasehold Rights, effective March 31, 2009, between SemMaterials, L.P. and SemMaterials Energy
Partners, L.L.C.
Facility Legal Description
A tract of land located in the Railroad right-of-way in a portion of in the West Half of the SW1/4 of Section 36, Township 25, Range 5, East
of the 6thP.M., Butler County, Kansas, being more particularly described as follows:
Commencing at the North right-of-way line of Track No. 39 and the East right-of-way line of Oak Street; thence S 00°00'00" W, along said
East right-of-way line, a distance of 85.00 feet to the Point of Beginning; thence S 69°12'21" E, a distance of 282.35 feet; thence N 85°16'45"
E, a distance of 195.00 feet; thence N 11 °14'23" W, a distance of 64.00 feet to a point approximately 9 feet South of the centerline of Track
No. 39; thence along a curve to the left, having a radius of 1151.44 feet, an arc length of 511.00 feet, and a chord bearing and distance N
72°06' 17" E, 506.82 feet; thence S 33°35' 17" E, a distance of 136.00 feet to a point approximately 9 feet West of the centerline of the Track
No. 46; thence S 29°08'37" W a distance of 45.36 feet; thence along a curve to the left, having a radius of 1023.07 feet, an arc length of
208.42 feet, and a chord bearing and distance of S 20°52'31" W, 208.14 feet; thence a curve to the left, having a radius of 4159.36 feet, an arc
length of 133.10 feet, a chord bearing a distance of S 16°14'49" W, 133.10 feet; thence N 89°26'58" W, a distance of 448.00 feet; thence N
55°48'40" W, a distance of 510.00 to the East right-of-way line of Oak Street; thence N 00°00'00" E, along said right-of-way line, a distance
of 50.00 feet to the Point of Beginning. Containing 5.61 acres.

Catoosa, OK
Master Lease
Lease Agreement dated November 1, 2001 between the City of Tulsa-Rogers County Port Authority ("Master Lessor") and Koch Materials
Company
As evidenced by: Memorandum of Lease, recorded in Book 1967, Page 862 of the records of Rogers County, Oklahoma
Lease Assignment and Assumption Agreement dated as of May 31, 2005 between Koch Materials, L.L.C., SemMaterials, L.P. and the City of
Tulsa-Rogers County Port Authority
First Amendment of Lease Agreement dated as of November 1, 2006 between SemMaterials, L.P. and the City of Tulsa-Rogers County Port
Authority
Assignment and Assumption of Lease Agreement dated as of February 20, 2008, among SemMaterials, L.P., SemMaterials Energy Partners,
L.L.C. and City of Tulsa-Rogers County Port Authority, filed July 22, 2008, recorded in Book 1967, Page 875 of the records of Rogers
County, Oklahoma
Assignment and Assumption of Retained Leasehold Rights dated effective as of March 31, 2009, between SemMaterials, L.P. and
SemMaterials Energy Partners, L.L.C., recorded in Book 202, Page 522 of the records of Rogers County, Oklahoma
Facility Legal Description
A tract of land in Section 6, Township 20 North, Range 15 East of the Indian Base and Meridian, Rogers County, Oklahoma, according to the
U.S. Government Survey thereof, more particularly described as follows, to wit:
Beginning at a point 13.80 feet due West and 3,564.35 feet due North of the Southeast comer of said Section 6; thence due West a distance of
517.64 feet. Thence on a curve to the left having a radius of 1,617.39 feet, a distance of 32.36 feet; thence N 00° 13' 19" W a distance of
400.32 feet; thence due East a distance of 550.00 feet; thence S 00° 13' 19" E a distance of 400.00 feet to the point of beginning.

Ardmore, OK
Master Lease #1
Lease dated as of February 3, 2004 between Bacon Incorporated and Koch Materials Company
Memorandum of Lease executed by SemMaterials, L.P. dated February 19, 2008
Assignment and Assumption of Lease Agreement dated February 20, 2008 executed by SemMaterials, L.P. in favor of SemMaterials Energy
Partners, L.L.C.
Assignment and Assumption of Retained Leasehold Rights dated effective as of March 31, 2009, between SemMaterials, L.P. and
SemMaterials Energy Partners, L.L.C.
Facility Legal Description #1
Tract 2, Lots 4, 5, 6, 7, 8, 9, 10, 11, 12, 13, 14, 15, 16, 17, 18, 32, 33, 34, 35, 36, 37, 38 and 39, all in Block 20, Industrial Addition of the
City of Ardmore; Carter County, State of Oklahoma, according to the recorded plat thereof.
Master Lease #2
Lease dated as of July 29, 1983 between Margaret Banker Bacon, O.G. Bacon, III, Jane Bacon Reddick, and Riffe Petroleum Company
First Amendment to Lease dated as of January 1, 1990 between O.G. Bacon, III, Jane Bacon Reddick, and Elf Asphalt, Inc.
Second Amendment to Lease dated as of December 15, 1993 between O.G. Bacon, III, Jane Bacon Reddick, and Koch Materials Company
Third Amendment to Lease dated as of January 1, 1999 between O.G. Bacon, III, Jane Bacon Reddick, and Koch Materials Company
Fourth Amendment to Lease dated as of January 1, 2004 between O.G. Bacon, III, Jane Bacon Reddick, and Koch Materials Company
Memorandum of Lease executed by SemMaterials, L.P. dated February 19, 2008
Assignment and Assumption of Lease Agreement dated February 20, 2008 executed by SemMaterials, L.P. in favor of SemMaterials Energy
Partners, L.L.C.
Assignment and Assumption of Retained Leasehold Rights dated effective as of March 31, 2009, between SemMaterials, L.P. and
SemMaterials Energy Partners, L.L.C.
Facility Legal Description #2
Tract 1, Lots 19, 20, 21, 22, 23, 24, 25, 26, 27, 28, 29, 30 and 31 all in Block 20, Industrial Addition to the City of Ardmore; Carter County,
State of Oklahoma, according to the recorded plat thereof

Master Lease #3
Lease dated as of February 3, 2004 between Bacon Incorporated and Koch Materials Company
Memorandum of Lease executed by SemMaterials, L.P. dated February 19, 2008
Assignment and Assumption of Lease Agreement dated February 20, 2008 executed by SemMaterials, L.P. in favor of SemMaterials Energy
Partners, L.L.C.
Assignment and Assumption of Retained Leasehold Rights dated effective as of March 31, 2009, between SemMaterials, L.P. and
SemMaterials Energy Partners, L.L.C.
Facility Legal Description #3
Tract 2, Lots 4, 5, 6, 7, 8, 9, 10, 11, 12, 13, 14, 15, 16, 17, 18, 32, 33, 34, 35, 36, 37, 38 and 39, all in Block 20, Industrial Addition of the
City of Ardmore; Carter County, State of Oklahoma, according to the recorded plat thereof.

Exhibit B
Fees
Base Rental Fee:
With respect to Facilities under this Agreement, for each Contract Year Lessee shall pay to Lessor a base rental fee (the “ Base Rental Fee ”)
equal to a total of $*** , as adjusted as provided in this Exhibit B. The Base Rental Fee shall be payable in equal monthly installments. The
Base Rental Fee for all Facilities shall be payable in advance on or before the first day of each month, commencing on January 1, 2019 and
shall be prorated for any partial month during the Term.
Lessor acknowledges that on December 21, 2018, Lessee prepaid the Base Rental Fee for the months of January, February and March, 2019,
in the amount of $***, and property taxes totaling $***. Additionally, Lessee has paid to Lessor upon execution of this Agreement, the sum
of $*** in prepayment of the Base Rental Fee for the months of April, May, June, July, August and September, 2019. These payments
represent a discounted prepayment of Base Rental Fees for the months indicated and are non-refundable in the event of termination of this
Agreement prior to date through which payments have been made.
In addition to the Base Rental Fee, Lessee shall pay to Lessor an amount equal to Property Taxes and Insurance Premiums (as hereafter
defined) attributable to the Leased Premises. Lessee shall pay Property Taxes on a monthly basis with each monthly payment equal to 1/12 of
the prior year’s Property Taxes for each Facility. After Property Taxes for the current year are paid, Lessee or Lessor, as applicable, will pay
the other Party an amount equal to the difference of the actual Property Taxes paid for such year and the aggregate monthly payments that
have been made by Lessee for such year. Lessor shall provide reasonable backup documentation of Property Taxes and Insurance Premiums.
For purposes of this Exhibit B , “ Insurance Premiums ” shall mean premiums payable by Lessor for the property insurance which Lessor is
required to carry pursuant to Section 11.6 hereof. Insurance Premiums will be invoiced on an annual basis. Lessee shall pay all such invoiced
amounts for Property Taxes and Insurance Premiums within ten (10) days of the date of the applicable invoice.
Minimum Incentive Throughput Fee : If, in any Contract Year, Lessee fails to produce, handle, sell, or deliver at least *** tons of Product
(“ Minimum Throughput Quantity ”) at the Facilities, Lessee shall pay to Lessor a fee (" Minimum Throughput Charge ") representing the
difference between the Minimum Throughput Quantity and the amount of Product actually handled, produced, sold, or delivered from the
Facilities during such Contract Year (“ Actual Throughput ”). The Minimum Throughput Charge shall be computed by subtracting the
Actual Throughput from the Minimum Throughput Quantity, and multiplying that difference by $***/ton. Lessor shall calculate the
Minimum Throughput Charge on or before the thirtieth (30th) day following the end of such Contract Year and shall issue an invoice to
Lessee therefor.
Excess Throughput Charge:
An excess throughput fee (“ Excess Fee ”) will be applied to all Products handled, produced, sold, or delivered exceeding the Minimum
Throughput Quantity at the Facilities (“ Excess Throughput Quantity ”) during the Contract Year and each subsequent Contract Year. The
Excess Fee shall be calculated as set forth in the following table:

Excess Throughput Quantity (> Minimum Throughput Quantity)
Throughput of *** to *** tons
Throughput of *** to *** tons
Throughput > *** tons

Fee (per ton) for such Throughput
$***
$***
$***

To illustrate such calculations, if Lessee handles a throughput of *** tons during any month, Lessee would owe a total of $*** as its Excess
Fee, calculated: ($*** x *** tons) + ($*** x *** tons) +_($*** x *** tons)
For purposes of this Agreement, “ Contract Year ” means a period of 365 consecutive days commencing on January 1, 2019 and each
successive period of 365 consecutive days during the Term of this Agreement with the exception of any Contract Year in which February has
29 days when the period will be 366 consecutive days.
In the event that the terminal located in Austin, Texas is removed from coverage under this Agreement, Lessee and Lessor agree to deduct
$***, as adjusted as set forth in this Attachment A, from the Base Rental Fee and to make a proportionate adjustment to Minimum
Throughput Quantity consistent with past practice. If the removal of Austin occurs at other than the end of a Calendar Year, then the amount
to be deducted from the Base Rental Fee shall be reduced in proportion with the number of days that have elapsed in such Calendar Year.
Utilities and Taxes:
Lessee is solely responsible for all utilities relating to the Facilities and any associated deposits and all such utilities shall be in Lessee’s
name. Lessee will directly pay when due the actual cost of the utilities used at the Facilities. Lessee shall be solely responsible for all costs of
storing and manufacturing asphalt products at the Facilities.
Lessee shall be responsible for, and shall indemnify and hold Lessor harmless from and against, all taxes, including but not limited to sales,
use, personal property and income (Lessee’s) taxes generated from or otherwise related to Lessee’s use of the Facilities.
Adjustments:
The Base Rental Fee will be escalated January 1, 2020 and every January 1 st thereafter by the percentage change, if any, in the Consumer
Price Index - All Urban Consumers - all items less food and energy (U.S. city average base 1982-84 = 100) (“CPI”), as published by the
Bureau of Labor Statistics of the United States Department of Labor, for the last two calendar years for which data is available based on the
average of the monthly CPI data for November to October of the most current year available compared to the same months of the prior year.
In no event shall any of the fees de-escalate. The component of the Base Rental Fee attributable to the Memphis, Tennessee terminal shall not
be escalated as set forth in this paragraph unless such terminal is used at any time during a Contract Year, in which case the component
attributable to Memphis shall be escalated on January 1 of the year following such Contract Year.
Invoices
Customer shall pay the Base Rental Fee outlined in this Exhibit B in advance each Month based upon the then-current Base Rental Fee. For
any periods less than one full calendar month, the monthly Base Rental Fee will be prorated for the actual days of occupancy. Owner shall
invoice Customer for all other fees on a

monthly basis or upon the expiration of a Contract Year, as applicable. All invoices shall be paid in accordance with Section 4.2 of the
Agreement.
Allocation of Base Rental Fee :
As of January 1, 2019 the Base Rental Fee is allocated among the Facilities as set forth below:

Facility
Ardmore, OK
Austin, TX
Catoosa, OK
Dodge City, KS
El Dorado, KS
Garden City, GA
Halstead, KS
Lawton, OK
Little Rock, AR
Memphis, TN
Parson, TN
Salina, KS

Base Rental Fee Allocation
(in US$)
$***
$***
$***
$***
$***
$***
$***
$***
$***
$***
$***
$***

Exhibit 10.29
*** Where this marking appears throughout this Exhibit 10.29, information has been omitted pursuant to a request for confidential treatment and such information
has been filed with the Securities and Exchange Commission separately.

OWNER OPERATED STORAGE, THROUGHPUT
AND HANDLING AGREEMENT NO. 2019-00069
This Owner Operated Storage, Throughput and Handling Agreement No. 2019-00069 (“ Agreement ”) is entered into effective as of
January 1, 2019 (“ Commencement Date ”), by and between BKEP Materials, L.L.C., a Texas limited liability company (“ BKEP Materials
”), BKEP Asphalt, L.L.C., a Texas limited liability company (“ BKEP Asphalt ” and together with BKEP Materials, “ Owner ”), and Ergon
Asphalt & Emulsions, Inc., a Mississippi corporation (“ Customer ”). Owner and Customer are sometimes referred to individually as “ Party
” and collectively as the “ Parties ”.
RECITALS
WHEREAS , Owner owns and operates certain petroleum storage terminals; and
WHEREAS, Owner and Customer are parties to that certain Storage and Handling Agreement dated as of November 1, 2009, as
amended (the “ P33 Agreement ”) which agreement is terminated and superseded by this Agreement; and
WHEREAS , Owner desires to provide certain services to Customer for Customer’s Product (as defined below) and Customer
desires to receive said services on the terms and conditions set forth herein;
NOW THEREFORE , in consideration of the mutual promises contained in this Agreement, the Parties agree to the following terms
and conditions.
Section 1.

Definitions .

In this Agreement, unless the context requires otherwise, the terms defined in the preamble have the meanings indicated and the
following terms will have the meanings indicated below:
“ Abatement Costs ” has the meaning assigned to such term in Section 5.10 .
“ Abatement Equipment ” has the meaning assigned to such term in Section 5.10 .
“ Affiliate ” means, in relation to a Party, any Person that (i) directly or indirectly controls such Party, (ii) is directly or indirectly
controlled by such Party or (iii) is directly or indirectly controlled by a Person that directly or indirectly controls such Party. For this purpose,
“control” of any entity or Person means the possession, directly or indirectly, of the power to direct or cause the direction of the management
and policies of any Person, whether through the ownership of a majority of equity interests or voting power or control in fact of the entity or
Person or otherwise. For the purposes of this Agreement, however, Blueknight Energy Partners, L.P. and each of its subsidiaries, either direct
or indirect, shall not be considered the Affiliate of Lessee and any of Lessee’s other Affiliates.
“ Applicable Law ” means (i) any law, statute, regulation, rule, code, ordinance, license, decision, order, writ, injunction, decision,
directive, judgment, policy, or decree of any Governmental Authority and any judicial or administrative interpretations thereof, (ii) any
agreement, concession or arrangement with any Governmental Authority and (iii) any license, permit or compliance requirement by any
Governmental Authority, in each case applicable to either Party and as amended or modified from time to time.
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“ Bankrupt ” means a person or entity that (i) is dissolved, other than pursuant to a consolidation, amalgamation or merger, (ii)
becomes insolvent or is unable to pay its debts or fails or admits in writing its inability generally to pay its debts as they become due, (iii)
makes a general assignment, arrangement or composition with or for the benefit of its creditors, (iv) institutes or has instituted against it a
proceeding seeking a judgment of insolvency or bankruptcy or any other relief under any bankruptcy or insolvency law or other similar law
affecting creditor’s rights, or a petition is presented for its winding-up or liquidation, (v) has a resolution passed for its winding-up, official
management or liquidation, other than pursuant to a consolidation, amalgamation or merger, (vi) seeks or becomes subject to the appointment
of an administrator, provisional liquidator, conservator, receiver, trustee, custodian or other similar official for all or substantially all of its
assets, (vii) has a secured party take possession of all or substantially all of its assets, or has a distress, execution, attachment, sequestration or
other legal process levied, enforced or sued on or against all or substantially all of its assets, (viii) causes or is subject to any event which,
under Applicable Law, has an analogous effect to any of the events specified in clauses (i) through (vii) above, inclusive, or (ix) takes any
action in furtherance of, or indicating its consent to, approval of, or acquiescence in any of the foregoing acts.
“ Barrel ” means forty-two (42) Gallons.
“ BOL ” has the meaning assigned to such term in Section 7.2 .

“ Business Day ” means a twenty-four (24) hour period ending at 5:00 p.m., at the prevailing time in the Central Time Zone,
on a weekday on which banks are open for general commercial business in Oklahoma City.
“ Commencement Date ” has the meaning assigned to such term in the Preamble .
“ Confidential Information ” has the meaning assigned to such term in Section 20.1 .
“ Contract Year ” means a period of 365 consecutive days commencing on the Commencement Date and each successive period of
365 consecutive days during the Term of this Agreement with the exception of any Contract Year in which February has 29 days when the
period will be 366 consecutive days.
“ Cost ” has the meaning assigned to such term in Section 10.1.
“ Default ” or “ Event of Default ” has the meaning indicated in Section 16.1 .
“ Defaulting Party ” has the meaning indicated in Section 16.2 .
“ Disclosing Party ” has the meaning assigned to such term in Section 21.1 .
“ Force Majeure ” means (i) strikes, lockouts or other industrial disputes or disturbances, (ii) acts of the public enemy or of
belligerents, hostilities or other disorders, wars (declared or undeclared), blockades, thefts, insurrections, riots, civil disturbances or sabotage,
(iii) acts of nature, landslides, severe lightning, earthquakes, fires, tornadoes, hurricanes, storms, and warnings for any of the foregoing which
may necessitate the precautionary shut-down of pipelines, trucks, docks, loading and unloading facilities storage tanks or other related
facilities, floods, washouts, freezing of machinery, equipment, or lines of pipe, inclement weather that necessitates extraordinary measures
and expense to construct facilities or maintain operations, tidal waves, perils of the sea and other adverse weather conditions or unusual or
abnormal conditions of the sea or other water, (iv) arrests and restraints of, or other interference or restrictions imposed by, governments
(either federal, state, civil or military and whether legal or de facto or purporting to act under some constitutions, decree, law or otherwise),
necessity for compliance with any court order, or any law, statute, ordinance, regulation, or order promulgated after the Effective Date by a
Governmental Authority having or asserting jurisdiction, embargoes or export or import restrictions, expropriation, requisition, confiscation
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or nationalization, (v) epidemics or quarantine, explosions, electric power shortages, (vi) breakage or accidents to equipment, machinery,
plants, facilities, lines of pipe or trucks or vessels, which were not reasonably foreseeable and which were not within the control of the Party
claiming suspension of its obligations under this Agreement pursuant to Section 11 and which by the exercise of reasonable due diligence
such Party is unable to prevent or overcome or (vii) or any other causes, whether of the kind enumerated above or otherwise, which were not
reasonably foreseeable, and which are not within the control of the Party claiming suspension of its obligations under this Agreement
pursuant to Section 11 and which by the exercise of reasonable due diligence such Party is unable to prevent or overcome. Such term will
likewise include, in those instances where either Party is required to obtain servitudes, rights-of-way, grants, permits, or licenses to enable
such Party to fulfill its obligations under this Agreement, the inability of such Party to acquire, or delays on the part of such Party in
acquiring, at reasonable cost and after the exercise of reasonable diligence, such servitudes, rights-of-way grants, permits or licenses, and in
those instances where either Party is required to furnish materials and supplies for the purpose of constructing or maintaining facilities to
enable such Party to fulfill its obligations under this Agreement, the inability of such Party to acquire, or delays on the part of such Party in
acquiring, at reasonable cost and after the exercise of reasonable diligence, such materials and supplies. If Owner or Customer is claiming a
suspension of its obligations under this Agreement pursuant to Section 11 , any of the above listed events or circumstances will constitute an
event of Force Majeure upon the first occurrence of the event or circumstance.
“ Gallon ” means a U.S. gallon of 231 cubic inches corrected to 60 degrees Fahrenheit.
“ Governmental Authority ” means any foreign or U.S. federal, state, regional, local or municipal governmental body, agency,
instrumentality, board, bureau, commission, department, authority or entity established or controlled by a government or subdivision thereof,
including any legislative, administrative or judicial body, or any person purporting to act therefor.
“ Indemnified Party ” has the meaning assigned to such term in Section 20.1 .
“ Indemnifying Party ” has the meaning assigned to such term in Section 20.1 .
“ Independent Inspector ” means a licensed Person who performs sampling, quality analysis and quantity determination of the
Product received or delivered.
“ Initial Term ” has the meaning indicated in Section 3 .
“ Interest Rate ” means the one-Month London Interbank Offered Rate.
“ Liability ” means any obligation, liability, charge, deficiency, assessment, interest, penalty, judgment, award, cost or expense of any
kind (including reasonable attorneys’ fees, other fees, court costs and other disbursements). The term also includes any liability that directly
or indirectly arises out of or is related to any claim, proceeding, judgment, settlement or judicial or administrative order made or commenced
by any Third Party or Governmental Authority.
“ Loading Facilities ” has the meaning indicated in Section 5.2 .
“ Month ” means a calendar month.
“ Out of Service Shell Barrel Fee Reduction” has the meaning assigned such term in Section 5.6.
“ Out of Service Storage Tank ” has the meaning assigned such term in Section 5.6.

3

“ Product ” means the particular stored, received, delivered feedstocks, raw materials, and finished products identified in Attachment
B.
“ Product Loss ” means any loss of or damage to Product, including contamination, while Product is in the custody of Owner, and
which is caused by the failure of Owner to use generally accepted terminalling practices in the handling, testing, or storage of Product,
provided, however, that Product Loss shall not include the result of loss of or damage to Product (i) directly resulting from an event of Force
Majeure, (ii) caused by the act or omission of Customer, (iii) due to normal Product evaporation, shrinkage, clingage, (iv) Product
measurement inaccuracies within tolerance acceptable under current industry practices (including by way of example, measurement
tolerances of weigh scales, flow meters, and level indicators) or as provided for in Section 7.2 or (v) any other loss for any reason whatsoever,
provided such loss pursuant to clauses (iii), (iv) and (v) does not exceed *** percent (***%) (" Volumetric Deduction ") of Product received
by Owner at the Terminal during the term of this Agreement. If Product Loss exceeds *** percent (***%) of Customer’s Product received by
Owner at the Terminals, Owner shall only be responsible for the amount in excess of *** percent (***%). Owner shall be accountable for the
delivery of that quantity of Product accepted for receipt at the Terminals after the Volumetric Deduction above above for actual losses.
Losses shall be calculated and reported on a monthly basis. Owner, at its option, shall either replace or pay the Customer the actual laid in
cost for losses in excess of the loss allowance. For the purposes hereof, actual laid in costs of the Product means the costs incurred by
Customer to place Product at the Terminals, including the invoice price, freight, and state and local taxes, if any. If freight costs incurred is
not specifically identified for a particular Product or known for a published freight cost point to the Terminals, then the parties agree to
mutually work to account for comparable freight costs with other comparable transactions and comparable geographic markets. Settlement
will be made at the expiration of the Term of this Agreement.
“ Receiving Party ” has the meaning assigned to such term in Section 21.1 .
“ Scheduling Notice ” has the meaning assigned to such term in Section 5.3 .
“SDS ” means a safety data sheet.
“ Services ” has the meaning assigned to such term in Section 2.2 .
“ Specifications ” means the Product specifications set forth in Attachment B and any additional specifications set forth in a
Scheduling Notice.
“ Storage Fee ” has the meaning assigned to such term in Attachment A .
“ Storage Tanks ” means those asphalt cement storage tanks listed on Attachment A that are located at the Terminal and used to
provide the terminalling and storage services to Customer pursuant to this Agreement.
“ Temporary Event ” has the meaning assigned to such term in Section 5.1 .
“ Term ” has the meaning indicated in Section 3 .
“ Terminal ” has the meaning indicated in Attachment A .
“ Third Party ” means any entity other than Owner, Customer or their Affiliates.
“ Third Party Claim ” has the meaning assigned to such term in Section 19.3 .
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“ Ton ” means a U.S. short ton of 2,000 pounds.
“Volumetric Deduction” has the meaning assigned to such term in the definition of “Product Loss” above.
Section 2.
Facilities, Services, Statements, Invoices, Documents and Records . Subject to Terminal capabilities existing as of the
Commencement Date:
2.1
Owner agrees to provide an area for the purpose of loading or unloading Product and the Storage Tanks for storage of
Customer’s Product. Owner further agrees to provide terminal and related facilities required to perform all Services to be provided by Owner
herein. All such facilities are to be maintained in good working order by Owner at its own cost and expense at all times during the Term of
this Agreement.
2.2
Owner will provide to or for Customer the following storage and terminalling services related to the receipt of Product at the
Terminal and to the storage, terminalling, and delivery of Product into and out of the Terminal (collectively, the “ Services ”):
(a)
receive and unload all Product delivered by barge, truck, or rail, as applicable, by or on behalf of Customer, to the
Terminal from time to time during the Term of this Agreement;
(b)

load Product into trucks or barges, as directed by Customer;

(c) provide all pumping and heating necessary for proper performance of each of the foregoing services including heating
facilities, within existing Facility capabilities, adequate to maintain the temperature of Product normally maintained at a Terminal or as
directed by Customer for the loading of trucks or barges;
(d)
handle, store, and test Product in accordance with the instructions and Specifications provided by Customer, as such
may be updated from time to time and agreed upon by the Parties;
(e)
prepare all tank or vessel gauging reports, bills of lading, and other shipping papers and deliver copies thereof to
Customer as required; and
(f)
keep records and accounts and make reports relating to Product received in storage, or withdrawn from storage and
loaded into vessels from the Terminal, with such reports being provided to Customer on a monthly basis.
2.3
The Services will be performed in compliance with Applicable Law and in accordance with generally accepted terminalling
practices. Owner may adapt its performance of the Services, although not to a standard less than commercially reasonable, in order (i) to be
consistent with industry practices; (ii) to meet the requirements of Applicable Law; or (iii) to achieve the efficient utilization of the Terminal
and Storage Tanks. In no event shall Owner accept Product in excess of the storage capacity of the Storage Tanks at the Terminal.
2.4
agreement;

Customer agrees to perform the following duties with the use of the Terminal and the Storage Tanks during the Term of this

(a) Customer shall provide to Owner, which can include electronic communications in the form of email, a SDS and other
material information regarding the proper and safe means and methods of storing and handling Customer’s Product.
5

(b)
Customer agrees to execute in its name, pay for, and furnish to Owner all information and documents, which may be
required by Applicable Law relating to the description, receipt, storage, dispatch, and scheduling in and out, handling or discharge of the
Product, including, but not limited to, sludges, flushing materials, or other portions, admixtures, components or residues of, at, or from the
Terminals of Owner.
(c) Customer shall be responsible for advising Owner in writing of any changes in such requirements prior to the date such
changes take effect, as well as any revised information and documents required. Customer acknowledges that it is responsible for providing
Owner in writing, which can also include electronic communications in the form of email, with the processing instructions, the
Specifications, and state agency quality control plan and quality assurance testing requirements relating to the manufacturing of any Product.
(d)
Customer shall be responsible for providing all Products and Storage Tank heels (when not already provided by
Owner) used in the manufacturing, storing, and handling of Product. Customer also agrees to provide Owner with further information or
advice upon request to assist Owner in performing its responsibilities for receipt, storage, and redelivery of Product.
(e)
Customer shall be responsible, in accordance with Section 4.3, for arranging and payment for all transportation of
Product (excluding water used in manufacturing of Product) to and from the Terminals.
(f)
Customer Authorized Employee Representative(s) shall be available (i) on a reasonable basis during normal operating
hours that match the Operating Hours during truck loading and (ii) during emergency events to consult with Owner on Services issues and
questions, and to receive notifications of any modifications to or deviations from normal Services provided.
(g)
Owner shall not provide Services to Customer relating to any Product until such time as Owner has approved and
Customer has, to the reasonable satisfaction of Owner, informed Owner about the product characteristics and safety precautions necessary to
properly and safely handle and store the Product, which can also include electronic communication in the form of email. Customer shall, in
accordance with Section 7.4 , provide Owner with an SDS for each Product prior to Owner providing Services for that Product and shall be
responsible for providing all SDS and related documentation to Owner and to Customer’s customers and carriers.
2.5
Customer acknowledges that it is responsible for the content of the Specifications relating to the handling of any Product.
Owner shall not be responsible for, and Customer shall indemnify and hold Owner harmless from and against, any Liability relating to
Owner’s handling of the Product in compliance with the Specifications.
2.6
Except as provided below in this Section 2.6 , each Party will maintain a true and correct set of records pertaining to its
performance of this Agreement and will retain copies of all such records for a period of not less than two (2) years following termination or
cancellation of this Agreement. Upon reasonable prior notice, a Party or its authorized representative may at its sole cost, during the Term of
this Agreement and thereafter during the aforesaid two (2) year period, inspect such records of the other Party during normal business hours
at the other Party’s place of business. Unless a Party has taken written exception to a statement or invoice within twelve (12) Months
following the end of the year in which the statement or invoice is delivered, the statement or invoice shall be conclusively presumed to be
true and correct.
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Section 3.

Term.

The term of this Agreement (“ Term ”) begins on January 1, 2019, and continues until December 31, 2023.
Section 4.

Fees, Charges, Taxes, Disputed Amounts .

4.1
Customer will pay Owner the fees, rates, and charges set forth in Attachment A with respect to the Services. All such
payments, as well as any taxes and other amounts to which Owner is entitled under this Agreement, shall be paid in accordance with the
terms and conditions set forth in this Agreement.
4.2 All fees and charges reflected in Owner’s invoices are due and payable within thirty (30) days of the date of receipt of Owner’s
invoice. Payment must be made by electronic wire transfer of same day available federal funds to Owner’s account and bank, both as
indicated on Owner’s invoice. Invoices may be sent by electronic mail and telephone facsimile. Payments that are not disputed and that are
not made within the agreed or designated terms shall bear interest from the original due date at the lesser of (i) the rate of 18% per annum and
(ii) the highest rate allowed by Applicable Law. If Customer disputes any portion of an invoice, Customer must pay the undisputed portion of
the invoice. Overdue amounts or disputed amounts that are resolved in favor of the Owner will accrue interest at the Interest Rate from the
date that payment is due until paid in full and Customer will pay all of Owner’s reasonable, out-of-pocket costs (including reasonable
attorneys’ fees and court costs) of collecting past due payments and late payment charges, whether or not suit is brought.
4.3
Customer will pay, and will indemnify and hold harmless Owner from and against, any and all sales, use, excise and similar
taxes, fees or other charges and assessments imposed on the Services and the fees and charges therefor. Customer will also pay, and will
indemnify and hold harmless Owner from and against, any ad valorem or property ownership taxes, if any, on Customer’s Product located at
the Terminal or in the Storage Tanks and Customer’s other property, if any. Owner shall be responsible for and pay all other applicable taxes
levied upon Owner, including its own income and franchise taxes and any property and ad valorem taxes levied on the Terminal and Storage
Tanks.
Section 5.

Operations, Receipts and Deliveries .

5.1
Receipts and deliveries of Product will be handled within the normal business hours of the Terminal. Owner may, without
Customer’s approval, make temporary changes in business hours or temporarily close any Terminal or Storage Tank because of an
extraordinary event (“ Temporary Event ”); provided, however, that a Temporary Event shall not include events caused by failure of
equipment that Owner is obligated to maintain pursuant to this Agreement. Owner will notify Customer of such Temporary Event in advance,
or as soon after implementation as is practicable. Except as required pursuant to Sections 5.2 , 10.1 , or 19 of this Agreement, Owner will not
be responsible for the payment of any costs incurred by Customer or its transportation carrier for any delay in receiving or delivering Product
or any other costs or fees, including freight, car leases and demurrage, as a result of such Temporary Event.
5.2
As part of the facility, Owner shall make available to Customer facilities serving the Terminal for receiving and unloading of
Product from Customer and loading Products to Customer or Customer’s carrier (such unloading and loading facilities, collectively, the “
Loading Facilities ”). The Loading Facilities, being used for purposes defined in Section 2.2 , are available on a “first-come, first-served”
basis. In no event will Owner be responsible for accruing any expense, including demurrage, for following Customer’s instructions for the
Loading Facilities. Any demurrage shall be at Customer’s sole expense, unless and to such extent demurrage is established by Customer as
caused by Owner’s gross negligence or willful misconduct. Owner and Customer agree to use reasonable efforts to minimize any demurrage
that may be incurred by Customer in accordance with the foregoing. Customer acknowledges that Owner requires Third
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Parties operating on Customer’s behalf and entering or accessing the Terminal to have separate access or service agreements with Owner.
Owner will put in place agreements with any such Third Parties and Owner, at its sole discretion, will approve, negotiate and finalize such
agreements. Owner will notify Customer of Third Parties operating on Customer’s behalf that are denied access to the Terminal.
5.3
Customer must arrange for and pay all costs related to the delivery of Customer’s Product to the Terminal and Third-Party
costs from the Storage Tanks. Owner is not responsible for such Third-Party costs except as otherwise specifically provided herein. Unless
otherwise provided by Owner in writing, Customer must provide notice reasonably acceptable to Owner containing all necessary instructions,
including without limitation, the identity and quantity and any other specifications of the Product and the tentative date of delivery to the
Terminal (“ Scheduling Notice ”). The Scheduling Notice may also be provided to Owner by Customer through electronic communications
in the form of email. The Parties shall reasonably coordinate with each other in advance with regard to scheduling of all Product movements
and the in-bound quality, volume, and grade, the times of delivery to Terminal, and all material movements prior to shipment of all Product
delivered to Owner hereunder. Each Scheduling Notice delivered hereunder to Owner by Customer for deliveries of Product to a Terminal
shall be sent to those individuals that Owner has specified to Customer to receive such Scheduling Notice for the applicable Terminal with
respect to such Product delivery.
5.4
Upon receipt by Owner of instructions from Customer, Owner will deliver to Customer, or to such Third Parties as Customer
may direct, the Product held by Owner in the Storage Tanks for the account of Customer. Customer is responsible for providing to Owner
documentation required to authorize deliveries for or on its behalf from the Terminal.
5.5
Owner will provide the Services to Customer only with respect to Product. Customer will have access to the Terminal and
Storage Tanks for other products only with prior written notice to and consent by Owner, such consent not to be unreasonably withheld,
conditioned or delayed. Any other product approved by Owner will then become part of Product as defined in this Agreement. If a special
method of providing the Services is required for the Product, then Customer must notify Owner in sufficient time to enable Owner to consider
whether, in Owner’s sole discretion, it will accept the proposed changes in the method of delivering the Services and to take the necessary
preparatory measures if it agrees with such changes. Absent such notice and absent Owner’s written approval with respect to a change in the
Product to another Product or the method of delivering the Services, Owner will not be liable for losses, tank heels, line fill or damage
incurred during the terminalling and storage of Product (except for losses and damages resulting from Product Loss), nor will Owner be
obligated to provide such special Service. It is understood that the cost of any additional or special equipment required by Customer or of
alterations made necessary by the nature of Product will be for the account of Customer, and Customer will be responsible for the expense of
any necessary cleaning and restoration to their previous condition of the Terminal and Storage Tanks, including, without limitation, pumps,
tank heels and loading facilities, unless otherwise explicitly stated in this Agreement. All fixtures, equipment, and appurtenances attached to
the Storage Tanks will be installed by the Owner and will remain the property of Owner.
5.6 If any Storage Tank is damaged or destroyed by fire or other casualty, Owner will use reasonable efforts to make other storage
tanks available to Customer at the monthly tankage fee as set forth in the applicable Schedules. If other storage tanks are unavailable, the
monthly tankage fee, together with Owner’s requirement to handle the volume of Product in consideration of said monthly Storage Fee as set
forth in the applicable Schedules, shall be reduced by a prorated amount equal to the tank capacity that is unusable by Customer for the
purposes set forth herein. This abatement shall continue until the damaged or destroyed tank is repaired and ready for service, or until a
substitute tank is provided and Owner is able to handle the required volume of Product. If, however, such tank is not damaged as a result of
an event of Force Majeure and is not repaired and returned to its prior existing capacity within nine (9) Months after the date on which the
damage or destruction occurred, and a substitute tank is not provided and Owner cannot
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handle the volume of Product in consideration, the Customer shall have the right to terminate that storage capacity from this Agreement upon
written notice to Owner. Should such Storage Tank become repaired and returned to service after nine (9) Months, Customer shall have the
right to add such Storage Tank to the applicable Schedule. If Customer does not add such Storage Tank to the applicable Schedules, Owner
may lease such Storage Tanks to a Third Party or Third Parties. In the event the unavailability of a Storage Tank is a result of the negligence
or willful misconduct of Customer, any of its Affiliates, or their respective employees, directors, officers, representatives, agents, or
contractors, the reduction in Storage Fee shall not apply.
5.7
Owner may take any Storage Tank out of service during the Term in order to perform scheduled inspections, maintenance or
repairs. If a Storage Tank is out of service for forty-five (45) days or less, Customer will be obligated to continue to pay the applicable
Storage Fees during such 45-day period such Storage Tank is out of service. If a Storage Tank is out of service for more than 45 days for any
reason other than Force Majeure or the negligence or willful misconduct of Customer, any of its Affiliates, or their employees, directors,
officers, representatives, agents or contractors: (a) Owner, at Owner’s option and at Owner’s cost, may move Customer’s Product to
substantially equivalent alternate tank(s) while the original Storage Tank is out of service, and Customer will continue to pay the applicable
Storage Fees; (b) if Owner has not affected Customer’s capacity to receive or deliver Products while the Original Storage Tank is out of
service, Customer will continue to pay any Storage Fee applicable to the original Storage Tank; or (c) after the 45 days that the Storage Tank
is out of service, Customer’s obligation to pay the applicable Storage Fees will be reduced as provided herein to address the loss of capacity
available. The abatement shall continue until the storage capacity is repaired and ready for service, or until substitute storage is provided, or
until Customer’s need to receive or deliver Products is unaffected at the Terminal. In the event the unavailability of a Storage Tank is a result
of the negligence or willful misconduct of Customer, any of its Affiliates, or their respective employees, directors, officers, representatives,
agents or contractors, the reduction in Storage Fee shall not apply.
5.8 If any Governmental Authority requires installation of any improvement, alteration, or addition to any Terminal for purposes of
compliance with Applicable Law, and if the installation would require Owner to make substantial and unanticipated capital expenditures,
other than continued maintenance and capital expenditures not affected by such requirement, Owner will be entitled to impose a reasonable
service surcharge (which surcharge may include the Owner’s cost of capital) in addition to the fees set out in Attachment A. Owner will
notify Customer of (i) the cost of making any such improvement, alteration, or addition, after Owner’s efforts to mitigate such costs, (ii) when
such improvement, alteration, or addition must be completed and (iii) the Owner’s reasonable estimate of the service surcharge related to the
capital expenditure to be paid by Customer over the remaining Term. In calculating the surcharge, Owner shall calculate the cost of the
improvement, alteration, or addition and the surcharge using reasonable assumptions and estimates. In addition to actual capital and
installation costs, the costs to be recovered through the surcharge will include engineering and interest expense (at a rate of ***% over the
prime lending rate as reported in The Wall Street Journal on the date of completion of such installation) and subsequent reasonable expenses,
if any, of operating or maintaining such installation as reasonably determined by Owner. Owner will not be required to make any
improvements, alterations, or additions to the Terminal or the Storage Tanks in such circumstance, unless Customer agrees to pay the
surcharge.
(a) If Customer elects, after commercially reasonable negotiation with Owner in good faith, not to pay the surcharge and
the Owner chooses not to pay for such improvement, alteration or addition, and if the Services are not reduced by Owner’s decision to forego
such improvement, alteration or addition, then the terms and conditions of this Agreement shall remain in full force and effect, including
those set forth in Attachment A .
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(b) If Customer elects, after commercially reasonable negotiation with Owner in good faith, not to pay the surcharge and
the Owner would be required by the Governmental Authority to reduce or terminate the Services to be provided under this Agreement, then
the Parties shall negotiate in good faith the charges to be assessed by Owner and paid by Customer for such reduced scope of services that
can be provided at the Terminal in compliance with Applicable Law. If the Parties are unable to agree on the charges to be assessed by Owner
and paid by Customer for the reduced scope of services within thirty (30) days after Owner’s notification to Customer as set forth in this
Section 5.8 , then this Agreement will terminate immediately with no further action by the Parties.
(c) If Customer elects to pay the service surcharge, Owner shall proceed with the installation of the required improvement,
alteration, or addition. Owner will calculate the surcharge required to recover the portion of Owner’s costs for the improvement, alteration,
or addition attributable to Customer’s use of the impacted portion of the Terminal and/or Storage Tanks. The portion of Owner’s costs to be
recovered through the surcharge to Customer shall equal the percentage of total revenues from the impacted segment of the Terminal and/or
Storage Tanks attributable to Customer’s use of such Terminal or Storage Tank segment for the six (6) full Months preceding the date of
Owner’s notice to Customer for the cost of the improvement, alteration, or addition. Customer may pay the surcharge either (A) in equal
monthly installments over the remaining Term, with each monthly installment payment increased by an interest component calculated on the
surcharge at a rate of ***% over the prime lending rate as reported in The Wall Street Journal on the date of completion of such installation,
or (B) by paying the surcharge in one lump sum within thirty (30) days after completion of the required improvement, addition, or alteration.
5.9 Owner will provide tank heels at the Terminal to the extent that it currently owns such tank heels, on a tank-by-tank basis. At
any time during the Term, Customer may be required to provide a tank heel for various reasons, including but not limited to required
maintenance, repairs, or inspection. To the extent that Owner does not own tank heels at the Terminal on a tank-by-tank basis, Customer will
be responsible for providing tank heels. Owner or Customer, as applicable, will retain ownership of the tank heels it provides.
5.10
If, at any time during the Term, a complaint is made regarding offensive or obnoxious odors emitted from the Product
delivered to or stored at the Terminal, or if such Products violate any applicable regulation relating to odor, Owner shall notify Customer of
such complaint or violation. In such case, Owner and Customer shall cooperate in good faith to investigate and determine the source of the
odor, and shall mutually determine the best method to abate such odor. If reasonable changes to the Product would fully or partially abate the
odor, Customer shall make such reasonable changes to abate the odor. Owner shall not be obligated to accept Product reasonably known to
have excessive potential for odor that may affect the Terminal’s property boundaries. If the Parties’ investigation determines that abatement
of the odor requires the installation of additional equipment reasonably necessary to abate the odor (“ Abatement Equipment ”) Owner shall
undertake procurement and installation of the Abatement Equipment. Customer shall be responsible for and shall pay to or reimburse Owner
for the cost of (i) the investigation to determine the cause of such odor, and (ii) the Abatement Equipment ((i) and (ii), the “ Abatement Costs
”), up to a maximum of $*** in the aggregate. Owner shall be responsible for all Abatement Costs in excess of $***. Except to the extent a
defect in or failure of any of the equipment at the Terminal is the cause of such odor issue, Customer shall indemnify, defend, and hold
harmless Owner from and against any and all fines, assessments, damages, penalties, and other expenses, including reasonable attorneys’ fees
and costs, incurred by Owner as a result of such odor. If a defect in or failure of any of the equipment at the Terminal is the cause of such
odor issue, Owner shall indemnify, defend, and hold harmless Customer from and against any and all fines, assessments, damages, penalties,
and other expenses, including reasonable attorneys’ fees and costs, incurred by Customer as a result of such odor. If at any time Customer
desires to add Products to the Facilities in addition to those listed in Attachment B , such addition shall be subject to this Section 5.10 .
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Section 6.

Product Quality Standards and Requirements .

6.1
Customer warrants to Owner that all Product tendered by or for the account of Customer for receipt into the Terminal and
Storage Tanks (i) conforms to the Customer processing instructions to meet Specifications for such Product at the time it is tendered, (ii)
complies with industry standards and (iii) complies with all Applicable Law. Owner may rely upon the Specifications and representations of
Customer, if any, set forth in the Scheduling Notice as to Product quality. Owner will not be obligated to receive Product into the Terminal
and Storage Tanks that is contaminated or that otherwise fails to meet the Specifications, nor will Owner be obligated to accept Product that
fails to meet Product grade, if any, set forth in the Scheduling Notice. Should Owner remove, clean, dispose of, or otherwise have to treat the
Product for any water, contamination, or other materials to handle in or associated with the Product at any time, Customer shall pay or
reimburse all costs and expense associated with such removal, cleaning, disposal, or treatment. Owner shall not remove or dispose of or
otherwise treat the Product for any water, other material, or contaminants without the prior approval of Customer.
6.2
Owner may randomly test delivered Product to ensure it is not contaminated and otherwise meets the Specifications. If a
vessel’s cargo of Product does not meet the Specifications or Owner has not provided a prior written waiver for unloading said Product,
Owner shall contact a representative of Customer before unloading Product at the applicable Terminal and shall not unload such Product
without first obtaining Customer’s approval. The Owner shall not be required to test all inbound Product on receipt, and Owner may rely on
the Customer’s supplier’s bill of lading for content and grade. Customer may procure Product with the intention of blending with other
Product to change the properties to meet specifications. Customer acknowledges and agrees that it shall be responsible for any reasonable
delay costs (including, but not limited to, demurrage, transportation costs and energy costs) incurred by Owner for handling, re-delivering
and/or waiting for Customer’s decision with respect to Product not meeting the Specifications. Customer understands it is responsible for all
field performance issues related to any Product delivered by Customer to Owner and/or any Product delivered by Owner to Customer under
this Agreement.
6.3
The quality of Product tendered into the Terminal and Storage Tanks for Customer’s account may be verified either by
Customer’s laboratory analysis, or by an Independent Inspector’s analysis indicating that the Product so tendered meets the minimum Product
Specifications. Such analysis may be conducted on a periodic basis in accordance with a quality compliance program implemented by
Customer, which program shall be subject to the approval of Owner, which approval shall not be unreasonably withheld, conditioned or
delayed. All costs associated with such compliance program shall be borne by Customer. Upon reasonable notice to Customer, Owner, at its
expense, may sample any Product tendered to Owner for Customer’s account for the purpose of confirming the accuracy of the analysis.
6.4 Each Party may at all reasonable times and without unreasonable disruption to the other Party’s operations conduct appropriate
tests to determine whether Product meets the applicable Specifications. Owner will be liable to Customer for Liability incurred by Customer
by reason of contamination of Product occurring at the Terminal or in the Storage Tanks that causes the Product to fail to meet Specifications,
but only to the extent such contamination involves a Product Loss. In all other cases, Customer shall indemnify Owner for any Liability
incurred by Owner to parties who purchase Product from Customer.
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Section 7.

Title, Custody, Measurement and Custody of Product .

7.1
Title and Custody . Customer warrants that it shall hold clear title to the Product delivered to Owner pursuant to this
Agreement. Title to the Product will remain with Customer at all times subject to any lien in favor of Owner created under Applicable Law.
Owner shall have custody and risk of loss of Customer’s Product beginning when such Product passes the flange connection at the Terminal
between the delivering barge, tank truck or rail car and Owner’s receiving hose, if applicable, at the applicable Terminal and ending when
Customer’s Product passes the last hard flange connection at the applicable Terminal into a barge, tank truck, or rail car for delivery to
Customer, its customers or its other designees.
7.2

Measurement at Receipt .

(a)
Barges/River Tows. The quantity of Product received by Owner from Customer shall be determined by gauging the
receiving tanks containing such Products, immediately before and after the unloading. If Customer requests that such measurement be
conducted by a Third Party, Customer shall be solely responsible for all costs associated with such measurement.
(b)
Truck/Rail Cars. Owner will assume receipt of the volumes set forth on the designated bill of lading (“ BOL ”) of a
delivery truck or rail car. Owner reserves the right, at its discretion, to randomly measure and/or meter (using commercially reasonable
standards) the volume of Product actually delivered against the volume of Product set forth on the designated BOL of a delivering truck or
rail car. Owner reserves the right to base receipt of volumes based on such random measurement if it deems appropriate.
(c)
Measurement Standards. All measurements shall be made in all respects in accordance with the applicable American
Petroleum Institute standards, and all quantities, however measured, shall be (1) adjusted to volume equivalents at 60ºF in accordance with
Table No. 7 of the ASTM/IP Petroleum Measurements Tables as in effect at the time of the measurement, or other Tables as accepted by both
Owner and Customer, and (2) converted into Tons on the basis of actual specific gravity at 60ºF, in accordance with that same Table.
7.3
Measurement of Storage Quantities . The quantities of Product in storage at any time at the Terminal shall be determined by
gauges of the Storage Tank(s) or by count at the Terminal. All gauging of the Storage Tank(s) and count at the Terminal to measure Products
in storage shall be taken by Owner’s personnel. Customer shall have the right to witness the gauging and counting or to provide an
Independent Inspector to witness the gauging or counting.
7.4
Measurement at Delivery . Once Product has been loaded onto Customer’s designated transport for shipment out of the
Terminal, Owner will provide the transport driver a BOL on behalf of Customer, as Customer’s limited agent, indicating the quantity (by
weight), Product type, and the destination of the Product as determined by Customer and on a BOL form approved by or provided to Owner
by Customer. Owner will issue the Customer’s BOL and such will be the official document verifying the quantity (by weight) of Product,
delivered to Customer, or Customer’s designee, at the Terminal. Each BOL shall name Customer as the person delivering the goods for
shipment and Customer will be the DOT shipper of record for all shipments out of the Terminal. Customer shall be responsible for providing
all MSDS and related documentation to Owner and to Customer’s customers and carriers. Customer will make written notification of any
discrepancies or exceptions to the information on any BOL within twenty (20) days of the BOL date.
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Section 8.

Limitation of Liability and Damages .

8.1 The maximum Liability of Owner for Product Loss will not exceed, and is strictly limited to, the market value of the Product at
the time of the Product Loss or immediately prior to its contamination. Owner may, in lieu of payment for Product Loss, replace such Product
with Product of like grade and quality.
8.2
EXCEPT FOR THE PARTIES’ INDEMNIFICATION OBLIGATIONS WITH RESPECT TO CLAIMS OF THIRD
PARTIES, THE PARTIES’ LIABILITY FOR DAMAGES HEREUNDER IS LIMITED TO DIRECT, ACTUAL DAMAGES ONLY, AND
NEITHER PARTY SHALL BE LIABLE TO THE OTHER FOR SPECIFIC PERFORMANCE, LOST PROFITS, DIMINUTION IN
VALUE OR OTHER BUSINESS INTERRUPTION DAMAGES, OR SPECIAL, CONSEQUENTIAL, INCIDENTAL PUNITIVE,
EXEMPLARY OR INDIRECT DAMAGES, IN TORT, CONTRACT OR OTHERWISE, OF ANY KIND, ARISING OUT OF OR IN ANY
WAY CONNECTED WITH THE PERFORMANCE, THE SUSPENSION OF PERFORMANCE, THE FAILURE TO PERFORM, OR THE
TERMINATION OF THIS AGREEMENT. EACH PARTY ACKNOWLEDGES ITS DUTY TO MITIGATE DAMAGES HEREUNDER.
Section 9.

Loading and Transporting Conditions .

9.1
Right to Reject Transport Vehicles and Refuse to Load/Transfer Under Unsafe Conditions . Owner reserves the sole right to
reject any rail cars, trucks, transports, barges, vessels, or containers presented for loading which Owner reasonably believes would present an
unsafe or potentially unsafe situation or condition, and Owner reserves the right, in its sole discretion, to refuse to load goods under any
condition Owner deems unsafe, which is caused by, including but not limited to, drivers, personnel, equipment, minimum vessel size,
quantity, and type, procedures, and/or weather conditions.
9.2 Compliance with Owner’s Designated Policies and Procedures . Customer agrees that it, including its contractors, agents, and
employees, will comply with all of Owner’s safety regulations and rules when Customer, its contractors, agents, or employees are on Owner’s
premises in connection with the performance of this Agreement.
9.3

Compliance with Hazmat Laws . Both Owner and Customer shall comply with all Applicable Law.

9.4

Accident Reporting and Emergency Response .
(a)

Product Release at Owner’s Terminal.

(i)
Reporting and Response Obligation . If a release of Customer’s Product occurs at Owner’s Terminal, as
between Owner and Customer, Owner shall make all release notifications and reports that are legally required and shall also provide
Customer with written notice of such legally required release notifications and reports within three (3) business days of making such
notifications and reports. Further, as between Owner and Customer, Owner shall be responsible to perform any and all response actions
required to address such releases on Owner’s Terminal.
(ii) Financial Responsibility . Owner shall be financially responsible for all releases occurring at Owner’s Terminal
with respect to Product in its custody; except that, to the extent a release of Product occurring on Owner’s Terminal while in Owner’s custody
is caused by Customer or Customer’s contractors or agents, Customer shall indemnify Owner for all costs of response actions and
remediation related thereto. Customer shall also indemnify Owner for all costs of response actions and remediation related to a release
occurring at Owner’s Terminal if at the time of such release, the Product is in the custody of Customer or Customer’s contractors or agents;
except that, to the extent such release is caused by Owner or Owner’s contractors or agents, Owner shall indemnify Customer for all costs of
response
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actions and remediation related thereto. For purposes hereof, financial responsibility shall include responsibility for all Liabilities relating to
environmental remediation and clean-up costs, and damages in connection with personal injuries, death or damage to property or the
environment arising from or relating to the subject release.
(b)

Product Release Outside Owner’s Terminal.

(i)
Reporting and Response Obligation . If a release occurs while Customer’s Product is any place other than
Owner’s Terminal, as between Owner and Customer, Customer or Customer’s agents or contractors shall make all release notifications and
reports that are legally required and shall provide Owner with written notice of such release notifications and reports within three (3) business
days of making such notifications and reports. Further, as between Owner and Customer, Customer shall be responsible for and shall clean up
and take any and all response actions required to address all releases that occur while the Product is not on Owner’s Terminal.
(ii) Financial Responsibility . Customer shall be financially responsible for all releases occurring at any place other
than Owner’s Terminal. For purposes hereof, financial responsibility shall include responsibility for all Liabilities relating to environmental
remediation and clean-up costs, and damages in connection with personal injuries, death or damage to property or the environment arising
from or relating to the subject release.
Section 10.

Product Loss and Product Gain .

10.1 Subject to Section 2. 5, during such time as Owner has custody of the Product pursuant to Section 7. 1, Owner will indemnify
Customer against, and is responsible for, any Product Loss that occurs while the Product is in Owner’s custody at the Terminal or remains in
the Storage Tanks. In the event of the foregoing Product Losses, the total quantity of net Product Loss of Customer’s receipts at the
termination of the Agreement will be determined and Owner will reimburse Customer. In no way shall Owner have claim to any product gain
at the Terminal. Other than pursuant to Section 20 , Owner shall have no responsibility for any loss, damage, or injury to persons or property
(including the Product) arising out of possession or use of the Product, except to the extent that such loss, damage, or injury involves a
Product Loss.
10.2 Each Month, Owner will use the measurement procedures set out in Section 7.3 to determine the amount of Product located at
the Terminal or in the Storage Tanks.
Section 11.

Force Majeure .

11.1 If either Party is unable to perform or is delayed in performing, wholly or in part, its obligations under this Agreement, other
than the obligation to pay funds when due, as a result of an event of Force Majeure, that Party may be excused from such performance by
giving the other Party prompt written notice of any event that is or in the reasonable estimation of the affected Party, could become an event
of Force Majeure with reasonably full particulars thereof. The obligations of the Party giving notice, so far as such obligations are affected by
the event of Force Majeure, will be suspended during, but not longer than, the continuance of the event of Force Majeure beginning with the
time that the event first occurs and continuing until the effects of the Force Majeure Event have been remedied. The affected Party must act
with commercially reasonable diligence to overcome or remedy the event of Force Majeure and resume performance as quickly as possible.
Once the event of Force Majeure is remedied, the affected Party shall notify the other Party that the event of Force Majeure no longer affects
such obligations. If Owner is excused from providing service pursuant to this Agreement due to an event of Force Majeure, the fees
hereunder, not already due and payable, that are directly affected by such Force Majeure event will be excused or
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proportionately reduced, on a daily basis, for so long as the Owner’s performance is excused due to the event of Force Majeure.
11.2
The requirement that any Force Majeure event be remedied with all reasonable diligence shall not require the settlement of
strikes, lockouts, or other labor difficulty by the Party claiming excuse due to an event of Force Majeure contrary to its wishes.
Section 12.

Inspection of and Access to Terminal .

12.1 Customer shall have the right during Owner’s normal business hours and after reasonable notice to Owner so as not to disrupt
the operations of the Terminal or the Storage Tanks or Owner’s other operations (i) to make periodic operational inspections of the Terminal
and Storage Tanks, (ii) to conduct audits of any pertinent books and records, including those related to receipts, deliveries, and inventories of
Product and (iii) to conduct physical verifications of the amount of Product delivered to the Terminal and stored in the Storage Tanks or at the
Terminal. Customer’s right and that of its authorized representatives to inspect the Terminal and Storage Tanks will be exercised by
Customer in a way that will not unreasonably interfere with or diminish Owner’s control over or its operation of the Terminal or Storage
Tanks and will be subject to reasonable rules and regulations promulgated by Owner. Parties agree that any overpayments discovered and
substantiated shall be paid within thirty (30) days after written notice to the other Party from whom such payment is sought.
12.2
Customer acknowledges that any grant of the right of access to the Terminal and Storage Tanks under this Agreement or
under any document related to this Agreement is a grant of a license only and shall convey no interest in or to the Terminal or Storage Tanks
or any part of it, and may be withdrawn by Owner at its discretion at any time.
Section 13.

Maintenance.

Owner shall be responsible for the maintenance and repair of the Terminal. Owner will maintain and operate the Terminal in
accordance with the equipment manufacturer’s standards and/or industry practices.
Section 14.

Assignment .

No Party hereto may assign this Agreement, in whole or in part, except with the prior written approval of each other Party, which
approval shall not be unreasonably withheld, delayed, or conditioned; provided , however , that Owner may assign, without the prior written
consent of Customer, part or all of its rights and obligations hereunder to one or more subsidiaries that are directly or indirectly whollyowned by Owner or to any person or entity which purchases or is otherwise a successor in interest to Owner’s right, title, and interest in the
Terminal; provided , further , that Customer may (i) with the prior written consent of Owner (which shall not be unreasonably withheld,
conditioned or delayed), assign all of its rights and obligations hereunder to any Person which purchases or is otherwise a successor in
interest to Customer, provided such Person assumes in writing the obligations of Customer under this Agreement, and (ii) assign in part only
its right to receive the Services hereunder to any Person, (A) that is an Affiliate of Customer (without the prior written consent of Owner), or
(B) that is not an Affiliate of Customer (with the prior written consent of Owner, which shall not be unreasonably withheld, conditioned or
delayed), provided that Customer shall act as the sole agent for any such Person described in this clause (ii) for all purposes under this
Agreement, including making any representations and warranties of Customer on behalf of such Person and Owner shall have no recourse
against such Person described in this clause (ii) and shall look solely to Customer for performance of the obligations of Customer hereunder.
No such assignment by Customer of its rights or obligations hereunder shall relieve Customer of any of its obligations hereunder, including
payment obligations.
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Section 15.

Notice .

All notices and other communications given pursuant to this Agreement shall be in writing and sent by email, facsimile, or overnight
courier to the respective Party’s address set forth on Attachment A and to the attention of the person and department indicated. A notice given
by email or facsimile shall be deemed to have been received when transmitted to the other Party (if, in the case of email, confirmed by the
receiving Party’s email system as received and opened, and if by fax confirmed by the notifying Party’s transmission report). A notice given
by overnight courier shall be deemed to have been received when the notice is actually delivered to or refused by the other Party, as reflected
in the courier company’s delivery records. Any notice received after 5:00 p.m. is not deemed received until 11:00 a.m. the following business
day. A Party may change its address, email or facsimile number by giving written notice in accordance with this Section, which change is
effective upon receipt.
Section 16.

Compliance with Law and Safety .

16.1 Customer warrants that the Product tendered by it has been and will be produced, transported and handled in full compliance
with all Applicable Law. Owner warrants that the services provided by it under this Agreement are and will be in full compliance with all
Applicable Law. Each Party also warrants that it may lawfully receive and handle the Product, and it will furnish to the other Party any
evidence required to provide compliance with Applicable Law and to file with applicable Governmental Authorities reports evidencing such
compliance with Applicable Law.
16.2
Customer will furnish Owner with written information (including any applicable SDS) concerning the safety and health
aspects of the Product received, terminalled, or stored under this Agreement. Customer will make available such information to all persons
who request copies of such information, including without limitation, Owner’s agents and contractors.
Section 17.

Default and Remedies.

17.1
Events of Default. Notwithstanding any other provision of this Agreement, an event of default (“ Default ” or “ Event of
Default ”) shall be deemed to occur with respect to a Party when:
(a) Such Party fails to make payment to the other Party when due under this Agreement, within ten (10) Business Days of a
written demand therefor.
(b) Other than a Default described in Sections 16.1(a) and (c) , such Party fails to perform any obligation or covenant to the
other Party under this Agreement, which failure is not cured to the reasonable satisfaction of the other Party within thirty (30) days from the
date that such Party receives written notice that corrective action is needed or, if such default is of a nature that it cannot reasonably be cured
within thirty (30) days, such Party fails to commence to cure same within such thirty (30) days period and continuously pursue such cure
thereafter to completion with reasonable diligence.
(c)

Such Party becomes a Bankrupt.

17.2 Remedies. Notwithstanding any other provision of this Agreement, upon the occurrence of an Event of Default with respect to
either Party (the “ Defaulting Party ”), the other Party (the “ Performing Party ”) shall in its sole discretion, in addition to all other remedies
available to it and without incurring any Liabilities to the Defaulting Party or to Third Parties, be entitled to do one or more of the following:
(a) suspend its performance under this Agreement without prior notice to the Defaulting Party, (b) proceed against the Defaulting Party for
damages occasioned by the Defaulting Party’s failure to perform, and (c) upon one (1) Business Day’s notice to the Defaulting Party,
terminate and liquidate this Agreement. Notwithstanding the foregoing, in the case of an Event of Default described in Section 17.1(d) , no
prior notice shall be required.
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17.3
Non-Exclusive Remedy. The Performing Party’s rights under this Article 16 shall be in addition to, and not in limitation or
exclusion of, any other rights that it may have (whether by agreement, operation of law or otherwise), including any rights and remedies
under any applicable Uniform Commercial Code. The Performing Party may enforce any of its remedies under this Agreement successively
or concurrently at its option. No delay or failure on the part of a Performing Party to exercise any right or remedy to which it may become
entitled on account of an Event of Default shall constitute an abandonment of any such right, and the Performing Party shall be entitled to
exercise such right or remedy at any time during the continuance of an Event of Default. All of the remedies and other provisions of this
Article 17 shall be without prejudice and in addition to any right of setoff, recoupment, combination of accounts, lien or other right to which
any Party is at any time otherwise entitled (whether by operation of law, in equity, under contract or otherwise).
17.4
Subject to any lien rights Owner has with respect to the Product, upon any termination of this Agreement, Customer shall
remove or cause to be removed all Product from the Terminal and Storage Tanks. In the event Customer has not removed or caused to be
removed all Product on the date that this Agreement is terminated, Owner at its sole discretion may elect to have the Product removed from
the Terminal, and Customer agrees to reimburse Owner for the actual costs of such removal, which shall include the expense of any necessary
cleaning and restoration to their previous condition of the Terminal and Storage Tanks, plus a *** percent (***%) administrative fee.
17.5
Each Party’s obligations under this Agreement shall end as of the effective date of its termination in accordance with this
Agreement; provided , however , that each Party shall remain liable to the other hereunder with respect to (a) any obligations accruing under
this Agreement prior to the effective date of such termination, including any indemnification obligations provided hereunder or (b) as
otherwise provided in this Agreement. Notwithstanding anything in this Agreement to the contrary, Sections 2.6 , 8 , 10.1 , 14.5 , 19 , 20 , and
21 shall survive the expiration or termination of this Agreement.
Section 18.

Insurance.

18.1 Owner’s Insurance . Owner, at its sole cost and expense, shall procure and maintain in full force and effect during the Term of
this Agreement and any extensions thereto the following types of insurance and in the amounts indicated:
(a)
Worker’s Compensation & Employer’s Liability . Statutory benefits covering all of Owner’s employees, contractors
and subcontractors engaged in providing work or services under this Agreement. The policy shall also be endorsed to provide a Waiver of
Subrogation in favor of Customer. Owner shall also maintain Employer’s Liability coverage with limits of at least $1,000,000 for bodily
injury caused by any accident - each accident; $1,000,000 bodily injury caused by disease - policy limit; and $1,000,000 bodily injury caused
by disease - each employee.
(b)
Commercial General Liability Insurance : Such insurance shall include coverage for premises liability, personal &
advertising injury, products and completed operations liability, property damage and contractual liability insurance. Coverage shall be on an
“occurrence form” with limits of at least $5,000,000 per occurrence (use of primary and excess limits to achieve the total required limit is
acceptable as long as all excess insurance follows form over the underlying). The policy(ies) shall be endorsed to name Customer as
“additional insureds” and the coverages for the “additional insureds” shall be primary and non-contributory before any other insurance or self
insurance, including deductible, maintained by or provided to the Customer. The policy(ies) shall also be endorsed to provide a Waiver of
Subrogation in favor of Customer.
(c)
Terminal Operators’ Legal Liability Insurance : The limits of which shall be at least $5,000,000 per occurrence. The
policy(ies) shall be endorsed to name Customer as “additional insureds”
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and the coverages for the “additional insureds” shall be primary and non-contributory before any other insurance or self-insurance, including
deductible, maintained by or provided to the Customer.
(d)
Pollution Liability Insurance : The limits of which shall be at least $10,000,000 for each incident and aggregate,
including coverage for Third Party Claims of bodily injury and property damage both on-site and off-site, arising out of or involving directly
or indirectly work or services of Owner which is the subject of this Agreement. The policy shall be endorsed to name Customer as “additional
insureds” and this coverage shall be primary and non-contributory before any other insurance or self-insurance, including any deductible,
maintained by the or provided to the Customer.
(e)
Automobile Liability Insurance : Applicable to all of Owner’s owned, leased, hired or non-owned vehicles with a
combined single limit of at least $1,000,000 for any one loss. The policy shall be endorsed to name Customer as an “additional insured” and
this coverage shall be primary and non-contributory before any other insurance or self-insurance, including any deductible, maintained by or
provided to Customer. The policy shall also be endorsed to provide a Waiver of Subrogation in favor of Customer. If hauling Product the
policy shall be endorsed with Broadened pollution coverage using ISO endorsements CA-99-48 and MCS-90.
18.2
Customer’s Insurance . Customer, at its sole cost and expense, shall procure and maintain in full force and effect during the
term of this Agreement and any extensions thereto the following types of insurance and in the amounts indicated:
(a)
Commercial General Liability Insurance: Including coverage for premises liability, personal and advertising injury,
products and completed operations liability, sudden and accidental pollution, property damage and contractual liability insurance. Coverage
shall be on an “occurrence form” with limits of at least $5,000,000 per occurrence (use of primary and excess limits to achieve the total
required limit is acceptable as long as all excess insurance follows form over the underlying). The policy(ies) shall be endorsed to name
Owner as “additional insureds” and the coverages for the “additional insureds” shall be primary and non-contributory before any other
insurance or self insurance, including deductible, maintained by or provided to the Owner. The policy(ies) shall also be endorsed to provide a
Waiver of Subrogation in favor of Owner.
18.3

Additional Insurance Requirements . With respect to the coverages required pursuant to Sections 17.1 and 17.2 above:

(a) Each insurance policy must be maintained with an insurance company having an A.M. Best Financial Strength Rating
of A-, VIII or higher.
(b)
Each Party shall cause the issuing insurance company to provide at least thirty (30) days prior written notice to the
other Party of any cancellation or non-renewal, except that ten (10) days notice shall apply in the case of cancellation for non-payment of
premium.
(c)
No less than five (5) business days prior to the start of any work or services performed for Customer or prior to the
Commencement Date of this Agreement (whichever occurs first), each Party shall furnish to the other Party original certificates of insurance
evidencing the insurance coverage required of such Party pursuant to this Section 17 . The certificates of insurance shall show the other Party
as “certificate holder” and “additional insured” as required by the above insurance requirements using the specific wording indicated and
showing the primary and non-contributing coverage. No later than the renewal date of any insurance policies required by this Agreement,
each Party shall supply the other Party with new, original certificates of insurance in compliance with the terms of this Agreement.
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Section 19.

Compliance.

All Customer trucks, common carriers, and other Third Parties used by Customer in accessing the Terminal will be required to meet
Owner’s reasonable approval. Owner’s requirements for approval shall include meeting Owner’s insurance requirements and execution of a
terminal access agreement provided by Owner. All Customer trucks, common carriers, and other Third Parties used by Customer in accessing
the Terminal will also be required to comply with all of Owner’s health, safety, training, loading procedures, and environmental procedures in
place at the Terminal.
Section 20.

Indemnity.

20.1 Indemnity . Subject to Section 8 , each Party (“ Indemnifying Party ”) shall indemnify and hold the other Party, its Affiliates,
and their employees, directors, officers, representatives, agents, and contractors (collectively, the “ Indemnified Party ”) harmless from and
against any and all Liabilities, regardless of whether such Liabilities are attributable to the strict liability of the Indemnified Party, to the
extent arising from the Indemnifying Party’s (i) breach of this Agreement, (ii) negligence or willful misconduct of it, its Affiliates, and their
employees, directors, officers, invitees, representatives, agents, or contractors in connection with the performance of such Party’s obligations
under this Agreement, or (iii) failure to comply with Applicable Law with respect to the sale, transportation, storage, handling, or disposal of
the Product, unless and to such extent that such Liability results from the Indemnified Party’s breach of this Agreement, negligence or willful
misconduct, or failure to comply with Applicable Law. In addition, Customer shall indemnify and hold Owner, its Affiliates, and their
employees, directors, officers, representatives, and agents, harmless from and against any and all Liabilities arising from the instructions and
specifications for processing any Product provided in writing by Customer or the use of any Product by Customer or a Third Party, and all
provisions of this Section 19 shall apply to such indemnity unless and to such extent that such Liability results from Owners breach of this
Agreement, negligence, gross negligence, willful misconduct, or failure to comply with Applicable Law.
20.2
No Third Party Rights . The Parties’ obligations to defend, indemnify, and hold each other harmless under the terms of this
Agreement shall not vest any rights in or be enforceable by any Third Party, whether a Governmental Authority or private entity, nor shall
they be considered an admission of liability or responsibility for any purposes other than those enumerated in this Agreement. The terms of
this Agreement are enforceable only by the Parties and their permitted successors and assigns, and no Third Party, including a member of
Owner, shall have a separate right to enforce any provision of this Agreement, or to compel any Party to comply with the terms of this
Agreement.
20.3 Notice . The Indemnified Party shall notify the Indemnifying Party as soon as practicable after receiving notice of any claim
or proceeding brought against it that might give rise to an indemnity claim under this Agreement (“ Third Party Claim ”) and shall furnish to
the Indemnifying Party the complete details within its knowledge. Any delay or failure by the Indemnified Party to give notice to the
Indemnifying Party shall not relieve the Indemnifying Party of its obligations except to the extent, if any, that the Indemnifying Party shall
have been materially prejudiced by reason of such delay or failure.
20.4 Claims . The Indemnifying Party shall have the right to assume the defense, at its own expense and by its own counsel, of any
Third Party Claim; provided , however , that such counsel is reasonably acceptable to the Indemnified Party. Notwithstanding the
Indemnifying Party’s appointment of counsel to represent an Indemnified Party, the Indemnified Party shall have the right to employ separate
counsel reasonably acceptable to the Indemnifying Party, and the Indemnifying Party shall bear the reasonable fees, costs and expenses of
such separate counsel if in the Indemnified Party’s reasonable judgment (i) the use of counsel chosen by the Indemnifying Party to represent
the Indemnified Party would present such counsel with a conflict of interest or defenses that are available to the Indemnified Party that are
not available to the Indemnifying Party or (ii) the Indemnifying Party shall not have employed counsel to represent the
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Indemnified Party within a reasonable time after notice of the institution of such Third Party Claim. If requested by the Indemnifying Party,
the Indemnified Party agrees to reasonably cooperate with the Indemnifying Party and its counsel in contesting any claim or proceeding that
the Indemnifying Party defends, including, if appropriate, making any counterclaim or cross-complaint. All reasonably incurred costs and
expenses incurred in connection with the Indemnified Party’s cooperation shall be borne by the Indemnifying Party.
20.5
Settlement . No Third Party Claim may be settled or compromised by (i) the Indemnified Party without the consent of the
Indemnifying Party or (ii) by the Indemnifying Party without the consent of the Indemnified Party.
Section 21.

Confidentiality.

21.1
Confidential Information . The term “ Confidential Information ” means all nonpublic information, including technical
information, trade or business secrets, or the like, disclosed by either Party to the other Party in carrying out the terms and purpose of this
Agreement, either directly or indirectly, in writing, orally or by inspection of tangible objects (including without limitation written or printed
documents, email correspondence and attachments, electronic files, and computer disks, whether machine or user readable). “Confidential
Information” includes, without limitation, information relating to a Party's research, development, trade secrets, or business affairs that the
Party treats as confidential. The Parties acknowledge and agree that any and all information regarding this Agreement, including without
limitation the terms and conditions of this Agreement, shall be deemed to be Confidential Information. The term “ Receiving Party ” means a
Party that receives Confidential Information of the other Party (“ Disclosing Party ”).
21.2
Restrictions on Disclosure . The Receiving Party shall maintain in confidence the Confidential Information so received and
will not use such information, except to the extent permitted under this Agreement, to the detriment of the Disclosing Party, until such time as
the Confidential Information so received enters the public domain other than by the act or omission of the Receiving Party. A Receiving Party
shall limit disclosure of the Disclosing Party’s Confidential Information to those of its employees, subcontractors, attorneys, agents and
consultants with a need to know the Confidential Information, subject to a nondisclosure obligation comparable in scope to this Section 20 .
Each Party shall protect the other Party’s Confidential Information using the same degree of care (but no less than a reasonable degree of
care) that it uses to protect its own Confidential Information. The obligations imposed by this Section shall be unlimited in duration; provided
, however , such obligations shall not apply to any Confidential Information that: (i) is or becomes publicly known through no fault of the
Receiving Party; (ii) is developed independently by the Receiving Party prior to the date of disclosure; (iii) is rightfully obtained by the
Receiving Party from a Third Party entitled to disclose the information without confidentiality restrictions or (iv) as required by Applicable
Law or by regulation. A Receiving Party also may disclose Confidential Information to the extent required by a court or other Governmental
Authority, provided that the Receiving Party promptly notifies the Disclosing Party of the disclosure requirement prior to disclosure and
cooperates with the Disclosing Party (at the latter’s expense and at its request) to resist or limit the disclosure.
21.3
Injunctive Relief . Receiving Party acknowledges and agrees that a breach or threatened breach of the confidentiality
obligations set forth herein may result in immediate and irreparable damage to the Disclosing Party for which there may be no adequate
remedy at law, and, in such event, the Disclosing Party may seek appropriate injunctive relief. Disclosing Party’s pursuit of any remedy will
not constitute a waiver of any other right or remedy available under this Agreement or under Applicable Law.
Section 22.

Miscellaneous.

22.1 Headings . The headings of the sections and subsections of this Agreement are for convenience only and shall not be used in
the interpretation of this Agreement.
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22.2 Amendment or Waiver . This Agreement may not be amended, modified, or waived except by written instrument executed by
officers or duly authorized representatives of the respective Parties. No waiver or failure of enforcement by any Party of any default by any
other Party in the performance of any provision, condition or requirement herein shall be deemed to be a waiver of, or in any manner a
release of the defaulting Party from, performance of any other provision, condition, or requirement herein, nor deemed to be a waiver of, or in
any manner a release of the defaulting Party from, future performance of the same provision, condition, or requirement; nor shall any delay or
omission of any non-defaulting Party to exercise any right hereunder in any manner impair the exercise of any such right or any like right
accruing to it thereafter.
22.3
Severability . Any provision of this Agreement that is prohibited or not enforceable in any jurisdiction shall, as to that
jurisdiction, be ineffective only to the extent of the prohibition or lack of enforceability without invalidating the remaining provisions of this
Agreement, or affect the validity or enforceability of those provisions in another jurisdiction or the validity or enforceability of this
Agreement as a whole.
22.4 Entire Agreement and Conflict with Attachments . This Agreement (including Attachments) contains the entire and exclusive
agreement between the Parties with respect to the subject matter hereof, and there are no other promises, representations, or warranties
affecting it. The terms of this Agreement may not be contradicted, explained, or supplanted by any usage of trade, course of dealing, or
course of performance and any other representation, promise, statement, or warranty made by either Party or their agents that differs in any
way from the terms contained herein will be given no force or effect. In the case of any conflict between the body of this Agreement and any
of its Attachments, the terms contained in the Attachments will govern.
22.5 Governing Law and Jurisdiction; Jury Trial Waiver . This Agreement will be construed and governed by the laws of the State
of Oklahoma except the choice of law rules of that State that may require the application of the laws of another jurisdiction. Exclusive
jurisdiction and venue is agreed to be the state or federal courts within the State of Oklahoma. Each Party irrevocably waives any right to a
trial by jury in any proceeding related to this Agreement.
22.6
Counterparts . This Agreement may be executed in any number of counterparts each of which, when so executed and
delivered (including by facsimile or electronic mail transmission), will be deemed original but all of which together will constitute one and
the same instrument.
22.7 Further Assurances . Subject to the terms and conditions of this Agreement, each of the Parties hereto will use commercially
reasonable efforts to take, or cause to be taken, all action, and to do, or cause to be done, all things necessary under applicable laws and
regulations to consummate the transactions contemplated by this Agreement.
22.8
Independent Contractor . In performing services pursuant to this Agreement, Owner is acting solely as an independent
contractor maintaining complete control over its employees and operations. Neither Party is authorized to take any action in any way
whatsoever on behalf of the other, except as specified in this Agreement, or in subsequent written agreements between the parties.
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22.9 No Third-Party Beneficiaries . Except as provided in Section 19 , nothing contained in this Agreement, expressed or implied,
is intended or shall be construed to confer upon or give to any Person (including any limited partners of Blueknight Energy Partners, L.P.)
other than the Parties hereto and their successors or permitted assigns, any rights or remedies under or by reason of this Agreement.
22.10
No Strict Construction . The Parties to this Agreement have participated jointly in the negotiation and drafting of this
Agreement. In the event an ambiguity or question of intent or interpretation arises with respect to this Agreement, this Agreement shall be
construed as if drafted jointly by the Parties, and no presumption or burden of proof shall arise favoring or disfavoring a Party by virtue of the
authorship of any of the provisions of this Agreement.
[Signature page follows.]
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This Agreement has been executed by the authorized representatives of each Party as indicated below to be effective as of the
Effective Date.
LESSOR:

BKEP MATERIALS, L.L.C.

By:

/s/ Mark A. Hurley
Name:
Mark A. Hurley
Title:
Chief Executive Officer

BKEP ASPHALT, L.L.C.

By:

/s/ Mark A. Hurley
Name:
Mark A. Hurley
Title:
Chief Executive Officer

LESSEE

ERGON ASPHALT & EMULSIONS, INC.

By:

/s/ J. Baxter Burns, II
Name:

J. Baxter Burns, II

Title:

President

Signature page to Storage, Throughput and Handling Agreement

ATTACHMENT A
Notices
If to Owner:
BKEP Materials, L.L.C.
6060 American Plaza Ste 600
Tulsa OK 74135
Phone: (918) 237-4000
Fax: (918) 237-4001
Attention: Chief Operating Officer
With copy to:
General Counsel
If to Customer:
Ergon Asphalt & Emulsions, Inc.
2829 Lakeland Drive, Suite 2000
Flowood, MS 39232
Phone: (601)933-3000
Fax: (601) 933-3363
Attention: J. Baxter Burns, II, President
E-Mail: baxter.burns@ergon.com
With a copy to:
Watson Heidelberg, PLLC
2829 Lakeland Drive, Suite 1502
Flowood, MS 39232
Phone: (601) 939-8900
Fax: (601) 932-4400
Attention: J. Kevin Watson
E-mail: kwatson@whjpllc.com
Fees for Storage and Terminalling Services; Reimbursement of Energy Costs
(a) Storage Fee : For all periods on or after January 1, 2019, Customer will be obligated to pay for storage capacity at the Terminal each
Month, subject to Sections 5.6 and 5.7 . The storage fee shall be equal to $*** per Contract Year (“ Storage Rate ”), as may be adjusted as
provided in this Attachment A. The Storage Rate shall be paid in advance in equal monthly installments.
Owner acknowledges that on December 21, 2018, Customer prepaid the Storage Fees for the months of January, February and March, 2019,
in the amount of $***. Additionally, Customer has paid to Owner upon execution of this Agreement the sum of $*** in prepayment of the
Storage Fees for the months of April, May, June, July, August and September, 2019. These payments represent a discounted prepayment of
Storage Fees for the months indicated and are non-refundable in the event of termination of this Agreement prior to date through which
payments have been made.
Attachment A- 1

(b) Reimbursement of Energy Costs : Customer shall reimburse Owner for all energy costs (e.g., electricity, fuel oil, natural gas, steam)
applicable to the Services provided hereunder at the Terminal. Energy costs will be based upon the determination of Owner of the portion of
Terminal energy costs applicable to the Services provided hereunder. Energy costs will be invoiced monthly for the prior Month’s energy
usage as available.
Adjustments :
All fees will be escalated January 1, 2020 and will be escalated every January 1st thereafter such that the prior year escalated fee is multiplied
by the percentage change, if any, in the Consumer Price Index - All Urban Consumers - all items less food and energy (U.S. city average base
1982-84 = 100) ("CPI"), as published by the Bureau of Labor Statistics of the United States Department of Labor, for the last two calendar
years for which data is available based on the average of the monthly CPI data for November to October of the most current year available
compared to the same months of the prior year (“ CPI Adjustment ”). In no event shall any of the fees de-escalate.
Invoices
Customer shall pay the Storage Fee outlined in this Attachment A in advance each Month based upon the then-current Storage Fee. For any
periods less than one full calendar month, the monthly Storage Fee will be prorated for the actual days of occupancy. Owner shall invoice
Customer for all other fees on a monthly basis or upon the expiration of a Contract Year, as applicable. All invoices shall be paid in
accordance with Section 3.2 of the Agreement.
Operating Hours
The operating hours of the Terminal shall be: (i) 12 hours per day with the specific starting time to be agreed upon by the Parties, Monday to
Friday seasonally, excluding all Owner recognized holidays, or (ii) as otherwise mutually agreed upon by the Parties. Owner will provide
overtime for Customer as needed outside of the Terminal operating hours set forth above at the following rates:
(i) Monday through Friday - $*** per hour or portion thereof per employee with a four hour daily minimum per employee unless
(i) the beginning of such overtime period is within two hours of the beginning of the normal operating hours of the Terminal or (ii)
the end of such overtime period is within two hours of the end of the normal operating hours of the Terminal, in each case, there shall
be no daily minimum hour requirement.
(ii)

Saturday, Sunday and holidays - $*** per hour or portion thereof per employee with a four-hour daily minimum per employee.

Terminal
Terminal means the Product Storage Tanks and related equipment of Owner located at Port 33, Oklahoma.
Storage Tanks
Storage Tanks means Tank #120-5, 48-1, 48-3, 24-2, and 20-6.
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ATTACHMENT B
Products
If any Product handled hereunder fails to meet the Specifications provided by Customer pursuant to this Attachment B , Owner shall cease
shipment of such Product and notify Customer within a reasonable time period of such non-conformity and await further instructions from
Customer regarding such non-conformity. In no event shall Owner be responsible for any non-conformity caused by any action or omission
of Customer.
Owner makes no representation or warranty, express or implied, except that the Product it delivers hereunder shall have been handled in
accordance with Customers instructions as set forth on this Attachment B . Owner MAKES NO OTHER WARRANTY, EXPRESSED OR
IMPLIED, AND EXPRESSLY DISCLAIMS ALL WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR
PURPOSE.
Product
Asphalt cements
With the following specifications:
Closed Cup Flash Point of 275°F or above
Attachment B

Exhibit 21.1
List of Subsidiaries
of
Blueknight Energy Partners, L.P.
Name of Subsidiary

State of Organization

BKEP Finance Corporation

Delaware

BKEP Operating, L.L.C.

Delaware

BKEP Management, Inc.

Delaware

BKEP Crude, L.L.C.

Delaware

BKEP Sub, L.L.C.

Delaware

BKEP Pipeline, L.L.C.

Delaware

Blueknight Motor Carrier LLC

Delaware

BKEP Red River System LLC

Delaware

BKEP Supply and Marketing LLC

Delaware

BKEP Services LLC

Texas

BKEP Materials, L.L.C.

Texas

BKEP Asphalt, L.L.C.

Texas

Knight Warrior LLC

Texas

BKEP Terminal Holding, L.L.C.

Texas

BKEP Terminalling, L.L.C.

Texas

Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by reference in the Registration Statements on Form S-3 (Nos. 333-213872 and 333-221175) and Form S-8 (Nos. 333202538, 333-202537, 333-144737 and 333-177005) of Blueknight Energy Partners, L.P. of our report dated March 12, 2019 relating to the consolidated financial
statements and the effectiveness of internal control over financial reporting, which appears in this Form 10-K.
/s/ PricewaterhouseCoopers LLP
Tulsa, Oklahoma
March 12, 2019

Exhibit 31.1
CERTIFICATION
PURSUANT TO AND IN CONNECTION WITH THE REPORTS
TO BE FILED UNDER SECTION 13 AND 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934, AS AMENDED
I, Mark Hurley, certify that:
1.

I have reviewed this annual report on Form 10-K of Blueknight Energy 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(s) 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:

5.

Date:

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

The registrant's other certifying officer(s) 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.

March 12, 2019

/s/ Mark Hurley
Mark Hurley
Chief Executive Officer
Blueknight Energy Partners, G.P., L.L.C.,
general partner of Blueknight Energy Partners, L.P.

Exhibit 31.2
CERTIFICATION
PURSUANT TO AND IN CONNECTION WITH THE REPORTS
TO BE FILED UNDER SECTION 13 AND 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934, AS AMENDED
I, James R. Griffin, certify that:
1.

I have reviewed this annual report on Form 10-K of Blueknight Energy 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(s) 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:

5.

Date:

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

The registrant's other certifying officer(s) 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.

March 12, 2019

/s/ James R. Griffin
James R. Griffin
Chief Accounting Officer and Authorized Signatory
Blueknight Energy Partners, G.P., L.L.C.,
general partner of Blueknight Energy Partners, L.P.

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 Blueknight Energy Partners, L.P., a Delaware limited partnership (the “Partnership”), on Form 10-K for the year
ended December 31, 2018 as filed with the Securities and Exchange Commission (the “Report”), each of the undersigned, Mark Hurley, Chief Executive Officer of
Blueknight Energy Partners G.P., L.L.C., and Jams R. Griffin, Chief Accounting Officer and Authorized Signatory of Blueknight Energy Partners G.P., L.L.C.,
certifies, pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. Section 1350), that to his 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/ Mark Hurley
Mark Hurley
Chief Executive Officer of
Blueknight Energy Partners G.P., L.L.C.,
general partner of Blueknight Energy Partners, L.P.
March 12, 2019

/s/ James R. Griffin
James R. Griffin
Chief Accounting Officer and Authorized Signatory
Blueknight Energy Partners G.P., L.L.C.,
general partner of Blueknight Energy Partners, L.P.
March 12, 2019
*

A signed original of this written statement required by Section 906 has been provided to 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 as an exhibit to the Report.

