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PART I
 

 ITEM 1. BUSINESS
 
Structure
 
Star Gas Partners, L.P. (“Star Gas” or the “Partnership”) is a diversified home energy distributor and services provider, specializing in heating oil, propane,
natural gas and electricity. Star Gas is a master limited partnership, which at September 30, 2003 had outstanding 30.7 million common units (NYSE: “SGU”
representing an 88.9% limited partner interest in Star Gas Partners) and 3.1 million senior subordinated units (NYSE: “SGH” representing a 9.1% limited
partner interest in Star Gas Partners) outstanding. Additional Partnership interests include 0.3 million junior subordinated units (representing a 1.0% limited
partner interest) and 0.3 million general partner units (representing a 1.0% general partner interest).
 
The Partnership is organized as follows:
 

 

• Star Gas Propane, L.P. (“Star Gas Propane”) is the Partnership’s operating subsidiary and, together with its direct and indirect subsidiaries, accounts
for substantially all of the Partnership’s assets, sales and earnings. Both the Partnership and Star Gas Propane are Delaware limited partnerships that
were formed in October 1995 in connection with the Partnership’s initial public offering. The Partnership is the sole limited partner of Star Gas
Propane with a 99% limited partnership interest.

 

 
• The general partner of both the Partnership and Star Gas Propane is Star Gas LLC, a Delaware limited liability company. The Board of Directors of

Star Gas LLC is appointed by its members. Star Gas LLC owns an approximate 1% general partner interest in the Partnership and also owns an
approximate 1% general partner interest in Star Gas Propane.

 

 
• The Partnership’s propane operations (the “propane segment”) are conducted through Star Gas Propane and its direct subsidiaries. Star Gas

Propane primarily markets and distributes propane gas and related products to approximately 345,000 customers in the Midwest, Northeast,
Florida and Georgia.

 

 
• The Partnership’s heating oil operations (the “heating oil segment”) are conducted through Petro Holdings, Inc. (“Petro”) and its direct and

indirect subsidiaries. Petro is a Minnesota corporation that is an indirect wholly owned subsidiary of Star Gas Propane. Petro is a retail distributor
of home heating oil and serves over 535,000 customers in the Northeast and Mid-Atlantic.

 

 

• The Partnership’s natural gas and electricity operations (the “natural gas and electric reseller segment”) are conducted through Total Gas &
Electric, Inc. (“TG&E”), a Florida corporation, that is an indirect wholly-owned subsidiary of Petro. TG&E is an energy reseller that markets
natural gas and electricity to residential households in deregulated energy markets in New York, New Jersey, Florida and Maryland and serves
over 64,000 residential customers.

 

 

• Star Gas Finance Company is a direct wholly-owned subsidiary of the Partnership. Star Gas Finance Company serves as the co-issuer, jointly and
severally with the Partnership, of the Partnership’s $200 million 10¼% Senior Notes issued February 6, 2003, which are due in 2013. The Senior
Notes have a direct and unconditional guarantee by the Partnership. The Partnership is dependent on distributions from its subsidiaries to service
the Partnership’s debt obligations. The distributions from the Partnership’s subsidiaries are not guaranteed and are subject to certain loan
restrictions. Star Gas Finance Company has nominal assets and conducts no business operations.

 
The Partnership files annual, quarterly, current, other reports and other information with the SEC. These filings can be viewed and downloaded from the
internet at the SEC’s website at www.sec.gov. In addition, these SEC filings are available at no cost as soon as reasonably practicable after the filing thereof
on the Partnership’s website at www.star-gas.com/Edgar.cfm. These reports are also available to be read and copied at the SEC’s public reference room located
at Judiciary Plaza, 450 5th Street, N.W., Washington, D.C. 20549. You may also obtain copies of these filings and other information at the offices of the New
York Stock Exchange located at 11 Wall Street, New York, New York 10005.
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Seasonality
 
The Partnership’s fiscal year ends on September 30th. All references in this document are to fiscal years unless otherwise noted. The seasonal nature of the
Partnership’s business results in the sale of approximately 30% of its volume in the first quarter (October through December) and 45% of its volume in the
second quarter (January through March) of each year, the peak heating season, because propane, heating oil and natural gas are primarily used for space
heating in residential and commercial buildings. The Partnership generally realizes net income in both of these quarters and net losses during the quarters
ending June and September. The Partnership typically has negative working capital at September 30, 2003 due to seasonality. In addition, sales volume
typically fluctuates from year to year in response to variations in weather, wholesale energy prices and other factors. Gross profit is not only affected by
weather patterns but also by changes in customer mix. For example, sales to residential customers ordinarily generate higher margins than sales to other
customer groups, such as commercial or agricultural customers. In addition, gross profit margins vary by geographic region. Accordingly, gross profit margins
could vary significantly from year to year in a period of identical sales volumes.
 
Propane
 
The propane segment is primarily engaged in the retail distribution of propane and related supplies and equipment to residential, commercial, industrial,
agricultural and motor fuel customers. Customers are served from 123 branch locations and 126 satellite storage facilities in the Midwest, Northeast, Florida
and Georgia. In addition to its retail business, the segment also serves wholesale customers. Based on sales dollars, approximately 92% of propane sales were
to retail customers and approximately 8% were to wholesale customers. Retail sales have historically had a greater profit margin, more stable customer base
and less price sensitivity as compared to the wholesale business.
 
Propane, also known as a liquid petroleum gas (lpg) ranks as the fourth most important source of residential heating in the United States, according to the U.S.
Department of Energy - Energy Information Administration, 2001 Residential Energy Consumption Survey. Excluding propane gas grills, residential and
commercial demand accounts for approximately 45% of all propane used in the United States. Of the 106.9 million households in the United States, 9.3
million households depend on propane for one use or another. Because 54% of these households rely on propane for their primary heating fuel, sales of
propane are highly seasonal. Propane is most commonly used to provide energy to areas not serviced by the natural gas distribution system. Thus, it competes
mainly with heating oil and electricity for space heating purposes. Residential customers are typically homeowners, while commercial customers include
motels, restaurants, retail stores and laundromats. Industrial users, such as manufacturers, use propane as a heating and energy source in manufacturing and
drying processes. In addition, propane is used to supply heat for drying crops and as a fuel source for certain vehicles.
 
Propane is extracted from natural gas at processing plants or separated from crude oil during the refining process. It is normally transported and stored in a
liquid state under moderate pressure or refrigeration for ease of handling in shipping and distribution. When the pressure is released or the temperature is
increased, propane is usable as a flammable gas. Propane is colorless and odorless; an odorant is added to allow its detection.
 
Home Heating Oil
 
Home heating oil customers are served from 35 branch/depot locations in the Northeast and Mid-Atlantic regions, from which the heating oil segment
delivers heating oil and other petroleum products and installs and repairs heating equipment 24 hours a day, seven days a week, 52 weeks a year, generally
within four hours of request. These services are an integral part of its basic heating oil business, and are designed to maximize customer satisfaction and
loyalty. In 2003, the heating oil segment’s sales were derived of approximately 76% from sales of home heating oil; 15% from the installation and repair of
heating and air conditioning equipment; and 9% from the sale of other petroleum products, including diesel fuel and gasoline, to commercial customers. In
fiscal 2003, sales to residential customers represented 83% of the retail heating oil gallons sold and 91% of heating oil gross profits.
 
Heating oil can be used for residential and commercial heating purposes, and it is the predominant source of fuel used to heat business and residences in the
New England and Mid Atlantic states. According to the U.S. Department of Energy - Energy Information Administration, 2001 Residential Energy
Consumption Survey, these regions account for approximately 77% of the households in the United States where heating oil is the main space-heating fuel.
Approximately 31% of the homes in the region use heating oil as its main space-heating fuel. In recent years, demand for home heating oil has been affected
by conservation efforts and conversions to natural gas. In addition, as the number of new homes that use oil heat has not been significant, there has been
virtually no increase in the customer base due to housing starts.
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Natural Gas and Electricity
 
The Partnership is an independent reseller of natural gas and electricity to households and small commercial customers in deregulated markets. In the markets
in which TG&E operates, natural gas and electricity are available from wholesalers. Substantially all of TG&E’s natural gas purchases were from major
wholesalers in fiscal 2003. Natural gas is transported to the local utility, through purchased or assigned capacity on pipelines. In fiscal 2003, all of TG&E’s
electricity requirements were purchased at market from the New York Independent System Operator which delivers the electricity to the local utility
company. The utility then delivers the gas and electricity to TG&E customers using their distribution system. The utility and TG&E coordinate delivery and
billing, and also compete to sell natural gas and electricity to the ultimate consumer. Generally, TG&E pays the local utility a charge to provide certain
customer related services like billing. Customers pay a separate delivery charge to the utility for bringing the natural gas or electricity from the customer’s
chosen supplier. In the case of all but three of the utilities where TG&E currently sells energy, TG&E and the local utility charges are itemized on one
customer energy bill generated by the utility. For the remaining utilities, TG&E bills its customers directly.
 
Industry Characteristics
 
The retail propane and home heating oil industries are both mature, with total demand expected to remain relatively flat or to decline slightly. The
Partnership believes that these industries are relatively stable and predictable due to the largely non-discretionary nature of propane and home heating oil
use. Accordingly, the demand for propane and home heating oil has historically been relatively unaffected by general economic conditions but has been a
function of weather conditions. It is common practice in both the propane and home heating oil distribution industries to price products to customers based
on a per gallon margin over wholesale costs. As a result, distributors generally seek to maintain their margins by passing wholesale costs through to
customers, thus insulating themselves from the volatility in wholesale heating oil and propane prices. However, during periods of sharp price fluctuations in
supply costs, distributors may be unable or unwilling to pass entire product cost increases or decreases through to customers. In these cases, significant
increases or decreases in per gallon margins may result. In addition, the timing of cost pass-throughs can significantly affect margins. The propane and home
heating oil distribution industries are highly fragmented, characterized by a large number of relatively small, independently owned and operated local
distributors. Each year a significant number of these local distributors have sought to sell their business for reasons that include retirement and estate
planning. In addition, the propane and heating oil distribution industries are becoming more complex due to increasing environmental regulations and
escalating capital requirements needed to acquire advanced, customer oriented technologies. Primarily as a result of these factors, both industries are
undergoing consolidation, and the propane segment and the heating oil segment have been active consolidators in each of their markets.
 
In regard to the Partnership’s natural gas and electricity reselling segment, historically the local utility provided its customers with all three aspects of electric
and natural gas service: generation or production, transmission and distribution of natural gas and electricity. However, under deregulation, state Public
Utility Commissions throughout the country are licensing energy service companies (“ESCOs”), such as TG&E, to be approved as alternative suppliers of the
commodity portion to end-users. ESCOs will provide the “generation” function, supplying electricity to specific delivery points. ESCOs are essentially the
“producers” of the electricity. ESCOs also act as natural gas distributors, as they bring natural gas to the local utility for redistribution on the utility system to
the ultimate end-user, the customer. The local utility companies will continue to provide the “distribution” function, acting as the distributor of the
electricity and natural gas. Restructuring (commonly called deregulation) means that consumers now have the option to select a new provider for the
commodity portion of their bill - a new supplier of electricity or natural gas. ESCOs are often able to supply electricity or natural gas to end users at discounts
when compared to what is paid to the current local utility.
 
Business Strategy
 
The Partnership’s primary objective is to increase cash flow on a per unit basis. The Partnership pursues this objective principally through (i) the pursuit of
strategic acquisitions which capitalize on the Partnership’s acquisition expertise in the highly fragmented propane and home heating oil distribution
industries, (ii) the realization of operating efficiencies in existing and acquired operations, (iii) a focus on retention and potential customer growth, (iv) the
continued enhancement in public awareness of the Partnership’s quality brands and (v) the sale of rationally related products.
 
As a leading retail distributor of propane and heating oil in the United States, the Partnership is able to realize economies of scale in operating, marketing,
information technology and other areas by spreading costs over a larger customer base. Additionally, the heating oil segment is using communication and
computer technology that is generally not used by its competitors, hopefully will allow it to realize operating efficiencies.
 
Recent Acquisitions
 
In fiscal 2003, the Partnership completed the purchase of three retail heating oil dealers for $35.9 million and seven retail propane dealers for $48.5 million.
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Propane Segment
 
Operations
 
Retail propane operations are located in the following states:
 
Connecticut  Indiana (continued)  Michigan  New York  Pennsylvania
Stamford  Nashville  Big Rapids  Addison  Hazleton
South Windsor  New Salisbury  Charlotte  Bridgehampton  Mansfield
  N. Manchester  Chassell  Corith  Mt. Pocono
Florida  Portland  Coleman  Granville  Wind Gap
Bronson  Remington  Germfask  Penn Yan   
Chiefland  Richmond  Gwinn  Poughkeepsie  Rhode Island
Crystal River  Rushville  Mattawan  Ticonderoga  Davisville
High Springs  Seymour  Munising  Washingtonville   
Kissimmee  Sulphur Springs  Osseo    Vermont
Melbourne  Versailles  Owosso  Ohio  Bennington
New Smyrna Beach  Warren  Somerset Center  Bowling Green  Manchester Center
Pompano Beach  Waterloo    Columbiana  Middlebury
  Winamac  Minnesota  Columbus  Montpelier
Georgia    Caledonia  Defiance  Morrisville
Blakely  Kentucky    Deshler  St. Albans
  Dry Ridge  New Hampshire  Dover  White River Junction
Illinois  Glencoe  Berlin  Fairfield   
Scales Mound  Prospect  Brentwood  Hebron  West Virginia
  Shelbyville  Ossipee  Ironton  (from Ironton, OH)
Indiana      Jamestown   
Batesville  Maine  New Jersey  Kenton  Wisconsin
Bedford  Fairfield  Bridgeton  Lancaster  Black River Falls
Bluffton  Fryeburg  Maple Shade  Lewisburg  Chetek
Columbia City  Wells  Pleasantville  Lynchburg  Eau Claire
Decatur  Windham  Woodbine  Maumee  La Crosse
Ferdinand      Mt. Orab  Mauston
Greencastle  Massachusetts    Mt. Vernon  Minocqua
Jeffersonville  Belchertown    North Star  Mondovi
Lawrence  Rochdale    Ripley  Owen
Liberty  Westfield    Sabina  Richland Centre
Linton  Springfield    Waverly  Shell Lake
Madison  Swansea    West Union   
      Winchester   
 
In addition to selling propane, the segment also sells and installs propane equipment, including heating and cooking appliances. Several locations sell
bottled water and sell or lease water conditioning equipment. Typical branch locations consist of an office, an appliance showroom and a warehouse and
service facility, with one or more 12,000 to 30,000 gallon bulk storage tanks. Satellite facilities typically contain only storage tanks. The distribution of
propane at the retail level for the most part involves large numbers of small deliveries averaging 100 to 150 gallons to each customer. Retail deliveries of
propane are usually made to customers by means of the propane segment’s fleet of bobtail and rack trucks.
 
Currently the propane segment has 704 bobtail and rack trucks. Propane is pumped from a bobtail truck, which generally holds 2,000 to 3,000 gallons, into a
storage tank at the customer’s premises. The capacity of these tanks ranges from approximately 24 gallons to approximately 1,000 gallons. The propane
segment also delivers propane to retail customers in portable cylinders, which typically are picked up and replenished at distribution locations, then returned
to the retail customer. To a limited extent, the propane segment also delivers propane to certain end-users of propane in larger trucks known as transports.
These trucks have an average capacity of approximately 9,000 gallons. End-users receiving transport deliveries include industrial customers, large-scale
heating accounts, such as local gas utilities that use propane as a supplemental fuel to meet peak demand requirements, and large agricultural accounts that
use propane for crop drying and space heating.
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Customers
 
During the last fiscal year, the propane segment’s residential volume, excluding the impact of volume obtained through acquisitions, decreased 2.5% due to
what the Partnership believes was a combination of attrition and consumer conservation. However, the propane segment has continued to grow through
acquisitions and it completed seven acquisitions with approximately 55,000 customers and total annual volumes of 56 million gallons during fiscal 2003.
Approximately 72% of the propane segment’s retail sales are made to residential customers and 28% of retail sales are made to commercial and agricultural
customers. Sales to residential customers in 2003 accounted for approximately 77% of propane gross profit on propane sales, reflecting the higher-margins of
this segment of the market. In excess of 95% of the residential propane customers lease their tanks from the propane segment. In most states, due to fire safety
regulations, a leased tank may only be refilled by the propane distributor that owns that tank. The inconvenience associated with switching tanks greatly
reduces a propane customer’s tendency to change distributors. Over half of the propane segment’s residential customers receive their propane supply under an
automatic delivery system. The amount delivered is based on weather and historical consumption patterns. Thus, the automatic delivery system eliminates
the customer’s need to make an affirmative purchase decision. The propane segment provides emergency service 24 hours a day, seven days a week, 52 weeks
a year.
 
Competition
 
The propane industry is highly competitive; however, long-standing customer relationships are typical of the retail propane industry. The ability to compete
effectively within the propane industry depends on the reliability of service, responsiveness to customers and the ability to maintain competitive prices. The
propane segment believes that its superior service capabilities and customer responsiveness differentiates it from many of its competitors. Branch operations
offer emergency service 24 hours a day, seven days a week, 52 weeks a year. Competition in the propane industry is highly fragmented and generally occurs
on a local basis with other large full-service multi-state propane marketers, smaller local independent marketers and farm cooperatives. According to LP Gas
Magazine – February 2002, the ten largest multi-state marketers, including the Partnership’s propane segment, account for approximately 37% of the total
retail sales of propane in the United States, and no single marketer has a greater than 10% share of the total retail market in the United States. Most of the
propane segment’s branches compete with five or more marketers or distributors. The principal factors influencing competition among propane marketers are
price and service. Each branch operates in its own competitive environment. While retail marketers locate in close proximity to customers to lower the cost of
providing delivery and service, the typical retail distribution outlet has an effective marketing radius of approximately 35 miles.
 
In addition, propane competes primarily with electricity, natural gas and fuel oil as an energy source on the basis of price, availability and portability. In
certain parts of the country, propane is generally less expensive to use than electricity for space heating, water heating, clothes drying and cooking. Propane
is generally more expensive than natural gas, but serves as an alternative to natural gas in rural and suburban areas where natural gas is unavailable or
portability of product is required. The expansion of natural gas into traditional propane markets has historically been inhibited by the capital costs required
to expand distribution and pipeline systems. Although the extension of natural gas pipelines tends to displace propane distribution in the areas affected, the
Partnership believes that new opportunities for propane sales arise as more geographically remote areas are developed. Although propane is similar to fuel oil
in space heating and water heating applications, as well as in market demand and price, propane and fuel oil have generally developed their own distinct
geographic markets. Because furnaces that burn propane will not operate on fuel oil, a conversion from one fuel to the other requires the installation of new
equipment.
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Home Heating Oil Segment
 
Operations
 
The Partnership’s heating oil segment serves over 535,000 customers in the Northeast and Mid-Atlantic states. In addition to selling home heating oil, the
heating oil segment installs and repairs heating and air conditioning equipment. To a limited extent, it also markets other petroleum products. During the
twelve months ended September 30, 2003, the total sales in the heating oil segment were comprised of approximately 76% from sales of home heating oil;
15% from the installation and repair of heating equipment; and 9% from the sale of other petroleum products. The heating oil segment provides home
heating equipment repair service 24 hours a day, seven days a week, 52 weeks a year, generally within four hours of a request. It also regularly provides
various service incentives to obtain and retain customers. The heating oil segment is consolidating its operations under two brand names, which it is building
by employing an upgraded sales force, together with a professionally developed marketing campaign, including radio and print advertising media. The
heating oil segment has a nationwide toll free telephone number, 1-800-OIL-HEAT, which it believes helps build customer awareness and brand identity.
 
The heating oil segment is seeking to take advantage of its large size and to utilize modern technology to increase the efficiency and quality of services
provided to its customers. The segment is seeking to create a more customer oriented service approach to significantly differentiate itself from its competitors.
A core business process redesign project began in fiscal 2002 with an exhaustive effort to identify customer expectations and document existing business
processes. These findings led to a conclusion that improved processes, consolidation of operations, technology investments and selective outsourcing could
have a meaningful impact on improving customer services while reducing annual operating costs.
 
The Partnership believes technology can improve the efficiency and quality of services provided to its heating oil customers. The heating oil segment has
now deployed second generation hand-held devices for the automation of its service workforce. These wireless hand held data terminals allow service and
installation professionals on demand access to customer repair history, data to provide instant part and repair quotations, and the ability to invoice at the
completion of service.
 
Consolidation of certain heating oil operational activities have been undertaken to create operating efficiencies and cost savings. Service technicians are
being dispatched from two consolidated locations rather than 27 local offices. Oil delivery is now being managed from 11 regional locations rather than 27
local offices. The organization continues to adjust to these significant operational changes.
 
A transition to outsourcing in the area of customer relationship management has been undertaken as both a customer satisfaction and a cost reduction
strategy. The Partnership believes outsourcing customer inquiries can improve performance and leverage the technology to eliminate system redundancy
available from third party service organizations. In addition, an outsourcing partner has greater flexibility to manage extreme seasonal volume. Significant
challenges remain with this dramatic transition. The complexity of customer interactions combined with the Partnership’s goal for service excellence has led
to protracted training efforts. The heating oil segment has begun introducing call based technology enhancements including capabilities for customer
inquiries via automated interactive telephone response and the web. While the physical transition is largely complete, the Partnership anticipates that
supplementary training and support will be required through the 2003 - 2004 heating season.
 
The heating oil segment operates and markets in the following states:
 
New York  Massachusetts  New Jersey
Bronx, Queens and Kings Counties  Boston (Metropolitan)  Camden
Dutchess County  Northeastern Massachusetts  Lakewood
Staten Island  (Centered in Lawrence)  Newark (Metropolitan)
Eastern Long Island  Worcester  North Brunswick
Western Long Island    Rockaway
Westchester/Putnam Counties  Pennsylvania  Trenton
Orange County  Allenstown   
  Berks County  Rhode Island
Connecticut  Bucks County  Providence
Bridgeport—New Haven  Harrisburg County  Newport
Fairfield County  Lancaster County   
Litchfield County  Lebanon County  Maryland/Virginia/D.C.
  Philadelphia  Arlington
  York County  Baltimore
    Washington, D.C. (Metropolitan)
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Customers
 
During the twelve months ended September 30, 2003, approximately 86% of the heating oil segment’s heating oil sales were made to homeowners, with the
remainder to industrial, commercial and institutional customers. Over the last three fiscal years, the heating oil segment experienced average annual attrition
of 1.3%, excluding the impact of acquisitions. Customer losses are the result of various factors, including customer relocation, price, natural gas conversions
and credit problems. Customer gains are a result of marketing and service programs. While the heating oil segment often loses customers when they move
from their homes, it is able to retain a majority of these homes by obtaining the purchaser as a customer. Approximately 90% of the heating oil customers
receive their home heating oil under an automatic delivery system without the customer having to make an affirmative purchase decision. These deliveries
are scheduled by computer, based upon each customer’s historical consumption patterns and prevailing weather conditions. The heating oil segment delivers
home heating oil approximately six times during the year to the average customer. The segment’s practice is to bill customers promptly after delivery.
Approximately 34% of its customers are on a budget payment plan, whereby their estimated annual oil purchases and service contract are paid for in a series
of equal monthly payments over a twelve month period.
 
On September 30, 2003, approximately 40% of the heating oil customers had agreements establishing a fixed or maximum price per gallon over a twelve
month period, as compared to 17% on September 30, 2002. This percentage could increase or decrease during fiscal 2004 based upon market conditions. The
fixed or maximum price at which home heating oil is sold to these price plan customers is generally renegotiated based on current market conditions at the
beginning of each heating season. The segment currently enters into derivative instruments (futures, options, collars and swaps) covering a substantial
majority of the heating oil it expects to sell to these price plan customers in advance and at a fixed cost. Should events occur after a price plan customer’s
price is established that increases the cost of home heating oil above the amount anticipated, margins for the price plan customers whose heating oil was not
purchased in advance would be lower than expected, while those customers whose heating oil was purchased in advance would be unaffected. Conversely,
should events occur during this period that decrease the cost of heating oil below the amount anticipated, margins for the price plan customers whose heating
oil was purchased in advance could be lower than expected, while those customers whose heating oil was not purchased in advance would be unaffected or
higher than expected.
 
Competition
 
The heating oil segment competes with distributors offering a broad range of services and prices, from full service distributors, like itself, to those offering
delivery only. Long-standing customer relationships are typical in the industry. Like most companies in the home heating oil business, the heating oil
segment provides home heating equipment repair service on a 24-hour a day basis. This tends to build customer loyalty. As a result of these factors, it is
difficult for the heating oil segment to acquire new retail customers, other than through acquisitions. In some instances homeowners have formed buying
cooperatives that seek to purchase fuel oil from distributors at a price lower than individual customers are otherwise able to obtain. The heating oil segment
also competes for retail customers with suppliers of alternative energy products, principally natural gas, propane, and electricity. The rate of conversion from
the use of home heating oil to natural gas is primarily affected by the relative prices of the two products and the cost of replacing an oil fired heating system
with one that uses natural gas. The heating oil segment believes that approximately 1% of its home heating oil customer base annually converts from home
heating oil to natural gas.
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Natural Gas and Electricity
 
Operations
 
The Partnership’s natural gas and electricity segment serves over 64,000 residential customers in four states. In fiscal 2003, the sales were comprised of 85%
from sales of approximately 89.0 million therms of natural gas and 15% from sales of approximately 135 million kilowatts of electricity.
 
The business strategy of TG&E is to expand its market share by concentrating on obtaining new natural gas customers in areas where it believes they will be
profitable and stable.
 
Customers
 
TG&E currently sells energy in the following utility areas:
 

New York

 

New Jersey

 

Maryland

 

Florida

KeySpan  PSE&G  BG&E  City Gas
Con Edison  New Jersey Natural    Peoples Gas
Orange & Rockland  South Jersey     
National Fuel  Elizabethtown     
Niagara Mohawk       

 
At September 30, 2003, approximately 95% of TG&E’s customers were residential households, and the remaining 5% were industrial and commercial
customers. New accounts are obtained through the utilization of third party telemarketing firms on a commission basis. Approximately 45% of TG&E’s
customers are on a budget plan, whereby their estimated purchases are paid for in a series of equal monthly payments over a twelve month period.
 
Competition
 
TG&E’s primary competition is with local utility companies. In most markets, however, the utility is indifferent as to whether a customer buys from an
independent reseller in that the utility tariff structure is commodity neutral. The utility makes its money by transporting the commodity and not from the sale
of the commodity. Other competitors fall into two distinct categories; national or local marketing companies. National marketing companies are generally
pipeline, producer or utility subsidiaries. These companies have mainly focused their attention on large commercial and industrial customers. Local
companies typically only service one or two utility markets.
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Suppliers and Supply Arrangements
 
Propane Segment
 
The propane segment obtains propane from over 30 sources, all of which are domestic or Canadian companies, including BP Canada Energy Marketing
Corp., Dawson Oil Company LTD., Duke Energy NGL Services, LP, Dynegy Inc., Enterprise Products Partners, Kinetic Resources, U.S.A., Marathon Oil
Company, Markwest Hydrocarbons, Transammonia Inc. and Vanguard Petroleum Corporation. Supplies from these sources have traditionally been readily
available, although there is no assurance that supplies of propane will continue to be readily available.
 
The majority of the propane supply is purchased under annual or longer term supply contracts that generally provide for pricing in accordance with market
prices at the time of delivery. Some of the contracts provide for minimum and maximum amounts of propane to be purchased. The product supplied for the
contracts come from refineries, gas processing plants and bulk purchases at the Mont Belvieu trading and storage complex. The bulk purchases at Mont
Belvieu are physically moved through the TEPPCO Partners, L.P. pipeline system, to both the Seymour underground storage facility, which the Partnership
owns and leases to TEPPCO Partners, L.P. in southern Indiana, and north into the Pennsylvania and New York area to supplement purchases made by the
segment in the Northeast area. This lease agreement provides the propane segment the ability to store at all times throughout the terms of this agreement 21
million gallons of product storage or approximately 8% of the propane segments annual supply requirements, along the TEPPCO Partners, L.P. pipeline
system. The Seymour facility is located on the TEPPCO Partners, L.P. pipeline system. The pipeline is connected to the Mont Belvieu, Texas storage facilities
and is one of the largest conduits of supply for the U.S. propane industry. The Partnership believes that its diversification of suppliers will enable it to
purchase all of its supply needs at market prices if supplies are interrupted from any of these sources without a material disruption of its operations. The
Partnership also believes that relations with its current suppliers are satisfactory.
 
The financial hedging instruments of Star Gas Propane are limited to major companies such as Kinetics Resources USA and Morgan Stanley Capital Group
Inc. The propane segment is able to effectively hedge, when required, without incurring significant basis risk since the majority of the contracted price of
product and the financial instruments the propane segment uses are tied to the Mont Belvieu index.
 
Heating Oil Segment
 
The heating oil segment obtains fuel oil in either barge, pipeline, or truckload quantities, and has contracts with over 80 terminals for the right to temporarily
store heating oil at facilities it does not own. Purchases are made under supply contracts or on the spot market. The home heating oil segment has market
price based contracts for a majority of its petroleum requirements with 12 different suppliers, the majority of which have significant domestic sources for their
product, and many of which have been suppliers for over 10 years. The segment’s current suppliers are: Amerada Hess Corporation, BP North America
Petroleum Corp., Cargill Inc. Petroleum Trading, Citgo Petroleum Corp., Exxon / Mobil Oil Corporation, George E. Warren Corp., Global Companies, LLC,
Mieco, Inc., Morgan Stanley Capital Group, Inc., Northville Industries, Sprague Energy and Sun Oil Company. Supply contracts typically have terms of 12
months. All of the supply contracts provide for maximum and in some cases minimum quantities. In most cases the supply contracts do not establish in
advance the price of fuel oil. This price, like the price to most of its home heating oil customers, is based upon market prices at the time of delivery. The
Partnership believes that its policy of contracting for substantially all of its supply needs with diverse and reliable sources will enable it to obtain sufficient
product should unforeseen shortages develop in worldwide supplies. The Partnership also believes that relations with its current suppliers are satisfactory.
 
Natural Gas and Electricity Reseller Segment
 
The TG&E segment purchases natural gas at either the well-head, the pipeline pooling point or delivered to the city gate. Purchases are at market based
pricing. The segment’s current natural gas supplier is Sempra Energy Trading Corp. All of the segment’s electricity requirements are currently purchased at
market from New York Independent System Operator.
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Employees
 
As of September 30, 2003, the propane segment had 1,209 full-time employees, of whom 56 were employed by the corporate office and 1,153 were located in
branch offices. Of these 1,153 branch employees, 439 were managerial and administrative; 489 were engaged in transportation and storage and 225 were
engaged in field servicing. Approximately 137 of the segment’s employees are represented by seven different local chapters of labor unions. Management
believes that its relations with both its union and non-union employees are satisfactory.
 
As of September 30, 2003, the home heating oil segment had 3,127 employees, of whom 833 were office, clerical and customer service personnel; 1,146 were
heating equipment repairmen; 439 were oil truck drivers and mechanics; 369 were management and staff and 340 were employed in sales. In addition,
approximately 419 seasonal employees are rehired annually to support the requirements of the heating season. Included within the heating oil segment’s
employees are approximately 955 employees, that are represented by 17 different local chapters of labor unions. Management believes that its relations with
both its union and non-union employees are satisfactory.
 
As of September 30, 2003, the TG&E segment had 24 employees, of whom 14 were office, clerical and customer service personnel and 10 were management.
Management believes that its relations with its employees is satisfactory.
 
Government Regulations
 
The Partnership is subject to various federal, state and local environmental, health and safety laws and regulations. Generally, these laws impose limitations
on the discharge of pollutants and establish standards for the handling of solid and hazardous wastes. These laws include the Resource Conservation and
Recovery Act, the Comprehensive Environmental Response, Compensation and Liability Act (“CERCLA”), the Clean Air Act, the Occupational Safety and
Health Act, the Emergency Planning and Community Right to Know Act, the Clean Water Act and comparable state statutes. CERCLA, also known as the
“Superfund” law, imposes joint and several liabilities without regard to fault or the legality of the original conduct on certain classes of persons that are
considered to have contributed to the release or threatened release of a hazardous substance into the environment. Heating oils and certain automotive waste
products generated by the Partnership’s fleet are hazardous substances within the meaning of CERCLA. These laws and regulations could result in civil or
criminal penalties in cases of non-compliance or impose liability for remediation costs. The heating oil segment is currently a named “potentially responsible
party” in two CERCLA civil enforcement actions. Star Gas has agreed to de minimus settlements in one of the two actions for approximately $0.1 million.
The remaining action is in its early stages of litigation with preliminary discovery activities taking place. The Partnership believes that both of these actions
will have no material impact on its financial condition or results of operations. Propane is not considered a hazardous substance within the meaning of
CERCLA.
 
National Fire Protection Association Pamphlets No. 54 and 58, which establish rules and procedures governing the safe handling of propane, or comparable
regulations, have been adopted as the industry standard in all of the states in which the Partnership operates. In some states these laws are administered by
state agencies, and in others they are administered on a municipal level. With respect to the transportation of heating oils, gasoline and propane by truck, the
Partnership is subject to regulations promulgated under the Federal Motor Carrier Safety Act. These regulations cover the transportation of hazardous
materials and are administered by the United States Department of Transportation. The Partnership conducts ongoing training programs to help ensure that its
operations are in compliance with applicable regulations. The Partnership maintains various permits that are necessary to operate some of its facilities, some
of which may be material to its operations. The Partnership believes that the procedures currently in effect at all of its facilities for the handling, storage and
distribution of propane are consistent with industry standards and are in compliance in all material respects with applicable laws and regulations.
 
For acquisitions that involve the purchase or leasing of real estate, the Partnership conducts a due diligence investigation to attempt to determine whether
any regulated substance has been sold from or stored on, any of that real estate prior to its purchase. This due diligence includes questioning the seller,
obtaining representations and warranties concerning the seller’s compliance with environmental laws and performing site assessments. During this due
diligence the Partnership’s employees, and, in certain cases, independent environmental consulting firms review historical records and databases and conduct
physical investigations of the property to look for evidence of hazardous substances, compliance violations and the existence of underground storage tanks.
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Future developments, such as stricter environmental, health or safety laws and regulations thereunder, could affect Partnership operations. It is not anticipated
that the Partnership’s compliance with or liabilities under environmental, health and safety laws and regulations, including CERCLA, will have a material
adverse effect on the Partnership. To the extent that there are any environmental liabilities unknown to the Partnership or environmental, health or safety laws
or regulations are made more stringent, there can be no assurance that the Partnership’s results of operations will not be materially and adversely affected.
 
Total Gas & Electric is an authorized supplier of electric and/or gas in the states of New York, New Jersey, Maryland and Florida, which allow consumers to
choose their electric and/or gas supplier. TG&E is either licensed and/or registered to serve as a supplier in each state. The incumbent utility continues to
serve as the local distribution company, which delivers the commodity, and in most cases continues to send customers their monthly invoices for the energy
delivered. However, TG&E offers an alternative to the commodity portion of the consumers bill. As an alternative supplier, TG&E is subject to oversight by
state public utility commissions, including licensing or registration requirements, information regarding rates and conditions of service, and in some
instances annual filing requirements regarding numbers of customers, numbers of complaints, energy portfolio components, and other information relative to
the company’s conduct of operations. Total Gas & Electric has adopted a comprehensive sales compliance program to comply with applicable regulations.
 

13



Table of Contents

 ITEM 2. PROPERTIES
 
Propane Segment
 
As of September 30, 2003, the propane segment owned 98 of its 123 branch locations and 92 of its 126 satellite storage facilities and leased the balance. In
addition, it owns a facility in Seymour Indiana, in which it stores propane for itself and third parties. The propane segment leases its corporate headquarters in
Stamford, Connecticut.
 
The transportation of propane requires specialized trucks which carry specialized steel tanks that maintain the propane in a liquefied state. As of September
30, 2003, Star Gas Propane had a fleet of 9 tractors, 35 transport trailers, 704 bobtail and rack trucks and 572 other service and pick-up trucks, the majority of
which are owned.
 
As of September 30, 2003, the propane segment owned or leased 385 bulk storage tanks with typical capacities of 12,000 to 30,000 gallons the majority of
which are owned; approximately 365,000 stationary customer storage tanks with typical capacities of 24 to 1,000 gallons; and 40,000 portable propane
cylinders with typical capacities of 5 to 24 gallons. The propane segment’s obligations under its borrowings are secured by liens and mortgages on all of its
real and personal property.
 
Heating Oil Segment
 
The heating oil segment provides services to its customers from 35 branches/depots and 38 satellites, 30 of which are owned and 43 of which are leased, in 32
marketing areas in the Northeast and Mid-Atlantic Regions of the United States. The heating oil segment leases its corporate headquarters in Stamford,
Connecticut. As of September 30, 2003, the heating oil segment had a fleet of 1,737 truck and transport vehicles the majority of which are owned and 843
services vans the majority of which are leased. The heating oil segment’s obligations under its borrowings are secured by liens and mortgages on most of its
real and personal property.
 
TG&E Segment
 
The natural gas and electric reseller segment provides services to its customers from its Matawan, New Jersey corporate headquarters which is leased. This
segment does not have any vehicles.
 
The Partnership believes its existing facilities are maintained in good condition and are suitable and adequate for its present needs. In addition, there are
numerous comparable facilities available at similar rentals in each of its marketing areas should they be required.
 

 ITEM 3. LEGAL PROCEEDINGS - LITIGATION
 
Litigation
 
The Partnership’s operations are subject to all operating hazards and risks normally incidental to handling, storing and transporting and otherwise providing
for use by consumers of combustible liquids such as propane and home heating oil. As a result, at any given time the Partnership is a defendant in various
legal proceedings and litigation arising in the ordinary course of business. The Partnership maintains insurance policies with insurers in amounts and with
coverages and deductibles as the general partner believes are reasonable and prudent. However, the Partnership cannot assure that this insurance will be
adequate to protect it from all material expenses related to potential future claims for personal and property damage or that these levels of insurance will be
available in the future at economical prices. In addition, the occurrence of an explosion may have an adverse effect on the public’s desire to use the
Partnership’s products. In the opinion of management, the Partnership is not a party to any litigation, which individually or in the aggregate could reasonably
be expected to have a material adverse effect on the Partnership’s results of operations, financial position or liquidity.
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 ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
 
The Partnership held a special meeting of the holders of its common units, senior subordinated units and junior subordinated units on July 25, 2003. The
following matters were voted on and approved at the special meeting and received the votes set forth below, in each case representing a majority of the votes
eligible to be cast:
 
(1) A proposal to amend the Partnership Agreement to permit the Partnership to issue an unlimited number of common units or units ranking on a parity

with common units if the proceeds from such issuances are used to repay the Partnership’s long term indebtedness including indebtedness of the
Partnership’s direct and indirect subsidiaries.

 
Common Units (not held by the General Partner or its affiliates):

 
Number of

Votes in
Favor

 

Number of
Votes in
Against

 

Number of
Votes in

Abstaining

14,895,989  2,173,860 423,832
 

Senior Subordinated Units and Junior Subordinated Units (not held by the General Partner or its affiliates):
 

Number of
Votes in

Favor

 

Number of
Votes in
Against

 

Number of
Votes in

Abstaining

2,228,048  85,201 17,699
 
(2) A proposal to amend the Partnership Agreement to permit the Partnership to issue an unlimited number of common units or units ranking on a parity

with common units if the proceeds from such issuances are used to acquire capital assets in a transaction approved by the Partnership’s general
partner’s independent directors.

 
Common Units (not held by the General Partner or affiliates):

 
Number of

Votes in
Favor

 

Number of
Votes in
Against

 

Number of
Votes in

Abstaining

14,821,659  2,218,556 453,463
 

Senior Subordinated Units and Junior Subordinated Units (not held by the General Partner or its affiliates):
 

Number of
Votes in

Favor

 

Number of
Votes in
Against

 

Number of
Votes in

Abstaining

2,184,586  87,694 58,668
 
(3) A proposal to amend the Partnership Agreement to permit the Partnership to issue up to 3,000,000 additional common units or units ranking on a parity

with common units for general partnership purposes.
 

Common Units (not held by the General Partner or its affiliates):
 

Number of
Votes in

Favor

 

Number of
Votes in
Against

 

Number of
Votes in

Abstaining

25,177,146  2,777,468 551,866
 

Senior Subordinated Units and Junior Subordinated Units (not held by the General Partner or its affiliates):
 

Number of
Votes in

Favor

 

Number of
Votes in
Against

 

Number of
Votes in

Abstaining

2,713,910  204,341 21,248
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PART II
 ITEM 5. MARKET FOR REGISTRANT’S UNITS AND RELATED MATTERS

 
The common units, representing common limited partner interests in the Partnership, are listed and traded on the New York Stock Exchange, Inc. (“NYSE”)
under the symbol “SGU”. The common units began trading on the NYSE on May 29, 1998. Previously, the common units had traded on the NASDAQ
National Market under the symbol “SGASZ.”
 
The Partnership’s senior subordinated units began trading on the NYSE on March 29, 1999 under the symbol “SGH.” The Senior Subordinated Units became
eligible to receive distributions in February 2000, and the first distribution was made in August 2000. The following tables set forth the high and low closing
price ranges for the common and senior subordinated units and the cash distribution declared on each unit for the fiscal 2002 and 2003 quarters indicated.
 

   

SGU  -  Common Unit Price Range

  Distributions

   

High

  

Low

  

Declared Per Unit

Quarter Ended

  

Fiscal
Year
2002

  

Fiscal
Year
2003

  

Fiscal
Year
2002

  

Fiscal
Year
2003

  

Fiscal
Year
2002

  

Fiscal
Year
2003

December 31,   $21.99  $18.81  $19.41  $16.65  $0.575  $0.575
March 31,   $21.53  $20.75  $17.94  $18.75  $0.575  $0.575
June 30,   $19.95  $22.79  $18.38  $19.00  $0.575  $0.575
September 30,   $18.42  $22.97  $14.85  $20.91  $0.575  $0.575
 

   

SGH  -  Senior Subordinated Unit
Price Range

  Distributions

   

High

  

Low

  

Declared Per Unit

Quarter Ended

  

Fiscal
Year
2002

  

Fiscal
Year
2003

  

Fiscal
Year
2002

  

Fiscal
Year
2003

  

Fiscal
Year
2002

  

Fiscal
Year
2003

December 31,   $24.10  $13.94  $17.85  $ 9.90  $0.575  $0.250
March 31,   $20.20  $15.35  $ 9.80  $12.35  $0.575  $0.250
June 30,   $13.90  $19.50  $10.35  $13.67  $0.250  $0.575
September 30,   $10.55  $20.90  $ 8.60  $18.55  $0.250  $0.575
 
As of September 30, 2003, there were approximately 887 holders of record of common units, and approximately 124 holders of record of senior subordinated
units.
 
There is no established public trading market for the Partnership’s 345,364 Junior Subordinated Units and 325,729 general partner units, and 100 common
shares of Star Gas Finance Company.
 
In general, the Partnership distributes to its partners on a quarterly basis, all of its Available Cash in the manner described below. Available Cash is defined
for any of the Partnership’s fiscal quarters, as all cash on hand at the end of that quarter, less the amount of cash reserves that are necessary or appropriate in
the reasonable discretion of the general partner to (i) provide for the proper conduct of the business; (ii) comply with applicable law, any of its debt
instruments or other agreements; or (iii) provide funds for distributions to the common unitholders and the senior subordinated unitholders during the next
four quarters, in some circumstances.
 
The general partner may not establish cash reserves for distributions to the senior subordinated units unless the general partner has determined that the
establishment of reserves will not prevent it from distributing the minimum quarterly distribution on any common unit arrearages and for the next four
quarters. The full definition of Available Cash is set forth in the Agreement of Limited Partnership of the Partnership. The information concerning restrictions
on distributions required in this section is incorporated herein by reference to the Partnership’s Consolidated Financial Statements, which begin on page F-1
of this Form 10-K.
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 ITEM 6. SELECTED HISTORICAL FINANCIAL AND OPERATING DATA
 
The following table sets forth selected historical and other data of the Partnership and should be read in conjunction with the more detailed financial
statements included elsewhere in this report. See Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
 
The Selected Financial Data is derived from the financial information of the Partnership and should be read in conjunction therewith.
 
 

   

Fiscal Year Ended September 30,

 
(in thousands, except per unit data)

  

1999(c)(d)

  

2000(d)

  

2001(d)

  

2002(d)

  

2003

 
Statement of Operations Data:                      
Sales   $224,020  $744,664  $1,085,973  $1,025,058  $1,463,748 
Costs and expenses:                      

Cost of sales    131,649   501,589   771,317   661,978   1,010,347 
Delivery and branch expenses    86,489   156,862   200,059   235,708   293,523 
General and administrative expenses    11,717   22,593   40,954   41,999   58,111 
Depreciation and amortization expenses    22,713   34,708   44,396   59,049   53,160 

       
Operating income (loss)    (28,548)   28,912   29,247   26,324   48,607 

Interest expense, net    15,435   26,784   33,727   37,502   40,581 
Amortization of debt issuance costs    347   534   737   1,447   2,232 
Loss on redemption of debt    —     —     —     —     181 

       
Income (loss) before income taxes, minority interest and

cumulative effect of change in accounting principle    (44,330)   1,594   (5,217)   (12,625)   5,613 
Minority interest in net loss of TG&E    —     251   —     —     —   
Income tax expense (benefit)    (14,780)   492   1,498   (1,456)   1,500 

       
Income (loss) before cumulative change in accounting principle    (29,550)   1,353   (6,715)   (11,169)   4,113 
Cumulative effect of change in accounting principles:                      

Adoption of SFAS No. 133, net of income taxes    —     —     1,466   —     —   
Adoption of SFAS No. 142, net of income taxes    —     —     —     —     (3,901)

       
Net income (loss)   $ (29,550)  $ 1,353  $ (5,249)  $ (11,169)  $ 212 

       
Weighted average number of limited partner units:                      

Basic    11,447   18,288   22,439   28,790   32,659 
Diluted    11,447   18,288   22,439   28,790   32,767 

Per Unit Data:                      
Basic and diluted net income (loss) per unit (a)   $ (2.53)  $ 0.07  $ (0.23)  $ (0.38)  $ 0.01 
Cash distribution declared per common unit   $ 2.25  $ 2.30  $ 2.30  $ 2.30  $ 2.30 
Cash distribution declared per senior sub. unit   $ —    $ 0.25  $ 1.975  $ 1.65  $ 1.65 

Balance Sheet Data (end of period):                      
Current assets   $ 86,868  $126,990  $ 185,262  $ 222,201  $ 211,109 
Total assets    539,344   618,976   898,819   943,766   975,610 
Long-term debt    276,638   310,414   457,086   396,733   499,341 
Partners’ Capital    150,176   139,178   198,264   232,264   189,776 

Summary Cash Flow Data:                      
Net Cash provided by operating activities   $ 10,795  $ 20,364  $ 63,144  $ 65,455  $ 57,221 
Net Cash used in investing activities    (2,977)   (65,172)   (256,134)   (62,412)   (101,157)
Net Cash provided by (used in) financing activities    (4,441)   51,226   199,308   41,210   (7,434)

Other Data:                      
Earnings (loss) before interest, taxes, depreciation and

amortization (EBITDA) (b)   $ (5,835)  $ 63,871  $ 75,109  $ 85,373  $ 97,685 
Retail propane gallons sold    99,457   107,557   137,031   140,324   166,768 
Heating oil gallons sold    74,039   345,684   427,168   457,749   567,024 
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ITEM 6. SELECTED HISTORICAL FINANCIAL AND OPERATING DATA (Continued)
 
(a) Net income (loss) per unit is computed by dividing the limited partners’ interest in net income (loss) by the weighted average number of limited partner

units outstanding.
 
(b) EBITDA should not be considered as an alternative to net income (as an indicator of operating performance) or as an alternative to cash flow (as a

measure of liquidity or ability to service debt obligations), but provides additional information for evaluating the Partnership’s ability to make the
Minimum Quarterly Distribution. The definition of “EBITDA” set forth above may be different from that used by other companies. EBITDA is
calculated for the fiscal years ended September 30 as follows:

 

   

1999

  

2000

  

2001

  

2002

  

2003

Net income (loss)   $(29,550)  $ 1,353  $ (5,249)  $(11,169)  $ 212
Plus:                     

Income tax expense (benefit)    (14,780)   492   1,498   (1,456)   1,500
Amortization of debt issuance cost    347   534   737   1,447   2,232
Interest expense, net    15,435   26,784   33,727   37,502   40,581
Depreciation and amortization    22,713   34,708   44,396   59,049   53,160

        
EBITDA   $ (5,835)  $63,871  $75,109  $ 85,373  $97,685

        
 
(c) The results of operations for the year ended September 30, 1999 include Petro’s results of operations from March 26, 1999. Since Petro was acquired

after the heating season, the results for the year ended September 30, 1999 include typical third and fourth fiscal quarters losses but do not include the
profits from the heating season. Accordingly, results of operations for the year ended September 30, 1999 presented are not indicative of the results to
be expected for a full year.

 
(d) The Partnership’s results for fiscal years ended September 30, 1999, 2000, 2001 and 2002 do not reflect the impact of the provisions of SFAS No. 142.
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 ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

 
Statement Regarding Forward-Looking Disclosure
 
This Report includes “forward-looking statements” which represent the Partnership’s expectations or beliefs concerning future events that involve risks and
uncertainties, including those associated with the effect of weather conditions on the Partnership’s financial performance, the price and supply of home
heating oil, propane, natural gas and electricity, the ability of the Partnership to obtain new accounts and retain existing accounts and the realization of
savings from the business process redesign. All statements other than statements of historical facts included in this Report including, without limitation, the
statements under “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and “Business” and elsewhere herein, are
forward-looking statements. Although the Partnership believes that the expectations reflected in such forward-looking statements are reasonable, it can give
no assurance that such expectations will prove to have been correct. Important factors that could cause actual results to differ materially from the
Partnership’s expectations (“Cautionary Statements”) are disclosed in this Report, including without limitation and in conjunction with the forward-looking
statements included in this Report. All subsequent written and oral forward-looking statements attributable to the Partnership or persons acting on its behalf
are expressly qualified in their entirety by the Cautionary Statements.
 
Overview
 
In analyzing the financial results of the Partnership, the following matters should be considered.
 
The primary use of heating oil, propane and natural gas is for space heating in residential and commercial applications. As a result, weather conditions have a
significant impact on financial performance and should be considered when analyzing changes in financial performance. In addition, gross margins vary
according to customer mix. For example, sales to residential customers generate higher profit margins than sales to other customer groups, such as agricultural
customers. Accordingly, a change in customer mix can affect gross margins without necessarily impacting total sales.
 
The following is a discussion of the historical condition and results of operations of Star Gas Partners, L.P. and its subsidiaries, and should be read in
conjunction with the historical Financial and Operating Data and Notes thereto included elsewhere in this annual report on Form 10K.
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FISCAL YEAR ENDED SEPTEMBER 30, 2003
COMPARED TO FISCAL YEAR ENDED SEPTEMBER 30, 2002
 
Volume
 
For fiscal 2003, retail volume of home heating oil and propane increased 135.7 million gallons, or 22.7%, to 733.8 million gallons, as compared to 598.1
million gallons for fiscal 2002. This increase was due to a 109.3 million gallon increase in the heating oil segment and a 26.4 million gallon increase in the
propane segment. The increase in volume primarily reflects the impact of significantly colder temperatures and the impact of an additional 21.2 million
gallons provided by acquisitions. Customer attrition, largely in the home heating oil segment’s lower margin commercial business, partially offset these
volume increases. The Partnership also believes that a planned shift in the delivery pattern at the heating oil segment, designed to increase efficiency,
decreased volume for fiscal 2003 by an estimated 10.1 million gallons. Typical delivery patterns would have resulted in these gallons being delivered in
fiscal 2003 but were actually delivered in the three months ended September 30, 2002. Temperatures in the Partnership’s areas of operations were an average
of 29.8% colder than in the prior year’s comparable period and approximately 9.0% colder than normal as reported by the National Oceanic Atmospheric
Administration (“NOAA”).
 
Sales
 
For fiscal 2003, sales increased $438.7 million, or 42.8%, to $1,463.7 million, as compared to $1,025.1 million for fiscal 2002. This increase was due to
$312.6 million higher home heating oil sales, $83.8 million higher propane segment sales and a $42.3 million increase in TG&E sales. Sales increased
largely due to the higher retail volume sold and as a result of higher selling prices. Selling prices increased versus the prior year’s comparable period in
response to higher supply costs. Sales of rationally related products, including heating and air conditioning equipment installation and service and water
softeners increased by $15.2 million in the heating oil segment and by $3.6 million in the propane segment from the prior year’s comparable period due to
acquisitions, price increases and from colder temperatures.
 
Cost of Product
 
For fiscal 2003, cost of product increased $330.0 million, or 68.9%, to $809.2 million, as compared to $479.2 million for fiscal 2002. This increase was due
to $230.1 million of higher cost of product at the home heating oil segment, $60.8 million higher cost of product at the propane segment and a $39.2 million
increase in TG&E cost of product. Cost of product increased largely due to the higher retail volume sold and from higher supply cost. While selling prices
and supply cost both increased on a per gallon basis, the increase in selling prices was equal to the increase in supply costs, which resulted in approximately
the same per gallon margins.
 
Cost of Installations, Service and Appliances
 
For fiscal 2003, cost of installations, service and appliances increased $18.3 million, or 10.0%, to $201.2 million, as compared to $182.8 million for fiscal
2002. This increase was due to an additional $17.0 million in the heating oil segment and by $1.4 million in the propane segment from the prior year’s
comparable period due to the increase in sales of these products and from additional cost of service expenses resulting from the colder temperatures.
 
Delivery and Branch Expenses
 
For fiscal 2003, delivery and branch expenses increased $57.8 million, or 24.5%, to $293.5 million, as compared to $235.7 million for fiscal 2002. This
increase was due to an additional $43.2 million of delivery and branch expenses at the heating oil segment and a $14.6 million increase in delivery and
branch expenses for the propane segment. The period to period comparison was impacted by the purchase of weather insurance that allowed the Partnership
to record approximately $6.4 million of net weather insurance recoveries in the fiscal 2002 period versus a $3.6 million expense in the fiscal 2003 period for
weather insurance premiums paid. The remaining increase in delivery and branch expenses of $47.8 million for fiscal 2003, was largely due to the additional
operating cost associated with increased volumes delivered, higher marketing costs at the heating oil segment of $5.7 million, higher bad debt expense of
$2.9 million at the heating oil segment, higher bad debt expense of $0.4 million at the propane segment and to the impact of operating expense and wage
increases.
 
Depreciation and Amortization Expenses
 
For fiscal 2003, depreciation and amortization expenses decreased $5.9 million, or 10.0%, to $53.2 million, as compared to $59.0 million for fiscal 2002.
During fiscal 2002, approximately $8.3 million of goodwill amortization was included in depreciation and amortization expense. As of October 1, 2002,
goodwill is no longer amortized in accordance to SFAS No. 142. Depreciation and amortization expense related to acquisitions and fixed asset additions
acquired after September 30, 2002, resulted in increases which partially offset the decrease attributable to goodwill amortization.
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General and Administrative Expenses
 
For fiscal 2003, general and administrative expenses increased $16.1 million, or 38.4%, to $58.1 million, as compared to $42.0 million for fiscal 2002. This
increase was largely due to the inclusion of $7.4 million of incremental expense related to the business process redesign project in the heating oil segment, a
$9.9 million increase in the accrual for compensation earned for unit appreciation rights and restricted stock awards previously granted and for other
increases of $6.8 million, largely due to increased bonus compensation based upon results for fiscal 2003 ($1.9 million), higher legal and professional
expenses at the Partnership level ($2.4 million) and for increased expenses at the propane segment ($2.0 million) for its increased size. The increase in legal
and professional expenses at the Partnership level largely were incurred for Sarbanes compliance, acquisitions and financing related issues. The increase was
partially offset by lower general and administrative expenses at TG&E of approximately $7.9 million, largely due to lower bad debt ($5.0 million) and
collection expenses.
 
The heating oil segment continued to progress with its business reorganization project during fiscal 2003. The heating oil segment is seeking to take
advantage of its large size to utilize technology to increase the efficiency and quality of services provided to its customers. The segment is seeking to create a
more customer oriented service company to significantly differentiate itself from its competitive peers.
 
A core business process redesign project began in fiscal 2002 with an exhaustive effort to identify customer expectations and document existing business
processes. These findings led to a conclusion that improved processes, consolidation of operations, technology investments and selective outsourcing would
have a meaningful impact on improving customer services while reducing annual operating costs.
 
Consolidation of certain heating oil operational activities have been undertaken to create operating efficiencies and cost savings. Service technicians are
being dispatched from two consolidated locations rather than 27 local offices. Oil delivery is now being managed from 11 regional locations rather than 27
local offices. The organization continues to adjust to these significant operational changes.
 
A transition to outsourcing in the area of customer relationship management has been undertaken as both a customer satisfaction and a cost reduction
strategy. The Partnership believes outsourcing customer inquiries will improve performance and leverage technology to eliminate system redundancy
available from third party service organizations. In addition, an outsourcing partner has greater flexibility to manage extreme seasonal volume. Significant
challenges remain with this dramatic transition. The complexity of customer interactions combined with the Partnership’s goal for service excellence has led
to protracted training efforts. The heating oil segment has begun introducing call based technology enhancements including capabilities for customer
inquiries via automated interactive telephone response and the web. While the physical transition is largely complete, the Partnership anticipates that
supplementary training and support will be required through the 2003 - 2004 heating season.
 
The $7.4 million incremental expense in fiscal 2003 ($9.4 million of actual fiscal 2003 expense) related to this redesign project largely consisted of
consulting fees, employee termination benefits and separation cost and travel related expenditures. In connection with this plan, the Partnership reduced the
size of its work force and recognized a liability of approximately $2.0 million related to certain employee termination benefits and separation costs.
 
By the completion of the program, total expenditures are estimated to be $28.1 million. Through September 30, 2003, total expenditures for the program were
$26.5 million with the balance to be spent in fiscal 2004. It is anticipated that the program will improve operating income by approximately $15.0 million
annually of which $8.4 million is expected to be realized in fiscal 2004, with the remainder in fiscal 2005 and fiscal 2006. While the Partnership believes that
these levels of savings will be realized, there can be no assurance that these amounts will actually be forthcoming, or that other events will not offset the
expected benefits.
 
Interest Expense
 
For fiscal 2003, interest expense increased $3.5 million, or 8.6%, to $44.4 million, as compared to $40.9 million for fiscal 2002. This increase was largely due
to additional interest expense of $1.5 million for higher average outstanding working capital borrowings and due to additional interest related to the higher
interest rate on the Partnership’s $200.0 million debt offering partially offset by interest expense related to the debt repaid with the offering.
 
Income Tax Expense
 
For fiscal 2003, income tax expense increased $3.0 million to $1.5 million, as compared to a tax benefit of $1.5 million for fiscal 2002. This increase was due
to higher state income taxes based upon the higher pretax earnings achieved for fiscal 2003 and the absence in fiscal 2003 of the tax benefit from a federal
tax loss carryback of $2.2 million recorded in fiscal 2002.
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Cumulative Effect of Change in Accounting Principle
 
For fiscal 2003, the Partnership recorded a $3.9 million decrease in net income arising from the adoption of SFAS No. 142 to reflect the impairment of its
goodwill for its TG&E segment.
 
Net Income
 
For fiscal 2003, net income increased $11.4 million, or 101.9%, to $0.2 million, as compared to a loss of $11.2 million for fiscal 2002. The increase was due
to a $17.1 million increase in net income at the heating oil segment, a $6.6 million increase in net income at the propane segment and by a $11.5 million
decrease in the net loss at TG&E partially offset by a $23.8 million increase in the net loss at the Partnership level. The increase in net income was primarily
due to the impact of colder weather and lower depreciation and amortization partially offset by the $3.9 million decrease in net income at the TG&E segment
resulting from the adoption of SFAS No. 142.
 
FISCAL YEAR ENDED SEPTEMBER 30, 2002
COMPARED TO FISCAL YEAR ENDED SEPTEMBER 30, 2001
 
Volume
 
For fiscal 2002, retail volume of home heating oil and propane increased 33.9 million gallons, or 6.0%, to 598.1 million gallons, as compared to 564.2
million gallons for fiscal 2001. This increase was due to a 30.6 million gallon increase in the heating oil segment and a 3.3 million gallon increase in the
propane segment. The increase in volume reflects the impact of an additional 135.4 million gallons provided by acquisitions, which was largely offset by the
impact of significantly warmer temperatures and to a much lesser extent by customer attrition in the heating oil segment. The Partnership also believes that a
shift in the delivery pattern at the heating oil segment increased volume in fiscal 2002 by an estimated 11.0 million gallons. Temperatures in the
Partnership’s areas of operations were an average of 18.4% warmer than in the prior year’s comparable period and approximately 18% warmer than normal.
The abnormally warm weather made the past heating season the warmest in over a hundred years with temperatures approximately 6% higher than the next
warmest year in the century.
 
Sales
 
For fiscal 2002, sales decreased $60.9 million, or 5.6%, to approximately $1.0 billion, as compared to approximately $1.1 billion for fiscal 2001. This
decrease was due to $30.8 million lower propane segment sales and $52.5 million lower TG&E sales partially offset by a $22.4 million increase in sales at the
heating oil segment. Sales decreased largely as a result of lower selling prices which were only partially offset by sales from the higher retail volume in the
heating oil and propane segments. Selling prices, in all segments, decreased versus the prior year’s comparable period in response to lower product
commodity costs. Sales of rationally related products, including heating and air conditioning equipment installation and service and water softeners
increased in the heating oil segment by $40.6 million and by $3.8 million in the propane segment from the prior year’s comparable period due to
acquisitions. TG&E’s sales also decreased as a result of lower electricity sales from the segment’s strategic decision made during fiscal 2001 to redirect its
resources toward the natural gas deregulated energy markets which TG&E believes offers greater potential for new opportunities and profitability.
 
Cost of Product
 
For fiscal 2002, cost of product decreased $149.0 million, or 23.7%, to $479.2 million, as compared to $628.2 million for fiscal 2001. This decrease was due
to $55.2 million of lower cost of product at the heating oil segment, $43.1 million lower propane segment cost of product and a $50.7 million lower cost of
product in TG&E. Cost of product decreased due to the impact of lower product commodity cost partially offset by the cost of product for the higher retail
volume sales. TG&E cost of product also decreased due to the lower electricity sales. While selling prices and supply cost decreased on a per gallon basis, the
decrease in selling prices was less than the decrease in supply costs, which resulted in an increase in per gallon margins.
 
Cost of Installations, Service and Appliances
 
For fiscal 2002, cost of installations, service and appliances increased $39.7 million or 27.7% to $182.8 million as compared to $143.1 million for fiscal
2001. This increase was due to an additional $37.9 million in the heating oil segment and by $1.8 million in the propane segment from the prior years
comparable period due to the increase in sales of these products.
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Delivery and Branch Expenses
 
For fiscal 2002, delivery and branch expenses increased $35.6 million, or 17.8%, to $235.7 million, as compared to $200.1 million for fiscal 2001. This
increase was due to an additional $31.1 million of delivery and branch expenses at the heating oil segment and a $4.6 million increase in delivery and branch
expenses for the propane segment. Delivery and branch expenses increased both at the heating oil and propane segments largely due to additional operating
costs associated with increased volumes delivered by acquired companies and due to the impact of price and wage increases. Due to the fixed component of
the Partnership’s cost structure, the significant reduction in volume caused by the extremely warm weather conditions didn’t allow the Partnership to
completely reduce operating expenses in direct proportion to the volume reduction. The heating oil segment’s delivery and branch expense also increased by
approximately $2.8 million due to an increase in the estimate of the accrual required to cover certain insurance reserves. The increase in delivery and branch
expenses was mitigated by the purchase of weather insurance that allowed the Partnership to record approximately $6.4 million of net weather insurance
recoveries.
 
Depreciation and Amortization Expenses
 
For fiscal 2002, depreciation and amortization expenses increased $14.7 million, or 33.0%, to $59.0 million, as compared to $44.4 million for fiscal 2001.
This increase was primarily due to additional depreciation and amortization on fixed assets and intangibles (other than goodwill) related to heating oil and
propane acquisitions. Amortization expense would be approximately $3.4 million higher in fiscal 2002 if SFAS No. 141 was not implemented. See
“Accounting Principles Not Yet Adopted” for a further discussion of the effects of SFAS No. 141.
 
General and Administrative Expenses
 
For fiscal 2002, general and administrative expenses increased $1.0 million, or 2.6%, to $42.0 million, as compared to $41.0 million for fiscal 2001. The
increase was due to additional general and administration expenses for acquisitions of approximately $2.1 million, and for increased compensation expense
of approximately $1.7 million for TG&E. The increase was partially offset by lower general and administrative expenses at the Partnership level of $5.0
million. The increased compensation for TG&E was incurred for professional staff additions, hiring of personnel for collection efforts and for severance paid
to former employees in connection with the relocation of its corporate office to New Jersey. TG&E’s charge to bad debt expense was approximately $6
million in both periods. Based upon TG&E’s implementation of new information systems and more stringent credit policies, the Partnership believes that
TG&E’s bad debt losses should approximate the experience of the Partnership’s other two operating segments going forward. General and administrative
expenses were lower at the Partnership level due to a reduction in the accrual for compensation earned for unit appreciation rights previously granted as well
as for a $2.9 million decrease in unit compensation expense. The decrease in unit compensation expense was due to a reduction in the accrual for units
expected to be earned versus the prior year under the Partnership’s Unit Incentive Plan pursuant to which certain employees were granted senior subordinated
units as an incentive for achieving specified objectives which were not achieved in fiscal 2002. The Partnership has determined that these contingent units
will not vest for fiscal 2002.
 
General and administrative expenses also included approximately $2.0 million of incremental expense related to an on-going business process redesign
project in the heating oil segment. The heating oil segment is seeking to take advantage of its large size and utilize modern technology to increase the
efficiency and quality of services provided to its customers. The segment is seeking to create a more customer oriented service company to significantly
differentiate itself from its competitive peers. A core business process redesign project began this past fiscal year with an exhaustive effort to identify
customer expectations and document existing business processes. The customer remains the focal point for change, although significant improvement in
operational efficiency is also a goal. While the critical analysis and redesign of existing business processes continues, the segment has already documented
near term opportunities for productivity and cost improvement. Preliminary conclusions indicate that improved processes and related technology
investments could have a meaningful impact on reducing the heating oil segment’s annual operating costs. The $2.0 million incremental expense in the 2002
fiscal year largely consisted of consulting fees and travel related expenditures. The expenses related to the on-going business process redesign project will
continue into fiscal 2003.
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Interest Expense
 
For fiscal 2002, interest expense, increased $3.6 million, or 9.7%, to $40.9 million, as compared to $37.3 million for fiscal 2001. This increase was due to
additional interest expense for the financing of propane and heating oil acquisitions partially offset by lower interest expense for working capital borrowings.
 
Income Tax Expense (benefit)
 
For fiscal 2002, income tax expense decreased $3.0 million, or 197.2%, to a tax benefit of $1.5 million, as compared to an expense of $1.5 million for fiscal
2001. This decrease was due to the availability of carrying back certain Federal tax losses resulting from a change in the tax laws enacted during fiscal year
2002 of approximately $2.2 million and due to lower state income taxes based upon the lower pretax earnings achieved for fiscal year 2002.
 
Cumulative Effect of Adoption of Accounting Principle
 
For fiscal 2001, the Partnership recorded a $1.5 million increase in net income arising from the adoption of SFAS No. 133.
 
Net Loss
 
For fiscal 2002, net loss increased $5.9 million, or 112.8%, to $11.2 million, as compared to $5.2 million for fiscal 2001. The increased net loss was due to a
$9.7 million decrease in net income at the heating oil segment and a $3.0 million increase in the net loss at TG&E partially offset by a $0.3 million increase
in net income at the propane segment and a $6.4 million reduction in the net loss at the Partnership level. The increase in the net loss was primarily due to
decreased volume from the impact of the warmer weather, partially offset by a per gallon improvement in gross profit margins, net weather insurance
recoveries, the tax benefit of the tax loss carryback and by net income generated from acquisitions.
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Liquidity and Capital Resources
 
The ability of Star Gas to satisfy its obligations will depend on its future performance, which will be subject to prevailing economic, financial, business, and
weather conditions, and other factors, most of which are beyond its control. Capital requirements of Star Gas are expected to be provided by cash flows from
operating activities and cash on hand at September 30, 2003. To the extent for fiscal 2004, capital requirements exceed cash flows from operating activities:
 
 a) working capital will be financed by the Partnership’s working capital lines of credit and repaid from subsequent seasonal reductions in inventory

and accounts receivable;
 
 b) growth capital expenditures, mainly for customer tanks, will be financed in fiscal 2004 through the use of the Partnership’s credit facilities; and
 
 c) acquisition capital expenditures will be financed by the revolving acquisition lines of credit, long-term debt issuance, the issuance of additional

Common Units or a combination thereof.
 
See also “Financing and Sources of Liquidity” below for a discussion of the Partnership’s outstanding debt amortization requirements.
 
Cash Flows
 
Operating Activities. Cash provided by operating activities for the fiscal year ended September 30, 2003 was $57.2 million as compared to cash provided by
operating activities of $65.5 million for the fiscal year 2002. This decrease in cash provided by operating activities was largely due to an increase in
operating assets and liabilities in fiscal 2003 from fiscal 2002, primarily due to a $27.6 million increase in accounts receivable largely due to the colder
weather experienced in fiscal 2003. The net cash provided by operations of $57.2 million for fiscal 2003 consisted of net income of $0.2 million, adjusted for
noncash charges of $70.8 million, primarily depreciation and amortization of $53.2 million, which were offset by an increase in operating assets and
liabilities of $13.8 million largely due to an increase in receivables from the colder temperatures experienced in fiscal 2003.
 
Investing Activities. Star Gas completed ten acquisitions during fiscal 2003, investing $84.4 million. This expenditure for acquisitions is included in the cash
used in investing activities of $101.2 million along with the $18.5 million invested for capital expenditures. The $18.5 million for capital expenditures is
comprised of $7.1 million of capital additions needed to sustain operations at current levels and $11.4 million for capital expenditures incurred in
connection with the heating oil segment’s business process redesign program and for customer tanks and other capital expenditures to support growth of
operations. The capital expenditures made for the business process redesign program were largely for the purchase of modern technology to increase the
efficiency and quality of services provided to its customers. Investing activities also includes proceeds from the sale of fixed assets of $1.7 million.
 
Financing Activities. During fiscal 2003, cash provided by financing activities, included $189.7 million of net proceeds from the Partnership’s $200 million
10.25% Senior Note offering in February 2003, $34.2 million from a common unit offering in August 2003 and $12.3 million from the net increase in
acquisition borrowings. Cash distributions paid to Unitholders of $72.6 million, debt repayments of $155.5 million, decreased working capital borrowings of
$14.2 million and other financing activities of $1.3 million resulted in net cash used in financing activities of $7.4 million.
 
As a result of the above activity, cash decreased by $51.4 million to $10.1 million as of September 30, 2003.
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Earnings before interest, taxes, depreciation and amortization (EBITDA)
 
For the fiscal year ended September 30, 2003, EBITDA increased $12.3 million, or 14.4% to $97.7 million as compared to $85.4 million for fiscal 2002. This
increase was due to $13.8 million additional EBITDA generated by the heating oil segment, a $4.6 million additional EBITDA at the propane segment and a
$7.2 million additional EBITDA at TG&E, partially offset by $13.3 million reduction in EBITDA at the Partnership level largely due to the increase in the
accrual for compensation earned for unit appreciation rights and restricted stock awards previously granted. The increase in EBITDA was largely due to the
impact of colder temperatures in our areas of operations as reported by NOAA. TG&E’s EBITDA was negatively impacted by the inclusion of a non-cash $3.9
million decrease in net income for the cumulative effect of a change in accounting principle arising from the adoption of SFAS No. 142 to reflect the
impairment of its goodwill. EBITDA should not be considered as an alternative to net income (as an indicator of operating performance) or as an alternative
to cash flow (as a measure of liquidity or ability to service debt obligations), but provides additional information for evaluating the Partnership’s ability to
make the Minimum Quarterly Distribution. EBITDA is calculated for the fiscal years ended September 30 as follows:
 

   

Fiscal Year Ended
September 30,

(in thousands)

  

2002

  

2003

Net income (loss)   $(11,169)  $ 212
Plus:         

Income tax expense (benefit)    (1,456)   1,500
Amortization of debt issuance costs    1,447   2,232
Interest expense, net    37,502   40,581
Depreciation and amortization    59,049   53,160

    
EBITDA   $ 85,373  $ 97,685

    
 
Financing and Sources of Liquidity
 
The Partnership’s heating oil segment had a bank credit facility at September 30, 2003, which included a working capital facility, providing for up to $115.5
million of borrowings to be used for working capital purposes, an acquisition facility, providing for up to $50.0 million of borrowings to be used for
acquisitions and for capital expenditures and a $27.5 million insurance letter of credit facility. The working capital facility and letter of credit facility were
scheduled to expire on June 30, 2004. The acquisition facility was also scheduled to convert to a term loan for any outstanding borrowings on June 30, 2004,
which balance will be payable in eight equal quarterly principal payments. At September 30, 2003, $6.0 million of working capital borrowings and $33.0
million of acquisition facility borrowings and $26.9 million of the insurance letters of credit were outstanding.
 
On December 22, 2003, the heating oil segment entered into a new credit agreement consisting of three facilities totaling $235.0 million having a maturity
date of June 30, 2006. These facilities consist of a $150.0 million revolving credit facility, the proceeds of which are to be used for working capital purposes,
a $35.0 million revolving credit facility, the proceeds of which are to be used for the issuance of standby letters of credit in connection with surety, worker’s
compensation and other financial guarantees, and a $50.0 million revolving credit facility, the proceeds of which are to be used to finance or refinance
certain acquisitions and capital expenditures, for the issuance of letters of credit in connection with acquisitions and, to the extent that there is insufficient
availability under the working capital facility. These facilities will refinance and replace the existing credit agreements described in the preceding paragraph,
which totaled $193.0 million.
 
The Partnership’s propane segment has a bank credit facility, which consists of a $25.0 million acquisition facility, a $25.0 million parity debt facility that
can be used to fund maintenance and growth capital expenditures and a $24.0 million working capital facility. The working capital facility expires on
September 30, 2006. Borrowings under the acquisition and parity debt facilities will revolve until September 30, 2006, after which time any outstanding
loans thereunder, will amortize in quarterly principal payments with a final payment due on September 30, 2008. At September 30, 2003, $2.0 million of
parity debt facility borrowings, $12.6 million of acquisition facility borrowings and $6.0 million of working capital borrowings were outstanding.
 
The Partnership’s bank credit facilities and debt agreements contain several financial tests and covenants restricting the various segments and Partnership’s
ability to pay distributions, incur debt and engage in certain other business transactions. In general these tests are based upon achieving certain debt to cash
flow ratios and cash flow to interest expense ratios. In addition, amounts borrowed under the working capital facilities are subject to a requirement to
maintain a zero balance for at least forty-five consecutive days. Failure to comply with the various restrictive and affirmative covenants of the Partnership’s
various bank and note facility agreements could negatively impact the Partnership’s ability to incur additional debt and/or pay distributions and could cause
certain debt to become currently payable.
 
As of September 30, 2003, the Partnership was in compliance with all debt covenants.
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On February 6, 2003, the Partnership and its wholly owned subsidiary, Star Gas Finance Company, jointly issued $200.0 million face value Senior Notes due
on February 15, 2013. These notes accrue interest at an annual rate of 10.25% and require semi-annual interest payments on February 15 and August 15 of
each year commencing on August 15, 2003. These notes are redeemable at the option of the Partnership, in whole or in part, from time to time by payment of
a premium as defined. These notes were priced at 98.466% for total gross proceeds of $196.9 million. The Partnership also incurred $7.2 million of fees and
expenses in connection with the issuance of these notes resulting in net proceeds of $189.7 million. The Partnership used the proceeds to repay existing long-
term debt and working capital facility borrowings in the amount of $169.0 million, $17.7 million for acquisitions and $3.0 million to finance capital
expenditures.
 
The Partnership has $522.2 million of debt outstanding as of September 30, 2003 (amount does not include working capital borrowings of $12.0 million),
with significant maturities occurring over the next five years. The following summarizes the Partnership’s long-term debt maturities during fiscal years
ending September 30, exclusive of amounts that have been repaid through September 30, 2003:
 

2004   $ 22.8 million
2005   $ 40.9 million
2006   $ 94.1 million
2007   $ 46.0 million
2008   $ 22.9 million
Thereafter   $ 295.5 million

 
The Partnership’s heating oil segment’s bank facilities allow for the refinancing of up to $20.0 million of existing senior debt and the Partnership’s propane
segment’s bank facilities allow for the refinancing of up to $25.0 million of existing senior debt. The refinancing capabilities are subject to capacity and
other restrictions. Funding for future year’s debt maturities other than what could be refinanced with bank facilities will largely be dependent upon new debt
or equity issuances.
 
The Partnership continues to evaluate strategic alternatives for its TG&E business segment, including evaluating the possible sale of the business. An
investment advisor, Bovaro Partners, LLC, has been hired to assist the Partnership in this endeavor. The Partnership has not made a decision to sell the TG&E
business but is currently evaluating preliminary interest expressed by potential buyers as well as evaluating other alternatives for the business. A major
consideration in the Partnership’s evaluation process is the significant improvement that TG&E demonstrated in fiscal 2003 in becoming a more profitable
operation. The Partnership would not expect any potential sale to result in a significant gain or loss. In addition, the Partnership would also not expect that
any potential sale would have a significant impact on liquidity on a going forward basis.
 
In general, the Partnership distributes to its partners on a quarterly basis, all of its Available Cash in the manner described in Note 3 (Quarterly Distribution of
Available Cash) of the Consolidated Financial Statements. Available Cash is defined for any of the Partnership’s fiscal quarters, as all cash on hand at the end
of that quarter, less the amount of cash reserves that are necessary or appropriate in the reasonable discretion of the general partner to (i) provide for the proper
conduct of the business; (ii) comply with applicable law, any of its debt instruments or other agreements; or (iii) provide funds for distributions to the
common unitholders and the senior subordinated unitholders during the next four quarters, in some circumstances.
 
The Partnership believes that the purchase of weather insurance could be an important element in the Partnership’s ability to maintain the stability of its cash
flows. In August 2002, the Partnership purchased weather insurance that could have provided up to $20.0 million of coverage for the impact of warm weather
on the Partnership’s operating results for the 2002 - 2003 heating season. No amounts were received under the policies during fiscal 2003 due to the colder
than normal temperatures. In addition, the Partnership purchased a base of $12.5 million of weather insurance coverage for each year from 2004 – 2007 and
purchased an additional $7.5 million of weather insurance coverage for fiscal 2004. The amount of insurance proceeds that could be realized under these
policies is calculated by multiplying a fixed dollar amount by the degree day deviation from an agreed upon cumulative degree day strike price.
 
For fiscal 2004, the Partnership anticipates paying interest of approximately $44.8 million, and anticipates growth and maintenance capital additions of
approximately $8.1 million. In addition, the Partnership plans to pay distributions on its units to the extent there is sufficient Available Cash in accordance
with the partnership agreement. The Partnership plans to fund acquisitions made through a combination of debt and equity. Based on its current cash
position, bank credit availability and anticipated net cash to be generated from operating activities, the Partnership expects to be able to meet all of its fiscal
2004 obligations.
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Critical Accounting Policies and Estimates
 
The preparation of financial statements in conformity with Generally Accepted Accounting Principles requires management to establish accounting policies
and make estimates and assumptions that affect reported amounts of assets and liabilities at the date of the Consolidated Financial Statements. Star Gas
evaluates its policies and estimates on an on-going basis. The Partnership’s Consolidated Financial Statements may differ based upon different estimates and
assumptions.
 
The Partnership’s significant accounting policies are discussed in Note 2 to the Consolidated Financial Statements. Star Gas believes the following are its
critical accounting policies:
 
Goodwill and Other Intangible Assets
 
The FASB issued SFAS No. 142, “Goodwill and Other Intangible Assets” in June 2001. SFAS No. 142 requires that goodwill no longer be amortized, but
instead be tested for impairment at least annually in accordance with the provisions of SFAS No. 142. SFAS No. 142 also requires that intangible assets with
definite useful lives, such as customer lists, continue to be amortized over their respective estimated useful lives.
 
The Partnership calculates amortization using the straight-line method over periods ranging from 5 to 15 years for intangible assets with definite useful lives.
Star Gas uses amortization methods and determines asset values based on its best estimates using reasonable and supportable assumptions and projections.
Star Gas assesses the useful lives of intangible assets based on the estimated period over which Star Gas will receive benefit from such intangible assets such
as historical evidence regarding customer churn rate. In some cases, the estimated useful lives are based on contractual terms. At September 30, 2003, the
Partnership had $201.8 million of net intangible assets subject to amortization. If circumstances required a change in estimated useful lives of the assets, it
could have a material effect on results of operations. For example, if lives were shortened by one year, the Partnership estimates that amortization for these
assets for fiscal 2003 would have increased by approximately $2.8 million.
 
SFAS No. 142 also requires the Partnership’s goodwill to be assessed annually for impairment. These assessments involve management’s estimates of future
cash flows, market trends and other factors to determine the fair value of the reporting unit, which includes the goodwill to be assessed. If goodwill is
determined to be impaired, a loss is recorded in accordance with SFAS No. 142. At September 30, 2003, the Partnership had $278.9 million of goodwill.
Intangible assets with finite lives must be assessed for impairment whenever changes in circumstances indicate that the assets may be impaired. Similar to
goodwill, the assessment for impairment requires estimates of future cash flows related to the intangible asset. To the extent the carrying value of the assets
exceeds it future cash flows, an impairment loss is recorded based on the fair value of the asset.
 
Depreciation of Property, Plant and Equipment
 
Depreciation is calculated using the straight-line method based on the estimated useful lives of the assets ranging from 3 to 30 years. Net property, plant and
equipment was $262.3 million for the Partnership at September 30, 2003. If circumstances required a change in estimated useful lives of the assets, it could
have a material effect on results of operations. For example, if lives were shortened by one year, the Partnership estimates that depreciation for fiscal 2003
would have increased by approximately $2.8 million.
 
Assumptions Used in the Measurement of the Partnership’s Defined Benefit Obligations
 
SFAS No. 87, “Employers’ Accounting for Pensions” requires the Partnership to make assumptions as to the expected long-term rate of return that could be
achieved on defined benefit plan assets and discount rates to determine the present value of the plans’ pension obligations. The Partnership evaluates these
critical assumptions at least annually.
 
The discount rate enables the Partnership to state expected future cash flows at a present value on the measurement date. The rate is required to represent the
market rate for high-quality fixed income investments. A lower discount rate increases the present value of benefit obligations and increases pension expense.
A 25 basis point decrease in the discount rated used for fiscal 2003 would have increased pension expense by approximately $0.1 million and would have
increased the minimum pension liability by another $1.8 million. The Partnership assumed a discount rate of 6.00% as of September 30, 2003.
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The Partnership considers the current and expected asset allocations, as well as historical and expected returns on various categories of plan assets to
determine its expected long-term rate of return on pension plan assets. The expected long-term rate of return on assets is developed with input from the
Partnership’s actuarial firm. The long-term rate of return assumption used for determining net periodic pension expense for fiscals 2002 and 2003 was 8.50
percent. As of September 30, 2003, this assumption was reduced to 8.25 percent for determining fiscal 2004 net periodic pension expense. A further 25 basis
point decrease in the expected return on assets would have increased pension expense in fiscal 2003 by approximately $0.1 million.
 
Over the life of the plans, both gains and losses have been recognized by the plans in the calculation of annual pension expense. As of September 30, 2003,
$17.2 million of unrecognized losses remain to be recognized by the plans. These losses may result in increases in future pension expense as they are
recognized.
 
Insurance Reserves
 
The Partnership’s heating oil segment has in the past and is currently self-insuring a portion of workers’ compensation, auto and general liability claims. In
February 2003, the propane segment also began self-insuring a portion of its workers’ compensation claims. The Partnership establishes reserves based upon
expectations as to what its ultimate liability will be for these claims using developmental factors based upon historical claim experience. The Partnership
continually evaluates the potential for changes in loss estimates with the support of qualified actuaries. As of September 30, 2003, the heating oil segment
had approximately $29.4 million of insurance reserves and the propane segment had $1.1 million of insurance reserves. The ultimate settlement of these
claims could differ materially from the assumptions used to calculate the reserves which could have a material effect on results of operations.
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 ITEM 7A.
QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

 
The Partnership is exposed to interest rate risk primarily through its bank credit facilities. The Partnership utilizes these borrowings to meet its working
capital needs and also to fund the short-term needs of its acquisition program.
 
At September 30, 2003, the Partnership had outstanding borrowings totaling $534.2 million, of which approximately $59.6 million is subject to variable
interest rates under its Bank Credit Facilities. The Partnership also has interest rate swaps with a notional value of $55.0 million which swap fixed rate
borrowings of 8.05% to variable rate borrowings based on the six month LIBOR interest rate plus 5.52%. In the event that interest rates associated with these
facilities were to increase 100 basis points, the impact on future cash flows would be a decrease of approximately $1.1 million annually.
 
The Partnership also selectively uses derivative financial instruments to manage its exposure to market risk related to changes in the current and future
market price of home heating oil, propane and natural gas. The value of market sensitive derivative instruments is subject to change as a result of movements
in market prices. Consistent with the nature of hedging activity, associated unrealized gains and losses would be offset by corresponding decreases or
increases in the purchase price the Partnership would pay for the home heating oil, propane or natural gas being hedged. Sensitivity analysis is a technique
used to evaluate the impact of hypothetical market value changes. Based on a hypothetical ten percent increase in the cost of product at September 30, 2003,
the potential impact on the Partnership’s hedging activity would be to increase the fair market value of these outstanding derivatives by $16.1 million to a
fair market value of $26.1 million; and conversely a hypothetical ten percent decrease in the cost of product would decrease the fair market value of these
outstanding derivatives by $8.9 million to a fair market value of $1.0 million.
 

 ITEM 8.
FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

SEE INDEX TO FINANCIAL STATEMENTS PAGE F-1
 

 ITEM 9.
CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON

ACCOUNTING AND FINANCIAL DISCLOSURE
NONE

 
 ITEM 9A.

CONTROLS AND PROCEDURES
 
(a) Evaluation of disclosure controls and procedures.
 

The General Partner’s principal executive officer and its principal financial officer evaluated the effectiveness of the Partnership’s disclosure controls
and procedures as of the end of the period covered by this report. Based on that evaluation, such principal executive officer and principal financial
officer concluded that, the Partnership’s disclosure controls and procedures as of the end of the period covered by this report have been designed and
are functioning effectively to provide reasonable assurance that the information required to be disclosed by the Partnership in reports filed under the
Securities Exchange Act of 1934 is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms. The
General Partner and the Partnership believe that a controls system, no matter how well designed and operated, can not provide absolute assurance that
the objectives of the controls system are met, and no evaluation of controls can provide absolute assurance that all control issues and instances of
fraud, if any, within a company have been detected.

 
(b) Change in Internal Control over Financial Reporting.
 

No change in the Partnership’s internal control over financial reporting occurred during the Partnership’s most recent fiscal quarter that has materially
affected, or is reasonably likely to materially affect the Partnership’s internal control over financial reporting.
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PART III
 ITEM 10.

DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT
 

Partnership Management
 
Star Gas LLC is the general partner of the Partnership. The membership interests in Star Gas LLC are owned by Audrey L. Sevin, Irik P. Sevin and Hanseatic
Americas, Inc. The General Partner manages and operates the activities of the Partnership. Unitholders do not directly or indirectly participate in the
management or operation of the Partnership. The General Partner owes a fiduciary duty to the Unitholders. However, the Partnership agreement contains
provisions that allow the General Partner to take into account the interest of parties other than the Limited Partners in resolving conflict of interest, thereby
limiting such fiduciary duty. Notwithstanding any limitation on obligations or duties, the General Partner will be liable, as the general partner of the
Partnership, for all debts of the Partnership (to the extent not paid by the Partnership), except to the extent that indebtedness or other obligations incurred by
the Partnership are made specifically non-recourse to the General Partner.
 
William P. Nicoletti, Paul Biddelman and Stephen Russell, who are neither officers nor employees of the General Partner nor directors, officers or employees
of any affiliate of the General Partner, have been appointed to serve on the Audit Committee of the General Partner’s Board of Directors. The Partnership’s
Board of Directors adopted an Audit Committee Charter during fiscal 2003. The Audit Committee has the authority to review, at the request of the General
Partner, specific matters as to which the General Partner believes there may be a conflict of interest in order to determine if the resolution of such conflict
proposed by the General Partner is fair and reasonable to the Partnership. Any matters approved by the Audit Committee will be conclusively deemed fair and
reasonable to the Partnership, approved by all partners of the Partnership and not a breach by the General Partner of any duties it may owe the Partnership or
the holders of Limited Partnership Units. In addition, the Audit Committee reviews the external financial reporting of the Partnership, selects and engages the
Partnership’s independent accountants and approves all non audit engagements of the independent accountants. With respect to the additional matters, the
Audit Committee may act on its own initiative to question the General Partner and, absent the delegation of specific authority by the entire Board of
Directors, its recommendations will be advisory.
 
As is commonly the case with publicly traded limited partnerships, the Partnership does not directly employ any of the persons responsible for managing or
operating the Partnership. The management and workforce of Star Gas Propane and certain employees of Petro manage and operate the Partnership’s business
as officers of the General Partner and its Affiliates. See Item 1 - Business - Employees.
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Directors and Executive Officers of the General Partner
 
Directors are elected for one-year terms. The following table shows certain information for directors and executive officers of the general partner:
 
Name

  

Age

  

Position with the General Partner

Irik P. Sevin (b)   56   Chairman of the Board and Chief Executive Officer
Joseph P. Cavanaugh   66   Chief Executive Officer - Propane and Member of the Office of President
Angelo J. Catania   54   Executive Vice President – Heating Oil and Member of the Office of President
Ami Trauber   64   Chief Financial Officer
Richard F. Ambury   46   Vice President and Treasurer
James Bottiglieri   47   Vice President
Audrey L. Sevin   77   Secretary
Paul Biddelman(b)(c)   57   Director
Thomas J. Edelman(a)   52   Director
I. Joseph Massoud(a)   35   Director
William P. Nicoletti(c)   58   Director
Stephen Russell(c)   63   Director

(a) Member of the Compensation Committee
(b) Member of the Distribution Committee
(c) Member of the Audit Committee
 
Irik P. Sevin has been the Chairman of the Board of Directors of Star Gas LLC since March 1999. From December 1993 to March 1999, Mr. Sevin served as
Chairman of the Board of Directors of Star Gas Corporation, the predecessor general partner. Mr. Sevin has been a Director of Petro since its organization in
October 1979, and Chairman of the Board of Petro since January 1993 and served as President of Petro from 1979 through January 1997. Mr. Sevin was an
associate in the investment banking division of Kuhn Loeb & Co. and then Lehman Brothers Kuhn Loeb Incorporated from February 1975 to December
1978.
 
Joseph P. Cavanaugh has been Chief Executive Officer of the propane segment and member of the Office of the President of Star Gas LLC since March 1999.
From December 1997 to March 1999 Mr. Cavanaugh served as President and Chief Executive Officer of Star Gas Corporation, the predecessor general
partner. From October 1979 to December 1997, Mr. Cavanaugh held various financial and management positions with Petro. Prior to his current appointment
Mr. Cavanaugh was also active in the Partnership’s management with the development of safety/compliance programs, assisting with acquisitions and their
subsequent integration into the Partnership.
 
Angelo J. Catania has been Executive Vice President of the heating oil segment and member of the Office of the President of Star Gas LLC since April 2002.
From March 1999 to April 2002, he served as Vice President and General Manager of the heating oil segment’s Mid-Atlantic region. From 1990 to 1999, Mr.
Catania was employed by Petro where he served in various capacities, including Vice President of Acquisitions, General Manager, Regional Operations
Manager and Co-Director of Acquisitions. From 1984 to 1990 he served as Chief Financial Officer and Vice President of Acme Oil Co., Inc.
 
Ami Trauber has been Chief Financial Officer of Star Gas LLC since November 2001. From 1996 to 2001, Mr. Trauber was the Chief Financial Officer of
Syratech Corporation, a consumer goods company. From 1991 to 1995, Mr. Trauber was the President, Chief Operating Officer and part owner of Ed’s West,
Inc., an apparel company. From 1978 to 1990, Mr. Trauber was Corporate Vice President – Finance and Controller of Harcourt General, Inc., a fortune 500
conglomerate.
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Richard F. Ambury has been Vice President and Treasurer of Star Gas LLC since March 1999. From February 1996 to March 1999, Mr. Ambury served as
Vice President - Finance of Star Gas Corporation, the predecessor general partner. Mr. Ambury was employed by Petro from June 1983 through February
1996, where he served in various accounting/finance capacities. From 1979 to 1983, Mr. Ambury was employed by a predecessor firm of KPMG, a public
accounting firm. Mr. Ambury has been a Certified Public Accountant since 1981.
 
James J. Bottiglieri has been Vice President of Star Gas LLC since March 1999, and has served as Controller of Petro since 1994. Mr. Bottiglieri was
Assistant Controller of Petro from 1985 to 1994 and was elected Vice President in December 1992. From 1978 to 1984, Mr. Bottiglieri was employed by a
predecessor firm of KPMG, a public accounting firm. Mr. Bottiglieri has been a Certified Public Accountant since 1980.
 
Audrey L. Sevin has been a Director of Star Gas LLC since March 1999 and was a Director of Star Gas Corporation, the predecessor general partner from
December 1993 to March 1999. Mrs. Sevin served as the Secretary of Star Gas Corporation from June 1994 to March 1999. Mrs. Sevin had been a Director
and Secretary of Petro since its organization in October 1979. Mrs. Sevin was a Director, executive officer and principal shareholder of A. W. Fuel Co., Inc.
from 1952 until its purchase by Petro in May 1981.
 
Paul Biddelman has been a Director of Star Gas LLC since March 1999 and was a Director of Star Gas Corporation, the predecessor general partner from
December 1993 to March 1999. Mr. Biddelman was a director of Petro from October 1994 until March 1999. Mr. Biddelman has been President of Hanseatic
Corporation since December 1997. From April 1992 through December 1997, he was Treasurer of Hanseatic Corporation. Mr. Biddelman is a director of
Celadon Group, Inc., Insituform Technologies, Inc., Six Flags, Inc. and System One Technologies, Inc.
 
Thomas J. Edelman has been a Director of Star Gas LLC since March 1999 and was a Director of Star Gas Corporation, the predecessor general partner from
December 1993 to March 1999. Mr. Edelman was a Director of Petro from October 1983 until March 1999. Mr. Edelman has been Chairman of Patina Oil &
Gas Corporation since its formation in May 1996. Mr. Edelman also serves as Chairman of Range Resources Corporation and Bear Cub Energy, LLC. He co-
founded Snyder Oil Corporation and was its President and a Director from 1981 through February 1997. From 1975 to 1981, he was a Vice President of The
First Boston Corporation.
 
I. Joseph Massoud has been a Director of Star Gas LLC since October 1999. Since 1998 he has been President of The Compass Group International LLC, a
private equity investment firm based in Westport, CT. From 1995 to 1998, Mr. Massoud was employed by Petro as a Vice President. From 1993 to 1995, Mr.
Massoud was a Vice President of Colony Capital, Inc., a Los Angeles based private equity firm specializing in acquiring distressed real estate and corporate
assets. Mr. Massoud is also a director of CBS Personnel, CPM Acquisition Corp. and World Business Capital, Inc.
 
William P. Nicoletti has been a Director of Star Gas LLC since March 1999 and was a Director of Star Gas Corporation, the predecessor general partner from
November 1995 until March 1999. He is Managing Director of Nicoletti & Company, Inc., a private investment banking firm. Mr. Nicoletti was formerly a
senior officer and head of Energy Investment Banking for E. F. Hutton & Company, Inc., PaineWebber Incorporated and McDonald Investments, Inc. He is
non-executive Chairman of the Board of Directors of Russell-Stanley Holdings, Inc. and is also a director of MarkWest Energy Partners, L.P. and Southwest
Royalties, Inc.
 
Stephen Russell has been a Director of Star Gas LLC since October 1999 and was a director of Petro from July 1996 until March 1999. He has been Chairman
of the Board and Chief Executive Officer of Celadon Group Inc., an international transportation company, since its inception in July 1986. Mr. Russell has
been a member of the Board of Advisors of the Johnson Graduate School of Management, Cornell University since 1983.
 
Audrey Sevin is the mother of Irik P. Sevin. There are no other familial relationships between any of the directors and executive officers.
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Meetings and Compensation of Directors
 
During fiscal 2003, the Board of Directors met six times. All Directors attended each meeting except that Mr. Biddelman did not attend one meeting and Mr.
Russell did not attend another meeting. Star Gas LLC pays each director including the chairman, an annual fee of $27,000. Effective July 1, 2003, the
Chairman of the Audit Committee will also receive an annual retainer of $12,000 while the other Audit Committee members will receive $6,000 annual
retainers. In addition, each member of the Audit Committee will receive $1,000 for every regular meeting attended and $500 for every telephonic meeting
attended. Also effective July 1, 2003, the Chairman of the Compensation Committee and Distribution Committee will also receive an annual retainer of
$6,000 while the other members of these committees will receive $3,000 annual retainers. The members of the Compensation and Distribution Committees
will also receive $1,000 for every regular meeting attended and $500 for every telephonic meeting attended.
 
Messrs. Biddelman, Edelman, Massoud, Nicoletti and Russell each had 1,700 previously granted Restricted Senior Subordinated Units vest for fiscal 2003
under the Partnership’s Director and Employee Unit Incentive Plan. The value as of September 30, 2003 of these Senior Subordinated Units was $34,867 for
each director. As of September 30, 2003, each director had 1,700 Restricted Senior Subordinated Units still outstanding that could vest under this plan if
certain vesting targets are met in fiscal 2004.
 
Messrs. Biddelman, Edelman, Massoud, Nicoletti and Russell were each granted 2,709 Senior Subordinated Unit Appreciation Rights during fiscal 2003.
Each of these directors forfeited $4,200 of director fees to obtain these rights. The Unit Appreciation Rights vest in three equal installments on October 1,
2002, October 1, 2003 and October 1, 2004. The grantee will be entitled to receive payment in cash for these UAR’s equal to the excess of the fair market
value (as defined) of a Senior Subordinated Unit on October 1, 2005 (subject to deferral to a date no later than October 1, 2007) over the strike price of
$10.70. These units were granted under the same program as units granted to the Chief Executive Officer and other certain named executives – see Item 11 –
Executive Compensation.
 
Committees of the Board of Directors
 
Star Gas LLC’s Board of Directors has an Audit Committee, a Compensation Committee and a Distribution Committee. The members of each committee are
appointed by the Board of Directors for a one-year term and until their respective successors are elected.
 
Audit Committee
 
The duties of the Audit Committee are described above under “Partnership Management.”
 
The current members of the Audit Committee are William P. Nicoletti, Paul Biddelman and Stephen Russell. During fiscal 2003, the audit committee met
eight times. Members of the Audit Committee may not be employees of Star Gas LLC or its affiliated companies and must otherwise meet the New York Stock
Exchange and SEC independence requirements for service on the Audit Committee. The Partnership’s Board of Director’s has determined that Mr. Nicoletti,
the Chairman of the Audit Committee, meets the definition of an Audit Committee financial expert under applicable SEC and NYSE regulations and has also
determined that all of the members of the Audit Committee, including Mr. Nicoletti meet the independence requirements of the NYSE and the SEC.
 
Compensation Committee
 
The current members of the Compensation Committee are Thomas J. Edelman and I. Joseph Massoud. The duties of the Compensation Committee are (i) to
determine the annual salary, bonus and other benefits, direct and indirect, of any and all named executive officers (as defined under Regulation S-K
promulgated by the Securities and Exchange Commission) and (ii) to review and recommend to the full Board any and all matters related to benefit plans
covering the foregoing officers and any other employees. During fiscal 2003, the Compensation Committee met one time.
 
Distribution Committee
 
The current members of the Distribution Committee are Irik Sevin and Paul Biddelman. The duties of the Distribution Committee are to discuss and review
the Partnership’s distributions. During fiscal 2003, the Distribution Committee met four times.
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Reimbursement of Expenses of the General Partner
 
The General Partner does not receive any management fee or other compensation for its management of Star Gas Partners. The General Partner is reimbursed at
cost for all expenses incurred on the behalf of Star Gas Partners, including the cost of compensation, which is properly allocable to Star Gas Partners. The
partnership agreement provides that the General Partner shall determine the expenses that are allocable to Star Gas Partners in any reasonable manner
determined by the General Partner in its sole discretion. In addition, the General Partner and its affiliates may provide services to Star Gas Partners for which a
reasonable fee would be charged as determined by the General Partner.
 
Adoption of Code of Ethics
 
The Partnership has adopted a written code of ethics that applied to the Partnership’s principal executive officer, principal financial officer, controller as well
as for other key employees. The code of ethics is attached as an exhibit to this Form 10-K.
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 ITEM 11. EXECUTIVE COMPENSATION
 

The following table sets forth the annual salary, bonuses and all other compensation awards and payouts to the Chief Executive Officer and to certain
named executive officers for services rendered to Star Gas Partners and its subsidiaries during the fiscal years ended September 30, 2003, 2002 and 2001.
 

      

Summary Compensation Table

      

      

Annual Compensation

  

Long-Term
Compensation

Name and Principal Position

  

Year

  

Salary

  

Bonus

  

Other
Annual

Compensation

  

Restricted
Stock

Awards

  

Securities
Underlying

UARs

Irik P. Sevin,
Chairman of the Board and
Chief Executive Officer   

2003
2002
2001  

$
$
$

505,000
596,250
550,000

(3)

 
  

$
$
$

985,200
—  

1,137,200

(4)

 
(5)

 

$
$
$

12,000
14,600

7,966

(6)
(6)
(6)

 

 
$

—  
495,000

(9)

 
(8)

 

77,419

Joseph P. Cavanaugh,
Executive Vice President

  

2003
2002
2001  

$
$
$

267,800
257,100
245,200

 
 
  

$
$
$

268,060
95,000

300,150

(4)

 
(5)

 

$
$
$

18,768
18,755
18,768

(7)
(7)
(7)

 

 —  (9)

 

 

Angelo J. Catania
Executive Vice President of the
Heating Oil Segment (1)   

2003
2002

  

$
$

276,250
272,880

(3)

 
 

$
$

576,580
—  

(4)

 
 

$
$

11,521
14,661

(6)
(6)

 

 —  (9)

 

 

31,452

Ami Trauber,
Chief Financial Officer(2)   

2003
2002  

$
$

298,800
327,000

(3)

  
$
$

272,550
—  

(4)

  
$ 11,762(6)

 

   

 
46,452
54,472

Richard F. Ambury
Vice President and Treasurer

  

2003
2002
2001  

$
$
$

207,941
187,812
183,950

(3)

 
  

$
$
$

162,550
35,000

169,375

(4)

 
(5)

 

$
$
$

14,185
27,657
27,657

(6)
(7)
(7)

 

 —  (9)

 

9,917

(1) Mr. Catania assumed the position of Executive Vice President effective March 1, 2002.
(2) Mr. Trauber assumed the position of the Chief Financial Officer effective November 1, 2001.
(3) Fiscal 2003 salary amounts reflects the reduction in salary that each named executive forfeited to obtain his respective fiscal 2003 grant of restricted

unit appreciation rights as follows: Irik P. Sevin - $120,000, Angelo J. Catania - $48,750, Ami Trauber - $72,000 and Richard F. Ambury - $15,375.
(4) Fiscal 2003 bonus amount includes the value as of September 30, 2003 of Senior Subordinated Units vested in fiscal 2003 under the Partnership’s

Director and Employee Unit Incentive Plan as follows: Irik P. Sevin - $410,200, Joseph P. Cavanaugh - $123,060, Angelo J. Catania - $164,080 and
Richard F. Ambury - $102,550. Mr. Trauber was also granted 5,000 Senior Subordinated Units for his 2003 bonus performance at a value of $102,550
as of September 30, 2003.

(5) Fiscal 2001 bonus amount includes the value as of the vesting date of Senior Subordinated Units vested in fiscal 2001 under the Partnership’s Director
and Employee Unit Incentive Plan as follows: Irik P. Sevin - $400,000, Joseph P. Cavanaugh - $120,000 and Richard F. Ambury - $100,000. Mr. Sevin
was also granted 8,250 Common Units in lieu of cash compensation for his 2001 bonus performance at a value of $165,000 on the date of the grant.

(6) These amounts represent company paid contributions under Petro’s 401-K defined contribution retirement plan.
(7) These amounts represent funds paid in lieu of company paid contributions to the Partnership’s retirement plans.
(8) This award represents the granting of 24,750 Restricted Common Units that vest equally in three installments on January 1, 2003, January 1, 2004 and

January 1, 2005. Distribution on these units will accrue to the extent declared.
(9) As of September 30, 2003, the following Restricted grants of Senior Subordinated Units granted under the Partnership’s Employee Unit Incentive Plan

valued at the September 30, 2003 closing price were outstanding and not yet vested as follows: Irik P. Sevin - $410,200 (20,000 units), Joseph P.
Cavanaugh - $123,060 (6,000 units), Angelo J. Catania - $164,080 (8,000 units) and Richard F. Ambury $102,550 (5,000 units).

 
Option/UAR Grants in Last Fiscal Year

 

Name
  

Number of
Securities

Underlying
UAR’s Granted

  

Percent of Total
UAR’s Granted

to
Employees in

Fiscal Year

 

 Exercise
Price

  

Potential Realizable Value at Assumed
Annual Rates of Unit Price Appreciation

for Option Term

       

Expiration Date

 

5%

  

10%

Irik P. Sevin   77,419  30.1% $10.70  (a)  $ 130,574  $274,195
Ami Trauber

  46,452  18.1% $10.70  (a)  $ 78,345  $164,519
Angelo J. Catania   31,452  12.2% $10.70  (a)  $ 53,047  $111,394
Richard F. Ambury   9,917  3.9% $10.70  (a)  $ 16,726  $ 35,123

(a) The Restricted Unit Appreciation Rights vest in three equal installments on October 1, 2002, October 1, 2003 and October 1, 2004. The grantee will be
entitled to receive payment in cash for these UARs equal to the excess of the fair market value (as defined) of a Senior Subordinated Unit on October 1,
2005 over the exercise price (subject to deferral to a date no later than October 1, 2007).
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Aggregated Option/UAR Exercises in Last Fiscal Year
and Fiscal Year End Option/UAR Values

 

Name

  

Number of Unexercised UARs at
September 30, 2003

Exercisable(E)/Unexercisable(U)

  

Value of In the Money UARs
at September 30, 2003

Irik P. Sevin   513,438 (U) $ 6,290,375
Ami Trauber   100,242 (U) $ 455,694
Angelo Catania   31,452 (U) $ 308,544
Richard F. Ambury   9,917 (U) $ 97,286

 
Long-Term Incentive Plans – Awards in Last Fiscal

 
None

 
Equity Compensation Plan Information

 

   

(a)

  

(b)

  

(c)

 

Plan category

  

Number of securities to be
issued upon exercise of

outstanding options, warrants
and rights

  

Weighted-average exercise
price of outstanding options,

warrants and rights

  

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   —    —    —   

Equity compensation plans
not approved by security
holders   107,000  —    139,000(1)

       
Total   107,000  —    139,000 
       

1. Represents senior subordinated units that could vest under the Partnership’s Employee and Director Unit Incentive Plan during fiscal 2004.
 
Employment Contracts
 
Agreement with Irik Sevin
 
The Partnership entered into an employment agreement (the “Employment Agreement”) with Mr. Sevin effective October 1, 2001. Mr. Sevin’s Employment
Agreement has an initial term of five years, and automatically renews for successive one-year periods, unless earlier terminated by the Partnership or by Mr.
Sevin or otherwise terminated in accordance with the Employment Agreement. The Employment Agreement for Mr. Sevin provides for an annual base salary
of $600,000 which shall increase at the rate of $25,000 per year commencing in fiscal 2003. In addition, Mr. Sevin may earn a bonus of up to 80% of his
annual base salary (the “Targeted Bonus”) for services rendered based upon certain performance criteria. Mr. Sevin can also earn certain equity incentives if
the Partnership meets certain performance criteria specified in the Employment Agreement. In addition, Mr. Sevin is entitled to certain supplemental
executive retirement benefits (“SERP”) if he retires after age 65. If a “change of control” (as defined in the Employment Agreement) of the Partnership occurs
and prior thereto or at any time within two years subsequent to such change of control the Partnership terminates the Executive’s employment without
“cause” or the Executive resigns with “good reason” or the Executive terminates his employment during the thirty day period commencing on the first
anniversary of a change of control, then Mr. Sevin will be entitled to (i) a lump sum payment equal to Mr. Sevin’s anticipated annual base salaries, Targeted
Bonuses and equity incentives for the three years following the termination date; (ii) the continuation of Mr. Sevin’s group insurance benefits for two years
following the termination date; (iii) a cash payment equal to the value of 325,000 senior subordinated units; and (iv) the acceleration of Mr. Sevin’s SERP
benefits. The Employment Agreement provides that if any payment received by Mr. Sevin is subject to a federal excise tax under Section 4999 of the Internal
Revenue Code, the payment will be grossed up to permit Mr. Sevin to retain a net amount on an after-tax basis equal to what he would have received had the
excise tax not been payable.
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Agreement with Angelo Catania
 
The Partnership entered into an employment agreement (the “Employment Agreement”) with Mr. Catania effective April 1, 2002. Mr. Catania’s Employment
Agreement has an initial term of five years, and automatically renews for successive one-year periods, unless earlier terminated by the Partnership or by Mr.
Catania or otherwise terminated in accordance with the Employment Agreement. The Employment Agreement for Mr. Catania provides for an initial annual
base salary of $325,000. In addition, Mr. Catania may earn a bonus of up to $100,000 (the “Targeted Bonus”) for services rendered based upon certain
performance criteria. Mr. Catania can also earn certain equity incentives if the Partnership meets certain performance criteria specified under the Partnership’s
Employee and Director Unit Incentive Plan. In addition, Mr. Catania is entitled to a success bonus of $300,000 upon the successful completion of the heating
oil segment’s business reorganization project. The Employment Agreement provides for up to $480,000 of termination pay if Mr. Catania’s employment is
terminated without cause or by Mr. Catania for good reason.
 
401(k) Plans
 
Mr. Sevin, Mr. Catania, Mr. Trauber and Mr. Ambury are covered under a 401(k) defined contribution plan maintained by Petro. Participants in the plan may
elect to contribute a sum not to exceed 17% of a participant’s compensation or $12,000. Under this plan, Petro makes a 4% core contribution of a
participant’s compensation up to $200,000 and matches 2/3 of each amount that a participant contributes with a maximum employer match of 2%.
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 ITEM 12.
SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

 
The following table shows the beneficial ownership as of December 15, 2003 of common units, senior subordinated units, junior subordinated units and
general partner units by:
 
(1) Star Gas LLC and certain beneficial owners and all of the directors and executive officers of Star Gas LLC;
 
(2) each of the named executive officers of Star Gas LLC; and
 
(3) all directors and executive officers of Star Gas LLC as a group.
 
The address of each person is c/o Star Gas Partners, L.P. at 2187 Atlantic Street, Stamford, Connecticut 06902-0011. An asterisk in the percentage column
refers to a percentage less than one percent.
 

   

Common Units

  

Senior
Subordinated Units(e)

  

Junior
Subordinated Units

  

General Partner Units(a)

 
Name

  

Number

  

Percentage

  

Number

  

Percentage

  

Number

  

Percentage

  

Number

  

Percentage

 
Star Gas LLC   —    —  % 29,133  *% —    —  % 325,729  100%
Irik P. Sevin   —    —    51,691(b)  1.6  53,426  15.5  325,729(b) 100 
Audrey L. Sevin   6,000  *  42,829(b)  1.4  153,131  44.3  325,729(b) 100 
Hanseatic Americas, Inc.   —    —    29,133(b)  *  138,807  40.2  325,729(b) 100 
Paul Biddelman   —    —    6,357  *  —    —    —    —   
Thomas Edelman   —    *  109,501(c)(d) 3.5  —    —    —    —   
I. Joseph Massoud   555  *  6,552  *  —    —    —    —   
William P. Nicoletti   —    —    3,552  *  —    —    —    —   
Stephen Russell   —    —    3,552  *  —    —    —    —   
Richard F. Ambury   2,125  *  —    —    —    —    —    —   
Ami Trauber   —    —    —    —    —    —    —    —   
James Bottiglieri   1,500  *  634  *  —    —    —    —   
Joseph P. Cavanaugh   1,000  *  7,669  *  —    —    —    —   
Angelo J. Catania   —    —    1,447  *  —    —    —    —   
All officers and directors

and Star Gas LLC as a
group (13 persons)   11,180  *  204,651  6.5% 206,557  59.8% 325,729  100%

(a) For purpose of this table, the number of General Partner Units is deemed to include the 0.01% General Partner interest in Star Gas Propane.
(b) Assumes each of Star Gas LLC owners may be deemed to beneficially own all of Star Gas LLC’s general partner units and senior subordinated units,

however, they disclaim beneficial ownership of these units.
(c) Includes senior subordinated units owned by Mr. Edelman’s wife and trust for the benefit of his minor children.
(d) Includes 6,536 senior subordinated units owned by trusts for the benefit of Mr. Edelman’s siblings for which Mr. Edelman serves as Trustee. Mr.

Edelman disclaims beneficial ownership of these units.
(e) Does not reflect the issuance of units vested, for fiscal 2003, under the Director and Employees Incentive Plan that will be issued after December 15,

2003.
 * Amount represents less than 1%.
 
Section 16(a) of the Securities Exchange Act of 1934 requires the General Partner’s officers and directors, and persons who own more than 10% of a registered
class of the Partnership’s equity securities, to file reports of beneficial ownership and changes in beneficial ownership with the Securities and Exchange
Commission (“SEC”). Officers, directors and greater than 10 percent unitholders are required by SEC regulation to furnish the General Partner with copies of
all Section 16(a) forms.
 
Based solely on its review of the copies of such forms received by the General Partner, or written representations from certain reporting persons that no Form
5’s were required for those persons, the General Partner believes that during fiscal year 2003 all filing requirements applicable to its officers, directors, and
greater than 10 percent beneficial owners were met in a timely manner.
 

 ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS
 
The Partnership and the General Partner have certain ongoing relationships with Petro and its affiliates. Affiliates of the General Partner, including Petro,
perform certain administrative services for the General Partner on behalf of the Partnership. Such affiliates do not receive a fee for such services, but are
reimbursed for all direct and indirect expenses incurred in connection therewith.
 
Mrs. Audrey Sevin, a Director of the General Partner, also serves as the Secretary of the General Partner. As a full time employee of the Partnership, Mrs.
Audrey Sevin provides employee and unitholder relations services for which she receives a salary of $199,000 per annum. Mrs. Sevin was the beneficiary of a
retirement plan for her late husband, Mr. Malvin Sevin. Petro Inc., a subsidiary of the Partnership, paid Mrs. Sevin $300,000 per annum from January 1993
until December 2002 as the beneficiary of his retirement plan.
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 ITEM 14.
PRINCIPAL ACCOUNTANT FEES AND SERVICES

 
The following table presents the aggregate fees for professional audit services rendered by KPMG LLP including fees for the audit of the Partnership’s annual
financial statements for the fiscal years 2002 and 2003, and for fees billed for other services rendered by KPMG LLP (in thousands).
 

   

2002

  

2003

Audit Fees (1)   $ 750  $ 877
Audit-Related Fees (2)    194   171
     

Audit and Audit-Related Fees    944   1,048
Tax Fees (3)    355   335
     

Total Fees   $1,299  $1,383
     

1) Audit fees were for professional services rendered in connection with audits and quarterly reviews of the consolidated financial statements of the
Partnership, review of and preparation of consents for registration statements filed with the Securities and Exchange Commission, for review of the
Partnership’s tax provision and for subsidiary statutory audits. Audit fees incurred in connection with registration statements was $170 and $227 for
fiscal years 2002 and 2003, respectively.

2) Audit-related fees were principally for audits of financial statements of certain employee benefit plans and other services related to financial
accounting and reporting standards.

3) Tax fees related to services for tax consultation and tax compliance.
 
Audit Committee: Pre-Approval Policies and Procedures. At its regularly scheduled and special meetings, the Audit Committee of the Board of Directors
considers and pre-approves any audit and non-audit services to be performed by the Partnership’s independent accountants. The Audit Committee has
delegated to its chairman, an independent member of the Partnership’s Board of Directors, the authority to grant pre-approvals of non-audit services provided
that the service(s) shall be reported to the Audit Committee at its next regularly scheduled meeting.
 
Promptly after the effective date of the Sarbanes-Oxley Act of 2002, the Audit Committee approved all non-audit services being performed at that time by the
Partnership’s principal accountant. On June 18, 2003, the Audit Committee adopted its pre-approval policies and procedures as set forth above. Since this
date, there were no non-audit services rendered by the Partnership’s principal accountants that were not pre-approved.
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PART IV
 

 ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K
 
(a) 1.      Financial Statements
 

See “Index to Consolidated Financial Statements and Financial Statement Schedule” set forth on page F-1.
 
 2. Financial Statement Schedule.
 

See “Index to Consolidated Financial Statements and Financial Statement Schedule” set forth on page F-1.
 
 3. Exhibits.
 

See “Index to Exhibits” set forth on page 42.
 
(b) Reports on Form 8-K.
 

August 6, 2003 - Star Gas Partners, L.P., a Delaware partnership (the “Partnership”), issued a press release describing its financial results for the three
and nine-month periods ended June 30, 2003. A copy of the Partnership’s press release was furnished as Exhibit 99.1 to this Report on Form 8-K.

 
August 14, 2003 - This Form 8-K consists of a copy of the underwriting agreement for a firm commitment public offering of up to 1,700,000 common
units (plus a 15% over-allotment option) of the registrant that were previously registered pursuant to a shelf registration statement on Form S-3 (SEC
File No. 333-100976), together with an opinion of counsel relating thereto.
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INDEX TO EXHIBITS
 

Exhibit
Number

 

Description

  4.2  Amended and Restated Agreement of Limited Partnership of Star Gas Partners, L.P.(2)

  4.3  Amended and Restated Agreement of Limited Partnership of Star Gas Propane, L.P.(2)

  4.4  Amendment No. 1 dated as of April 17, 2001 to Amended and Restated Agreement of Limited Partnership of Star Gas Partners, L.P. (11)

  4.5  Unit Purchase Rights Agreement dated April 17, 2001(12)

  4.6  Amendment No. 2 to Amended and Restated Agreement of Limited Partnership of Star Gas Partners, L.P.(16)

10.2  Form of Conveyance and Contribution Agreement among Star Gas Corporation, the Partnership and the Operating Partnership.(3)

10.3  Form of First Mortgage Note Agreement among certain insurance companies, Star Gas Corporation and Star Gas Propane L.P.(3)

10.4  Intercompany Debt(3)

10.5  Form of Non-competition Agreement between Petro and the Partnership(3)

10.6  Form of Star Gas Corporation 1995 Unit Option Plan(3)(10)

10.7  Amoco Supply Contract(3)

10.11  Note Agreement, dated as of January 22, 1998, by and between Star Gas and The Northwestern Mutual Life Insurance Company(6)

10.14
 

Agreement and Plan of Merger by and among Petroleum Heat and Power Co., Inc., Star Gas Partners, L.P., Petro/Mergeco, Inc., and Star Gas
Propane, L.P.(2)

10.15  Exchange Agreement (2)

10.16  Amendment to the Exchange Agreement dated as of February 10, 1999(2).

10.19  $12,500,000 8.67% First Mortgage Notes, Series A, due March 30, 2012.
  $15,000,000 8.72% First Mortgage Notes, Series B, due March 30, 2015 dated as of March 30, 2000(5)

10.21  June 2000 Star Gas Employee Unit Incentive Plan(6) (10)

10.22  $40,000,000 Senior Secured Note Agreement(7)

10.23
 

Note Purchase Agreement for $7,500,000 – 7.62% First Mortgage Notes, Series A, due April 1, 2008 and $22,000,000 – 7.95% First Mortgage
Notes, Series B, due April 1, 2011(8)

10.25  Credit Agreement dated as of June 15, 2001 by Petroleum Heat and Power Co., Inc., and Bank of America N.A. as agent.(9)

10.26
 

Note Agreement dated as of July 30, 2001 for $103,000,000 by Star Gas Partners, L.P., Petro Holdings, Inc., Petroleum Heat and Power Co.,
Inc., and the agents Bank of America, N.A. and First Union Securities, Inc.(14)

10.27  Employment agreement dated as of September 30, 2001 between Star Gas LLC, and Irik P. Sevin.(10)(14)

10.28  Meenan Equity Purchase Agreement dated July 31, 2001(13)

10.29
 

Parity debt credit agreement, dated as of February 22, 2002 between Star Gas Propane, L.P., Fleet National Bank, as Administrative Agent, and
Bank of America, N.A., as Documentation Agent.(15)

10.30
 

Waiver and third amendment to second amended and restated credit agreement, dated as of April 25, 2002 between Petroleum Heat and Power
Co., Inc., and Bank of America, N.A., as Agent.(15)

10.32
 

Amended and restated credit agreement dated September 23, 2003, between Star Gas Propane, LP and the agents, JPMorgan Chase Bank and
Wachovia Bank, N.A. (1)

10.33
 

Parity debt agreement, dated September 30, 2003, between Star Gas Propane, LP, and the agents, Fleet National Bank, Wachovia Bank, N.A.
and JPMorgan Chase Bank (1)

10.34  Employment agreement between Petro Holdings, Inc. and Angelo J. Catania (1)

14  Code of ethics(1)

21  Subsidiaries of the Registrant(1)

23.1  Consent of KPMG LLP(1)

31.1  Certification of Chief Executive Officer pursuant to Rule 13a-14(a)/15d-14(a).(1)

31.2  Certification of Chief Financial Officer pursuant to Rule 13a-14(a)/15d-14(a).(1)

32.1
 

Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002 (1)

32.2
 

Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002 (1)
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INDEX TO EXHIBITS (continued)
 
(1)  Filed herewith.

(2)
 

Incorporated by reference to an Exhibit to the Registrant’s Registration Statement on Form S-4, File No. 333-103873, filed with the Commission
March 17, 2003.

(3)
 

Incorporated by reference to the same Exhibit to Registrant’s Registration Statement on Form S-1, File No. 33-98490, filed with the Commission
on December 13, 1995.

(4)
 

Incorporated by reference to the same Exhibit to Registrant’s Registration Statement on Form S-3, File No. 333-47295, filed with the Commission
on March 4, 1998.

(5)  Incorporated by reference to the same Exhibit to Registrant’s Quarterly Report on Form 10-Q filed with the Commission on April 26, 2000.

(6)  Incorporated by reference to the same Exhibit to Registrant’s Quarterly Report on Form 10-Q filed with the Commission on August 10, 2000.

(7)  In Accordance with item 601(B)(4)(iii) of Regulation S-K, the Partnership will provide a copy of this document to the SEC upon request.

(8)  Incorporated by reference to the same Exhibit to Registrant’s Quarterly Report on Form 10-Q filed with the Commission on May 10, 2001.

(9)  Incorporated by reference to the same Exhibit to Registrant’s Quarterly Report on Form 10-Q filed with the Commission on August 13, 2001.

(10)  Management compensation agreement.

(11)  Incorporated by reference to Exhibit 3.1 to the Registrant’s Current Report on Form 8-K dated April 16, 2001.

(12)  Incorporated by reference to Exhibit 4.1 to the Registrant’s Registration Statement on Form 8-A filed with the Commission on April 18, 2001.

(13)  Incorporated by reference to Exhibit 10.1 to the Registrant’s Current Report on Form 8-K dated July 31, 2001.

(14)  Incorporated by reference to the same Exhibit to Registrant’s Annual Report on Form 10-K filed with the Commission on December 20, 2001.

(15)  Incorporated by reference to the same Exhibit to Registrant’s Quarterly Report on Form 10-Q with the Commission on April 30, 2002.

(16)  Incorporated by referenced to the same Exhibit to Registrant’s Quarterly Report on Form 10-Q with the Commission on June 30, 2003.
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SIGNATURE
 
Pursuant to the requirements of the Securities Exchange Act of 1934, the General Partner has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized:
 

  Star Gas Partners, L.P.
By:  Star Gas LLC (General Partner)

 

 

/s/ Irik P. Sevin        

By:       Irik P. Sevin
       Chairman of the Board and Chief Executive Officer

 
Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed by the following persons in the capacities and on the date
indicated:
 

Signature

  

Title

 

Date

/s/    Irik P. Sevin

        Irik P. Sevin   

Chairman of the Board, Chief Executive Officer and
Director
Star Gas LLC  

December 22, 2003

/s/     Ami Trauber

        Ami Trauber   

Chief Financial Officer
(Principal Financial and Accounting Officer)
Star Gas LLC  

December 22, 2003

/s/    Audrey L. Sevin

        Audrey L. Sevin   

Director
Star Gas LLC

 

December 22, 2003

/s/    Paul Biddelman

        Paul Biddelman   

Director
Star Gas LLC

 

December 22, 2003

/s/    Thomas J. Edelman

        Thomas J. Edelman   

Director
Star Gas LLC

 

December 22, 2003

/s/    I. Joseph Massoud

        I. Joseph Massoud   

Director
Star Gas LLC

 

December 22, 2003

/s/    William P. Nicoletti

        William P. Nicoletti   

Director
Star Gas LLC

 

December 22, 2003

/s/    Stephen Russell

        Stephen Russell   

Director
Star Gas LLC

 

December 22, 2003
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SIGNATURE
 
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the undersigned
thereunto duly authorized:
 

  Star Gas Finance Company
By:  (Registrant)

 

 

/s/ Irik P. Sevin        

By:       Irik P. Sevin
       Chairman of the Board and Chief Executive Officer

 
Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed by the following persons in the capacities and on the date
indicated:
 

Signature

  

Title

 

Date

/s/     Irik P. Sevin

         Irik P. Sevin   

Chairman of the Board, Chief Executive Officer and
Director (Principle Executive Officer)
Star Gas Finance Company  

December 22, 2003

/s/     Ami Trauber

         Ami Trauber   

Chief Financial Officer
(Principal Financial and Accounting Officer)
Star Gas Finance Company  

December 22, 2003

/s/    Audrey L. Sevin

        Audrey L. Sevin   

Director
Star Gas Finance Company

 

December 22, 2003
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STAR GAS PARTNERS, L.P. AND SUBSIDIARIES
INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

AND FINANCIAL STATEMENT SCHEDULE
 

               

Page

Part II   Financial Information:    

   Item 8 - Financial Statements    

      Independent Auditors’ Report   F-2
      Consolidated Balance Sheets as of September 30, 2002 and 2003   F-3
 

     
Consolidated Statements of Operations for the years ended September 30, 2001, 2002

and 2003   F-4
 

     
Consolidated Statements of Comprehensive Income (Loss) for the years ended

September 30, 2001, 2002 and 2003   F-5
 

     
Consolidated Statements of Partners’ Capital for the years ended September 30, 2001,

2002 and 2003   F-6
 

     
Consolidated Statements of Cash Flows for the years ended September 30, 2001, 2002

and 2003   F-7
      Notes to Consolidated Financial Statements   F-8 - F-31
      Schedule for the years ended September 30, 2001, 2002 and 2003    

             II.   Valuation and Qualifying Accounts   F-32
 

           
All other schedules are omitted because they are not applicable or the required information is shown in the

consolidated financial statements or the notes therein.    
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STAR GAS PARTNERS, L.P. AND SUBSIDIARIES
INDEPENDENT AUDITORS’ REPORT

 
The Partners of Star Gas Partners, L.P.:
 

We have audited the consolidated financial statements of Star Gas Partners, L.P. and Subsidiaries as listed in the accompanying index. In connection
with our audits of the consolidated financial statements, we have also audited the financial statement schedule as listed in the accompanying index. These
consolidated financial statements and financial statement schedule are the responsibility of the Partnership’s management. Our responsibility is to express an
opinion on these consolidated financial statements and financial statement schedule based on our audits.
 

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.
 

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Star Gas Partners,
L.P. and Subsidiaries as of September 30, 2002 and 2003 and the results of their operations and their cash flows for each of the years in the three-year period
ended September 30, 2003, in conformity with accounting principles generally accepted in the United States of America. Also in our opinion, the related
financial statement schedule, when considered in relation to the basic consolidated financial statements taken as a whole, presents fairly, in all material
respects, the information set forth therein.
 

As discussed in Notes 2 and 8 to the consolidated financial statements, Star Gas Partners, L.P. adopted the provisions of Statement of Financial
Accounting Standards No. 142, “Goodwill and Other Intangible Assets,” as of October 1, 2002.
 
KPMG LLP
Stamford, Connecticut
December 4, 2003
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STAR GAS PARTNERS, L.P. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

 

(in thousands)
  

September 30,

 

  

2002

  

2003

 
ASSETS          
Current assets          

Cash and cash equivalents   $ 61,481  $ 10,111 
Receivables, net of allowance of $8,282 and $9,560, respectively    83,452   105,639 
Inventories    39,453   42,391 
Prepaid expenses and other current assets    37,815   52,968 

    
Total current assets    222,201   211,109 

    
Property and equipment, net    241,892   262,301 
Long-term portion of accounts receivables    6,672   7,145 
Goodwill    264,551   278,857 
Intangibles, net    193,370   201,784 
Deferred charges and other assets, net    15,080   14,414 
    

Total Assets   $943,766  $975,610 
    
LIABILITIES AND PARTNERS’ CAPITAL          
Current liabilities          

Accounts payable   $ 20,360  $ 31,026 
Working capital facility borrowings    26,195   12,000 
Current maturities of long-term debt    72,113   22,847 
Accrued expenses    69,444   83,197 
Unearned service contract revenue    30,549   32,036 
Customer credit balances    70,583   77,558 

    
Total current liabilities    289,244   258,664 

    
Long-term debt    396,733   499,341 
Other long-term liabilities    25,525   27,829 

Partners’ capital (Deficit)          
Common unitholders    242,696   210,636 
Subordinated unitholders    3,105   (57)
General partner    (2,710)   (3,082)
Accumulated other comprehensive loss    (10,827)   (17,721)

    
Total Partners’ capital    232,264   189,776 

    
Total Liabilities and Partners’ Capital   $943,766  $975,610 

    
 
See accompanying notes to consolidated financial statements.
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STAR GAS PARTNERS, L.P. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

 

(in thousands, except per unit data)
  

Years Ended September 30,

 

  

2001

  

2002

  

2003

 
Sales:              

Product   $ 958,846  $ 853,523  $1,273,384 
Installations, service and appliances    127,127   171,535   190,364 

     
Total sales    1,085,973   1,025,058   1,463,748 

Cost and expenses:              
Cost of product    628,215   479,169   809,194 
Cost of installations, service and appliances    143,102   182,809   201,153 
Delivery and branch expenses    200,059   235,708   293,523 
Depreciation and amortization expenses    44,396   59,049   53,160 
General and administrative expenses    40,954   41,999   58,111 

     
Operating income    29,247   26,324   48,607 

Interest expense    (37,293)   (40,927)   (44,449)
Interest income    3,566   3,425   3,868 
Amortization of debt issuance costs    (737)   (1,447)   (2,232)
Loss on redemption of debt    —     —     (181)
     

Income (loss) before income taxes and cumulative effect of change in accounting
principle    (5,217)   (12,625)   5,613 

Income tax expense (benefit)    1,498   (1,456)   1,500 
     

Income (loss) before cumulative effect of change in accounting principle    (6,715)   (11,169)   4,113 
Cumulative effect of change in accounting principles:              

Adoption SFAS No. 133, net of income taxes    1,466   —     —   
Adoption SFAS No. 142, net of income taxes    —     —     (3,901)

     
Net income (loss)   $ (5,249)  $ (11,169)  $ 212 

     
General Partner’s interest in net income (loss)   $ (75)  $ (116)  $ 2 

     
Limited Partners’ interest in net income (loss)   $ (5,174)  $ (11,053)  $ 210 
     
Basic and diluted net income (loss) per Limited Partner unit   $ (.23)  $ (.38)  $ .01 
     
Weighted average number of Limited Partner units outstanding:              

Basic    22,439   28,790   32,659 
     

Diluted    22,439   28,790   32,767 
     
 
See accompanying notes to consolidated financial statements.
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STAR GAS PARTNERS, L.P. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

 

(in thousands)
  

Years Ended September 30,

 

  

2001

  

2002

  

2003

 
Net income (loss)   $ (5,249)  $ (11,169)  $ 212 

Other comprehensive income (loss):              
Unrealized gain (loss) on derivative instruments    (18,594)   12,968   (5,425)
Unrealized loss on pension plan obligations    (4,149)   (11,596)   (1,469)

     
Comprehensive loss   $ (27,992)  $ (9,797)  $ (6,682)
     

Reconciliation of Accumulated Other Comprehensive Income (Loss)

(in thousands)

  

Pension Plan
Obligations

  

Derivative
Instruments

  

Total

 
Balance as of September 30, 2000   $ —    $ —    $ —   

Cumulative effect of the adoption of SFAS No. 133    —     10,544   10,544 

Reclassification to earnings    —     (2,473)   (2,473)
Unrealized loss on pension plan obligations    (4,149)   —     (4,149)
Unrealized loss on derivative instruments    —     (16,121)   (16,121)

     
Other comprehensive loss    (4,149)   (18,594)   (22,743)

Balance as of September 30, 2001    (4,149)   (8,050)   (12,199)

Reclassification to earnings    —     16,252   16,252 
Unrealized loss on pension plan obligations    (11,596)   —     (11,596)
Unrealized loss on derivative instruments    —     (3,284)   (3,284)

     
Other comprehensive income (loss)    (11,596)   12,968   1,372 

Balance as of September 30, 2002    (15,745)   4,918   (10,827)

Reclassification to earnings    —     (8,074)   (8,074)
Unrealized loss on pension plan obligations    (1,469)   —     (1,469)
Unrealized gain on derivative instruments    —     2,649   2,649 

     
Other comprehensive loss    (1,469)   (5,425)   (6,894)

Balance as of September 30, 2003   $ (17,214)  $ (507)  $(17,721)
     
 
See accompanying notes to consolidated financial statements.
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STAR GAS PARTNERS, L.P. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF PARTNERS’ CAPITAL

Years Ended September 30, 2001, 2002 and 2003
 
 

(in thousands, except per unit amounts)

  

Number of Units

  

Common

 

 
Senior
Sub.

 

 
Junior
Sub.

 

  
General
Partner

 

  
Accumulative

Other
Comprehensive
Income (Loss)

 

  Total
Partners’
Capital

   

Common

  

Senior
Sub.

  

Junior
Sub.

  

General
Partner

          
Balance as of September 30, 2000   16,045  2,587  345  326  $134,672  $ 6,125  $ (35)   $(1,584)   $ —     $139,178 

Issuance of units:                                         
Common   7,349            123,846                      123,846 
Senior Subordinated      130             3,319                  3,319 

Net Loss                (4,475)   (620)   (79)    (75)         (5,249)

Other Comprehensive Loss, net                                  (12,199)    (12,199)

Distributions:                                         
($2.300 per unit)                (44,132)                      (44,132)
($1.975 per unit)                    (5,341)                  (5,341)
($1.725 per unit)                        (597)    (561)         (1,158)

                   
Balance as of September 30, 2001   23,394  2,717  345  326   209,911   3,483   (711)    (2,220)    (12,199)    198,264 

Issuance of units:                                         
Common   5,576            100,409                      100,409 
Senior Subordinated      417             6,742                  6,742 

Net Loss                (9,815)   (1,115)   (123)    (116)         (11,169)

Other Comprehensive Income, net                                  1,372    1,372 

Unit Compensation Expense:                                         
Common                201                      201 
Senior Subordinated                    166                  166 

Distributions:                                         
($2.30 per unit)                (58,010)                      (58,010)
($1.65 per unit)                    (4,939)                  (4,939)
($1.15 per unit)                        (398)    (374)         (772)

                   
Balance as of September 30, 2002   28,970  3,134  345  326   242,696   4,337   (1,232)    (2,710)    (10,827)    232,264 

Issuance of units   1,701  8         34,180                      34,180 

Net Income                189   20   1    2         212 

Other Comprehensive Loss, net                                  (6,894)    (6,894)

Unit Compensation Expense:                                         
Common                204                      204 
Senior Subordinated                    2,402                  2,402 

Distributions:                                         
($2.30 per unit)                (66,633)                      (66,633)
($1.65 per unit)                    (5,188)                  (5,188)
($1.15 per unit)                        (397)    (374)         (771)

                   
Balance as of September 30, 2003   30,671  3,142  345  326  $210,636  $ 1,571  $(1,628)   $(3,082)   $ (17,721)   $189,776 
                   
 
See accompanying notes to consolidated financial statements.
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STAR GAS PARTNERS, L.P. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

 

(in thousands)
  

Years Ended September 30,

 

  

2001

  

2002

  

2003

 
Cash flows provided by (used in) operating activities:              
Net income (loss)   $ (5,249)  $ (11,169)  $ 212 
Adjustments to reconcile net income (loss) to net cash provided by (used in) operating activities:              

Depreciation and amortization    44,396   59,049   53,160 
Amortization of debt issuance cost    737   1,447   2,232 
Loss on redemption of debt    —     —     181 
Unit compensation expense    3,315   367   2,606 
Provision for losses on accounts receivable    10,624   10,459   8,899 
(Gain) loss on sales of fixed assets, net    26   336   (156)
Cumulative effect of change in accounting principles:              

For the adoption of SFAS No. 133    (1,466)   —     —   
For the adoption of SFAS No. 142    —     —     3,901 

Changes in operating assets and liabilities:              
Decrease (increase) in receivables    (44,905)   11,314   (27,572)
Decrease (increase) in inventories    (3,824)   2,805   (224)
Increase in other assets    (15,066)   (16,167)   (12,964)
Increase (decrease) in accounts payable    10,942   (15,591)   10,262 
Increase in other current and long-term liabilities    63,614   22,605   16,684 

     
Net cash provided by operating activities    63,144   65,455   57,221 

     
Cash flows provided by (used in) investing activities:              
Capital expenditures    (17,687)   (15,070)   (18,473)
Proceeds from sales of fixed assets    596   1,882   1,707 
Cash acquired in acquisitions    5   —     —   
Acquisitions    (239,048)   (49,224)   (84,391)
     

Net cash used in investing activities    (256,134)   (62,412)   (101,157)
     
Cash flows provided by (used in) financing activities:              
Working capital facility borrowings    114,250   90,123   178,000 
Working capital facility repayments    (124,784)   (77,794)   (192,195)
Acquisition facility borrowings    70,700   74,250   94,600 
Acquisition facility repayments    (95,600)   (56,950)   (82,300)
Repayment of debt    (8,980)   (22,931)   (155,543)
Proceeds from issuance of debt    175,923   —     197,333 
Distributions    (50,631)   (63,721)   (72,592)
Debt issuance costs    (5,527)   (2,103)   (8,917)
Proceeds from issuance of Common Units    123,846   100,244   34,180 
Other    111   92   —   
     

Net cash provided by (used in) financing activities    199,308   41,210   (7,434)
     

Net increase (decrease) in cash    6,318   44,253   (51,370)
Cash at beginning of period    10,910   17,228   61,481 
     
Cash at end of period   $ 17,228  $ 61,481  $ 10,111 
     
 
See accompanying notes to consolidated financial statements.
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STAR GAS PARTNERS, L.P. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

 
1) Partnership Organization
 

Star Gas Partners, L.P. (“Star Gas” or the “Partnership”) is a diversified home energy distributor and services provider, specializing in heating oil,
propane, natural gas and electricity. Star Gas is a master limited partnership, which at September 30, 2003 had outstanding 30.7 million common units
(NYSE: “SGU” representing an 88.9% limited partner interest in Star Gas Partners) and 3.1 million senior subordinated units (NYSE: “SGH”
representing a 9.1% limited partner interest in Star Gas Partners) outstanding. Additional Partnership interests include 0.3 million junior subordinated
units (representing a 1.0% limited partner interest) and 0.3 million general partner units (representing a 1.0% general partner interest).

 
The Partnership is organized as follows:

 

 

• Star Gas Propane, L.P. (“Star Gas Propane”) is the Partnership’s operating subsidiary and, together with its direct and indirect subsidiaries, accounts
for substantially all of the Partnership’s assets, sales and earnings. Both the Partnership and Star Gas Propane are Delaware limited partnerships that
were formed in October 1995 in connection with the Partnership’s initial public offering. The Partnership is the sole limited partner of Star Gas
Propane with a 99% limited partnership interest.

 

 
• The general partner of both the Partnership and Star Gas Propane is Star Gas LLC, a Delaware limited liability company. The Board of Directors of

Star Gas LLC is appointed by its members. Star Gas LLC owns an approximate 1% general partner interest in the Partnership and also owns an
approximate 1% general partner interest in Star Gas Propane.

 

 
• The Partnership’s propane operations (the “propane segment”) are conducted through Star Gas Propane and its direct subsidiaries. Star Gas

Propane markets and distributes propane gas and related products to approximately 345,000 customers in the Midwest, Northeast, Florida and
Georgia.

 

 
• The Partnership’s heating oil operations (the “heating oil segment”) are conducted through Petro Holdings, Inc. (“Petro”) and its direct and

indirect subsidiaries. Petro is a Minnesota corporation that is an indirect wholly owned subsidiary of Star Gas Propane. Petro is a retail distributor
of home heating oil and serves over 535,000 customers in the Northeast and Mid-Atlantic.

 

 

• The Partnership’s electricity and natural gas operations (the “natural gas and electric reseller segment”) are conducted through Total Gas &
Electric, Inc. (“TG&E”), a Florida corporation, that is an indirect wholly-owned subsidiary of Petro. TG&E is an energy reseller that markets
natural gas and electricity to residential households in deregulated energy markets in New York, New Jersey, Florida and Maryland and serves
over 64,000 residential customers.

 

 

• Star Gas Finance Company is a direct wholly-owned subsidiary of the Partnership. Star Gas Finance Company serves as the co-issuer, jointly and
severally with the Partnership, of the Partnership’s $200 million 10 1/4% Senior Notes issued February 6, 2003, which are due in 2013. The Senior
Notes have a direct and unconditional guarantee by the Partnership. The Partnership is dependent on distributions from its subsidiaries to service
the Partnership’s debt obligations. The distributions from the Partnership’s subsidiaries are not guaranteed and are subject to certain loan
restrictions. Star Gas Finance Company has nominal assets and conducts no business operations.

 
2) Summary of Significant Accounting Policies
 

Basis of Presentation
 

The Consolidated Financial Statements include the accounts of Star Gas Partners, L.P. and its subsidiaries. All material intercompany items and
transactions have been eliminated in consolidation.

 
As of September 30, 2001 the Partnership owned 80.0% of TG&E. Revenue and expenses were consolidated with the Partnership with a deduction for
the net loss allocable to the minority interest, which amount was limited based upon the equity of the minority interest. In June 2002, the Partnership
entered into an agreement that resolved certain disputes between the Partnership and the minority interest shareholders of TG&E relating to the initial
purchase of TG&E by the Partnership. This agreement provided for the transfer of the entire minority shareholders’ equity interest in TG&E and the
surrender to the Partnership of certain notes payable to the minority shareholders in the amount of $0.6 million. This transaction was accounted for as
the acquisition of a minority interest and the result was to reduce recorded goodwill by $0.6 million. The book value of all other assets and liabilities
of TG&E approximated their fair values.
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2) Summary of Significant Accounting Policies – (continued)
 

Reclassification
 

Certain prior year amounts have been reclassified to conform with the current year presentation.
 

Use of Estimates
 

The preparation of financial statements in accordance with accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenue and expenses during the reporting period. Actual results could
differ from those estimates.

 
Revenue Recognition

 
Sales of propane, heating oil, natural gas, electricity, propane/heating oil and air conditioning equipment are recognized at the time of delivery of the
product to the customer or at the time of sale or installation. Revenue from repairs and maintenance service is recognized upon completion of the
service. Payments received from customers for heating oil equipment service contracts are deferred and amortized into income over the terms of the
respective service contracts, on a straight-line basis, which generally do not exceed one year.

 
Basic and Diluted Net Income (Loss) per Limited Partner Unit

 
Net Income (Loss) per Limited Partner Unit is computed by dividing net income (loss), after deducting the General Partner’s interest, by the weighted
average number of Common Units, Senior Subordinated Units and Junior Subordinated Units outstanding.

 
Cash Equivalents

 
The Partnership considers all highly liquid investments with a maturity of three months or less, when purchased, to be cash equivalents.

 
Inventories

 
Inventories are stated at the lower of cost or market and are computed on a first-in, first-out basis.

 
Property, Plant, and Equipment

 
Property, plant, and equipment are stated at cost. Depreciation is computed over the estimated useful lives of the depreciable assets using the straight-
line method.

 
Goodwill and Intangible Assets

 
Goodwill and intangible assets include goodwill, customer lists and covenants not to compete.

 
Goodwill is the excess of cost over the fair value of net assets in the acquisition of a company. The Partnership amortized goodwill using the straight-
line method over a twenty-five year period for goodwill acquired prior to July 1, 2001. In accordance with the provisions of SFAS No. 141 “Business
Combinations”, goodwill acquired after June 30, 2001 was not amortized. On October 1, 2002, the Partnership adopted the provisions of SFAS No. 142
“Goodwill and Other Intangible Assets.” SFAS No. 142 requires that goodwill and intangible assets with indefinite useful lives no longer be amortized,
but instead be tested for impairment at least annually in accordance with the provisions of SFAS No. 142. SFAS No. 142 also requires intangible assets
with definite useful lives be amortized over their respective estimated useful lives to their estimated residual values, and reviewed for impairment in
accordance with SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets.” On October 1, 2002, under the provisions of SFAS
No. 142, the Partnership ceased amortization of all goodwill. The Partnership also recorded a non-cash charge of $3.9 million in its first fiscal quarter of
2003 to reduce the carrying value of the TG&E segment’s goodwill. This charge is reflected as a cumulative effect of change in accounting principle in
the Partnership’s consolidated statement of operations for the year ended September 30, 2003. The Partnership performed its annual impairment review
during its fiscal fourth quarter and it concluded that there was no impairment to the carrying value of goodwill, as of August 31, 2003.

 
Customer lists are the names and addresses of the acquired company’s patrons. Based on the historical retention experience of these lists, Star Gas
Propane amortizes customer lists on a straight-line basis over fifteen years, Petro amortizes customer lists on a straight-line basis over seven to ten years
and TG&E amortizes customer lists on an accelerated method over six years.

 
Covenants not to compete are non-compete agreements established with the owners of an acquired company and are amortized over the respective
lives of the covenants on a straight-line basis, which are generally five years.
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2) Summary of Significant Accounting Policies – (continued)
 

Impairment of Long-lived Assets
 

It is the Partnership’s policy to review intangible assets and other long-lived assets, in accordance with SFAS No. 144, for impairment whenever events
or changes in circumstances indicate that the carrying amount of such assets may not be recoverable. The Partnership determines that the carrying
values of such assets are recoverable over their remaining estimated lives through undiscounted future cash flow analysis. If such a review should
indicate that the carrying amount of the assets is not recoverable, it is the Partnership’s policy to reduce the carrying amount of such assets to fair value.

 
Deferred Chargess

 
Deferred charges represent the costs associated with the issuance of debt instruments and are amortized over the lives of the related debt instruments.

 
Advertising Expense

 
Advertising costs are expensed as they are incurred. Advertising expenses were $4.6 million, $6.8 million and $8.2 million in 2001, 2002 and 2003,
respectively.

 
Customer Credit Balances

 
Customer credit balances represent pre-payments received from customers pursuant to a budget payment plan (whereby customers pay their estimated
annual usage on a fixed monthly basis) and the payments made have exceeded the charges for deliveries.

 
Environmental Costs

 
The Partnership expenses, on a current basis, costs associated with managing hazardous substances and pollution in ongoing operations. The
Partnership also accrues for costs associated with the remediation of environmental pollution when it becomes probable that a liability has been
incurred and the amount can be reasonably estimated.

 
Insurance Reserves

 
The Partnership accrues for workers’ compensation, general liability and auto claims not covered under its insurance policies based upon expectations
as to what its ultimate liability will be for these claims.

 
TG&E Customer Acquisition Expense

 
TG&E customer acquisition expense represents the purchase of new accounts from a third party direct marketing company for the Partnership’s natural
gas and electric reseller segment. Such costs are expensed as incurred upon acquisition of new customers.

 
Employee Unit Incentive Plan

 
When applicable, the Partnership accounts for stock-based compensation arrangements in accordance with APB No. 25. Compensation costs for fixed
awards on pro-rata vesting are recognized straight-line over the vesting period. The Partnership adopted an employee and director unit incentive plan
to grant certain employees and directors senior subordinated limited partner units (“incentive units”), as an incentive for increased efforts during
employment and as an inducement to remain in the service of the Partnership. Grants of incentive units vest twenty percent immediately, with the
remaining amount vesting over four consecutive installments if the Partnership achieves annual targeted distributable cash flow. The Partnership
records an expense for the incentive units granted, which require no cash contribution, over the vesting period for those units which are probable of
being issued.

 
Income Taxes

 
The Partnership is a master limited partnership. As a result, for Federal income tax purposes, earnings or losses are allocated directly to the individual
partners. Except for the Partnership’s corporate subsidiaries, no recognition has been given to Federal income taxes in the accompanying financial
statements of the Partnership. While the Partnership’s corporate subsidiaries will generate non-qualifying Master Limited Partnership revenue,
dividends from the corporate subsidiaries to the Partnership are generally included in the determination of qualified Master Limited Partnership
income. In addition, a portion of the dividends received by the Partnership from the corporate subsidiaries will be taxable to the partners. Net earnings
for financial statement purposes will differ significantly from taxable income reportable to partners as a result of differences between the tax basis and
financial reporting basis of assets and liabilities and due to the taxable income allocation requirements of the Partnership agreement.

 
For most corporate subsidiaries of the Partnership, a consolidated Federal income tax return is filed. Deferred tax assets and liabilities are recognized for
the future tax consequences attributable to differences between the financial statement carrying amount of assets and liabilities and their respective tax
bases and operating loss carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in
the years in which those temporary differences are expected to be recovered or settled.
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2) Summary of Significant Accounting Policies—(continued)
 

Concentration of Revenue with Price Plan Customers
 

During fiscal 2003, approximately 27% of the heating oil volume sold in the Partnership’s heating oil segment was sold to individual customers under
an agreement pre-establishing a fixed or maximum sales price of home heating oil over a twelve month period. The fixed or maximum price at which
home heating oil is sold to these price plan customers is generally renegotiated prior to the heating season of each year based on current market
conditions. The heating oil segment currently enters into derivative instruments (futures, options, collars and swaps) for a substantial majority of the
heating oil it sells to these price plan customers in advance and at a fixed cost. Should events occur after a price plan customer’s price is established
that increases the cost of home heating oil above the amount anticipated, margins for the price plan customers whose heating oil was not purchased in
advance would be lower than expected, while those customers whose heating oil was purchased in advance would be unaffected. Conversely, should
events occur during this period that decrease the cost of heating oil below the amount anticipated, margins for the price plan customers whose heating
oil was purchased in advance could be lower than expected, while those customers whose heating oil was not purchased in advance would be
unaffected or higher than expected.

 
Derivatives and Hedging

 
The Partnership primarily uses derivative financial instruments to manage its exposure to market risk related to changes in the current and future
market price of home heating oil, propane, and natural gas. The Partnership believes it is prudent to minimize the variability and price risk associated
with the purchase of home heating oil and propane, accordingly, it is the Partnership’s objective to hedge the cash flow variability associated with
forecasted purchases of its inventory held for resale through the use of derivative instruments when appropriate. To a lesser extent, the Partnership also
hedges the fair value of inventory on hand or firm commitments to purchase inventory. To meet these objectives, it is the Partnership’s policy to enter
into various types of derivative instruments to (i) manage the variability of cash flows resulting from the price risk associated with forecasted purchases
of home heating oil, propane, and natural gas and (ii) hedge the downside price risk of firm purchase commitments and in some cases physical
inventory on hand.

 
In October 2000, the Partnership adopted the provisions of SFAS No. 133 “Accounting for Derivative Instruments and Hedging Activities” (SFAS No.
133) as amended by SFAS No. 137 and No. 138. SFAS No. 133 establishes accounting and reporting standards for derivative instruments, including
certain derivative instruments embedded in other contracts, and hedging activities. It requires the recognition of all derivative instruments as assets or
liabilities in the Partnership’s balance sheet and measurement of those instruments at fair value and requires that a company formally document,
designate and assess the effectiveness and ineffectiveness of transactions that receive hedge accounting. Derivatives that are not designated as hedges
must be adjusted to fair value through income. Changes in the fair value of a derivative that is highly effective and that is designated and qualifies as a
fair value hedge, along with the loss or gain on the hedged asset or liability or unrecognized firm commitment of the hedged item that is attributable to
the hedged risk are recorded in earnings. Changes in the fair value of a derivative that is highly effective and that is designated and qualifies as a cash-
flow hedge are recorded in accumulated other comprehensive income, until earnings are affected by the variability in cash flows of the designated
hedged item. The ineffective portion of a derivative’s change in fair value is immediately recognized in earnings.

 
Upon adoption of SFAS No. 133 on October 1, 2000, the Partnership recognized current assets of $12.0 million, a $1.5 million increase in net income
and a $10.5 million increase in accumulated other comprehensive income all of which were recorded as a cumulative effect of a change in accounting
principle.

 
All derivative instruments are recognized on the balance sheet at their fair value. On the date the derivative contract is entered into, the Partnership
designates the derivative as either a hedge of the fair value of a recognized asset or liability or of an unrecognized firm commitment (fair value hedge),
or a hedge of a forecasted transaction or the variability of cash flows to be received or paid related to a recognized asset or liability (cash flow hedge).
The Partnership formally documents all relationships between hedging instruments and hedged items, as well as its risk-management objective and
strategy for undertaking various hedge transactions. This process includes linking all derivatives that are designated as fair value or cash flow hedges
to specific assets and liabilities on the balance sheet or to specific firm commitments or forecasted transactions. The Partnership also formally assesses,
both at the hedge’s inception and on an ongoing basis, whether the derivatives that are used in hedging transactions are highly effective in offsetting
changes in fair value or cash flows of hedged items. When it is determined that a derivative is not highly effective as a hedge or that is has ceased to be
a highly effective hedge, the Partnership discontinues hedge accounting prospectively. When hedge accounting is discontinued because it is
determined that the derivative no longer qualifies as an effective hedge, the Partnership continues to carry the derivative on the balance sheet at its fair
value, and recognized changes in the fair value of the derivative through current-period earnings.
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3) Quarterly Distribution of Available Cash
 

In general, the Partnership distributes to its partners on a quarterly basis all “Available Cash.” Available Cash generally means, with respect to any
fiscal quarter, all cash on hand at the end of such quarter less the amount of cash reserves that are necessary or appropriate in the reasonable discretion
of the General Partner to (1) provide for the proper conduct of the Partnership’s business, (2) comply with applicable law or any of its debt instruments
or other agreements or (3) in certain circumstances provide funds for distributions to the common unitholders and the senior subordinated unitholders
during the next four quarters. The General Partner may not establish cash reserves for distributions to the senior subordinated units unless the General
Partner has determined that in its judgment the establishment of reserves will not prevent the Partnership from distributing the Minimum Quarterly
Distribution (“MQD”) on all common units and any common unit arrearages thereon with respect to the next four quarters. Certain restrictions on
distributions on senior subordinated units, junior subordinated units and general partner units could result in cash that would otherwise be Available
Cash being reserved for other purposes. Cash distributions will be characterized as distributions from either Operating Surplus or Capital Surplus as
defined in the Partnership agreement.

 
The senior subordinated units, the junior subordinated units, and general partner units are each a separate class of interest in Star Gas Partners, and the
rights of holders of those interests to participate in distributions differ from the rights of the holders of the common units.

 
The Partnership intends to distribute to the extent there is sufficient Available Cash, at least a MQD of $0.575 per common unit, or $2.30 per common
unit on a yearly basis. In general, Available Cash will be distributed per quarter based on the following priorities:

 
 •  First, to the common units until each has received $0.575, plus any arrearages from prior quarters.
 
 •  Second, to the senior subordinated units until each has received $0.575.
 
 •  Third, to the junior subordinated units and general partner units until each has received $0.575.
 
 •  Finally, after each has received $0.575, available cash will be distributed proportionately to all units until target levels are met.
 

If distributions of Available Cash exceed target levels greater than $0.604, the senior subordinated units, junior subordinated units and general partner
units will receive incentive distributions.

 
In August 2000, the Partnership commenced quarterly distributions on its senior subordinated units at an initial rate of $0.25 per unit. From February
2001 to July 2002, the Partnership increased the quarterly distributions on its senior subordinated units, junior subordinated units and general partner
units to $0.575 per unit. In August 2002, the Partnership announced that it would decrease distributions to its senior subordinated units to $0.25 per
unit and would eliminate the distributions to its junior subordinated units and general partner units. In April 2003, the Partnership announced that it
would increase the distributions to its senior subordinated units to $0.575 per unit and that it would resume distributions of $0.575 per unit to its
junior subordinated units and general partner units.

 
The subordination period will end once the Partnership has met the financial tests stipulated in the partnership agreement, but it generally cannot end
before March 31, 2006. However, if the general partner is removed under some circumstances, the subordination period will end. When the
subordination period ends, all senior subordinated units and junior subordinated units will convert into Class B common units on a one-for-one basis,
and each common unit will be redesignated as a Class A common unit. The main difference between the Class A common units and Class B common
units is that the Class B common units will continue to have the right to receive incentive distributions and additional units.

 
The subordination period will generally extend until the first day of any quarter after each of the following three events occur:

 

 

(1) distributions of Available Cash from Operating Surplus on the common units, senior subordinated units, junior subordinated units and
general partner units equal or exceed the sum of the minimum quarterly distributions on all of the outstanding common units, senior
subordinated units, junior subordinated units and general partner units for each of the three non-overlapping four-quarter periods
immediately preceding that date;

 

 

(2) the Adjusted Operating Surplus generated during each of the three immediately preceding non-overlapping four-quarter periods equaled
or exceeded the sum of the minimum quarterly distributions on all of the outstanding common units, senior subordinated units, junior
subordinated units and general partner units during those periods on a fully diluted basis for employee options or other employee
incentive compensation. This includes all outstanding units and all common units issuable upon exercise of employee options that have,
as of the date of determination, already vested or are scheduled to vest before the end of the quarter immediately following the quarter for
which the determination is made. It also includes all units that have as of the date of determination been earned by but not yet issued to
our management for incentive compensation; and

 
 (3) there are no arrearages in payment of the minimum quarterly distribution on the common units.
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4) Segment Reporting
 

The Partnership has three reportable operating segments: retail distribution of heating oil, retail distribution of propane, reselling of natural gas and
electricity. The administrative expenses for the public master limited partnership, Star Gas Partners, have not been allocated to the segments.
Management has chosen to organize the enterprise under these three segments in order to leverage the expertise it has in each industry, allow each
segment to continue to strengthen its core competencies and provide a clear means for evaluation of operating results.

 
The heating oil segment is primarily engaged in the retail distribution of home heating oil, related equipment services, and equipment sales to
residential and commercial customers. It operates primarily in the Northeast and Mid-Atlantic states. Home heating oil is principally used by the
Partnership’s residential and commercial customers to heat their homes and buildings, and as a result, weather conditions have a significant impact on
the demand for home heating oil.

 
The propane segment is primarily engaged in the retail distribution of propane and related supplies and equipment to residential, commercial,
industrial, agricultural and motor fuel customers, in the Midwest, Northeast, Florida and Georgia. Propane is used primarily for space heating, water
heating and cooking by the Partnership’s residential and commercial customers and as a result, weather conditions also have a significant impact on
the demand for propane.

 
The natural gas and electric reseller segment is primarily engaged in offering natural gas and electricity to residential consumers in deregulated energy
markets. In deregulated energy markets, customers have a choice in selecting energy suppliers to power and / or heat their homes; as a result, a
significant portion of this segment’s revenue is directly related to weather conditions. TG&E operates in the New York, New Jersey, Maryland and
Florida, where competitors range from independent resellers, like TG&E, to large public utilities.

 
The public master limited partnership includes the office of the Chief Executive Officer and has the responsibility for maintaining investor relations
and investor reporting for the Partnership.
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4) Segment Reporting – (continued)
 

The following are the statements of operations and balance sheets for each segment as of and for the periods indicated. There were no inter-segment
sales.

 

(in thousands)
Statements of
Operations

  

Years Ended September 30,

 

  

2002

  

2003

 

  

Heating
Oil

  

Propane

  

TG&E

  

Partners
& Other

  

Consol.

  

Heating
Oil

  

Propane

  

TG&E

   

Partners
& Other

   

Consol.

 
Sales   $ 790,378  $ 195,517  $ 39,163  $ —    $ 1,025,058  $ 1,102,968  $ 279,300  $ 81,480   $ —     $ 1,463,748 
Cost of sales    546,495   82,865   32,618   —     661,978   793,543   145,015   71,789    —      1,010,347 
Delivery and branch    174,030   61,678   —     —     235,708   217,244   76,279   —      —      293,523 
Deprec. and amort    40,437   16,783   1,822   7   59,049   35,535   16,958   667    —      53,160 
G & A expense    13,630   8,526   15,728   4,115   41,999   22,356   10,568   7,780    17,407    58,111 

                
Operating income (loss)    15,786   25,665   (11,005)   (4,122)   26,324   34,290   30,480   1,244    (17,407)    48,607 

Net interest expense (income)    24,087   13,227   3,530   (3,342)   37,502   22,391   11,037   383    6,770    40,581 
Amortization of debt issuance

costs    1,197   250   —     —     1,447   1,655   194   —      383    2,232 
(Gain) loss on redemption of debt   —     —     —     —     —     (212)   393   —      —      181 

                
Income (loss) before income taxes   (9,498)   12,188   (14,535)   (780)   (12,625)   10,456   18,856   861    (24,560)    5,613 
Income tax expense (benefit)    (1,700)   244   —     —     (1,456)   1,200   300   —      —      1,500 

                
Income (loss) before

cumulative change in
accounting principle    (7,798)   11,944   (14,535)   (780)   (11,169)   9,256   18,556   861    (24,560)    4,113 

Cumulative change in
accounting principle    —     —     —     —     —     —     —     (3,901)    —      (3,901)

                
Net income (loss)   $ (7,798)  $ 11,944  $ (14,535)  $ (780)  $ (11,169)  $ 9,256  $ 18,556  $ (3,040)   $ (24,560)   $ 212 

                
Capital Expenditures   $ 9,105  $ 5,235  $ 730  $ —    $ 15,070  $ 12,856  $ 5,521  $ 96   $ —     $ 18,473 

                
Total Assets   $ 619,742  $ 442,318  $ 17,570  $ (135,864)  $ 943,766  $ 608,509  $ 451,778  $ 17,390   $ (102,067)   $ 975,610 

                
 

(in thousands)
Statements of Operations

  

Year Ended September 30, 2001

 

  

Heating
Oil

  

Propane

  

TG&E

  

Partners
& Other

  

Consol.

 
Sales   $767,959  $226,340  $ 91,674  $ —    $1,085,973 
Cost of sales    563,803   124,164   83,350   —     771,317 
Delivery and branch    142,968   57,091   —     —     200,059 
Deprec. and amort.    28,586   13,867   1,934   9   44,396 
G & A expense    10,240   6,992   14,588   9,134   40,954 
       

Operating income (loss)    22,362   24,226   (8,198)   (9,143)   29,247 
Net interest expense (income)    20,891   11,863   2,934   (1,961)   33,727 
Amortization of debt issuance costs    506   231   —     —     737 
       

Income (loss) before income taxes    965   12,132   (11,132)   (7,182)   (5,217)
Income tax expense    1,200   297   1   —     1,498 
       

Income (loss) before cumulative change in accounting
principle    (235)   11,835   (11,133)   (7,182)   (6,715)

Cumulative change in accounting principle
   2,093   (229)   (398)   —     1,466 

       
Net income (loss)   $ 1,858  $ 11,606  $(11,531)  $ (7,182)  $ (5,249)

       
Capital Expenditures   $ 11,979  $ 5,390  $ 318  $ —    $ 17,687 
       
Total Assets   $591,625  $380,826  $ 28,756  $(102,388)  $ 898,819 
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4) Segment Reporting - (continued)
 
 

(in thousands)
Balance Sheets

  

September 30, 2002

  

September 30, 2003

  

Heating
Oil

  

Propane

  

TG&E

  

Partners
&

Other (1)

  

Consol.

  

Heating
Oil

  

Propane

   

TG&E

  

Partners
&

Other (1)

   

Consol.

ASSETS                                           
Current assets:                                           

Cash and cash equivalents   $ 49,474  $ 8,904  $ 474  $ 2,629  $ 61,481  $ 4,244  $ 5,788   $ 67  $ 12   $ 10,111
Receivables, net    70,063   10,669   2,720   —     83,452   84,814   15,697    5,128   —      105,639
Inventories    27,301   10,156   1,996   —     39,453   24,146   14,415    3,830   —      42,391
Prepaid expenses and other current

assets    34,817   2,793   1,009   (804)   37,815   48,168   3,736    1,498   (434)    52,968

                 
Total current assets    181,655   32,522   6,199   1,825   222,201   161,372   39,636    10,523   (422)    211,109

Property and equipment, net    66,854   174,298   740   —     241,892   75,715   186,152    434   —      262,301
Long-term portion of accounts

receivable    6,672   —     —     —     6,672   6,108   1,037    —     —      7,145
Investment in subsidiaries    —     137,689   —     (137,689)   —     3,894   104,024    —     (107,918)    —  
Goodwill    219,031   35,502   10,018   —     264,551   232,602   40,138    6,117   —      278,857
Intangibles, net    132,628   60,129   613   —     193,370   123,415   78,053    316   —      201,784
Deferred charges and other assets, net    12,902   2,178   —     —     15,080   5,403   2,738    —     6,273    14,414

                 
Total assets   $ 619,742  $ 442,318  $ 17,570  $ (135,864)  $ 943,766  $ 608,509  $ 451,778   $ 17,390  $ (102,067)   $ 975,610

                 
LIABILITIES AND PARTNERS’

CAPITAL                                           
Current Liabilities:                                           

Accounts payable   $ 11,070  $ 5,725  $ 3,565  $ —    $ 20,360  $ 19,428  $ 7,712   $ 3,886  $ —     $ 31,026
Working capital Facility borrowings   23,000   —     3,195   —     26,195   6,000   6,000    —     —      12,000
Current maturities of long-term debt   60,787   10,626   700   —     72,113   12,597   10,250    —     —      22,847
Accrued expenses and other current

liabilities    53,754   12,633   1,170   1,887   69,444   60,582   9,222    841   12,552    83,197
Due to affiliate    (293)   (3,321)   2,855   759   —     (8,732)   (7,600)    6,348   9,984    —  
Unearned service contract revenue    30,549   —     —     —     30,549   31,023   1,013    —     —      32,036
Customer credit balances    49,346   16,487   4,750   —     70,583   49,258   25,458    2,842   —      77,558

                 
Total current liabilities    228,213   42,150   16,235   2,646   289,244   170,156   52,055    13,917   22,536    258,664

Long-term debt    230,384   166,349   —     —     396,733   191,380   110,850    —     197,111    499,341
Due to affiliate    —     —     —     —     —     116,417   —      —     (116,417)    —  
Other long-term liabilities    23,456   2,069   —     —     25,525   26,532   1,297    —     —      27,829
Partners’ Capital:                                           

Equity Capital    137,689   231,750   1,335   (138,510)   232,264   104,024   287,576    3,473   (205,297)    189,776

                 
Total liabilities and Partners’ Capital   $ 619,742  $ 442,318  $ 17,570  $ (135,864)  $ 943,766  $ 608,509  $ 451,778   $ 17,390  $ (102,067)   $ 975,610

                 

(1) The Partner and Other amounts include the balance sheets of the Public Master Limited Partnership, as well as the necessary consolidation entries to
eliminate the investment in Petro Holdings, Star Gas Propane and TG&E.
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5) Costs Associated with Exit or Disposal Activities
 

The heating oil segment is seeking to take advantage of its large size and utilize modern technology to increase the efficiency and quality of services
provided to its customers. The segment is seeking to create a more customer oriented service company to significantly differentiate itself from its
competitive peers. A core business process redesign project began in fiscal 2002 with an exhaustive effort to identify customer expectations and
document existing business processes.

 
As part of the business process redesign project, in fiscal 2003, the heating oil segment consolidated certain heating oil operational activities and also
outsourced the area of customer relationship management as both a business improvement and cost reduction strategy. The heating oil segment
recognized $2.0 million of general and administrative expenses, which related to employee termination benefits and separation costs for its business
implementation redesign project during the fiscal 2003.

 
The following table sets forth the components of the heating oil segment’s accruals and activity for the year ended September 30, 2003:

 

(in millions)

  

Employee
Separation

Costs

 
Balance at September 30, 2002   $ —   
Fiscal 2003 employee termination benefits and separation costs    2.0 
Cash payments    (1.3)
   
Balance at September 30, 2003   $ 0.7 
   

 
The employee termination benefits and separation costs related to the business redesign project totaled $2.0 million. The heating oil segment recorded
these costs during fiscal 2003 in general and administrative expenses.
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6) Inventories
 

The components of inventory were as follows:
 

   

September 30,

(in thousands)

  

2002

  

2003

Propane gas and other fuels   $ 6,175  $ 9,262
Propane appliances and equipment    3,981   5,153
Heating oil and other fuels    15,555   11,294
Fuel oil parts and equipment    11,746   12,852
Natural gas    1,996   3,830
     
   $ 39,453  $ 42,391
     

 
Inventory Derivative Instruments

 
The Partnership periodically hedges a portion of its home heating oil, propane and natural gas purchases and sales through futures, options, collars and
swap agreements.

 
To hedge a substantial portion of the purchase price associated with heating oil gallons anticipated to be sold to its price plan customers, the
Partnership at September 30, 2003 had outstanding 67.1 million gallons of futures contracts to buy heating oil with a notional value of $51.5 million
and a fair value of $1.2 million; 140.1 million gallons of option contracts to buy heating oil with a notional value of $106.8 million and a fair value of
$9.2 million. The contracts expire at various times with no contract expiring later than June 30, 2004. The Partnership recognizes the fair value of these
derivative instruments as assets.

 
To hedge a substantial portion of the purchase price associated with propane gallons anticipated to be sold to its fixed price customers, the Partnership
at September 30, 2003 had outstanding swap contracts to buy 17.2 million gallons of propane with a notional value of $9.4 million and a fair value
totaling a negative $0.5 million; 3.9 million gallons of option contracts to buy propane with a notional value of $2.3 million and a fair value of $0.1
million and 7.7 million gallons of option contracts to sell propane with a notional value of $3.9 million and a fair value of $0.2 million. The contracts
expire at various times with no contracts expiring later than June 30, 2004. The Partnership recognizes the fair value of these derivative instruments as
assets.

 
For the year ended September 30, 2002, the Partnership has recognized the following for derivative instruments designated as cash flow hedges: $29.3
million loss in earnings due to instruments expiring during the current year, $4.9 million gain in accumulated other comprehensive income due to the
effective portion of derivative instruments outstanding at September 30, 2002, and less than $0.1 million gain in earnings due to hedge ineffectiveness
for derivative instruments outstanding during the year ended September 30, 2002. For derivative instruments accounted for as fair value hedges, the
Partnership recognized a $2.2 million gain in earnings due to instruments expiring during the current year, and a $0.1 million loss in earnings for the
change in the fair value of derivative instruments outstanding at September 30, 2002. For derivative instruments not designated as hedging
instruments, the Partnership recognized a $0.4 million gain in earnings due to instruments expiring during the year, and a $0.1 million gain for the
change in fair value of derivative instruments outstanding at September 30, 2002.

 
For the year ended September 30, 2003, the Partnership had recognized the following for derivative instruments designated as cash flow hedges: $14.3
million gain in earnings due to instruments which expired during the fiscal year ended September 30, 2003, $0.5 million loss in accumulated other
comprehensive income due to the effective portion of derivative instruments outstanding at September 30, 2003, $0.3 million loss due to hedge
ineffectiveness for derivative instruments outstanding during the year ended September 30, 2003. For derivative instruments accounted for as fair value
hedges, the Partnership recognized a $0.2 million loss in earnings due to instruments which expired during the fiscal year ended September 30, 2003,
and a $0.2 million loss in earnings for the change in the fair value of derivative instruments outstanding during the year ended September 30, 2003. For
derivative instruments not designated as hedging instruments, the Partnership recognized a $2.5 million loss in earnings due to instruments which
expired during the fiscal year ended September 30, 2003, and a $0.3 million loss for the change in fair value of derivative instruments outstanding at
September 30, 2003.

 
The Partnership recorded $9.9 million for the fair value of its derivative instruments, to other current assets, at September 30, 2003. The balance in
accumulated other comprehensive income for effective cash flow hedges is expected to be reclassified into earnings, through cost of goods sold, over
the next 12 months.
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7) Property, Plant and Equipment
 

The components of property, plant and equipment and their estimated useful lives were as follows:
 

   

September 30,

  Estimated
Useful Lives(in thousands)

  

2002

  

2003

  
Land   $ 20,620  $ 22,820   
Buildings and leasehold improvements    32,427   39,227  4 - 30 years
Fleet and other equipment    61,194   71,648  3 - 30 years
Tanks and equipment    178,612   191,060  8 - 30 years
Furniture and fixtures    38,309   50,340  3 - 12 years
        

Total    331,162   375,095   
Less accumulated depreciation    89,270   112,794   

        
Property and equipment, net   $ 241,892  $262,301   

        
 
8) Goodwill and Other Intangibles Assets
 

On October 1, 2002, Star Gas adopted the provisions of SFAS No. 142, which required the Partnership to discontinue amortizing goodwill. SFAS No.
142 also requires that goodwill be reviewed for impairment upon adoption of SFAS No. 142 and annually thereafter. The Partnership performed its
annual impairment review during its fourth fiscal quarter of 2003, and it will continue to perform this annual review each year during its fourth fiscal
quarter.

 
Under SFAS No. 142, goodwill impairment is deemed to exist if the carrying amount of a reporting unit exceeds its estimated fair value. If goodwill of a
reporting unit is determined to be impaired, the amount of impairment is measured based on the excess of the net book value of the goodwill over the
implied fair value of the goodwill. The Partnership’s reporting units are consistent with the operating segments identified in Note 4 – Segment
Reporting.

 
Upon adoption of SFAS No. 142 in the first fiscal quarter of 2003, the Partnership recorded a non-cash charge of approximately $3.9 million to reduce
the carrying value of its goodwill for its TG&E segment. This charge is reflected as a cumulative effect of change in accounting principle in the
Partnership’s consolidated statement of operations for the fiscal year ended September 30, 2003. In calculating the impairment charge, the fair value of
the reporting units were estimated using a discounted cash flow methodology.

 
A summary of changes in the Partnership’s goodwill during the year ended September 30, 2003, by business segment is as follows (in thousands):

 

   

Heating Oil
Segment

  

Propane
Segment

  

TG&E
Segment

  

Total

 
Balance as of October 1, 2002   $219,031  $35,502  $10,018  $264,551 
Fiscal 2003 acquisitions    13,571   4,636   —     18,207 
Fiscal 2003 impairment charge    —     —     (3,901)   (3,901)
        
Balance as of September 30, 2003   $232,602  $40,138  $ 6,117  $278,857 
        

 
Intangible assets subject to amortization consist of the following (in thousands):

 

   

September 30, 2002

  

September 30, 2003

   

Gross
Carrying
Amount

  

Accumulated
Amortization

  

Net

  

Gross
Carrying
Amount

  

Accumulated
Amortization

  

Net

Customer lists   $257,284  $ 70,332  $186,952  $292,213  $ 95,451  $196,762
Covenants not to compete    12,343   5,925   6,418   12,959   7,937   5,022
             
   $269,627  $ 76,257  $193,370  $305,172  $ 103,388  $201,784
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8) Goodwill and Other Intangibles Assets (continued)
 

The Partnership’s results for the fiscal years ended September 30, 2001 and 2002 on a historic basis did not reflect the impact of the provisions of SFAS
No. 142. Had the Partnership adopted SFAS No. 142 on October 1, 2000, the unaudited pro forma effect on Basic and Diluted net income (loss) and
Limited Partners’ interest in net income (loss) would have been as follows:

 

   

Net Income (Loss)

  

Basic and Diluted Net
Income (Loss) Per Unit

   

2001

  

2002

  

2003

  

2001

  

2002

  

2003

(in thousands, except per unit data)                         
As reported: Net Income (loss)   $(5,249)  $(11,169)  $ 212  $(0.23)  $ (0.39)  $ 0.01
Add: Goodwill amortization    7,887   8,275   —     0.35   0.29   —  
Income tax impact    —     —     —     —     —     —  
         
Adjusted: Net Income (loss)    2,638   (2,894)   212   0.12   (0.10)   0.01
General Partner’s interest in net income (loss)    38   (30)   2   —     —     —  
         
Adjusted: Limited Partners’ interest in net income   $  2,600  $  (2,864)  $  210  $ 0.12  $  (0.10)  $  0.01
         
 

Amortization expense for intangible assets was $18.2 million, $26.4 million and $27.1 million for the fiscal years ended September 30, 2001, 2002 and
2003, respectively. Total estimated annual amortization expense related to other intangible assets subject to amortization, for the year ended
September 30, 2004 and the four succeeding fiscal years ended September 30, is as follows (in thousands of dollars):

 

   

Amount

2004   $ 29,733
2005    29,298
2006    28,105
2007    27,453
2008    25,514
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9) Long-Term Debt and Bank Facility Borrowings
 

Long-term debt consisted of the following at the indicated dates:
 

   

September 30.

 
(in thousands)

  

2002

  

2003

 
Star Gas          
10.25% Senior Notes (a)   $ —    $197,111 

Propane Segment:          
8.04% First Mortgage Notes (b)    74,375   61,500 
7.17% First Mortgage Notes (b)    11,000   —   
8.70% First Mortgage Notes (b)    27,500   27,500 
7.89% First Mortgage Notes (b)    29,500   17,500 
Acquisition Facility Borrowings (c)    20,400   12,600 
Parity Debt Facility Borrowings (c)    14,200   2,000 
Working Capital Facility Borrowings (c)    —     6,000 

Heating Oil Segment:          
7.92% Senior Notes (d)    90,000   61,000 
9.0% Senior Notes (e)    45,273   —   
8.25% Senior Notes (f)    109,068   77,292 
8.96% Senior Notes (g)    40,000   30,000 
Working Capital Facility Borrowings (h)    23,000   6,000 
Acquisition Facility Borrowings (h)    —     33,000 
Acquisition Notes Payable (i)    3,815   931 
Subordinated Debentures (j)    3,015   1,754 

TG&E Segment:          
Working Capital Facility Borrowings (k)    3,195   —   
Acquisition Facility Borrowings (k)    700   —   
    

Total debt    495,041   534,188 
Less current maturities    (72,113)   (22,847)
Less working capital facility borrowings    (26,195)   (12,000)
    

Total long-term portion debt   $396,733  $499,341 
    

(a) On February 6, 2003, the Partnership and its wholly owned subsidiary, Star Gas Finance Company, jointly issued $200.0 million face value Senior
Notes due on February 15, 2013. These notes accrue interest at an annual rate of 10.25% and require semi-annual interest payments on February 15 and
August 15 of each year commencing on August 15, 2003. These notes are redeemable at the option of the Partnership, in whole or in part, from time to
time by payment of a premium, as defined. These notes were priced at 98.466% for total gross proceeds of $196.9 million. The Partnership also incurred
$7.2 million of fees and expenses in connection with the issuance of these notes resulting in net proceeds of $189.7 million. During the year ended
September 30, 2003, the Partnership used $169.0 million from the proceeds of the 10.25% Senior Notes to repay existing long-term debt and working
capital facility borrowings, $17.7 million for acquisitions, $3.0 million for capital expenditures, and recognized a $0.2 million loss on redemption of
debt. The debt discount related to the issuance of the 10.25% Senior Notes was $3.1 million and will be amortized and included in interest expense
through February 2013.

(b) In December 1995, Star Gas Propane assumed $85.0 million of first mortgage notes (the “First Mortgage Notes”) with an annual interest rate of 8.04%
in connection with the initial Partnership formation. In January 1998, Star Gas Propane issued an additional $11.0 million of First Mortgage Notes with
an annual interest rate of 7.17%. In March 2000, Star Gas Propane issued $27.5 million of 8.70% First Mortgage Notes. In March 2001, Star Gas issued
$29.5 million of First Mortgage Notes with an average annual interest rate of 7.89% per year. Obligations under the First Mortgage Note Agreements
are secured, on an equal basis with Star Gas Propane’s obligations under the Star Gas Propane Bank Credit Facilities, by a mortgage on substantially all
of the real property and liens on substantially all of the operating facilities, equipment and other assets of Star Gas Propane. The First Mortgage Notes
requires semiannual payments, without premium on the principal thereof, which began on March 15, 2001 and have a final maturity of March 30,
2015. Interest on the First Mortgage Notes is payable semiannually in March and September. The First Mortgage Note Agreements contain various
restrictive and affirmative covenants applicable to Star Gas Propane; the most restrictive of these covenants relate to the incurrence of additional
indebtedness and restrictions on dividends, certain investments, guarantees, loans, sales of assets and other transactions. In fiscal 2003, the Propane
segment repaid $11.0 million of its 7.17% First Mortgage Notes, $12.9 million of its 8.04% First Mortgage Notes and $12.0 million of its 7.89% First
Mortgage Notes from the net proceeds of the $200.0 million Senior Note issuance.
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9) Long-Term Debt and Bank Facility Borrowings (continued)
 
(c) The Star Gas Propane Bank Credit Facilities currently consist of a $25.0 million Acquisition Facility, a $25.0 million Parity Debt Facility and a $24.0

million Working Capital Facility. At September 30, 2003, there was $12.6 million of borrowings outstanding under its Acquisition Facility, $6.0
million borrowed under the Working Capital Facility and $2.0 million of borrowings outstanding under its Parity Debt Facility. The agreement
governing the Bank Credit Facilities contains covenants and default provisions generally similar to those contained in the First Mortgage Note
Agreements. The Bank Credit Facilities bear interest at a rate based upon the London Interbank Offered Rate plus a margin (as defined in the Bank
Credit Facilities). The Partnership is required to pay a fee for unused commitments which amounted to $0.1 million, $0.2 million and $0.2 million
during fiscal 2001, 2002 and 2003, respectively. For fiscal 2002 and 2003, the weighted average interest rate on borrowings under these facilities was
4.2% and 4.0%, respectively. At September 30, 2003, the interest rate on the borrowings outstanding was 4.6%. Borrowings under the Working Capital
Facility requires a minimum period of 30 consecutive days during each fiscal year that the facility will have no amount outstanding. This facility will
expire on September 30, 2006. Borrowings under the Acquisition and Parity Debt Facilities will revolve until September 30, 2006, after which time any
outstanding loans thereunder, will amortize in eight equal quarterly principal payments with a final payment due on September 30, 2008.

(d) The Petro 7.92% Senior Secured Notes were issued in six separate series in a private placement to institutional investors as part of its acquisition by the
Partnership. The Senior Secured Notes are guaranteed by Star Gas Partners and are secured equally and ratably with Petro’s existing senior debt and
bank credit facilities by Petro’s cash, accounts receivable, notes receivable, inventory and customer list. Each series of Senior Secured Notes will
mature between April 1, 2003 and April 1, 2014. Only interest on each series is due semiannually. On the last interest payment date for each series, the
outstanding principal amount is due and payable in full. The note agreements for the senior secured notes contain various negative and affirmative
covenants. The most restrictive of the covenants include restrictions on payment of dividends or other distributions by Star Gas Partners if certain ratio
tests as defined in the note agreement are not achieved. On February 6, 2003 and April 1, 2003, the heating oil segment repaid $18.0 million and $11.0
million, of its 7.92% Senior Notes from the net proceeds of the $200.0 million Senior Note issuance, respectively.

(e) The Petro 9.0% Senior Secured Notes, which pay interest semiannually, were issued under agreements that are substantially identical to the agreements
under which the $90.0 million of Senior Secured Notes were issued, including negative and affirmative covenants. The 9.0% Senior Notes were
guaranteed by Star Gas Partners. The notes had a final maturity payment of $45.3 million which was paid on October 1, 2002.

(f) The Petro Senior Notes bear an average interest rate of 8.25%. These Senior Notes pay interest semiannually and were issued under agreements that are
substantially identical to the agreement under which the 7.92% and 9.0% Senior Notes were issued. These notes are also guaranteed by Star Gas
Partners. The largest series has an annual interest rate of 8.05% and a maturity date of August 1, 2006 in the amount of $73.0 million. The remaining
series bear an annual interest rate of 8.73% and are due in equal annual sinking fund payments due August 1, 2009 and ending on August 1, 2013.

 
In March 2002, the heating oil segment entered into two interest rate swap agreements designed to hedge $73.0 million in underlying fixed rate senior
note obligations. The swap agreements required the counterparties to pay an amount based on the stated fixed interest rate (annual rate 8.05%)
pursuant to the senior notes for an aggregate $2.9 million due every six months on August 1 and February 1. In exchange, the heating oil segment was
required to make semi-annual floating interest rate payments on August 1st and February 1st based on an annual interest rate equal to the 6 month
LIBOR interest rate plus 2.83% applied to the same notional amount of $73.0 million. The swap agreements were recognized as fair value hedges.
Amounts to be paid or received under the interest rate swap agreements were accrued and recognized over the life of the agreements as an adjustment to
interest expense. At September 30, 2002, Petro recognized a $6.1 million increase in the fair value of its interest rate swaps which is recorded in other
assets with the fair value of long-term debt increasing by a corresponding amount at that date. On October 17, 2002, Petro signed mutual termination
agreements of its interest rate swap transactions and received $4.8 million which was reflected as a basis adjustment to the fair values of the related debt
and is being amortized using the effective yield over the remaining lives of the swap agreements as a reduction of interest expense.

 
On February 6, 2003, the Heating Oil segment repaid $26.0 million, of its 8.25% Senior Notes from the net proceeds of the $200.0 million Senior Note
issuance.

 
In September 2003, the heating oil segment entered into an interest rate swap agreement designed to hedge $55.0 million in underlying fixed rate
senior note obligations. The swap agreement, which will expire on August 1, 2006, requires the counterparty to pay an amount based on the stated
fixed interest rate (annual rate 8.05%) pursuant to the senior notes for $2.2 million due every six months on August 1 and February 1. In exchange, the
heating oil segment is required to make semi-annual floating interest rate payments on August 1 and February 1 based on an annual interest rate equal
to the 6 month LIBOR interest rate plus 5.52% applied to the same notional amount of $55.0 million. The swap agreements are recognized as fair value
hedges. Amounts to be paid or received under the interest rate swap agreements are accrued and recognized over the life of the agreements as an
adjustment to interest expense. At September 30, 2003, Petro recognized a $0.3 million increase in the fair value of its interest rate swaps which is
recorded in other assets with the fair value of long term debt increasing by a corresponding amount.
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9) Long-Term Debt and Bank Facility Borrowings (continued)
 
(g) The Petro 8.96% Senior Notes which pay interest semiannually, were issued under agreements that are substantially identical to the agreements under

which the Partnership’s other Senior Notes were issued. These notes are also guaranteed by Star Gas Partners. These notes were issued in three separate
series. The largest series has annual sinking fund payments of $2.9 million due beginning November 1, 2004 and ending November 1, 2010. The other
two series are due on November 1, 2004 and November 1, 2005. On February 6, 2003, the Heating Oil segment repaid $10.0 million, of these Senior
Notes that was due on November 1, 2004, from the net proceeds of the $200.0 million Senior Note issuance.

(h) The Petro Bank Facilities consist of three separate facilities; a $115.5 million working capital facility, a $27.5 million insurance letter of credit facility
and a $50.0 million acquisition facility. At September 30, 2003, there was $6.0 million of borrowings under the working capital facility, $26.9 million
of the insurance letter of credit facility was used, and $33.0 million outstanding under the acquisition facility. The working capital facility and letter of
credit facility will expire on June 30, 2004. Amounts outstanding under the acquisition facility on June 30, 2004 will convert to a term loan which will
be payable in eight equal quarterly principal payments with a final payment due on June 30, 2006. Amounts borrowed under the working capital
facility are subject to a requirement to maintain a zero balance for 45 consecutive days during the period from April 1 to September 30 of each year. In
addition, each facility will bear an interest rate that is based on either the LIBOR or another base rate plus a set percentage. The bank facilities
agreement contains covenants and default provisions generally similar to those contained in the note agreement for the Senior Secured Notes with
additional covenants. The Partnership is required to pay a commitment fee, which amounted to $1.0 million and $0.9 million for the years ended
September 30, 2002 and 2003, respectively. For the years ended September 30, 2002 and 2003, the weighted average interest rate for borrowings under
these facilities was 4.09% and 3.4%, respectively. As of September 30, 2003, the interest rate on the borrowings outstanding was 2.9%

(i) These Petro notes were issued in connection with the purchase of fuel oil dealers and other notes payable and are due in monthly and quarterly
installments. Interest is at various rates ranging from 5% to 15% per annum, maturing at various dates through 2007.

(j) These Petro Subordinated Debentures consist of $1.3 million 10 1/8% subordinated notes due April 1, 2003, $0.7 million of 9 3/8% Subordinated
Notes due February 1, 2006, and $1.1 million of 12 1/4% subordinated notes due February 1, 2005. In October 1998, the indentures under which the 10
/18%, 9 3/8% and 12 1/4% subordinated notes were issued were amended to eliminate substantially all of the covenants provided by the indentures.
On April 1, 2003, the heating oil segment repaid $1.3 million of 10 1/8% subordinated debentures that was due on April 1, 2003 from the net proceeds
of the $200.0 million senior note issuance.

(k) At September 30, 2002, TG&E’s Bank Facilities consisted of a $3.0 million Acquisition Facility and a $15.4 million Working Capital Facility and
were secured by substantially all of the assets of TG&E. At September 30, 2002, $0.7 million and $3.2 million was borrowed under the Acquisition
Facility and Working Capital Facility, respectively. The Partnership was required to pay a fee for unused commitments, which amounted to less than
$0.1 million for fiscal 2002. For fiscal 2002, the weighted average interest rate on borrowings under these facilities was 5.1%. At September 30, 2002,
the interest rate on the borrowings outstanding was 4.8%. In October 2002, TG&E repaid the Bank Facility borrowings. On October 31, 2002, the
Partnership contributed the stock of TG&E to Petro, thus making TG&E a wholly owned subsidiary of Petro. As of October 31, 2002, all of TG&E’s
bank facility borrowing agreements were terminated.

 
As of September 30, 2003, the Partnership was in compliance with all debt covenants. As of September 30, 2003, the maturities including working capital
borrowings during fiscal years ending September 30 are set forth in the following table:
 
 

(in thousands)

   
2004   $ 34,847
2005    40,921
2006    94,067
2007    45,992
2008    22,900
Thereafter    295,461
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10) Acquisitions
 

In August 2001, the Partnership completed the purchase of Meenan Oil Co., Inc., believed to be the third largest home heating oil dealer in the United
States for $131.8 million. During fiscal 2001, the Partnership also purchased twelve other heating oil dealers for $52.2 million. In addition to these
thirteen unaffiliated oil dealers, acquired during fiscal 2001, the Partnership also acquired nine retail propane dealers for $60.8 million.

 
During fiscal 2002, the Partnership acquired four retail heating oil dealers and seven retail propane dealers. The aggregate purchase price was
approximately $48.4 million.

 
During fiscal 2003, the Partnership acquired three retail heating oil dealers and seven retail propane dealers. The aggregate purchase price was
approximately $84.4 million.

 
The following table indicates the allocation of the aggregate purchase price paid and the respective periods of amortization assigned for the fiscal
2001, fiscal 2002 and fiscal 2003 acquisitions.

 
(in thousands)

  

2001

  

2002

  

2003

  

Useful Lives

Land   $ 7,002  $ 1,466  $ 2,062  —  
Buildings    8,816   1,950   5,844  30 years
Furniture and equipment    2,236   750   1,321  10 years
Fleet    14,995   2,919   10,064  3-30 years
Tanks and equipment    30,753   10,583   9,251  5-30 years
Customer lists    84,976   20,603   34,937  6-15 years
Restrictive covenants    4,742   650   616  5 years
Goodwill    84,401   8,429   18,207  0-25 years
Working capital    6,911   1,024   2,089  —  
          

Total   $ 244,832  $48,374  $84,391   

          
 

The acquisitions were accounted for under the purchase method of accounting. Purchase prices have been allocated to the acquired assets and
liabilities based on their respective fair values on the dates of acquisition. The purchase prices in excess of the fair values of net assets acquired were
classified as goodwill in the Consolidated Balance Sheets. Sales and net income have been included in the Consolidated Statements of Operations
from the respective dates of acquisition. The weighted average useful lives of customer lists acquired in fiscal 2001, fiscal 2002 and fiscal 2003 are 10
years, 14 years and 12 years, respectively.

 
The following unaudited pro forma information presents the results of operations of the Partnership, including the acquisitions previously described, as
if the acquisitions had been acquired on October 1, of the year preceding the year of purchase. This pro forma information is presented for
informational purposes; it is not indicative of future operating performance.

 

   

Years Ended September 30,

in thousands (except per unit data)

  

2001

  

2002

  

2003

Sales   $ 1,502,271  $1,163,455  $ 1,596,760
      
Net income (loss)   $ 20,859  $ (8,536)  $ 11,938
General Partner’s interest in net income (loss)    262   (88)   112
      
Limited Partners’ interest in net income (loss)   $ 20,597  $ (8,448)  $ 11,826
      
Basic net income (loss) per limited partner unit   $ 0.63  $ (0.25)  $ 0.36
      
Diluted net income (loss) per limited partner unit   $ 0.63  $ (0.25)  $ 0.36
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11) Employee Benefit Plans
 

Propane Segment
 

The propane segment has a 401(k) plan, which covers certain eligible non-union and union employees. Subject to IRS limitations, the 401(k) plan
provides for each employee to contribute from 1.0% to 15.0% of compensation. The propane segment contributes to non-union participants a matching
amount up to a maximum of 3.0% of compensation. Aggregate matching contributions made to the 401(k) plan during fiscal 2001, 2002 and 2003
were $0.4 million, $0.5 million and $0.6 million, respectively. For the fiscal years 2001, 2002 and 2003 the propane segment made contributions on
behalf of its union employees to union sponsored defined benefit plans of $0.5 million, $0.8 million and $0.9 million, respectively.

 
Heating Oil Segment

 
The heating oil segment has a 401(k) plan, which covers certain eligible non-union and union employees. Subject to IRS limitations, the 401(k) plan
provides for each employee to contribute from 1.0% to 17.0% of compensation. The Partnership makes a 4% core contribution of a participant’s
compensation and matches 2/3 of each amount a participant contributes up to a maximum of 2.0% of a participant’s compensation. The Partnership’s
aggregate contributions to the heating oil segment’s 401(k) plan during fiscal 2001, 2002 and 2003 were $3.4 million, $4.6 million and $5.2 million,
respectively.

 
As a result of the Petro acquisition, the Partnership assumed Petro’s pension liability. Effective December 31, 1996, the heating oil segment
consolidated all of its defined contribution pension plans and froze the benefits for non-union personnel covered under defined benefit pension plans.
In 1997, the heating oil segment froze the benefits of its New York City union defined benefit pension plan as a result of operation consolidations.
Benefits under the frozen defined benefit plans were generally based on years of service and each employee’s compensation. As part of the Meenan
acquisition, the Partnership assumed the pension plan obligations and assets for Meenan’s company sponsored plan. This plan was frozen and merged
into the Partnership’s defined benefit pension for non-union personnel as of January 1, 2002. The Partnership’s pension expense for all defined benefit
plans during fiscal 2001, 2002 and 2003 were $0.2 million, $0.1 million and $1.6 million, respectively.
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11) Employee Benefit Plans (continued)
 

The following tables provide a reconciliation of the changes in the heating oil segment’s plan benefit obligations, fair value of assets, and a statement
of the funded status at the indicated dates:

 
 

   

Years Ended September 30,

 
(in thousands)

  

2002

  

2003

 
Reconciliation of Benefit Obligations          
Benefit obligations at beginning of year   $ 57,143  $ 58,164 
Service cost    —     —   
Interest cost    3,893   3,810 
Actuarial loss    5,579   5,796 
Benefit payments    (4,452)   (5,681)
Settlements    (22)   (85)
Meenan’s benefit obligations assumed    (3,977)   —   
    
Benefit obligation at end of year   $ 58,164  $ 62,004 
    

Reconciliation of Fair Value of Plan Assets          
Fair value of plan assets at beginning of year   $ 47,373  $ 42,847 
Actual return on plan assets    (3,025)   6,207 
Employer contributions    2,973   9,107 
Benefit payments    (4,452)   (5,681)
Settlements    (22)   (85)
    
Fair value of plan assets at end of year   $ 42,847  $ 52,395 
    

Funded Status          
Benefit obligation   $ 58,164  $ 62,004 
Fair value of plan assets    42,847   52,395 
Amount included in accumulated other comprehensive income    (15,745)   (17,214)
Unrecognized net actuarial loss    15,745   17,214 
    
Accrued benefit cost   $ (15,317)  $ (9,609)
    

 

   

Years Ended September 30,

 
(in thousands)

  

2001

  

2002

  

2003

 
Components of Net Periodic Benefit Cost              
Service cost   $ 36  $ —    $ —   
Interest cost    1,720   3,893   3,810 
Expected return on plan assets    1,795   4,085   3,542 
Net amortization    240   291   1,288 
Settlement loss    —     22   4 
     
Net periodic benefit cost   $ 201  $ 121  $1,560 
     

Weighted-Average Assumptions Used in the Measurement of the Partnership’s
Benefit Obligation as of the period indicated              

Discount rate    7.25%  6.75%  6.00%
Expected return on plan assets

   8.50%  8.50%  8.25%
Rate of compensation increase    N/A   N/A   N/A 

 
The expected return on plan assets is determined based on the expected long-term rate of return on plan assets and the market–related value of plan
assets determined using fair value.

 
The Partnership recorded an additional minimum pension liability for underfunded plans of $15.7 million and $17.2 million as of September 30, 2002,
and September 30, 2003, respectively, representing the excess of unfunded accumulated benefit obligations over plan assets. A corresponding amount
is recognized as a reduction of partner’s capital through a charge to accumulated other comprehensive income.

 
In addition, the heating oil segment made contributions to union-administered pension plans of $4.6 million for fiscal 2001, $5.4 million for fiscal
2002 and $5.8 million for fiscal 2003.
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12) Income Taxes
 

Income tax expense (benefit) was comprised of the following for the indicated periods:
 

   

Years Ended September 30,

(in thousands)

  

2001

  

2002

  

2003

Current:             
Federal   $ —    $(2,200)  $ —  
State    1,498   744   1,500

Deferred    —     —     —  
      
   $1,498  $(1,456)  $1,500
      

 
The passage of the “Job Creation and Worker Assistance Act of 2002”, increased the Alternative Minimum Tax Net Operating Loss Deduction
limitation from 90% to 100% for net operating losses generated in 2001 and 2002. The tax law change resulted in the recovery of alternative minimum
taxes previously paid in the amount of approximately $2.2 million.

 
The sources of the deferred income tax expense (benefit) and the tax effects of each were as follows:

 

   

Years Ended September 30,

 
(in thousands)

  

2002

  

2003

 
Depreciation   $ 1,071  $ (1,712)
Amortization expense    (3,379)   (1,267)
Vacation expense    (47)   63 
Restructuring expense    81   41 
Bad debt expense    1,030   1,800 
Hedge accounting    (772)   (132)
Supplemental benefit expense    120   127 
Pension contribution    973   2,628 
Other, net    6   (36)
Recognition of tax benefit of net operating loss to the extent of current and previous

recognized temporary differences    (13,570)   (4,422)
Change in valuation allowance    14,487   2,910 
    
   $ —    $ —   
    

 
The components of the net deferred taxes and the related valuation allowance for the years ended September 30, 2002 and September 30, 2003 using
current rates are as follows:

 

   

Years Ended September 30,

 
(in thousands)

  

2002

  

2003

 
Deferred Tax Assets:          
Net operating loss carryforwards   $ 41,903  $ 46,325 
Vacation accrual    2,074   2,011 
Restructuring accrual    173   132 
Bad debt expense    4,591   2,791 
Supplemental benefit expense    127   —   
Amortization    1,233   2,500 
Excess of book over tax hedge accounting    —     122 
Other, net    81   117 
    

Total deferred tax assets    50,182   53,998 
Valuation allowance    (38,820)   (41,730)
    

Net deferred tax assets   $ 11,362  $ 12,268 
    
Deferred Tax Liabilities:          
Depreciation   $ 8,125  $ 6,413 
Pension contribution    3,227   5,855 
Hedge accounting    10   —   
    

Total deferred tax liabilities   $ 11,362  $ 12,268 
    

Net deferred taxes   $ —    $ —   
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12) Income Taxes - (continued)
 

In order to fully realize the net deferred tax assets the Partnership’s corporate subsidiaries will need to generate future taxable income. A valuation
allowance is provided when it is more likely than not that some portion of the deferred tax asset will not be realized. Based upon the level of current
taxable income and projections of future taxable income of the Partnership’s corporate subsidiaries over the periods which the deferred tax assets are
deductible, management believes it is more likely than not that the Partnership will not realize the full benefit of its deferred tax assets, at September
30, 2003 and 2002.

 
At September 30, 2003, the Partnership had net income tax loss carryforwards for Federal income tax reporting purposes of approximately $115.8
million of which approximately $39.9 million are limited in accordance with Federal income tax law. The losses are available to offset future Federal
taxable income through 2023.

 
13) Lease Commitments
 

The Partnership has entered into certain operating leases for office space, trucks and other equipment.
 

The future minimum rental commitments at September 30, 2003, under operating leases having an initial or remaining non-cancelable term of one year
or more are as follows:

 

(in thousands)

  

Heating Oil
Segment

  

Propane
Segment

  

Total

2004   $ 7,839  $ 925  $ 8,764
2005    6,897   745   7,642
2006    5,748   677   6,425
2007    4,049   636   4,685
2008    1,671   488   2,159
Thereafter    22,182   1,975   24,157
       
Total minimum lease payments   $ 48,386  $5,446  $ 53,832
       

 
The propane segment leased its Seymour, Indiana underground storage facility to TEPPCO Partners, L.P. effective May 2003. This agreement provides
TEPPCO Partners, L.P. storage capacity of 21 million gallons at any one time in this facility. This agreement provides the propane segment storage
capacity of 21 million gallons at any one time in TEPPCO Partners, L.P.’s pipeline system. The agreement also requires TEPPCO Partners, L.P., to pay
the propane segment $0.2 million annually. This lease agreement will expire on December 31, 2005.

 
The Partnership’s rent expense for the fiscal years ended September 30, 2001, 2002 and 2003 was $9.0 million, $13.0 million and $14.4 million,
respectively.

 
14) Unit Grants
 

In June 2000, the Partnership granted 565 thousand restricted senior subordinated units to management and outside directors. These units were granted
under the Partnership’s Employee and Director Incentive Unit Plans. One-fifth of the units immediately vested with the remaining units vesting
annually in four equal installments if the Partnership achieves specified performance objectives for each of the respective fiscal years. The units for
fiscal 2001 and 2003 were vested while the units for fiscal 2002 were not vested since the Partnership did not meet its specified objectives for that year.

 
In September 2000, the Partnership granted 436 thousand senior subordinated unit appreciation rights (“UARs”) and 87 thousand restricted senior
subordinated units to Irik P. Sevin. The unit appreciation rights are fully vested as of December 1, 2003. Mr. Sevin will be entitled to receive payment
in cash for these rights equal to the excess of the fair market value of a senior subordinated unit on the date exercisable over the exercise price. The
grant of restricted senior subordinated units will vest in four equal installments on December 1 of 2001 through 2004. Distributions on the restrictive
units will accrue to the extent declared.

 
In December 2001, the Partnership granted 25 thousand restricted common units to Mr. Sevin. The grant of restricted common units will vest in four
equal installments on January 1 of 2002 through 2005. Distributions on the restrictive units will accrue to the extent declared.

 
In fiscal 2002, the Partnership granted an additional 54 thousand restricted senior subordinated unit appreciation rights to a certain member of
management. One-quarter of these units immediately vested with the remaining units vesting annually in three equal installments.

 
In fiscal 2003, the Partnership granted an additional 257 thousand restricted senior subordinated unit appreciation rights to management and outside
directors. One-third of these units immediately vested with the remaining units vesting annually in two equal installments.
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14) Unit Grants - (continued)
 

The following table summarizes information concerning Common and Senior Subordinated Unit Appreciation Rights of the Partnership outstanding at
September 30, 2003:

 

   

Price

  

Number of
Units

Outstanding

  

Average
Period to
Payment

Date

   $ 7.6259  54,715  1.3 years
   $ 7.8536  381,304  1.3 years
   $ 10.1800  4,500  1.1 years
   $ 10.7000  217,341  2.0 years
   $ 11.0500  10,000  1.6 years
   $ 20.9000  54,472  2.0 years
   $ 21.0000  25,000  1.6 years
       
Total/Average   $ 10.1122  747,332  1.6 years
       

 
The Partnership recorded $3.3 million, $0.4 million and $2.6 million of general and administrative expense for restricted unit grants during fiscal years
ended September 30, 2001, September 30, 2002 and September 30, 2003, respectively. The Partnership recorded expense of $2.2 million, income of
$1.3 million and expense of $6.4 million of general and administrative expense for unit appreciation rights during fiscal years 2001, 2002 and 2003,
respectively.

 
15) Supplemental Disclosure of Cash Flow Information
 

   

Years Ended September 30,

 
(in thousands)

  

2001

  

2002

  

2003

 
Cash paid during the period for:              

Income taxes   $ 1,298  $ 1,869  $ 1,326 
Interest    31,145   36,962   41,973 

Non-cash investing activities:              
Acquisitions:              

Increase in property and equipment, net    —     (95)   —   
(Increase) decrease in intangibles and other asset    (12,526)   945   —   
Increase (decrease) in assumed pension obligation    5,784   (3,977)   —   
Increase (decrease) in accrued expense    6,742   (3,615)   —   
Increase of subordinated unitholders capital    —     6,742   —   

Non-cash financing activities:              
Decrease (increase) in other asset for interest rate swaps    —     (6,068)   748 
Increase (decrease) in long-term debt for interest rate swaps    —     6,068   (927)
Increase in long-term debt for amortization of debt discount    —     —     179 
Decrease in long-term debt in connection with TG&E’s minority interest transfer    —     (563)   —   
Decrease in intangibles in connection with TG&E’s minority interest transfer    —     563   —   
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16) Commitments and Contingencies
 

In the ordinary course of business, the Partnership is threatened with, or is named in, various lawsuits. In the opinion of management, the Partnership is
not a party to any litigation, which individually or in the aggregate could reasonably be expected to have a material adverse effect on the Partnership’s
result of operations, financial position or liquidity.

 
17) Disclosures About the Fair Value of Financial Instruments
 

Cash, Accounts Receivable, Notes Receivable, Inventory Derivative Instruments, Interest Rate Swaps, Working Capital Facility Borrowings, and
Accounts Payable

 
The carrying amount approximates fair value because of the short maturity of these instruments.

 
Long-Term Debt

 
The fair values of each of the Partnership’s long-term financing instruments, including current maturities, are based on the amount of future cash flows
associated with each instrument, discounted using the Partnership’s current borrowing rate for similar instruments of comparable maturity.

 
The estimated fair value of the Partnership’s long-term debt is summarized as follows:

 

   

At September 30, 2002

  

At September 30, 2003

(in thousands)

  

Carrying
Amount

  

Estimated
Fair Value

  

Carrying
Amount

  

Estimated
Fair Value

Long-term debt   $ 468,846  $ 475,795  $ 522,188  $ 555,832
 

Limitations
 

Fair value estimates are made at a specific point in time, based on relevant market information and information about the financial instrument. These
estimates are subjective in nature and involve uncertainties and matters of significant judgment and therefore cannot be determined with precision.
Changes in assumptions could significantly affect the estimates.

 
18) Subsequent Events
 

Cash Distribution
 

On October 31, 2003, the Partnership announced that it would pay cash distributions of $0.575 on all units for the quarter ended September 30, 2003.
The distributions, totaling $19.8 million, were paid on November 14, 2003 to holders of record as of November 10, 2003.

 
Petro -Bank Credit Facilities

 
On December 22, 2003, the heating oil segment entered into a new credit agreement consisting of three facilities totaling $235.0 million having a
maturity date June 30, 2006. These facilities consist of a $150.0 million revolving credit facility, the proceeds of which are to be used for working
capital purposes, a $35.0 million revolving credit facility, the proceeds of which are to be used for the issuance of standby letters of credit in
connection with surety, worker’s compensation and other financial guarantees, and a $50.0 million revolving credit facility, the proceeds of which are
to be used to finance or refinance certain acquisitions and capital expenditures, for the issuance of letters of credit in connection with acquisitions and,
to the extent that there is insufficient availability under the working capital facility. These facilities will refinance and replace the existing credit
agreements, which totaled $193.0 million. The former facilities consisted of a working capital facility and an insurance letter of credit facility that were
due to expire on June 30, 2004. These new facilities also replaced the heating oil segments acquisition facility that was due to convert to a term loan
on June 30, 2004.
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19) Earnings Per Limited Partner Units
 

   

Years Ended September 30,

 
(in thousands, except per unit data)

  

2001

  

2002

  

2003

 
Income (loss) before cumulative effect of change in accounting principle per Limited Partner unit:              

Basic   $ (.30)  $ (.38)  $ .12 
Diluted   $ (.30)  $ (.38)  $ .12 

Cumulative effect of change in accounting principle per Limited Partner unit:              
Basic   $ .07  $ —    $ (.12)
Diluted   $ .07  $ —    $ (.12)

Net income (loss) per Limited Partner unit:              
Basic   $ (.23)  $ (.38)  $ .01 
Diluted   $ (.23)  $ (.38)  $ .01 

Basic Earnings Per Unit:              
Net income (loss)   $ (5,249)  $(11,169)  $ 212 
Less: General Partners’ interest in net income (loss)    (75)   (116)   2 
     

Limited Partner’s interest in net income (loss)   $ (5,174)  $(11,053)  $ 210 
     
Common Units    19,406   25,342   29,175 
Senior Subordinated Units    2,688   3,103   3,139 
Junior Subordinated Units    345   345   345 
     

Weighted average number of Limited Partner units outstanding    22,439   28,790   32,659 
     
Basic earnings (losses) per unit   $ (.23)  $ (.38)  $ .01 
     
Diluted Earnings Per Unit:              
Effect of dilutive securities   $ —    $ —    $ —   
     

Limited Partners’ interest in net income (loss)   $ (5,174)  $(11,053)  $ 210 
     
Effect of dilutive securities    —     —     108 
     

Weighted average number of Limited Partner units outstanding    22,439   28,790   32,767 
     
Diluted earnings (losses) per unit   $ (.23)  $ (.38)  $ .01 
     
 

For fiscal 2001 and 2002, fully diluted per unit does not include any amount prior to the date of issuance of 24 thousand common units granted to Mr.
Sevin in December 2001 as well as the 110 thousand subordinated units that vested pursuant to the employee incentive plan in December 2001 and the
303 thousand senior subordinated units distributed in November 2001 pursuant to the heating oil segment achieving certain financial test because the
impact of these issuances were antidilutive.
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20) Selected Quarterly Financial Data (unaudited)
 

The seasonal nature of the Partnership’s business results in the sale by the Partnership of approximately 30% of its volume in the first fiscal quarter and
45% of its volume in the second fiscal quarter of each year. The Partnership generally realizes net income in both of these quarters and net losses
during the quarters ending June and September.

 

   

Three Months Ended

  

Total

 

(in thousands - except per unit data)

  

December 31,
2002

  

March 31,
2003

  

June 30,
2003

  

September 30,
2003

  
Sales   $ 384,980  $ 668,820  $235,220  $ 174,728  $1,463,748 
Operating income (loss)    29,422   95,996   (26,432)   (50,379)   48,607 
Income (loss) before income taxes and cumulative effect of

change in accounting principle    20,615   84,623   (37,752)   (61,873)   5,613 
Net income (loss)    16,039   83,163   (37,852)   (61,138)   212 
Limited Partner interest in net income (loss)    15,880   82,331   (37,474)   (60,527)   210 
Net income (loss) per Limited Partner unit:                      

Basic (a)   $ 0.49  $ 2.54  $ (1.15)  $ (1.82)  $ .01 
Diluted (a)   $ 0.49  $ 2.53  $ (1.15)  $ (1.82)  $ .01 

   

Three Months Ended

  

Total

 

(in thousands – except per unit data)

  

December 31,
2001

  

March 31,
2002

  

June 30,
2002

  

September 30,
2002

  
Sales   $ 286,223  $ 411,285  $188,725  $ 138,825  $1,025,058 
Operating income (loss)    22,106   68,328   (20,656)   (43,454)   26,324 
Income (loss) before income taxes and cumulative effect of

change in accounting principle    11,650   58,264   (29,840)   (52,699)   (12,625)
Net income (loss)    11,503   60,216   (29,938)   (52,950)   (11,169)
Limited Partner interest in net income (loss)    11,364   59,535   (29,607)   (52,345)   (11,053)
Net income (loss) per Limited Partner unit:                      

Basic (a)   $ 0.42  $ 2.09  $ (1.02)  $ (1.70)  $ (0.38)
Diluted (a)   $ 0.42  $ 2.09  $ (1.02)  $ (1.70)  $ (0.38)

(a) The sum of the quarters do not add-up to the total due to the weighting of Limited Partner Units outstanding.
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Schedule II
 

STAR GAS PARTNERS, L.P. AND SUBSIDIARIES
VALUATION AND QUALIFYING ACCOUNTS

Years Ended September 30, 2001, 2002 and 2003
(in thousands)

 

Year

  

Description

  

Balance at
Beginning

of Year

  

Additions

  

Balance at
End of Year

      

Charged to
Costs &

Expenses

  

Other
Changes

Add
(Deduct)

  

2001   Allowance for doubtful accounts   $ 1,956  $ 10,624  
 
$

2,203
(3,419

(b)

)(a) $ 11,364
           
2002   Allowance for doubtful accounts   $11,364  $ 10,459  $  (13,541)(a) $ 8,282
           

2003   Allowance for doubtful accounts   $ 8,282  $ 8,899  
 
$

472
(8,093

(c)

)(a) $ 9,560
           

(a) Bad debts written off (net of recoveries).
(b) Amount acquired as part of the Meenan and Midwest Bottle Gas acquisitions.
(c) Amount acquired as part of the Ultramar acquisition.
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          AMENDED AND RESTATED CREDIT AGREEMENT dated as of September 23, 2003,
among STAR GAS PROPANE, L.P., a Delaware limited partnership (the "Borrower"),
the Lenders (as defined herein), WACHOVIA BANK, N.A., as documentation agent (in
such capacity, the "Documentation Agent"), FLEET NATIONAL BANK, as syndication
agent (in such capacity, the "Syndication Agent"), and JPMORGAN CHASE BANK, as
administrative agent (in such capacity, the "Administrative Agent").

                              W I T N E S S E T H:

          WHEREAS, the Borrower is a party to that certain Credit Agreement,
dated as of December 13, 1995 (as amended, the "Existing Credit Agreement"),
together with the lenders named therein, The First National Bank of Boston, as
administrative agent, and Nationsbank, N.A., as documentation agent;

          WHEREAS, the Borrower has requested that the Lenders amend and restate
the Existing Credit Agreement; and

          WHEREAS, the Lenders have agreed to amend and restate the Existing
Credit Agreement subject to the terms and conditions as set forth herein;

          NOW, THEREFORE, in consideration of the premises and mutual agreements
contained herein, the parties hereto agree that on the Closing Date, as provided
in Section 9.16, the Existing Credit Agreement shall be amended and restated in
its entirety as follows:

                                    ARTICLE I

                                   DEFINITIONS

          Section 1.01. Defined Terms. As used in this Agreement, the following
terms shall have the meanings specified below:

          "ABR Borrowing" shall mean a Borrowing comprised of ABR Loans.

          "ABR Loan" shall mean any ABR Revolving Loan or ABR Tranche B Term
Loan.

          "ABR Revolving Loan" shall mean any Revolving Loan bearing interest at
a rate determined by reference to the Alternate Base Rate in accordance with the
provisions of Article II.

          "ABR Tranche A Revolving Loan" shall mean any Tranche A Revolving Loan
bearing interest at a rate determined by reference to the Alternate Base Rate in



accordance with the provisions of Article II.

          "ABR Tranche B Revolving Loan" shall mean any Tranche B Revolving Loan
bearing interest at a rate determined by reference to the Alternate Base Rate in
accordance with the provisions of Article II.
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          "ABR Tranche B Term Loan" shall mean any Tranche B Term Loan bearing
interest at a rate determined by reference to the Alternate Base Rate in
accordance with the provisions of Article II.

          "Account Debtor" shall mean any Person who is obligated to the
Borrower or any Restricted Subsidiary under, with respect to or on account of
any Receivable.

          "Acquired Business Entity" means (i) any business entity the capital
stock or assets of which have been acquired substantially as an entirety by the
Borrower by purchase, merger or, consolidation, and (ii) any other assets which
were operated as an identifiable business unit, i.e., a branch or division of a
business entity and which have been acquired substantially as an entirety by the
Borrower.

          "Adjusted LIBO Rate" shall mean, with respect to any Eurodollar
Borrowing for any Interest Period, the rate, rounded upwards to the nearest
1/100%, obtained by dividing (a) the LIBO Rate for such Interest Period by (b)
an amount equal to 1 minus the Statutory Reserves, if any; provided, however,
that if at any time during such Interest Period the Statutory Reserves
applicable to such Eurodollar Borrowing changes, the Adjusted LIBO Rate shall
automatically be adjusted to reflect such change, effective as of the date of
such change.

          "Administrative Agent" shall mean JPMorgan Chase Bank, together with
its affiliates, in its capacity as administrative agent for the Lenders under
this Agreement and the other Loan Documents, together with any of its successors
in such capacity.

          "Affiliate", as applied to any Person, shall mean any other Person
directly or indirectly controlling or controlled by or under common control with
such Person, provided that (i) for purposes of this definition, "control"
(including, with correlative meanings, the terms "controlled by" and "under
common control with") as used with respect to any Person shall mean the
possession, directly or indirectly, of the power to direct or cause the
direction of the management and policies of such Person, whether as a general
partner or through the ownership of voting securities or by contract or
otherwise, (ii) as applied to the Borrower, the term "Affiliate" shall include
Petro Holdings, Petro, all Subsidiaries of Petro, the General Partner and the
Public Partnership, and (iii) no Person which is an institution shall be deemed
to be an Affiliate of the Borrower solely by reason of ownership of the
Facilities Obligations or other securities issued in exchange for the Facilities
Obligations or by reason of having the benefits of any agreements or covenants
contained in this Agreement or the other Loan Documents.

          "After Acquired Property" shall have the meaning assigned to such term
in Section 6.20.

          "Agents" shall mean the Administrative Agent, the Syndication Agent
and the Documentation Agent.

          "Aggregate Cost of Unmortgaged Property" shall have the meaning
assigned to such term in Section 6.20.

          "Agreement" shall mean this Amended and Restated Credit Agreement, as
amended, supplemented, restated or otherwise modified from time to time.
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          "Agreement of Lenders and Supplement to Intercreditor Agreement" shall
mean the Agreement of Lenders and Supplement to Intercreditor Agreement, dated
as of the date hereof among the Borrower, the Lenders and the Trustee,
substantially in the form of Exhibit J hereto.



          "Agreement of Parity Lenders and Supplement to Intercreditor
Agreement" shall mean the Agreement of Parity Lenders and Supplement to
Intercreditor Agreement, dated as of the date hereof among the Borrower, the
Lenders party to the Parity Debt Credit Agreement and the Trustee.

          "Alternate Base Rate" shall mean, for any day, a rate per annum
(rounded upwards, if necessary, to the next 1/16 of 1%) equal to the greater of
(a) the Federal Funds Effective Rate in effect on such day plus 0.50% and (b)
the Prime Rate in effect on such day. If the Administrative Agent shall have
determined (which determination shall be conclusive absent manifest error) that
it is unable to ascertain the Federal Funds Effective Rate for any reason,
including the inability or failure of the Administrative Agent to obtain
sufficient quotations in accordance with the terms hereof, the Alternate Base
Rate shall be determined without regard to clause (a) of the first sentence of
this definition until the circumstances giving rise to such inability no longer
exist. Any change in the Alternate Base Rate due to a change in the Prime Rate
or the Federal Funds Effective Rate shall be effective on the effective date of
such change in the Prime Rate or the Federal Funds Effective Rate, respectively,
without notice to the Borrower.

          "Applicable Margin" shall mean (a) with respect to any ABR Tranche A
Revolving Loan, the Applicable Tranche A ABR Margin, (b) with respect to any
Eurodollar Tranche A Revolving Loan, the Applicable Tranche A Eurodollar Margin,
(c) with respect to any ABR Tranche B Revolving Loan or ABR Tranche B Term Loan,
the Applicable Tranche B ABR Margin and (d) with respect to any Eurodollar
Tranche B Revolving Loan or Eurodollar Tranche B Term Loan, the Applicable
Tranche B Eurodollar Margin.

          "Applicable Tranche A ABR Margin" shall mean, with respect to any
Tranche A Revolving Loan outstanding on any day:

          (i)  0.625%, if such day falls within a Level I Pricing Period;

          (ii) 0.875%, if such day falls within a Level II Pricing Period; and

          (iii) 1.125%, if such day falls within a Level III Pricing Period.

          "Applicable Tranche A Eurodollar Margin" shall mean, with respect to
any Tranche A Revolving Loan outstanding on any day:

          (i)  1.625%, if such day falls within a Level I Pricing Period;

          (ii) 1.875%, if such day falls within a Level II Pricing Period; and

          (iii) 2.125%, if such day falls within a Level III Pricing Period.
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          "Applicable Tranche B ABR Margin" shall mean, with respect to any
Tranche B Revolving Loan or Tranche B Term Loan outstanding on any day:

          (i) 0.625%, if such day falls within a Level I Pricing Period;

          (ii) 0.875%, if such day falls within a Level II Pricing Period; and

          (iii) 1.125%, if such day falls within a Level III Pricing Period.

          "Applicable Tranche B Eurodollar Margin" shall mean, with respect to
any Tranche B Revolving Loan or Tranche B Term Loan outstanding on any day:

          (i) 1.625%, if such day falls within a Level I Pricing Period;

          (ii) 1.875%, if such day falls within a Level II Pricing Period; and

          (iii) 2.125%, if such day falls within a Level III Pricing Period.

          "Assets" shall mean the productive assets of the Borrower and its
Restricted Subsidiaries which are used and useful in their business and
operations and are pledged as Collateral to the Trustee.

          "Assignee" shall have the meaning set forth in Section 9.04(b).



          "Assignment and Acceptance" shall mean an assignment and acceptance
entered into by a Lender and an assignee, and accepted by the Administrative
Agent, in the form of Exhibit E or such other form as shall be approved by the
Administrative Agent.

          "Audited Financial Statements" shall have the meaning assigned to such
term in Section 3.05(c).

          "Available Cash", with respect to any calendar quarter, shall mean (a)
the sum of (i) all cash of the Borrower and the Restricted Subsidiaries on hand
at the end of such quarter and (ii) all additional cash of the Borrower and the
Restricted Subsidiaries on hand through available borrowings made after the end
of such quarter (provided that such borrowings shall in no event exceed
available borrowings as of the end of such quarter) at the date of determination
of Available Cash with respect to such quarter, less (b) any cash reserves that
the General Partner shall determine to be necessary or appropriate in its
reasonable discretion to (A) provide for the proper conduct of the business of
the Borrower and the Restricted Subsidiaries (including cash reserves for future
capital expenditures) or (B) provide funds for distributions under Sections
5.4(a)(i), (ii), and (iii) or 5.4(b)(i) of the MLP Agreement in respect of any
one or more of the next four quarters or (C) comply with applicable law or any
loan agreement (including this Agreement and the Note Agreements), mortgage,
security agreement, debt instrument or other agreement or obligation to which
the Borrower or any Restricted Subsidiary is a party or its assets are subject
(including the payment of principal, Make Whole Amount (as defined in the 1995
Note Agreement), if applicable, and interest in respect of the Mortgage Notes,
the 2000 Parity Notes, the 2001 Parity Notes, the Notes and the notes under the
Parity Debt Credit Agreement Facility); provided that Available Cash shall
exclude, without duplication, (w) in
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each calendar quarter, a reserve equal to the Specified Percentage of the
aggregate amount of all interest in respect of all Indebtedness of the Borrower
and the Restricted Subsidiaries to be paid or to accrue in the next quarter
(assuming, in the case of Indebtedness incurred hereunder, that such
Indebtedness will bear interest at the then prevailing rate for Eurodollar Loans
of the applicable Class for one-month's duration, plus the Applicable Margin for
such Loans, and assuming in the case of other Indebtedness bearing interest at
fluctuating interest rates which cannot be determined in advance, that the
interest rate in effect on the last Business Day of the immediately preceding
calendar quarter will remain in effect until such Indebtedness is due to be
paid), (x) with respect to any Indebtedness of which principal and/or interest
is payable annually (provided, in the case of principal, that such Indebtedness
is secured equally and ratably with the Mortgage Notes), in the third calendar
quarter immediately preceding each calendar quarter in which any scheduled
principal and/or interest payment is due with respect to such Indebtedness (a
"payment quarter"), a reserve equal to at least 25% of the aggregate amount of
all principal and interest to be paid in respect of such Indebtedness secured
equally and ratably with the Mortgage Notes in such payment quarter; in the
second calendar quarter immediately preceding a payment quarter, a reserve equal
to at least 50% of the aggregate amount of all principal and interest to be paid
in respect of such Indebtedness in such payment quarter; and in the calendar
quarter immediately preceding a payment quarter, a reserve equal to at least 75%
of the aggregate amount of all principal and interest to be paid in respect of
such Indebtedness in such payment quarter, (y) with respect to the Mortgage
Notes and any other Indebtedness of which principal and/or interest is payable
semi-annually or otherwise less frequently than quarterly (provided, in the case
of principal, that such Indebtedness is secured equally and ratably with the
Mortgage Notes), in each calendar quarter a reserve equal to at least 50% of the
aggregate amount of all principal and interest to be paid in respect of the
Mortgage Notes and such other Indebtedness in the next quarter; provided,
further, that the amount of such reserve specified in clauses (x) and (y) of
this definition for principal amounts to be paid shall be reduced by the
aggregate principal amount of all binding, irrevocable letters of credit
established to refinance such principal amounts, and (z) any assets of any
Unrestricted Subsidiary.

          "Average Life" shall mean, as of the date of determination, with
respect to any Indebtedness, the quotient obtained by dividing (i) the sum of
the products of (A) the numbers of years from the date of determination to the
dates of each successive scheduled principal payment of such Indebtedness
multiplied by (B) the amount of such payment by (ii) the sum of all such



payments.

          "Board" shall mean the Board of Governors of the Federal Reserve
System of the United States.

          "Borrower" shall have the meaning assigned to such term in the
preamble hereto.

          "Borrower Security Agreement" shall mean the Pledge and Security
Agreement dated as of December 13, 1995 among the Borrower, the General Partner,
the Restricted Subsidiaries and the Trustee, as amended, supplemented or
otherwise modified from time to time.

          "Borrowing" shall mean a group of Loans of a single Class and Type
made by the Lenders on a single date and as to which a single Interest Period is
in effect. For purposes of
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Section 4.02, a "Borrowing" does not include a conversion of any previously
outstanding Tranche B Revolving Loan into a Tranche B Term Borrowing pursuant to
Section 2.01(c).

          "Borrowing Base" shall mean an amount equal to the Loan Value of
Eligible Receivables, Eligible Commodities Inventory and Eligible
Non-Commodities Inventory, determined by reference to the most recent Borrowing
Base Certificate delivered to the Administrative Agent as required by Section
4.01(k)(v) or Section 5.02(k).

          "Borrowing Base Certificate" shall mean a certificate of the Financial
Officer of the Borrower, substantially in the form of Exhibit Q hereto,
delivered to the Administrative Agent pursuant to Section 4.01(k)(v) or Section
5.02(k).

          "Business" shall mean the operation by the Borrower and its
Subsidiaries (other than Petro Holdings or its Subsidiaries) of the wholesale
and retail sale, distribution and storage of propane gas, heating oil, diesel
fuel and gasoline and related petroleum derivative products and the provision of
services to customers, and the related retail sale of supplies and equipment,
including home appliances.

          "Business Day" shall mean any day (other than a day which is a
Saturday, Sunday or legal holiday in the State of New York) on which banks are
open for business in New York, New York; provided, however, that when used in
connection with a Eurodollar Loan, the term "Business Day" shall also exclude
any day on which banks are not open for dealings in dollar deposits in the
applicable interbank market.

          "Capital Contribution" shall mean the net cash proceeds received by
the Borrower from the General Partner or from the Public Partnership as a
capital contribution or as consideration for the issuance by the Borrower of
additional partnership interests, in each case for the sole purpose of funding
the expenditures referred to in Section 6.01(b).

          "Capital Expenditures" shall mean, for any period, all amounts
(whether paid in cash or accrued as a liability) which would, in accordance with
GAAP, be included on a consolidated statement of cash flows of the Borrower and
its Restricted Subsidiaries for such period as additions to property, plant and
equipment, Capital Lease Obligations or other capital expenditures; provided
that it is agreed that the Capital Expenditures of Unrestricted Subsidiaries
shall not be consolidated with those of the Borrower and its Restricted
Subsidiaries for purposes of calculating "Capital Expenditures".

          "Capital Lease Obligations" of any Person shall mean the obligations
of such Person to pay rent or other amounts under any lease of (or other
arrangement conveying the right to use) real or personal property, or a
combination thereof, which obligations are required to be classified and
accounted for as capital leases on a balance sheet of such Person under GAAP (as
opposed to being accounted for as operating lease expenses on an income
statement of such Person under GAAP) and, for the purposes of this Agreement,
the amount of such obligations at any time shall be the capitalized amount
thereof at such time determined in accordance with GAAP.



          "Capital Stock" of any Person shall mean any and all shares,
partnership, limited liability company and other interests (general or limited),
rights to purchase, warrants, options,
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participations or other equivalents of or interests in (however designated) the
equity of such Person.

          "Cash Collateral Agreement" shall mean the Cash Collateral Agreement
dated as of the date hereof among the Borrower, the Administrative Agent and the
Trustee in the form of Exhibit N, as amended, supplemented or otherwise modified
from time to time.

          "Cash Equivalents" shall mean:

               (a) marketable obligations issued or unconditionally guaranteed
     by the United States of America, or issued by any agency thereof and backed
     by the full faith and credit of the United States, in each case maturing
     within one year from the date of acquisition thereof;

               (b) marketable direct obligations issued by any state of the
     United States of America or any political subdivision of any such state or
     any public instrumentality thereof maturing within one year from the date
     of acquisition thereof and having as at any date of determination the
     highest generic rating obtainable from either Standard & Poor's Ratings
     Group or Moody's Investors Service, Inc.;

               (c) commercial paper maturing no more than 270 days from the date
     of creation thereof and having as at any date of determination one of the
     two highest generic ratings obtainable from either Standard & Poor's
     Ratings Group or Moody's Investors Service, Inc.;

               (d) certificates of deposit maturing one year or less from the
     date of acquisition thereof issued by commercial banks incorporated under
     the laws of the United States of America or any state thereof or the
     District of Columbia or Canada, (I) the commercial paper or other
     short-term unsecured debt obligations of which are rated either A-2 or
     better (or comparably if the rating system is changed) by Standard & Poor's
     Ratings Group or Prime-2 or better (or comparably if the rating system is
     changed) by Moody's Investors Service, Inc. or (II) the long-term debt
     obligations of which are rated either AA- or better (or comparably if the
     rating system is changed) by Standard & Poor's Ratings Group or Aa3 or
     better (or comparably if the rating system is changed) by Moody's Investors
     Service, Inc. ("Permitted Banks");

               (e) bankers' acceptances eligible for rediscount under
     requirements of the Board and accepted by Permitted Banks; and

               (f) obligations of the type described in clause (a), (b), (c) or
     (d) above purchased from a securities dealer designated as a "primary
     dealer" by the Federal Reserve Bank of New York or from a Permitted Bank as
     counterparty to a written repurchase agreement obligating such counterparty
     to repurchase such obligations not later than 14 days after the purchase
     thereof and which provides that the obligations which are the subject
     thereof are held for the benefit of the Borrower or a Subsidiary by a
     custodian which is a Permitted Bank and which is not a counterparty to the
     repurchase agreement in question.
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          "CERCLA" shall mean the Federal Comprehensive Environmental Response,
Compensation and Liability Act, as amended.

          "Change in Control" shall mean the occurrence of any of the following
events: (i) the partners of the Borrower shall approve any plan or proposal for
the liquidation or dissolution of the Borrower; (ii) the General Partner shall
cease for any reason (other than a Qualifying Involuntary Removal) to be the
sole general partner of the Borrower and, in the case of an Involuntary Removal
(so long as no other Event of Default or Default shall have occurred and be
continuing), a period of at least 60 days shall have elapsed since the



occurrence of such Involuntary Removal; (iii) the Public Partnership ceases for
any reason to beneficially own, directly or indirectly, 100% of all classes of
Capital Stock of the Borrower (other than the General Partner's interest in the
Borrower); (iv) the General Partner shall cease for any reason (other than a
Qualifying Involuntary Removal) to be the sole general partner of the Public
Partnership and, in the case of an Involuntary Removal (so long as no other
Event of Default or Default shall have occurred and be continuing), a period of
at least 60 days shall have elapsed since the occurrence of such Involuntary
Removal; or (v) the Sevin Group collectively shall cease for any reason to
beneficially own Capital Stock having the voting power to elect all of the
directors or other governing board of the General Partner.

          "Charges" shall have the meaning assigned to such term in Section
9.09.

          "Class" shall have the meaning assigned to such term in Section 1.03.

          "Closing" shall mean the time at which this Agreement shall become
effective.

          "Closing Date" shall mean the date on which the conditions precedent
set forth in Section 4.01 shall have been satisfied, which date is September 23,
2003.

          "Code" shall mean the Internal Revenue Code of 1986, as the same may
be amended from time to time.

          "Collateral" shall mean all the collateral pledged or purported to be
pledged pursuant to any of the Collateral Documents.

          "Collateral Documents" shall mean the Security Agreements, the
Subsidiaries Consent and Agreement, the General Partner Consent and Agreement,
the Public Partnership Consent and Agreement, the Motor Vehicle Security
Agreements, the Perfection Certificate, the Lockbox Agreements, the Mortgages,
the Intercreditor Agreement, the Agreement of Lenders and Supplement to
Intercreditor Agreement, the Cash Collateral Agreement, checking and deposit
account agreements and all other security agreements and other documents and
instruments executed and/or delivered pursuant to the terms hereof or thereof
(including the certificates of title referred to in Section 4.01(c) of the
Borrower Security Agreement) in order to secure any Facilities Obligations and
Parity Debt or perfect any Lien granted for the benefit of the Lenders and the
holders of Parity Debt pursuant thereto.

          "Commitment" shall mean, with respect to any Lender, such Lender's
Tranche A Revolving Credit Commitment and Tranche B Commitment.
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          "Commitment Fees" shall mean the Tranche A Commitment Fees and the
Tranche B Commitment Fees.

          "Commodities Inventory" shall mean all inventory consisting of propane
gas and other petroleum derivative products of, and held for sale by, the
Borrower or any Restricted Subsidiary.

          "Commodity Hedging Agreement" shall mean any agreement or arrangement
designed solely to protect the Borrower and the Restricted Subsidiaries against
fluctuations in the price of propane with respect to quantities of propane that
the Borrower and the Restricted Subsidiaries reasonably expect to purchase from
suppliers, sell to their customers or need for their inventory during the period
covered by such agreement or arrangement.

          "Conduit Lender" shall mean any special purpose corporation organized
and administered by any Lender for the purpose of making Loans otherwise
required to be made by such Lender and designated by such Lender in a written
instrument; provided that, the designation by any Lender of a Conduit Lender
shall not relieve the designating Lender of any of its obligations to fund a
Loan under this Agreement if, for any reason, its Conduit Lender fails to fund
any such Loan, and the designating Lender (and not the Conduit Lender) shall
have the sole right and responsibility to deliver all consents and waivers
required or requested under this Agreement with respect to its Conduit Lender,
and provided, further, that no Conduit Lender shall (a) be entitled to receive
any greater amount pursuant to Section 2.13, Section 2.15, Section 2.19 or



Section 9.05 than the designating Lender would have been entitled to receive in
respect of the extensions of credit made by such Conduit Lender or (b) be deemed
to have any Commitment.

          "Confidential Information Memorandum" shall mean the Confidential
Information Memorandum dated August 2003 and furnished to certain Lenders.

          "Consolidated Cash Flow" shall mean at any date of determination, for
the Reference Period with respect to such date of determination, (i) the sum of,
without duplication, the amounts for such period, taken as a single accounting
period, (a) Consolidated Net Income and (b) all amounts deducted in arriving at
such Consolidated Net Income in respect of (I) interest charges (including
amortization of debt discount and expense and imputed interest in Capital Lease
Obligations), (II) provisions for all taxes and reserves (including reserves for
deferred income taxes) and (III) non-cash items, including, without limitation,
non-cash expenses or losses incurred as a result of Statement of Financial
Accounting Standard Number 133 and the implementation of Statement of Financial
Accounting Standard Numbers 141 and 142 less (ii) without duplication, any
non-cash items added in the determination of such Consolidated Net Income for
such period. Consolidated Cash Flow shall be calculated after giving effect, on
a pro forma basis for the Reference Period with respect to any date of
determination to, without duplication, any asset sales or asset acquisitions
(including any asset acquisition giving rise to the need to make such
calculation as a result of the Borrower or any Restricted Subsidiary (including
any Person who becomes a Restricted Subsidiary as a result of such asset
acquisition) incurring, assuming or otherwise being liable for acquired
Indebtedness) occurring during the period commencing on the first day of such
Reference Period to and including the date of determination, as if such asset
sale or asset acquisition occurred on the first day of such
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Reference Period. The pro forma calculations required by this definition will be
determined in accordance with GAAP, shall be certified by a Financial Officer of
the Borrower, and shall be calculated in a manner reasonably satisfactory to the
Required Lenders; provided, however, that such calculation shall be made (i)
based on the historical sales volume associated with any Eligible Propane
Acquisition for the Reference Period with respect to the date of such
acquisition, less estimated post-acquisition loss of sales volume (not to be
less than three percent (3%)), (ii) based on the actual cost to the Borrower of
the volume of goods sold as determined in clause (i) above, (iii) based on the
pro forma expenses that would have been incurred by the Borrower in the
operation of such Eligible Propane Acquisition if it had occurred on the first
day of such period computed on the basis of personnel expenses for employees
retained or to be retained by the Borrower in the operation of such Eligible
Propane Acquisition and non-personnel costs and expenses incurred by the
Borrower or the General Partner in the operation of the Business at similarly
situated facilities of the Borrower and the Restricted Subsidiaries, and (iv)
without inclusion of the operations of any Unrestricted Subsidiary.

          "Consolidated Interest Expense" shall mean as of any date of
determination, the total amount payable by the Borrower and its Restricted
Subsidiaries on a consolidated basis (it being understood that amounts payable
by Unrestricted Subsidiaries shall not be consolidated with the Borrower or any
Restricted Subsidiary for purposes of calculating Consolidated Interest
Expense), during the Reference Period with respect to such date of
determination, in respect of all interest charges (including amortization of
debt discount and expense and imputed interest on actual payments under Capital
Lease Obligations) during such Reference Period with respect to Indebtedness of
the Borrower and its Restricted Subsidiaries.

          "Consolidated Net Income" shall mean, with reference to any period,
the net income (or deficit) of the Borrower and its Restricted Subsidiaries for
such period (taken as a cumulative whole), after deducting all operating
expenses, provisions for all taxes and reserves (including reserves for deferred
income taxes) and all other proper deductions, all determined in accordance with
GAAP on a consolidated basis (it being understood that the net income of
Unrestricted Subsidiaries shall not be consolidated with the Borrower or any
Restricted Subsidiary for purposes of calculating Consolidated Net Income),
after eliminating all intercompany transactions and after deducting portions of
income properly attributable to minority interests, if any, in the stock and
surplus of Restricted Subsidiaries, provided that there shall be excluded (a)
the income (or deficit) of any Person accrued prior to the date it becomes a



Restricted Subsidiary or is merged into or consolidated with the Borrower or a
Restricted Subsidiary, (b) the income (or deficit) of any Person (other than a
Restricted Subsidiary) in which the Borrower or any Restricted Subsidiary has an
ownership interest, except to the extent that any such income has been actually
received by the Borrower or such Restricted Subsidiary in the form of dividends
or similar distributions (but subject to the limitations specified in the
proviso below), (c) the undistributed earnings of any Restricted Subsidiary to
the extent that the declaration or payment of dividends or similar distributions
by such Restricted Subsidiary is not at the time permitted by the terms of its
charter or any agreement, instrument, judgment, decree, order, statute, rule or
governmental regulation applicable to such Restricted Subsidiary, (d) any
restoration to income of any contingency reserve, except to the extent that
provision for such reserve was made out of income accrued during such period,
(e) any aggregate net gain (but not any aggregate net loss) during such period
arising from the sale, exchange or other disposition of capital assets (such
term to include all fixed assets, whether tangible or intangible, all inventory
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sold in conjunction with the disposition of fixed assets, and all securities),
(f) any write-up of any asset, (g) any net gain from the collection of the
proceeds of life insurance policies, (h) any gain arising from the acquisition
of any securities, or the extinguishment, under GAAP, of any Indebtedness, of
the Borrower or any Restricted Subsidiary, (i) any net income or gain (but not
any net loss) during such period from any change in accounting, from any
discontinued operations or the disposition thereof, from any extraordinary
events or from any prior period adjustments, (j) any deferred credit
representing the excess of equity in any Restricted Subsidiary at the date of
acquisition over the cost of the investment in such Restricted Subsidiary, and
(k) in the case of a successor to the Borrower by consolidation or merger or as
a transferee of its assets, any earnings of the successor corporation prior to
such consolidation, merger or transfer of assets; provided, further, that
notwithstanding clause (b) above, there shall be excluded in all events the
income (or deficit) of Petro Holdings and its Subsidiaries, whether or not any
amounts are actually received by the Borrower or any Restricted Subsidiary from
or through Petro Holdings or any of its Subsidiaries in the form of dividends or
otherwise.

          "Consolidated Pro Forma Debt Service" shall mean, as of any date of
determination, the total amount payable by the Borrower and the Restricted
Subsidiaries on a consolidated basis (it being understood that amounts payable
by Unrestricted Subsidiaries shall not be consolidated with the Borrower or any
Restricted Subsidiary for purposes of calculating Consolidated Pro Forma Debt
Service), during the four consecutive calendar quarters next succeeding the date
of determination, in respect of scheduled principal payments and all interest
charges (excluding amortization of debt discount and expense) with respect to
Indebtedness of the Borrower and the Restricted Subsidiaries outstanding on such
date of determination (other than all scheduled principal payments during any
such four consecutive calendar quarter period with respect to Funded Debt and
the Tranche B Loans), after giving effect to any Indebtedness proposed to be
incurred on such date and to the substantially concurrent repayment of any other
Indebtedness, and (a) including actual payments under Capital Lease Obligations,
(b) assuming, in the case of Indebtedness (other than Indebtedness incurred
under the Facilities and the Parity Debt Credit Agreement) bearing interest at
fluctuating interest rates which cannot be determined in advance, that the rate
in effect on such date will remain in effect throughout such period, (c)
assuming in the case of Indebtedness incurred under the Facilities and/or the
Parity Debt Credit Agreement, that (i) the interest payments payable during such
four consecutive calendar quarters next succeeding the date of determination
will equal the actual interest payments associated with the Facilities or the
Parity Debt Credit Agreement, as the case may be, during the most recent four
fiscal quarters and (ii) except for the 12-month period immediately prior to the
termination or final maturity thereof (unless extended or renewed), no principal
payments will be made under Facility A and (iii) principal payments relating to
Facility B and the Parity Debt Credit Agreement will become due based on the
assumption that the conversion to the fixed amortization schedule pursuant to
Section 2.01(c) and Section 2.11(c) of this Agreement and Sections 2.01(b) and
2.11(b) of the Parity Debt Credit Agreement, as applicable, has occurred, (d)
treating the principal amount of all Indebtedness outstanding as of such date of
determination under a revolving credit or similar agreement (other than the
Facilities) as maturing and becoming due and payable on the scheduled maturity
date or dates thereof (including the maturity of any payment required by any
commitment reduction or similar amortization provision), without regard to any



provision permitting such maturity date to be extended, (e) including any other
debt repayments due within twelve months from such date of
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determination and (f) excluding principal and interest payments in connection
with the Star/Petro Intercompany Subordinated Debt.

          "Control" shall mean the possession, directly or indirectly, of the
power to direct or cause the direction of the management or policies of a
Person, whether through the ownership of voting securities, by contract or
otherwise, and "Controlling" and "Controlled" shall have meanings correlative
thereto.

          "Current Assets" shall mean, as of any date, all assets which would,
in accordance with GAAP, be included on a consolidated balance sheet of the
Borrower and its Restricted Subsidiaries as of such date as current assets;
provided that it is understood that the current assets of Unrestricted
Subsidiaries shall not be consolidated with those of the Borrower or any
Restricted Subsidiary for purposes of calculating Current Assets.

          "Current Liabilities" shall mean, as of any date, without duplication,
(a) all liabilities which would, in accordance with GAAP, be included on a
consolidated balance sheet of the Borrower and its Restricted Subsidiaries as of
such date as current liabilities; provided that it is understood that the
current liabilities of Unrestricted Subsidiaries shall not be consolidated with
those of the Borrower or any Restricted Subsidiary for purposes of calculating
Current Liabilities, and (b) all Indebtedness as of such date in respect of the
Tranche A Revolving Loans and Tranche A Letters of Credit.

          "Current Value" shall have the meaning assigned to such term in
Section 6.20.

          "Default" shall mean any event or condition which upon notice, lapse
of time or both would constitute an Event of Default.

          "Disqualified Stock" of any Person shall mean any Capital Stock of
such Person which by its terms (or by the terms of any security into which it is
convertible or for which it is exchangeable or exercisable), upon the happening
of any event or otherwise (a) matures or is mandatorily redeemable or subject to
any mandatory repurchase requirement, pursuant to a sinking fund obligation or
otherwise, (b) is convertible into or exchangeable or exercisable for
Indebtedness or Disqualified Stock or (c) is redeemable or subject to any
mandatory repurchase requirement at the option of the holder thereof, in whole
or in part, in each case on or prior to the first anniversary of the Tranche B
Maturity Date.

          "Documentation Agent" shall mean Wachovia Bank, N.A., in its capacity
as documentation agent for the Lenders hereunder, and its successors in such
capacity.

          "dollars" or "$" shall mean lawful money of the United States of
America.

          "Eligible Commodities Inventory" shall mean Commodities Inventory of
the Borrower or any Restricted Subsidiary (it being understood that the
Commodities Inventory of any Unrestricted Subsidiary shall not be included in
calculating Eligible Commodities Inventory) as to which all of the following
requirements have been fulfilled to the satisfaction of the Agents:

               (a) such Inventory is owned by the Borrower or such Restricted
     Subsidiary, is subject to the security interest of the Trustee in favor of
     the Secured Parties
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     pursuant to the Security Agreements, which security interest is perfected
     as to such Inventory, and is subject to no other Lien whatsoever other than
     a Lien permitted under clause (b) of Section 6.02;

               (b) such Inventory is not held on consignment;



               (c) such Inventory is of customary quality and meets all
     standards applicable to such Inventory, its use or sale imposed by any
     Governmental Authority having regulatory authority over such matters;

               (d) such Inventory is of a type sold in the ordinary course of
     the business of the Borrower or such Restricted Subsidiary;

               (e) such Inventory is located within the United States (i) in the
     TEPPCO Partners, L.P. pipeline system in one of the states listed in
     Schedule 4 to the Security Agreements, (ii) in commercial storage
     facilities or (iii) at one of the locations listed in Schedule 4 to the
     Security Agreements;

               (f) such Inventory is stored in storage facilities of the
     Borrower or such Restricted Subsidiary, in commercial storage facilities or
     in the TEPPCO Partners, L.P. pipeline system and if located in a warehouse
     or other facility leased by the Borrower or such Restricted Subsidiary, the
     lessor has delivered to the Administrative Agent a waiver, consent and
     agreement in form and substance satisfactory to the Administrative Agent;
     provided that any such Inventory stored in such pipeline system or in
     commercial storage facilities does not in the aggregate exceed 10% of the
     total Eligible Commodities Inventory;

               (g) such Inventory has not been delivered to a customer of the
     Borrower or any Restricted Subsidiary (regardless of whether such delivery
     is on a consignment basis) and has not been returned by any customer;

               (h) in the case of any Inventory consisting of any petroleum
     derivative products other than propane, such inventory does not exceed 10%
     of the total Eligible Commodities Inventory; and

               (i) such Inventory is not determined by the Agents, on behalf of
     the Lenders, to be ineligible for any other reason, based upon credit,
     collateral or other considerations customarily taken into account by the
     Agents in making such determinations.

          "Eligible Non-Commodities Inventory" shall mean Non-Commodities
Inventory of the Borrower or any Restricted Subsidiary (it being understood that
the Non-Commodities Inventory of any Unrestricted Subsidiary shall not be
included in calculating Eligible Non-Commodities Inventory) as to which all of
the following requirements have been fulfilled to the satisfaction of the
Agents:

               (a) such Inventory is owned by the Borrower or such Restricted
     Subsidiary, is subject to the security interest of the Trustee in favor of
     the Secured Parties
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     pursuant to the Security Agreements, which security interest is perfected
     as to such Inventory, and is subject to no other Lien whatsoever other than
     a Lien permitted under clause (b) of Section 6.02;

               (b) such Inventory is not held on consignment;

               (c) such Inventory is in good condition, is not damaged and meets
     all standards applicable to such goods, their use or sale imposed by any
     Governmental Authority having regulatory authority over such matters;

               (d) such Inventory is currently saleable, at prices approximating
     at least the cost thereof, in the ordinary course of the business of the
     Borrower or such Restricted Subsidiary and is of a type sold in the
     ordinary course of business of the Borrower or such Restricted Subsidiary;

               (e) such Inventory is not work in process, or obsolete or
     repossessed, or used goods taken in trade;

               (f) such Inventory is located within the United States at one of
     the locations listed in Schedule 4 to the Security Agreements;

               (g) such Inventory is in the possession and control of the
     Borrower or such Restricted Subsidiary and not any third party and if



     located in a warehouse or other facility leased by the Borrower or such
     Restricted Subsidiary, the lessor has delivered to the Administrative Agent
     a waiver, consent and agreement in form and substance satisfactory to the
     Administrative Agent;

               (h) such Inventory has not been delivered to a customer of the
     Borrower or any Restricted Subsidiary (regardless of whether such delivery
     is on a consignment basis) and has not been returned by any customer;

               (i) in the case of any such Inventory consisting of new parts
     inventory and new supplies inventory, such Inventory does not exceed
     $200,000 in the aggregate; and

               (j) such Inventory is not determined by the Agents, on behalf of
     the Lenders, to be ineligible for any other reason, based upon credit,
     collateral or other considerations customarily taken into account by the
     Agents in making such determinations.

          "Eligible Propane Acquisitions" shall mean acquisitions by the
Borrower or any Restricted Subsidiary of controlling stock or all or any part of
the assets of Persons primarily engaged in the distribution of propane and,
incidental thereto, propane appliances, within (a) the continental United States
of America or (b) Canada or Puerto Rico, to the extent that the Trustee, for the
benefit of the Secured Parties, has a perfected first-priority security interest
in such acquired Capital Stock or assets of such Person pursuant to the
Collateral Agreements; provided that, any acquisition made by an Unrestricted
Subsidiary shall not constitute an Eligible Propane Acquisition. A Person shall
be "primarily engaged" in the distribution of propane and propane
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appliances within the continental United States of America, Canada or Puerto
Rico in the event that at least eighty-five percent (85%) of its annual gross
revenue is derived from such distribution activities within such locations.

          "Eligible Receivable" shall mean a Receivable arising in the ordinary
course of the business of the Borrower or any Restricted Subsidiary (it being
understood that Receivables of any Unrestricted Subsidiary shall not be included
in Eligible Receivables) as to which all of the following requirements have been
fulfilled to the satisfaction of the Agents:

               (a) such Receivable is owned by the Borrower or such Restricted
     Subsidiary and represents a complete bona fide, arm's-length transaction
     which requires no further act on the part of the Borrower or such
     Restricted Subsidiary to make such Receivable payable by the applicable
     Account Debtor;

               (b) such Receivable is not past due more than 60 days after the
     due date of the original invoice;

               (c) such Receivable provides for credit terms which are not
     materially more favorable than customary among the competitors of the
     Borrower and its Restricted Subsidiaries with respect to similar Account
     Debtors;

               (d) such Receivable does not arise out of any transaction between
     or among the Borrower, any Restricted Subsidiary and any creditor, lessor
     or supplier of the Borrower or any Restricted Subsidiary (except as to the
     portion of such Receivable that is greater than all amounts owing by the
     Borrower and the Restricted Subsidiaries to such Person);

               (e) the Account Debtor with respect thereto is located in the
     United States of America;

               (f) such Receivable is not subject to the Assignment of Claims
     Act of 1940, as amended from time to time, or any applicable law now or
     hereafter existing similar in effect thereto, or to any contractual
     provision prohibiting its assignment or requiring notice of or consent of
     any Person to such assignment, except to the extent the requirements
     thereof have been satisfied;

               (g) the Borrower or such Restricted Subsidiary is not in breach
     of any express or implied representation or warranty with respect to the



     goods or services the sale of which gave rise to such Receivable;

               (h) the Account Debtor with respect to such Receivable is not
     insolvent or the subject of any bankruptcy or insolvency proceedings of any
     kind or of any other proceeding or action, threatened or pending, which, in
     the Agents' judgment, is reasonably likely to result in the insolvency of
     such Account Debtor;

               (i) the Inventory the sale of which gave rise to such Receivable
     were shipped or delivered to the applicable Account Debtor on an absolute
     sale basis and not on a bill and hold sale basis, a consignment sale basis,
     a guaranteed sale basis, a sale or
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     return basis or on the basis of any other similar understanding, and such
     goods have not been returned or rejected;

               (j) such Receivable, when added to all other Receivables owing to
     the Borrower or any Restricted Subsidiary by the applicable Account Debtor
     or any of its Affiliates, does not exceed in face amount the greater of (i)
     1% of the total Eligible Receivables and (ii) $150,000 (unless the Agents
     shall have determined in their sole discretion to include such Receivables
     of a particular Account Debtor to the extent in excess of the foregoing
     greater amount);

               (k) such Receivable is evidenced by an invoice or other
     documentation in form satisfactory to the Administrative Agent containing
     only terms normally offered by the Borrower or such Restricted Subsidiary,
     and is dated no later than the date of shipment;

               (l) such Receivable is a valid, legally enforceable obligation of
     the Account Debtor with respect thereto and is not subject to any present
     (and no facts exist which are the basis for any future) offset, credit,
     rebate, deduction or counterclaim, dispute or other defense on the part of
     such Account Debtor;

               (m) such Receivable is not evidenced by chattel paper or an
     instrument of any kind;

               (n) such Receivable does not constitute deferred revenue from any
     service agreement and does not arise from fees for the time value of money;

               (o) such Receivable is subject to the security interest of the
     Trustee in favor of the Secured Parties pursuant to the Security
     Agreements, which security interest is perfected as to such Receivable, and
     is subject to no other Lien whatsoever other than a Lien permitted under
     clause (b) of Section 6.02 and the Inventory giving rise to such Receivable
     were not, at the time of the sale thereof, subject to any Lien;

               (p) such Receivable is payable in dollars; and

               (q) such Receivable is not determined by the Agents, on behalf of
     the Lenders, to be ineligible for any other reason based upon credit,
     collateral or other considerations customarily taken into account by the
     Agents in making such determinations.

          "Environmental Laws" shall mean the common law and all Federal, state,
local and foreign laws, rules or regulations relating to pollution or protection
of public health, safety or the environment, including laws relating to (a)
emissions, discharges, releases or threatened releases of any Hazardous Material
into the environment (including air, surface water, ground water or land) or (b)
the manufacture, processing, distribution, use, treatment, storage, disposal,
transport or handling of Hazardous Materials.

          "ERISA" shall mean the Employee Retirement Income Security Act of
1974, as the same may be amended from time to time and the regulations and rules
issued thereunder.

                                                                              17



          "Eurodollar Borrowing" shall mean a Borrowing comprised of Eurodollar
Loans.

          "Eurodollar Loan" shall mean any Eurodollar Revolving Loan or
Eurodollar Tranche B Term Loan.

          "Eurodollar Revolving Loan" shall mean any Revolving Loan bearing
interest at a rate determined by reference to the Adjusted LIBO Rate in
accordance with the provisions of Article II.

          "Eurodollar Tranche A Revolving Loan" shall mean any Tranche A
Revolving Loan bearing interest at a rate determined by reference to the
Adjusted LIBO Rate in accordance with the provisions of Article II.

          "Eurodollar Tranche B Revolving Loan" shall mean any Tranche B
Revolving Loan bearing interest at a rate determined by reference to the
Adjusted LIBO Rate in accordance with the provisions of Article II.

          "Eurodollar Tranche B Term Borrowing" shall mean a Borrowing comprised
of Eurodollar Tranche B Term Loans.

          "Eurodollar Tranche B Term Loan" shall mean any Tranche B Term Loan
bearing interest at a rate determined by reference to the Adjusted LIBO Rate in
accordance with the provisions of Article II.

          "Event of Default" shall have the meaning assigned to such term in
Article VII.

          "Excess Proceeds" shall mean the meaning specified in Section
6.07(c)(iii)(B).

          "Exchange Act" shall mean the Securities Exchange Act of 1934, as
amended, and the rule and regulations promulgated thereunder.

          "Existing Credit Agreement" shall have the meaning assigned to such
term in the recitals hereto.

          "Existing Parity Debt Credit Agreement" shall mean the Parity Debt
Credit Agreement dated as of February 22, 2002 among the Borrower, the lenders
party thereto from time to time, Fleet National Bank as Administrative Agent and
Issuing Bank and Bank of America, N.A. as Documentation Agent, as the same may
be amended, modified or supplemented from time to time.

          "Existing Unmortgaged Property" shall have the meaning assigned to
such term in Section 6.20.

          "Existing Lenders" shall have the meaning assigned to such term in
Section 4.01(e).

          "Facilities" shall mean Facility A and Facility B.
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          "Facilities Obligations" shall mean (a) the Borrower's obligations in
respect of the due and punctual payment of principal of and interest on
(including interest accruing after the maturity of the Loans and Letter of
Credit Disbursements not yet reimbursed by the Borrower as provided in Section
2.21 and interest accruing after the filing of any petition in bankruptcy, or
the commencement of any insolvency, reorganization or like proceeding, relating
to the Borrower, whether or not a claim for post-filing or post-petition
interest is allowed in such proceeding) the Loans and all amounts drawn under
the Letters of Credit, when and as due, whether at maturity, by acceleration,
upon one or more dates set for prepayment or otherwise, (b) all Fees, expenses,
indemnities and expense reimbursement obligations of the Borrower under this
Agreement or any other Loan Document, (c) all obligations of the Borrower to any
Agent or Lender under any Interest Rate Agreement and (d) all other obligations,
monetary or otherwise, of the Borrower or any other Loan Party under any Loan
Document to which it is a party, in each case, whether now owing or hereafter
existing.

          "Facility A" shall mean the Tranche A Revolving Loans and the Tranche
A Letters of Credit provided or participated in by the Lenders to the Borrower
pursuant to this Agreement and the other Loan Documents.



          "Facility B" shall mean the Tranche B Revolving Loans, the Tranche B
Letters of Credit and the Tranche B Term Loans provided or participated in by
the Lenders to the Borrower pursuant to this Agreement and the other Loan
Documents.

          "Facility Obligations" shall have the meaning assigned to such term in
the Parity Debt Credit Agreement.

          "Federal Funds Effective Rate" shall mean, for any day, the rate equal
to the weighted average (rounded upwards to the nearest 1/8%) of the rates on
overnight federal funds transactions with members of the Federal Reserve System
arranged by federal funds brokers, (a) as such weighted average is published for
such day (or, if such day is not a Business Day, for the immediately preceding
Business Day) by the Federal Reserve Bank of New York or (b) if such rate is not
so published for such Business Day, as determined by the Administrative Agent
using any reasonable means of determination. Each determination by the
Administrative Agent of the Federal Funds Effective Rate shall, in the absence
of manifest error, be conclusive.

          "Fees" shall mean the Commitment Fees, the other fees payable pursuant
to Section 2.05 and the Letter of Credit Fees.

          "Financial Officer" shall mean, as to any corporation, the chief
financial officer or principal accounting officer of such corporation and, as to
any partnership, an officer of its managing general partner who would qualify as
a Financial Officer of such general partner hereunder.

          "Funded Debt", as applied to any Person, shall mean all Indebtedness
of such Person which by its terms or by the terms of any instrument or agreement
relating thereto matures more than one year from the date of the initial
creation thereof (including any current installment thereof due within one year
of the date of determination) provided that Funded Debt shall include any
Indebtedness which does not otherwise come within the foregoing definition
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but which is directly or indirectly renewable or extendible at the option of the
debtor to a date one year or more (including an option of the debtor under a
revolving credit or similar agreement obligating the lender or lenders to extend
credit over a period of one year or more) from the date of the initial creation
thereof; provided, further, that Funded Debt shall not include intercompany
Indebtedness permitted pursuant to Section 6.01(d).

          "Funding Office" shall mean the office of the Administrative Agent
specified in Section 9.01 or such other office as may be specified from time to
time by the Administrative Agent as its funding office by written notice to the
Borrower and the Lenders.

          "GAAP" shall mean generally accepted accounting principles in effect
in the United States from time to time.

          "General Partner" shall mean Star Gas LLC or, after an Involuntary
Removal, any Person which replaces Star Gas LLC as sole general partner of the
Borrower and the Public Partnership in a Qualifying Involuntary Removal.

          "General Partner Consent and Agreement" shall mean the General Partner
Consent and Agreement dated as of the date hereof among the General Partner and
the Trustee as to the consent and agreement of the General Partner in connection
with the General Partner Guarantee and the Partners Security Agreement, in the
form attached hereto as Exhibit B-1, as amended, supplemented or otherwise
modified from time to time.

          "General Partner Guarantee Agreement" shall mean the Guarantee
Agreement between the General Partner and the Trustee dated as of March 25,
1999, as amended, supplemented or otherwise modified from time to time.

          "Governmental Authority" shall mean any Federal, state, local or
foreign governmental department, commission, board, bureau, authority, agency,
court, instrumentality or judicial or regulatory body or entity.

          "Growth-Related Capital Expenditures" shall mean, with respect to any
Person, all capital expenditures by such Person made to improve or enhance the



existing capital assets or to increase the customer base of such Person or to
acquire or construct new capital assets (but excluding capital expenditures made
to maintain, up to the level thereof that existed at the time of such
expenditure, the operating capacity of the capital assets of such Person as such
assets existed at the time of such expenditure).

          "Guaranty", as applied to any Person, shall mean any direct or
indirect liability, contingent or otherwise, of such Person with respect to any
indebtedness, lease, dividend or other obligation of another, including any such
obligation directly or indirectly guaranteed, endorsed (otherwise than for
collection or deposit in the ordinary course of business) or discounted or sold
with recourse by such Person, or in respect of which such Person is otherwise
directly or indirectly liable or any other obligation under any contract which,
in economic effect, is substantially equivalent to a guaranty, including any
such obligation of a partnership in which such Person is a general partner or of
a joint venture in which such Person is a joint venturer, and any such
obligation in effect guaranteed by such Person through any agreement (contingent
or otherwise) to purchase, repurchase or otherwise acquire such obligation or
any security therefor,
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or to provide funds for the payment or discharge of such obligation (whether in
the form of loans, advances, stock purchases, capital contributions or
otherwise), or to maintain the solvency or any balance sheet or other financial
condition of the obligor of such obligation, or to make payment for any
products, materials or supplies or for any transportation or services regardless
of the non-delivery or non-furnishing thereof, in any such case if the purpose
or intent of such agreement is to provide assurance that such obligation will be
paid or discharged, or that any agreements relating thereto will be complied
with, or that the holders of such obligation will be protected against loss in
respect thereof.

          "Guarantee Agreements" shall mean the General Partner Guarantee
Agreement and the Subsidiaries Guarantee Agreement.

          "Hazardous Materials" shall mean any toxic or hazardous substance or
waste, gasoline or petroleum (including crude oil or any fraction thereof) or
petroleum products, polychlorinated biphenyls, urea-formaldehyde insulation,
asbestos or asbestos-containing materials, pollutants, contaminants,
radioactivity, and any other materials or substances of any kind, whether or not
any such substance is defined as hazardous under any Environmental Law, that is
regulated pursuant to any Environmental Law or that could give rise to liability
under any Environmental Law.

          "Hedging Agreement" shall mean any interest rate swap, collar, cap or
similar interest rate arrangement designed solely to protect the Borrower
against fluctuations in interest rates on Indebtedness outstanding or committed
under the Facilities.

          "Indebtedness", as applied to any Person, shall mean the following
(without duplication):

               (a) any indebtedness for borrowed money which such Person has
     directly or indirectly created, incurred or assumed;

               (b) any indebtedness, whether or not for borrowed money, with
     respect to which such Person has become directly or indirectly liable and
     which represents the deferred purchase price (or a portion thereof) or has
     been incurred to finance the purchase price (or a portion thereof) of any
     property or service or business acquired by such Person, whether by
     purchase, consolidation, merger or otherwise;

               (c) all obligations evidenced by notes, bonds, debentures or
     similar instruments, including obligations so evidenced incurred in
     connection with the acquisition or property, assets or businesses, and all
     obligations upon which interest charges are customarily paid;

               (d) all indebtedness created or arising under any conditional
     sale or other title retention agreement, or incurred as financing, in
     either case with respect to property acquired by the Person (even though
     the rights and remedies of the seller or bank under such agreement in the
     event of default are limited to repossession or sale of such property);
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               (e) any Capital Lease Obligations to the extent such obligations
     would, in accordance with GAAP, appear on a balance sheet of such Person;

               (f) any indebtedness, whether or not for borrowed money, secured
     by (or for which the holder of such Indebtedness has an existing right,
     contingent or otherwise, to be secured by) any Lien in respect of property
     owned by such Person, whether or not such Person has assumed or become
     liable for the payment of such indebtedness, provided that the amount of
     such Indebtedness if not so assumed shall in no event be deemed to be
     greater than the fair market value from time to time (as determined in good
     faith by such Person) of the property subject to such Lien;

               (g) all Disqualified Stock of such Person valued at the greater
     of its voluntary or involuntary maximum fixed repurchase price plus accrued
     dividends;

               (h) any Preferred Stock of any Subsidiary of such Person valued
     at the sum of the liquidation preference thereof or any mandatory
     redemption payment obligations in respect thereof plus, in either case,
     accrued dividends thereon;

               (i) any indebtedness of the character referred to in clause (a)
     through (h) of this definition deemed to be extinguished under GAAP but for
     which such Person remains legally liable;

               (j) all obligations of such Person in respect of Interest Rate
     Agreements; and

               (k) all standby letters of credit (including the Letters of
     Credit) of such Person and any indebtedness of any other Person of the
     character referred to in clause (a) through (i) of this definition with
     respect to which the Person whose Indebtedness is being determined has
     become liable by way of a Guaranty.

Notwithstanding the foregoing, in determining the Indebtedness of the Borrower
and the Restricted Subsidiaries, there shall be excluded all undrawn commercial
letters of credit (not yet due and payable), trade accounts payable, accrued
interest and other accrued expenses and customer credit balances arising in the
ordinary course of business on ordinary terms. The Indebtedness of any Person
shall include the Indebtedness of any partnership in which such Person is a
general partner.

          "Indemnified Party" shall have the meaning assigned to such term in
Section 9.05(b).

          "Initial Acquisition Facility" shall mean Facility B.

          "Intercompany Notes" shall mean the promissory notes of the
Subsidiaries issued to the Borrower as contemplated by Section 6.01(c), either
(i) in the form attached hereto as Exhibit D, or (ii)\ such other form as may be
satisfactory to the Administrative Agent, representing all Indebtedness of the
Subsidiaries to the Borrower outstanding at any time.
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          "Intercreditor Agreement" shall mean the Intercreditor and Trust
Agreement dated as of December 13, 1995, among (i) the Borrower, the Public
Partnership, Star Gas LLC and the Restricted Subsidiaries, as trustor, (ii) HSBC
Bank USA (formerly known as Marine Midland Bank), as trustee, (iii) the note
purchasers named therein, (iv) the bank lenders named therein, (v) the
Documentation Agent, (vi) the Syndication Agent, and (vii) the Administrative
Agent, as amended by the First Amendment to Intercreditor and Trust Agreement
dated as of May 31, 1996, the Second Amendment to Intercreditor and Trust
Agreement dated as of September 30, 2000, the Third Amendment to Intercreditor
and Trust Agreement dated as of October 25, 2002, and as supplemented by an
Agreement of Parity Lenders and Supplement to Intercreditor Agreement, dated as
of March 15, 2001, the Supplemental Agreement, dated as of March 25, 1999, the
Agreement of Parity Lenders and Supplement to Intercreditor Agreement dated as



of October 23, 2001, the Agreement of Parity Lenders and Supplement to
Intercreditor Agreement, dated as of February 22, 2002, the Agreement of Lenders
and Supplement to Intercreditor Agreement and the Agreement of Parity Lenders
and Supplement to Intercreditor Agreement, and as further amended, supplemented
or otherwise modified from time to time.

          "Interest Payment Date" shall mean, with respect to any Loan, the last
day of the Interest Period applicable to the Borrowing of which such Loan is a
part and, in the case of any Eurodollar Borrowing with an Interest Period of
more than three months' duration, each day that would have been an Interest
Payment Date had successive Interest Periods of three months' duration been
applicable to such Borrowing and, in addition, in the case of any Eurodollar
Borrowing, the date of any refinancing or conversion of such Borrowing with or
to a Borrowing of a different Type.

          "Interest Period" shall mean (a) as to any Eurodollar Borrowing, the
period commencing on the date of such Borrowing or on the last day of the
immediately preceding Interest Period applicable to such Borrowing, as the case
may be, and ending on the numerically corresponding day (or, if there is no
numerically corresponding day, on the last day) in the calendar month that is
one, two, three or six months thereafter, as the Borrower may elect, and (b) as
to any ABR Borrowing, the period commencing on the date of such Borrowing or on
the last day of the immediately preceding Interest Period applicable to such
Borrowing, as the case may be, and ending on the earliest of (i) the last day of
each March, June, September and December and (ii) with respect to any Tranche A
Revolving Loan, Tranche B Revolving Loan or Tranche B Term Loan, the Tranche A
Maturity Date, the Tranche B Conversion Date or the Tranche B Maturity Date,
respectively; provided, however, that if any Interest Period would end on a day
other than a Business Day, such Interest Period shall be extended to the next
succeeding Business Day unless, in the case of a Eurodollar Borrowing only, such
next succeeding Business Day would fall in the next calendar month, in which
case such Interest Period shall end on the next preceding Business Day. Interest
shall accrue from and including the first day of an Interest Period to, but
excluding, the last day of such Interest Period.

          "Interest Rate Agreement" shall mean any interest rate swap, collar,
cap, foreign currency exchange agreement or other arrangement requiring payments
contingent upon interest or exchange rates.

          "Inventory" shall mean Commodities Inventory and Non-Commodities
Inventory.
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          "Investment", as applied to any Person, shall mean any direct or
indirect purchase or other acquisition by such Person of stock or other
securities of any other Person, or any direct or indirect loan, advance or
capital contribution by such Person to any other Person, and any other item
which would be classified as an "investment" on a balance sheet of such Person
prepared in accordance with GAAP, including any direct or indirect contribution
by such Person of property or assets to a joint venture, partnership or other
business entity in which such Person retains an interest. For the purposes of
Section 6.03, the amount involved in Investments made during any period shall be
the aggregate cost to the Borrower of all such Investments made during such
period, determined in accordance with GAAP, but without regard to unrealized
increases or decreases in value, or write-ups, write-downs or write-offs, of
such investments and without regard to the existence of any undistributed
earnings or accrued interest with respect thereto accrued after the respective
dates on which such Investments were made, less any net return of capital
realized during such period upon the sale, repayment or other liquidation of
such Investment (determined in accordance with GAAP, but without regard to any
amounts received during such period as earnings (in the form of dividends not
constituting a return of capital, interest or otherwise) on such Investment) or
as loans from any Person in whom such Investments have been made.

          "Involuntary Removal" shall mean an involuntary removal of the General
Partner as the general partner of the Borrower pursuant to Section 12.2 of the
Partnership Agreement or as the general partner of the Public Partnership
pursuant to Section 13.2 of the MLP Agreement.

          "Issuing Bank" shall mean, as to any Letter of Credit, JPMorgan Chase
Bank, in its capacity as the issuer of such Letter of Credit, and its successors
in such capacity.



          "Legal Requirement" shall mean any law, statute, ordinance, decree,
requirement, order, judgment, rule or regulation (or published official
interpretation by any Governmental Authority of any of the foregoing) of any
Governmental Authority.

          "Lender" shall mean each financial institution listed on the signature
pages hereof, each assignee which becomes a Lender pursuant to Section 9.04(b),
and their respective successors; provided, that unless the context otherwise
requires, each reference herein to the Lenders shall be deemed to include any
Conduit Lender.

          "Letter Agreement" shall have the meaning set forth in Section
2.05(c).

          "Letter of Credit Disbursement" shall mean a payment or disbursement
made by the Issuing Bank pursuant to a Letter of Credit.

          "Letter of Credit Exposure" shall mean at any time the sum of (i) the
Tranche A Letter of Credit Exposure and (ii) the Tranche B Letter of Credit
Exposure. The Letter of Credit Exposure of any Lender at any time shall mean the
sum of its Tranche A Letter of Credit Exposure and Tranche B Letter of Credit
Exposure at such time.

          "Letter of Credit Fees" shall mean the Tranche A Letter of Credit Fees
and Tranche B Letter of Credit Fees.
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          "Letters of Credit" shall mean any and all Tranche A Letters of Credit
and Tranche B Letters of Credit.

          "Level I Pricing Period" shall mean, subject to Section 2.06(e), any
period during which the Leverage Ratio is less than 3.50 to 1.00 and no Event of
Default has occurred and is continuing.

          "Level II Pricing Period" shall mean, subject to Section 2.06(e), any
period during which the Leverage Ratio is greater than or equal to 3.50 to 1.00
but less than 4.00 to 1.00 and no Event of Default has occurred and is
continuing.

          "Level III Pricing Period" shall mean, subject to Section 2.06(e), any
period which is not a Level I Pricing Period or a Level II Pricing Period.

          "Leverage Ratio" as of any date shall mean the ratio of (a) Total
Funded Debt as of the last day of the Reference Period with respect to such date
to (b) Consolidated Cash Flow for such Reference Period.

          "LIBO Rate" shall mean, with respect to any Eurodollar Borrowing for
any Interest Period, the rate per annum determined on the basis of the rate for
deposits in dollars for a period equal to such Interest Period commencing on the
first day of such Interest Period appearing on Page 3750 of the Telerate screen
as of 11:00 a.m., London time, two Business Days prior to the beginning of such
Interest Period. In the event that such rate does not appear on Page 3750 of the
Telerate screen (or otherwise on such screen), the "LIBO Rate" shall be
determined by reference to such other comparable publicly available service for
displaying eurodollar rates as may be selected by the Administrative Agent or,
in the absence of such availability, by reference to the rate at which the
Administrative Agent is offered dollar deposits at or about 11:00 a.m., New York
City time, two Business Days prior to the beginning of such Interest Period in
the interbank eurodollar market where its eurodollar and foreign currency and
exchange operations are then being conducted for delivery on the first day of
such Interest Period for the number of days comprised therein.

          "Lien", as to any Person, shall mean any mortgage, lien (statutory or
otherwise), pledge, reservation, right of entry, encroachment, easement, right
of way, restrictive covenant, license, charge, security interest or other
encumbrance in or on, or any interest or title of any vendor, lessor, lender or
other secured party to or of such Person under any conditional sale or other
title retention agreement or Capital Lease Obligation with respect to, any
property or asset owned or held by such Person, or the signing or filing of a
financing statement with respect to any of the foregoing which names such Person
as debtor, or the signing of any security agreement with respect to any of the



foregoing authorizing any other party as the secured party thereunder to file
any financing statement or any other agreement to give or grant any of the
foregoing. For the purposes of this Agreement, a Person shall be deemed to be
the owner of any asset which it has placed in trust for the benefit of the
holders of Indebtedness of such Person and such trust shall be deemed to be a
Lien if such Person remains legally liable therefor, notwithstanding that such
Indebtedness is or may be deemed to be extinguished under GAAP.
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          "Loan Documents" shall mean (a) this Agreement, (b) the Notes, (c) the
Letters of Credit, (d) the Guarantee Agreements, (e) the Intercompany Notes, (f)
the Collateral Documents, (g) any Interest Rate Agreements entered into by the
Borrower with any Agent or Lender and (h) any Supplemental Agreements.

          "Loan Parties" shall mean the Public Partnership, the General Partner,
the Borrower and the Restricted Subsidiaries.

          "Loan Value of Eligible Receivables, Eligible Commodities Inventory
and Eligible Non-Commodities Inventory" shall mean the sum of (a) 90% of the Net
Unpaid Balance of all Eligible Receivables, plus (b) 90% of the aggregate book
value of all Eligible Commodities Inventory, determined following the moving
weighted average method based on the lower of cost or market in accordance with
GAAP, plus (c) 50% of the aggregate book value of all Eligible Non-Commodities
Inventory, determined following the moving weighted average method based on the
lower of cost or market in accordance with GAAP.

          "Loans" shall mean any or all of the Tranche A Revolving Loans, the
Tranche B Revolving Loans and the Tranche B Term Loans.

          "Lockbox Agreement" shall mean an agreement among any Lender or other
bank, the Borrower or any Restricted Subsidiary, and the Administrative Agent in
substantially the form attached hereto as Exhibit O or in such other form as may
be reasonably satisfactory to the Administrative Agent.

          "Make Whole Amount" shall have the meaning set forth in the 1995 Note
Agreement as in effect on December 13, 1995.

          "Margin Stock" shall have the meaning assigned to such term under
Regulation U.

          "Material Adverse Effect" shall mean a material adverse effect on (a)
the business, operations, property or condition (financial or otherwise) of the
Borrower or the Business, (b) the ability of the Borrower, the General Partner
or any Restricted Subsidiary to perform its obligations under this Agreement or
any other Operative Agreement or (c) the validity, enforceability, perfection or
priority of this Agreement or any other Operative Agreement or of the rights or
remedies of any Lender or the Trustee.

          "Material Contract" shall mean any "material contract" (within the
meaning of Item 601(b)(10) of Regulation S-K under the Exchange Act) except for
employee compensation plans, employee contracts and other employee compensation
arrangements approved by the General Partner or, prior to March 25, 1999, by
Star Gas Corporation, in its capacity as general partner of the Borrower.

          "Maximum Consolidated Pro Forma Debt Service" shall mean, as of any
date of determination, the highest total amount payable by the Borrower and the
Restricted Subsidiaries on a consolidated basis (it being understood that
amounts payable by Unrestricted Subsidiaries shall not be consolidated with the
Borrower or any Restricted Subsidiary for purposes of calculating Maximum
Consolidated Pro Forma Debt Service), during any period of four
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consecutive fiscal quarters, commencing with the fiscal quarter in which such
date of determination occurs and ending on the maturity date of the Mortgage
Notes, in respect of scheduled principal payments and all interest charges with
respect to all Indebtedness of the Borrower and the Restricted Subsidiaries
(other than all scheduled principal payments with respect to the Tranche B
Revolving Loans only to the extent that the outstanding principal amount of the
Tranche B Revolving Loans is zero for a period of at least 30 consecutive days



during the two-year period prior to any such date of determination) outstanding
or to be outstanding, after giving effect to any Indebtedness proposed to be
incurred on such date and to the substantially concurrent repayment of any other
Indebtedness, and (a) including actual payments under Capital Lease Obligations,
(b) assuming, in the case of Indebtedness (other than Indebtedness incurred
under the Facilities and the Parity Debt Credit Agreement) bearing interest at
fluctuating interest rates which cannot be determined in advance, that the rate
in effect on such date will remain in effect throughout such period, (c)
assuming in the case of Indebtedness incurred under the Facilities and the
Parity Debt Credit Agreement, that (i) the interest payments payable during such
four consecutive calendar quarters next succeeding the date of determination
will equal the actual interest payments associated with the Facilities or the
Parity Debt Credit Agreement, as the case may be, during the most recent four
fiscal quarters, (ii) except for the 12-month period immediately prior to the
termination or final maturity thereof (unless extended or renewed), no principal
payments will be made under the Facility A and (iii) principal payments relating
to Facility B and the Parity Debt Credit Agreement Facility will become due
based on the assumption that the conversion to the fixed amortization schedule
is exercised pursuant to Section 2.01(c) and Section 2.11(c) under this
Agreement and Section 2.01(b) and Section 2.11(c) of the Parity Debt Credit
Agreement, as applicable, (d) treating the principal amount of all Indebtedness
outstanding as of such date of determination under a revolving credit or similar
agreement (other than the Facilities and the Parity Debt Credit Agreement) as
maturing and becoming due and payable on the scheduled maturity date or dates
thereof (including the maturity of any payment required by any commitment
reduction or similar amortization provision), without regard to any provision
permitting such maturity date to be extended, (e) including any other debt
repayments due within twelve months from such date of determination and (f)
excluding principal and interest payments in connection with the Star/Petro
Intercompany Subordinated Debt.

          "Maximum Rate" shall have the meaning assigned to such term in Section
9.09.

          "MLP Agreement" shall mean the Agreement of Limited Partnership of the
Public Partnership.

          "Mortgage" shall mean each mortgage, assignment of rents, security
agreement and fixture filing, or deed of trust, assignment of rents and fixture
filing, or similar instrument creating and evidencing a lien on a real property
and other property and rights incidental thereto, which shall be substantially
in the form of Exhibit P, containing such schedules and including such exhibits
as shall not be inconsistent with the provisions of Section 4.01(g) or shall be
necessary to conform such instrument to applicable local law and which shall be
dated the date of delivery thereof and made by the owner of the real property
described therein for the benefit of the Trustee, as mortgagee (or beneficiary),
assignee and secured party for the benefit of the Secured Parties, as the same
may be amended, supplemented or otherwise modified from time to time.
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          "Mortgage Notes" shall mean the $85,000,000 8.04% First Mortgage Notes
due September 15, 2009 issued by Borrower pursuant to the 1995 Note Agreement.

          "Mortgaged Properties" shall mean the real properties identified on
Schedule 3.07(b) and each other real property subjected to a Mortgage under
Section 6.20 or otherwise.

          "Motor Vehicle Security Agreements" shall mean the Security Agreements
for Motor Vehicles and other Rolling Stock between the Borrower or the
Restricted Subsidiary, as applicable, and the Trustee in the form of Exhibit D
to the Borrower Security Agreement, as amended, supplemented or otherwise
modified from time to time.

          "Multiemployer Plan" shall mean a Plan which is a multiemployer plan
as defined in Section 4001(a)(3) of ERISA.

          "Net Unpaid Balance" of any Eligible Receivable on any date shall mean
the unpaid balance of such Eligible Receivable on such date.

          "Net Working Capital" as of any date shall mean the lesser of (a) (i)
Current Assets as of such date, minus (ii) Current Liabilities as of such date
and (b) $8,000,000.



          "1995 Note Agreement" shall mean the Note Agreement dated as of
December 13, 1995, among the Star Gas LLC, the Borrower and the investors named
therein, as amended by the First Amendment to Note Agreement dated as of May 31,
1996, the Second Amendment to Note Agreement dated as of March 25, 1999, the
Third Amendment to Note Agreement dated as of September 30, 2000, the Fourth
Amendment to Note Agreement dated as of October 25, 2002, and as further
amended, supplemented or otherwise modified from time to time in accordance with
the Intercreditor Agreement.

          "Non-Commodities Inventory" shall mean new household appliances, new
parts inventory and new supplies inventory which are held for sale by the
Borrower or its Restricted Subsidiaries in the normal course of business and
which, upon sale, will qualify for the full term of the original manufacturer's
warranty, if any.

          "Non-Excluded Taxes" shall have the meaning assigned to such term in
Section 2.19.

          "Note Agreements" shall mean, collectively, the 1995 Note Agreement,
the 2000 Note Agreement and the 2001 Note Agreement.

          "Notes" shall mean the Tranche A Revolving Credit Notes and the
Tranche B Notes.

          "Officers' Certificate" shall mean, as to any corporation, a
certificate executed on its behalf by the Chairman of the Board of Directors (if
an officer) or its President or one of its Vice Presidents and its Treasurer, or
Controller, or one of its Assistant Treasurers or Assistant Controllers, and, as
to any partnership, a certificate executed on behalf of such partnership by its
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general partner in a manner which would qualify such certificate as an Officers'
Certificate of such general partner hereunder.

          "Operative Agreements" shall mean this Agreement, the Note Agreements,
the Collateral Documents, the MLP Agreement and the Partnership Agreement.

          "Other Taxes" shall mean any and all present or future stamp or
documentary taxes or any other excise or property taxes, charges or similar
levies arising from any payment made hereunder or from the execution, delivery
or enforcement of, or otherwise with respect to, this Agreement or any other
Loan Document.

          "Parent Consolidated Cash Flow" shall mean at any date of
determination, for the Reference Period with respect to such date of
determination, (i) the sum of, without duplication, the amounts for such period,
taken as a single accounting period, (a) Parent Consolidated Net Income and (b)
all amounts deducted in arriving at such Parent Consolidated Net Income in
respect of (I) interest charges (including amortization of debt discount and
expense and imputed interest in Capital Lease Obligations), (II) provisions for
all taxes and reserves (including reserves for deferred income taxes), (III)
non-cash items, including, without limitation, (x) non-cash expenses or losses
incurred as a result of Statement of Financial Accounting Standard Number 133
and the implementation of Statement of Financial Accounting Standard Numbers 141
and 142 and (y) non-cash expenses related to unit appreciation rights, and (IV)
Petro Reorganization Expenses in an aggregate amount of up to $12,000,000, less
(ii) without duplication, any non-cash items added in the determination of such
Parent Consolidated Net Income for such period. Parent Consolidated Cash Flow
shall be calculated after giving effect, on a pro forma basis for the Reference
Period with respect to any date of determination to, without duplication, any
asset sales or asset acquisitions (including any asset acquisition giving rise
to the need to make such calculation as a result of the Borrower or any
Restricted Subsidiary (including any Person who becomes a Restricted Subsidiary
as a result of such asset acquisition) incurring, assuming or otherwise being
liable for acquired Indebtedness) occurring during the period commencing on the
first day of such Reference Period to and including the date of determination,
as if such asset sale or asset acquisition occurred on the first day of such
Reference Period. The pro forma calculations required by this definition will be
determined in accordance with GAAP, shall be certified by a Financial Officer of
the Public Partnership, and shall be calculated in a manner reasonably
satisfactory to the Required Lenders; provided, however, that such calculation



shall be made (i) based on the historical sales volume associated with any
acquisition of a related business for the Reference Period with respect to the
date of such acquisition, less estimated post-acquisition loss of sales volume
(not to be less than three percent (3%)), (ii) based on the actual cost to the
Borrower of the volume of goods sold as determined in clause (i) above, (iii)
based on the pro forma expenses that would have been incurred by the Borrower in
the operation of such related business if it had occurred on the first day of
such period computed on the basis of personnel expenses for employees retained
or to be retained by the Borrower in the operation of such related business and
non-personnel costs and expenses incurred by the Borrower or the General Partner
in the operation of the Business at similarly situated facilities of the
Borrower and the Restricted Subsidiaries, and (iv) without inclusion of the
operations of any Unrestricted Subsidiary.
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          "Parent Consolidated Funded Debt" as of any date shall mean all Funded
Debt of the Public Partnership and its Subsidiaries as of such date, excluding
Indebtedness in respect of the Tranche A Revolving Loans and Tranche A Letters
of Credit and Indebtedness incurred for working capital purposes under the Petro
Credit Agreement.

          "Parent Consolidated Interest Expense" shall mean as of any date of
determination, the total amount payable by the Public Partnership and its
Subsidiaries on a consolidated basis, during the Reference Period with respect
to such date of determination, in respect of all interest charges (including
amortization of debt discount and expense and imputed interest on actual
payments under Capital Lease Obligations) during such Reference Period with
respect to Indebtedness of the Public Partnership and its Subsidiaries.

          "Parent Consolidated Net Income" shall mean, with reference to any
period, the net income (or deficit) of the Public Partnership and its
Subsidiaries (taken as a cumulative whole), after deducting all operating
expenses, provisions for all taxes and reserves (including reserves for deferred
income taxes) and all other proper deductions, all determined in accordance with
GAAP on a consolidated basis, after eliminating all intercompany transactions
and after deducting portions of income properly attributable to minority
interests, if any, in the stock and surplus of Subsidiaries, provided that there
shall be excluded (a) the income (or deficit) of any Person accrued prior to the
date it becomes a Subsidiary or is merged into or consolidated with the Public
Partnership or a Subsidiary, (b) the income (or deficit) of any Person (other
than a Subsidiary) in which the Public Partnership or any Subsidiary has an
ownership interest, except to the extent that any such income has been actually
received by the Public Partnership or such Subsidiary in the form of dividends
or similar distributions (but subject to the limitations specified in the
proviso below), (c) the undistributed earnings of any Subsidiary to the extent
that the declaration or payment of dividends or similar distributions by such
Subsidiary is not at the time permitted by the terms of its charter or any
agreement, instrument, judgment, decree, order, statute, rule or governmental
regulation applicable to such Subsidiary, (d) any restoration to income of any
contingency reserve, except to the extent that provision for such reserve was
made out of income accrued during such period, (e) any aggregate net gain (but
not any aggregate net loss) during such period arising from the sale, exchange
or other disposition of capital assets (such term to include all fixed assets,
whether tangible or intangible, all inventory sold in conjunction with the
disposition of fixed assets, and all securities), (f) any write-up of any asset,
(g) any net gain from the collection of the proceeds of life insurance policies,
(h) any gain arising from the acquisition of any securities, or the
extinguishment, under GAAP, of any Indebtedness, of the Public Partnership or
any Subsidiary, (i) any net income or gain (but not any net loss) during such
period from any change in accounting, from any discontinued operations or the
disposition thereof, from any extraordinary events or from any prior period
adjustments, (j) any deferred credit representing the excess of equity in any
Subsidiary at the date of acquisition over the cost of the investment in such
Subsidiary, and (k) in the case of a successor to the Public Partnership by
consolidation or merger or as a transferee of its assets, any earnings of the
successor corporation prior to such consolidation, merger or transfer of assets.

          "Parent Indenture" shall mean the Indenture, dated as of February 6,
2003, among the Public Partnership, Star Gas Finance Company and Union Bank of
California, N.A., as Trustee, with respect to the Public Partnership's issuance
of 10 1/4% Senior Notes due 2013, as amended, modified, replaced, refinanced or
otherwise modified from time to time.
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          "Parent Material Adverse Effect" shall mean a material adverse effect
on (a) the business, operations, property, condition (financial or otherwise) or
prospects of the Public Partnership, the General Partner and the Borrower and
its Restricted Subsidiaries, taken as a whole, or (b) the validity or
enforceability of any of the Loan Documents or the rights or remedies of the
Administrative Agent, any Lender or the Trustee thereunder.

          "Parity Debt" shall mean Indebtedness of the Borrower incurred in
accordance with Section 6.01(a), (b), (f) and (j) (but only to the extent such
Indebtedness under Section 6.01(j) is incurred to any Lender) or Section 6.01(i)
and secured by the lien of the Collateral Documents in accordance with Section
6.02(g) or (h). For purposes of clarification, "Parity Debt" includes the 2000
Parity Notes and the 2001 Parity Notes.

          "Parity Debt Agreements" shall have the meaning assigned to such term
in the Intercreditor Agreement.

          "Parity Debt Credit Agreement" shall mean the Parity Debt Credit
Agreement dated as of September 23, 2003 among the Borrower, the lenders party
thereto from time to time, JPMorgan Chase Bank, as administrative agent and
issuing bank, Wachovia Bank, N.A. as documentation agent, and Fleet National
Bank, as syndication agent, as the same may be amended, supplemented, replaced,
refinanced or otherwise modified from time to time.

          "Parity Debt Credit Agreement Facility" shall mean the "Facility" as
such term is defined in the Parity Debt Credit Agreement.

          "Participant" shall have the meaning set forth in Section 9.04(c).

          "Partners Security Agreement" shall mean the Amended and Restated
Pledge and Security Agreement among the Public Partnership, the General Partner
and the Trustee dated as of March 25, 1999, as amended, supplemented or
otherwise modified from time to time.

          "Partnership Agreement" shall mean the Agreement of Limited
Partnership of the Borrower, as in effect on March 25, 1999, and as the same may
from time to time be amended, modified or supplemented in accordance with the
terms thereof and Section 6.12 hereof.

          "PBGC" shall mean the Pension Benefit Guaranty Corporation established
pursuant to Subtitle A of Title IV of ERISA or any successor thereto.

          "Perfection Certificate" shall mean a certificate from the Borrower
substantially in the form of Exhibit G.

          "Permitted Exceptions" shall have the meaning set forth in Section
3.26.

          "Permitted Insurers" shall mean insurers with ratings of A or better
according to Best's Insurance Reports (or a comparable rating agency for
insurance companies located outside of the United States and Canada) and with
assets of no less than $500,000,000.
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          "Person" shall mean any natural Person, corporation, business trust,
joint venture, association, company, limited liability company, partnership,
government (or any agency or political subdivision thereof) or other entity.

          "Petro" shall mean Petroleum Heat and Power Co., Inc., a Minnesota
corporation.

          "Petro Credit Agreement" shall mean the Second Amended and Restated
Credit Agreement, dated as of June 15, 2001, among Petroleum Heat and Power Co.,
Inc., the various financial institutions parties thereto from time to time, Bank
of America, N.A., as administrative agent, Fleet National Bank, as syndication
agent, and First Union National Bank, as documentation agent, as amended,
supplemented or otherwise modified from time to time.



          "Petro Holdings" shall mean, collectively, Petro Holdings, Inc., a
Minnesota corporation, and its subsidiaries.

          "Petro Holdings Dividends" shall mean the cash dividends or
distributions actually received by the Borrower or a Restricted Subsidiary from
Petro Holdings with respect to a calendar quarter during the 45 days immediately
following any such calendar quarter.

          "Petro Reorganization Expenses" shall mean expenses relating to the
reorganization of Petro Holdings and its Subsidiaries, including, but not
limited to, severance pay, project consultants, project related travel expense,
corporate identity expense (e.g. repainting trucks), set-up and implementation
fees of outsourcing arrangements and salary of personnel to the extent relating
to services dedicated to the project and not related to operations in the
ordinary course of business.

          "Plan" shall mean an "employee benefit plan" (as defined in Section
3(3) of ERISA) subject to Title IV of ERISA which is or has been established or
maintained, or to which contributions are or have been made, by Star Gas
Corporation, in its former capacity as general partner of the Borrower, the
General Partner, the Borrower or any Related Person or to which Star Gas
Corporation, in its former capacity as general partner of the Borrower, the
General Partner, the Borrower or any Related Person is or has been obligated to
contribute, or an employee benefit plan as to which Star Gas Corporation, in its
former capacity as general partner of the Borrower, the General Partner, the
Borrower or any Related Person could be treated as a contributory sponsor under
Section 4069 or Section 4212 of ERISA if such plan were terminated.

          "Preferred Stock", as applied to the Capital Stock of any Person,
shall mean Capital Stock of any class or classes (however designated) which is
preferred as to the payment of dividends, or as to the distribution of assets
upon any voluntary or involuntary liquidation or dissolution of such
corporation, over shares of Capital Stock of any other class of such Person.

          "Prime Rate" shall mean the rate of interest per annum publicly
announced from time to time by the Administrative Agent as its Base Rate (which
may not be the lowest rate at which the Administrative Agent makes loans to
borrowers) in effect at its principal office in New York, New York. Each change
in the Prime Rate shall be effective on the date such change is adopted, without
notice to the Borrower.
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          "Pro Forma Balance Sheet" shall have the meaning assigned to such term
in Section 3.05(b).

          "Public Partnership" shall mean Star Gas Partners, L.P., a Delaware
limited partnership.

          "Public Partnership Consent and Agreement" shall mean the Public
Partnership Consent and Agreement dated as of the date hereof among the Public
Partnership and Trustee as to the consent and agreement of the Public
Partnership in connection with the Partners Security Agreement, in the form
attached hereto as Exhibit B-2, as amended, supplemented or otherwise modified
from time to time.

          "Qualifying Involuntary Removal" shall mean any Involuntary Removal;
provided that (a) the Person which shall become the general partner of the
Borrower and the Public Partnership shall be satisfactory to the Required
Lenders in their sole discretion or (b) (i) the ratio of (A) Total Funded Debt
as of the last day of the Reference Period with respect to the date of removal
of the predecessor general partner to (B) Consolidated Cash Flow for such
Reference Period shall be no greater than 4.25 to 1.00, (ii) the ratio of
Consolidated Cash Flow to Maximum Consolidated Pro Forma Debt Service for such
Reference Period will be greater than 1.25 to 1.00 and (iii) within 60 days
after such Involuntary Removal, the successor general partner (which shall be a
corporation organized and existing under the laws of the United States of
America or any State thereof) shall expressly assume, by a written agreement
executed and delivered to the Trustee, in form satisfactory to the Trustee and
the Required Lenders, all the obligations of the "General Partner" under this
Agreement and the other Loan Documents.



          "RCRA" shall mean the Federal Resource Conservation and Recovery Act,
as amended.

          "Receivables" shall mean all billed accounts for goods sold, leased or
otherwise marketed in the ordinary course of business of the Borrower and the
Restricted Subsidiaries and for services rendered in the ordinary course of
business of the Borrower and the Restricted Subsidiaries, recorded on books of
account in accordance with GAAP.

          "Reference Period" with respect to any date of determination shall
mean the period of four consecutive fiscal quarters of the Borrower most
recently completed at least 45 days prior to such date, except that (a) in
connection with any calculation required pursuant to Section 2.01(c) and Section
6.04, the "Reference Period" with respect to any date of determination shall
mean the period of four consecutive fiscal quarters of the Borrower immediately
preceding, or ending on, such date of determination and (b) solely for purposes
of Section 6.29, the "Reference Period" with respect to any date of
determination shall have the meaning set forth in the second sentence of Section
6.29(b).

          "Register" shall have the meaning assigned to such term in Section
9.04(b)(iv).

          "Regulation T" shall mean Regulation T of the Board as from time to
time in effect and all official rulings and interpretations thereunder or
thereof.

                                                                              33

          "Regulation U" shall mean Regulation U of the Board as from time to
time in effect and all official rulings and interpretations thereunder or
thereof.

          "Regulation X" shall mean Regulation X of the Board as from time to
time in effect and all official rulings and interpretations thereunder or
thereof.

          "Related Person" shall mean any trade or business, whether or not
incorporated, which, as of any date of determination, would be treated as a
single employer together with the General Partner or the Borrower under Section
414 of the Code.

          "Reportable Event" shall mean any of the events set forth in Section
4043(c) of ERISA, other than those events as to which the 30-day notice period
is waived under subsections .22, .23, .25, .27, or .28 of PBGC Reg. (S)4043.

          "Required Lenders" shall mean, at any time, Lenders holding Loans and
participations in Letters of Credit, and having Commitments, representing in the
aggregate more than 50% of the sum at such time of (a) the aggregate principal
amount of the Loans outstanding, (b) the aggregate amount of the Letter of
Credit Exposure and (c) the aggregate amount of unused Commitments.

          "Responsible Officer" shall mean the President, any Vice President,
the Chief Financial Officer, the Treasurer and the Secretary of the General
Partner and any other officer of the General Partner who is responsible for
compliance with or performance of any obligation under this Agreement, the other
Loan Documents or the other Operative Agreements and any employee of the
Borrower performing any of the above functions.

          "Restricted Payment" shall mean (a) any payment, dividend or other
distribution, direct or indirect, in respect of (i) any Capital Stock of the
Borrower or any Restricted Subsidiary, except a distribution payable solely in
additional Capital Stock of the Borrower (other than Disqualified Stock) or (ii)
any Capital Stock of any Unrestricted Subsidiary to a holder of such Capital
Stock that is not the Borrower, a Restricted Subsidiary or any Unrestricted
Subsidiary that is wholly owned by the Borrower or a Restricted Subsidiary, (b)
any payment, direct or indirect, on account of the redemption, retirement,
purchase or other acquisition of any Capital Stock of the Borrower or any
Restricted Subsidiary now or hereafter outstanding, except to the extent that
the consideration therefor consists of Capital Stock of the Borrower (other than
Disqualified Stock) and (c) except for any prepayment of Parity Debt
contemplated by Section 2.11 and the Collateral Documents, any principal payment
on, or redemption, repurchase, defeasance or other acquisition, or retirement



for value, prior to any scheduled repayment or maturity, of (i) any Indebtedness
subordinated in right of payment to the Facilities Obligations or (ii) any
Mortgage Notes or other Parity Debt.

          "Restricted Subsidiary" shall mean any Wholly Owned Subsidiary of the
Borrower (excluding Petro Holdings and its direct and indirect subsidiaries) (a)
organized under the laws of the United States of America or any state thereof or
the District of Columbia, (b) none of the capital stock or ownership interests
of which is owned by Unrestricted Subsidiaries, (c) substantially all of the
operating assets of which are located in, and substantially all of the business
of which is conducted within the United States and which business consists of
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the wholesale and retail sale, distribution and storage of propane gas and
related petroleum derivative products and/or the related retail sale of supplies
and equipment, including home appliances and (d) designated by the Borrower as a
Restricted Subsidiary in Schedule 1.01B or at a subsequent date; provided,
however, that (i) to the extent a newly formed or acquired Wholly Owned
Subsidiary satisfying the requirements of the foregoing clauses (a), (b) and (c)
is not declared either a Restricted Subsidiary or an Unrestricted Subsidiary
within 90 days of its formation or acquisition, such Wholly Owned Subsidiary
shall be deemed a Restricted Subsidiary and (ii) a Restricted Subsidiary may be
designated as an Unrestricted Subsidiary in accordance with the provisions of
Section 6.17.

          "Revolving Credit Borrowing" shall mean a Borrowing consisting of
Revolving Loans.

          "Revolving Credit Commitment" shall mean any and all Tranche A
Revolving Credit Commitments and Tranche B Revolving Credit Commitments.

          "Revolving Loans" shall mean any and all Tranche A Revolving Loans and
Tranche B Revolving Loans.

          "SEC" shall mean the Securities and Exchange Commission or any
successor thereto.

          "Secured Parties" shall mean (a) the Lenders, (b) the Administrative
Agent, the Syndication Agent and the Documentation Agent, in their capacities as
such under each Loan Document, (c) each Agent or Lender with which the Borrower
enters into an Interest Rate Agreement, in its capacity as a party to such
agreement, (d) the beneficiaries of each indemnification obligation undertaken
by the Borrower or any of the Loan Parties under any Loan Document, (e) the
holders of any Parity Debt and (f) the successors and assigns of the foregoing.

          "Security Agreements" shall mean the Partners Security Agreement and
the Borrower Security Agreement.

          "Seller" shall mean, with respect to any Acquired Business Entity, the
Person from whom the Business acquires (whether by purchase, merger or
consolidation) such Acquired Business Entity.

          "Sevin Group" shall mean the Estate of Malvin P. Sevin and trusts
created thereunder, Audrey L. Sevin and Irik P. Sevin and any trust over which
any one or more of such Persons have sole voting power.

          "Single Employer Plan" shall mean any Plan which is not a
Multiemployer Plan.

          "Solvent" shall have the meaning assigned to such term in Section
3.19.

          "Specified Percentage" as of any date shall mean (a) 50%, if the ratio
of Consolidated Cash Flow to Consolidated Interest Expense referred to in
Section 6.04(c) as of such date is less than or equal to 2.00 to 1.00, (b) 25%,
if such ratio of Consolidated Cash Flow
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to Consolidated Interest Expense as of such date is greater than 2.00 to 1.00,



but less than or equal to 2.25 to 1.00 and (c) 0.00, if such ratio of
Consolidated Cash Flow to Consolidated Interest Expense as of such date is
greater than 2.25 to 1.00.

          "Star Gas LLC" shall mean Star Gas LLC, a Delaware limited liability
company and the successor general partner of the Borrower.

          "Star/Petro" shall mean Star/Petro, Inc., a Minnesota corporation.

          "Star/Petro Intercompany Subordinated Debt" shall mean the borrowings
of Star/Petro made from time to time pursuant to Section 6.01(d) from the Public
Partnership and evidenced by the Star/Petro Intercompany Subordinated Note,
which shall be fully subordinate to the prior payment in full of the principal
and premium, if any, and interest on the Notes.

          "Star/Petro Intercompany Subordinated Note" shall mean the
intercompany note evidencing the Star/Petro Intercompany Subordinated Debt,
which shall be fully subordinate to the prior payment, in full, of the
principal, interest and premium, if any, on the Notes, with the terms as
specified either (i) in the form of Intercompany Note attached as Exhibit D
hereto, but modified (as set more fully forth in Section 6.04(c) hereof) to
permit (x) principal and interest payments to be made solely from proceeds of
capital contributions or equity investments indirectly made by the Public
Partnership into Star/Petro and/or dividends received from Petro Holdings and
(y) interest payments in the event that the ratio of Consolidated Cash Flow to
Consolidated Interest Expense is greater than 2.0 to 1.0; provided that,
immediately prior to and after giving effect to such principal or interest
payments, no condition or event shall exist which constitutes an Event of
Default, or (ii) in such other form satisfactory to the Agents and the Lenders,
in the sole discretion of each.

          "Statutory Reserves" shall mean the stated maximum rate (expressed as
a decimal) of all reserves (including any basic, supplemental, marginal or
emergency reserve or any reserve asset), if any, as from time to time in effect,
required by the Board and any other banking authority to which the
Administrative Agent is subject for any legal requirement to be maintained by
any Lender against (a) "Eurocurrency liabilities" as specified in Regulation D
of the Board, (b) any other category of liabilities that includes eurodollar
deposits by reference to which the LIBO Rate for any Eurodollar Borrowing is
determined, (c) the principal amount of or interest on any portion of any
Eurodollar Borrowing or (d) any other category of extensions of credit, or other
assets, that is based upon the LIBO Rate by a non-United States office of any of
the Lenders to United States residents, in each case without the benefits of
credits for prorations, exceptions or offsets that may be available to a Lender.

          "Subsidiaries Consent and Agreement" shall mean the Subsidiaries
Consent and Agreement dated as of the date hereof among the Restricted
Subsidiaries and the Trustee as to the consent and agreement of the Restricted
Subsidiaries in connection with the Subsidiaries Guarantee Agreement and the
Borrower Security Agreement substantially in the form of Exhibit C, as amended,
supplemented or otherwise modified from time to time.
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          "Subsidiaries Guarantee Agreement" shall mean the Guarantee Agreement
dated as of December 13, 1995 among the Restricted Subsidiaries and the Trustee,
as amended, supplemented or otherwise modified from time to time.

          "Subsidiary" shall mean any corporation, association, partnership,
joint venture or other business entity at least a majority (by number of votes)
of the stock of any class or classes (or equivalent interests) of which is at
the time owned by the Borrower or by one or more Subsidiaries of the Borrower or
by the Borrower and one or more Subsidiaries of the Borrower, if the holders of
the stock of such class or classes (or equivalent interests) (a) are ordinarily,
in the absence of contingencies, entitled to vote for the election of a majority
of the directors (or Persons performing similar functions) of such business
entity, even though the right so to vote has been suspended by the happening of
such a contingency, or (b) are at the time entitled, as such holders, to vote
for the election of the majority of the directors (or Persons performing similar
functions) of such business entity, whether or not the right so to vote exists
by reason of the happening of a contingency. Unless the context otherwise
requires, any reference to a Subsidiary shall mean a Subsidiary of the Borrower.



          "Supplemental Agreement" shall mean an agreement between a Restricted
Subsidiary and the Trustee in the form attached hereto as Exhibit H, as amended,
supplemented or otherwise modified from time to time.

          "Title Company" shall mean such title insurance company as shall be
satisfactory to the Agents.

          "Total Funded Debt" as of any date shall mean (a) all Funded Debt of
the Borrower and its Restricted Subsidiaries as of such date, including
Indebtedness in respect of the Mortgage Notes, Tranche B Revolving Loans,
Tranche B Term Loans and Tranche B Letters of Credit, but excluding Indebtedness
in respect of the Tranche A Revolving Loans and Tranche A Letters of Credit,
minus (b) Net Working Capital of the Borrower and its Restricted Subsidiaries as
of such date (or, if such Net Working Capital is negative, plus the amount
thereof).

          "Tranche A Commitment Fee" shall have the meaning assigned to such
term in Section 2.05(a).

          "Tranche A Letters of Credit" shall mean any and all standby letters
of credit issued pursuant to Section 2.21(a).

          "Tranche A Letter of Credit Disbursement" shall mean a payment or
disbursement made by the Issuing Bank pursuant to a Tranche A Letter of Credit.

          "Tranche A Letter of Credit Exposure" shall mean at any time the sum
of (i) the aggregate undrawn amount of all outstanding Tranche A Letters of
Credit, plus (ii) the aggregate amount of all Tranche A Letter of Credit
Disbursements not yet reimbursed by the Borrower as provided in Section 2.21,
minus (iii) other than for the purpose of determining compliance with Section
2.01 or Section 2.21(a) or (b), the aggregate principal amount of cash
collateral in respect of outstanding Tranche A Letters of Credit deposited by
the Borrower with the Administrative Agent and held pursuant to the Cash
Collateral Agreement pursuant to Section 2.21(k). The Tranche A Letter of Credit
Exposure of any Lender at any time shall mean
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its pro rata share (based on such Lender's Tranche A Revolving Credit Commitment
Percentage) of the aggregate Tranche A Letter of Credit Exposure at such time.

          "Tranche A Letter of Credit Fees" shall mean the fees payable to the
Issuing Bank and the Lenders in respect of Tranche A Letters of Credit pursuant
to Section 2.21(f).

          "Tranche A Maturity Date" shall mean September 30, 2006.

          "Tranche A Revolving Credit Availability Period" shall mean the period
from and including the Closing Date to but excluding the earlier of (a) the
Tranche A Maturity Date and (b) the termination of the Tranche A Revolving
Credit Commitments of the Lenders in accordance with the terms hereof.

          "Tranche A Revolving Credit Borrowing" shall mean a Borrowing
comprised of Tranche A Revolving Loans.

          "Tranche A Revolving Credit Commitment" shall mean, as to any Lender,
the obligation of such Lender, if any, to make Tranche A Revolving Loans and
participate in Tranche A Letters of Credit in an aggregate principal and/or face
amount not to exceed the amount set forth under the heading "Tranche A Revolving
Credit Commitment" opposite such Lender's name on Schedule 1.01A or in the
Assignment and Acceptance pursuant to which such Lender became a party hereto,
as the same may be changed from time to time pursuant to the terms hereof. The
original amount of the total Tranche A Revolving Credit Commitments of all the
Lenders is $24,000,000.

          "Tranche A Revolving Credit Commitment Percentage" shall mean, for
each Lender, the percentage identified as its Tranche A Revolving Credit
Commitment Percentage on Schedule 1.01A hereto which includes assignments to
certain Lenders in accordance with the provisions of Section 9.04, as such
percentage may be modified in connection with any further assignment made in
accordance with the provisions of Section 9.04 or as the same may be reduced
from time to time pursuant to Section 2.09.



          "Tranche A Revolving Credit Note" shall mean a promissory note of the
Borrower, substantially in the form of Exhibit A-1, evidencing Tranche A
Revolving Loans, and any substitutions or replacements therefor.

          "Tranche A Revolving Loans" shall mean the revolving loans made by the
Lenders to the Borrower pursuant to Section 2.01(a). Each Tranche A Revolving
Loan shall be a Eurodollar Revolving Loan or an ABR Revolving Loan.

          "Tranche B Commitment" shall mean, with respect to each Lender, the
commitment of such Lender to make Tranche B Revolving Loans hereunder as set
forth in Section 2.01(b), as the same may be reduced from time to time pursuant
to Section 2.09 or changed from time to time pursuant to an assignment in
accordance with Section 9.04, and to convert Tranche B Revolving Loans into a
Tranche B Term Loan hereunder as set forth in Section 2.01(c).
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          "Tranche B Commitment Fee" shall have the meaning assigned to such
term in Section 2.05(b).

          "Tranche B Conversion Date" shall mean September 30, 2006.

          "Tranche B Letter of Credit Disbursement" shall mean a payment or
disbursement made by the Issuing Bank pursuant to a Tranche B Letter of Credit.

          "Tranche B Letter of Credit Exposure" shall mean at any time the sum
of (i) the aggregate undrawn amount of all outstanding Tranche B Letters of
Credit, plus (ii) the aggregate amount of all Tranche B Letter of Credit
Disbursements not yet reimbursed by the Borrower as provided in Section 2.21,
minus (iii) other than for the purpose of determining compliance with Section
2.01 or Section 2.21(a) or (b), the aggregate principal amount of cash
collateral in respect of Tranche B Letters of Credit deposited by the Borrower
with the Administrative Agent and held pursuant to the Cash Collateral Agreement
pursuant to Section 2.21(k). The Tranche B Letter of Credit Exposure of any
Lender at any time shall mean its pro rata share (based on such Lender's Tranche
B Revolving Credit Commitment Percentage) of the aggregate Tranche B Letter of
Credit Exposure at such time.

          "Tranche B Letter of Credit Fees" shall mean the fees payable to the
Issuing Bank and the Lenders in respect of Tranche B Letters of Credit pursuant
to Section 2.21(f).

          "Tranche B Letters of Credit" shall mean any and all standby letters
of credit issued pursuant to Section 2.21(b).

          "Tranche B Loans" shall mean the Tranche B Revolving Loans and the
Tranche B Term Loans.

          "Tranche B Maturity Date" shall mean September 30, 2008.

          "Tranche B Note" shall mean a promissory note of the Borrower,
substantially in the form of Exhibit A-2, evidencing Tranche B Revolving Loans
and (after the Tranche B Conversion Date) Tranche B Term Loans, and any
substitutions or replacements therefor.

          "Tranche B Repayment Date" shall have the meaning assigned to such
term in Section 2.11(c).

          "Tranche B Revolving Credit Availability Period" shall mean the period
from and including the Closing Date to but excluding the earlier of (a) the
Tranche B Conversion Date and (b) the termination of the Tranche B Revolving
Credit Commitments of the Lenders in accordance with the terms hereof.

          "Tranche B Revolving Credit Borrowing" shall mean a Borrowing
comprised of Tranche B Revolving Loans.

          "Tranche B Revolving Credit Commitment" shall mean, as to any Lender,
the obligation of such Lender, if any, to make Tranche B Revolving Loans and
participate in Tranche B Letters of Credit in an aggregate principal and/or face
amount not to exceed the
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amount set forth under the heading "Tranche B Revolving Credit Commitment"
opposite such Lender's name on Schedule 1.01A or in the Assignment and
Acceptance pursuant to which such Lender became a party hereto, as the same may
be changed from time to time pursuant to the terms hereof. The original amount
of the total Tranche B Revolving Credit Commitments of all the Lenders is
$25,000,000.

          "Tranche B Revolving Credit Commitment Percentage" shall mean, for
each Lender, the percentage identified as its Tranche B Revolving Credit
Commitment Percentage on Schedule 1.01A hereto which includes assignments to
certain Lenders in accordance with the provisions of Section 9.04, as such
percentage may be modified in connection with any further assignment made in
accordance with the provisions of Section 9.04 or as the same may be reduced
from time to time pursuant to Section 2.09. For clarification, the term "Tranche
B Revolving Credit Commitment Percentage" shall refer to each Lender's
percentage of the Tranche B Term Loans, as determined in accordance with Section
2.01(c).

          "Tranche B Revolving Loans" shall mean the revolving loans made by the
Lenders to the Borrower pursuant to Section 2.01(b). Each Tranche B Revolving
Loan shall be a Eurodollar Revolving Loan or an ABR Revolving Loan.

          "Tranche B Term Borrowing" shall mean a Borrowing comprised of Tranche
B Term Loans.

          "Tranche B Term Loans" shall have the meaning assigned to such term in
Section 2.01(c). Each Tranche B Term Loan shall be a Eurodollar Term Loan or an
ABR Term Loan.

          "Tranche B Term-Out Effective Date" shall mean the date that is five
Business Days prior to the Tranche B Conversion Date.

          "Tranche B Term-Out Option" shall have the meaning assigned to such
term in Section 2.01(c).

          "Transferee" shall mean an Assignee or a Participant.

          "Trustee" shall mean HSBC Bank USA (formerly known as Marine Midland
Bank), as Trustee under the Intercreditor Agreement, and its successors and
assigns thereunder.

          "2000 Note Agreement" shall mean the Note Agreement dated as of March
30, 2000, among the Borrower, Star/Petro and the investors named therein, as
amended by the First Amendment to Note Agreement dated as of September 30, 2000,
the Second Amendment to Note Agreement dated as of October 25, 2002, and as
further amended, supplemented or otherwise modified from time to time in
accordance with the Intercreditor Agreement.

          "2000 Parity Notes" shall mean the $12,500,000 8.67% First Mortgage
Notes, Series A, due March 30, 2012 and the $15,000,000 8.72% First Mortgage
Notes, Series B, due March 30, 2015 issued by the Borrower and Star/Petro
pursuant to the 2000 Note Agreement.
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          "2001 Note Agreement" shall mean the Note Agreement dated as of March
15, 2001, among the Borrower, Star/Petro and the investors named therein, as
amended by the First Amendment to Note Agreement dated as of October 25, 2002,
and as further amended, supplemented or otherwise modified from time to time in
accordance with the Intercreditor Agreement.

          "2001 Parity Notes" shall mean the $7,500,000 7.62% First Mortgage
Notes, Series A, due April 1, 2008 and the $22,000,000 7.95% First Mortgage
Notes, Series B, due April 1, 2001 issued by the Borrower and Star/Petro
pursuant to the 2001 Note Agreement.

          "Type" shall have the meaning assigned to such term in Section 1.03.

          "Unrestricted Subsidiary" shall mean any Wholly Owned Subsidiary other
than a Restricted Subsidiary which is organized under the laws of the United
States of America or any state thereof or the District of Columbia and



substantially all of the operating assets of which are located in, and
substantially all of the business of which is conducted within the United States
and which business consists of the wholesale and retail sale, distribution and
storage of propane gas and related petroleum derivative products and the related
retail sale of supplies and equipment, including home appliances; provided that
at all times Petro Holdings and its subsidiaries shall be deemed Unrestricted
Subsidiaries.

          "Wholly Owned", as applied to any Subsidiary, shall mean a Subsidiary
all the outstanding Capital Stock (other than directors' qualifying shares, if
required by law) of which is at the time owned by the Borrower or by one or more
Wholly Owned Subsidiaries or by the Borrower and one or more Wholly Owned
Subsidiaries.

          "Working Capital Facility" shall mean Facility A.

          Section 1.02. Terms Generally. The definitions in Section 1.01 shall
apply equally to both the singular and plural forms of the terms defined.
Whenever the context may require, any pronoun shall include the corresponding
masculine, feminine and neuter forms. The words "include," "includes" and
"including" shall be deemed to be followed by the phrase "without limitation."
All references herein to Articles, Sections, Exhibits and Schedules shall be
deemed references to Articles and Sections of, and Exhibits and Schedules to,
this Agreement unless the context shall otherwise require. Unless otherwise
expressly provided herein, all terms of an accounting or financial nature used
herein shall be interpreted in accordance with GAAP, as in effect from time to
time; provided, however, that, for purposes of (a) making any calculation
contemplated by the provisions of Article II and (b) determining compliance with
any covenant set forth in Article VI, such terms shall be construed in
accordance with GAAP as in effect on the date of this Agreement applied on a
basis consistent with the application used in preparing the Audited Financial
Statements. Unless otherwise expressly required herein, all calculations with
respect to the Borrower and the Restricted Subsidiaries shall be made exclusive
of any assets, liabilities, income or losses of any Unrestricted Subsidiary. As
used herein, the "knowledge" of the Borrower includes the knowledge of each and
every Loan Party. Unless otherwise expressly provided herein, the word "day"
means a calendar day.

                                                                              41

          Section 1.03. Types of Borrowings. The term "Borrowing" refers to the
portion of the aggregate principal amount of Loans of any Class outstanding
hereunder which bears interest of a specific Type and for a specific Interest
Period pursuant to a notice of Borrowing pursuant to Section 2.03. Each Lender's
ratable share of each Borrowing is referred to herein as a separate "Loan."
Borrowings, Loans, Letters of Credit and certain related terms hereunder may be
distinguished by "Class" and by "Type." The "Class" of a Loan or of a Commitment
to make such a Loan or of a Borrowing comprising such Loans or of a Letter of
Credit refers to whether such Loan is a Tranche A Revolving Loan, a Tranche B
Revolving Loan or a Tranche B Term Loan, each of which constitutes a Class. The
"Class" of a Letter of Credit refers to whether such Letter of Credit is a
Tranche A Letter of Credit or a Tranche B Letter of Credit, each of which
constitutes a Class. The "Type" of a Loan refers to whether such Loan is an ABR
Loan or a Eurodollar Loan. Borrowings and Loans may (but need not) be identified
both by Class and Type (e.g., a "Eurodollar Tranche A Revolving Loan" is a Loan
which is both a Tranche A Revolving Loan and a Eurodollar Loan).

                                   ARTICLE II

                                   THE CREDITS

          Section 2.01. Commitment to Make Loans. (a) Subject to the terms and
conditions and relying upon the representations and warranties herein set forth,
each Lender agrees, severally and not jointly, to make Tranche A Revolving Loans
to the Borrower, at any time and from time to time during the Tranche A
Revolving Credit Availability Period, in an aggregate principal amount at any
time outstanding not to exceed the lesser of (i) the excess, if any, of (A) such
Lender's Tranche A Revolving Credit Commitment over (B) its Tranche A Letter of
Credit Exposure at such time and (ii) the excess, if any, of (A) such Lender's
Tranche A Revolving Credit Commitment Percentage of the Borrowing Base at such
time over (B) its Tranche A Letter of Credit Exposure at such time, provided
that, in no event shall the Lenders be required to make any Tranche A Revolving
Loans if, after giving effect to such Loans, the sum of (I) the aggregate



principal amount of outstanding Tranche A Revolving Loans on any date plus (II)
the Tranche A Letter of Credit Exposure on such date exceed the aggregate
Tranche A Revolving Credit Commitments of all the Lenders.

          (b) Subject to the terms and conditions and relying upon the
representations and warranties herein set forth, each Lender agrees, severally
and not jointly, to make Tranche B Revolving Loans to the Borrower, at any time
and from time to time during the Tranche B Revolving Credit Availability Period,
in an aggregate principal amount at any time outstanding not to exceed the
excess, if any, of (i) such Lender's Tranche B Revolving Credit Commitment over
(ii) its Tranche B Letter of Credit Exposure at such time, provided that, in no
event shall the Lenders be required to make any Tranche B Revolving Loans if,
after giving effect to such Loans, the sum of (A) the aggregate principal amount
of outstanding Tranche B Revolving Loans on any date plus (B) the Tranche B
Letter of Credit Exposure on such date exceed the aggregate Tranche B Revolving
Credit Commitments of all the Lenders.

          (c) At any time during the period beginning 60 days prior to the
Tranche B Conversion Date and ending on the date that is 30 Business Days prior
to the Tranche B Conversion Date, the Borrower in its sole discretion may elect
(the "Tranche B Term-Out
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Option") by written notice to the Administrative Agent, (i) to convert all or a
portion of the Tranche B Revolving Term Loans outstanding on the Tranche B
Conversion Date into term loans (each such loan, a "Tranche B Term Loan") on the
Tranche B Conversion Date and (ii) subject to the terms of Section 2.21(b), to
request an extension of the expiration of any Tranche B Letter of Credit
outstanding on the Tranche B Term-Out Effective Date to a date no later than the
date which is five Business Days prior to the Tranche B Maturity Date. The
Tranche B Term-Out Option shall become effective on the Tranche B Term-Out
Effective Date upon the receipt by the Administrative Agent of an Officers'
Certificate, dated as of the Tranche B Term-Out Effective Date, certifying as of
such date, that:

          (i) the ratio of Parent Consolidated Funded Debt to Parent
     Consolidated Cash Flow as of the Tranche B Term-Out Effective Date shall be
     no greater than 5.00 to 1.00 (together with supporting calculations and pro
     forma financial statements demonstrating compliance with such condition to
     the satisfaction of the Agents);

          (ii) neither the Borrower nor any of its Subsidiaries shall have made
     any Restricted Payment since the date of the most recent Borrowing or
     issuance of Letter of Credit if, on the date of such Restricted Payment,
     the ratio of (x) Parent Consolidated Cash Flow to (y) Parent Consolidated
     Interest Expense plus the aggregate amount of Restricted Payments made by
     the Public Partnership to its equityholders during the Reference Period
     with respect to such date, was less than 0.75 to 1.00 (together with
     supporting calculations and pro forma financial statements demonstrating
     compliance with such condition to the satisfaction of the Agents);

          (iii) on the Tranche B Term-Out Effective Date, the Public Partnership
     and its Subsidiaries shall have in effect weather insurance coverage of at
     least $12,500,000 on a consolidated basis;

          (iv) the representations and warranties set forth in Article III
     hereof and the representations and warranties of the Borrower and the other
     Loan Parties set forth in the other Loan Documents shall be true and
     correct in all material respects on and as of the Tranche B Term-Out
     Effective Date with the same effect as though made on and as of such date,
     except to the extent such representations and warranties expressly relate
     to an earlier date (in which case such representations and warranties shall
     be true and correct in all material respects on and as of such earlier
     date); and

          (v) no Default or Event of Default shall have occurred and be
     continuing as of the Tranche B Term-Out Effective Date.

          (d) The Borrower may borrow, pay or prepay and reborrow Tranche A
Revolving Loans during the Tranche A Revolving Credit Availability Period,
within the limits set forth in Section 2.01(a) and upon the other terms and
subject to the other conditions and limitations set forth herein. The Borrower



may borrow, pay or prepay and reborrow Tranche B Revolving Loans during the
Tranche B Revolving Credit Availability Period, within the limits set forth in
Section 2.01(b) and upon the other terms and subject to the other conditions and
limitations set forth herein, provided that, subject to the terms and conditions
set forth herein, at all times the Borrower shall maintain Tranche B Loans
outstanding in a minimum principal
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amount of $500,000 until the earlier of (x) Facility B is terminated in full
through acceleration or otherwise and (y) the Facility Obligations under the
Parity Debt Credit Agreement have been paid in full in cash and the Commitments
under the Parity Debt Credit Agreement have been fully terminated. Amounts paid
or prepaid in respect of Tranche B Term Loans may not be reborrowed.

          Section 2.02. Loans. (a) Each Loan shall be made as part of a
Borrowing consisting of Loans made by the Lenders ratably in accordance with
their respective Tranche A Revolving Credit Commitments or Tranche B Revolving
Credit Commitments, as the case may be; provided, however, that the failure of
any Lender to make any Loan shall not in itself relieve any other Lender of its
obligation to lend hereunder (it being understood, however, that no Lender shall
be responsible for the failure of any other Lender to make any Loan required to
be made by such other Lender). The Loans comprising each Borrowing shall be in
an aggregate principal amount which is (i) an integral multiple of $100,000 and
not less than $500,000 in the case of Eurodollar Loans and (ii) an integral
multiple of $100,000 in the case of ABR Loans (or, in the case of ABR Loans, an
aggregate principal amount equal to the remaining balance of the Tranche A
Revolving Credit Commitments or Tranche B Revolving Credit Commitments, as the
case may be).

          (b) A particular Borrowing of any Class shall consist solely of ABR
Loans or Eurodollar Loans of such Class, as the Borrower may request pursuant to
Section 2.03. Each Lender may at its option fulfill its Commitment with respect
to any Eurodollar Loan by causing any domestic or foreign branch or Affiliate of
such Lender to make such Loan; provided that, any exercise of such option shall
not affect the obligation of the Borrower to repay such Loan in accordance with
the terms of this Agreement and the applicable Note. Borrowings of more than one
Type and Eurodollar Loans bearing interest for more than one specific Interest
Period may be outstanding at the same time; provided, however, that the Borrower
shall not be entitled to request any Borrowing which, if made, would result in
an aggregate of more than five separate Eurodollar Loans of any Lender being
outstanding hereunder at any one time. For purposes of the foregoing, Loans
having different Interest Periods, regardless of whether they commence on the
same date, shall be considered separate Loans.

          (c) Each Lender shall make a Loan in the amount of its pro rata
portion, as determined under Section 2.16, of each Borrowing hereunder on the
proposed date thereof by wire transfer of immediately available funds to the
Administrative Agent at the Funding Office, not later than 1:00 p.m., New York
City time, and the Administrative Agent shall by 3:00 p.m., New York City time,
credit the amounts so received to the general deposit account of the Borrower
with the Administrative Agent or, if a Borrowing shall not occur on such date
because any condition precedent herein specified shall not have been met, return
the amounts so received to the respective Lenders.

          (d) If the Administrative Agent has not received from the Borrower the
payment required by Section 2.21(g) by 12:30 p.m., New York City time, on the
date on which the Issuing Bank has notified the Borrower and the Administrative
Agent that payment of a draft presented under any Letter of Credit of any Class
will be made, as provided in Section 2.21(g), the Administrative Agent will
promptly notify the Issuing Bank and each Lender of the Letter of Credit
Disbursement of such Class and, in the case of each Lender, its pro rata share
(based on
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such Lender's Tranche A Revolving Credit Commitment Percentage and Tranche B
Revolving Credit Commitment Percentage of such Class) of such Letter of Credit
Disbursement. Not later than 2:00 p.m., New York City time, on such date, each
Lender shall make available its pro rata share, as so determined, of such Letter
of Credit Disbursement, in Federal or other funds immediately available, to the



Administrative Agent at the Funding Office, and the Administrative Agent will
promptly make such funds available to the Issuing Bank. The Administrative Agent
will promptly remit to each Lender that shall have made such funds available its
pro rata share, as so determined, of any amounts subsequently received by the
Administrative Agent from the Borrower in respect of such Letter of Credit
Disbursement.

          (e) Unless the Administrative Agent shall have received notice from a
Lender prior to the date of any Borrowing, or prior to the time of any required
payment by such Lender in respect of a Letter of Credit Disbursement, that such
Lender will not make available to the Administrative Agent such Lender's pro
rata portion of such Borrowing or payment, the Administrative Agent may assume
that such Lender has made such portion available to the Administrative Agent on
the date of such Borrowing or payment in accordance with Section 2.02(c) or (d),
as applicable, and the Administrative Agent may, in reliance upon such
assumption, make available to the Borrower or Issuing Bank, as applicable, on
such date a corresponding amount. If and to the extent that such Lender shall
not have made such portion available to the Administrative Agent, such Lender
and the Borrower severally agree to repay to the Administrative Agent forthwith
on demand such corresponding amount together with interest thereon, for each day
from the date such amount is made available to the Borrower or the Issuing Bank
(or, if the Administrative Agent and the Issuing Bank are the same Person, from
the date of such payment in respect of a Letter of Credit Disbursement), as
applicable, until the date such amount is repaid to the Administrative Agent at,
(i) in the case of the Borrower, the interest rate applicable thereto pursuant
to Section 2.06 or Section 2.21(g), as applicable and (ii) in the case of such
Lender, the Federal Funds Effective Rate. If such Lender shall repay to the
Administrative Agent such corresponding amount in respect of a Borrowing, such
amount shall constitute such Lender's Loan as part of such Borrowing for
purposes of this Agreement.

          (f) Notwithstanding any other provision of this Agreement, the
Borrower shall not be entitled to request (i) any Tranche A Revolving Credit
Borrowing if the Interest Period requested with respect thereto would end after
the Tranche A Maturity Date or (ii) any Tranche B Revolving Credit Borrowing if
the Interest Period requested with respect thereto would end after the Tranche B
Conversion Date. Further, and notwithstanding any other provision of this
Agreement to the contrary, the Borrower shall not be entitled to request, nor
shall any Lender be required to make, any Eurodollar Loan during the existence
of a Default or an Event of Default unless the Required Lenders otherwise agree.

          Section 2.03. Notice of Borrowings. The Borrower shall give the
Administrative Agent telephone notice (promptly confirmed in writing or by
telecopy in the form of Exhibit I-1 hereto) (a) in the case of a Eurodollar
Borrowing, not later than 11:00 a.m., New York City time, three Business Days
before a proposed borrowing and (b) in the case of an ABR Borrowing, not later
than 11:00 a.m., New York City time, on the Business Day of the proposed
borrowing. Such notice shall be irrevocable and shall in each case refer to this
Agreement and specify (i) the applicable Class and Type of such Borrowing; (ii)
the date of such Borrowing (which shall be a Business Day) and the amount
thereof; and (iii) if such Borrowing is to be a Eurodollar
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Borrowing, the Interest Period with respect thereto. If no election as to the
Type of Borrowing is specified in any such notice, then the requested Borrowing
shall be an ABR Borrowing. If no Interest Period with respect to any Eurodollar
Borrowing is specified in any such notice, then the Borrower shall be deemed to
have selected an Interest Period of one month's duration. The Administrative
Agent shall promptly advise the Lenders of any notice given pursuant to this
Section 2.03 and of each Lender's pro rata portion of the requested Borrowing.

          Section 2.04. Notes; Repayment of Loans. The Tranche A Revolving Loans
and Tranche B Loans made by each Lender shall be evidenced by a Tranche A
Revolving Credit Note or a Tranche B Note, as applicable, duly executed and
delivered on behalf of the Borrower, dated the Closing Date, in substantially
the form attached hereto as Exhibit A-1 or A-2, as applicable, with the blanks
appropriately filled, payable to the order of such Lender in a principal amount
equal to such Lender's Tranche A Revolving Credit Commitment (in the case of its
Tranche A Revolving Credit Note) and Tranche B Revolving Credit Commitment (in
the case of its Tranche B Note). The outstanding principal balance of each Loan,
as evidenced by the applicable Note, shall be payable (a) in the case of a
Tranche A Revolving Loan, on the Tranche A Maturity Date, (b) subject to Section



2.01(c), in the case of a Tranche B Revolving Loan, on the Tranche B Conversion
Date and (c) in the case of a Tranche B Term Loan, as provided in Section 2.11.
Each Note shall bear interest from the date of the first Borrowing hereunder on
the outstanding principal balance thereof as set forth in Section 2.06. Each
Lender shall, and is hereby authorized by the Borrower to, endorse on the
schedule attached to each Note delivered to such Lender (or on a continuation of
such schedule attached to such Note and made a part thereof), or otherwise to
record in such Lender's internal records, an appropriate notation evidencing the
date and amount of each applicable Loan from such Lender, each payment and
prepayment of principal of any such Loan, each payment of interest on any such
Loan and the other information provided for on such schedule; provided, however,
that the failure of any Lender to make such a notation or any error therein
shall not affect the obligation of the Borrower to repay the Loans made by such
Lender in accordance with the terms of this Agreement and the applicable Notes.

          Section 2.05. Fees. (a) The Borrower shall pay to the Administrative
Agent for the account of each Lender, on the last day of March, June, September
and December in each year, and on the last day of the Tranche A Revolving Credit
Availability Period, a commitment fee (a "Tranche A Commitment Fee") on the
average daily unused amount of the Tranche A Revolving Credit Commitment of such
Lender during the preceding quarter (or shorter period commencing with the date
of this Agreement or ending with the last day of the Tranche A Revolving Credit
Availability Period), equal to (i) during any Level I Pricing Period, 0.25% per
annum, (ii) during any Level II Pricing Period, 0.375% per annum and (iii) at
all other times, 0.50% per annum. The "unused amount" of the Tranche A Revolving
Credit Commitment of a Lender on any date means the amount of such Lender's
Tranche A Revolving Credit Commitment on such date, less the sum of its
outstanding Tranche A Revolving Loans on such date and its Tranche A Letter of
Credit Exposure on such date. All Tranche A Commitment Fees shall be computed on
the basis of the actual number of days elapsed in a year of 360 days. The
Tranche A Commitment Fee due to each Lender shall commence to accrue from the
date of this Agreement and shall cease to accrue on the last day of the Tranche
A Revolving Credit Availability Period.
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          (b) The Borrower shall pay to the Administrative Agent for the account
of each Lender, on the last day of March, June, September and December in each
year, and on the last day of the Tranche B Revolving Credit Availability Period,
a commitment fee (a "Tranche B Commitment Fee") on the average daily unused
amount of the Tranche B Revolving Credit Commitment of such Lender during the
preceding calendar quarter (or shorter period commencing with the date of this
Agreement or ending with the last day of the Tranche B Revolving Credit
Availability Period), equal to (i) during any Level I Pricing Period, 0.25% per
annum, (ii) during any Level II Pricing Period, 0.375% per annum and (iii) at
all other times, 0.50% per annum. The "unused amount" of the Tranche B Revolving
Credit Commitment of a Lender on any date means the amount of such Lender's
Tranche B Revolving Credit Commitment on such date, less the sum of its
outstanding Tranche B Revolving Loans on such date and its Tranche B Letter of
Credit Exposure on such date. All Tranche B Commitment Fees shall be computed on
the basis of the actual number of days elapsed in a year of 360 days. The
Tranche B Commitment Fee due to each Lender shall commence to accrue from the
date of this Agreement and shall cease to accrue on the last day of the Tranche
A Revolving Credit Availability Period.

          (c) The Borrower agrees to pay to the Administrative Agent, for its
own account, the fees set forth in the Letter Agreement dated August 19, 2003
(the "Letter Agreement"), among the Administrative Agent, J.P. Morgan Securities
Inc. and the Borrower, in the amounts and on the dates provided in the Letter
Agreement. Such fees shall be in addition to reimbursement of the Agents'
reasonable out- of-pocket expenses.

          (d) All Fees shall be paid on the dates due, in immediately available
funds. Once paid, none of the Fees shall be refundable under any circumstances.

          Section 2.06. Interest on Loans. (a) Subject to Section 2.07, each
Tranche A Revolving Loan comprising an ABR Borrowing shall bear interest for
each day from the date such Loan is made until it becomes due (computed on the
basis of the actual number of days elapsed over a year of 360 days, except that,
with respect to ABR Loans the rate of interest on which is calculated on the
basis of the Prime Rate, the interest thereon shall be calculated on the basis
of a 365- (or 366-, as the case may be) day year for the actual days elapsed) at
a rate per annum equal to the Alternate Base Rate, plus the Applicable Tranche A



ABR Margin.

          (b) Subject to Section 2.07, each Tranche B Revolving Loan or Tranche
B Term Loan comprising an ABR Borrowing shall bear interest for each day from
the date such Loan is made until it becomes due (computed on the basis of the
actual number of days elapsed over a year of 360 days, except that, with respect
to ABR Loans the rate of interest on which is calculated on the basis of the
Prime Rate, the interest thereon shall be calculated on the basis of a 365- (or
366-, as the case may be) day year for the actual days elapsed) at a rate per
annum equal to the Alternate Base Rate, plus the Applicable Tranche B ABR
Margin.

          (c) Subject to Section 2.07, each Tranche A Revolving Loan comprising
a Eurodollar Borrowing shall bear interest for each day from the date such Loan
is made until it becomes due (computed on the basis of the actual number of days
elapsed over a year of 360 days) at a rate per annum equal to the Adjusted LIBO
Rate for the Interest Period in effect for such Borrowing, plus the Applicable
Tranche A Eurodollar Margin.
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          (d) Subject to Section 2.07, each Tranche B Revolving Loan or Tranche
B Term Loan comprising a Eurodollar Borrowing shall bear interest for each day
from the date such Loan is made until it becomes due (computed on the basis of
the actual number of days elapsed over a year of 360 days) at a rate per annum
equal to the Adjusted LIBO Rate for the Interest Period in effect for such
Borrowing, plus the Applicable Tranche B Eurodollar Margin.

          (e) Any change in any Applicable Margin required hereunder shall be
deemed to occur (i) five Business Days after the date the Borrower delivers its
financial statements required by Section 5.02(a) or (b), as the case may be, in
respect of its most recent fiscal quarter and the certificate required by
Section 5.02(c) or (ii) on the date any Tranche B Revolving Credit Borrowing is
made or any Tranche B Letter of Credit is issued in respect of the financial
statements required by Section 4.03(a); provided that, if the Borrower fails to
deliver such financial statements and certificate on or before the date such
statements and certificate are required to be delivered pursuant to Section
5.02(a) or (b), as the case may be, and Section 5.02(c), the Applicable Margin
for the period from such required date until the date such statements and
certificate are actually delivered shall be calculated as if a Level III Pricing
Period were in effect, and after the date such statements and certificate are
actually delivered the Applicable Margin shall be determined as otherwise
provided for herein.

          (f) Interest on each Loan shall be payable on the Interest Payment
Dates applicable to such Loan, except as otherwise provided in this Agreement.
The applicable Alternate Base Rate or Adjusted LIBO Rate for each Interest
Period or day within an Interest Period, as the case may be, shall be determined
by the Administrative Agent, and such determination shall be conclusive absent
manifest error.

          Section 2.07. Default Interest. If the Borrower shall default in the
payment of the principal of or interest on any Loan or any other amount becoming
due under this Agreement or any other Loan Document, by acceleration or
otherwise, interest shall accrue, to the extent permitted by law, on such
defaulted amount during the period from (and including) the date of such default
to (but not including) the date of actual payment (after as well as before
judgment) at (a) in the case of principal or interest on any Loan, the rate per
annum (computed on the basis of the actual number of days elapsed over a year of
360 days) that would otherwise be applicable to such Loan pursuant to Section
2.06 as if a Level III Pricing Period were in effect, plus 2.00% or (b) in the
case of any other amount, a rate per annum (computed on the basis of the actual
number of days elapsed over a year of 360 days) equal to the rate applicable to
ABR Tranche B Revolving Loans pursuant to Section 2.06 as if a Level III Pricing
Period were in effect, plus 2.00%. The Borrower shall pay all such accrued but
unpaid interest from time to time upon demand.

          Section 2.08. Alternate Rate of Interest. In the event, and on each
occasion, that on the day two Business Days prior to the commencement of any
Interest Period for a Eurodollar Borrowing the Administrative Agent shall have
determined that dollar deposits in the principal amounts of the Loans comprising
such Borrowing are not generally available in the applicable interbank market,
or that the rates at which such dollar deposits are being offered will not



adequately and fairly reflect the cost to any Lender of making or maintaining
its Eurodollar Loan during such Interest Period, or that reasonable means do not
exist for ascertaining the Adjusted LIBO Rate, the Administrative Agent shall,
as soon as practicable thereafter, give written or
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telecopy notice of such determination to the Borrower and the Lenders. In the
event of any such determination, any request by the Borrower for a Eurodollar
Borrowing pursuant to Section 2.03 or Section 2.10 shall, until the
Administrative Agent shall have advised the Borrower and the Lenders that the
circumstances giving rise to such notice no longer exist, be deemed to be a
request for an ABR Borrowing. Each determination by the Administrative Agent
hereunder shall be conclusive absent manifest error.

          Section 2.09. Termination and Reduction of Commitments. (a) The
Tranche A Revolving Credit Commitments shall be automatically terminated at 5:00
p.m., New York City time, on (i) September 30, 2003, if the Closing hereunder in
accordance with Article IV has not occurred by such date and (ii) otherwise, the
Tranche A Maturity Date. The Tranche B Revolving Credit Commitments shall be
automatically terminated at 5:00 p.m., New York City time, on (i) September 30,
2003, if the Closing hereunder in accordance with Article IV has not occurred by
such date and (ii) otherwise, the Tranche B Conversion Date.

          (b) Upon at least three Business Days' prior irrevocable written or
telecopy notice to the Administrative Agent, the Borrower may at any time in
whole permanently terminate, or from time to time in part permanently reduce,
the Tranche A Revolving Credit Commitments and/or the Tranche B Revolving Credit
Commitments; provided, however that (i) upon any such reduction of the Tranche B
Revolving Credit Commitment, the Borrower simultaneously reduce the Parity Debt
Credit Agreement Facility by a pro rata amount, provided that, the Borrower may,
at its option, elect the aggregate amount of any such reduction to be applied,
first, to the Parity Debt Credit Agreement Facility, and, second, to Facility B,
and provided further, that in no event shall the outstanding Indebtedness under
the Parity Debt Credit Agreement Facility be reduced to an amount less than
$2,000,000 (unless the Facility Obligations under the Parity Credit Agreement
Facility is paid in full in cash and the commitments under such Facility are
fully terminated), (ii) each partial reduction of the Revolving Credit
Commitments of any Class shall be in a minimum collective aggregate principal
amount which is an integral multiple of $100,000 and not less than $500,000,
(iii) the Tranche A Revolving Credit Commitments may not be so terminated in
whole or in part unless and until (A) the Tranche B Revolving Credit Commitments
have been terminated in whole, (B) the Tranche B Revolving Loans and Tranche B
Term Loans, together with interest, fees and all other obligations in respect
thereof, have been paid in full, (C) all Tranche B Letters of Credit (other than
any such Letters of Credit for which the Borrower has deposited with the
Administrative Agent pursuant to the Cash Collateral Agreement an amount in cash
equal to 100% of the undrawn amount of such Letters of Credit as provided in
Section 2.21(k)) have been cancelled or have expired and (D) all Tranche B
Letter of Credit Disbursements have been reimbursed in full and (iv) no such
termination or reduction of Tranche A Revolving Credit Commitments or Tranche B
Revolving Credit Commitments shall be permitted if, after giving effect thereto
and to any prepayments of the related Loans made on the effective date thereof,
(x) in the case of a termination or reduction of the Tranche A Revolving Credit
Commitments, the sum of the aggregate outstanding principal amount of Tranche A
Revolving Loans on the date of such reduction plus the Tranche A Letter of
Credit Exposure on such date would exceed the Tranche A Revolving Credit
Commitments, (y) in the case of a termination or reduction of the Tranche B
Revolving Credit Commitments, the sum of the aggregate outstanding principal
amount of Tranche B Revolving Loans on the date of such reduction plus the
Tranche B Letter of Credit Exposure on such date would exceed the Tranche B
Revolving Credit Commitments or
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(z) the aggregate outstanding Indebtedness under Facility B shall be reduced to
an amount less than $500,000 unless the Facility Obligations under the Parity
Debt Credit Agreement have been paid in full in cash and the Commitments (as
defined in the Parity Debt Credit Agreement) have been fully terminated.

          (c) In the event, and on each occasion, that the Borrower is required



to prepay or repay Tranche A Revolving Loans and/or to provide cash collateral
for Tranche A Letters of Credit as provided in Section 2.11(e) or (f) and
Section 2.11(h), then on the date of such required action, the Tranche A
Revolving Credit Commitments shall be automatically and permanently reduced by
an amount equal to the sum of such required payment and cash collateral. In the
event, and on each occasion, that the Borrower is required to prepay or repay
Tranche B Revolving Loans and/or to provide cash collateral for Tranche B
Letters of Credit as provided in Section 2.11(e) or (f) and Section 2.11(h),
then on the date of such required action, the Tranche B Revolving Credit
Commitments shall be automatically and permanently reduced by an amount equal to
the sum of such required payment and cash collateral; provided, however, that
(i) the Borrower simultaneously reduce the Parity Debt Credit Agreement Facility
by a pro rata portion of the amount of such prepayment or reduction determined
pursuant to the allocation method set forth in Section 4(d)(ii) of the
Intercreditor Agreement and (ii) in no event shall any such reduction or
prepayment reduce either (x) the outstanding Indebtedness under Facility B to an
amount less than $500,000 or (y) the outstanding Indebtedness under the Parity
Debt Credit Agreement Facility to an amount less than $2,000,000, in each case,
unless the Facility Obligations under the Parity Debt Credit Agreement are
simultaneously paid in full in cash and the Commitments (as defined in the
Parity Debt Credit Agreement) are terminated in full. In addition, the Tranche A
Revolving Credit Commitments and the Tranche B Revolving Credit Commitments
shall be automatically and permanently reduced by the amount of Excess Proceeds
referred to in paragraph (e) or (f) of Section 2.11 which is allocable to reduce
such Commitments as provided in Section 2.11(h). For purposes of applying the
requirements of this Section 2.09(c), the amount of any Excess Proceeds referred
to in paragraph (e) or (f) of Section 2.11 which is allocable to the Facilities
Obligations shall be calculated as if the definition set forth in the last
sentence of Section 2.11(e) included, in addition, the maximum aggregate amount
of the unused Tranche B Revolving Credit Commitments.

          (d) Each reduction in the Revolving Credit Commitments of any Class in
accordance with this Article II shall be made ratably among the Lenders in
accordance with their respective Revolving Credit Commitments of such Class. The
Borrower shall pay to the Administrative Agent for the account of the Lenders,
on the date of each termination or reduction of the Revolving Credit Commitments
of any Class, the Commitment Fees on the amount of the Revolving Credit
Commitments of such Class so terminated or reduced accrued to the date of such
termination or reduction.

          Section 2.10. Conversion and Continuation of Borrowings. The Borrower
shall have the right at any time upon prior irrevocable notice to the
Administrative Agent (a) not later than 11:00 a.m., New York City time, on the
Business Day of conversion, to convert any Eurodollar Borrowing into an ABR
Borrowing, (b) not later than 11:00 a.m., New York City time, three Business
Days prior to conversion or continuation, to convert any ABR Borrowing into a
Eurodollar Borrowing or to continue any Eurodollar Borrowing as a Eurodollar
Borrowing for an additional Interest Period and (c) not later than 11:00 a.m.,
New York City time, three
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Business Days prior to conversion, to convert the Interest Period with respect
to any Eurodollar Borrowing to another permissible Interest Period, subject in
each case to the following:

          (i) each conversion or continuation shall be made pro rata among the
     Lenders in accordance with the respective principal amounts of the Loans
     comprising the converted or continued Borrowing;

          (ii) the aggregate principal amount of such Borrowing converted into
     or continued as (A) a Eurodollar Borrowing, shall be an integral multiple
     of $100,000 and not less than $500,000 or (B) an ABR Borrowing, shall be
     the lesser of (I) the remaining outstanding principal amount of such
     Borrowing and (II) an integral multiple of $100,000;

          (iii) each conversion or continuation shall be effected by each Lender
     by applying the proceeds of the new Loan of such Lender resulting from such
     conversion or continuation to the Loan (or portion thereof) of such Lender
     being converted or continued; accrued interest on a Eurodollar Loan (or
     portion thereof) being converted or continued shall be paid by the Borrower
     at the time of conversion;



          (iv) if any Eurodollar Borrowing is converted or continued at a time
     other than the end of the Interest Period applicable thereto, the Borrower
     shall pay, upon demand, any amounts due to the Lenders pursuant to Section
     2.15;

          (v) any portion of a Borrowing maturing or required to be repaid in
     less than one month may not be converted into or continued as a Eurodollar
     Borrowing;

          (vi) unless the Required Lenders otherwise agree, during the existence
     of a Default or an Event of Default, the Borrower shall not be entitled to
     elect to have any Borrowing converted into or continued as a Eurodollar
     Borrowing;

          (vii) any portion of a Borrowing which cannot be converted into or
     continued as a Eurodollar Borrowing by reason of clause (v) or (vi) above
     shall be automatically converted at the end of the Interest Period in
     effect for such Borrowing into an ABR Borrowing;

          (viii) no Interest Period may be selected for any Tranche A Revolving
     Credit Borrowing that is a Eurodollar Borrowing that would end later than
     the Tranche A Maturity Date; and

          (ix) no Interest Period may be selected for any Eurodollar Tranche B
     Term Borrowing that would end later than a Tranche B Repayment Date
     occurring on or after the first day of such Interest Period if, after
     giving effect to such selection, the aggregate outstanding amount of (A)
     Eurodollar Tranche B Term Borrowings with Interest Periods ending on or
     prior to such Tranche B Repayment Date and (B) the ABR Tranche B Term
     Borrowings would not be at least equal to the principal amount of Tranche B
     Term Borrowings to be paid on such Tranche B Repayment Date.
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          Each notice pursuant to this Section 2.10 shall be irrevocable and
shall refer to this Agreement and specify (I) the principal amount, the Type
and, in the case of a Eurodollar Borrowing, the Interest Period of the Borrowing
that the Borrower requests be converted or continued, (II) whether such
Borrowing is to be converted to or continued as a Eurodollar Borrowing or an ABR
Borrowing, (III) if such notice requests a conversion, the date of such
conversion (which shall be a Business Day) and (IV) if such Borrowing is to be
converted to or continued as a Eurodollar Borrowing, the Interest Period with
respect thereto. If no Interest Period is specified in any such notice with
respect to any conversion to or continuation as a Eurodollar Borrowing, the
Borrower shall be deemed to have selected an Interest Period of one month's
duration. The Administrative Agent shall advise the other Lenders of any notice
given pursuant to this Section 2.10 and of each Lender's pro rata portion of any
converted or continued Borrowing. If the Borrower shall not have given notice in
accordance with this Section 2.10 to continue any Borrowing into a subsequent
Interest Period (and shall not otherwise have given notice in accordance with
this Section 2.10 to convert such Borrowing), such Borrowing shall, at the end
of the Interest Period applicable thereto (unless repaid pursuant to the terms
hereof), automatically be continued into a new Interest Period as an ABR
Borrowing.

          Section 2.11. Mandatory Repayments and Prepayments. (a) On the Tranche
A Maturity Date, all Tranche A Revolving Credit Borrowings shall be due and
payable to the extent not previously paid.

          (b) On the Tranche B Conversion Date, all Tranche B Revolving Credit
Borrowings not converted into Tranche B Term Loans pursuant to Section 2.01(c)
shall be due and payable to the extent not previously paid.

          (c) Subject to adjustment as provided in Section 2.11(h) and Section
2.12(b), the Borrower shall repay the Tranche B Term Loans and reduce the
Tranche B Letter of Credit Exposure in quarterly installments, commencing on
December 31, 2006, and continuing on the last day of every third calendar month
thereafter through September 30, 2008 (the due date of each such installment
being called a "Tranche B Repayment Date"), provided that, notwithstanding
anything to the contrary contained in this Agreement, in no event shall the
aggregate amount of outstanding Indebtedness under Facility B be less than
$500,000 until the Facility Obligations under the Parity Debt Credit Agreement
have been paid in full in cash and the Commitments (as defined in the Parity



Debt Credit Agreement) have been fully terminated. The amount of any such
installment payable on a Tranche B Repayment Date shall, subject to the proviso
in the preceding sentence, be the amount, if any, necessary (after giving effect
to any reductions on account of the expiration after the Tranche B Conversion
Date of any Tranche B Letters of Credit) to reduce the sum of (i) the aggregate
principal amount of the Tranche B Term Loans outstanding immediately after the
Tranche B Conversion Date and (ii) the Tranche B Letter of Credit Exposure
outstanding immediately after the Tranche B Conversion Date by an aggregate
percentage of such sum equal to the percentage set forth opposite such Repayment
Date below:

December 31, 2006      12.5%
March 30, 2007         25.0%
June 30, 2007          37.5%
September 30, 2007     50.0%
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December 31, 2007      62.5%
March 31, 2008         75.0%
June 30, 2008          87.5%
September 30, 2008   100.00%

On the Tranche B Repayment Date that is September 30, 2008, the Borrower shall
repay the remaining principal and interest owing on all outstanding Tranche B
Term Loans and fully cash collateralize any then existing Tranche B Letter of
Credit Exposure. All payments under this paragraph (c) shall be applied (I)
first, to repay any outstanding Tranche B Term Loans and (II) second, after the
Tranche B Term Loans have been paid in full, to reduce the Tranche B Letter of
Credit Exposure. Any such payments so applied to reduce the Tranche B Letter of
Credit Exposure shall be deposited with the Administrative Agent pursuant to the
Cash Collateral Agreement as provided in Section 2.21(k).

          (d) During each year, the Borrower will cause a period of at least 30
consecutive days to occur, at any time between March 1 and August 31 of such
year, during which no Tranche A Revolving Credit Borrowings shall be
outstanding.

          (e) If at any time the Borrower or any of the Restricted Subsidiaries
disposes of property or such property shall be damaged, destroyed or taken in
eminent domain or there shall be title insurance proceeds with respect to such
property, in any such case, with the result that there are Excess Proceeds, and
the Borrower does not apply such Excess Proceeds in the manner described in
Section 6.07(c)(iii)(B)(I), the Borrower shall prepay, upon notice as provided
in paragraph (g) of this Section 2.11 (which notice shall be given not later
than 180 days after the date of such sale of property), a principal amount of
the outstanding Facilities Obligations equal to the amount of such remaining
Excess Proceeds allocable to the Facilities Obligations, determined by
allocating such remaining Excess Proceeds pro rata among the Lenders and the
holders of Parity Debt, if any, outstanding on the date such prepayment is to be
made, according to the aggregate then unpaid principal amounts of the Facilities
Obligations and Parity Debt (and the Make Whole Amount on the principal amount
of the Mortgage Notes to be prepaid) in accordance with the allocation method
set forth in Section 4(d)(ii) of the Intercreditor Agreement. For purposes of
this Section 2.11, the "aggregate then unpaid principal amount of the Facilities
Obligations" shall equal the sum of (i) the aggregate principal amount of the
outstanding Loans, (ii) the Letter of Credit Exposure and (iii) the maximum
aggregate amount of the unused Tranche A Revolving Credit Commitments.

          (f) In the event that damage, destruction or a taking shall occur in
respect of all or a portion of the properties subject to any of the Collateral
Documents, or there shall be proceeds under title insurance policies with
respect to any real property, all Net Insurance Proceeds (as defined in the
Mortgage), self-insurance amounts, Net Awards (as defined in the Mortgage) or
title insurance proceeds which, as of any date, shall not theretofore have been
applied to the cost of Restoration (as defined in the Mortgage) shall be deemed
to be proceeds of property disposed of voluntarily, shall be subject to the
provisions of Section 6.07(c) and, if subdivision (iii)(B)(I) of Section 6.07(c)
is applicable thereto, shall be subject to the prepayment provisions of
paragraph (e) of this Section 2.11; provided that, if any such event or
circumstances (individually or together with all other related events and
circumstances) shall result in proceeds of more than $25,000,000 in the
aggregate, the Borrower shall not apply such
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proceeds to replacement or other assets or undertake any Restoration without the
prior written consent of the Required Lenders.

          (g) The Borrower will give the Administrative Agent irrevocable
written notice of each prepayment under paragraph (e) or (f) of this Section
2.11 not less than ten days and not more than 30 days prior to the date fixed
for such prepayment, in each case specifying such prepayment date, the aggregate
principal amount of the Facilities Obligations to be prepaid, the principal
amount of each issue of Parity Debt to be prepaid and the paragraph under which
such prepayment is to be made. Each Lender shall receive, on the Business Day
immediately preceding the date scheduled for any such prepayment, a certificate
of a Financial Officer of the Borrower certifying that the applicable conditions
of this Section 2.11 have been fulfilled and specifying the particulars of such
fulfillment. Such certificate shall set forth the principal amount of the
Facilities Obligations being prepaid and specify how such amount was determined,
and certify that such amount has been computed in accordance with this Section
2.11.

          (h) All mandatory prepayments of the Facilities Obligations under
paragraphs (e) and (f) of this Section 2.11 shall be applied (i) first, to pay
or prepay any outstanding Tranche B Revolving Loans or Tranche B Term Loans and,
to the extent that the remaining amount of such prepayment is greater than the
aggregate principal amount of outstanding Tranche B Loans, to reduce the Tranche
B Letter of Credit Exposure, (ii) second, to permanently reduce any remaining
unused Tranche B Revolving Credit Commitments as contemplated by Section
2.09(c), (iii) third, to pay or prepay any outstanding Tranche A Revolving
Loans, and (iv) fourth, to permanently reduce any remaining unused Tranche A
Revolving Credit Commitments as contemplated by Section 2.09(c), provided that,
in the event that any such prepayment would reduce the outstanding Indebtedness
under Facility B to an amount less than $500,000 prior to the date that the
Facility Obligations under the Parity Debt Credit Agreement have been paid in
full in cash and the Commitments (as defined in the Parity Debt Credit
Agreement) have been fully terminated, an amount equal to the excess of the (x)
amount of such prepayment minus (y) the sum of the aggregate principal amount of
outstanding Tranche B Loans on the date of such prepayment or reduction plus the
Tranche B Letter of Credit Exposure on such date shall be deposited with the
Administrative Agent pursuant to the Cash Collateral Agreement as provided in
Section 2.21(k). All such mandatory prepayments so applied on or after the
Tranche B Conversion Date shall be applied to reduce the amount of scheduled
payments due under Section 2.11(c) after the date of such prepayment in the
inverse order of maturity (without affecting the requirement that such
prepayments be applied first to pay all outstanding Tranche B Term Loans and
only thereafter to reduce the Tranche B Letter of Credit Exposure). Subject to
the foregoing provisions, any such mandatory prepayment of Loans of any Class
shall be applied to prepay all ABR Loans of such Class before any Eurodollar
Loans of such Class are prepaid. Any such payments under paragraphs (e) and (f)
of this Section 2.11 so applied to reduce the Letter of Credit Exposure shall be
deposited with the Trustee and applied as provided in the Intercreditor
Agreement.

          (i) In the event and on each occasion that the sum of (i) the
aggregate outstanding principal amount of the Tranche A Revolving Loans on any
date and (ii) the Tranche A Letter of Credit Exposure on such date exceeds the
lesser of (A) the aggregate amount of the Tranche A Revolving Credit Commitments
at such time, (B) the Borrowing Base at such
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time, and (C) the Borrowing Base as calculated pursuant to Section
10.1(e)(ii)(3)(y) of the Note Agreements, the Borrower shall immediately prepay
Tranche A Revolving Loans (and, to the extent that the amount of such excess is
greater than the aggregate principal amount of outstanding Tranche A Revolving
Loans, reduce the Tranche A Letter of Credit Exposure by making a deposit with
the Administrative Agent pursuant to the Cash Collateral Agreement as provided
in Section 2.21(k)) in an aggregate principal amount equal to such excess.

          (j) In the event and on any date that the ratio of Consolidated Cash
Flow to Consolidated Interest Expense (in each case, as defined in the Note



Agreements) is less than 2.0 to 1.0, the Borrower will repay the Tranche A
Revolving Loans and cash collateralize Tranche A Letters of Credit to the extent
necessary so that the sum of (i) the aggregate principal amount of aggregate
outstanding principal amount of the Tranche A Revolving Loans on such date plus
(ii) the Tranche A Letter of Credit Exposure on such date shall not exceed
$18,000,000 (and, to the extent that the amount of such prepayment exceeds the
aggregate principal amount of outstanding Tranche A Revolving Loans, the
Borrower shall deposit with the Administrative Agent pursuant to the Cash
Collateral Agreement as provided in Section 2.21(k) an amount equal to such
excess).

          (k) In the event and on each occasion that the sum of (i) the
aggregate outstanding principal amount of the Tranche B Revolving Loans on any
date and (ii) the Tranche B Letter of Credit Exposure on such date exceeds the
aggregate amount of the Tranche B Revolving Credit Commitments at such time, the
Borrower shall immediately prepay Tranche B Revolving Loans (and, to the extent
that the amount of such excess is greater than the aggregate principal amount of
outstanding Tranche B Revolving Loans, reduce the Tranche B Letter of Credit
Exposure by making a deposit with the Administrative Agent pursuant to the Cash
Collateral Agreement as provided in Section 2.21(k)) in an aggregate principal
amount equal to such excess.

          (l) Each payment of Borrowings pursuant to this Section 2.11 shall be
accompanied by accrued interest on the principal amount paid to but excluding
the date of payment. The repayments and prepayments of the Loans required by the
respective subsections of this Section 2.11 and the optional prepayments
permitted by Section 2.12 are separate and cumulative, so that any one such
repayment or prepayment shall reduce any other repayment or prepayment only as
and to the extent expressly specified herein. All payments under this Section
2.11 shall be subject to Section 2.15, but otherwise shall be without premium or
penalty.

          Section 2.12. Optional Prepayments. (a) Subject to Section 2.01(d) and
Section 2.12(b), the Borrower shall have the right at any time and from time to
time to prepay any Borrowing or payment due under Section 2.11(c), in whole or
in part, upon prior written or telecopy notice (or telephone notice promptly
confirmed by written or telecopy notice) to the Administrative Agent (i) in the
case of any prepayment of amounts payable under Section 2.11(c), not later than
11:00 a.m., New York City time, three Business Days in advance of the proposed
prepayment, (ii) in the case of any prepayment of Eurodollar Revolving Loans,
not later than 11:00 a.m., New York City time, three Business Days in advance of
the proposed prepayment and (iii) in the case of any prepayment of ABR Revolving
Loans, not later than 11:00 a.m., New York City time, on the Business Day of the
proposed prepayment; provided, however, that (A) to the extent the Borrower
prepays Facility B, the Borrower simultaneously
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reduce the Parity Debt Credit Agreement Facility pro rata, such that the
prepayments made pursuant to this Section 2.12(a) and Section 2.12(a) of the
Parity Debt Credit Agreement shall be in equal dollar amounts, provided that,
the Borrower may, at its option, elect the aggregate amount of such prepayments
to be applied, first, to the Parity Debt Credit Agreement Facility, and, second,
to Facility B, and provided further, that in no event shall (x) the aggregate
outstanding Indebtedness under the Parity Debt Credit Agreement Facility be
reduced to an amount less than $2,000,000 and (y) the aggregate outstanding
Indebtedness under Facility B be reduced to an amount less than $500,000 unless
the Facility Obligations under the Parity Debt Credit Agreement have been paid
in full in cash and the Commitments (as defined in the Parity Debt Credit
Agreement) have been fully terminated, (B) each partial prepayment of ABR Loans
shall be in a minimum aggregate amount of $100,000 under each of Facility B and
the Parity Debt Credit Agreement Facility, (C) each partial prepayment of
Eurodollar Loans shall be in an amount which is an integral multiple of $100,000
under each of Facility B and the Parity Debt Credit Agreement Facility and not
less than $500,000 under each of Facility B and the Parity Debt Credit Agreement
Facility and (D) a partial prepayment of a Eurodollar Borrowing under this
Section 2.12(a) shall not be made that would result in the remaining aggregate
outstanding principal amount thereof being less than $500,000, in the case of
Facility A, and being less than $500,000 under each of Facility B and the Parity
Debt Credit Agreement Facility, in the case of Facility B. Each notice of
prepayment of any Borrowing or payment due under Section 2.11(c) shall specify
the prepayment date, the Class, the Type and the Interest Period of the
Borrowing to be prepaid (in the case of a Eurodollar Borrowing), and the



principal amount thereof to be prepaid, shall be irrevocable and shall commit
the Borrower to prepay such Borrowing or payment by the amount stated therein on
the date stated therein.

          (b) All prepayments under this Section 2.12 shall be subject to
Section 2.15 but otherwise shall be without premium or penalty. All prepayments
under this Section 2.12 shall be accompanied by accrued interest on the
principal amount being prepaid to, but excluding, the date of payment. All
prepayments under this Section 2.12 of amounts payable under Section 2.11(c)
shall be applied to reduce the amount of scheduled payments of amounts due under
Section 2.11(c) after the date of such prepayment in the inverse order of
maturity (without affecting the requirement that such prepayments be applied
first to pay all outstanding Tranche B Term Loans and only thereafter to provide
cash collateral in respect of Tranche B Letters of Credit) until the last four
of such scheduled payments shall have been repaid in full, and thereafter all
such prepayments of amounts payable under Section 2.11(c) shall be applied to
reduce such remaining scheduled payments pro rata. Subject to the foregoing
provisions, any optional prepayment of Loans of any Class pursuant to Section
2.12(a) shall be applied to prepay all ABR Loans of such Class before any
Eurodollar Loans of such Class are prepaid.

          Section 2.13. Reserve Requirements; Certain Changes in Circumstances.
(a) Notwithstanding any other provision herein, if after the date of this
Agreement any change in applicable law or regulation or in the interpretation or
administration thereof by any Governmental Authority charged with the
interpretation or administration thereof (whether or not having the force of
law) shall change the basis of taxation of payments to any Lender of the
principal of or interest on any Eurodollar Loan made by such Lender or any Fees
or other amounts payable hereunder (other than changes in respect of taxes
imposed on the overall net income of such Lender by the jurisdiction in which
such Lender has its principal office or by any political subdivision or taxing
authority therein), or shall impose, modify or deem applicable any
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reserve, special deposit or similar requirement against assets of, deposits with
or for the account of or credit extended by such Lender (except any such reserve
requirement which is reflected in the Adjusted LIBO Rate) or shall impose on
such Lender or the applicable interbank market any other condition affecting
this Agreement or Eurodollar Loans made by such Lender, and the result of any of
the foregoing shall be to increase the cost to such Lender of making or
maintaining any Eurodollar Loan or to reduce the amount of any sum received or
receivable by such Lender hereunder or under the Notes (whether of principal,
interest or otherwise) or Letters of Credit by an amount deemed by such Lender
to be material, then from time to time the Borrower shall pay to such Lender
upon demand such additional amount or amounts as will compensate such Lender for
such additional costs incurred or reduction suffered.

          (b) If any Lender shall have determined that the adoption after the
date hereof of any law, rule, regulation, agreement or guideline regarding
capital adequacy, or any change in any of the foregoing or in the interpretation
or administration of any of the foregoing by any Governmental Authority, central
bank or comparable agency charged with the interpretation or administration
thereof, or compliance by any Lender (or any lending office of such Lender) or
any Lender's holding company with any request or directive regarding capital
adequacy (whether or not having the force of law) of any such authority, central
bank or comparable agency, has or would have the effect of reducing the rate of
return on such Lender's capital or on the capital of such Lender's holding
company, if any, as a consequence of this Agreement, the Letters of Credit or
the Loans made by such Lender pursuant hereto to a level below that which such
Lender or such Lender's holding company could have achieved but for such
adoption, change or compliance (taking into consideration such Lender's policies
and the policies of such Lender's holding company with respect to capital
adequacy) by an amount deemed by such Lender or such Lender's holding company to
be material, then from time to time the Borrower shall pay to such Lender upon
demand such additional amount or amounts as will compensate such Lender or such
Lender's holding company for any such reduction suffered.

          (c) A certificate of each Lender setting forth such amount or amounts
as shall be necessary to compensate such Lender or its holding company as
specified in paragraph (a) or (b) above, as the case may be, shall be delivered
to the Borrower and shall be conclusive absent manifest error. The Borrower
shall pay each Lender the amount shown as due on any such certificate delivered



by it within ten days after its receipt of the same.

          (d) No Lender shall be entitled to compensation under this Section
2.13 for any costs incurred or reductions suffered with respect to any date
unless such Lender shall have notified the Borrower that it will demand
compensation for such costs or reductions not more than 120 days after the later
of (i) such date and (ii) the date on which such Lender becomes aware of such
costs or reductions. Failure on the part of any Lender to demand compensation
for any increased costs or reduction in amounts received or receivable or
reduction in return on capital with respect to any period shall not constitute a
waiver of such Lender's right to demand compensation with respect to any other
period. The protection of this Section 2.13 shall be available to each Lender
regardless of any possible contention of the invalidity or inapplicability of
the law, rule, regulation, guideline or other change, condition or circumstances
which shall have occurred or been imposed.

                                                                              57

          Section 2.14. Change in Legality. (a) Notwithstanding any other
provision herein, if any change in any law or regulation or in the
interpretation thereof by any Governmental Authority charged with the
administration or interpretation thereof shall make it unlawful for any Lender
to make or maintain any Eurodollar Loan or to give effect to its obligations as
contemplated hereby with respect to any Eurodollar Loan, then, by written or
telecopy notice to the Borrower and to the Administrative Agent, such Lender
may:

          (i) declare that Eurodollar Loans will not thereafter be made by such
     Lender hereunder, whereupon any request by the Borrower for a Eurodollar
     Borrowing shall, as to such Lender only, be deemed a request for an ABR
     Borrowing unless such declaration shall be subsequently withdrawn; and

          (ii) require that all outstanding Eurodollar Loans made by it be
     converted to ABR Loans, in which event all such Eurodollar Loans shall be
     automatically converted to ABR Loans as of the effective date of such
     notice as provided in Section 2.14(b).

In the event that any Lender shall exercise its rights under clause (i) or (ii)
above, all payments and prepayments of principal which would otherwise have been
applied to repay the Eurodollar Loans that would have been made by such Lender
or the converted Eurodollar Loans of such Lender shall instead be applied to
repay the ABR Loans made by such Lender in lieu of, or resulting from the
conversion of, such Eurodollar Loans.

          (b) For purposes of this Section 2.14, a notice to the Borrower by any
Lender shall be effective as to each Eurodollar Loan, if lawful, on the last day
of the Interest Period currently applicable to such Eurodollar Loan; in all
other cases such notice shall be effective on the date of receipt by the
Borrower.

          Section 2.15. Indemnity. The Borrower shall indemnify each Lender
against any loss or expense which such Lender may sustain or incur as a
consequence of (a) any failure by the Borrower to fulfill on the date of any
borrowing hereunder the applicable conditions set forth in Article IV, (b) any
failure by the Borrower to borrow or to refinance, convert or continue any Loan
hereunder after irrevocable notice of such borrowing, refinancing, conversion or
continuation has been given pursuant to Section 2.03 or Section 2.10, (c) any
payment, prepayment or conversion of a Eurodollar Loan required by any other
provision of this Agreement or otherwise made or deemed made on a date other
than the last day of the Interest Period applicable thereto, (d) any default in
payment or prepayment of the principal amount of any Loan or any part thereof or
interest accrued thereon, as and when due and payable (at the due date thereof,
whether by scheduled maturity, acceleration, irrevocable notice of prepayment or
otherwise) or (e) the occurrence of any Event of Default, including, in each
such case, any loss or reasonable expense sustained or incurred or to be
sustained or incurred in liquidating or employing deposits from third parties
acquired to effect or maintain such Loan or any part thereof as a Eurodollar
Loan. Such loss or reasonable expense shall include an amount equal to the
excess, if any, as reasonably determined by such Lender, of (i) its cost of
obtaining the funds for the Loan being paid, prepaid, converted or not borrowed,
refinanced, converted or continued or not paid or prepaid (assumed to be the
Adjusted LIBO Rate applicable thereto) for the period from the date of such
payment, prepayment, conversion or failure to borrow, refinance, convert or



continue or failure to pay or prepay to the last day of the Interest Period for
such Loan (or, in

                                                                              58

the case of a failure to borrow, refinance, convert or continue, the Interest
Period for such Loan which would have commenced on the date of such failure)
over (ii) the amount of interest (as reasonably determined by such Lender) that
would be realized by such Lender in reemploying the funds so paid, prepaid,
converted or not borrowed, refinanced, converted or continued for such period or
Interest Period, as the case may be based upon the purchase of debt securities
customarily issued by the Treasury of the United States of America which have a
maturity date approximating the last Business Day of such Interest Period). A
certificate of any Lender setting forth any amount or amounts which such Lender
is entitled to receive pursuant to this Section 2.15 shall be delivered to the
Borrower and shall be conclusive absent manifest error. The Borrower shall pay
each Lender the amount shown as due on any such certificate delivered by it
within ten days after its receipt of the same.

          Section 2.16. Pro Rata Treatment. Except as required under Section
2.13 or Section 2.14 and by the terms of this Agreement requiring pro rata
treatment with the Parity Debt Credit Agreement Facility, each Borrowing, each
payment or prepayment of principal of any Borrowing, each payment of interest on
the Loans, each payment of the Commitment Fees, each reduction of the
Commitments, each payment in respect of participations in Letter of Credit
Disbursements and each refinancing of any Borrowing with, conversion of any
Borrowing to, or continuation of any Borrowing as a Borrowing of any Type shall
be allocated pro rata among the Lenders in accordance with their respective
Commitments of the applicable Class (or, if such Commitments shall have expired
or been terminated, in accordance with the respective principal amounts of their
outstanding Loans of the applicable Class). Each Lender agrees that in computing
such Lender's portion of any Borrowing to be made hereunder, the Administrative
Agent may, in its discretion, round each Lender's share of such Borrowing,
computed in accordance with Schedule 1.01A, to the next higher or lower whole
dollar amount.

          Section 2.17. Sharing of Setoffs. Each Lender agrees that if it shall,
through the exercise of a right of banker's lien, setoff or counterclaim against
the Borrower, or pursuant to a secured claim under Section 506 of Title 11 of
the United States Code or other security or interest arising from, or in lieu
of, such secured claim, received by such Lender under any applicable bankruptcy,
insolvency or other similar law or otherwise (except pursuant to Section 2.20),
or by any other means, obtain payment (voluntary or involuntary) in respect of
any Loan or Loans as a result of which the unpaid principal portion of its Loans
of any Class shall be proportionately less than the unpaid principal portion of
the Loans of such Class of any other Lender, it shall be deemed simultaneously
to have purchased from such other Lender at face value, and shall promptly pay
to such other Lender the purchase price for, a participation in such Loans of
such other Lender, so that the aggregate unpaid principal amount of the Loans
and participations in Loans of any Class held by each Lender shall be in the
same proportion to the aggregate unpaid principal amount of all Loans of such
Class then outstanding as the principal amount of its Loans of such Class prior
to such exercise of banker's lien, setoff or counterclaim or other event was to
the principal amount of all Loans of such Class outstanding prior to such
exercise of banker's lien, setoff or counterclaim or other event; provided,
however, that if any such purchase or purchases or adjustments shall be made
pursuant to this Section 2.17 and the payment giving rise thereto shall
thereafter be recovered, such purchase or purchases or adjustments shall be
rescinded to the extent of such recovery and the purchase price or prices or
adjustment restored without interest (unless the party from which such recovery
is made is obligated by law to pay interest on the amount recovered, in which
case each of the Lenders shall
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be responsible for its pro rata share of such interest). The Borrower expressly
consents to the foregoing arrangements and agrees that any Lender holding a
participation in a Loan deemed to have been so purchased may exercise any and
all rights of banker's lien, setoff or counterclaim with respect to any and all
moneys owing by the Borrower to such Lender by reason thereof as fully as if
such Lender had made a Loan directly to the Borrower in the amount of such



participation.

          Section 2.18. Payments. (a) The Borrower shall make each payment
(including principal of or interest on any Borrowing or any Fees or other
amounts) hereunder or under any other Loan Document not later than 12:00 (noon),
New York City time, on the date when due in dollars to the Administrative Agent
at the Funding Office, in immediately available funds. Any such payment received
after such time on any date shall be deemed made on the next Business Day.

          (b) Whenever any payment (including principal of or interest on any
Borrowing or any Fees or other amounts) hereunder or under any other Loan
Document shall become due, or otherwise would occur, on a day that is not a
Business Day, such payment may be made on the next succeeding Business Day, and
such extension of time shall in such case be included in the computation of
interest or Fees, if applicable.

          Section 2.19. Taxes. (a) All payments made by the Borrower under this
Agreement, the Notes and the Letters of Credit shall be made free and clear of,
and without deduction or withholding for or on account of, any present or future
income, stamp or other taxes, levies, imposts, duties, charges, assessments,
fees, deductions or withholdings, now or hereafter imposed, levied, collected,
withheld or assessed by any Governmental Authority, excluding net income taxes
and franchise taxes (imposed in lieu of net income taxes) imposed on any Agent
or any Lender as a result of a present or former connection between such Agent
or such Lender and the jurisdiction of the Governmental Authority imposing such
tax or any political subdivision or taxing authority thereof or therein (other
than any such connection arising solely from such Agent or such Lender having
executed, delivered or performed its obligations or received a payment under, or
enforced, this Agreement, the Notes or any Letters of Credit). If any such
non-excluded taxes, levies, imposts, duties, charges, fees deductions or
withholdings ("Non-Excluded Taxes") or Other Taxes are required to be withheld
from any amounts payable to any such Agent or any Lender hereunder or under the
Notes or any Letters of Credit, the amounts so payable to such Agent or such
Lender shall be increased to the extent necessary to yield to such Agent or such
Lender (after payment of all Non-Excluded Taxes and Other Taxes) interest or any
such other amounts payable hereunder at the rates or in the amounts specified in
this Agreement, the Notes and any Letters of Credit, provided, however, that the
Borrower shall not be required to increase any such amounts payable to any
Lender that is not organized under the laws of the United States of America or a
state thereof if such Lender fails to comply with the requirements of Section
2.19(d).

          (b) In addition, the Borrower shall pay any Other Taxes to the
relevant Governmental Authority in accordance with applicable law.

          (c) Whenever any Non-Excluded Taxes are payable by the Borrower, as
promptly as possible thereafter the Borrower shall send to the Administrative
Agent for its own
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account or for the account of any Agent or such other Lender, as the case may
be, a certified copy of an original official receipt received by the Borrower
showing payment thereof. If the Borrower fails to pay any Non-Excluded Taxes
when due to the appropriate taxing authority or fails to remit to the
Administrative Agent the required receipts or other required documentary
evidence, the Borrower shall indemnify the Agents and the Lenders for any
incremental taxes, interest or penalties that may become payable by the Agents
or any Lender as a result of any such failure.

          (d) Each Lender (or Transferee) that is not a "U.S. Person" as defined
in Section 7701(a)(30) of the Code (a "Non-U.S. Lender") shall deliver to the
Borrower and the Administrative Agent (or, in the case of a Participant, to the
Lender from which the related participation shall have been purchased) two
copies of either U.S. Internal Revenue Service Form W-8BEN or Form W-8ECI, or,
in the case of a Non-U.S. Lender claiming exemption from U.S. federal
withholding tax under Section 871(h) or 881(c) of the Code with respect to
payments of "portfolio interest", a statement substantially in the form of
Exhibit L and a Form W-8BEN, or any subsequent versions thereof or successors
thereto, properly completed and duly executed by such Non-U.S. Lender claiming
complete exemption from, or a reduced rate of, U.S. federal withholding tax on
all payments by the Borrower under this Agreement and the other Loan Documents.
Such forms shall be delivered by each Non-U.S. Lender on or before the date it



becomes a party to this Agreement (or, in the case of any Participant, on or
before the date such Participant purchases the related participation). In
addition, each Non-U.S. Lender shall deliver such forms promptly upon the
obsolescence or invalidity of any form previously delivered by such Non-U.S.
Lender. Each Non-U.S. Lender shall promptly notify the Borrower at any time it
determines that it is no longer in a position to provide any previously
delivered certificate to the Borrower (or any other form of certification
adopted by the U.S. taxing authorities for such purpose). Notwithstanding any
other provision of this paragraph, a Non-U.S. Lender shall not be required to
deliver any form pursuant to this paragraph that such Non-U.S. Lender is not
legally able to complete and deliver.

          (e) The provisions of this Section 2.19 shall remain operative and in
full force and effect regardless of the expiration of the term of this
Agreement, the consummation of the transactions contemplated hereby, the
repayment of any of the Loans, the invalidity or unenforceability of any term or
provision of this Agreement or any other Loan Document, or any investigation
made by or on behalf of any Agent or any Lender.

          (f) Any Agent or Lender claiming any indemnity payment or additional
amounts payable pursuant to this Section 2.19 shall use reasonable efforts
(consistent with legal and regulatory restrictions) to file any certificate or
document reasonably requested in writing by the Borrower or to change the
jurisdiction of its applicable lending office if the making of such a filing or
change would avoid the need for or reduce the amount of any such indemnity
payment or additional amounts that may thereafter accrue and would not, in the
sole determination of such Agent or Lender, be otherwise disadvantageous to such
Lender.

          (g) Nothing contained in this Section 2.19 shall require any Agent or
Lender to make available any of its tax returns (or any other information that
it deems to be confidential or proprietary).
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          (h) No Lender shall be entitled to claim any indemnity payment or
additional amount payable pursuant to this Section 2.19 with respect to any tax
unless such Lender shall have notified the Borrower that it will demand
compensation for such payment or amount not more than 120 days after the later
of (i) such date and (ii) the date on which such Lender becomes aware of the
costs or reductions giving rise to such claim. Failure on the part of any Lender
to demand any indemnity payment or any such additional amount with respect to
any period shall not constitute a waiver of such Lender's right to demand
compensation with respect to any other period. The protection of this Section
2.19 shall be available to each Lender regardless of any possible contention of
the invalidity or inapplicability of the law, rule, regulation, guideline or
other change, condition or circumstances which shall have occurred or been
imposed.

          Section 2.20. Assignment of Commitments Under Certain Circumstances.
In the event that any Lender shall have delivered a notice or certificate
pursuant to Section 2.13 or Section 2.14, or the Borrower shall be required to
pay additional amounts to any Lender under Section 2.19, the Borrower shall have
the right, at its own expense, upon notice to such Lender and the Administrative
Agent, to require such Lender to transfer and assign without recourse (in
accordance with and subject to the provisions set forth in Section 9.04,
including clause (v) of the proviso to Section 9.04(b)) all its interests,
rights and obligations under this Agreement to another financial institution
designated by the Borrower which shall assume such obligations; provided that
(i) in the case of an assignment under Facility B, a similar assignment by such
Lender be made under the Parity Debt Credit Agreement of all of its interests,
rights and obligations under the Parity Debt Credit Agreement, (ii) no such
assignment shall conflict with any law, rule, regulation or order of any
Governmental Authority and (iii) the Borrower shall pay to the affected Lender
(and, in the case of assignments under Facility B, shall take the same actions
under the Parity Debt Credit Agreement) in immediately available funds on the
date of such assignment the entire amount of principal of and interest accrued
to the date of payment on the Loans and participations in Letter of Credit
Disbursements made by it hereunder and all other amounts accrued for its account
or owed to it hereunder; provided, further, that if prior to any such assignment
the circumstances or event that resulted in such Lender's notice or certificate
under Section 2.13 or Section 2.14 or demand for additional amounts under
Section 2.19, as the case may be, shall cease to exist or become inapplicable



for any reason or if such Lender shall waive its rights in respect of such
circumstances or event under Section 2.13, Section 2.14 or Section 2.19, as the
case may be, then such Lender shall not thereafter be required to make any such
assignment hereunder, or in the case of assignments under Facility B, under the
Parity Debt Credit Agreement.

          Section 2.21. Letters of Credit. (a) The Borrower may request the
issuance of Tranche A Letters of Credit, in a form reasonably acceptable to the
Administrative Agent and the Issuing Bank, for the account of the Borrower, at
any time and from time to time during the Tranche A Revolving Credit
Availability Period; provided that any Tranche A Letter of Credit shall be
issued only if, and each request by the Borrower for the issuance of any Tranche
A Letter of Credit shall be deemed a representation and warranty by the Borrower
that, immediately following the issuance of such Letter of Credit, the sum of
(i) the Tranche A Letter of Credit Exposure and (ii) the aggregate principal
amount of outstanding Tranche A Revolving Loans shall not exceed the lesser of
(A) the aggregate amount of the Tranche A Revolving Credit Commitments at such
time and (B) the Borrowing Base at such time, provided that, in no event
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shall the sum (I) of the aggregate principal amount of outstanding Tranche A
Revolving Loans on the date of such issuance plus (II) the aggregate amount of
the Tranche A Letter of Credit Exposure on such date exceed the aggregate
Tranche A Revolving Credit Commitment of all the Lenders. Each Tranche A Letter
of Credit shall expire at the close of business on the earlier of (i) the date
that is five Business Days prior to the Tranche A Maturity Date and (ii) the
first anniversary of the date of issuance of such Tranche A Letter of Credit,
unless such Tranche A Letter of Credit expires by its terms on an earlier date,
provided that, any Tranche A Letter of Credit with an expiration date on the
first anniversary of such Tranche A Letter of Credit may provide for the renewal
thereof for additional one-year periods (which shall in no event extend beyond
the date referred to in clause (i) above). Each Letter of Credit shall provide
for payments of drawings in dollars.

          (b) The Borrower may request the issuance of the Tranche B Letters of
Credit, in a form reasonably acceptable to the Administrative Agent and the
Issuing Bank, for the account of the Borrower, at any time and from time to time
during the Tranche B Revolving Credit Availability Period; provided that any
Tranche B Letter of Credit shall be issued only if, and each request by the
Borrower for the issuance of any Tranche B Letter of Credit shall be deemed a
representation and warranty by the Borrower that, immediately following the
issuance of such Letter of Credit, the sum of (i) the Tranche B Letter of Credit
Exposure and (ii) the aggregate principal amount of outstanding Tranche B
Revolving Loans shall not exceed the aggregate amount of the Tranche B Revolving
Credit Commitments at such time; provided that, in no event shall the sum of (A)
the aggregate principal amount of outstanding Tranche B Revolving Loans on the
date of such issuance plus (B) the aggregate amount of Tranche B Letter of
Credit Exposure on such date exceed the aggregate Tranche B Revolving Credit
Commitment of all the Lenders and, provided, further, that the amount of all
outstanding Letters of Credit (as defined in the Parity Debt Credit Agreement)
and the Tranche B Letters of Credit shall not exceed $12,500,000. Each Tranche B
Letter of Credit shall expire at the close of business on the earlier of (i) the
date that is five Business Days prior to the Tranche B Conversion Date (or, if
the Tranche B Term-Out Option has become effective pursuant to Section 2.02(c),
five Business Days prior to the Tranche B Maturity Date) and (ii) the first
anniversary of the date of issuance of such Tranche B Letter of Credit, unless
such Tranche B Letter of Credit expires by its terms on an earlier date,
provided that, any Tranche B Letter of Credit with an expiration date on the
first anniversary of such Tranche B Letter of Credit may provide for the renewal
thereof for additional one-year periods (which shall in no event extend beyond
the date referred to in clause (i) above). Each Letter of Credit shall provide
for payments of drawings in dollars.

          (c) Each issuance of any Letter of Credit shall be made on at least
two Business Days' prior irrevocable written or telecopy notice (or such shorter
notice as shall be acceptable to the Issuing Bank) from the Borrower to the
Administrative Agent and the Issuing Bank specifying, on the Issuing Bank's
standard form or on such other form as is acceptable to the Issuing Bank, the
date of issuance, the date on which such Letter of Credit is to expire, the
amount of such Letter of Credit, the name and address of the beneficiary of such
Letter of Credit, whether such Letter of Credit is a Tranche A Letter of Credit
or a Tranche B Letter of Credit, and such other information as may be necessary



or desirable to complete such Letter of Credit. The Issuing Bank will give the
Administrative Agent prompt notice of the issuance and amount of such Letter of
Credit and the expiration date of such Letter of Credit (and the Administrative
Agent shall give prompt notice thereof to each Lender). The Issuing Bank also
will give the
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Administrative Agent a quarterly summary indicating the issuance of any Letter
of Credit and the amount thereof, the expiration of any Letter of Credit and the
amount thereof and the payment on any draft presented under any Letter of
Credit. The Administrative Agent will promptly provide the Lenders with copies
of each such quarterly summary.

          (d) By the issuance of a Letter of Credit and without any further
action on the part of the Issuing Bank, the Administrative Agent or the Lenders
in respect thereof, the Issuing Bank hereby grants to each Lender, and each
Lender hereby acquires from the Issuing Bank, effective upon the issuance of
such Letter of Credit, a participation in such Letter of Credit equal to (i) in
the case of any such Tranche A Letter of Credit, such Lender's pro rata share
(based on such Lender's Tranche A Revolving Credit Commitment Percentage) of the
aggregate amount available to be drawn under such Tranche A Letter of Credit and
(ii) in the case of any such Tranche B Letter of Credit, such Lender's pro rata
share (based on such Lender's Tranche B Revolving Credit Commitment Percentage)
of the aggregate amount available to be drawn under such Tranche B Letter of
Credit. In consideration and in furtherance of the foregoing, each Lender hereby
absolutely and unconditionally agrees to pay to the Administrative Agent, on
behalf of the Issuing Bank, in accordance with Section 2.02(d), (A) such
Lender's pro rata share (based on such Lender's Tranche A Revolving Credit
Commitment Percentage) of each Tranche A Letter of Credit Disbursement made by
the Issuing Bank and not reimbursed by the Borrower when due in accordance with
Section 2.21(g) and (B) such Lender's pro rata share (based on such Lender's
Tranche B Revolving Credit Commitment Percentage) of each Tranche B Letter of
Credit Disbursement made by the Issuing Bank and not reimbursed by the Borrower
when due in accordance with Section 2.21(g); provided that the Lenders shall not
be obligated to make any such payment with respect to any wrongful Letter of
Credit Disbursement made as a result of the gross negligence or willful
misconduct of the Issuing Bank.

          (e) Each Lender acknowledges and agrees that its obligation to acquire
participations pursuant to Section 2.21(d) in respect of Letters of Credit is
absolute and unconditional and shall not be affected by any circumstance
whatsoever, including the occurrence and continuance of a Default or Event of
Default, and that each such payment shall be made without any offset, abatement,
withholding or reduction whatsoever (subject only to the proviso set forth in
Section 2.21(d)).

          (f) During the Tranche A Revolving Credit Availability Period, the
Borrower shall pay to the Administrative Agent, on the last day of March, June,
September and December in each year and on the date on which the Tranche A
Revolving Credit Commitments shall be terminated as provided herein, (i) for the
account of the Lenders, ratably in proportion to their Tranche A Revolving
Credit Commitments, a fee on the average daily aggregate amount available to be
drawn under all outstanding Tranche A Letters of Credit during the preceding
quarter (or shorter period commencing with the date of this Agreement) at a rate
per annum equal to the Applicable Tranche A Eurodollar Margin from time to time
in effect during such period pursuant to Section 2.06 and (ii) for the account
of the Issuing Bank, a fee on the average daily aggregate amount available to be
drawn under all outstanding Tranche A Letters of Credit during the preceding
quarter (or shorter period commencing with the date of this Agreement) at a rate
per annum equal to 0.125 %. During the Tranche B Revolving Credit Availability
Period, the Borrower shall pay to the Administrative Agent, on the last day of
March, June, September and December in each year and on the date on which the
Tranche B Revolving Credit
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Commitments shall be terminated as provided herein, (i) for the account of the
Lenders, ratably in proportion to their Tranche B Revolving Credit Commitments,
a fee on the average daily aggregate amount available to be drawn under all
outstanding Tranche B Letters of Credit during the preceding quarter (or shorter



period commencing with the date of this Agreement) at a rate per annum equal to
the Applicable Tranche B Eurodollar Margin from time to time in effect during
such period pursuant to Section 2.06 and (ii) for the account of the Issuing
Bank, a fee on the average daily aggregate amount available to be drawn under
all outstanding Tranche B Letters of Credit during the preceding quarter (or
shorter period commencing with the date of this Agreement) at a rate per annum
equal to 0.125%. Such fees shall be computed on the basis of the actual number
of days elapsed in a year of 360 days. Such fees shall accrue from and including
the date of this Agreement to but excluding the last day of the Tranche A
Revolving Credit Availability Period or the Tranche B Revolving Credit
Availability Period, as applicable. In addition to the foregoing, the Borrower
shall pay directly to the Issuing Bank, for its account, payable within 15 days
after demand therefor by the Issuing Bank, the Issuing Bank's customary
processing and documentation fees in connection with the issuance or amendment
of or payment on any Letter of Credit.

          (g) The Borrower hereby agrees to reimburse the Issuing Bank for any
payment or disbursement made by the Issuing Bank under any Letter of Credit, by
making payment in immediately available funds to the Administrative Agent, in an
amount equal to the amount of such payment or disbursement, not later than 12:00
noon, New York City time, on (i) the Business Day that the Borrower receives
notice of such draft, if such notice is received on such day prior to 10:00
a.m., New York City time, or (ii) if clause (i) above does not apply, the
Business Day immediately following the day that the Borrower receives such
notice, plus interest on the amount so paid or disbursed by the Issuing Bank, to
the extent not reimbursed prior to 3:00 p.m., New York City time, on the date of
such payment or disbursement, from and including the date paid or disbursed to
but excluding the date the Issuing Bank is reimbursed by the Borrower therefor,
at a rate per annum equal to (i) in the case of amounts due in respect of
Tranche A Letters of Credit, the rate applicable to ABR Tranche A Revolving
Loans during such period pursuant to Section 2.06 and (ii) in the case of
amounts due in respect of Tranche B Letters of Credit, the rate applicable to
ABR Tranche B Revolving Loans during such period pursuant to Section 2.06. If
the Borrower shall fail to pay any amount required to be paid by it under this
Section 2.21(g) when due, such unpaid amount shall bear interest as provided in
Section 2.07. The Issuing Bank shall give the Borrower prompt notice of each
drawing under any Letter of Credit, provided that the failure to give any such
notice shall in no way affect, impair or diminish the Borrower's obligations
hereunder. The Administrative Agent shall promptly pay any such amounts received
by it to the Issuing Bank.

          (h) The Borrower's obligation to reimburse Letter of Credit
Disbursements as provided in Section 2.21(g) shall be absolute, unconditional
and irrevocable and shall be performed strictly in accordance with the terms of
this Agreement under any and all circumstances whatsoever, and irrespective of:

          (i) any lack of validity or enforceability of any Letter of Credit or
     any other Loan Document;
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          (ii) the existence of any claim, setoff, defense or other right which
     the Borrower, any Subsidiary or any other Person may at any time have
     against the beneficiary under any Letter of Credit, the Issuing Bank, any
     Agent, any Lender or any other Person in connection with this Agreement,
     any other Loan Document or any other related or unrelated agreement or
     transaction;

          (iii) any draft or other document presented under a Letter of Credit
     proving to be forged, fraudulent, invalid or insufficient in any respect or
     failing to comply with the Uniform Customs and Practices for Documentary
     Credits, as in effect from time to time, or any statement therein being
     untrue or inaccurate in any respect;

          (iv) payment by the Issuing Bank under a Letter of Credit against
     presentation of a draft or other document which does not comply with the
     terms of such Letter of Credit; provided that such payment was not
     wrongfully made as a result of the gross negligence or willful misconduct
     of the Issuing Bank; and

          (v) any other act or omission or delay of any kind or any other
     circumstance or event whatsoever, whether or not similar to any of the
     foregoing and whether or not foreseeable, that might, but for the



     provisions of this Section 2.21(h), constitute a legal or equitable
     discharge of the Borrower's obligations hereunder.

          (i) It is expressly understood and agreed that, for purposes of
determining whether a wrongful payment under a Letter of Credit resulted from
the Issuing Bank's gross negligence or willful misconduct, (i) the Issuing
Bank's acceptance of documents that appear on their face to be in order, without
responsibility for further investigation, regardless of any notice or
information to the contrary, (ii) the Issuing Bank's exclusive reliance on the
documents presented to it under such Letter of Credit as to any and all matters
set forth therein, including the amount of any draft presented under such Letter
of Credit, whether or not the amount due to the beneficiary thereunder equals
the amount of such draft and whether or not any document presented pursuant to
such Letter of Credit proves to be insufficient in any respect (so long as such
document on its face appears to be in order), and whether or not any other
statement or any other document presented pursuant to such Letter of Credit
proves to be forged or invalid or any statement therein proves to be inaccurate
or untrue in any respect whatsoever and (iii) any noncompliance in any
immaterial respect of the documents presented under such Letter of Credit with
the terms thereof shall, in each case, be deemed not to constitute willful
misconduct or gross negligence of the Issuing Bank. It is further understood and
agreed that, notwithstanding the proviso to clause (iv) of Section 2.21(h), the
Borrower's obligation hereunder to reimburse Letter of Credit Disbursements will
not be excused by the gross negligence or willful misconduct of the Issuing Bank
to the extent that such Letter of Credit Disbursement actually discharged a
liability of, or otherwise benefited, or was recovered by, the Borrower;
provided that the foregoing shall not be construed to excuse the Issuing Bank
from liability to the Borrower to the extent of any direct damages suffered by
the Borrower that are caused by the Issuing Bank's gross negligence or willful
misconduct in determining whether drafts and other documents presented under a
Letter of Credit comply with the terms thereof.

          (j) The Issuing Bank shall, promptly following its receipt thereof,
examine all documents purporting to represent a demand for payment under a
Letter of Credit, including as
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to compliance with the Uniform Customs and Practices for Documentary Credits, as
then in effect. The Issuing Bank shall as promptly as possible give telephonic
notification, confirmed by telex or telecopy, to the Administrative Agent and
the Borrower of such demand for payment and whether the Issuing Bank has made or
will make a Letter of Credit Disbursement thereunder, provided that the failure
to give such notice shall not relieve the Borrower of its obligation to
reimburse any such Letter of Credit Disbursement in accordance with this Section
2.21. The Administrative Agent shall promptly give each Lender notice thereof.

          (k) In the event that the Borrower is required or elects pursuant to
the terms of this Agreement (other than Section 2.11(h) and Section 7.01) to
provide cash collateral in respect of the Letter of Credit Exposure of any
Class, the Borrower shall deposit in an account with the Administrative Agent an
amount in cash equal to the Letter of Credit Exposure of such Class (or such
lesser amount as shall be required or elected hereunder). Any such deposit shall
be held by the Administrative Agent in accordance with the Cash Collateral
Agreement. In the event that the Borrower is required pursuant to the terms of
Section 2.11(h) or Section 7.01 of this Agreement to provide cash collateral in
respect of the Letter of Credit Exposure of any Class, the Borrower shall
deposit such cash collateral in an account with the Trustee pursuant to the
Intercreditor Agreement. Such deposit shall be held by the Trustee in accordance
with the Intercreditor Agreement. Any such deposit to be held by the
Administrative Agent or the Trustee, as provided herein, shall be accompanied by
notice from the Borrower, in form satisfactory to the Administrative Agent or
the Trustee, as the case may be, setting forth the basis for such deposit,
identifying in reasonable detail the Letters of Credit to which such deposit
relates, and setting forth any other information related to such deposit
reasonably requested by the Administrative Agent or the Trustee, as the case may
be. The Borrower shall promptly provide the Administrative Agent with a copy of
any such notice to the Trustee and shall promptly provide the Trustee with a
copy of any such notice to the Borrower.

                                   ARTICLE III

                         REPRESENTATIONS AND WARRANTIES



          The Borrower represents and warrants to each of the Lenders that:

          Section 3.01. Organization; Powers. Each of the Borrower and the Loan
Parties (a) is a limited partnership (in the case of the Borrower and the Public
Partnership) or a limited liability company or a corporation (in the case of the
other Loan Parties) duly organized, validly existing and in good standing under
the laws of the jurisdiction of its organization, (b) has all requisite power
and authority to own its property and assets and to carry on its business as now
conducted and as proposed to be conducted, (c) is duly qualified or registered
to do business and is in good standing as a foreign limited partnership (in the
case of the Borrower and the Public Partnership) or a limited liability company
or corporation (in the case of the other Loan Parties) in all jurisdictions in
which the nature of their respective activities or the character of the
properties they own, lease or use makes such qualification or registration
necessary and in which the failure so to qualify or to be so registered would
have a Material Adverse Effect (and the only such jurisdictions are, in the case
of the Borrower and the Public Partnership, Connecticut, Florida, Georgia,
Illinois, Indiana, Iowa, Kentucky, Maine, Maryland, Massachusetts, Michigan,
Minnesota, New Hampshire, New Jersey, New York, Ohio, Pennsylvania, Rhode
Island, Texas,
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West Virginia and Wisconsin) and (d) has the power and authority to execute,
deliver and perform its obligations under each of the Loan Documents and each
other agreement or instrument contemplated thereby to which it is or will be a
party to consummate the transactions contemplated hereunder and, in the case of
the Borrower, to obtain extensions of credit hereunder.

          Section 3.02. Authorization. The execution, delivery and performance
by each of the Borrower and the Loan Parties of each of the Loan Documents to
which it is or will be a party, the consummation of the transactions
contemplated hereunder and, in the case of the Borrower, the extensions of
credit hereunder (a) have been duly authorized by all requisite action and (b)
will not (i) violate (A) any provision of law, statute, rule or regulation, or
of the agreement of limited partnership, operating agreement, articles of
incorporation or other constitutive documents or by-laws of the Borrower and the
other Loan Parties, (B) any order of any Governmental Authority or (C) any
provision of any indenture, agreement or other instrument to which the Borrower
or any of the other Loan Parties is a party or by which any of them or any of
their property is or may be bound, including, without limitation, the Note
Agreement, the Parity Debt Credit Agreement and the other Parity Debt
Agreements, (ii) be in conflict with, result in a breach of or constitute (alone
or with notice or lapse of time or both) a default or give rise to increased,
additional, accelerated or guaranteed rights of any Person under any such
indenture, agreement or other instrument, including, without limitation, the
Note Agreement, the Parity Debt Credit Agreement and the other Parity Debt
Agreements or (iii) except for the Lien of the Collateral Documents, result in
the creation or imposition of any Lien upon or with respect to any property or
assets now owned or hereafter acquired by the Borrower or any of the other Loan
Parties.

          Section 3.03. Enforceability. This Agreement has been duly executed
and delivered by the Borrower and constitutes, and each other Loan Document when
executed and delivered by the Borrower or any of the other Loan Parties does or
will constitute, the legal, valid and binding obligation of such party
enforceable against such party in accordance with its terms. The General Partner
Guarantee Agreement and the Subsidiaries Guarantee Agreement are in full force
and effect and constitute the legal, valid and binding obligations of each Loan
Party party thereto, and no default on the part of any party thereto exists
thereunder. The Partners Security Agreement, the Borrower Security Agreement,
the Cash Collateral Agreement and the Motor Vehicle Security Agreements are in
full force and effect and (i) constitute the valid and binding obligation of
each Loan Party party thereto, (ii) constitute a valid assignment of, and create
a valid, presently effective security interest of record in the property covered
thereby and all interests described therein, subject to no prior security
interest in any such personal property other than as specifically permitted
therein for the benefit of the Lenders under this Agreement, and (iii) no
default on the part of any such party exists thereunder. The Mortgages are in
full force and effort and (a) constitute legal, valid and binding obligations of
each Loan Party party thereto, (b) constitute a valid first mortgage lien of
record on the real property and all other interests described therein which may



be subjected to a mortgage lien, subject only to Permitted Exceptions for the
benefit of the Lenders under this Agreement, and (c) constitute a valid
assignment of, and create a valid, presently effective security interest of
record in equipment and all other interests (other than real property interests)
described therein for the benefit of the Lenders under this Agreement, subject
to no prior security interest in such property other than as specifically
permitted therein, and no default on the part of any party thereto exists
thereunder.
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The Intercreditor Agreement is in full force and effect and constitutes the
legal, valid and binding obligation of each Loan Party party thereto, and no
default on the part of any party thereto shall exist thereunder. All Operative
Agreements, and all amendments thereto have been duly authorized, executed and
delivered by the respective parties thereto, are in full force and effect and
constitute the legal, valid and binding obligations of each Loan Party party
thereto.

          Section 3.04. Consents and Governmental Approvals. No consent or
approval of, registration or filing with or any other action by (a) any
Governmental Authority, (b) any creditor, including, without limitation, any
creditor or holder under the Note Agreements, the Parity Debt Credit Agreements
or the other Parity Debt Agreements, or holder of any Capital Stock of the
Borrower, any of the other Loan Parties or any Affiliate thereof or (c) any
other Person is or will be required in connection with the transactions
contemplated hereby, the Facilities or the performance by the Borrower or any of
the other Loan Parties of the Loan Documents to which it is or will be a party,
in each case except such as have been made or obtained and are in full force and
effect.

          Section 3.05. Business; Financial Statements. (a) The Business
includes, and has in the past included, only (whether conducted by the Loan
Parties or any of their predecessors) the sale, distribution or storage of
heating oil, propane gas, diesel fuel and gasoline) and other related derivative
petroleum products and the provision of services to customers, and the related
retail sale of supplies and equipment, including home appliances.

          (b) The Borrower has delivered to the Agents the unaudited pro forma
balance sheet of the Borrower as of June 30, 2003 (the "Pro Forma Balance
Sheet"). The Pro Forma Balance Sheet presents fairly the financial condition of
the Borrower as of that date in accordance with GAAP.

          (c) The Borrower has heretofore furnished to the Lenders (i) (x) the
audited consolidated balance sheets of the Public Partnership and its
Subsidiaries as at September 30, 2000, September 30, 2001 and September 30,
2002, and the related consolidated statements of operations and of cash flows
for the fiscal years ended on such dates contained in the Public Partnership's
Annual Report on Form 10-K for the fiscal year ended September 30, 2002 filed
with the SEC, and (y) the audited consolidated balance sheets of the Borrower
and the Restricted Subsidiaries as at September 30, 2000, September 30, 2001 and
September 30, 2002, and the related consolidated statements of operations and of
cash flows for the fiscal years ended on such dates, in each case, accompanied
by the opinion of KPMG LLP, independent public accountants (collectively, the
Audited Financial Statements") and (ii) (A) the unaudited consolidated balance
sheet of the Borrower and its Subsidiaries as at June 30, 2003, and the related
unaudited statements of operations and cash flows for the nine-month period
ended on such date contained in the Public Partnership's Quarterly Report on
Form 10-Q filed with the SEC for the fiscal quarter ended June 30, 2003 and (B)
the consolidated and consolidating balance sheet of the Borrower and the
Restricted Subsidiaries as at June 30, 2003, and the related consolidated and
consolidating statements conforming to the requirements of Section 5.02(a) (the
"Unaudited Financial Statements"), and such Unaudited Financial Statements
present fairly the consolidated financial condition of the Public Partnership
and its Subsidiaries or the Borrower and the Restricted Subsidiaries, as the
case may be, as at such date, and the consolidated results of its operations and
its consolidated cash flows for the nine-month period then ended (subject to
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normal year-end audit adjustments). All such financial statements, including the



related schedules and notes thereto, have been prepared in accordance with GAAP
applied consistently throughout the periods involved (except as disclosed by the
aforementioned firm of accountants and disclosed therein). Except for borrowings
under the Existing Credit Agreement and the Existing Parity Debt Credit
Agreement, the balance sheets and the notes thereto included in the Audited
Financial Statements disclose all material liabilities, actual or contingent, of
the Loan Parties as of the dates thereof. Except for borrowings under the
Existing Credit Agreement and the Existing Parity Debt Credit Agreement and
liabilities incurred in the ordinary course of business since the date thereof
(none of which, individually or in the aggregate, would have a Material Adverse
Effect), the Borrower does not have any material guarantee obligations,
contingent liabilities and liabilities for taxes, or any long-term leases or
unusual forward or long-term commitments, including any interest rate or foreign
currency swap or exchange transaction or other obligation in respect of
derivatives, that are not reflected in the most recent financial statements
referred to in this paragraph. Notwithstanding the foregoing representation made
in the two immediately preceding sentences, such representation will be deemed
breached (except for purposes of Article IV hereof) only to the extent that such
representation involves undisclosed liabilities which could reasonably be
expected, individually or in the aggregate, to have a Material Adverse Effect.
The Audited Financial Statements were prepared in accordance with GAAP applied
on a consistent basis during the periods involved (except as may be indicated in
the notes thereto).

          Section 3.06. No Material Adverse Change. As of the Closing Date,
there has occurred since September 30, 2002, no material adverse change, and
there exists no condition, event or occurrence that, individually or in the
aggregate, could reasonably be expected to result in a material adverse change,
in the business, operations, property or condition (financial or otherwise) of
the Loan Parties. Since the date of this Agreement, there has occurred no
condition, event or other occurrence that, individually or in the aggregate, has
had, and there exists no condition, event or other occurrence, that,
individually or in the aggregate, could reasonably be expected to have, a
Material Adverse Effect.

          Section 3.07. Title to Properties; Possession Under Leases. (a) The
Borrower and the Restricted Subsidiaries own or hold valid leasehold interests
in all the properties and assets used in the operation of the Business, except
for properties and assets set forth on Schedule 3.07(a). None of the properties
and assets set forth on Schedule 3.07(a) is material to the Business. Each of
the Borrower and the Restricted Subsidiaries has good and marketable title to,
or valid leasehold interests in, all its properties and assets, free and clear
of Liens, except for (i) minor defects in title that do not interfere with its
ability to conduct its business as currently conducted or to utilize such
properties and assets for their intended purposes and (ii) Liens permitted by
Section 6.02.

          (b) Schedule 3.07(b) sets forth, as of the Closing Date, a true,
complete and correct list of (i) all real property owned by the Borrower and the
Restricted Subsidiaries; (ii) all real property leased by the Borrower or any
Restricted Subsidiary; and (iii) the location and use of each such property.

          (c) Each of the Borrower and the Restricted Subsidiaries has complied
with all obligations under all material leases to which it is a party and all
such leases are in full force
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and effect. Each of the Borrower and the Restricted Subsidiaries enjoys peaceful
and undisturbed possession under all such material leases.

          Section 3.08. Subsidiaries. Schedule 3.08 sets forth as of the Closing
Date a list of all the Subsidiaries, the respective jurisdictions of
organization thereof and the percentage ownership interest, direct or indirect,
of the Borrower therein.

          Section 3.09. Litigation; Compliance with Laws. (a) Except as set
forth in Schedule 3.09, there are no actions, suits or proceedings at law or in
equity or by or before any Governmental Authority now pending or, to the
knowledge of the Borrower, threatened against or affecting the Borrower, any
other Loan Party or any business, property or rights of the Borrower or any
other Loan Party (i) which involve any Loan Document or the transactions
contemplated by this Agreement or (ii) as to which there is a reasonable



possibility of an adverse determination and which, if adversely determined,
could be reasonably expected to result, individually or in the aggregate, in a
Material Adverse Effect.

          (b) Neither the Borrower nor any other Loan Party is in violation of
any law, rule or regulation, or in default with respect to any judgment, writ,
injunction or decree, of any Governmental Authority, where such violation or
default could be reasonably expected to result, individually or in the
aggregate, in a Material Adverse Effect. Except as set forth in Schedule 3.09,
neither the Borrower nor any other Loan Party has received any written
communication during the past three years from any Governmental Authority that
alleges that the Borrower or any other Loan Party or the Business is not in
compliance in any material respect with any law, rule or regulation or any
judgment, writ, injunction or decree.

          Section 3.10. Agreements. Neither the Borrower nor any of the other
Loan Parties is a party to any agreement or instrument or subject to any
corporate restriction that has resulted or could reasonably be expected to
result, individually or in the aggregate, in a Material Adverse Effect. As of
the date of this Agreement, neither the Borrower nor any of the Restricted
Subsidiaries is a party to any Material Contract and none of the assets or
properties of the Borrower or any Loan Party is or may be bound by any Material
Contract.

          Section 3.11. Federal Reserve Regulations. (a) Neither the Borrower
nor any of the other Loan Parties is engaged principally, or as one of its
important activities, in the business of extending credit for the purpose of
purchasing or carrying Margin Stock.

          (b) No part of the proceeds of any Loan and no Letter of Credit will
be used, whether directly or indirectly, and whether immediately, incidentally
or ultimately, for any purpose which entails a violation of, or which is
inconsistent with, the provisions of the regulations of the Board, including
Regulation T, U and X.

          Section 3.12. Investment Company Act; Public Utility Holding Company
Act. Neither the Borrower nor any of the other Loan Parties is (a) an
"investment company" as defined in, or subject to regulation under, the
Investment Company Act of 1940, (b) a "holding company" as defined in, or
subject to regulation under, the Public Utility Holding Company Act of 1935 or
(c) subject to regulation as a "public utility" or a "public service
corporation" or the equivalent under any Federal or state law.
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          Section 3.13. Use of Proceeds. (a) The proceeds of all Tranche A
Revolving Loans will be used solely for working capital, including the payment
of (x) principal and interest on the Mortgage Notes, the 2000 Parity Notes and
the 2001 Parity Notes and (y) interest on the Parity Debt. The Tranche A Letters
of Credit will be used (i) for working capital purposes, (ii) to support
obligations under workers' compensation laws, (iii) to support obligations to
suppliers of propane or energy commodity derivative providers in the ordinary
course of business consistent with past practices and (iv) to repay Indebtedness
of the Borrower and its Restricted Subsidiaries permitted to be incurred under
the Parent Indenture.

          (b) The proceeds of all Tranche B Revolving Loans and the Tranche B
Letters of Credit will be used solely (i) to fund the purchase price of any
Eligible Propane Acquisition by the Borrower or any Restricted Subsidiary or to
reimburse the Borrower or any Restricted Subsidiary for cash amounts paid by the
Borrower or such Restricted Subsidiary for the purchase price of any Eligible
Propane Acquisition made by the Borrower or such Restricted Subsidiary within
the six-month period immediately preceding the date of the Borrowing of the
Tranche B Revolving Loans to which such proceeds relate (provided, in the case
of an acquisition of Capital Stock, that the Person so acquired becomes a
Restricted Subsidiary), (ii) to fund Growth-Related Capital Expenditures, (iii)
to pay regularly scheduled principal payments (or any installments thereof) then
due and owing on the Mortgage Notes and (iv) with respect to the initial
Borrowing on the Closing Date, to refinance the Existing Credit Agreement.

          Section 3.14. Tax Returns. Each of the Borrower and its Affiliates has
filed all tax returns required by law to be filed by it and has paid all taxes,
assessments and other governmental charges levied upon it or any of its



properties, assets, income or franchises which are due and payable, other than
(a) those which are not past due or are presently being contested in good faith
by appropriate proceedings diligently conducted for which such reserves or other
appropriate provisions, if any, as shall be required by GAAP have been made and
(b) in the case of any such Person other than the Borrower and the Restricted
Subsidiaries, those which could not reasonably be expected, individually or in
the aggregate, to have a Material Adverse Effect. The Borrower is a limited
partnership not subject to taxation with respect to its income or gross receipts
under applicable Federal laws. The Borrower is a limited partnership not subject
to taxation with respect to its income or gross receipts under applicable state
laws, except for laws of the states set forth on Schedule 3.14, none of which
would, individually or in the aggregate, have a Material Adverse Effect. No tax
Lien has been filed, and, to the knowledge of the Borrower and its Affiliates,
no claim is being asserted with respect to any such tax, fee or other charge.

          Section 3.15. No Material Misstatements. (a) No information, report,
financial statement, exhibit or schedule furnished by or on behalf of the
Borrower or any of its Affiliates to any Agent or Lender in connection with the
negotiation of any Loan Document or included therein or delivered pursuant
thereto contained, contains or will contain any material misstatement of fact or
omitted, omits or will omit to state any material fact necessary to make the
statements therein, in the light of the circumstances under which they were, are
or will be made, not misleading. There is no fact known to the Borrower which
has or in the future would (so far as the Borrower can now foresee) have a
Material Adverse Effect which has not been set forth in this Agreement
(including the schedules hereto).
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          (b) All representations and warranties of the Borrower and Star Gas
Corporation or Star Gas LLC, as applicable, set forth in the Note Agreements,
the Parity Debt Credit Agreement and the other Parity Debt Agreements were true
and correct on and as of the date of such agreement and will be true and correct
in all material respects on and as of the Closing Date with the same effect as
though made on and as of the Closing Date, except to the extent such
representations and warranties expressly relate to an earlier date (in which
case such representations and warranties were true and correct in all material
respects on and as of such earlier date).

          Section 3.16. Employee Benefit Plans. Except as disclosed in Schedule
3.16, none of the General Partner, the Borrower or any Related Person of the
General Partner or the Borrower has ever established, maintained, contributed to
or been obligated to contribute to, and neither the Borrower nor any Related
Person of the Borrower has any liability or obligation with respect to, any
Plan. Except as disclosed in Schedule 3.16, neither the Borrower nor any Related
Person of the Borrower has assumed, either by agreement (including the
Partnership Agreement and the Operative Agreements), by operation of law or
otherwise, any liability or obligation with respect to any "employee benefit
plan" (as defined in ERISA) or any other compensation or benefit arrangement,
agreement, policy, practice or understanding. Neither the General Partner, nor
the Borrower nor any Related Person of the Borrower or the General Partner has
incurred any material liability under Title IV of ERISA with respect to any Plan
and no event or condition exists or has occurred as a result of which such a
liability could reasonably be expected to be incurred. None of the General
Partner, the Borrower nor any Related Person of the General Partner or the
Borrower has engaged in any transaction, including the transactions contemplated
hereunder, which could subject the Borrower or any Related Person of the
Borrower to liability pursuant to Section 4069(a) or 4212(c) of ERISA. There has
been no reportable event (within the meaning of Section 4043(c) of ERISA) or any
other event or condition with respect to any Plan which presents a risk of the
termination of, or the appointment of a trustee to administer, any such Plan by
the PBGC. No prohibited transaction (within the meaning of Section 406 of ERISA
or Section 4975 of the Code) exists or has occurred with respect to any Plan
which has subjected or could reasonably be expected to subject the General
Partner or the Borrower to a material liability under Section 502(i) or 502(l)
of ERISA or Section 4975 of the Code. No liability to the PBGC (other than
liability for premiums not yet due) has been or is expected to be incurred with
regard to any Plan by the General Partner, the Borrower or any Related Person.
Neither the General Partner, nor the Borrower nor any Related Person of the
General Partner or the Borrower contributes or is obligated to contribute or has
ever contributed or been obligated to contribute to any Single Employer Plan
that has at least two contributing sponsors not under common control. The
Borrower is not, nor is it expected to become, a "substantial employer" as



defined in Section 4001(a)(2) of ERISA with respect to any Plan. Neither the
General Partner nor the Borrower has ever maintained or contributed to any plan
or arrangement which provides post-employment welfare benefits or coverage
(other than continuation coverage provided pursuant to Section 4980B of the
Code). With respect to any post-employment welfare benefit plan or arrangement
(other than continuation coverage provided pursuant to Section 4980B of the
Code) established, maintained, or contributed to, by any Related Person (or with
respect to which a Related Person is obligated to contribute), (i) the FAS 106
liabilities and the assumptions used therefor accurately reflect the costs
associated with the rights and benefits of all participants and (ii) such
benefits may be terminated at any time without liability to the Borrower,
General Partner or any Related Party.
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          Section 3.17. Environmental and Safety Matters. (a) Each of the
Borrower and the General Partner is in compliance with all Environmental Laws
applicable to it or to the Business or Assets except where such noncompliance
would not have a Material Adverse Effect. The Borrower has timely and properly
applied for renewal of all environmental permits or licenses that have expired
or are about to expire and are necessary for the conduct of the Business as now
conducted and as proposed to be conducted, except where the failure to timely
and properly reapply would not have a Material Adverse Effect. Schedule 3.17
lists (i) all notices from Federal, state or local environmental agencies to the
Borrower, the General Partner or any Affiliate thereof citing environmental
violations affecting the Business or Assets that have not been finally resolved
and disposed of, and no such violation, whether or not notice regarding such
violation is listed on Schedule 3.17, if ultimately resolved against such party,
would have a Material Adverse Effect and (ii) all current reports filed by the
Borrower, the General Partner or any Affiliate thereof with respect to the
Business or Assets with any Federal, state or local environmental agency having
jurisdiction over the Assets, true and complete copies of which reports have
been made available to the Lenders. Notwithstanding any such notice, except for
matters the consequences of which will not have a Material Adverse Effect, the
Business and Assets are currently being operated in all respects within the
limits set forth in such environmental permits or licenses and any current
noncompliance with such permits or licenses will not result in any liability or
penalty to the Borrower or the Subsidiaries or in the revocation, loss or
termination of any such environmental permits or licenses.

          (b) All facilities located on the real property owned or leased by the
Loan Parties which are subject to regulation by RCRA are and have been operated
in compliance with RCRA, except where such noncompliance would not have a
Material Adverse Effect and none of the Borrower, the General Partner and their
Affiliates has received, or, to the knowledge of the Borrower, been threatened
with, a notice of violation of RCRA regarding such facilities.

          (c) No Hazardous Materials are or have been located or present at any
of the real property owned or leased by the Loan Parties or any previously owned
properties in violation of any Environmental Law, which violation will have a
Material Adverse Effect, or in such circumstances as to give rise to liability,
which liability will have a Material Adverse Effect, and with respect to such
real property there has not occurred (i) any release or threatened release of
any such hazardous substance, (ii) any discharge or threatened discharge of any
substance into ground, surface, or navigable waters which violates any
Environmental Law or (iii) any assertion of any lien pursuant to Environmental
Laws resulting from any use, spill, discharge or clean-up of any hazardous or
toxic substance or waste, which occurrence referred to in clause (i), (ii) or
(iii) above will have a Material Adverse Effect.

          (d) The Borrower has not received notice that it has been identified
as a potentially responsible party under CERCLA or any comparable state, local
or foreign law nor has the Borrower received any notification that any Hazardous
Materials that it has used, generated, stored, treated, handled, transported or
disposed of or arranged for transport for disposal or treatment of, or arranged
for disposal or treatment of, has been found at any site at which any
Governmental Authority or private party is conducting or plans to conduct a
remedial investigation or other action pursuant to any Environmental Law.
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          (e) None of the matters disclosed in Schedule 3.17, either
individually or in the aggregate, involves a violation of or a liability under
any Environmental Law, the consequences of which will have a Material Adverse
Effect.

          Section 3.18. Security Interests. The Trustee for the benefit of the
Secured Parties will at all times have the Liens provided for in the Collateral
Documents and, subject to the filing by the Trustee of continuation statements
to the extent required by the Uniform Commercial Code, the Collateral Documents
will at all times constitute a valid and continuing lien of record and first
priority perfected security interest in all the Collateral referred to therein.
No filings or recordings, or amendments or supplements to any of the Collateral
Documents, are required in order to perfect the security interests created under
the Collateral Documents, except for amendments, supplements, filings or
recordings listed on Schedule 3.18. All such amendments, supplements, listed
filings and recordings were made on or prior to the Closing Date, except as
otherwise expressly provided in Schedule 3.18.

          Section 3.19. Solvency. Upon the making of the initial Loan or the
issuance of the initial Letter of Credit hereunder, each of the Borrower and the
Restricted Subsidiaries will be Solvent. "Solvent" means, with respect to any
Person, that (a) the sum of the assets of such Person, both at a fair valuation
and at present fair saleable value, will exceed the liabilities of such Person,
(b) such Person will have sufficient capital with which to conduct its business
as presently conducted and as proposed to be conducted and (c) such Person has
not incurred debts, and does not intend to incur debts, beyond its ability to
pay such debts as they mature. For purposes of the foregoing definition, "debts"
means any liabilities on claims, and "claim" means (i) a right to payment,
whether or not such right is reduced to judgment, liquidated, unliquidated,
fixed, contingent, matured, unmatured, disputed, undisputed, legal, equitable,
secured or unsecured or (ii) a right to an equitable remedy for breach of
performance if such breach gives rise to a payment, whether or not such right to
an equitable remedy is reduced to judgment, fixed, contingent, matured,
unmatured, disputed, undisputed, secured or unsecured. With respect to any
contingent liabilities, such liabilities shall be computed at the amount which,
in light of all the facts and circumstances existing at the time, represents the
amount which can reasonably be expected to become an actual or matured
liability.

          Section 3.20. Transactions with Affiliates. Except as set forth in
Schedule 3.20 and except for agreements and arrangements among the Borrower and
Wholly Owned Restricted Subsidiaries or among Wholly Owned Restricted
Subsidiaries, neither the Borrower nor any of the Subsidiaries is a party to,
and none of the properties and assets of the Borrower or any of the Subsidiaries
is subject to or bound by, any agreement or arrangement with, and neither the
Borrower nor any of the Subsidiaries is engaged in any transaction with, (a) any
Affiliate of the Borrower or any of the Subsidiaries or (b) any Affiliate of
Petro or the General Partner.

          Section 3.21. Ownership. The only general partner of the Borrower is
the General Partner. The General Partner owns approximately 0.01% general
partnership interest in the Borrower. The only limited partner of the Borrower
is the Public Partnership. The Public Partnership owns a 99.99% limited partner
interest in the Borrower. The only general partner of the Public Partnership is
the General Partner.

                                                                              75

          Section 3.22. Insurance. The Borrower and the Subsidiaries maintain
with Permitted Insurers policies of fire and casualty, liability, business
interruption and other forms of insurance in such amounts, with such deductibles
and against such risks and losses as are reasonable for the business and assets
of the Borrower and the Subsidiaries. All such policies are in full force and
effect, all premiums due and payable thereon have been paid (other than
retroactive or retrospective premium adjustments that are not yet, but may be,
required to be paid with respect to any period ending prior to the Closing Date
under comprehensive general liability and workmen's compensation insurance
policies), and no notice of cancellation or termination has been received with
respect to any such policy which has not been replaced on substantially similar
terms prior to the date of such cancellation. The activities and operations of
the Borrower and the Subsidiaries have been conducted in a manner so as to
conform in all material respects to all applicable provisions of such insurance
policies.



          Section 3.23. Labor Relations. Neither the Borrower nor any of the
Subsidiaries is engaged in unfair labor practice that could reasonably be
expected to have, individually or in the aggregate, a Material Adverse Effect.
There is (a) no unfair labor practice complaint pending against the Borrower or
any of the Subsidiaries or affecting the Business or, to the knowledge of the
Borrower, threatened against any of them, before the National Labor Relations
Board, (b) no grievance or arbitration proceeding arising out of or under any
collective bargaining agreement pending against the Borrower or any of the
Subsidiaries or affecting the Business or, to the knowledge of the Borrower,
threatened against any of them, (c) no strike, labor dispute, slowdown or
stoppage pending against the Borrower or any of the Subsidiaries or, to the
knowledge of the Borrower, threatened against the Borrower or any of the
Subsidiaries, (d) to the knowledge of the Borrower, no union representation
question existing with respect to the employees of the Borrower or any of the
Subsidiaries and (e) to the knowledge of the Borrower, no union organizing
activities are taking place.

          Section 3.24. Changes, etc. Except as contemplated by this Agreement
or the other Loan Documents, the Borrower and the other Loan Parties have not
incurred any material liabilities or obligations, direct or contingent, or
entered into any material transaction not in the ordinary course of business,
and no events have occurred which, individually or in the aggregate, could have
a Material Adverse Effect, and there has not been any Restricted Payment of any
kind declared, paid or made by the Borrower or the General Partner.

          Section 3.25. Indebtedness. Other than the Indebtedness represented by
the Mortgage Notes and the Parity Debt or incurred hereunder, none of the
Borrower and the Restricted Subsidiaries has any secured or unsecured
Indebtedness outstanding as of the Closing Date. As of the Closing Date, no
instrument or agreement to which the Borrower or any of the Subsidiaries is a
party or by which the Borrower or any of the Subsidiaries is bound or which is
applicable to the Borrower or any of the Subsidiaries (other than this
Agreement, the Note Agreements, other Parity Debt Agreements and the Parent
Indenture) contains any restrictions on the incurrence by the Borrower or any of
the Restricted Subsidiaries of additional Indebtedness.

          Section 3.26. Assets and Business. (a) The Borrower is in possession
of and operating in compliance in all respects with all franchises, grants,
authorizations, approvals, licenses, permits, easements, rights-of-way,
consents, certificates and orders required to own, lease or use its properties
and to permit the conduct of the Business as now conducted and
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proposed to be conducted, except for those franchises, grants, authorizations,
approvals, licenses, permits, easements, rights-of-way, consents, certificates
and orders (collectively, "Permitted Exceptions") (i) which are not required at
this time and are routine or administrative in nature and are expected in the
reasonable judgment of the Borrower to be obtained or given in the ordinary
course of business after the Closing Date, or (ii) which, if not obtained or
given, would not, individually or in the aggregate, have a Material Adverse
Effect.

          (b) The Borrower has good and marketable title to all of its assets
and properties, subject to no Liens except those permitted under Section 6.02.
The Assets currently owned by the Borrower are all of the assets and properties
necessary to enable the Borrower to conduct the Business.

          (c) (i) The Borrower has beneficial and (except in the case of motor
vehicles covered by certificates of title where the certificates of title have
been duly executed in favor of the Borrower, the Lien of the Trustee has been
duly provided for thereon and such certificates of title have been delivered to
the Borrower and/or the Trustee), record ownership of all properties (including
trademarks, tradenames and other intellectual property used in the Business),
easements and licenses comprising the Business and (ii) the Collateral Documents
(other than the Intercreditor Agreement), or proper notices, statements or other
instruments in respect thereof, have been duly recorded, published, registered
and filed as required by Section 4.01(g) and (h). The Borrower holds all right,
title and interest in and to the trade name "Star Gas" necessary to conduct the
Business, and all other trademarks and trade names used in the Business and
holds exclusive right, title and interest in and to all customer lists used in
the Business.



          Section 3.27. Chief Executive Office. The chief executive office of
the Borrower and the General Partner and the office where each maintains its
records relating to the transactions contemplated by the Loan Documents and the
Operative Agreements are located at 2187 Atlantic Street, Stamford, CT 06902.
The Borrower is only organized in the State of Delaware and "Star Gas Propane,
L.P." is the name as it appears in official filings in the State of Delaware.
The General Partner is only organized in the State of Delaware and "Star Gas
LLC" is the name as it appears in official filings.

          Section 3.28. Fixed Price Supply Contracts. None of the Borrower or
the Restricted Subsidiaries is a party to any contract for the purchase or
supply by such parties of propane or other product except where (a) the purchase
price is set with reference to a spot index or indices substantially
contemporaneously with the delivery of such product or (b) delivery of such
propane or other product is to be made no more than one year after the purchase
price is agreed to. All such contracts referred to in the foregoing clause (b)
which are in effect on the Closing Date are set forth in Schedule 3.28.

          Section 3.29. Trading and Inventory Policies. The Borrower maintains a
trading policy to the effect that neither it nor any of the Restricted
Subsidiaries will trade any commodities. The Borrower maintains a supply
inventory position policy to the effect that neither it nor any of the
Restricted Subsidiaries will hold on hand, as of any date, more Commodities
Inventory than will be sold in the normal course of business during the
following 90 days. The Borrower and the Restricted Subsidiaries are in
compliance with such policies.
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                                   ARTICLE IV

                             CONDITIONS OF LENDING

          Section 4.01. Effectiveness. This Agreement shall become effective
when all of the conditions precedent set forth in this Section 4.01 shall have
been satisfied:

          (a) Each Lender shall have received counterparts of this Agreement
signed by each of the parties hereto.

          (b) Each Lender shall have received duly executed Notes, dated the
Closing Date, complying with the provisions of Section 2.04.

          (c) Each Lender shall have received duly authorized, executed and
delivered counterparts of (i) the General Partner Guarantee Agreement, and the
General Partner Consent Agreement dated the Closing Date and (ii) the
Subsidiaries Guarantee Agreement, and the Subsidiaries Consent and Agreement
dated the Closing Date.

          (d) The Administrative Agent shall have received written consents from
each Lender (as defined in the Existing Credit Agreement) under the Existing
Credit Agreement to the execution and delivery of this Agreement and the
consummation of the transactions contemplated hereby (it being agreed that the
execution of this Agreement shall constitute such written consent).

          (e) The Administrative Agent shall have received evidence reasonably
satisfactory to it that (i) Bank of America, N.A. and any other Lender (as
defined in the Existing Credit Agreement) which will not become parties hereto
(collectively, the "Exiting Lenders") shall have been or shall concurrently be
relieved of all obligations in respect of their Commitments (as defined in the
Existing Credit Agreement) and (ii) each Lender's Revolving Loans (as defined in
the Existing Credit Agreement) outstanding under the Existing Credit Agreement
shall have been or shall concurrently be repaid in full, together with any
accrued interest thereon and any accrued fees payable under the Existing Credit
Agreement to but excluding the Closing Date.

          (f) The Administrative Agent shall have received satisfactory evidence
that the Parity Debt Credit Agreement shall have become effective in accordance
with its terms.

          (g) The Trustee on behalf of the Secured Parties shall have a security
interest in the Collateral of the type and priority described in each Collateral



Document, perfected to the extent contemplated by Section 3.18 and each Lender
shall have received:

          (i) duly authorized, executed and delivered counterparts of (A) the
     Partners Security Agreement, duly executed by the General Partner and the
     Public Partnership and any documents related thereto, (B) the Borrower
     Security Agreement, duly executed by the Borrower, the General Partner and
     the Restricted Subsidiaries and any documents related thereto, (C) the
     Public Partnership Consent and Agreement dated the Closing Date, (D) the
     Cash Collateral Agreement, duly executed by the Borrower, (E) the Motor
     Vehicle Security Agreements duly executed by the Borrower or the Restricted
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     Subsidiary, as the case may be, and (F) a duly completed and executed
     Perfection Certificate from the Borrower dated the Closing Date;

          (ii) acknowledgment copies of Uniform Commercial Code financing
     statements which create in favor of the Trustee for the benefit of the
     Secured Parties a valid, legal and perfected security interest in or lien
     on the Collateral that is the subject of the Security Agreements;

          (iii) certified copies of Requests for Information (form UCC-11), or
     equivalent reports from an independent search service satisfactory to the
     Lenders, listing (A) any judgment naming any Loan Party as judgment debtor,
     (B) any tax lien that names any Loan Party as a delinquent taxpayer in any
     of the jurisdictions referred to in clause (ii) above and (C) any Uniform
     Commercial Code financing statement that names any Loan Party as debtor or
     seller filed in any of the jurisdictions referred to in clause (ii) above;

          (iv) duly authorized, executed and delivered counterparts of each
     Mortgage (including any amendments or supplements thereto) filed by the
     Borrower, along with duly executed copies of all related documents,
     including landlord waivers, subordination agreements and estoppel
     certificates and legal opinions; and

          (v) satisfactory evidence that the Intercreditor Agreement and the
     Collateral Documents shall have been amended, to the extent necessary, to
     secure the Facilities Obligations on a pari passu basis with the Mortgage
     Notes, the 2000 Parity Notes, the 2001 Parity Notes and other Parity Debt,
     in each case, together with certified true and complete copies of such
     agreements.

          (h) The Trustee shall have received:

          (i) a mortgagee's policy of title insurance, including mechanic's lien
     coverage, with respect to the properties and facilities so identified on
     Schedule 3.07(b), issued by a Title Company or Companies authorized to
     issue title insurance in the states in which such properties or facilities
     are located with satisfactory provisions for coinsurance or reinsurance,
     insuring the interest of the Trustee under the Collateral Documents as
     valid first liens on the Mortgaged Properties, free of Liens (other than
     Liens permitted by Section 6.02) or other exceptions to title not approved
     and accepted by the Lenders, such policies to be in an amount at least
     equal to the amounts set forth opposite each of the individual properties
     and facilities so identified on Schedule 3.07(b); and

          (ii) satisfactory copies of "As-Built" ALTA surveys with respect to
     the properties and facilities so identified on Schedule 3.07(b), certified
     to the Trustee and the Title Company or Companies;

          (iii) satisfactory environmental reviews, audits and appraisals of the
     properties of the Borrower and the Subsidiaries;
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          (iv) the original stock certificates representing all outstanding
     Capital Stock of the Subsidiaries, along with undated stock powers endorsed
     in blank and duly executed Intercompany Notes;

          (v) each of (A) the original Intercompany Note, dated as of the



     Closing Date, in the face amount of $10,000,000, made by each of
     Star/Petro, Stellar Propane Service Corp. and Ohio Gas & Appliance Company
     in favor of the Borrower and the General Partner, (B) the original
     Intercompany Note, dated as of the Closing Date, in the face amount of
     $25,000,000, made by Star/Petro in favor of the Borrower, (C) the original
     Intercompany Note, dated as of the Closing Date, in the face amount of
     $25,000,000, made by Stellar Propane Service Corp. in favor of the Borrower
     and (D) the original Intercompany Note, dated as of the Closing Date, in
     the face amount of $25,000,000, made by Ohio Gas & Appliance Company in
     favor of the Borrower, in each case, endorsed (without recourse) in blank
     (or accompanied by an executed transfer form in blank) by the pledgor
     thereof;

          (vi) a certificate of the Borrower dated as of the Closing Date duly
     executed by the Borrower addressed to the Trustee complying with Section 6
     of the Intercreditor Agreement, which shall specify the date and principal
     amount of the Notes, the name, address and tax payer identification number
     of the Lenders and which shall state that this Agreement is the "Credit
     Agreement", that this Agreement is entitled to the benefits of the
     Intercreditor Agreement and of the Security (as defined in the
     Intercreditor Agreement) and funds held under Section 4 of the
     Intercreditor Agreement and that this Agreement are subject to the terms of
     the Intercreditor Agreement; and

          (vii) a duly executed Agreement of the Lenders and Supplement to
     Intercreditor Agreement.

          (i) The Lenders shall have received opinions of Phillips Nizer LLP,
counsel to the Borrower, substantially in the form of Exhibit F-1 hereto and
(ii) local counsel to the Borrower satisfactory to the Lenders in each
jurisdiction requested by the Lenders, substantially in the form of Exhibit F-2
hereto.

          (j) The Administrative Agent shall have received:

          (i) a certificate, dated the Closing Date and signed by a Responsible
     Officer of each of the Loan Parties, confirming compliance with the
     conditions precedent set forth in this Section 4.01;

          (ii) a copy of the partnership agreement, certificate of incorporation
     or other constitutive documents, including all amendments thereto, of each
     of the Loan Parties, certified, to the extent applicable, as of a recent
     date by the Secretary of State of the State of its organization, and, to
     the extent applicable, a certificate as to the good standing of each such
     party as of a recent date, from such Secretary of State;

          (iii) a certificate of the Secretary or Assistant Secretary of each of
     the Loan Parties dated the Closing Date and certifying (A) that attached
     thereto is a true and complete copy of the by-laws, operating agreement or
     partnership agreement of such
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     party, as applicable, (or, in the case of the Borrower and the Public
     Partnership, of the General Partner) as in effect on the Closing Date and
     at all times since a date prior to the date of the resolutions described in
     clause (B) below, (B) that attached thereto is a true and complete copy of
     resolutions duly adopted by the Board of Directors of such Loan Party (or,
     in the case of the Borrower and the Public Partnership, of the General
     Partner) authorizing the execution, delivery and performance of the Loan
     Documents to which such Loan Party is or will be a party and, in the case
     of the Borrower, the extensions of credit hereunder, and that such
     resolutions have not been modified, rescinded or amended and are in full
     force and effect, (C) that the certificate of incorporation or other
     constitutive documents of such Loan Party (or, in the case of the Borrower
     and the Public Partnership, of the General Partner) have not been amended
     since the date of the last amendment thereto shown on the certificate of
     good standing furnished pursuant to clause (ii) above and (D) as to the
     incumbency and specimen signature of each officer executing any Loan
     Document or any other document delivered in connection herewith on behalf
     of such Loan Party (or, in the case of the Borrower and the Public
     Partnership, of the General Partner);



          (iv) a certificate of another officer as to the incumbency and
     specimen signature of the Secretary or Assistant Secretary executing the
     certificate pursuant to clause (iii) above;

          (v) a certified true and complete copy of the Note Agreements, all
     other Parity Debt Agreements and the Existing Credit Agreement , together
     with all amendments and supplements thereto through the Closing Date and,
     as requested by the Lenders, other Operative Agreements;

          (vi) to the extent applicable, evidence demonstrating fulfillment of
     the conditions set forth in the Note Agreement, if any, including, without
     limitation, (1) the opinion referred to in Section 4.01(i) hereof, (2) a
     copy of the opinion of Phillips Nizer LLP delivered to the Trustee to the
     effect that the Lien of the Security Documents (as defined in the
     Intercreditor Agreement) has attached and is perfected to the extent
     additional property and assets are being acquired on the Closing Date and
     (3) a copy of the certificate of the Borrower to the Trustee, in form and
     substance satisfactory to the Lenders in their sole discretion, to the
     extent additional property and assets are being acquired on the Closing
     Date, demonstrating that the principal amount of the Indebtedness incurred
     hereunder does not exceed the lesser of the cost to the Borrower of such
     property or assets and the fair market value of such property or assets (as
     determined in good faith by the General Partner); and

          (vii) such other documents, opinions, certificates and agreements in
     connection with the Facilities, in form and substance satisfactory to the
     Lenders, as they or their counsel shall reasonably request, including
     counterpart originals or certified copies of all the other Operative
     Agreements.

          (k) Each Lender shall be satisfied with each of the following (it
being agreed that the execution of this Agreement shall demonstrate such
satisfaction):
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          (i) the results of, its due diligence investigation of (A) the
     business, assets, condition (financial and otherwise), liabilities (actual
     and contingent) and prospects of the Borrower, (B) litigation, tax,
     accounting, labor, health and safety, environmental, insurance, pension and
     other employee benefit matters and (C) real estate leases, material
     contracts, debt agreements, property ownership, and contingent liabilities
     of the Borrower and the Subsidiaries;

          (ii) (A) the amount, terms and conditions (including maturity,
     amortization, interest rates and fees, covenants, events of default,
     redemption and other provisions) of the Mortgage Notes and the Parity Debt
     Agreements and (B) the ownership structure of the Borrower, the Public
     Partnership and the General Partner;

          (iii) there shall not have occurred and be continuing since the date
     of the Letter Agreement a material adverse change in the market for bank
     credit facilities similar in nature to the Facilities or a material
     disruption of, or a material adverse change in, financial, banking or
     capital market conditions;

          (iv) all legal matters and documentation incident to the Facilities
     and all corporate and other proceedings taken or to be taken in connection
     therewith;

          (v) (A) such information as the Lenders may request as to the aging
     and concentration of the accounts receivable of the Borrower and the
     Subsidiaries and as to their inventory, and shall have completed and be
     satisfied with their review thereof and (B) a satisfactory Borrowing Base
     Certificate for the most recent calendar month ending on or prior to the
     20th day prior to the Closing Date;

          (vi) insurance, which shall be in full force and effect and which
     complies with the provisions of this Agreement and the Collateral
     Documents, and a report, on or prior to the Closing Date, from the
     Borrower's independent insurance broker, Weeks & Calloway, together with
     any other evidence reasonably requested by the Agents, demonstrating that
     the insurance required by Section 6.11 and by the terms of the other Loan



     Documents is in effect and a certificate from a Responsible Officer of the
     Borrower stating that the Public Partnership and its Subsidiaries have in
     effect weather insurance coverage of at least $12,500,000 on a consolidated
     basis; and

          (vii) all agreements and transactions between any of the Borrower and
     the Subsidiaries, on the one hand, and any of their Affiliates, on the
     other hand.

          (l) Since September 30, 2002, (i) there shall not have occurred or
become known any material adverse change or prospective material adverse change
with respect to the business, assets, operations, properties, condition
(financial or otherwise), liabilities (actual or contingent) or prospects of the
Borrower from that shown in the information and projections contained in the
Confidential Information Memorandum and (ii) there has been no development or
event that has had or could reasonably be expected to have a Parent Material
Adverse Effect.

          (m) In the case of each Lender, each other Lender, the Administrative
Agent, the Issuing Bank, the Syndication Agent and the Documentation Agent shall
have simultaneously executed and delivered this Agreement.
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          (n) (i) The Borrower and the Restricted Subsidiaries shall have no
indebtedness or other liabilities to third parties (including affiliates),
whether accrued, absolute, contingent or threatened, and whether due or to
become due, except in respect of (A) the Facilities, (B) the Mortgage Notes and
the Parity Debt, (C) accounts payable and other liabilities disclosed in the
financial statements referred to in Section 4.01(r) and satisfactory in all
respects to the Lenders, (D) intercompany Indebtedness permitted by Section 6.01
and (E) liabilities (other than indebtedness for borrowed money) incurred in the
ordinary course of business since June 30, 2003 (none of which other
liabilities, individually or in the aggregate, could have a Material Adverse
Effect) and (ii) any liens on or claims or encumbrances affecting any assets or
properties of the Borrower and the Subsidiaries or any other Collateral
(including the Capital Stock of the Borrower) shall have been released in a
manner satisfactory to the Agents.

          (o) The Lenders shall have received (i) the Pro Forma Balance Sheet,
the Audited Financial Statements and the Unaudited Financial Statements referred
to in Section 3.05, and such financial statements shall not, in the reasonable
judgment of the Lenders, reflect any material adverse change in the consolidated
financial condition of Borrower and its consolidated Subsidiaries, as reflected
in the financial statements or projections contained in the Confidential
Information Memorandum and (ii) satisfactory projections for the Borrower and
its Subsidiaries through the 2007 fiscal year.

          (p) All governmental, regulatory, shareholder and third party consents
(including under the Intercreditor Agreement, the Parent Indenture and the Note
Agreements), approvals, filings, registrations and other actions required in
order to consummate the transactions contemplated by the Facilities shall have
been obtained or made, as applicable, and shall remain in full force and effect,
in each case without the imposition of any condition or restriction which is, in
the judgment of the Lenders, materially adverse to the Borrower or any of the
Subsidiaries.

          (q) There shall not be any pending proceeding requesting an injunction
or restraining order with respect to the Facilities or challenging the validity
or enforceability of the Facilities.

          (r) The representations and warranties set forth in Article III hereof
and the representations and warranties of the Borrower and the other Loan
Parties set forth in the other Loan Documents shall be true and correct in all
material respects on and as of the Closing Date with the same effect as though
made on and as of the Closing Date, except to the extent such representations
and warranties expressly relate to an earlier date (in which case such
representations and warranties shall be true and correct in all material
respects on and as of such earlier date). No Default or Event of Default shall
have occurred and be continuing.

          (s) The Administrative Agent shall have received a satisfactory
solvency certificate from the Chief Financial Officer of the Borrower,



substantially in the form of Exhibit M certifying as to the solvency of the
Borrower and its Subsidiaries after giving effect to the transactions
contemplated hereby.

          (t) The Borrower shall have paid all Fees and other amounts due and
payable to any Agent or Lender on or prior to the Closing Date (including the
commitment fees required
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to be paid pursuant to Section 2.05 of the Existing Credit Agreement), including
reimbursement or payments of all reasonable out-of-pocket expenses required to
be reimbursed or paid by the Borrower under the Letter Agreement or under any
Loan Document, including, without limitation, all reasonable fees and expenses
of legal counsel to the Administrative Agent and the Lenders and all search and
filing fees of a company acceptable to the Lenders (to the extent invoices or
statements therefor have been received on or prior to the Closing Date).

          (u) On the Closing Date, the commitments under the Existing Parity
Debt Credit Agreement shall have been terminated, all loans outstanding
thereunder shall have been repaid in full, together with accrued interest
thereon, all letters of credit issued thereunder shall have been terminated and
all other amounts owing pursuant to the Existing Parity Debt Credit Agreement
shall have been repaid in full, and the Administrative Agent shall have received
evidence in form, scope and substance satisfactory to it that the matters set
forth in this subsection have been satisfied at such time.

          Section 4.02. All Extensions of Credit. The obligations of the Lenders
to make Loans hereunder, and the obligation of the Issuing Bank to issue Letters
of Credit hereunder, are subject to the satisfaction of the conditions precedent
set forth in this Section 4.02 on the date of each Borrowing and on the date of
issuance of each Letter of Credit:

          (a) The Administrative Agent shall have received a notice of such
Borrowing as required by Section 2.03 or a notice requesting the issuance of a
Letter of Credit as required by Section 2.21(c), as applicable.

          (b) The representations and warranties set forth in Article III hereof
and the representations and warranties of the Borrower and the other Loan
Parties set forth in the other Loan Documents shall be true and correct in all
material respects on and as of the date of such Borrowing or the date of the
issuance of such Letter of Credit with the same effect as though made on and as
of such date, except to the extent such representations and warranties expressly
relate to an earlier date (in which case such representations and warranties
shall be true and correct in all material respects on and as of such earlier
date).

          (c) At the time of and immediately after such Borrowing or the
issuance of such Letter of Credit, the aggregate outstanding principal amount of
the Loans of each Class and the Letter of Credit Exposure of each Class will not
exceed the limitations set forth in Section 2.01 and Section 2.21, respectively.

          (d) At the time of and immediately after such Borrowing or the
issuance of such Letter of Credit, no Default or Event of Default shall have
occurred and be continuing.

          (e) In the case of each Tranche A Revolving Credit Borrowing and each
request for the issuance of a Tranche A Letter of Credit, the Administrative
Agent shall have received the most recent Borrowing Base Certificate required in
accordance with Section 5.02(k).

          (f) The Administrative Agent shall have received a certificate,
substantially in the form of Exhibit I-2 hereto, of a Responsible Officer of the
Borrower dated as of the date of such Borrowing or the date of such issuance of
Letter of Credit, certifying as of such date, that:
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          (i) (x) the proposed use of proceeds of such Borrowing or such Letter
     of Credit complies with Section 3.13(a) or (b), as applicable, describing
     such proposed use and specifying the basis for such conclusion in



     reasonable detail, and (y) such Borrowing or Letter of Credit is permitted
     under the Note Agreements and the Parent Indenture, specifying the relevant
     exceptions thereunder for such purpose (together with supporting
     calculations and pro forma financial statements demonstrating fulfillment
     of such condition to the satisfaction of the Agents);

          (ii) after giving effect to such Borrowing or issuance of Letter of
     Credit requested to be made or issued hereunder, the ratio of Parent
     Consolidated Funded Debt to Parent Consolidated Cash Flow as of the
     proposed date of such Borrowing or issuance of such Letter of Credit, as
     applicable, shall be no greater than 5.00 to 1.00 (together with supporting
     calculations and pro forma financial statements demonstrating fulfillment
     of such condition to the satisfaction of the Agents);

          (iii) neither the Borrower nor any of its Subsidiaries shall have made
     any Restricted Payment since the date of the most recent Borrowing or
     issuance of Letter of Credit if, on the date of such Restricted Payment,
     the ratio of (x) Parent Consolidated Cash Flow to (y) Parent Consolidated
     Interest Expense plus the aggregate amount of Restricted Payments made by
     the Public Partnership to its equityholders during the Reference Period
     with respect to such date, was less than 0.75 to 1.00 (together with
     supporting calculations and pro forma financial statements demonstrating
     fulfillment of such condition to the satisfaction of the Agents);

          (iv) as of the date of such Borrowing or issuance of such Letter of
     Credit, the Public Partnership and its Subsidiaries shall have in effect
     minimum weather insurance coverage of $12,500,000 on a consolidated basis;
     and

          (v) with respect to the Plans as to which any of Star Gas Partners,
     L.P., the Borrower or any of their respective Subsidiaries or Related
     Person of Star Gas Partners, L.P. or the Borrower may have any liability,
     the excess of the present value of the accrued benefits (vested and
     unvested) of the participants in each such Plan over the assets of each
     such plan (each as determined on a projected benefit obligation basis,
     based on the actuarial methods and assumptions indicated in the most recent
     applicable actuarial valuation reports), does not exceed an aggregate
     amount equal to $7,500,000 on such date.

          (g) During the most recent period referred to in Section 2.11(d),
neither the Borrower nor any Restricted Subsidiary shall have either (x) any
outstanding Indebtedness owed to Petro Holdings or any of its subsidiaries or
(y) permitted to exist, or have become the beneficiary of, any Investment by
Petro Holdings or any of its subsidiaries in the Borrower or any of the
Restricted Subsidiaries.

          (h) Since September 30, 2002, there has been no development or event
that has had or could reasonably be expected to have a Parent Material Adverse
Effect.
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          (i) Within 90 days after the Closing Date, the Borrower shall have
provided evidence satisfactory to the Administrative Agent with respect to each
account of the Borrower covered by an effective Lockbox Agreement under the
Existing Credit Agreement as of the Closing Date either that (i) the depositary
banks under such Lockbox Agreement has been notified that JPMorgan Chase Bank
has replaced Fleet National Bank as the administrative agent and has been
instructed to redirect the monies required to be transferred to an account of
the Borrower with Fleet National Bank pursuant to the terms of such Lockbox
Agreement to an account of the Borrower with JPMorgan Chase Bank, acknowledged
in writing by such depositary bank or (ii) such account has been closed.

Each Borrowing hereunder and each request for the issuance of a Letter of Credit
hereunder shall be deemed to constitute a representation and warranty by the
Borrower on the date of such Borrowing or issuance that the conditions in this
Section 4.02 have been satisfied. For purposes of Section 4.02, the "issuance"
of a Letter of Credit shall include any extension, renewal or amendment of a
Letter of Credit.

          Section 4.03. Tranche B Extensions of Credit. The obligations of the
Lenders to make Tranche B Revolving Loans hereunder, and the obligation of the
Issuing Bank to issue Tranche B Letters of Credit hereunder, are subject to the



satisfaction of the conditions precedent set forth in this Section 4.03 and the
additional conditions precedent set forth under Section 4.02 on the date of each
Tranche B Revolving Credit Borrowing and on the date of issuance of each Tranche
B Letter of Credit:

          (a) At the time of and immediately after any Tranche B Revolving
Credit Borrowing made or any Tranche B Letter of Credit issued, the Leverage
Ratio as of the date of such Borrowing or issuance (after giving effect to any
acquisition or Growth-Related Capital Expenditure for which such Borrowing or
Letter of Credit is being used) shall be no greater than 4.50 to 1.00; and, in
the case of each such Borrowing or issuance of each such Letter of Credit, the
Borrower shall have prepared and furnished to the Agents prior to such Borrowing
or issuance pro forma financial statements demonstrating the fulfillment of such
condition to the satisfaction of the Agents. For purposes of calculating the
Leverage Ratio as required by this Section 4.03(a), Consolidated Cash Flow for
the Reference Period shall mean the greater of (A) Consolidated Cash Flow for
the most recent period of four consecutive fiscal quarters prior to the date of
determination and (B) 50% of Consolidated Cash Flow for the most recent period
of eight consecutive fiscal quarters prior to the date of determination.

          (b) If Capital Stock is being purchased with proceeds from such
Tranche B Revolving Credit Borrowing, the Agents and the Trustee shall have
received counterparts of a Supplemental Agreement duly executed by the issuer of
such Capital Stock (and all terms of such Supplemental Agreement shall have been
satisfied).

          (c) In the case of any Revolving Credit Borrowing (as defined in the
Parity Debt Credit Agreement) or Tranche B Revolving Credit Borrowing (or series
of related Revolving Credit Borrowings (as defined in the Parity Debt Credit
Agreement) or Tranche B Revolving Credit Borrowings not in the ordinary course
of business consistent with past practice) in a principal amount, and/or any
Letter of Credit (as defined in the Parity Debt Credit Agreement) and/or Tranche
B Letter of Credit (or series of related Letters of Credit (as defined
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in the Parity Debt Credit Agreement) or Tranche B Letters of Credit not in the
ordinary course of business consistent with past practice) having a face amount,
in excess of $1,500,000 to be used for Growth-Related Capital Expenditures, (i)
the Agents shall be satisfied with all aspects of such Growth-Related Capital
Expenditures, including all legal, tax and accounting matters relating such
Growth-Related Capital Expenditures and the terms of all agreements and
instruments to be entered into in connection with such Growth-Related Capital
Expenditures, (ii) the Agents shall be satisfied with all legal matters and
documentation incident to such Growth-Related Capital Expenditures and all
corporate and other proceedings taken or to be taken in connection therewith and
(iii) the Agents shall have received (A) all financial information reasonably
requested by the Agents in connection with such Growth-Related Capital
Expenditures and (B) a statement of sources and uses of funds in connection with
such Growth-Related Capital Expenditures, in each case certified by a Financial
Officer of the Borrower.

          (d) All components of such acquisition or Growth-Related Capital
Expenditure shall be consummated in accordance with applicable laws and
regulations.

          (e) All governmental, regulatory, shareholder and third party
consents, approvals, filings, registrations and other actions required in order
to consummate such acquisition or Growth-Related Capital Expenditure (other than
any such actions the absence of which could not, individually or in the
aggregate, reasonably be expected to have a Material Adverse Effect) shall have
been obtained or made and shall remain in full force and effect, without the
imposition of any condition or restriction which is, materially adverse to the
Borrower or any of the Subsidiaries.

          (f) There shall not be any pending proceeding requesting an injunction
or restraining order with respect to such acquisition or Growth-Related Capital
Expenditure or challenging the validity or enforceability of such acquisition or
Growth-Related Capital Expenditure.

          (g) No Default or Event of Default shall have occurred and be
continuing at the time of the making of such Tranche B Revolving Credit
Borrowing or the issuance of such Tranche B Letter of Credit (on a pro forma



basis as if such Borrowing or issuance and the acquisition or Growth-Related
Capital Expenditure for which such Borrowing or Letter of Credit is being used,
had occurred on the first day of the applicable Reference Period for purposes of
Section 6.29), and the Borrower shall have prepared and furnished to the Agents
prior to such Borrowing or issuance pro forma financial statements demonstrating
the fulfillment of such condition in reasonable detail.

          (h) The Agents shall have received an Officers' Certificate, dated the
date of such Tranche B Revolving Credit Borrowing or issuance of such Tranche B
Letter of Credit, certifying as to (x) the proposed use of proceeds of such
Borrowing or such Letter of Credit and compliance with Section 3.13(b),
specifying the basis for such conclusion in reasonable detail, (y) the relevant
exceptions under each of the Note Agreements and the Parent Indenture for such
purpose and (z) compliance with such exceptions referred to in clause (y),
together with supporting calculations.
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          (i) In the case of any issuance of a Tranche B Letter of Credit,
immediately following the issuance of such Tranche B Letter of Credit, the
aggregate undrawn amount of the sum of all outstanding Tranche B Letters of
Credit and all Letters of Credit (as defined in the Parity Debt Credit
Agreement) shall not exceed $12,500,000.

Each Tranche B Revolving Credit Borrowing hereunder and each request for the
issuance of a Tranche B Letter of Credit hereunder shall be deemed to constitute
a representation and warranty by the Borrower on the date of such Borrowing or
issuance that the conditions in this Section 4.03 have been satisfied. For
purposes of this Section 4.03, the "issuance" of a Tranche B Letter of Credit
shall include any extension, renewal or amendment of a Tranche B Letter of
Credit.

                                    ARTICLE V

                  ACCOUNTING; FINANCIAL STATEMENTS; INSPECTION

          The Borrower covenants and agrees with each Lender that so long as
this Agreement shall remain in effect or any Facilities Obligations shall be
unpaid, and until the Commitments have been terminated and the Loans, together
with interest, Fees and all other Facilities Obligations have been paid in full,
all Letters of Credit have been cancelled or have expired and all Letter of
Credit Disbursements have been reimbursed in full, unless the Required Lenders
shall otherwise consent in writing:

          Section 5.01. Accounting. The Borrower will maintain, and will cause
each Restricted Subsidiary to maintain, a system of accounting established and
administered in accordance with GAAP, and will accrue, and will cause each
Restricted Subsidiary to accrue, all such liabilities as shall be required by
GAAP.

          Section 5.02. Financial Statements. The Borrower will deliver to the
Lenders:

          (a) (i) as soon as practicable, but in any event within 45 days after
the end of each of the first three quarterly fiscal periods in each fiscal year
of the Borrower, consolidated (and (A) if the Restricted Subsidiaries constitute
a Substantial Portion, then as to the Restricted Subsidiaries or (B) if the
Restricted Subsidiaries do not constitute a Substantial Portion, but one or more
Restricted Subsidiaries have outstanding Indebtedness owing to Persons other
than the Borrower or any Restricted Subsidiary, other than the Star/Petro
Intercompany Subordinated Debt, then as to such Restricted Subsidiaries,
consolidating) balance sheets of the Borrower and the Restricted Subsidiaries as
at the end of such period and the related consolidated (and, as to statements of
income and cash flows, if applicable and as appropriate, consolidating)
statements of income, surplus or partners' capital, cash flows and stockholders'
equity of the Borrower and the Restricted Subsidiaries for such period and for
the period from the beginning of the current fiscal year to the end of such
quarterly period, setting forth in each case in comparative form the
consolidated and, where applicable and as appropriate, consolidating figures for
the corresponding periods of the previous fiscal year, all in reasonable detail
and certified by the principal financial officer of the General Partner as
presenting fairly, in all material respects, the information contained therein
(subject to changes resulting from normal year-end adjustments), in accordance



with GAAP (except as noted in the proviso that follows) applied on a basis
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consistent with prior fiscal periods; provided that, it is understood that the
financial statements provided in accordance with this clause (i) shall not
consolidate Petro Holdings or its Subsidiaries with the Borrower and (ii) as
soon as practicable, but in any event within 45 days after the end of each of
the first three quarterly fiscal periods in each fiscal year of the Borrower,
financial statements of the type described in clause(i) but adjusted to show
Petro Holdings as consolidated with the Borrower; provided that delivery within
the time period specified above of copies of the Public Partnership's Quarterly
Report on Form 10-Q prepared in compliance with the requirements therefor and
filed with the SEC shall be deemed to satisfy the requirements hereof, but only
to the extent such reports otherwise satisfy the requirements of clause (i) and
clause (ii) of this Section 5.02(a), so long as the Public Partnership does not
conduct any material business or activity other than holding Capital Stock of
the Borrower; and provided, further, that, for purposes of this Section 5.02,
"Substantial Portion" shall mean that either (X) the book value of the assets of
the Restricted Subsidiaries exceeds 5% of the book value of the consolidated
assets of the Borrower and the Restricted Subsidiaries or (Y) the Restricted
Subsidiaries account for more than 5% of the Consolidated Net Income of the
Borrower and its Restricted Subsidiaries (it being agreed that the net income of
Unrestricted Subsidiaries shall not be consolidated with the Borrower and the
Restricted Subsidiaries for purposes of this calculation of Consolidated Net
Income), in each case in respect of the four fiscal quarters ended as of the
date of the applicable financial statement; provided that, with respect to
Star/Petro, (i) the book value of the common stock of Petro Holdings shall be
excluded from the determination of Substantial Portion in clause (X) above and
(ii) the income of Petro Holdings shall be excluded from the determination of
Substantial Portion in clause (Y) above;

          (b) (i) as soon as practicable, but in any event within 90 days after
the end of each fiscal year of the Borrower ending after the date of this
Agreement, consolidated (and (A) if the Restricted Subsidiaries constitute a
Substantial Portion, then as to the Restricted Subsidiaries or (B) if the
Restricted Subsidiaries do not constitute a Substantial Portion, but one or more
Restricted Subsidiaries have outstanding Indebtedness owing to Persons other
than the Borrower or any Restricted Subsidiary other than the Star/Petro
Intercompany Subordinated Debt, then as to such Restricted Subsidiaries,
consolidating) balance sheets of the Borrower and the Restricted Subsidiaries
and the consolidated balance sheet of the General Partner as at the end of such
year and the related consolidated (and, as to statements of income and cash
flows, if applicable and as appropriate, consolidating) statements of income,
partners' capital, cash flows and stockholders' equity of the Borrower and the
Restricted Subsidiaries and the consolidated statements of income, surplus, cash
flow and stockholders' equity of the General Partner for such fiscal year,
setting forth in each case in comparative form the consolidated and, where
applicable and as appropriate, consolidating figures for the previous fiscal
year, all in reasonable detail; provided that, it is understood that the
financial statements provided in accordance with this clause (i) shall not
consolidate Petro Holdings or its Subsidiaries with the Borrower, and (ii) as
soon as practicable, but in any event within 90 days after the end of each
fiscal year of the Borrower, financial statements of the type described in
clause (i) but adjusted to show Petro Holdings as consolidated with the
Borrower, provided that delivery within the time periods specified above of
copies of the Public Partnership's Annual Report on Form 10-K prepared in
compliance with the requirements therefor and filed with the SEC shall be deemed
to satisfy the requirements hereof, but only to the extent such reports
otherwise satisfy the requirements of clause (i) and clause (ii) of this Section
5.02(b) so long as the Public Partnership does not conduct any material business
or activity other than holding Capital Stock of the Borrower, and (X) in the
case of such
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consolidated financial statements of the Borrower specified in clause (i) and
with respect to the financial statements specified in clause (ii), accompanied
by a report thereon of KPMG LLP or other independent public accountants of
recognized national standing selected by the Borrower and acceptable to the
Required Lenders, which report shall state that such consolidated financial



statements present fairly the financial position of the Borrower and its
Restricted Subsidiaries as at the dates indicated and the results of their
operations and cash flows for the periods indicated in conformity with GAAP
applied on a basis consistent with prior years and that the audit by such
accountants in connection with such consolidated financial statements has been
made in accordance with GAAP (except that with respect to the financial
statements specified in clause (ii), Petro Holdings and its subsidiaries have
not been consolidated) and (Y) in the case of such consolidated financial
statements of the General Partner and such consolidating financial statements of
the Borrower as described in clause (i), and the financial statements specified
in clause (ii), certified by the principal financial officer of the General
Partner, as presenting fairly the information contained therein, in accordance
with GAAP applied on a basis consistent with prior fiscal periods;

          (c) together with each delivery of financial statements pursuant to
paragraphs (a) and (b) of this Section 5.02 (or, in the case of clause (vi)
below only, within 15 days thereafter), an Officers' Certificate of the Borrower
in the form of Exhibit K hereto (i) stating that the signers have reviewed the
terms of this Agreement and the other Loan Documents, and have made, or caused
to be made under their supervision, a review in reasonable detail of the
transactions and condition of the Borrower and the Restricted Subsidiaries
during the accounting period covered by such financial statements and that the
signers do not have knowledge of the existence and continuance as at the date of
such Officers' Certificate of any condition or event which constitutes an Event
of Default or Default or, if any such condition or event exists, specifying the
nature and period of existence thereof and what action the Borrower has taken or
is taking or proposes to take with respect thereto, (ii) stating whether, since
the date of the most recent financial statements previously delivered, there has
been any material change in GAAP applied in the preparation of the Borrower's
financial statements and, if so, describing such change, (iii) specifying the
amount available at the end of such accounting period for Restricted Payments in
compliance with Section 6.04 and showing in reasonable detail all calculations
required in arriving at such amount, (iv) demonstrating in reasonable detail, if
applicable, compliance during and at the end of such accounting period with the
restrictions contained in Section 6.01(b), (d), (f) and (g), the last paragraph
of Section 6.01, Section 6.02(i), Section 6.03(iv), Section 6.07(c)(iii) and
Section 6.29, (v) if not specified in the related financial statements being
delivered pursuant to paragraphs (a) and (b) above, specifying the aggregate
amount of interest paid or accrued by the Borrower and the Restricted
Subsidiaries, and the aggregate amount of depreciation, depletion and
amortization charged on the books of the Borrower and the Restricted
Subsidiaries, during the fiscal period covered by such financial statements,
(vi) describing in reasonable detail the number and nature of the parcels of
real property, or rights thereto or interests therein, caused to be released by
the Borrower from the liens of the Security Documents pursuant to the
Intercreditor Agreement and in the case of the fee owned property, the sales
price of the fee owned property caused to be released by the Borrower during
such accounting period and (vii) specifying any adjustments that were made to
the definitions of "Consolidated Net Income" or "Consolidated Cash Flow" for any
non-cash gains or losses recognized as a result of Statement of Financial
Accounting Standard Numbers 133, 141 and 142;
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          (d) together with each delivery of consolidated financial statements
pursuant to paragraph (b) of this Section 5.02, a written statement by the
independent public accountants giving the report thereon (i) stating that in
connection with their audit examination, the terms of this Agreement and the
other Loan Documents were reviewed to the extent considered necessary for the
purpose of expression of an opinion on the consolidated financial statements and
for making the statement contained in clause (ii) of this paragraph (d) (it
being understood that no special audit procedures in addition to those required
by generally accepted auditing standards then in effect in the United States
shall be required) and (ii) stating whether, in the course of their audit
examination, they obtained knowledge (and whether, as of the date of such
written statement, they have knowledge) of the existence and continuance of any
condition or event which constitutes an Event of Default or Default, and, if so,
specifying the nature and period of existence thereof;

          (e) promptly upon receipt thereof, copies of all reports submitted to
the Borrower by independent public accountants in connection with each special
audit or each annual or interim audit of the books of the Borrower or any
Restricted Subsidiary made by such accountants, including the comment letter



submitted by the accountants to management in connection with their annual
audit;

          (f) promptly upon their becoming publicly available, copies of all
financial statements, reports, notices and proxy statements sent or made
available by the Borrower, the General Partner or the Public Partnership to all
of its security holders in compliance with the Exchange Act or any comparable
Federal or state laws relating to the disclosure by any Person of information to
its security holders, of all regular and periodic reports and all registration
statements and prospectuses filed by the Borrower, the General Partner or the
Public Partnership with any securities exchange or with the SEC (other than
registration statements on Form S-8), and of all press releases and other
statements made available by the Borrower, the General Partner or the Public
Partnership to the public concerning material developments in the business of
the Borrower, the General Partner or the Public Partnership, as the case may be;

          (g) promptly, but in any event within five days, after any Responsible
Officer knows or should (in the course of the normal performance of his or her
duties) know that (i) any condition or event which constitutes an Event of
Default or Default has occurred or exists, or is expected to occur or exist,
(ii) any Lender has given any notice or taken any other action with respect to a
claimed Event of Default or Default or (iii) any Person has given any notice to
the Borrower or any Restricted Subsidiary or taken any other action with respect
to a claimed default or event or condition of the type referred to in Section
7.01(f) an Officers' Certificate of the Borrower describing the same and the
period of existence thereof and what action the Borrower has taken, is taking
and proposes to take with respect thereto;

          (h) promptly, but in any event within five days, after any Responsible
Officer knows or should (in the course of the normal performance of his or her
duties) know of (i) the commencement of or significant development in any
material litigation or material proceeding (including those regarding
environmental matters) with respect to the Borrower or affecting the Borrower,
any Restricted Subsidiary or any of their assets, a written notice describing in
reasonable detail such commencement of or significant development in such
litigation or
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proceeding or (ii) any development that has resulted in, or could reasonably be
expected to result in, a Material Adverse Effect, a written notice describing in
reasonable detail such development;

          (i) promptly, but in any event within five days after any Responsible
Officer knows or should (in the course of the normal performance of his or her
duties) know that any of the events or conditions specified below with respect
to any Plan has occurred or exists, or is expected to occur or exist, a
statement setting forth details respecting such event or condition and the
action, if any, that the Borrower or any Related Person has taken, is taking and
proposes to take or cause to be taken with respect thereto (and a copy of any
notice or report filed with or given to or communication received from the PBGC,
the Internal Revenue Service or the Department of Labor with respect to such
event or condition):

          (i) any reportable event, as defined in Section 4043(c) of ERISA and
     the regulations issued thereunder;

          (ii) the filing under Section 4041 of ERISA of a notice of intent to
     terminate any Plan or the termination of any Plan;

          (iii) a substantial cessation of operations within the meaning of
     Section 4062(e) of ERISA under circumstances which could result in the
     treatment of the Borrower or any Related Person as a substantial employer
     under a "multiple employer plan" or the application of the provisions of
     Section 4062, 4063 or 4064 of ERISA to the Borrower or any Related Person;

          (iv) the taking of any steps by the PBGC or the institution by the
     PBGC of proceedings under Section 4042 of ERISA for the termination of, or
     the appointment of a trustee to administer, any Plan, or the receipt by the
     Borrower or any Related Person of a notice from a Multiemployer Plan that
     such action has been taken by the PBGC with respect to such Multiemployer
     Plan;



          (v) the complete or partial withdrawal by the Borrower or any Related
     Person under Section 4063, 4203 or 4205 of ERISA from a Plan which is a
     "multiple employer plan" or a Multiemployer Plan, or the receipt by the
     Borrower or any Related Person of notice from a Multiemployer Plan
     regarding any alleged withdrawal or that it intends to impose withdrawal
     liability on the Borrower or any Related Person or that it is in
     reorganization or is insolvent within the meaning of Section 4241 or 4245
     of ERISA or that it intends to terminate under Section 404lA of ERISA or
     from a "multiple employer plan" that it intends to terminate;

          (vi) the taking of any steps concerning the threat or the institution
     of a proceeding against the Borrower or any Related Person to enforce
     Section 515 of ERISA;

          (vii) the occurrence or existence of any event or series of events
     which could result in a liability to the Borrower or any Related Person
     pursuant to Section 4069(a) or 4212(c) of ERISA;

          (viii) the failure to make a contribution to any Plan, which failure,
     either alone or when taken together with any other such failure, is
     sufficient to result in the imposition
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     of a lien on any property of the Borrower or any Related Person pursuant to
     Section 302 of ERISA or Section 412(n) of the Code or could result in the
     imposition of a material tax or material penalty pursuant to Section 4971
     of the Code on the Borrower or any Related Person;

          (ix) the amendment of any Plan in a manner which would be treated as a
     termination of such Plan under Section 4041 of ERISA or require the
     Borrower or any Related Person to provide security to such Plan pursuant to
     Section 307 of ERISA or Section 401(a)(29) of the Code; or

          (x) the incurrence of liability in connection with the occurrence of a
     "prohibited transaction" (within the meaning of Section 406 of ERISA or
     Section 4975 of the Code);

          (j) promptly, but in any event within five days, after an officer of
any of the Borrower, any Subsidiary or the General Partner receives any notice
or request from any Person (other than any agent, attorney or similar party
employed by the Borrower or the General Partner) for information, or if the
Borrower, any Subsidiary or the General Partner by an officer provides any
notice or information to any such Person (other than any agent, attorney or
similar party employed by the Borrower or the General Partner), concerning the
presence or release of any hazardous substance (as defined in CERCLA) or
hazardous waste (as defined in RCRA) or other contaminants (as defined by any
applicable Federal, state, local or foreign laws) within, on, from, relating to
or affecting any property owned, leased, or subleased by the Borrower or any
Subsidiary, copies of each such notice, request or information;

          (k) as soon as available, and in any event within 20 days after the
last day of each fiscal month, (i) a Borrowing Base Certificate as of the last
day of such preceding month and (ii) reports as of the last day of such month as
to the aging and concentration of the accounts receivable of the Borrower and
its Restricted Subsidiaries and as to their inventory, in substantially the form
of the reports delivered pursuant to Section 4.01(k)(v);

          (l) as soon as available, and in any event no later than 30 days after
the end of each fiscal year of the Borrower, quarterly financial projections for
the next fiscal year, including all material assumptions to such projections;

          (m) within 15 days of receipt, any management letter issued or
provided by the auditors of the Borrower or any Restricted Subsidiary; and

          (n) promptly, from time to time, such other information regarding the
operations, business affairs and financial condition of the Borrower, any other
Loan Party or (to the extent such information relates to environmental matters
or any material litigation or proceeding) any Unrestricted Subsidiary, or in any
event compliance with the terms of any Loan Document, as any Lender may
reasonably request.

          Section 5.03. Inspection. The Borrower will permit, or cause the



General Partner to permit, any authorized representatives designated by the
Lenders to visit and inspect any of the properties of the Borrower, any
Restricted Subsidiary and (to the extent relating to environmental or litigation
matters) any Unrestricted Subsidiary, and in any event any properties
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of the General Partner or of the General Partner's subsidiaries relating to the
Business, including the books of account of the Borrower, the Restricted
Subsidiaries, such Unrestricted Subsidiaries, the General Partner and the
General Partner's subsidiaries, and to make copies and take extracts therefrom,
and to discuss its and their affairs, finances and accounts with its and their
officers and (with reasonable notice) independent public accountants (and by
this provision each of the Borrower and the General Partner authorizes such
accountants to discuss with such representatives the affairs, finances and
accounts of the Borrower, any Restricted Subsidiary, such Unrestricted
Subsidiaries, the General Partner or any of such subsidiaries of the General
Partner, as the case may be, all at such times and as often as may be
requested), provided that the Borrower will bear the expense for the foregoing
if an Event of Default or Default has occurred and is continuing. Without
limitation of the foregoing, the Agents shall have the right to conduct an audit
of the accounts receivable and inventory of the Borrower and its Restricted
Subsidiaries from time to time. The Borrower shall pay the expenses of the
Agents for up to two such audits in any 12-month period and for any additional
audit conducted during the continuance of an Event of Default.

                                   ARTICLE VI

                        BUSINESS AND FINANCIAL COVENANTS

          The Borrower covenants and agrees with each Lender that so long as
this Agreement shall remain in effect or any Facilities Obligations shall be
unpaid, and until the Commitments have been terminated and the Loans, together
with interest, Fees and all other Facilities Obligations have been paid in full,
all Letters of Credit have been cancelled or have expired and all Letter of
Credit Disbursements have been reimbursed in full, unless the Required Lenders
shall otherwise consent in writing:

          Section 6.01. Indebtedness. The Borrower will not, and will not permit
any Restricted Subsidiary to, directly or indirectly, create, incur, assume,
guarantee or otherwise become or remain directly or indirectly liable with
respect to (collectively, "incur"), any Indebtedness, except that:

          (a) the Borrower may become liable and remain liable with respect to
the Indebtedness evidenced by the Mortgage Notes, the 2000 Parity Notes and the
2001 Parity Notes;

          (b) the Borrower and the Restricted Subsidiaries may become and remain
liable with respect to Funded Debt incurred by the Borrower and the Restricted
Subsidiaries to finance the making of expenditures for the improvement, repair
or alteration of any Assets, or the replacement of any Assets due to
obsolescence with like-kind property, or to renew, refund, refinance or replace
any such Funded Debt; provided that (i) such Funded Debt is incurred to finance
improvements, repairs, alterations or replacements made within the period of 365
days ending on the date such Funded Debt is incurred, (ii) the aggregate
principal amount of such Funded Debt does not exceed the amount of Capital
Contributions made during such 365-day period which are applied to finance the
making of such improvements, repairs, alterations or replacements, (iii) if such
Funded Debt is to be secured under the Collateral Documents as provided in
Section 6.02(h), the agreement or instrument pursuant to which such Funded Debt
is
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incurred (A) contains no financial or business covenants that are more
restrictive on the Borrower or its Subsidiaries than or that are in addition to
those contained in Section 10 of the Note Agreements (unless prior to or
simultaneously with the incurrence of such Funded Debt, this Agreement, the Note
Agreements, the other Loan Documents and the Parity Debt Credit Agreement and
the other loan documents related thereto are amended to provide the benefits of
such more restrictive covenants to the Secured Parties thereunder) and (B)



specifies no events of default (other than with respect to the payment of
principal and interest on such Funded Debt or the accuracy of representations
and warranties made in connection with such agreement or instrument) which are
capable of occurring prior to the occurrence of the Events of Default specified
in Section 11 of the Note Agreements (unless prior to or simultaneously with the
incurrence of such Funded Debt, this Agreement, the Note Agreements, the other
Loan Documents and the Parity Debt Credit Agreement and the other loan documents
related thereto are amended to provide the benefits of such events of default to
the holders of the Notes, the Mortgage Notes, the 2000 Parity Notes, the 2001
Parity Notes and the other Parity Debt, as applicable);

          (c) any Restricted Subsidiary may become and remain liable with
respect to unsecured Indebtedness of such Restricted Subsidiary owing to the
Borrower or to another Restricted Subsidiary; provided that such Indebtedness is
created and is outstanding under an agreement or instrument pursuant to which
such Indebtedness is subordinated to the Notes and the Indebtedness secured by
the Collateral Documents and is evidenced by an Intercompany Note pledged to the
Trustee pursuant to the Borrower Security Agreement;

          (d) the Borrower and the Restricted Subsidiaries may become and remain
liable with respect to unsecured Indebtedness (including, without limitation, in
the case of Indebtedness of Star/Petro, the Star/Petro Intercompany Subordinated
Debt) owing to the General Partner or the Public Partnership; provided that (i)
the aggregate principal amount of such Indebtedness of the Borrower and the
Restricted Subsidiaries outstanding at any time shall not be in excess of
$10,000,000 (plus the Star/Petro Intercompany Subordinated Debt), (ii) such
Indebtedness is created and is outstanding under an agreement or instrument, or
the Star/Petro Intercompany Subordinated Note, as the case may be, pursuant to
which such Indebtedness is subordinated to the Indebtedness secured under the
Collateral Documents at least to the extent provided in the subordination
provisions set forth in Exhibit D and (iii) such Indebtedness is evidenced by a
promissory note, or the Star/Petro Intercompany Subordinated Note, as the case
may be, in form and substance satisfactory to the Required Lenders which is
pledged to the Trustee pursuant to the Partners Security Agreement;

          (e) the Borrower may become and remain liable with respect to
Indebtedness incurred under this Agreement and the other Loan Documents,
including any amendment hereof increasing the aggregate amount of credit which
may be extended hereunder, provided that such amendment is entered into in
accordance with Section 9.08;

          (f) the Borrower and the Restricted Subsidiaries may become and remain
liable with respect to Indebtedness, in addition to that otherwise permitted by
the foregoing paragraphs of this Section 6.01, if on the date the Borrower or a
Restricted Subsidiary becomes liable with respect to any such additional
Indebtedness and immediately after giving effect thereto and to the
substantially concurrent repayment of any other Indebtedness (i) the ratio of
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Consolidated Cash Flow to Consolidated Pro Forma Debt Service is greater than
2.50 to 1.00 and (ii) the ratio of Consolidated Cash Flow to Maximum
Consolidated Pro Forma Debt Service is greater than 1.25 to 1.00; provided that,
in addition to the foregoing, if such Indebtedness is Funded Debt incurred by
the Borrower or any Restricted Subsidiary to finance the making of expenditures
for the improvement, repair or alteration of any Assets, or additions to the
Assets, and if such Indebtedness is to be secured under the Collateral Documents
as provided in Section 6.02(h), such Indebtedness shall be incurred pursuant to
an agreement or instrument which complies with the requirements set forth in
clause (iii) of the proviso to Section 6.01(b);

          (g) the Borrower and any Restricted Subsidiary may become and remain
liable with respect to pre-existing Indebtedness relating to any Person,
business or assets acquired by the Borrower or such Restricted Subsidiary, as
the case may be; provided that (i) after giving effect to such acquisition and
such Indebtedness (on a pro forma basis as if such acquisition and the
incurrence of such Indebtedness had occurred on the first day of the applicable
Reference Period for purposes of Section 6.29), no condition or event shall
exist which constitutes an Event of Default or Default, (ii) such Indebtedness
was not incurred in anticipation of the acquisition of such Person, business or
assets, (iii) after giving effect to such Person becoming a Restricted
Subsidiary, or the acquisition of such business or assets, the Borrower or such
Restricted Subsidiary could incur at least $1.00 of additional Indebtedness in



compliance with the requirements set forth in clauses (i) and (ii) of Section
6.01(f) and (iv) the acquisition of such Person, business or assets is permitted
by all other applicable provisions of the Loan Documents, including Section 6.03
and Section 6.24;

          (h) so long as no Event of Default or Default has occurred and is
continuing, the Borrower and the Restricted Subsidiaries may become and remain
liable with respect to Indebtedness evidenced by Funded Debt incurred for any
refinancing, refunding or replacement of Indebtedness permitted pursuant to
clause (a) or (m) of this Section 6.01; provided that (i) the aggregate
principal amount of such Funded Debt shall not exceed the aggregate principal
amount of such outstanding Indebtedness being refinanced, refunded or replaced
together with any accrued interest and, in the case of Section 6.01(a), Make
Whole Amount with respect thereto, (ii) such Funded Debt could be incurred in
compliance with the requirements set forth in clause (i) of Section 6.01(f),
(iii) if such Funded Debt is to be secured under the Collateral Documents as
provided in Section 6.02(h), such Funded Debt is incurred pursuant to an
agreement or instrument which complies with the requirements set forth in clause
(iii) of the proviso to Section 6.01(b), (iv) such Funded Debt shall not mature
prior to the stated maturity of the Indebtedness being refinanced, refunded or
replaced, (v) such Funded Debt shall be secured on a pari passu basis with the
Indebtedness secured by the Collateral Documents, (vi) such Funded Debt shall
have an Average Life equal to or greater than the remaining Average Life of the
Indebtedness being refinanced, refunded or replaced; and (vii) the proceeds of
such Funded Debt are used to refinance, refund or replace such existing Funded
Debt within 45 days after the incurrence of such Funded Debt (such proceeds are
to be held in a bank account with the Administrative Agent (other than an
account subject to the Cash Collateral Agreement) and such proceeds shall be
remitted to the Borrower only upon delivery to the Administrative Agent by the
Borrower of a certificate certifying that such proceeds will be used solely to
refinance, refund or replace existing Funded Debt pursuant to this Section
6.01(h)), provided further, that such Funded Debt incurred pursuant to this
clause (h) shall not be deemed to be outstanding Indebtedness of the Borrower
for any purpose during the 45-day or lesser period referred to
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above while such proceeds are held by the Administrative Agent so long as such
proceeds of such Funded Debt are placed in such account at the time of
incurrence and applied to such refinancing, refunding or replacement within the
45-day period;

          (i) so long as no Event of Default or Default has occurred and is
continuing, the Borrower and the Restricted Subsidiaries may become and remain
liable with respect to unsecured Indebtedness incurred for any extension,
renewal, refunding, refinancing or replacement of Indebtedness permitted
pursuant to subdivisions (a), (b), (f) or (g) of this Section 6.01; provided
that (i) the principal amount of such unsecured Indebtedness to be incurred
shall not exceed the principal amount of such Indebtedness being extended,
renewed or refunded together with any accrued interest and, in the case of
Section 6.01(a), Make Whole Amount with respect thereto, (ii) such unsecured
Indebtedness to be incurred shall not mature prior to the stated maturity of
such Indebtedness being extended, renewed or refunded, (iii) such unsecured
Indebtedness to be incurred shall have an Average Life equal to or greater than
the remaining Average Life of such Indebtedness being extended, renewed or
refunded and (iv) in the case of any such Indebtedness incurred for any
extension, renewal, refunding or replacement of Indebtedness permitted pursuant
to subdivision (g) of this Section 6.01, such Indebtedness incurred therefor
shall be permitted only to the extent, if any, that the total principal amount
thereof to be incurred exceeds the aggregate amount of the unused Tranche B
Revolving Credit Commitments on the date of such incurrence;

          (j) the Borrower may create and become liable with respect to any
Hedging Agreements and Commodity Hedging Agreements;

          (k) any Restricted Subsidiary may become and remain liable with
respect to Indebtedness evidenced by the Collateral Documents;

          (l) the Borrower may become and remain liable with respect to
unsecured Indebtedness owing to a Seller in connection with the acquisition of
an Acquired Business Entity from such Seller, provided that, (i) the aggregate
principal amount of such Indebtedness of the Borrower at any time shall not
exceed $5,000,000, and (ii) the aggregate Consolidated Cash Flow generated by



such Acquired Business Entity for so long as such Indebtedness is outstanding
shall exceed the aggregate amount of all principal and interest that will become
due and payable on such Indebtedness until such Indebtedness is repaid in full;
and

          (m) the Borrower and the Restricted Subsidiary may become and remain
liable with respect to Indebtedness evidenced by the Parity Debt Credit
Agreement, provided, that, no Indebtedness shall be incurred under such Parity
Debt Credit Agreement unless such Indebtedness is incurred within the
limitations of Section 6.01(b) or Section 6.01(f).

Notwithstanding the foregoing, (I) the aggregate principal amount of all
Indebtedness of all Restricted Subsidiaries at any time outstanding (other than
Indebtedness secured by the Collateral Documents) shall not exceed $10,000,000
(plus the Star/Petro Intercompany Subordinated Debt) and (II) neither the
Borrower nor any of the Restricted Subsidiaries shall, directly or indirectly,
incur any Indebtedness to be used directly or indirectly to renew, refund or
refinance Facility A in whole or in part. For the purpose of this Section 6.01,
any Person becoming a Restricted Subsidiary after the date of this Agreement
shall be deemed to have

                                                                              97

become liable with respect to all of its then outstanding Indebtedness at the
time it becomes a Restricted Subsidiary, and any Person extending, renewing or
refunding any Indebtedness shall be deemed to have become liable with respect to
such Indebtedness at the time of such extension, renewal or refunding. The
Borrower or any Restricted Subsidiary shall be deemed to have become liable with
respect to any Indebtedness securing any real property acquired by the Borrower
or such Restricted Subsidiary, as the case may be, at the time of such
acquisition.

          Section 6.02. Liens, etc. The Borrower will not, and will not permit
any Restricted Subsidiary to, directly or indirectly create, incur, assume or
permit to exist any Lien on or with respect to any property or asset (including
any document or instrument in respect of goods or accounts receivable) of the
Borrower or any Restricted Subsidiary, whether now owned or held or hereafter
acquired, or any income or profits therefrom (whether or not provision is made
for the equal and ratable securing of the Facilities Obligations in accordance
with the provisions of Section 6.14), except:

          (a) Liens for taxes, assessments or other governmental charges the
payment of which is not at the time required by Section 6.09;

          (b) Liens of landlords and carriers, vendors, warehousemen, mechanics,
materialmen, repairmen and other like Liens incurred in the ordinary course of
business for sums not yet due or the payment of which is not at the time
required by Section 6.09, in each case not incurred or made in connection with
the borrowing of money, the obtaining of advances or credit or the payment of
the deferred purchase price of property;

          (c) Liens (other than any Lien imposed by ERISA) incurred or deposits
made in the ordinary course of business (i) in connection with workers'
compensation, unemployment insurance and other types of social security or (ii)
to secure (or to obtain letters of credit that secure) the performance of
tenders, statutory obligations, surety and appeal bonds, bids, leases,
performance bonds, purchase, construction or sales contracts and other similar
obligations, in each case not incurred or made in connection with the borrowing
of money, the obtaining of advances or credit or the payment of the deferred
purchase price of property;

          (d) any attachment or judgment Lien, unless the judgment it secures
shall not, within 60 days after the entry thereof, have been discharged or
execution thereof stayed pending appeal, or shall not have been discharged
within 60 days after expiration of any such stay;

          (e) leases or subleases granted to others, easements, rights-of-way,
restrictions and other similar charges or encumbrances, which, in each case are
granted, entered into or created in the ordinary course of the business of the
Borrower or any Restricted Subsidiary and which do not interfere with the
ordinary conduct of the business of the Borrower or any Restricted Subsidiary;

          (f) Liens on property or assets of any Restricted Subsidiary securing



Indebtedness of such Restricted Subsidiary owing to the Borrower or any other
Restricted Subsidiary;

          (g) Liens created by any of the Collateral Documents securing the
Facilities Obligations, the Mortgage Notes and the Parity Debt;
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          (h) Liens created by any of the Collateral Documents securing
Indebtedness incurred in accordance with Section 6.01(b), Section 6.01(h) or
Section 6.01(j) (but only to the extent such Indebtedness under Section 6.01(j)
is incurred to any Lender) or, to the extent incurred to finance the making of
capital improvements, repairs and additions to the Borrower's Assets, Section
6.01(f) (but only to the extent such Liens comply with the requirements
thereof), provided that (i) such Liens are effected through an amendment to the
Collateral Documents to the extent necessary to provide the holders of such
Indebtedness equal and ratable security in the property and assets subject to
the Collateral Documents with the Secured Parties, (ii) the Collateral Documents
are amended to the extent necessary to extend the Lien thereof to any property
or assets acquired or otherwise financed with the proceeds of such Indebtedness,
(iii) the Borrower has delivered to the Trustee an Officers' Certificate
demonstrating that the principal amount of such Indebtedness does not exceed the
lesser of the cost to the Borrower of such property or assets and the fair
market value of such property or assets (as determined in good faith by the
General Partner) and to the effect that the amendments to the Collateral
Documents required by this Section 6.02(h) and the filing and recordation of
such amendments and related supplements will not have a Material Adverse Effect
and that such incurrence of Indebtedness pursuant to Section 6.01(b), Section
6.01(f), Section 6.01(h) or Section 6.01(j), as the case may be, complies in all
respects with the requirements of such Section and (iv) the Borrower has
delivered to the Trustee an opinion of counsel reasonably satisfactory to the
Trustee to the effect that the Lien of the Collateral Documents has attached and
is perfected with respect to such additional property and assets;

          (i) Liens existing on any property of a newly-acquired Restricted
Subsidiary at the time of acquisition or existing prior to the time of
acquisition (and not created in anticipation of such acquisition) upon any
property acquired by the Borrower or any Restricted Subsidiary; provided that
(i) any such Lien shall be confined solely to the item or items of property so
acquired and, if required by the terms of the instrument originally creating
such Lien, other property which is an improvement to or is acquired for specific
use in connection with such acquired property, (ii) the Indebtedness secured by
any such Lien is permitted under Section 6.01(f) or (g) and, in the case of any
such Indebtedness incurred under Section 6.01(f), the total principal amount
thereof is no greater than the excess, if any, of such amount over the aggregate
amount of the unused Tranche B Revolving Credit Commitments on the date of
incurrence thereof, (iii) the principal amount of the Indebtedness secured by
any such Lien shall at no time exceed an amount equal to the lesser of (A) the
cost of such property to the Borrower or such Restricted Subsidiary, as the case
may be, and (B) the fair market value of such property (as determined in good
faith by the General Partner) at the time of such acquisition by the Borrower or
such Restricted Subsidiary, (iv) the aggregate principal amount of all
Indebtedness secured by any such Liens shall at no time exceed $5,000,000 and
(v) any such Lien shall not have been created or assumed in contemplation of
such acquisition of a Restricted Subsidiary or property by the Borrower or any
Restricted Subsidiary;

          (j) Liens in amounts not exceeding $100,000 incurred, required or
provided for under state law in connection with self-insurance arrangements;

          (k) Liens arising from or constituting encumbrances or exceptions to
title to the Assets expressly permitted by the Collateral Documents;
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          (l) Liens securing Capital Lease Obligations of the Borrower or any
other Restricted Subsidiary, including, without limitation, protective filings,
provided that, (i) such Capital Lease Obligation is permitted under Section
6.01, (ii) such Liens shall be created substantially simultaneously with the
lease of fixed or capital assets, (iii) such Liens do not at any time encumber
any property other than the property financed by such Indebtedness and (iv) the



amount of Indebtedness secured thereby is not increased; and

          (m) any Lien renewing, extending or refunding any Lien permitted by
the foregoing paragraphs of this Section 6.02; provided that (i) the
Indebtedness secured by any such Lien shall not exceed the amount of such
Indebtedness outstanding immediately prior to the renewal, extension or
refunding of such Lien, (ii) no Assets encumbered by any such Lien other than
the Assets encumbered immediately prior to such renewal, extension or refunding
shall be encumbered thereby, (iii) the Indebtedness secured by any such Lien
shall not mature prior to the stated maturity of such Indebtedness outstanding
immediately prior to the renewal, extension or refunding of such Lien and (iv)
the Indebtedness secured by any such Lien shall have an Average Life equal to or
greater than the remaining Average Life of such Indebtedness outstanding
immediately prior to the renewal, extension or refunding of such Lien.

          Section 6.03. Investments, Guaranties, etc. The Borrower will not, and
will not permit any Restricted Subsidiary to, directly or indirectly (a) make or
own any Investment in any Person or (b) create or become liable with respect to
any Guaranty, except:

          (i) the Borrower or any Restricted Subsidiary may make and own
     Investments in Cash Equivalents;

          (ii) the Borrower and any Restricted Subsidiary may make and own
     Investments in any Restricted Subsidiary or Investments in Capital Stock of
     any Person which simultaneously therewith becomes a Restricted Subsidiary;
     provided that (A) no Event of Default or Default has occurred and is
     continuing at the time of any such Investment or would occur immediately
     after giving effect thereto (on a pro forma basis as if such Investment had
     occurred on the first day of the applicable Reference Period for purposes
     of Section 6.29) and (B) in the case of any such Investment in any Person
     which simultaneously therewith becomes a Restricted Subsidiary, the
     Borrower shall have prepared and furnished to the Agents prior to the
     consummation of such Investment pro forma financial statements
     demonstrating to the satisfaction of the Agents that the covenant in
     Section 6.29 will not be violated after giving pro forma effect to such
     proposed Investment;

          (iii) any Restricted Subsidiary may make and permit to be outstanding
     Investments in the Borrower and may create or become liable with respect to
     any Guarantee in respect of the Facilities Obligations, the Mortgage Notes
     and the Parity Debt;

          (iv) (A) the Borrower or any Restricted Subsidiary may make and own
     Investments in the Capital Stock of, or contributions to capital in the
     ordinary course of business of, any Unrestricted Subsidiary or joint
     venture, except Petro Holdings and its subsidiaries, if immediately after
     giving effect to the making of any such Investment, the
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     aggregate amount of all such Investments made and outstanding pursuant to
     this paragraph (iv) shall not at any time exceed $5,000,000, net of cash
     distributions received from all Unrestricted Subsidiaries and joint
     ventures, excluding Petro Holdings, since the date hereof, and (B)
     Star/Petro may make and own Investments in Petro Holdings, but only with
     the proceeds of (x) borrowings constituting Star/Petro Intercompany
     Subordinated Debt or (y) capital contributions or equity investments
     indirectly made by the Public Partnership in Star/Petro on or after March
     25, 1999;

          (v) the Borrower or any Restricted Subsidiary may make and own
     Investments (A) constituting trade credits or advances to any Person
     incurred in the ordinary course of business, (B) arising out of loans and
     advances to employees for travel, entertainment and relocation expenses, in
     each case incurred in the ordinary course of business or (C) acquired by
     reason of the exercise of customary creditors' rights upon default or
     pursuant to the bankruptcy, insolvency or reorganization of a debtor;

          (vi) the Borrower or any Restricted Subsidiary may create or become
     liable with respect to any Guaranty constituting an obligation, warranty or
     indemnity, not guaranteeing Indebtedness of any Person, which is undertaken
     or made in the ordinary course of business; and



          (vii) the Borrower may create and become liable with respect to
     Hedging Agreements and Commodity Hedging Agreements.

          Section 6.04. Restricted Payments. (a) The Borrower will not directly
or indirectly declare, order, pay, make or set apart any sum for any Restricted
Payment, except that the Borrower may make, pay or set apart once during each
calendar quarter a Restricted Payment if (i) such Restricted Payment is in an
amount not exceeding Available Cash for the immediately preceding calendar
quarter determined as of the last day of such calendar quarter or thereafter up
to the date of declaration of such Restricted Payment, (ii) prior to and
immediately after giving effect to any such proposed action no condition or
event shall exist which constitutes an Event of Default or Default, (iii) the
ratio of Consolidated Cash Flow to Consolidated Interest Expense for the
Reference Period with respect to the date of such payment is greater than 1.75
to 1.00 and (iv) the Borrower shall have delivered to the Lenders, not later
than the date such Restricted Payment is declared (which declaration date shall
be at least ten days prior to the date such Restricted Payment is made) an
Officers' Certificate to the effect that such Restricted Payment is permitted
under this Section 6.04 and showing in reasonable detail all calculations
required in arriving at such conclusion, including the calculation of the
aggregate amount available at the end of the preceding quarter for payment of
cash distributions in compliance with this Section 6.04; provided that
Star/Petro may prepay principal amounts outstanding under the Star/Petro
Intercompany Subordinated Debt if and only if (x) the funds used for such
prepayment have been received by Star/Petro directly or indirectly as a capital
contribution made by the Public Partnership or as a dividend from Petro Holdings
on or after March 25, 1999 and (y) prior to and immediately after giving effect
to any such prepayment no condition or event shall exist which constitutes an
Event of Default or Default. The Borrower will not, in any event, directly or
indirectly declare, order, pay or make any Restricted Payment except for cash
distributions payable to the holders of its Capital Stock. The Borrower will not
permit any Subsidiary to declare, order, pay or make any Restricted Payment or
to set apart any sum or property for any
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such purpose (except for Restricted Payments made solely to the Borrower or any
Wholly Owned Restricted Subsidiary).

          (b) The Borrower may make, pay or set apart once within 45 days from
the last day of each calendar quarter a Restricted Payment in an amount equal to
the Petro Holdings Dividends, if any, provided that the following conditions are
met: (i) such Restricted Payment is in an amount not exceeding the Petro
Holdings Dividends less any amounts used to pay principal or interest on the
Star/Petro Intercompany Subordinated Debt in accordance with this Agreement,
(ii) prior to and immediately after giving effect to such proposed Restricted
Payment no condition or event shall exist which constitutes an Event of Default
or Default under Section 7.01(b), (iii) prior to and immediately after giving
effect to such proposed Restricted Payment the ratio of Consolidated Cash Flow
plus the Petro Holdings Dividends to Consolidated Interest Expense (excluding
the interest payable on the Star/Petro Intercompany Subordinated Debt, if any)
for the Reference Period with respect to the date of such payment is greater
than 1.75 to 1.00, and (iv) the Borrower shall have given to the Lenders written
notice thereof on the date such Restricted Payment is declared, which date shall
be at least ten days prior to the date such Restricted Payment is made.

          (c) Notwithstanding any other provision of the Star/Petro Intercompany
Subordinated Note, until all amounts due under the Notes, this Agreement and
each of the other Loan Documents have been paid in full, no principal or
interest payment on the Star/Petro Intercompany Subordinated Note may be made,
except (A) if the proceeds used for such repayment have been received from the
proceeds of capital contributions or equity investments indirectly made by the
Public Partnership in Star/Petro on or after March 25, 1999 or from the proceeds
of dividends received from Petro Holdings, (B) with respect to a payment of
interest on the Star/Petro Intercompany Subordinated Note, the ratio of
Consolidated Cash Flow to Consolidated Interest Expense is greater than 2.0 to
1.0 for the four quarters ending on the calendar quarter immediately preceding
such payment and (C) prior to and immediately after giving effect to any such
interest or principal payment, no condition or event shall exist which
constitutes an Event of Default or Default.

          Section 6.05. Transactions with Affiliates. Except for the



transactions or conduct effected pursuant to the Operative Agreements as in
effect on the Closing Date, the Borrower will not, and will not permit any
Restricted Subsidiary to, directly or indirectly, engage in any transaction with
any Affiliate of the Borrower, including the purchase, sale or exchange of
assets or the rendering of any service, except pursuant to the reasonable
requirements of the Borrower's or such Restricted Subsidiary's business and upon
terms that are no less favorable to the Borrower or such Restricted Subsidiary,
as the case may be, than those which might be obtained in an arm's-length
transaction at the time such transaction is agreed upon from Persons which are
not such an Affiliate; provided that the foregoing limitations and restrictions
shall not apply to any transaction between the Borrower and any Restricted
Subsidiary or between Restricted Subsidiaries.

          Section 6.06. Prohibited Stock and Indebtedness. The Borrower will
not:

          (a) directly or indirectly sell, assign, pledge or otherwise dispose
of any Indebtedness or Capital Stock of (or warrants, rights or options to
acquire Capital Stock of) any
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Subsidiary, except (i) to a Restricted Subsidiary, (ii) in the case of the sale
of all the Capital Stock of a Restricted Subsidiary as an entirety, as permitted
under Section 6.07 or (iii) pursuant to the Collateral Documents;

          (b) permit any Restricted Subsidiary directly or indirectly to sell,
assign, pledge or otherwise dispose of any Indebtedness of (i) the Borrower or
(ii) any other Restricted Subsidiary, or any Capital Stock of (or warrants,
rights or options to acquire Capital Stock of) any other Subsidiary, except (A)
to, in the case of clause (i), the Borrower or, in all other cases, a Restricted
Subsidiary, (B) in the case of the sale of all the Capital Stock of a Restricted
Subsidiary as an entirety, as permitted under Section 6.07 and (C) pursuant to
the Collateral Documents;

          (c) permit any Restricted Subsidiary to have outstanding any Preferred
Stock (other than Preferred Stock owned by the Borrower); or

          (d) permit any Subsidiary directly or indirectly to issue or sell
(including in connection with a merger or consolidation of a Restricted
Subsidiary otherwise permitted by Section 6.07(a)) any of its Capital Stock (or
warrants, rights or options to acquire its Capital Stock) except to the Borrower
or a Restricted Subsidiary;

provided that, any Restricted Subsidiary may sell, assign or otherwise dispose
of Indebtedness of the Borrower if, assuming such Indebtedness were incurred
immediately after such sale, assignment or disposition, such Indebtedness would
be permitted under Section 6.01 (and, if such Indebtedness is secured, such Lien
would be permitted pursuant to Section 6.02).

          Section 6.07. Consolidation, Merger, Sale of Assets, etc. The Borrower
will not, and will not permit any Restricted Subsidiary to, directly or
indirectly:

          (a) consolidate with or merge into any other Person or permit any
other Person to consolidate with or merge into it; provided that any Restricted
Subsidiary may consolidate with or merge into the Borrower or a Restricted
Subsidiary if, in the case of a consolidation with or merger into the Borrower,
the Borrower shall be the surviving Person and if, immediately after giving
effect to such transaction, no condition or event shall exist which constitutes
an Event of Default or Default;

          (b) sell, lease, abandon or otherwise dispose of (i) all or
substantially all its assets or (ii) all Capital Stock of any Restricted
Subsidiary as an entirety; provided that any Restricted Subsidiary may sell,
lease or otherwise dispose of all or substantially all its assets to the
Borrower or to a Restricted Subsidiary; or

          (c) sell, lease, abandon or otherwise dispose of any property to any
Person other than the Borrower or any Restricted Subsidiary (except for
dispositions of Inventory in the ordinary course of business); provided that the
Borrower or any Restricted Subsidiary may engage in any such transaction
referred to in this paragraph (c), excluding any such transaction referred to in



paragraph (a) or (b) above, if all of the following conditions are satisfied:

          (i) at least 80% of the consideration therefor shall be in the form of
     cash consideration;
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          (ii) immediately after giving effect to such proposed disposition no
     condition or event shall exist which constitutes an Event of Default or
     Default;

          (iii) either

               (A) the aggregate net proceeds of all property so disposed of
          (whether or not leased back) by the Borrower and all Restricted
          Subsidiaries during the current fiscal year (including property
          disposed of through dispositions of Capital Stock permitted under
          Section 6.06 or sales of assets permitted under Section 6.07(b) and
          including all proceeds under title insurance policies with respect to
          real property and all Net Insurance Proceeds, self-insurance amount
          and Net Awards (as defined in the Mortgage) with respect to property
          lost as a result of damage, destruction or a taking which have not
          been applied to the cost of Restoration (as defined in the Mortgage)),
          less the sum of (x) the amount of all such net proceeds previously
          applied in accordance with paragraph (iii)(B) of this Section 6.07(c)
          and (y) an amount equal to the purchase price of any assets acquired
          (so long as (1) such assets were acquired within 180 days prior to the
          date of such disposal of property, (2) the purchase price of such
          assets was not previously applied to reduce the amount of net proceeds
          of property disposed of under this Section 6.07(c), (3) such assets
          were acquired for subsequent replacement of the property so disposed
          of or may be productively used in the United States in the conduct of
          the Business, (4) such assets are subject to the Lien of the
          Collateral Documents, (5) if and to the extent that there were unused
          Tranche B Revolving Credit Commitments, the acquisition of such assets
          was not financed in whole or in part with the proceeds of Indebtedness
          (other than Tranche B Revolving Loans) and (6) to the extent such
          assets were acquired (in whole or in part) with the proceeds of
          Indebtedness, such Indebtedness has been repaid in full), when
          aggregated with such net proceeds of all prior transactions under this
          Section 6.07(c), shall not exceed $5,000,000;

               (B) in the event that such net proceeds less the sum of (x) the
          amount thereof previously applied in accordance with this paragraph
          (iii)(B) and (y) an amount equal to the purchase price of any assets
          acquired (so long as (1) such assets were acquired within 180 days
          prior to the date of such disposal of property, (2) the purchase price
          of such assets was not previously applied to reduce the amount of net
          proceeds of property disposed of under this Section 6.07(c), (3) such
          assets were acquired for subsequent replacement of the property so
          disposed of or may be productively used in the United States in the
          conduct of the Business, (4) such assets are subject to the Lien of
          the Collateral Documents, (5) if and to the extent that there were
          unused Tranche B Revolving Credit Commitments, the acquisition of such
          assets was not financed in whole or in part with the proceeds of
          Indebtedness (other than Tranche B Revolving Loans) and (6) to the
          extent such assets were acquired (in whole or in part) with the
          proceeds of Indebtedness, such Indebtedness has been repaid in full)),
          when aggregated with such net proceeds of all prior transactions under
          this Section 6.07(c), exceed $5,000,000 (the amount of such excess net
          proceeds actually realized being herein called "Excess Proceeds"), the
          Borrower shall
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          promptly pay over to the Trustee such Excess Proceeds not at the time
          held by the Trustee for application by the Trustee (I) within 180 days
          of the date of the disposal or loss of property, to the acquisition of
          assets in replacement of the property so disposed of or lost or of
          assets which may be productively used in the United States in the
          conduct of the Business (and such newly acquired assets shall be



          subjected to the Lien of the Collateral Documents) or to the cost of
          Restoration (as defined in the Mortgage), or (II) to the extent of
          Excess Proceeds not applied pursuant to the immediately preceding
          clause (I), to the payment and/or prepayment of the Facilities
          Obligations and Parity Debt, if any, pursuant to Section 2.11, all as
          provided in Section 4(d) of the Intercreditor Agreement and Section
          2.11, and the Trustee shall have received an Officers' Certificate
          from the General Partner certifying that the consideration received
          for such property is at least equal to its fair value (as determined
          in good faith by the Board of Directors) and that such consideration
          has been applied in accordance with the terms of this Agreement;

          (iv) in the case of any sale, lease or other disposition of Collateral
     which includes real property (or any interest therein), or any sale, lease
     or other disposition of Collateral resulting in the aggregate net proceeds
     of all such sales, leases or other dispositions exceeding $10,000,000, the
     Trustee shall have received an Officers' Certificate from the General
     Partner certifying that such sale, lease or other disposition is in the
     best interest of the Borrower and will not have a Material Adverse Effect;
     and

          (v) in the case of any sale, lease or other disposition (or series of
     related sales, leases or dispositions) of Collateral involving aggregate
     net proceeds of $5,000,000 or more, the Borrower shall have prepared and
     furnished to the Agents prior to the consummation of such transaction pro
     forma financial statements demonstrating to the satisfaction of the Agents
     that, after giving effect to such transaction (on a pro forma basis as if
     such transaction had occurred on the first day of the applicable Reference
     Period), the Leverage Ratio as of the last day of such Reference Period
     equals no greater than 4.50 to 1.00.

Notwithstanding the foregoing, the Borrower and any Restricted Subsidiary may
sell or dispose of (x) real property assets sold or disposed of within 12 months
of the acquisition of such assets and (y) all other assets sold or disposed of
within six months of the acquisition of such assets, in each case referred to in
clause (x) or (y) constituting a portion of an acquired business; provided that
(1) such assets are specifically designated to the Administrative Agent in
writing prior to such acquisition as assets to be disposed of, (2) the
Administrative Agent shall have received an Officers' Certificate from the
General Partner certifying that the consideration received for such property is
at least equal to its fair market value (as determined in good faith by the
General Partner), (3) such acquisition was not financed in whole or in part with
the proceeds of Indebtedness (other than Tranche B Revolving Loans), (4) if such
acquisition was financed in whole or in part with Tranche B Revolving Loans, the
proceeds of such disposition shall be applied to repay such Tranche B Revolving
Loans and (5) no Event of Default or Default shall have occurred and be
continuing. Such dispositions under this paragraph will not be applied towards
the cumulative limitations in paragraph (c)(iii)(A) of this Section 6.07. The
Lenders agree to take, at the expense of the Borrower, all actions necessary to
cause dispositions of
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Collateral made in compliance with this Section 6.07 to be made free and clear
of the liens created by the Collateral Documents.

          Section 6.08. Partnership or Corporate Existence etc.; Business. (a)
(i) The Borrower will at all times preserve and keep in full force and effect
its partnership existence and its status as a partnership not taxable as a
corporation for Federal income tax purposes; (ii) the Borrower will cause each
Restricted Subsidiary to keep in full force and effect its partnership or
corporate existence; and (iii) the Borrower will, and will cause each Restricted
Subsidiary to, at all times preserve and keep in full force and effect all of
its material rights and franchises (in each case except as otherwise
specifically permitted in Section 6.06 and Section 6.07 and except that the
partnership or corporate existence of any Restricted Subsidiary, and any right
or franchise of the Borrower or any Restricted Subsidiary, may be terminated if,
in the good faith judgment of the General Partner, such termination is in the
best interest of the Borrower, is not disadvantageous to the Lenders in any
material respect and would not have a Material Adverse Effect).

          (b) The Borrower will not, and will not permit any Restricted
Subsidiary to, engage in any material line of business substantially different



than the wholesale and retail sale, distribution, and storage of propane gas and
related petroleum derivative products (other than heating oil, diesel fuel and
gasoline) and the provision of services to customers, and the related retail
sale of supplies and equipment, including home appliances, in each case, as
conducted on the Closing Date.

          (c) The Borrower will not, and will not permit any of its Affiliates
to, take any action or refuse to take any reasonable action the effect of which,
if taken or not taken, as the case may be, would be to cause the Public
Partnership or the Borrower to be treated as an association taxable as a
corporation or otherwise to be taxed as an entity other than a partnership for
Federal income tax purposes.

          Section 6.09. Payment of Taxes and Claims. The Borrower will, and will
cause each Subsidiary to, pay all taxes, assessments and other governmental
charges or levies imposed upon it or any of its properties or assets or in
respect of any of its franchises, business, income or profits when the same
become due and payable, but in any event before any penalty or interest accrues
thereon, and all claims (including claims for labor, services, materials and
supplies) for sums which have become due and payable and which by law have or
might become a Lien upon any of its properties or assets, and promptly reimburse
the Agents, the Issuing Bank and the Lenders for any such taxes, assessments,
charges or claims paid by them; provided that no such tax, assessment, charge or
claim need be paid or reimbursed if being contested in good faith by appropriate
proceedings promptly initiated and diligently conducted and if such reserves or
other appropriate provision, if any, as shall be required by GAAP shall have
been made therefor and be adequate in the good faith judgment of the General
Partner.

          Section 6.10. Compliance with ERISA. The Borrower will not, and will
not permit any Subsidiary or Related Person of the Borrower to:

          (a) (i) engage in any transaction in connection with which the
Borrower or any Related Person or Subsidiary could be subject to either a civil
penalty assessed pursuant to
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Section 502(i) of ERISA or a tax imposed by Section 4975 of the Code, (ii)
terminate (within the meaning of Title IV of ERISA) or withdraw from any Plan in
any manner, or take, or fail to take, any other action with respect to any Plan
(including a substantial cessation of operations within the meaning of Section
4062(e) of ERISA), (iii) establish, maintain, contribute to or become obligated
to contribute to any welfare benefit plan (as defined in Section 3(1) of ERISA)
or other welfare benefit arrangement which provides post-employment benefits,
which cannot be unilaterally terminated by the Borrower, (iv) fail to make full
payment when due of all amounts which, under the provisions of any Plan or
applicable law, the Borrower or any Subsidiary or Related Person of the Borrower
is required to pay as contributions thereto, result in the imposition of a Lien
or permit to exist any material accumulated funding deficiency, whether or not
waived, with respect to any Plan or (v) engage in any transaction in connection
with which the Borrower, any Subsidiary or any Related Person of the Borrower
could be subject to liability pursuant to Section 4069(a) or 4212(c) of ERISA,
if, as a result of any such event, condition or transaction described in clauses
(i) through (v) above, either individually or together with any other such event
or condition, could result in (x) the imposition of a Lien on any assets or
property of the Borrower or any Related Person or (y) any liability to the
Borrower, any Subsidiary or any Related Person of the Borrower, which liability
could have a Material Adverse Effect; or

          (b) as of any date of determination (i) permit the amount of unfunded
benefit liabilities under any Plan to exceed the current value of the assets of
any such Plan by more than $250,000 or (ii) permit the aggregate liability
incurred by the Borrower and any Subsidiary and Related Persons of the Borrower
pursuant to Title IV of ERISA with respect to one or more terminations of, or
one or more complete or partial withdrawals from, any Plan to exceed $250,000.

As used in this Section 6.10, the term "accumulated funding deficiency" has the
meaning specified in Section 302 of ERISA and Section 412 of the Code, the term
"current value" has the meaning specified in Section 3 of ERISA and the terms
"benefit liabilities" and "amount of unfunded benefit liabilities" have the
meanings specified in Section 4001 of ERISA.



          Section 6.11. Maintenance of Properties; Insurance. (a) The Borrower
will maintain or cause to be maintained in working order and condition, in
accordance with normal industry standards, all material properties used or
useful in the business of the Borrower and the Restricted Subsidiaries and from
time to time will make or cause to be made all appropriate repairs, renewals and
replacements thereof.

          (b) The Borrower will, and will cause each of the Restricted
Subsidiaries to, keep its insurable properties adequately insured at all times
by Permitted Insurers; maintain such other insurance, to such extent and against
such risks, including fire and other risks insured against by extended coverage,
as is customary with companies in the same or similar businesses, including
public liability insurance against claims for personal injury or death or
property damage occurring upon, in, about or in connection with the use of any
properties owned, occupied or controlled by it; maintain such other insurance as
may be required by law or any Collateral Document; and cause each such insurance
policy to name the Trustee, on behalf of the Secured Parties, as an additional
insured or loss payee thereunder. The Borrower will permit the Agents and an
insurance consultant retained by the Agents, at the expense of the Borrower, to
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review the insurance policies maintained by the Borrower on an annual basis and
will implement any changes to such policies reasonably recommended by such
consultant.

          Section 6.12. Operative Agreements; Collateral Documents. The Borrower
will, and will cause each Restricted Subsidiary to, perform and comply with all
of its obligations under each of the Operative Agreements to which it is a
party, will enforce each such Operative Agreement against each other party
thereto and will not accept the termination of any such Operative Agreement,
unless the taking of or omitting to take any such action would not have a
Material Adverse Effect and would not be disadvantageous in any material respect
to the Lenders. The Borrower will not, and will not permit any other Loan Party
to, amend, modify or supplement any Operative Agreement or its partnership
agreement, certificate of incorporation or by-laws without the prior written
consent of the Required Lenders; provided that (i) the MLP Agreement and the
Partnership Agreement may be amended, modified or supplemented without the prior
written consent of the Required Lenders if such amendment, modification or
supplement would not have a Material Adverse Effect and the Borrower shall have
delivered to each Lender a copy of such proposed amendment, modification or
supplement together with an Officer's Certificate describing such proposed
amendment, modification or supplement and confirming that such proposed
amendment, modification or supplement would not have a Material Adverse Effect
and (ii) the Note Agreements may be amended, modified or supplemented without
the prior written consent of the Required Lenders if such amendment,
modification or supplement may be made without the written consent of any
Lenders under the Intercreditor Agreement. The Borrower will not, and will not
cause or permit any of the Restricted Subsidiaries to, enter into any Material
Contract, or any amendment, modification or waiver in respect of any term or
condition of any Material Contract, other than any such contract or any such
amendments, modifications and waivers in respect thereof which could not
reasonably be expected to have a Material Adverse Effect.

          Section 6.13. Chief Executive Office. The Borrower will not move its
chief executive office and the office at which it maintains its records relating
to the transactions contemplated by this Agreement and the Collateral Documents
or change its state of incorporation unless (a) not less than 45 days' prior
written notice of its intention to do so, clearly describing the new location or
state, shall have been given to the Trustee and each Lender and (b) such action,
reasonably satisfactory to the Trustee and each Lender, to maintain any security
interest in the property subject to the Collateral Documents at all times fully
perfected and in full force and effect shall have been taken.

          Section 6.14. Covenant to Secure Notes Equally. The Borrower covenants
that, if it or any Restricted Subsidiary shall create or assume any Lien upon
any of its property or assets, whether now owned or hereafter acquired, other
than Liens permitted by the provisions of Section 6.02 (unless prior written
consent to the creation or assumption thereof shall have been obtained from the
Required Lenders), it will make or cause to be made effective provision whereby
the Facilities Obligations will be secured by such Lien equally and ratably with
any and all other Indebtedness thereby secured so long as any such other
Indebtedness shall be so secured; provided, however, that the provision of such



equal and ratable security shall not constitute a cure or waiver of any related
Event of Default.
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          Section 6.15. Compliance with Laws. (a) The Borrower will, and will
cause each Subsidiary to, comply with all applicable statutes, rules,
regulations, and orders of, and all applicable restrictions imposed by, the
United States of America, foreign countries, states, provinces and
municipalities, and of or by any Governmental Authority, including any court,
arbitrator or grand jury, in respect of the conduct of their respective
businesses and the ownership of their respective properties or business, except
such as are being contested in good faith by appropriate proceedings promptly
initiated and diligently conducted and if such reserve or other appropriate
provision, if any, as shall be required by GAAP shall have been made therefor or
the failure to so comply could not reasonably be expected to have a Material
Adverse Effect.

          (b) The Borrower will, and will cause each Restricted Subsidiary to,
comply with all Environmental Laws, other than noncompliance which could not
reasonably be expected to result in a Material Adverse Effect, individually or
in the aggregate with any other liability under any Environmental Laws.

          (c) The Borrower will, and will cause each Restricted Subsidiary to,
promptly give notice to the Administrative Agent upon becoming aware of (i) any
violation of or notice of potential liability under any Environmental Law or
(ii) any release or threatened release of any Hazardous Material at, on, into,
under or from any real property of any facility or equipment thereat in excess
of reportable or allowable standards or levels under any Environmental Law, or
in a manner and/or amount which could reasonably be expected to result in
liability under any Environmental Law, which liability would result in a
Material Adverse Effect.

          (d) The Borrower will, and will cause each Restricted Subsidiary to,
promptly provide the Administrative Agent with copies of any notice, submission
or documentation provided by the Borrower or any Restricted Subsidiary to the
Governmental Authority or third party under any Environmental Law if the matter
which is the subject of the notice, submission or other documentation could
reasonably be expected to have a Material Adverse Effect. Such notice,
submission or documentation shall be provided to the Administrative Agent
promptly and, in any event, within 30 days after such material is provided to
the Governmental Authority or third party.

          Section 6.16. Further Assurances. (a) At any time and from time to
time promptly, the Borrower shall, at its expense, execute and deliver to each
Lender and to the Trustee such further instruments and documents, and take such
further action, as may be required under applicable law or as the Lenders may
from time to time reasonably request, in order to further carry out the intent
and purpose of this Agreement and to establish and protect the rights, interests
and remedies created, or intended to be created, in favor of the Lenders.

          (b) Without limitation of Section 6.16(a), the Borrower will, and will
cause the Subsidiaries to, perform any and all acts and execute any and all
documents (including the execution, amendment, supplementation, delivery and
recordation and filing of security agreements and financing statements and
continuation statements under the Uniform Commercial Code of any applicable
jurisdiction) for filing under the provisions of the Uniform Commercial Code and
the rules and regulations thereunder, or any other statute, rule or regulation
of any applicable foreign, Federal, state or local jurisdictions, including any
filings in
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the United States Patent and Trademark Office or similar foreign office, which
are necessary (or reasonably requested by the Agents), from time to time, in
order to grant and maintain in favor of the Trustee for the ratable benefit of
the Secured Parties a security interest in each item of the Collateral of the
type and priority described in the relevant Collateral Document, perfected to
the extent contemplated hereby and thereby.

          (c) Without limitation of Section 6.16(a), the Borrower will, and will



cause the Subsidiaries to, deliver or cause to be delivered to the Lenders from
time to time such other documentation, consents, authorizations, approvals and
orders in form and substance satisfactory to the Agents, as the Agents shall
deem reasonably necessary or advisable to perfect or maintain the Liens for the
benefit of the Secured Parties, including assets which are required to become
Collateral after the Closing Date.

          Section 6.17. Subsidiaries. (a) The Borrower may designate any
Restricted Subsidiary or newly acquired or formed Wholly Owned Subsidiary
satisfying the requirements in clauses (a), (b) and (c) of the definition of
Restricted Subsidiary as an Unrestricted Subsidiary or any Unrestricted
Subsidiary or newly acquired or formed Subsidiary as a Restricted Subsidiary, in
each case subject to satisfaction of the following conditions:

          (i) immediately before and after giving effect to such designation no
     condition or event shall exist which constitutes an Event of Default or
     Default;

          (ii) immediately after giving effect to such designation, (A) except
     in the case of a designation as a Restricted Subsidiary of an Unrestricted
     Subsidiary that does not have any Indebtedness and that has positive
     Consolidated Cash Flow for the most recent Reference Period, the Borrower
     would be permitted to incur at least $l.00 of additional Indebtedness in
     compliance with paragraphs (i) and (ii) of Section 6.01(f), (B) the
     Borrower and the Restricted Subsidiary would not be liable with respect to
     Indebtedness or any Guarantee, would not own any Investment and their
     property would not be subject to any Lien which is not permitted by this
     Agreement and (C) substantially all of the Borrower's assets will be
     located, and substantially all of the Borrower's business will be
     conducted, in the United States;

          (iii) in the case of a designation as an Unrestricted Subsidiary, (A)
     if such designation (and all other prior designations of Restricted
     Subsidiaries or newly acquired or formed Subsidiaries as Unrestricted
     Subsidiaries during the current fiscal year) were deemed to constitute a
     sale by the Borrower of all the assets of the Subsidiary so designated,
     such sale would be in compliance with paragraph (iii)(A) of Section 6.07(c)
     and (B) if such designation (and all other prior designations of Restricted
     Subsidiaries or newly acquired or formed Subsidiaries as Unrestricted
     Subsidiaries during the current fiscal year) were deemed to constitute an
     Investment by the Borrower in respect of all the assets of the Subsidiary
     so designated, such Investment would be in compliance with clause (iv) of
     Section 6.03, in each case with the net proceeds of such sale or the amount
     of such Investment being deemed to equal the net book value of such assets
     in the case of a Restricted Subsidiary or the cost of acquisition or
     formation in the case of a newly acquired or formed Subsidiary; provided
     that this subdivision (iii) of this Section 6.17(a) shall not apply to an
     acquisition or formation by the Borrower or a Restricted Subsidiary
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     of a newly acquired or formed Unrestricted Subsidiary to the extent such
     acquisition or formation is funded solely by the net cash proceeds received
     by the Borrower from the General Partner or from the Public Partnership as
     a capital contribution or as consideration for the issuance by the Public
     Partnership of additional limited partnership interests;

          (iv) in the case of a designation of a Restricted Subsidiary as an
     Unrestricted Subsidiary, such Restricted Subsidiary shall not have been an
     Unrestricted Subsidiary prior to being designated a Restricted Subsidiary;

          (v) in the case of a designation of an Unrestricted Subsidiary as a
     Restricted Subsidiary, such Unrestricted Subsidiary at the time of such
     designation has a positive consolidated net worth;

          (vi) the Borrower shall deliver to each Lender, within five Business
     Days after any such designation, an Officers' Certificate stating the
     effective date of such designation and confirming compliance with the
     provisions of this Section 6.17;

          (vii) in the case of the designation of any Unrestricted Subsidiary as
     a Restricted Subsidiary, such new Restricted Subsidiary shall be deemed to
     have (A) made or acquired all Investments owned by it and (B) incurred all



     Indebtedness owing by it and all Liens to which it or any of its properties
     are subject, on the date of such designation;

          (viii) the Borrower shall designate Star/Petro as a Restricted
     Subsidiary and, notwithstanding any other provision of this Section
     6.17(a), shall not change such designation without the consent of the
     Required Lenders; and

          (ix) the Borrower shall designate Petro Holdings as an Unrestricted
     Subsidiary and, notwithstanding any other provision of this Section
     6.17(a), shall not change such designation without the consent of the
     Required Lenders.

          (b) The Borrower will cause each Restricted Subsidiary, at the time it
is or is deemed to be designated as a Restricted Subsidiary, to execute and
deliver a Supplemental Agreement and satisfy all terms therein.

          (c) The Borrower will not own any Subsidiaries other than Wholly Owned
Subsidiaries satisfying the requirements in clauses (a), (b) and (c) of the
definition of Restricted Subsidiary.

          Section 6.18. Use of Proceeds. The Borrower will use the proceeds of
the Loans and will use the Letters of Credit only for the purposes set forth in
Section 3.13.

          Section 6.19. Accounting Changes. The Borrower will not, and will not
suffer or permit any Restricted Subsidiary to, make any significant change in
accounting treatment or reporting practices, except as required by GAAP. The
Borrower will, and will cause each Restricted Subsidiary to, cause its fiscal
year to end on September 30 in each year.
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          Section 6.20. Certain Real Property. Without affecting the obligations
of the Borrower or any of the Restricted Subsidiaries under any of the
Collateral Documents, in the event that the Borrower or any Restricted
Subsidiary, at any time after the date hereof, whether directly or indirectly,
acquires any interest in any real property, including any fee or other ownership
interest in one or more properties with an aggregate cost in excess of $50,000,
or any interest under one or more leases of real property for a term in excess
of three years and involving aggregate average payments in excess of $100,000
per annum (each such interest, an "After Acquired Property"), the Borrower will,
or will cause such Restricted Subsidiary to, as soon as practical provide
written notice thereof to the Administrative Agent, setting forth with
specificity a description of such After Acquired Property, the location of such
After Acquired Property, any structures or improvements thereon and an appraisal
or its good-faith estimate of the current value of such real property ("Current
Value"). The Administrative Agent shall provide notice to the Borrower of
whether the Required Lenders intend to cause the Borrower to grant and record a
Mortgage on such After Acquired Property; provided that no new mortgage on such
After Acquired Property shall be required if the costs that would be incurred as
a result thereof are excessive in relation to the benefits conferred thereby in
the reasonable judgment of the Administrative Agent and the Required Lenders;
provided, further, that the amount secured by a new mortgage on After Acquired
Property located in the State of New York or the State of Florida shall not
exceed 125% of the purchase price of such After Acquired Property. In such
event, the Borrower or such Restricted Subsidiary shall execute and deliver to
the Administrative Agent a Mortgage, together with such of the documents or
instruments referred to in Section 4.01(g) and Section 4.01(h) as the Agents
shall require. If, at any time, the aggregate cost to the Borrower and its
Restricted Subsidiaries of each interest in real property (x) acquired by the
Borrower or any Restricted Subsidiary, whether directly or indirectly, at any
time after the Closing Date, at a cost equal to or less than $50,000, (y) at
such time, owned directly or indirectly by the Borrower or any Restricted
Subsidiary and (z) for which a mortgage in favor of the Trustee is not in effect
(the "Aggregate Cost of Unmortgaged Property"), exceeds $500,000, the Borrower
will as soon as practical, and in any event within ten Business Days, provide
written notice thereof to the Administrative Agent, setting forth with
specificity a description of each such interest in real property, the location
of such real property and an appraisal or its good-faith estimate of the current
value of each such real property. The Administrative Agent may require the
Borrower or the applicable Restricted Subsidiary to grant and record a mortgage
in favor of the Trustee on one or more of such real properties so that the



Aggregate Cost of Unmortgaged Property does not exceed $500,000, provided that
no new mortgage on any such real property shall be required if the costs that
would be incurred as a result thereof are excessive in relation to the benefit
that would be conferred thereby. In the event a mortgage is required, the
Borrower or such Restricted Subsidiary shall execute and deliver to the Trustee
a mortgage, together with such documents or instruments as the Administrative
Agent shall require. In no event shall the title insurance policy for any such
After Acquired Property be in an amount which is less than the Current Value of
such After Acquired Property. Further, with regard to any interest in real
property, including any fee or other ownership interest in real property or any
material lease of real property, currently owned or held by the Borrower or any
Restricted Subsidiary and which is not being encumbered by a Mortgage of even
date herewith (each such interest, an "Existing Unmortgaged Property"), upon the
written request of the Required Lenders, the Borrower will, or will cause any
applicable Restricted Subsidiary to, execute and deliver to the Administrative
Agent a Mortgage, together with such of the documents or
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instruments referred to in Section 4.01(g) and Section 4.01(h) as the Agents
shall require. In no event shall the title insurance policy for any such
Existing Unmortgaged Property be in an amount which is less than the Current
Value of such Existing Unmortgaged Property. The Borrower shall pay all fees and
expenses, including reasonable attorneys' fees and expenses and expenses of any
customary environmental due diligence, and all title insurance charges and
premiums, in connection with the obligations of the Borrower and the Restricted
Subsidiaries under this Section 6.20.

          Section 6.21. Sale and Lease-Back Transactions. The Borrower will not,
and will not cause or permit any of the Restricted Subsidiaries to, enter into
any arrangement, directly or indirectly, with any Person whereby it shall sell
or transfer any property, real or personal, used or useful in its business,
whether now owned or hereafter acquired, with an intent to rent or lease such
property or other property which it intends to use for substantially the same
purpose or purposes as the property being sold or transferred.

          Section 6.22. Acquisitions. The Borrower will not, and will not cause
or permit any of the Restricted Subsidiaries to, purchase, lease or otherwise
acquire (in one transaction or a series of transactions) all or any substantial
part of the assets of any other Person, except that (a) the Borrower and any of
the Restricted Subsidiaries may purchase inventory in the ordinary course of
business and (b) the Borrower or any Restricted Subsidiary may engage in any
such acquisition if no Event of Default or Default has occurred and is
continuing at the time of any such acquisition or would occur immediately after
giving effect thereto (on a pro forma basis as if such acquisition had occurred
on the first day of the applicable Reference Period for purposes of Section
6.29).

          Section 6.23. Impairment of Security Interests. The Borrower will not,
and will not permit any of the Subsidiaries to, take or omit to take any action,
which action or omission might or would have the result of materially impairing
the security interests in favor of the Trustee on behalf of the Secured Parties
with respect to the Collateral, and the Borrower will not, and will not permit
any of the Subsidiaries to, grant to any Person (other than the Trustee on
behalf of the Secured Parties) any interest whatsoever in the Collateral.

          Section 6.24. Limitation on Restrictions on Subsidiary Dividends, etc.
The Borrower will not, and will not cause or permit any of the Restricted
Subsidiaries to, directly or indirectly, create or otherwise cause or suffer to
exist or become effective any consensual encumbrance or restriction on the
ability of any Restricted Subsidiary to (a) pay dividends or make any other
distributions on or in respect of its Capital Stock, or pay any indebtedness
owed to the Borrower or any Restricted Subsidiary, (b) make loans or advances to
the Borrower or any Restricted Subsidiary or (c) transfer any of its properties
or assets to the Borrower or any Restricted Subsidiary, except for such
encumbrances or restrictions existing under or by reason of (i) customary
non-assignment provisions in any lease governing a leasehold interest or other
contract entered into in the ordinary course of business consistent with past
practices or (ii) this Agreement, the other Loan Documents and the Note
Agreements.

          Section 6.25. No Other Negative Pledges. The Borrower will not, and
will not cause or permit any of the Restricted Subsidiaries to, directly or



indirectly, enter into any agreement prohibiting the creation or assumption of
any Lien upon the properties or assets of the
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Borrower or any Restricted Subsidiary, whether now owned or hereafter acquired,
or requiring an obligation to be secured if some other obligation is secured,
except for this Agreement and the Parity Debt Credit Agreement and the Note
Agreements.

          Section 6.26. Sales of Receivables. The Borrower will not, and will
not cause or permit any of the Restricted Subsidiaries to, sell with recourse,
discount or otherwise sell or dispose of its notes or accounts receivable,
except for accounts receivable consisting of assets of an operating unit sold as
a going concern in accordance with all other provisions of this Agreement.

          Section 6.27. Fixed Price Supply Contracts; Certain Policies. (a) The
Borrower will not, and will not permit any of the Restricted Subsidiaries to, at
any time be a party or subject to any contract for the purchase or supply by
such parties of propane or other product except where (i) the purchase price is
set with reference to a spot index or indices substantially contemporaneously
with the delivery of such product or (ii) delivery of such propane or other
product is to be made no more than one year after the purchase price is agreed
to.

          (b) The Borrower will not amend, modify or waive the trading policy or
supply inventory position policy referred to in Section 3.29, except that the
Borrower may enter into Commodity Hedging Agreements as permitted under the
other provisions hereof. The Borrower will provide the Agents and the Lenders
with prompt written notice of any such new Commodity Hedging Agreement. Subject
to the foregoing exception, the Borrower and the Restricted Subsidiaries will
comply in all material respects with such policies at all times.

          Section 6.28. Certain Operations. The Borrower shall not permit Petro
or any of its Affiliates (other than the Borrower and the Restricted
Subsidiaries) to acquire a business which derives any revenues from the sale of
propane if, after giving effect to such acquisition, Petro's Pro Forma Propane
Volumes would equal or exceed the lesser of (a) 15% of the Borrower's reported
propane volumes sold for the most recently completed four fiscal quarters which
ended at least 90 days prior to the date of such acquisition and (b) 15 million
gallons of propane (such lesser amount, the "maximum permitted amount"). If as a
result of an acquisition, Petro's Pro Forma Propane Volumes exceeds the maximum
permitted amount, the Borrower shall not be in violation of this Section 6.28 if
within the period of 90 days following such acquisition the Borrower causes
Petro to complete the disposition of sufficient propane volume to reduce Petro's
Pro Forma Propane Volumes below the maximum permitted amount. For purposes of
this Section 6.28, "Petro's Pro Forma Propane Volumes" shall mean the actual
propane volumes sold by Petro and any of its Affiliates (other than the Borrower
and the Restricted Subsidiaries) for the most recently completed four fiscal
quarters which ended at least 90 days prior to the date of determination plus
the propane volumes sold of the propane business to be acquired for the most
recently completed four fiscal quarters which ended at least 90 days prior to
the date of determination. In addition, in the event Petro or any of its
Affiliates (other than the Borrower and the Restricted Subsidiaries) owns a
propane business, the Borrower shall not permit Petro or any such Affiliate to
accept as a customer (except for de minimis, unintentional and isolated
acceptances) any Person who is (or was during the last billing cycle of the
Borrower and the Restricted Subsidiaries) a customer of the Borrower and the
Restricted Subsidiaries.

                                                                             114

          Section 6.29. Funded Debt to Cash Flow. (a) The Borrower will not
permit the ratio on the last day of the Reference Period (the "date of
determination") of (i) Total Funded Debt as of such date of determination to
(ii) Consolidated Cash Flow for such Reference Period to be greater than 4.50 to
1.00.

          (b) Notwithstanding the foregoing, the Borrower shall not be required
to comply with the foregoing covenant on any date of determination when (after
giving effect to any borrowings, repayments or other credit events on such day)



there are no outstanding Tranche B Revolving Loans or Tranche B Term Loans and
there is no outstanding Tranche B Letter of Credit Exposure. Furthermore, for
purposes of (i) this Section 6.29 only, but not (except as otherwise expressly
provided in clause (ii) below) for purposes of determining the Applicable Margin
or any other purpose and (ii) calculating the Leverage Ratio as required by
Section 4.03(a), Consolidated Cash Flow for the Reference Period shall mean the
greater of (A) Consolidated Cash Flow for the most recent period of four
consecutive fiscal quarters prior to the date of determination and (B) 50% of
Consolidated Cash Flow for the most recent period of eight consecutive fiscal
quarters prior to the date of determination. In addition, it is understood and
agreed that, when and to the extent that another provision of this Agreement
expressly provides otherwise, the Borrower shall not be required to calculate
Consolidated Cash Flow on a pro forma basis as of any date of determination
other than the last day of each fiscal quarter of the Borrower.

          Section 6.30. Independent Corporate Existence. (a) Except as set forth
on Schedule 6.30, (a) the Borrower shall maintain, and shall cause each of its
Subsidiaries (other than Petro Holdings or its Subsidiaries) to maintain, books,
records and accounts that are separate from the books, records and accounts of
Petro or any of its Subsidiaries such that: (i) the revenues of the Borrower and
its Subsidiaries will be credited to the accounts of the Borrower and its
Subsidiaries only; (ii) all expenses incurred by the Borrower and its
Subsidiaries shall be paid only from the accounts of the Borrower and its
Subsidiaries (other than those paid by Petro and allocated to the Borrower in
the manner set forth in clause (c) of this Section); (iii) only officers and
employees of the General Partner, the Borrower and its Subsidiaries in their
capacity as such shall have the authority to make disbursements with respect to
the accounts of the Borrower and its Subsidiaries; (iv) there shall occur no
sharing of accounts or funds between the Borrower and its Subsidiaries, on the
one hand, and Petro or any of its Subsidiaries (other than the Borrower and its
Subsidiaries), on the other hand; and (v) all cash and funds of the Borrower and
its Subsidiaries shall be managed separately from the cash and funds of Petro or
any of its Subsidiaries (other than the Borrower and its Subsidiaries), and
there shall not occur any commingling, including for investment purposes, of
funds or assets of the Borrower and its Subsidiaries with the funds or assets of
Petro or any of its Subsidiaries.

          (b) All full-time employees, consultants and agents of the Borrower
and its Subsidiaries (other than Petro Holdings or its Subsidiaries) shall be
compensated directly from the bank accounts of the General Partner, the Borrower
and such Subsidiaries (other than Petro Holdings or its Subsidiaries) for
services provided by such employees, consultants and agents and, to the extent
any employee, consultant or agent is also an employee, consultant or agent of
Petro or any of its Subsidiaries, the compensation of such employee, consultant
or agent shall be allocated in accordance with clause (c) of this Section among
the Borrower and its Subsidiaries, on the one hand, and Petro and any of its
Subsidiaries, on the other hand, on a basis which
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reasonably reflects the services rendered to the Borrower and its Subsidiaries
(other than Petro Holdings or its Subsidiaries).

          (c) All overhead expenses (including telephone and other utility
charges) for items shared by the Borrower and its Subsidiaries, on the one hand,
and Petro or any of its Subsidiaries (other than Petro Holdings or its
Subsidiaries), on the other hand, shall be allocated on the basis of actual use
to the extent practicable and, to the extent such allocation is not practicable,
on a basis reasonably related to actual use.

          (d) The Borrower shall not permit Petro or any of its Subsidiaries to
be named as a loss payee or additional insured on the insurance policy covering
the property of the Borrower or any of its Subsidiaries (other than Petro
Holdings or its Subsidiaries), or enter into an agreement with the holder of
such policy whereby in the event of a loss in connection with such property,
proceeds are paid to Petro and its Subsidiaries.

                                   ARTICLE VII

                                EVENTS OF DEFAULT

          Section 7.01. Events of Default. In case of the happening of any of
the following events ("Events of Default"):



          (a) default shall be made in the payment of any principal of any Loan
or any reimbursement obligation in respect of a Letter of Credit when and as the
same shall become due and payable, whether at the due date thereof or at a date
fixed for prepayment thereof or by acceleration thereof or otherwise;

          (b) default shall be made in the payment of any interest on any Loan
or any Fee or any other amount (other than an amount referred to in paragraph
(a) above) due under any Loan Document, when and as the same shall become due
and payable, and such default shall continue unremedied for a period of five
Business Days;

          (c) default shall be made in the due observance or performance by the
Borrower or any Subsidiary of any covenant, condition or agreement contained in
Section 5.02(h) or any of Section 6.01 through Section 6.08, inclusive, Section
6.10, Section 6.11 (other than the failure to deliver any broker report on a
timely basis as required by Section 15.3 of the Mortgage) and Section 6.17
through Section 6.29, inclusive, of this Agreement or in Section 4.21 or 4.23 of
the Borrower Security Agreement;

          (d) default shall be made in the due observance or performance by the
Borrower or any other Loan Party of any covenant, condition or agreement
contained in any Loan Document (other than those specified in paragraph (a), (b)
or (c) above) and such default shall continue unremedied for a period of 30 days
after such default shall first have become known to any officer of any Loan
Party or written notice thereof shall have been received by the Borrower from
the Administrative Agent or any Lender;

          (e) any representation or warranty made in writing or deemed made by
or on behalf of the Borrower or any of its Affiliates in this Agreement or any
other Operative
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Agreement shall prove to have been false or incorrect in any material respect on
the date as of which made or deemed made;

          (f) the Borrower or any Restricted Subsidiary (as principal or
guarantor or other surety) shall default in the payment of any amount of
principal of or premium or interest on Indebtedness which is outstanding in a
principal amount of at least $2,000,000 in the aggregate (other than the
Facilities Obligations) or on the Mortgage Notes; or any event shall occur or
condition shall exist in respect of any Indebtedness which is outstanding in a
principal amount of at least $2,000,000 or the Mortgage Notes under any evidence
of any such Indebtedness or the Mortgage Notes or of any mortgage, indenture or
other agreement relating to such Indebtedness or the Mortgage Notes, the effect
of which is to cause (or to permit one or more Persons to cause) such
Indebtedness or the Mortgage Notes to become due before its stated maturity or
before its regularly scheduled dates of payment or to permit the holders of such
Indebtedness or the Mortgage Notes to cause the Borrower or any Restricted
Subsidiary to repurchase or repay such Indebtedness or the Mortgage Notes, and
such default, event or condition shall continue for more than the period of
grace, if any, specified therein and shall not have been waived pursuant
thereto;

          (g) filing by or on the behalf of the Borrower or the General Partner
of a voluntary petition or an answer seeking reorganization, arrangement,
readjustment of its debts or for any other relief under any bankruptcy,
reorganization, compromise, arrangement, insolvency, readjustment of debt,
dissolution or liquidation or similar act or law, state or Federal, now or
hereafter existing ("Bankruptcy Law"), or any action by the Borrower or the
General Partner for, or consent or acquiescence to, the appointment of a
receiver, trustee or other custodian of the Borrower, or the General Partner, or
of all or a substantial part of its property; or the making by the Borrower or
the General Partner of any assignment for the benefit of creditors; or the
admission by the Borrower or the General Partner in writing of its inability to
pay its debts as they become due;

          (h) filing of any involuntary petition against the Borrower or the
General Partner in bankruptcy or seeking reorganization, arrangement,
readjustment of its debts or for any other relief under any Bankruptcy Law and
an order for relief by a court having jurisdiction in the premises shall have
been issued or entered therein; or any other similar relief shall be granted



under any applicable Federal or state law; or a decree or order of a court of
competent jurisdiction for the appointment of a receiver, liquidator,
sequestrator, trustee or other officer having similar powers over the Borrower
or the General Partner or over all or a part of its property shall have been
entered; or the involuntary appointment of an interim receiver, trustee or other
custodian of the Borrower or the General Partner or of all or a substantial part
of its property; or the issuance of a warrant of attachment, execution or
similar process against any substantial part of the property of the Borrower or
the General Partner; and continuance of any such event for 60 consecutive days
unless dismissed, bonded to the satisfaction of the court of competent
jurisdiction or discharged;

          (i) filing by or on the behalf of any Restricted Subsidiary of a
voluntary petition or an answer seeking reorganization, arrangement,
readjustment of its debts or for any other relief under any Bankruptcy Law, or
any action by any Restricted Subsidiary for, or consent or acquiescence to, the
appointment of a receiver, trustee or other custodian of such
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Restricted Subsidiary or of all or a substantial part of its property; or the
making by any Restricted Subsidiary of any assignment for the benefit of
creditors; or the admission by any Restricted Subsidiary in writing of its
inability to pay its debts as they become due;

          (j) filing of any involuntary petition against any Restricted
Subsidiary in bankruptcy or seeking reorganization, arrangement, readjustment of
its debts or for any other relief under any Bankruptcy Law and an order for
relief by a court of competent jurisdiction shall have been issued or entered
therein; or any other similar relief shall be granted under any applicable
Federal or state law; or a decree or order of a court having jurisdiction in the
premises for the appointment of a receiver, liquidator, sequestrator, trustee or
other officer having similar powers over any Restricted Subsidiary or over all
or a part of its property shall have been entered; or the involuntary
appointment of an interim receiver, trustee or other custodian of any Restricted
Subsidiary or of all or a substantial part of its property; or the issuance of a
warrant of attachment, execution or similar process against any substantial part
of the property of any Restricted Subsidiary; and continuance of any such event
for 60 consecutive days unless dismissed, bonded to the satisfaction of the
court of competent jurisdiction or discharged;

          (k) a final judgment or judgments (which is or are non-appealable or
which has or have not been stayed pending appeal or as to which all rights to
appeal have expired or been exhausted) shall be rendered against the Borrower or
any Restricted Subsidiary for the payment of money in excess of $500,000 in the
aggregate and any one of such judgments shall not be discharged or execution
thereon stayed pending appeal within 45 days after the date due, or, in the
event of such a stay, such judgment shall not be discharged within 30 days after
such stay expires, or any action shall be legally taken by a judgment creditor
to levy upon assets or properties of the Borrower or any Restricted Subsidiary
to enforce any such judgment;

          (l) any of the Loan Documents or other Operative Agreements shall at
any time, for any reason, cease to be in full force and effect or shall be
declared to be null and void in whole or in any material part by the final
judgment (which is non-appealable or has not been stayed pending appeal or as to
which all rights to appeal have expired or been exhausted) of any court or other
governmental or regulatory authority having jurisdiction in respect thereof, or
the validity or the enforceability of any of the Loan Documents or other
Operative Agreements shall be contested by or on behalf of the Borrower or any
other Loan Party, or the Borrower or any other Loan Party shall renounce any of
the Loan Documents or other Operative Agreements, or deny that it is bound by
the terms of any of the Loan Documents or other Operative Agreements;

          (m) any Lien purported to be created by any Collateral Document shall
cease to be, or shall for any reason be asserted by the Borrower or any other
Loan Party not to be, a valid, perfected, first priority Lien on the securities,
properties or assets covered thereby, other than as a result of an act or
omission of any Agent or Lender;

          (n) any order, judgment or decree is entered in any proceedings
against the Borrower decreeing a split-up of the Borrower which requires the
divestiture of assets of the Borrower or the divestiture of the stock of a



Restricted Subsidiary which would not be permitted if such divestiture were
considered a partial disposition of assets pursuant to Section 6.07(c) and such
order, judgment or decree shall not be dismissed or execution thereon stayed
pending appeal;
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          (o) there shall occur at any time a change in Legal Requirements
specifically applicable to the Borrower or to the Business or to the business of
the wholesale and retail sale, distribution and storage of propane gas and
related petroleum derivative products and the related retail sale of supplies
and equipment, including home appliances which would have a Material Adverse
Effect and 60 days after the earlier of (i) such occurrence shall first have
become known to any officer of the Borrower or the General Partner or (ii)
written notice thereof shall have been received by the Borrower from the
Administrative Agent or any Lender, such Material Adverse Effect shall be
continuing;

          (p) (i) any Person shall engage in any "prohibited transaction" (as
defined in Section 406 of ERISA or Section 4975 of the Code) involving any Plan,
(ii) any "accumulated funding deficiency" (as defined in Section 302 of ERISA),
whether or not waived, shall exist with respect to any Plan, or any Lien shall
arise on the assets of the Borrower or any Related Person in favor of the PBGC
or a Plan, (iii) a Reportable Event shall occur with respect to, or proceedings
shall commence to have a trustee appointed (or a trustee shall be appointed) to
administer, or to terminate, any Single Employer Plan, which Reportable Event or
commencement of proceedings or appointment of a trustee is, in the reasonable
opinion of the Required Lenders, likely to result in the termination of such
Plan for purposes of Title IV of ERISA, (iv) any Single Employer Plan shall
terminate for purposes of Title IV of ERISA, (v) the Borrower or any Related
Person shall, or in the reasonable opinion of the Required Lenders is likely to,
incur any liability in connection with a withdrawal from, or the termination,
reorganization or insolvency of (within the meaning of such terms as used in
ERISA), a Multiemployer Plan or (vi) any other events or condition shall occur
or exist with respect to a Plan; and, in each case in clauses (i) through (vi)
above, such event or condition, together with all other such event or
conditions, if any, could reasonably be expected to result in liabilities of the
Borrower and the Restricted Subsidiaries in an aggregate amount in excess of
$1,000,000;

          (q) either (i) the Borrower or any Restricted Subsidiary shall be
liable, whether directly, indirectly through required indemnification of any
Person or otherwise, for the costs of investigation and/or remediation of any
Hazardous Material originating from or affecting property or properties, whether
or not owned, leased or operated by the Borrower or any Restricted Subsidiary,
which liability, together with all other such liabilities, could reasonably be
expected to result in liabilities of the Borrower and the Restricted
Subsidiaries in excess of $1,000,000 or (ii) any Federal, state, regional, local
or other environmental regulatory agency or authority shall commence an
investigation or take any other action that could reasonably be expected to be
determined adversely to the Borrower or any Restricted Subsidiary and, on the
basis of such a determination, to result in liabilities of the Borrower and the
Restricted Subsidiaries in excess of $1,000,000;

          (r) any Governmental Authority revokes or fails to renew any material
license, permit or franchise of the Borrower or any Restricted Subsidiary, or
the Borrower or any Restricted Subsidiary for any reason loses any material
license, permit or franchise, or the Borrower or any Restricted Subsidiary
suffers the imposition of any restraining order, escrow, suspension or impound
of funds in connection with any proceeding (judicial or administrative) with
respect to any material license, permit or franchise;

          (s) the occurrence of a Material Adverse Effect;
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          (t) the occurrence of any Change in Control; or

          (u) Petro Holdings or any other Unrestricted Subsidiary shall make any
Restricted Payment, loans or other extensions of credit directly to the Public
Partnership;



then, and in every such event, and at any time thereafter during the continuance
of such event, the Administrative Agent may, and at the request of the Required
Lenders, shall take one or more of the following actions, at the same or
different times: (i) by notice to the Borrower terminate the Commitments and
they shall immediately terminate; (ii) by notice to the Borrower declare the
Loans then outstanding to be forthwith due and payable (in whole or, in the sole
discretion of the Required Lenders, from time to time in part), whereupon the
principal of the Loans so declared to be due and payable, together with accrued
interest thereon and any unpaid accrued Fees and all other liabilities of the
Borrower accrued hereunder or under any other Loan Document, shall thereupon
become immediately due and payable, without presentment, demand, protest or any
other notice of any kind, all of which are hereby expressly waived by the
Borrower, anything contained herein or in any other Loan Document to the
contrary notwithstanding; (iii) require the Borrower to deposit cash collateral
with the Trustee pursuant to the Intercreditor Agreement in an amount not
exceeding the Letter of Credit Exposure; (iv) exercise any remedies available
under the Guarantee Agreements, the Collateral Documents or otherwise; or (v)
any combination of the foregoing; provided that in the case of any of the Events
of Default with respect to the Borrower described in paragraph (g) or (h) above,
the Commitments shall automatically terminate and the principal of the Loans
then outstanding, together with accrued interest thereon and any unpaid accrued
Fees and all other liabilities of the Borrower accrued hereunder or under any
other Loan Document, shall automatically become due and payable, without
presentment, demand, protest or any other notice of any kind, all of which are
hereby expressly waived by the Borrower, anything contained herein or in any
other Loan Document to the contrary notwithstanding.

          Section 7.02. Remedies. In case any one or more Events of Default or
Defaults shall occur and be continuing, (i) any Lender may proceed to protect
and enforce the rights of such Lender by an action at law, suit in equity or
other appropriate proceeding, whether for the specific performance of any
agreement contained herein or in any other Loan Document, or for an injunction
against a violation of any of the terms hereof or thereof, or in aid of the
exercise of any power granted hereby or thereby or by law or otherwise, and (ii)
the Trustee and the Lenders may exercise any rights or remedies in their
respective capacities under the Collateral Documents in accordance with the
provisions thereof. In case of a default in the payment or performance of any
provision hereof or of the Loan Documents, the Borrower will pay to each Lender
such further amount as shall be sufficient to cover the cost and expenses of
collection, including reasonable attorneys' fees, expenses and disbursements,
and any out-of-pocket costs and expenses of any such holder incurred in
connection with analyzing, evaluating, protecting, ascertaining, defending or
enforcing any of its rights as set forth herein or in any of the Loan Documents.
No course of dealing and no delay on the part of any Lender in exercising any
right, power or remedy shall operate as a waiver thereof or otherwise prejudice
such Lender's rights, powers or remedies. No right, power or remedy conferred by
this Agreement or by any other Loan Document upon any Lender shall be exclusive
of any other right, power or remedy referred to herein or therein or now or
hereafter available at law, in equity, by statute or otherwise.

                                                                             120

                                  ARTICLE VIII

                           THE AGENTS AND ISSUING BANK

          Section 8.01. Appointment and Authorization. (a) Each of the Lenders,
and each subsequent holder of any Note by its acceptance thereof, hereby
irrevocably appoints and authorizes each of the Agents and the Issuing Bank to
take such actions as agent on behalf of such Lender or holder and to exercise
such powers as are specifically delegated to such Agent or the Issuing Bank, as
the case may be, by the terms and provisions hereof and of the other Loan
Documents, together with such actions and powers as are reasonably incidental
thereto. Notwithstanding any provision to the contrary elsewhere in this
Agreement, neither the Agents nor the Issuing Bank shall have any duties or
responsibilities, except those expressly set forth herein, or any fiduciary
relationship with any Lender, and no implied covenants, functions,
responsibilities, duties, obligations or liabilities shall be read into this
Agreement or any other Loan Document or otherwise exist against the Agents or
the Issuing Bank.

          (b) The Administrative Agent is hereby expressly authorized by the



Lenders to, without hereby limiting any implied authority, and hereby agrees (in
the case of clause (ii) below, at the direction of the Required Lenders) to, (i)
receive on behalf of the Lenders all payments of principal of and interest on
the Loans and all other amounts due to the Lenders hereunder, and promptly to
distribute to each Lender its proper share of each payment so received; (ii)
give notice on behalf of each of the Lenders to the Borrower of any Event of
Default specified in this Agreement of which the Administrative Agent has actual
knowledge acquired in connection with its agency hereunder; and (iii) distribute
to each Lender copies of all notices, financial statements and other materials
delivered by the Borrower or any Subsidiary pursuant to this Agreement or any
other Loan Document as received by the Administrative Agent (other than
materials required hereunder to be delivered by the Borrower directly to the
Lenders).

          Section 8.02. Liability of Agents. Neither the Agents, the Issuing
Bank, nor any of their respective directors, officers, employees,
attorneys-in-fact, affiliates or agents, shall be liable as such for any action
taken or omitted to be taken by any of them in connection with this Agreement or
any other Loan Document, except for such party's own gross negligence or willful
misconduct (as found by a final and nonappealable decision of a court of
competent jurisdiction), or be responsible for any statement, warranty, recital
or representation herein or the contents of any document delivered in connection
herewith, or be required to ascertain or to make any inquiry concerning the
performance or observance by the Borrower or any Subsidiary of any of the terms,
conditions, covenants or agreements contained in any Loan Document. Neither the
Agents nor the Issuing Bank shall be responsible to the Lenders or the holders
of the Notes for the due execution, genuineness, validity, enforceability or
effectiveness of this Agreement, the Notes or any other Loan Documents or other
instruments or agreements. The Administrative Agent may deem and treat the payee
of any Note as the owner thereof for all purposes hereof until it shall have
received from the payee of such Note notice, given as provided herein, of the
transfer thereof in compliance with Section 9.04. Each of the Administrative
Agent, the Issuing Bank and the Lenders shall be entitled to rely, and shall be
fully protected in relying, upon any instrument, writing, resolution, notice,
consent, certificate, affidavit, letter, telecopy, telex or teletype message,
statement, order or other document or conversation believed by it to be
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genuine and correct and to have been signed, sent or made by the proper Person
or Persons and upon advice and statements of legal counsel (including counsel to
the Borrower), independent accountants and other experts selected by the
Administrative Agent. Each of the Administrative Agent, the Issuing Bank and the
Lenders shall be fully justified in failing or refusing to take any action under
this Agreement or any other Loan Document unless it shall first receive such
advice or concurrence of the Required Lenders (or, if so specified by this
Agreement, all Lenders) as it deems appropriate or it shall first be indemnified
to its satisfaction by the Lenders against any and all liability and expense
that may be incurred by it by reason of taking or continuing to take any such
action. Neither the Agents, the Issuing Bank nor any of their respective
directors, officers, employees or agents, shall have any responsibility to the
Borrower on account of the failure of or delay in performance or breach by any
Lender of any of its obligations hereunder or to any Lender on account of the
failure of or delay in performance or breach by any other Lender or the Borrower
or any Subsidiary of any of their respective obligations hereunder or under any
other Loan Document or in connection herewith or therewith. Each of the Agents
and the Issuing Bank may execute any and all duties hereunder by or through
agents or employees, shall be entitled to consult with legal counsel,
independent public accountants and other experts selected by it with respect to
all matters arising hereunder and shall not be liable for any action taken or
omitted to be taken in good faith by it in accordance with the advice of such
counsel, accountants or experts. None of Lenders identified in this Agreement as
a "Documentation Agent" or "Syndication Agent" shall have any obligation,
liability, responsibility or duty under this Agreement in such capacity other
than those applicable to all Lenders as such. Without limiting the foregoing,
none of Lenders so identified as "Documentation Agent" or "Syndication Agent"
shall have or be deemed to have any fiduciary relationship with any Lender. Each
Lender acknowledges that is has not relied, and will not rely, on any of Lenders
so identified in deciding to enter into this Agreement or in taking or not
taking action hereunder.

          Section 8.03. Action by Agents. The Lenders hereby acknowledge that
none of the Agents and the Issuing Bank shall be under any duty to take any



discretionary action permitted to be taken by it pursuant to the provisions of
this Agreement unless it shall be requested in writing to do so by the Required
Lenders. The obligations of the Agents and the Issuing Bank under the Loan
Documents are only those expressly set forth herein and therein.

          Section 8.04. Notice of Default. Except for actual knowledge of
non-payment, the Administrative Agent shall not be deemed to have knowledge or
notice of the occurrence of any Default or Event of Default unless the
Administrative Agent has received notice from a Lender or the Borrower referring
to this Agreement, describing such Default or Event of Default and stating that
such notice is a "notice of default". In the event that the Administrative Agent
receives such a notice, the Administrative Agent shall give notice thereof to
the Lenders. The Administrative Agent shall take such action with respect to
such Default or Event of Default as shall be reasonably directed by the Required
Lenders (or, if so specified by this Agreement, all Lenders); provided that
unless and until the Administrative Agent shall have received such directions,
the Administrative Agent may (but shall not be obligated to) take such action,
or refrain from taking such action, with respect to such Default or Event of
Default as it shall deem advisable in the best interests of the Lenders.

          Section 8.05. Successor Agents. Each Administrative Agent and the
Issuing Bank (except, in the case of the Issuing Bank, in respect of Letters of
Credit issued by it) may
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resign at any time by notifying the Lenders and the Borrower. Upon any such
resignation, the Required Lenders shall have the right to appoint from among the
Lenders a successor, whereupon such successor shall succeed to the rights,
powers and duties of either the Administrative Agent or Issuing Bank, and the
term "Administrative Agent" or "Issuing Bank" shall mean such successor agent
effective upon such appointment and approval, and the former Administrative
Agent or Issuing Bank's rights, powers and duties as Administrative Agent or
Issuing Bank shall be terminated, without any other or further act or deed on
the part of such former Administrative Agent, Issuing Bank or any of the parties
to this Agreement or any holders of the Loans. If no successor shall have been
so appointed by the Required Lenders, and shall have accepted such appointment,
within 10 days after the retiring Agent or Issuing Bank, as the case may be,
gives notice of its resignation, then the retiring Administrative Agent's or
Issuing Bank's resignation shall nevertheless thereupon become effective, and
the retiring Administrative Agent or Issuing Bank, as the case may be, may, on
behalf of the Lenders, appoint a successor, which shall be a commercial bank
organized or licensed under the laws of the United States of America or of any
State thereof and having a combined capital and surplus of at least $500,000,000
or an Affiliate of any such bank. Upon the acceptance of any appointment as the
Administrative Agent or Issuing Bank, as the case may be, hereunder by a
successor bank, such successor shall succeed to and become vested with all the
rights, powers, privileges and duties of the retiring Administrative Agent or
Issuing Bank and the retiring Administrative Agent or Issuing Bank shall be
discharged from its duties and obligations hereunder. After the resignation of
the Administrative Agent or the Issuing Bank, as the case may be, hereunder, the
provisions of this Article and Section 9.05 shall continue in effect for its
benefit in respect of any actions taken or omitted to be taken by it while it
was acting as the Administrative Agent or Issuing Bank.

          Section 8.06. Agent and Affiliate. With respect to the Loans made by
it hereunder, the Letters of Credit issued by it hereunder and the Notes issued
to it, each of the Agents and the Issuing Bank in its individual capacity and
not as an Agent or the Issuing Bank shall have the same rights and powers as any
other Lender and may exercise the same as though it were not an Agent or the
Issuing Bank. The term "Lender" or "Lenders" shall include each Agent in its
individual capacity. Each of the Agents and the Issuing Bank (and its
Affiliates) may accept deposits from, lend money to and generally engage in any
kind of business and transactions with the Borrower or any Subsidiary or other
Affiliate thereof as if it were not an Agent or the Issuing Bank (or such
Affiliate thereof).

          Section 8.07. Indemnification. Each Lender agrees (a) to reimburse
each of the Agents and the Issuing Bank, on demand, in the amount of its pro
rata share (based on its Commitment hereunder) of any expenses incurred for the
benefit of the Lenders by such Agent or the Issuing Bank, as the case may be,
including counsel fees and compensation of agents and employees paid for
services rendered on behalf of the Lenders, which shall not have been reimbursed



by the Borrower and (b) to indemnify and hold harmless each of the Agents, the
Issuing Bank and any of their respective directors, officers, employees,
attorneys-in-fact, affiliates or agents, promptly after demand, in the amount of
such pro rata share, from and against any and all liabilities, taxes,
obligations, losses, damages, penalties, actions, judgments, suits, costs,
expenses or disbursements of any kind or nature whatsoever which may at any time
be imposed on, incurred by or asserted against it in its capacity as an Agent or
the Issuing Bank or any of them in any way relating to or arising out of this
Agreement, any other Loan
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Document, any documents contemplated by or referred herein or therein, the
transactions contemplated hereby or thereby or any action taken or omitted by it
or any of them under this Agreement or any other Loan Document, to the extent
the same shall not have been reimbursed by the Borrower; provided that no Lender
shall be liable to any Agent or the Issuing Bank for any portion of such
liabilities, obligations, losses, damages, penalties, actions, judgments, suits,
costs, expenses or disbursements resulting from the gross negligence or willful
misconduct of such Agent or the Issuing Bank (as found by a final and
nonappealable decision of a court of competent jurisdiction).

          Section 8.08. Credit Decision. Each Lender expressly acknowledges that
neither the Agents nor any of their respective officers, directors, employees,
agents, attorneys-in-fact or affiliates have made any representations or
warranties to it and that no act by any Agent hereafter taken, including any
review of the affairs of a Loan Party or any affiliate of a Loan Party, shall be
deemed to constitute any representation or warranty by any Agent to any Lender.
Each Lender acknowledges that it has, independently and without reliance upon
the Agents, the Issuing Bank or any other Lender and based on such documents and
information as it has deemed appropriate, made its own credit analysis and
decision to enter into this Agreement. Each Lender also acknowledges that it
will independently and without reliance upon the Agents, the Issuing Bank or any
other Lender and based on such documents and information as it shall from time
to time deem appropriate, continue to make its own decisions in taking or not
taking action under or based upon this Agreement or any other Loan Document, any
related agreement or any document furnished hereunder or thereunder. Except for
notices, reports and other documents expressly required to be furnished to the
Lenders by the Agents hereunder, the Agents shall not have any duty or
responsibility to provide any Lender with any credit or other information
concerning the business, operations, property, condition (financial or
otherwise), prospects or creditworthiness of any Loan Party or any affiliate of
a Loan Party that may come into the possession of the Agents or any of its
officers, directors, employees, agents, attorneys-in-fact or affiliates.

          Section 8.09. Intercreditor Agreement. The Lenders hereby authorize
and agree to be bound by the terms of the Intercreditor Agreement and authorize
the Administrative Agent, on behalf of the Lenders, to execute the Agreement of
Lenders and Supplement to Intercreditor Agreement.

                                   ARTICLE IX

                                  MISCELLANEOUS

          Section 9.01. Notices. Notices and other communications provided for
herein shall be in writing and shall be delivered by hand or overnight courier
service, mailed by certified or registered mail or sent by telecopy as follows:

          (a) if to the Borrower, to it at:

          2187 Atlantic Street,
          Stamford, CT 06902
          Attention of Richard Ambury
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          Telecopy no.: (203) 328-7393
          Telephone: (203) 328-7300
          E-Mail Address: rambury@star-gas.com;

          (b) if to the Administrative Agent, to it at:



          JPMorgan Chase Bank
          Loan and Agency Services Group
          1111 Fannin, Street
          Houston, TX 77002
          Attention: Debbie Meche/Melissa Paiva
          Telecopy no.: (713) 750-2938

          with a copy to:

          JPMorgan Chase Bank
          395 North Service Road
          Melville, NY 11747
          Attention: William DeMilt, Jr.
          Telecopy: (631) 755-5184

          (c) if to the Documentation Agent, to it at:

          Wachovia Bank, N.A.
          301 South College Street
          Charlotte, NC 28288
          Attention: Mark Weir
          Telecopy no.: (704) 383-0550

          with a copy to

          Wachovia Bank, N.A.
          201 South College Street
          Charlotte, NC 28288
          Attention: Cynthia Rawson
          Telecopy no.: (704) 715-0097

          (d) if to the Syndication Agent, to it at:

          Fleet National Bank
          100 Federal Street
          Boston, MA 02110
          Attention: Bert Valbona
          Telecopy no.: (617) 434-3652
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          with a copy to:

          Fleet National Bank
          100 Federal Street
          Boston, MA 02110
          Attention: Francia Castille
          Telecopy no.: (617) 434-9820

          (e) if to a Lender, to it at its address on Schedule 1.01A hereto or
in the Assignment and Acceptance pursuant to which such Lender shall have become
a party hereto.

          All notices and other communications given to any party hereto in
accordance with the provisions of this Agreement shall be deemed to have been
given on the date of receipt if delivered by hand or overnight courier service
or sent by telecopy or on the date five Business Days after dispatch by
certified or registered mail if mailed, in each case delivered, sent or mailed
properly addressed) to such party as provided in this Section 9.01 or in
accordance with the latest unrevoked direction from such party given in
accordance with this Section 9.01; provided, that any notice, request or demand
to or upon the Administrative Agent or the Lenders shall not be effective until
received.

          Notices and other communications to the Lenders hereunder may be
delivered or furnished by electronic communications pursuant to procedures
approved by the Administrative Agent; provided, that the foregoing shall not
apply to notices pursuant to Article II unless otherwise agreed by the
Administrative Agent and the applicable Lender. The Administrative Agent or the
Borrower may, in its discretion, agree to accept notices and other
communications to it hereunder by electronic communications pursuant to
procedures approved by it; provided, that approval of such procedures may be



limited to particular notices or communications.

          Section 9.02. Survival of Agreement. All covenants, agreements,
representations and warranties made by the Borrower herein and in the
certificates or other instruments prepared or delivered in connection with or
pursuant to this Agreement or any other Loan Document shall be considered to
have been relied upon by the Lenders, the Agents and the Issuing Bank and shall
survive the making by the Lenders of the Loans, the execution and delivery to
the Lenders of the Notes evidencing such Loans, and the issuance of the Letters
of Credit, regardless of any investigation made by the Lenders, the Agents or
the Issuing Bank or on their behalf, and shall continue in full force and effect
as long as (a) the principal of or any accrued interest on any Loan, any Fee,
any Letter of Credit Disbursement or any other amount payable under this
Agreement or any other Loan Document is outstanding and unpaid, (b) the
Commitments have not been terminated or (c) any Letter of Credit has not expired
or been terminated.

                  Section 9.03. Binding Effect. This Agreement shall become
effective when the conditions precedent set forth in Section 4.01 are satisfied
(except that, solely for the purpose of calculating any fees stated herein to
commence to accrue on the date of this Agreement, this Agreement shall become
effective when the conditions precedent set forth in Section 4.01(a) are
satisfied).
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          Section 9.04. Successors and Assigns; Participations and Assignments.
(a) The provisions of this Agreement shall be binding upon and inure to the
benefit of the parties hereto and their respective successors and assigns
permitted hereby (including any affiliate of the Issuing Lender that issues any
Letter of Credit), except that (i) the Borrower may not assign or otherwise
transfer any of its rights or obligations hereunder without the prior written
consent of each Lender (and any attempted assignment or transfer by the Borrower
without such consent shall be null and void) and (ii) no Lender may assign or
otherwise transfer its rights or obligations hereunder except in accordance with
this Section.

          (b) (i) Subject to the conditions set forth in paragraph (b)(ii)
below, any Lender may assign to one or more assignees (each, an "Assignee") all
or a portion of its rights and obligations under this Agreement (including all
or a portion of its Commitments and the Loans at the time owing to it) with the
prior written consent (such consent not to be unreasonably withheld) of:

               (A) the Borrower, provided that, no consent of the Borrower shall
          be required for an assignment to a Lender, an affiliate of a Lender,
          an Approved Fund (as defined below) or, if an Event of Default under
          Section 7.01(a), (b), (g), (h), (i) or (j) has occurred and is
          continuing, any other Person;

               (B) the Administrative Agent, provided that, no consent of the
          Administrative Agent shall be required for an assignment of (x) any
          Revolving Credit Commitment to an assignee that is a Lender with a
          Revolving Credit Commitment immediately prior to giving effect to such
          assignment or (y) all or any portion of a Tranche B Term Loan to a
          Lender, an Affiliate of a Lender or an Approved Fund; and

               (C) in the case of an assignment of any Revolving Credit
          Commitment, the Issuing Bank, provided that, no consent of the Issuing
          Bank shall be required for an assignment of any Revolving Credit
          Commitment to an assignee that is a Lender with a Revolving Credit
          Commitment immediately prior to giving effect to such assignment.

          (ii) Assignments shall be subject to the following additional
conditions:

               (A) except in the case of an assignment to a Lender, an affiliate
          of a Lender or an Approved Fund or an assignment of the entire
          remaining amount of the assigning Lender's Commitments or Loans under
          any Facility, the amount of the Commitments or Loans of the assigning
          Lender subject to each such assignment (determined as of the date the
          Assignment and Acceptance with respect to such assignment is delivered
          to the Administrative Agent) shall not be less than $5,000,000 unless
          each of the Borrower and the Administrative Agent (and, if applicable,



          the Issuing Lender) otherwise consent, provided that (1) no such
          consent of the Borrower shall be required if an Event of Default under
          Section 7.01(a), (b), (g), (h), (i) or (j) has occurred and is
          continuing and (2) such amounts shall be aggregated in respect of each
          Lender and its affiliates or Approved Funds, if any;
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               (B) each Lender shall simultaneously assign, and the Assignee
          shall simultaneously take an assignment of, a pro rata portion of the
          sum of the principal amount of the outstanding loans under the Parity
          Debt Credit Agreement and the unused amount of the commitment of the
          assigning lender under the Parity Debt Credit Agreement and all other
          interests, rights and obligations under the Parity Debt Credit
          Agreement in accordance with the provisions thereof, such that at all
          times (I) the Tranche B Revolving Credit Commitment Percentage of such
          Lender under Facility B and the Revolving Credit Commitment Percentage
          (as defined in the Parity Debt Credit Agreement) of such lender under
          the Parity Debt Credit Agreement shall be the same and (II) the
          Tranche A Revolving Credit Commitment Percentage of such Lender under
          Facility A and the Revolving Credit Commitment Percentage (as defined
          in the Parity Debt Credit Agreement) of such lender under the Parity
          Debt Credit Agreement shall be the same;

               (C) assignments and participations pursuant to this Section 9.04
          need to be pro rata among the Facilities;

               (D) the parties to each assignment shall execute and deliver to
          the Administrative Agent an Assignment and Acceptance, together with a
          processing and recordation fee of $3,500; and

               (E) the Assignee, if it shall not be a Lender, shall deliver to
          the Administrative Agent an administrative questionnaire.

          For the purposes of this Section 9.04, the terms "Approved Fund" has
the following meaning:

          "Approved Fund" means any Person (other than a natural person) that is
     engaged in making, purchasing, holding or investing in bank loans and
     similar extensions of credit in the ordinary course of its business and
     that is administered or managed by (a) a Lender, (b) an Affiliate of a
     Lender or (c) an entity or an Affiliate of an entity that administers or
     manages a Lender.

          (iii) Subject to acceptance and recording thereof pursuant to
     paragraph (b)(iv) below, from and after the effective date specified in
     each Assignment and Acceptance the Assignee thereunder shall be a party
     hereto and, to the extent of the interest assigned by such Assignment and
     Acceptance, have the rights and obligations of a Lender under this
     Agreement, and the assigning Lender thereunder shall, to the extent of the
     interest assigned by such Assignment and Acceptance, be released from its
     obligations under this Agreement (and, in the case of an Assignment and
     Acceptance covering all of the assigning Lender's rights and obligations
     under this Agreement, such Lender shall cease to be a party hereto but
     shall continue to be entitled to the benefits of Section 2.13, Section
     2.15, Section 2.19 and Section 9.05). Any assignment or transfer by a
     Lender of rights or obligations under this Agreement that does not comply
     with this Section 9.04 shall be treated for purposes of this Agreement as a
     sale by such Lender of a participation in such rights and obligations in
     accordance with paragraph (c) of this Section.
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          (iv) The Administrative Agent, acting for this purpose as an agent of
     the Borrower, shall maintain at one of its offices a copy of each
     Assignment and Acceptance delivered to it and a register for the
     recordation of the names and addresses of the Lenders, and the Commitments
     of, and principal amount of the Loans and Letter of Credit Exposure owing
     to, each Lender pursuant to the terms hereof from time to time (the
     "Register"). The entries in the Register shall be conclusive, and the
     Borrower, the Administrative Agent, the Issuing Lender and the Lenders may



     treat each Person whose name is recorded in the Register pursuant to the
     terms hereof as a Lender hereunder for all purposes of this Agreement,
     notwithstanding notice to the contrary. The Register shall be available for
     inspection by the Borrower, the Issuing Lender and any Lender, at any
     reasonable time and from time to time upon reasonable prior notice.

          (v) Upon its receipt of a duly completed Assignment and Acceptance
     executed by an assigning Lender and an Assignee, the Assignee's completed
     administrative questionnaire (unless the Assignee shall already be a Lender
     hereunder), the processing and recordation fee referred to in paragraph (b)
     of this Section and any written consent to such assignment required by
     paragraph (b) of this Section, the Administrative Agent shall accept such
     Assignment and Acceptance and record the information contained therein in
     the Register. No assignment shall be effective for purposes of this
     Agreement unless it has been recorded in the Register as provided in this
     paragraph.

          (c) (i) Any Lender may, without the consent of the Borrower or the
Administrative Agent, sell participations to one or more banks or other entities
(a "Participant") in all or a portion of such Lender's rights and obligations
under this Agreement (including all or a portion of its Commitments and the
Loans owing to it); provided that, (A) such Lender's obligations under this
Agreement shall remain unchanged, (B) such Lender shall remain solely
responsible to the other parties hereto for the performance of such obligations
and (C) the Borrower, the Administrative Agent, the Issuing Lender and the other
Lenders shall continue to deal solely and directly with such Lender in
connection with such Lender's rights and obligations under this Agreement. Any
agreement pursuant to which a Lender sells such a participation shall provide
that such Lender shall retain the sole right to enforce this Agreement and to
approve any amendment, modification or waiver of any provision of this
Agreement; provided that such agreement may provide that such Lender will not,
without the consent of the Participant, agree to any amendment, modification or
waiver that (1) requires the consent of each Lender directly affected thereby
pursuant to the proviso to Section 9.08(b) and (2) directly affects such
Participant. Subject to paragraph (c)(ii) of this Section, the Borrower agrees
that each Participant shall be entitled to the benefits of Section 2.13, Section
2.14, Section 2.15 and Section 2.19 to the same extent as if it were a Lender
and had acquired its interest by assignment pursuant to paragraph (b) of this
Section. To the extent permitted by law, each Participant also shall be entitled
to the benefits of Section 9.06 as though it were a Lender, provided such
Participant shall be subject to Section 2.17 as though it were a Lender.

          (ii) A Participant shall not be entitled to receive any greater
     payment under Section 2.13, Section 2.14 or Section 2.19 than the
     applicable Lender would have been entitled to receive with respect to the
     participation sold to such Participant, unless the sale of the
     participation to such Participant is made with the Borrower's prior written
     consent.
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     Any Participant that is a Non-U.S. Lender shall not be entitled to the
     benefits of Section 2.19 unless such Participant complies with Section
     2.19(d).

          (d) Any Lender may at any time pledge or assign a security interest in
all or any portion of its rights under this Agreement to secure obligations of
such Lender, including any pledge or assignment to secure obligations to a
Federal Reserve Bank, and this Section shall not apply to any such pledge or
assignment of a security interest; provided that no such pledge or assignment of
a security interest shall release a Lender from any of its obligations hereunder
or substitute any such pledgee or Assignee for such Lender as a party hereto.

          (e) The Borrower, upon receipt of written notice from the relevant
Lender, agrees to issue Notes to any Lender requiring Notes to facilitate
transactions of the type described in paragraph (d) above.

          (f) Notwithstanding the foregoing, any Conduit Lender may assign any
or all of the Loans it may have funded hereunder to its designating Lender
without the consent of the Borrower or the Administrative Agent and without
regard to the limitations set forth in Section 9.04(b). Each of the Borrower,
each Lender and the Administrative Agent hereby confirms that it will not
institute against a Conduit Lender or join any other Person in instituting



against a Conduit Lender any bankruptcy, reorganization, arrangement, insolvency
or liquidation proceeding under any state bankruptcy or similar law, for one
year and one day after the payment in full of the latest maturing commercial
paper note issued by such Conduit Lender; provided, however, that each Lender
designating any Conduit Lender hereby agrees to indemnify, save and hold
harmless each other party hereto for any loss, cost, damage or expense arising
out of its inability to institute such a proceeding against such Conduit Lender
during such period of forbearance.

          Section 9.05. Expenses; Indemnity. (a) The Borrower agrees to pay
(whether or not the transactions contemplated hereby shall be consummated) all
reasonable out-of-pocket costs and expenses incurred by any Agent or the Issuing
Bank in connection with the preparation, execution and delivery of this
Agreement and the other Loan Documents, the closing of the Facilities, the
administration of the Facilities or any amendment, modification or waiver of the
provisions hereof or thereof or incurred by any Agent, the Issuing Bank or any
Lender in connection with the enforcement or protection of the rights of the
Agents, the Issuing Bank and the Lenders under this Agreement and the other Loan
Documents or in connection with the Loans made hereunder, the Notes issued
hereunder or the Letters of Credit issued hereunder, including the reasonable
fees, charges and disbursements of (i) Simpson Thacher & Bartlett LLP, counsel
to the Administrative Agent, (ii) any search and filing fees of any company
acceptable to the Lenders, (iii) any third party consultants retained to assist
the Agents in analyzing any environmental, insurance and other due diligence
issues and (iv) in connection with any such enforcement or protection, any other
counsel for any Agent, the Issuing Bank or any Lender.

          (b) The Borrower agrees to indemnify each of the Agents, the Issuing
Bank, the affiliates of any Agent, the Issuing Bank, the Lenders, and their
respective directors, officers, employees, agents and Controlling Persons (each,
an "Indemnified Party") from and against any and all losses, claims (whether
valid or not), damages and liabilities, joint or several, to which
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such Indemnified Party may become subject, related to or arising out of (i) the
Facilities and the transactions contemplated hereby and thereby, (ii) the
execution or delivery of this Agreement or any other Loan Document or any
agreement or instrument contemplated hereby or thereby, the performance by the
parties hereto or thereto of their respective obligations hereunder or
thereunder or the consummation of the other transactions contemplated hereby and
thereby, (iii) the use of the Letters of Credit or the proceeds of the Loans or
(iv) any claim, litigation, investigation or proceeding relating to any of the
foregoing, whether or not any Indemnified Party is a party thereto. The Borrower
further agrees to reimburse each Indemnified Party for all expenses (including
reasonable attorneys' fees and expenses) as they are incurred in connection with
the investigation of, preparation for or defense of any pending or threatened
claim or any action or proceeding arising therefrom. Notwithstanding the
foregoing, the obligation to indemnify any Indemnified Party under this Section
9.05(b) shall not apply in respect of any loss, claim, damage or liability to
the extent that a court of competent jurisdiction shall have determined by final
and nonappealable judgment that such loss, claim, damage or liability resulted
from such Indemnified Party's gross negligence or willful misconduct.

          (c) The Borrower agrees to indemnify each of the Agents, the Issuing
Bank, the Lenders and the other Indemnified Parties from and against any and all
losses, claims (whether valid or not), damages and liabilities, joint or
several, to which such Indemnified Party may become subject, related to or
arising out of (i) any Environmental Laws affecting the Borrower or any other
Loan Party or its properties or assets, (ii) any Hazardous Materials managed by
the Borrower or any other Loan Party, (iii) any event, condition or circumstance
involving environmental pollution, regulation or control affecting the Borrower
or any other Loan Party or its properties or assets or (iv) any claim,
litigation, investigation or proceeding relating to any of the foregoing,
whether or not any Indemnified Party is a party thereto. The Borrower further
agrees to reimburse each Indemnified Party for all expenses (including
reasonable attorneys' fees and expenses) as they are incurred in connection with
the investigation of, preparation for or defense of any pending or threatened
claim or any action or proceeding arising therefrom. Notwithstanding the
foregoing, the obligation to indemnify any Indemnified Party under this Section
9.05(c) shall not apply in respect of any loss, claim, damage or liability to
the extent that a court of competent jurisdiction shall have determined by final
and nonappealable judgment that such loss, claim, damage or liability resulted



from such Indemnified Party's gross negligence or willful misconduct.

          (d) In the event that the foregoing indemnity is unavailable or
insufficient to hold an Indemnified Party harmless, then the Borrower will
contribute to amounts paid or payable by such Indemnified Party in respect of
such Indemnified Party's losses, claims, damages or liabilities in such
proportions as appropriately reflect the relative benefits received by and fault
of the Borrower and such Indemnified Party in connection with the matters as to
which such losses, claims, damages or liabilities relate and other equitable
considerations.

          (e) If any action, proceeding or investigation is commenced, as to
which any Indemnified Party proposes to demand such indemnification, it shall
notify the Borrower with reasonable promptness; provided, however, that any
failure by such Indemnified Party to notify the Borrower shall not relieve the
Borrower from its obligations hereunder except to the extent the Borrower is
prejudiced thereby. The Borrower shall be entitled to assume the defense of any
such action, proceeding or investigation, including the employment of counsel
and the payment
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of all fees and expenses. Each Indemnified Party shall have the right to employ
separate counsel in connection with any such action, proceeding or investigation
and to participate in the defense thereof, but the fees and expenses of such
counsel shall be paid by such Indemnified Party, unless (i) the Borrower has
failed to assume the defense and employ counsel as provided herein, (ii) the
Borrower has agreed in writing to pay such fees and expenses of separate counsel
or (iii) an action, proceeding or investigation has been commenced against such
Indemnified Party and the Borrower and representation of both the Borrower and
such Indemnified Party by the same counsel would be inappropriate because of
actual or potential conflicts of interest between the parties (in the case of
any Agent or Lender, the existence of any such actual or potential conflict of
interest to be determined by such party, taking into account, among other
things, any relevant regulatory concerns). In the case of any circumstance
described in clause (i), (ii), or (iii) of the immediately preceding sentence,
the Borrower shall be responsible for the reasonable fees and expenses of such
separate counsel; provided, however, that the Borrower shall not in any event be
required to pay the fees and expenses of more than one separate counsel (plus
appropriate local counsel under the direction of such separate counsel) for all
Indemnified Parties. The Borrower shall be liable only for settlement of any
claim against an Indemnified Party made with the Borrower's written consent.

          (f) The provisions of this Section 9.05 shall remain operative and in
full force and effect regardless of the expiration of the term of this
Agreement, the consummation of the transactions contemplated hereby, the
repayment of any of the Loans, the invalidity or unenforceability of any term or
provision of this Agreement or any other Loan Document, or any investigation
made by or on behalf of any Agent or Lender. All amounts due under this Section
9.05 shall be payable on written demand therefor.

          Section 9.06. Right of Setoff. If an Event of Default shall have
occurred and be continuing, each Lender is hereby authorized at any time and
from time to time, to the fullest extent permitted by law, to set off and apply
any and all deposits (general or special, time or demand, provisional or final)
at any time held and other indebtedness at any time owing by such Lender to or
for the credit or the account of the Borrower against any of and all the
obligations of the Borrower now or hereafter existing under this Agreement and
the other Loan Documents held by such Lender, irrespective of whether or not
such Lender shall have made any demand under this Agreement or such other Loan
Document and although such obligations may be unmatured. The rights of each
Lender under this Section 9.06 are in addition to other rights and remedies
(including other rights of setoff) which such Lender may have.

          Section 9.07. Applicable Law. THIS AGREEMENT AND THE OTHER LOAN
DOCUMENTS SHALL BE GOVERNED BY, AND CONSTRUED AND INTERPRETED IN ACCORDANCE
WITH, THE LAWS OF THE STATE OF NEW YORK.

          Section 9.08. Waivers; Amendment. (a) No failure or delay of any
Agent, the Issuing Bank or any Lender in exercising any power or right hereunder
shall operate as a waiver thereof, nor shall any single or partial exercise of
any such right or power, or any abandonment or discontinuance of steps to
enforce such a right or power, preclude any other or further exercise thereof or



the exercise of any other right or power. The rights and remedies of the Agents,
the Issuing Bank and the Lenders hereunder and under the other Loan Documents
are cumulative and are not exclusive of any rights or remedies which they would
otherwise have. No waiver of
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any provision of this Agreement or any other Loan Document or consent to any
departure by the Borrower therefrom shall in any event be effective unless the
same shall be permitted by Section 9.08(b), and then such waiver or consent
shall be effective only in the specific instance and for the purpose for which
given. No notice or demand on the Borrower in any case shall entitle the
Borrower to any other or further notice or demand in similar or other
circumstances.

          (b) None of this Agreement, the other Loan Documents and any provision
hereof or thereof may be waived, amended or modified, except pursuant to an
agreement or agreements in writing entered into by the Borrower and the Required
Lenders; provided, however, that no such waiver, amendment or modification shall
(i) decrease the principal amount of any Loan, extend the Tranche A Maturity
Date, the Tranche B Conversion Date or the Tranche B Maturity Date, extend any
Tranche B Repayment Date or any date for the payment of any interest on any
Loan, or waive or excuse any such payment or any part thereof, or decrease the
rate of interest on any Loan, without the prior written consent of each holder
of a Note affected thereby, (ii) increase or extend the Commitment or decrease
the Commitment Fees or Letter of Credit Fees of any Lender without the prior
written consent of such Lender, (iii) postpone the date fixed for any
reimbursement of a Letter of Credit Disbursement without the prior written
consent of each Lender affected thereby, (iv) permit the release of any material
amount of Collateral under any Collateral Document or permit the release of any
material guarantor from the Guarantee Agreements without the prior written
consent of each Lender, (v) increase the aggregate Commitments of the Lenders
without the prior written consent of each Lender, (vi) waive, amend or modify
Section 6.01 so as to permit any renewal, refunding or refinancing of Facility A
without the prior written consent of each Lender or (vii) amend or modify the
provisions of Section 2.01(c) or waive the conditions set forth therein, the
provisions of Section 2.11(h), the provisions of Section 2.16, the provisions of
Section 9.04(a)(i), Section 9.04(b)(ii)(B) and Section 9.04(b)(ii)(C) or any of
the provisions of Article II relating to the pro rata treatment between this
Agreement and the Parity Debt Credit Agreement, the provisions of this Section
9.08 or the definition of "Required Lenders" or otherwise change the percentage
of the Commitments, the percentage of the aggregate unpaid principal amount of
the Notes or the number of Lenders which shall be required for the Lenders or
any of them to take any action under any provision of this Agreement or any
other Loan Document, without the prior written consent of each Lender; provided
further that (A) if any amendment, modification or waiver of Section 2.11(e),
(f), (g) or (h) would affect the holders of Tranche A Revolving Loans or Tranche
B Loans, as applicable (an "Affected Class"), then such amendment, modification
or waiver shall require the prior written consent of Lenders holding Loans and
participations in Letters of Credit, and having Commitments, representing a
majority of the outstanding principal amount of all Loans of the Affected Class,
the aggregate amount of the Letter of Credit Exposure of the Affected Class and
the aggregate amount of unused Commitments of the Affected Class and (B) no such
agreement shall amend, modify or otherwise affect the rights or duties of any
Agent or the Issuing Bank hereunder without the prior written consent of such
Agent or the Issuing Bank, as applicable. Each Lender and each holder of a Note
shall be bound by any waiver, amendment or modification authorized by this
Section 9.08 regardless of whether its Note shall have been marked to make
reference thereto, and any consent by any Lender or holder of a Note pursuant to
this Section 9.08 shall bind any Person subsequently acquiring a Note from it,
whether or not such Note shall have been so marked.
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          (c) In the event that any waiver, amendment or modification requires
the prior written consent of each Lender pursuant to Section 9.08(b), and the
Borrower has obtained the approval of all but one Lender, the Borrower shall
have the right to replace such non-consenting Lender; provided that, (i) such
replacement does not conflict with any Requirement of Law, (ii) no Event of
Default shall have occurred and be continuing at the time of such replacement,
(iii) the replacement financial institution shall purchase, at par, all Loans



and other amounts owing to such replaced Lender on or prior to the date of
replacement, (iv) the Borrower shall be liable to such replaced Lender under
Section 2.15 if any Eurodollar Loan owing to such replaced Lender shall be
purchased other than on the last day of the Interest Period relating thereto,
(v) the replacement financial institution, if not already a Lender, shall be
reasonably satisfactory to the Administrative Agent, (vi) the replaced Lender
shall be obligated to make such replacement in accordance with the provisions of
Section 9.04(b) (provided that the Borrower shall be obligated to pay the
registration and processing fee referred to therein) and (vii) any such
replacement shall not be deemed to be a waiver of any rights that the Borrower,
the Administrative Agent or any other Lender shall have against the replaced
Lender.

          Section 9.09. Interest Rate Limitation. Notwithstanding anything
herein or in the Notes to the contrary, if at any time the applicable interest
rate, together with all fees and charges which are treated as interest under
applicable law (collectively the "Charges"), as provided for herein or in any
other document executed in connection herewith, or otherwise contracted for,
charged, received, taken or reserved by any Lender, shall exceed the maximum
lawful rate (the "Maximum Rate") which may be contracted for, charged, taken,
received or reserved by such Lender in accordance with applicable law, the rate
of interest payable under the affected Note held by such Lender, together with
all Charges payable to such Lender, shall be limited to the Maximum Rate.

          Section 9.10. Entire Agreement. This Agreement, the other Loan
Documents, the other Operative Agreements and the Letter Agreement constitute
the entire contract among the parties relative to the subject matter hereof and
thereof. Any agreement previously entered into among the parties with respect to
the subject matter hereof and thereof is superseded by this Agreement, the other
Loan Documents, the other Operative Agreements and the Letter Agreement. Nothing
in this Agreement, the other Loan Documents, the other Operative Agreements or
the Letter Agreement, expressed or implied, is intended to confer upon any
party, other than the parties hereto and the other Secured Parties, any rights,
remedies, obligations or liabilities under or by reason of this Agreement, the
other Loan Documents, the other Operative Agreements or the Letter Agreement.

          Section 9.11. Severability. In the event any one or more of the
provisions contained in this Agreement or in any other Loan Document should be
held invalid, illegal or unenforceable in any respect, the validity, legality
and enforceability of the remaining provisions contained herein and therein
shall not in any way be affected or impaired thereby. The parties shall endeavor
in good-faith negotiations to replace the invalid, illegal or unenforceable
provisions with valid provisions the economic effect of which comes as close as
possible to that of the invalid, illegal or unenforceable provisions.
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          Section 9.12. Counterparts. This Agreement may be executed in two or
more counterparts, each of which shall constitute an original but all of which
when taken together shall constitute but one contract, and shall become
effective as provided in Section 9.03.

          Section 9.13. Headings. Article and Section headings and the Table of
Contents used herein are for convenience of reference only, are not part of this
Agreement and are not to affect the construction of, or to be taken into
consideration in interpreting, this Agreement.

          Section 9.14. Jurisdiction; Consent to Service of Process; Waiver of
Jury Trial. (a) The Borrower hereby irrevocably and unconditionally submits, for
itself and its property, to the nonexclusive jurisdiction of any New York State
court or Federal court of the United States of America sitting in New York, New
York, and any appellate court from any thereof, in any action or proceeding
arising out of or relating to this Agreement or the other Loan Documents, or for
recognition or enforcement of any judgment, and each of the parties hereto
hereby irrevocably and unconditionally agrees that all claims in respect of any
such action or proceeding may be heard and determined in such New York State or,
to the extent permitted by law, in such Federal court. Each of the parties
hereto agrees that a final judgment in any such action or proceeding shall be
conclusive and may be enforced in other jurisdictions by suit on the judgment or
in any other manner provided by law. Nothing in this Agreement shall affect any
right that any Agent, the Issuing Bank or any Lender may otherwise have to bring
any action or proceeding relating to this Agreement or the other Loan Documents
against the Borrower or its properties in the courts of any jurisdiction.



          (b) The Borrower hereby irrevocably and unconditionally waives, to the
fullest extent it may legally and effectively do so, any objection which it may
now or hereafter have to the laying of venue of any suit, action or proceeding
arising out of or relating to this Agreement or the other Loan Documents in any
New York State court or Federal court of the United States of America sitting in
New York, New York. Each of the parties hereto hereby irrevocably waives, to the
fullest extent permitted by law, the defense of an inconvenient forum to the
maintenance of such action or proceeding in any such court.

          (c) Each party to this Agreement irrevocably consents to service of
process in the manner provided for notices in Section 9.01. Nothing in this
Agreement will affect the right of any party to this Agreement to serve process
in any other manner permitted by law.

          (d) To the fullest extent permitted under applicable law, each of the
Borrower, the Lenders, the Agents and the Issuing Bank hereby irrevocably and
unconditionally waives all right to trial by jury in any action, proceeding or
counterclaim arising out of or related to this Agreement and the other Loan
Documents or any of the transactions contemplated hereby or thereby.

          Section 9.15. LEGEND. THIS AGREEMENT AND THE NOTES ARE SUBJECT TO THE
TERMS AND CONDITIONS CONTAINED IN THE INTERCREDITOR AGREEMENT WHICH, AMONG OTHER
THINGS, ESTABLISHES CERTAIN RIGHTS WITH RESPECT TO THE SECURITY FOR THIS
AGREEMENT AND THE NOTES AND THE SHARING OF PROCEEDS THEREOF WITH CERTAIN OTHER
SECURED
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CREDITORS. COPIES OF THE INTERCREDITOR AGREEMENT WILL BE FURNISHED TO ANY HOLDER
OF THE NOTES UPON REQUEST TO THE BORROWER.

          Section 9.16. Effect of Amendment and Restatement of the Existing
Credit Agreement. On the Closing Date, the Existing Credit Agreement shall be
amended, restated and superseded in its entirety. The parties hereto acknowledge
and agree that (a) this Agreement and the other Loan Documents, whether executed
and delivered in connection herewith or otherwise, do not constitute a novation
or termination of the "Facilities Obligations" (as defined in the Existing
Credit Agreement) under the Existing Credit Agreement as in effect prior to the
Closing Date, (b) such "Facilities Obligations" are in all respects continuing
(as amended and restated hereby) with only the terms thereof being modified as
provided in this Agreement and (c) upon the effectiveness of this Agreement all
Loans of the Lenders outstanding under the Existing Credit Agreement immediately
before the effectiveness of this Agreement will be converted into Loans
hereunder on the terms and conditions set forth in this Agreement.

          Section 9.17. Special Provisions. (a) From and after the Closing Date,
(i) each Exiting Lender shall cease to be a party to this Agreement, (ii) no
Exiting Lender shall have any obligations or liabilities under this Agreement
(including, without limitation, with respect to Bank of America, N.A., its
obligations or liabilities as documentation agent under the Existing Credit
Agreement) with respect to the period from and after the Closing Date and,
without limiting the foregoing, no Exiting Lender shall have any Revolving
Credit Commitment under this Agreement or any participation in any Letter of
Credit outstanding hereunder and (iii) no Exiting Lender shall have any rights
under the Existing Credit Agreement, this Agreement or any other Loan Document
(other than rights under the Existing Credit Agreement expressly stated to
survive the termination of the Existing Credit Agreement and the repayment of
amounts outstanding thereunder).

          (b) The Lenders (which are Lenders under the Existing Credit
Agreement) hereby waive any requirements for notice of prepayment, commitment
terminations, minimum amounts of prepayments of Revolving Loans (as defined in
the Existing Credit Agreement), ratable reductions of Tranche A Revolving
Commitment or Tranche B Revolving Commitment (as defined in the Existing Credit
Agreement) and ratable payments on account of the principal or interest of any
Revolving Loan (as defined in the Existing Credit Agreement) under the Existing
Credit Agreement to the extent such prepayment, reductions or payments are
required pursuant to Section 4.01(e).

          (c) The Lenders hereby confirm that, from and after the making of the
initial Loans, all participations of the Lenders in respect of (i) Tranche A
Letters of Credit outstanding hereunder pursuant to Section 2.21(a) shall be



based upon the Tranche A Revolving Credit Commitment Percentages of the Lenders
(after giving effect to this Agreement) and (ii) Tranche B Letters of Credit
outstanding hereunder pursuant to Section 2.21(b) shall be based upon the
Tranche B Revolving Credit Commitment Percentages of the Lenders (after giving
effect to this Agreement).

          (d) The Borrower hereby releases, effective as of the making of the
initial Loans, in full the Exiting Lenders from their obligations in respect of
the Revolving Credit Commitments (as defined in the Existing Credit Agreement)
and, effective as of the Closing
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Date, the Lenders hereby assume such obligations, it being understood that such
assumption is reflected in the Revolving Credit Commitments of the Lenders
hereunder.

          IN WITNESS WHEREOF, the Borrower, the Agents, the Issuing Bank and the
Lenders have caused this Agreement to be duly executed by their respective
authorized officers as of the day and year first above written.

                                        STAR GAS PROPANE, L.P., as Borrower

                                        By: STAR GAS LLC, its general partner

                                            By:
                                                --------------------------------
                                                Name:
                                                Title: Managing Member

                                        JPMORGAN CHASE BANK, as Administrative
                                        Agent and as a Lender

                                        By:
                                            ------------------------------------
                                            Name:
                                            Title:

                                        FLEET NATIONAL BANK, as Syndication
                                        Agent and as a Lender

                                        By:
                                            ------------------------------------
                                            Name:
                                            Title:

                                        WACHOVIA BANK, N.A., as Documentation
                                        Agent and as a Lender

                                        By:
                                            ------------------------------------
                                            Name:
                                            Title:
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     PARITY DEBT CREDIT AGREEMENT dated as of September 23, 2003, among STAR GAS
PROPANE, L.P., a Delaware limited partnership (the "Borrower"), the Lenders (as
defined herein), WACHOVIA BANK, N.A., as documentation agent (in such capacity,
the "Documentation Agent"), FLEET NATIONAL BANK, as syndication agent (in such
capacity, the "Syndication Agent"), and JPMORGAN CHASE BANK, as administrative
agent.

                              W I T N E S S E T H :

     WHEREAS, the Borrower is a party to that certain Parity Debt Credit
Agreement dated as of February 22, 2002 with the lenders named therein, Fleet
National Bank, as administrative agent, and Bank of America, N.A., as
documentation agent (as amended, the "Existing Parity Debt Credit Agreement").

     WHEREAS, the Borrower has requested that the Lenders make extensions of
credit available to replace the Existing Parity Debt Credit Agreement; and

     WHEREAS, the Lenders have agreed to replace the Existing Parity Debt Credit
Agreement and make extensions of credit to the Borrower upon the terms and
subject to the conditions set forth herein;

     NOW, THEREFORE, in consideration of the premises and the mutual agreements
contained herein, the parties hereto agree as follows:

                                    ARTICLE I

                                   DEFINITIONS

     Section 1.01 Defined Terms. As used in this Agreement, the following terms
shall have the meanings specified below:

     "ABR Borrowing" shall mean a Borrowing comprised of ABR Loans.

     "ABR Loan" shall mean any ABR Revolving Loan or ABR Term Loan.

     "ABR Revolving Loan" shall mean any Revolving Loan bearing interest at a
rate determined by reference to the Alternate Base Rate in accordance with the
provisions of Article II.

     "ABR Term Loan" shall mean any Term Loan bearing interest at a rate
determined by reference to the Alternate Base Rate in accordance with the
provisions of Article II.

     "Acquired Business Entity" means (i) any business entity the capital stock
or assets of which have been acquired substantially as an entirety by the
Borrower by purchase, merger or, consolidation, and (ii) any other assets which
were operated as an identifiable business unit, i.e., a branch or division of a
business entity and which have been acquired substantially as an entirety by the
Borrower.
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     "Adjusted LIBO Rate" shall mean, with respect to any Eurodollar Borrowing
for any Interest Period, the rate, rounded upwards to the nearest 1/100%,
obtained by dividing (a) the LIBO Rate for such Interest Period by (b) an amount
equal to 1 minus the Statutory Reserves, if any; provided, however, that if at
any time during such Interest Period the Statutory Reserves applicable to such
Eurodollar Borrowing changes, the Adjusted LIBO Rate shall automatically be
adjusted to reflect such change, effective as of the date of such change.

     "Administrative Agent" shall mean JPMorgan Chase Bank, together with its
affiliates, as the administrative agent for the Lenders under this Agreement and
the other Loan Documents, together with any of its successors in such capacity.

     "Affiliate", as applied to any Person, shall mean any other Person directly
or indirectly controlling or controlled by or under common control with such
Person; provided, that (i) for purposes of this definition, "control"
(including, with correlative meanings, the terms "controlled by" and "under
common control with") as used with respect to any Person shall mean the
possession, directly or indirectly, of the power to direct or cause the
direction of the management and policies of such Person, whether as a general
partner or through the ownership of voting securities or by contract or
otherwise, (ii) as applied to the Borrower, the term "Affiliate" shall include
Petro Holdings, Petro, all Subsidiaries of Petro, the General Partner and the
Public Partnership, and (iii) no Person which is an institution shall be deemed
to be an Affiliate of the Borrower solely by reason of ownership of the Facility
Obligations or other securities issued in exchange for the Facility Obligations
or by reason of having the benefits of any agreements or covenants contained in
this Agreement or the other Loan Documents.

     "After Acquired Property" shall have the meaning assigned to such term in
Section 6.20.

     "Agents" shall mean the Administrative Agent, the Syndication Agent and the
Documentation Agent.

     "Aggregate Cost of Unmortgaged Property" shall have the meaning assigned to
such term in Section 6.20.

     "Agreement" shall mean this Parity Debt Credit Agreement, as amended,
supplemented, restated or otherwise modified from time to time.

     "Agreement of Lenders and Supplement to Intercreditor Agreement" shall mean
the Agreement of Lenders and Supplement to Intercreditor Agreement, dated as of
the date hereof, among the Borrower, the lenders party to the Working Capital
and Acquisition Facility Credit Agreement and the Trustee.

     "Agreement of Parity Lenders and Supplement to Intercreditor Agreement"
shall mean the Agreement of Parity Lenders and Supplement to Intercreditor
Agreement, dated as of the date hereof, among the Borrower, the Lenders and the
Trustee, substantially in the form of Exhibit J hereto.

     "Alternate Base Rate" shall mean, for any day, a rate per annum (rounded
upwards, if necessary, to the next 1/16 of 1%) equal to the greater of (a) the
Federal Funds Effective Rate in effect on such day plus 0.50% and (b) the Prime
Rate in effect on such day. If the
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Administrative Agent shall have determined (which determination shall be
conclusive absent manifest error) that it is unable to ascertain the Federal
Funds Effective Rate for any reason, including the inability or failure of the
Administrative Agent to obtain sufficient quotations in accordance with the
terms hereof, the Alternate Base Rate shall be determined without regard to
clause (a) of the first sentence of this definition until the circumstances
giving rise to such inability no longer exist. Any change in the Alternate Base
Rate due to a change in the Prime Rate or the Federal Funds Effective Rate shall
be effective on the effective date of such change in the Prime Rate or the
Federal Funds Effective Rate, respectively, without notice to the Borrower.

     "Applicable Margin" shall mean (a) with respect to any ABR Revolving Loan
or ABR Term Loan, the Applicable ABR Margin, and (b) with respect to any



Eurodollar Revolving Loan or Eurodollar Term Loan, the Applicable Eurodollar
Margin.

     "Applicable ABR Margin" shall mean, with respect to any Revolving Loan or
Term Loan outstanding on any day:

               (i)  0.625%, if such day falls within a Level I Pricing Period;

               (ii) 0.875%, if such day falls within a Level II Pricing Period;
                    and

               (iii) 1.125%, if such day falls within a Level III Pricing
                    Period.

     "Applicable Eurodollar Margin" shall mean, with respect to any Revolving
Loan or Term Loan outstanding on any day.

               (i)  1.625%, if such day falls within a Level I Pricing Period;

               (ii) 1.875%, if such day falls within a Level II Pricing Period;
                    and

               (iii) 2.125%, if such day falls within a Level III Pricing
                    Period.

     "Assets" shall mean the productive assets of the Borrower and its
Restricted Subsidiaries which are used and useful in their business and
operations and are pledged as Collateral to the Trustee.

     "Assignee" shall have the meaning set forth in Section 9.04(b)(i).

     "Assignment and Acceptance" shall mean an assignment and acceptance entered
into by a Lender and an assignee, and accepted by the Administrative Agent, in
the form of Exhibit E or such other form as shall be approved by the
Administrative Agent.

     "Audited Financial Statements" shall have the meaning assigned to such term
in Section 3.05(c).

     "Available Cash", with respect to any calendar quarter, shall mean (a) the
sum of (i) all cash of the Borrower and the Restricted Subsidiaries on hand at
the end of such quarter and (ii) all additional cash of the Borrower and the
Restricted Subsidiaries on hand through available
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borrowings made after the end of such quarter (provided that, such borrowings
shall in no event exceed available borrowings as of the end of such quarter) at
the date of determination of Available Cash with respect to such quarter, less
(b) any cash reserves that the General Partner shall determine to be necessary
or appropriate in its reasonable discretion to (A) provide for the proper
conduct of the business of the Borrower and the Restricted Subsidiaries
(including cash reserves for future capital expenditures) or (B) provide funds
for distributions under Sections 5.4(a)(i), (ii) and (iii) or 5.4(b)(i) of the
MLP Agreement in respect of any one or more of the next four quarters or (C)
comply with applicable law or any loan agreement (including this Agreement and
the Note Agreements), mortgage, security agreement, debt instrument or other
agreement or obligation to which the Borrower or any Restricted Subsidiary is a
party or its assets are subject (including the payment of principal, Make Whole
Amount (as defined in the 1995 Note Agreement), if applicable, and interest in
respect of the Mortgage Notes, the 2000 Parity Notes, the 2001 Parity Notes, the
Notes and the notes under the Working Capital and Acquisition Facility Credit
Agreement); provided, that Available Cash shall exclude, without duplication,
(x) in each calendar quarter a reserve equal to at least 50% of the aggregate
amount of all interest payments in respect of all Indebtedness of the Borrower
and the Restricted Subsidiaries to be paid or to accrue in the next quarter
(assuming, in the case of Indebtedness incurred hereunder, that such
Indebtedness will bear interest at the then prevailing rate for Eurodollar Loans
of the applicable Class for one-month's duration, plus the Applicable Margin for
such Loans, and assuming in the case of other Indebtedness bearing interest at
fluctuating interest rates which cannot be determined in advance, that the
interest rate in effect on the last Business Day of the immediately preceding
calendar quarter will remain in effect until such Indebtedness is due to be



paid), (y) with respect to any Indebtedness of which principal and/or interest
is payable annually (provided, in the case of principal, that such Indebtedness
is secured equally and ratably with the Mortgage Notes), in the third calendar
quarter immediately preceding each calendar quarter in which any scheduled
principal and/or interest payment is due with respect to such Indebtedness (a
"payment quarter"), a reserve equal to at least 25% of the aggregate amount of
all principal and interest to be paid in respect of such Indebtedness secured
equally and ratably with the Mortgage Notes in such payment quarter; in the
second calendar quarter immediately preceding a payment quarter, a reserve equal
to at least 50% of the aggregate amount of all principal and interest to be paid
in respect of such Indebtedness in such payment quarter; and in the calendar
quarter immediately preceding a payment quarter, a reserve equal to at least 75%
of the aggregate amount of all principal and interest to be paid in respect of
such Indebtedness in such payment quarter and (z) with respect to the Mortgage
Notes and any other Indebtedness of which principal and/or interest is payable
semi-annually or otherwise less frequently than quarterly (provided, in the case
of principal, that such Indebtedness is secured equally and ratably with the
Mortgage Notes), in each calendar quarter a reserve equal to at least 50% of the
aggregate amount of all principal and interest to be paid in respect of the
Mortgage Notes and such other Indebtedness in the next quarter; provided,
further, that the amount of such reserve specified in clauses (x), (y) and (z)
of this definition for principal amounts to be paid shall be reduced by the
aggregate principal amount of all binding, irrevocable letters of credit
established to refinance such principal amounts.

     "Board" shall mean the Board of Governors of the Federal Reserve System of
the United States.

     "Borrower" shall have the meaning assigned to such term in the preamble
hereto.
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     "Borrower Security Agreement" shall mean the Pledge and Security Agreement
dated as of December 13, 1995 among the Borrower, the General Partner, the
Restricted Subsidiaries and the Trustee, as amended, supplemented or otherwise
modified from time to time.

     "Borrowing" shall mean a group of Loans of a single Class and Type made by
the Lenders on a single date and as to which a single Interest Period is in
effect. For purposes of Section 4.02, a "Borrowing" does not include a
conversion of any previously outstanding Revolving Loan into a Term Borrowing
pursuant to Section 2.01(b).

     "Borrowing Certificate" shall have the meaning given to such term in
Section 4.02(l).

     "Business" shall mean the operation by the Borrower and its Subsidiaries
(other than Petro Holdings or its Subsidiaries) of the wholesale and retail
sale, distribution and storage of propane gas, heating oil, diesel fuel and
gasoline and related petroleum derivative products and the provision of services
to customers, and the related retail sale of supplies and equipment, including
home appliances.

     "Business Day" shall mean any day (other than a day which is a Saturday,
Sunday or legal holiday in the State of New York) on which banks are open for
business in New York, New York; provided, however, that when used in connection
with a Eurodollar Loan, the term "Business Day" shall also exclude any day on
which banks are not open for dealings in dollar deposits in the applicable
interbank market.

     "Capital Contribution" shall mean the net cash proceeds received by the
Borrower from the General Partner or from the Public Partnership as a capital
contribution or as consideration for the issuance by the Borrower of additional
partnership interests, in each case for the sole purpose of funding the
expenditures referred to in Section 6.01(b).

     "Capital Expenditures" shall mean, for any period, all amounts (whether
paid in cash or accrued as a liability) which would, in accordance with GAAP, be
included on a consolidated statement of cash flows of the Borrower and its
Restricted Subsidiaries for such period as additions to property, plant and
equipment, Capital Lease Obligations or other capital expenditures; provided
that, it is agreed that the Capital Expenditures of Unrestricted Subsidiaries



shall not be consolidated with those of the Borrower and its Restricted
Subsidiaries for purposes of calculating "Capital Expenditures."

     "Capital Lease Obligations" of any Person shall mean the obligations of
such Person to pay rent or other amounts under any lease of (or other
arrangement conveying the right to use) real or personal property, or a
combination thereof, which obligations are required to be classified and
accounted for as capital leases on a balance sheet of such Person under GAAP (as
opposed to being accounted for as operating lease expenses on an income
statement of such Person under GAAP) and, for the purposes of this Agreement,
the amount of such obligations at any time shall be the capitalized amount
thereof at such time determined in accordance with GAAP.

     "Capital Stock" of any Person shall mean any and all shares, partnership,
limited liability company and other interests (general or limited), rights to
purchase, warrants, options,
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participations or other equivalents of or interests in (however designated) the
equity of such Person.

     "Cash Collateral Agreement" shall mean the Cash Collateral Agreement dated
as of the date hereof among the Borrower, the Administrative Agent and the
Trustee, in the form of Exhibit N, as amended, supplemented or otherwise
modified from time to time.

     "Cash Equivalents" shall mean:

          (a) marketable obligations issued or unconditionally guaranteed by the
     United States of America, or issued by any agency thereof and backed by the
     full faith and credit of the United States, in each case maturing within
     one year from the date of acquisition thereof;

          (b) marketable direct obligations issued by any state of the United
     States of America or any political subdivision of any such state or any
     public instrumentality thereof maturing within one year from the date of
     acquisition thereof and having as at any date of determination the highest
     generic rating obtainable from either Standard & Poor's Ratings Group or
     Moody's Investors Service, Inc.;

          (c) commercial paper maturing no more than 270 days from the date of
     creation thereof and having as at any date of determination one of the two
     highest generic ratings obtainable from either Standard & Poor's Ratings
     Group or Moody's Investors Service, Inc.;

          (d) certificates of deposit maturing one year or less from the date of
     acquisition thereof issued by commercial banks incorporated under the laws
     of the United States of America or any state thereof or the District of
     Columbia or Canada, (I) the commercial paper or other short-term unsecured
     debt obligations of which are rated either A-2 or better (or comparably if
     the rating system is changed) by Standard & Poor's Ratings Group or Prime-2
     or better (or comparably if the rating system is changed) by Moody's
     Investors Service, Inc. or (II) the long-term debt obligations of which are
     rated either AA- or better (or comparably if the rating system is changed)
     by Standard & Poor's Ratings Group or Aa3 or better (or comparably if the
     rating system is changed) by Moody's Investors Service, Inc. ("Permitted
     Banks");

          (e) bankers' acceptances eligible for rediscount under requirements of
     the Board and accepted by Permitted Banks; and

          (f) obligations of the type described in clause (a), (b), (c) or (d)
     above purchased from a securities dealer designated as a "primary dealer"
     by the Federal Reserve Bank of New York or from a Permitted Bank as
     counterparty to a written repurchase agreement obligating such counterparty
     to repurchase such obligations not later than 14 days after the purchase
     thereof and which provides that the obligations which are the subject
     thereof are held for the benefit of the Borrower or a Subsidiary by a
     custodian which is a Permitted Bank and which is not a counterparty to the
     repurchase agreement in question.



                                                                               7

     "CERCLA" shall mean the Federal Comprehensive Environmental Response,
Compensation and Liability Act, as amended.

     "Charges" shall have the meaning assigned to such term in Section 9.09.

     "Class" shall have the meaning assigned to such term in Section 1.03.

     "Closing Date" shall mean the date on which the conditions precedent set
forth in Section 4.01 shall have been satisfied, which date is September 23,
2003.

     "Code" shall mean the Internal Revenue Code of 1986, as the same may be
amended from time to time.

     "Collateral" shall mean all the collateral pledged or purported to be
pledged pursuant to any of the Collateral Documents.

     "Collateral Documents" shall mean the Security Agreements, the Subsidiaries
Consent and Agreement, the General Partner Consent and Agreement, the Public
Partnership Consent and Agreement, the Motor Vehicle Security Agreements, the
Perfection Certificate, the Lockbox Agreements, the Mortgages, the Intercreditor
Agreement, the Agreement of Parity Lenders and Supplement to Intercreditor
Agreement, the Cash Collateral Agreement, checking and deposit account
agreements and all other security agreements and other documents and instruments
executed and/or delivered pursuant to the terms hereof or thereof (including the
certificates of title referred to in Section 4.01(c) of the Borrower Security
Agreement) in order to secure the Facility Obligations, other Parity Debt, and
the Working Capital and Acquisition Facility Credit Agreement or perfect any
Lien granted for the benefit of the Lenders, the lenders under the Working
Capital and Acquisition Facility Credit Agreement and the holders of Parity Debt
pursuant thereto.

     "Commitment" shall mean, with respect to each Lender, such Lender's
Revolving Credit Commitment.

     "Commitment Fee" shall have the meaning assigned to such term in 0.

     "Commodities Inventory" shall mean all inventory consisting of propane gas
and other petroleum derivative products of, and held for sale by, the Borrower
or any Restricted Subsidiary.

     "Commodity Hedging Agreement" shall mean any agreement or arrangement
designed solely to protect the Borrower and the Restricted Subsidiaries against
fluctuations in the price of propane with respect to quantities of propane that
the Borrower and the Restricted Subsidiaries reasonably expect to purchase from
suppliers, sell to their customers or need for their inventory during the period
covered by such agreement or arrangement.

     "Conduit Lender" shall mean any special purpose corporation organized and
administered by any Lender for the purpose of making Loans otherwise required to
be made by such Lender and designated by such Lender in a written instrument;
provided, that the designation by any Lender of a Conduit Lender shall not
relieve the designating Lender of any of
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its obligations to fund a Loan under this Agreement if, for any reason, its
Conduit Lender fails to fund any such Loan, and the designating Lender (and not
the Conduit Lender) shall have the sole right and responsibility to deliver all
consents and waivers required or requested under this Agreement with respect to
its Conduit Lender, and provided, further, that no Conduit Lender shall (a) be
entitled to receive any greater amount pursuant to Section 2.13, 2.15, 2.19 or
9.05 than the designating Lender would have been entitled to receive in respect
of the extensions of credit made by such Conduit Lender or (b) be deemed to have
any Commitment.

     "Confidential Information Memorandum" shall mean the Confidential
Information Memorandum dated August 2003 and furnished to certain Lenders.

     "Consolidated Cash Flow" shall mean at any date of determination, for the



Reference Period with respect to such date of determination, (i) the sum of,
without duplication, the amounts for such period, taken as a single accounting
period, (a) Consolidated Net Income and (b) all amounts deducted in arriving at
such Consolidated Net Income in respect of (I) interest charges (including
amortization of debt discount and expense and imputed interest in Capital Lease
Obligations), (II) provisions for all taxes and reserves (including reserves for
deferred income taxes) and (III) non-cash items, including, without limitation,
non-cash expenses or losses incurred as a result of Statement of Financial
Accounting Standard Number 133 and the implementation of Statement of Financial
Accounting Standard Numbers 141 and 142, less (ii) without duplication, any
non-cash items added in the determination of such Consolidated Net Income for
such period. Consolidated Cash Flow shall be calculated after giving effect, on
a pro forma basis for the Reference Period with respect to any date of
determination to, without duplication, any asset sales or asset acquisitions
(including any asset acquisition giving rise to the need to make such
calculation as a result of the Borrower or any Restricted Subsidiary (including
any Person who becomes a Restricted Subsidiary as a result of such asset
acquisition) incurring, assuming or otherwise being liable for acquired
Indebtedness) occurring during the period commencing on the first day of such
Reference Period to and including the date of determination, as if such asset
sale or asset acquisition occurred on the first day of such Reference Period.
The pro forma calculations required by this definition will be determined in
accordance with GAAP, shall be certified by a Financial Officer of the Borrower,
and shall be calculated in a manner reasonably satisfactory to the Required
Lenders; provided, however, that such calculation shall be made (i) based on the
historical sales volume associated with any Eligible Propane Acquisition for the
Reference Period with respect to the date of such acquisition, less estimated
post-acquisition loss of sales volume (not to be less than three percent (3%)),
(ii) based on the actual cost to the Borrower of the volume of goods sold as
determined in clause (i) above, (iii) based on the pro forma expenses that would
have been incurred by the Borrower in the operation of such Eligible Propane
Acquisition if it had occurred on the first day of such period computed on the
basis of personnel expenses for employees retained or to be retained by the
Borrower in the operation of such Eligible Propane Acquisition and non-personnel
costs and expenses incurred by the Borrower or the General Partner in the
operation of the Business at similarly situated facilities of the Borrower and
the Restricted Subsidiaries, and (iv) without inclusion of the operations of any
Unrestricted Subsidiary.

     "Consolidated Interest Expense" shall mean, as of any date of
determination, the total amount payable by the Borrower and its Restricted
Subsidiaries on a consolidated basis (it being understood that amounts payable
by Unrestricted Subsidiaries shall not be consolidated with the
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Borrower or any Restricted Subsidiary for purposes of calculating Consolidated
Interest Expense), during the Reference Period with respect to such date of
determination, in respect of all interest charges (including amortization of
debt discount and expense and imputed interest on actual payments under Capital
Lease Obligations) during such Reference Period with respect to Indebtedness of
the Borrower and its Restricted Subsidiaries.

     "Consolidated Net Income" shall mean, with reference to any period, the net
income (or deficit) of the Borrower and its Restricted Subsidiaries, for such
period (taken as a cumulative whole), after deducting all operating expenses,
provisions for all taxes and reserves (including reserves for deferred income
taxes) and all other proper deductions, all determined in accordance with GAAP
on a consolidated basis (it being understood that the net income of Unrestricted
Subsidiaries shall not be consolidated with the Borrower or any Restricted
Subsidiary for purposes of calculating Consolidated Net Income), after
eliminating all intercompany transactions and after deducting portions of income
properly attributable to minority interests, if any, in the stock and surplus of
Restricted Subsidiaries, provided, that there shall be excluded (a) the income
(or deficit) of any Person accrued prior to the date it becomes a Restricted
Subsidiary or is merged into or consolidated with the Borrower or a Restricted
Subsidiary, (b) the income (or deficit) of any Person (other than a Restricted
Subsidiary) in which the Borrower or any Restricted Subsidiary has an ownership
interest, except to the extent that any such income has been actually received
by the Borrower or such Restricted Subsidiary in the form of dividends or
similar distributions (but subject to the limitations specified in the proviso
below), (c) the undistributed earnings of any Restricted Subsidiary to the
extent that the declaration or payment of dividends or similar distributions by



such Restricted Subsidiary is not at the time permitted by the terms of its
charter or any agreement, instrument, judgment, decree, order, statute, rule or
governmental regulation applicable to such Restricted Subsidiary, (d) any
restoration to income of any contingency reserve, except to the extent that
provision for such reserve was made out of income accrued during such period,
(e) any aggregate net gain (but not any aggregate net loss) during such period
arising from the sale, exchange or other disposition of capital assets (such
term to include all fixed assets, whether tangible or intangible, all inventory
sold in conjunction with the disposition of fixed assets, and all securities),
(f) any write-up of any asset, (g) any net gain from the collection of the
proceeds of life insurance policies, (h) any gain arising from the acquisition
of any securities, or the extinguishment, under GAAP, of any Indebtedness, of
the Borrower or any Restricted Subsidiary, (i) any net income or gain (but not
any net loss) during such period from any change in accounting, from any
discontinued operations or the disposition thereof, from any extraordinary
events or from any prior period adjustments, (j) any deferred credit
representing the excess of equity in any Restricted Subsidiary at the date of
acquisition over the cost of the investment in such Restricted Subsidiary, and
(k) in the case of a successor to the Borrower by consolidation or merger or as
a transferee of its assets, any earnings of the successor corporation prior to
such consolidation, merger or transfer of assets; provided, further, that
notwithstanding clause (b) above, there shall be excluded in all events the
income (or deficit) of Petro Holdings and its Subsidiaries, whether or not any
amounts are actually received by the Borrower or any Restricted Subsidiary from
or through Petro Holdings or any of its Subsidiaries in the form of dividends or
otherwise.
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     "Consolidated Net Worth" shall mean, as to the Borrower, the amount by
which

          (a) the total assets of the Borrower and the Restricted Subsidiaries
     appearing on a consolidated balance sheet of the Borrower and the
     Restricted Subsidiaries prepared in accordance with GAAP as of the date of
     determination (after eliminating all amounts properly attributable to
     minority interests in the stock and surplus, if any, of the Restricted
     Subsidiaries) exceeds

          (b) total liabilities of the Borrower and the Restricted Subsidiaries
     appearing on a consolidated balance sheet of the Borrower and the
     Restricted Subsidiaries prepared in accordance with GAAP as of the date of
     determination on a consolidated basis,

in each case after eliminating all intercompany transactions, and as to any
other Person, the amount by which

          (i) the total assets of such Person and its Subsidiaries appearing on
     a consolidated balance sheet of such Person and its Subsidiaries prepared
     in accordance with GAAP as of the date of determination (after eliminating
     all amounts properly attributable to minority interests in the stock and
     surplus, if any, of its Subsidiaries) exceeds

          (ii) total liabilities of such Person and its Subsidiaries appearing
     on a consolidated balance sheet of such Person and its Subsidiaries
     prepared in accordance with GAAP as of the date of determination on a
     consolidated basis,

in each case after eliminating all intercompany transactions.

     "Consolidated Pro Forma Debt Service" shall mean, as of any date of
determination, the total amount payable by the Borrower and the Restricted
Subsidiaries on a consolidated basis (it being understood that amounts payable
by Unrestricted Subsidiaries shall not be consolidated with the Borrower or any
Restricted Subsidiary for purposes of calculating Consolidated Pro Forma Debt
Service), during the four consecutive calendar quarters next succeeding the date
of determination, in respect of scheduled principal payments and all interest
charges (excluding amortization of debt discount and expense) with respect to
Indebtedness of the Borrower and the Restricted Subsidiaries outstanding on such
date of determination (other than all scheduled principal payments during any
such four consecutive calendar quarter period with respect to Funded Debt and
Facility B), after giving effect to any Indebtedness proposed to be incurred on
such date and to the substantially concurrent repayment of any other



Indebtedness, and (a) including actual payments under Capital Lease Obligations,
(b) assuming, in the case of Indebtedness (other than Indebtedness incurred
under the Working Capital and Acquisition Facility Credit Agreement and this
Facility) bearing interest at fluctuating interest rates which cannot be
determined in advance, that the rate in effect on such date will remain in
effect throughout such period, (c) assuming in the case of Indebtedness incurred
under the Working Capital and Acquisition Facility Credit Agreement and/or this
Facility, that (i) the interest payments payable during such four consecutive
calendar quarters next succeeding the date of determination will equal the
actual interest payments associated with the Working Capital and Acquisition
Facility Credit Agreement or this Facility, as the case may be, during the most
recent
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four fiscal quarters, (ii) except for the twelve month period immediately prior
to the termination or final maturity thereof (unless extended or renewed), no
principal payments will be made under Facility A and (iii) principal payments
relating to Facility B and this Facility will become due based on the assumption
that the conversion to the fixed amortization schedule pursuant to Sections
2.01(c) and 2.11(c) of the Working Capital and Acquisition Facility Credit
Agreement and Sections 2.01(b) and 2.11(b) of this Agreement, as applicable, has
occurred, (d) treating the principal amount of all Indebtedness outstanding as
of such date of determination under a revolving credit or similar agreement
(other than the Working Capital and Acquisition Facility Credit Agreement and
this Agreement) as maturing and becoming due and payable on the scheduled
maturity date or dates thereof (including the maturity of any payment required
by any commitment reduction or similar amortization provision), without regard
to any provision permitting such maturity date to be extended, (e) including any
other debt repayments due within twelve months from such date of determination
and (f) excluding principal and interest payments in connection with the
Star/Petro Intercompany Subordinated Debt.

     "Control" shall mean the possession, directly or indirectly, of the power
to direct or cause the direction of the management or policies of a Person,
whether through the ownership of voting securities, by contract or otherwise,
and "Controlling" and "Controlled" shall have meanings correlative thereto.

     "Conversion Date" shall mean September 30, 2006.

     "Current Assets" shall mean, as of any date, all assets which would, in
accordance with GAAP, be included on a consolidated balance sheet of the
Borrower and its Restricted Subsidiaries as of such date as current assets;
provided that, it is understood that the current assets of Unrestricted
Subsidiaries shall not be consolidated with those of the Borrower or any
Restricted Subsidiary for purposes of calculating Current Assets.

     "Current Liabilities" shall mean, as of any date, without duplication, (a)
all liabilities which would, in accordance with GAAP, be included on a
consolidated balance sheet of the Borrower and its Restricted Subsidiaries as of
such date as current liabilities; provided, that it is understood that the
current liabilities of Unrestricted Subsidiaries shall not be consolidated with
those of the Borrower or any Restricted Subsidiary for purposes of calculating
Current Liabilities and (b) all Indebtedness as of such date in respect of
Facility A.

     "Current Value" shall have the meaning assigned to such term in Section
6.20.

     "Default" shall mean any event or condition which upon notice, lapse of
time or both would constitute an Event of Default.

     "Disqualified Stock" of any Person shall mean any Capital Stock of such
Person which by its terms (or by the terms of any security into which it is
convertible or for which it is exchangeable or exercisable), upon the happening
of any event or otherwise (a) matures or is mandatorily redeemable or subject to
any mandatory repurchase requirement, pursuant to a sinking fund obligation or
otherwise, (b) is convertible into or exchangeable or exercisable for
Indebtedness or Disqualified Stock or (c) is redeemable or subject to any
mandatory repurchase
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requirement at the option of the holder thereof, in whole or in part, in each
case on or prior to the first anniversary of the Maturity Date.

     "Documentation Agent" shall mean Wachovia Bank, N.A., in its capacity as
documentation agent for the Lenders hereunder, and its successors in such
capacity.

     "dollars" or "$" shall mean lawful money of the United States of America.

     "Eligible Propane Acquisitions" shall mean acquisitions by the Borrower or
any Restricted Subsidiary of controlling stock or all or any part of the assets
of Persons primarily engaged in the distribution of propane and, incidental
thereto, propane appliances, within (a) the continental United States of America
or (b) Canada or Puerto Rico, to the extent that the Trustee, for the benefit of
the Secured Parties, has a perfected first-priority security interest in such
acquired Capital Stock or assets of such Person pursuant to the Collateral
Agreements; provided, that any acquisition made by an Unrestricted Subsidiary
shall not constitute an Eligible Propane Acquisition. A Person shall be
"primarily engaged" in the distribution of propane and propane appliances within
the continental United States of America, Canada or Puerto Rico in the event
that at least eighty-five percent (85%) of its annual gross revenue is derived
from such distribution activities within such locations.

     "Environmental Laws" shall mean the common law and all Federal, state,
local and foreign laws, rules or regulations relating to pollution or protection
of public health, safety or the environment, including laws relating to (a)
emissions, discharges, releases or threatened releases of any Hazardous Material
into the environment (including air, surface water, ground water or land) or (b)
the manufacture, processing, distribution, use, treatment, storage, disposal,
transport or handling of Hazardous Materials.

     "ERISA" shall mean the Employee Retirement Income Security Act of 1974, as
the same may be amended from time to time, and the regulations and rules issued
thereunder.

     "Eurodollar Borrowing" shall mean a Borrowing comprised of Eurodollar
Loans.

     "Eurodollar Loan" shall mean any Eurodollar Revolving Loan or Eurodollar
Term Loan.

     "Eurodollar Revolving Loan" shall mean any Revolving Loan bearing interest
at a rate determined by reference to the Adjusted LIBO Rate in accordance with
the provisions of Article II.

     "Eurodollar Term Borrowing" shall mean a Borrowing comprised of Eurodollar
Term Loans.

     "Eurodollar Term Loan" shall mean any Term Loan bearing interest at a rate
determined by reference to the Adjusted LIBO Rate in accordance with the
provisions of Article II.

     "Event of Default" shall have the meaning assigned to such term in Article
VII.

     "Excess Proceeds" shall mean the meaning specified in Section
6.07(c)(iii)(B).
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     "Exchange Act" shall mean the Securities Exchange Act of 1934, as amended,
and the rule and regulations promulgated thereunder.

     "Existing Credit Agreement" shall have the meaning assigned to such term in
the Working Capital and Acquisition Facility Credit Agreement.

     "Existing Parity Debt Credit Agreement" shall have the meaning assigned to
such term in the recitals hereto.

     "Existing Unmortgaged Property" shall have the meaning assigned to such
term in Section 6.20.



     "Facilities Obligations" shall have the meaning assigned to such term in
the Working Capital and Acquisition Facility Credit Agreement.

     "Facility" shall mean the Revolving Loans, the Letters of Credit and the
Term Loans provided or participated in by the Lenders to the Borrower pursuant
to this Agreement and the other Loan Documents.

     "Facility A" shall have the meaning assigned to such term in the Working
Capital and Acquisition Facility Credit Agreement.

     "Facility B" shall have the meaning assigned to such term in the Working
Capital and Acquisition Facility Credit Agreement.

     "Facility Obligations" shall mean (a) the Borrower's obligations in respect
of the due and punctual payment of principal of and interest on (including
interest accruing after the maturity of the Loans and Letter of Credit
Disbursements not yet reimbursed by the Borrower as provided in Section 2.21 and
interest accruing after the filing of any petition in bankruptcy, or the
commencement of any insolvency, reorganization or like proceeding, relating to
the Borrower, whether or not a claim for post-filing or post-petition interest
is allowed in such proceeding) the Loans and all amounts drawn under the Letters
of Credit, when and as due, whether at maturity, by acceleration, upon one or
more dates set for prepayment or otherwise, (b) all Fees, expenses, indemnities
and expense reimbursement obligations of the Borrower under this Agreement or
any other Loan Document, (c) all obligations of the Borrower to any Agent or
Lender under any Interest Rate Agreement and (d) all other obligations, monetary
or otherwise, of the Borrower or any other Loan Party under any Loan Document to
which it is a party, in each case, whether now owing or hereafter existing.

     "Federal Funds Effective Rate" shall mean, for any day, the rate equal to
the weighted average (rounded upwards to the nearest 1/8%) of the rates on
overnight federal funds transactions with members of the Federal Reserve System
arranged by federal funds brokers, (a) as such weighted average is published for
such day (or, if such day is not a Business Day, for the immediately preceding
Business Day) by the Federal Reserve Bank of New York or (b) if such rate is not
so published for such Business Day, as determined by the Administrative Agent
using any reasonable means of determination. Each determination by the
Administrative Agent of the Federal Funds Effective Rate shall, in the absence
of manifest error, be conclusive.
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     "Fees" shall mean the Commitment Fee, the other fees payable pursuant to
Section 2.05 and the Letter of Credit Fees.

     "Financial Officer" shall mean, as to any corporation, the chief financial
officer or principal accounting officer of such corporation and, as to any
partnership, an officer of its managing general partner who would qualify as a
Financial Officer of such general partner hereunder.

     "Funded Debt", as applied to any Person, shall mean all Indebtedness of
such Person which by its terms or by the terms of any instrument or agreement
relating thereto matures more than one year from the date of the initial
creation thereof (including any current installment thereof due within one year
of the date of determination); provided, that Funded Debt shall include any
Indebtedness which does not otherwise come within the foregoing definition but
which is directly or indirectly renewable or extendible at the option of the
debtor to a date one year or more (including an option of the debtor under a
revolving credit or similar agreement obligating the lender or lenders to extend
credit over a period of one year or more) from the date of the initial creation
thereof; provided, further, that Funded Debt shall not include intercompany
Indebtedness permitted pursuant to Section 6.01(d).

     "Funding Office" shall mean the office of the Administrative Agent
specified in Section 9.01 or such other office as may be specified from time to
time by the Administrative Agent as its funding office by written notice to the
Borrower and the Lenders.

     "GAAP" shall mean generally accepted accounting principles in effect in the
United States from time to time.

     "General Partner" shall mean Star Gas LLC or, after an Involuntary Removal,



any Person which replaces Star Gas LLC as sole general partner of the Borrower
and the Public Partnership in a Qualifying Involuntary Removal.

     "General Partner Consent and Agreement" shall mean the General Partner
Consent and Agreement dated as of the date hereof among the General Partner and
the Trustee as to the consent and agreement of the General Partner in connection
with the General Partner Guarantee and the Partners Security Agreement, in the
form attached hereto as Exhibit B-1, as amended, supplemented or otherwise
modified from time to time.

     "General Partner Guarantee Agreement" shall mean the Guarantee Agreement
between the General Partner and the Trustee dated as of March 25, 1999, as
amended, supplemented or otherwise modified from time to time.

     "Governmental Authority" shall mean any Federal, state, local or foreign
governmental department, commission, board, bureau, authority, agency, court,
instrumentality or judicial or regulatory body or entity.

     "Growth-Related Capital Expenditures" shall mean, with respect to any
Person, all capital expenditures by such Person made to improve or enhance the
existing capital assets or to increase the customer base of such Person or to
acquire or construct new capital assets (but excluding capital expenditures made
to maintain, up to the level thereof that existed at the time
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of such expenditure, the operating capacity of the capital assets of such Person
as such assets existed at the time of such expenditure).

     "Guaranty", as applied to any Person, shall mean any direct or indirect
liability, contingent or otherwise, of such Person with respect to any
indebtedness, lease, dividend or other obligation of another, including any such
obligation directly or indirectly guaranteed, endorsed (otherwise than for
collection or deposit in the ordinary course of business) or discounted or sold
with recourse by such Person, or in respect of which such Person is otherwise
directly or indirectly liable or any other obligation under any contract which,
in economic effect, is substantially equivalent to a guaranty, including any
such obligation of a partnership in which such Person is a general partner or of
a joint venture in which such Person is a joint venturer, and any such
obligation in effect guaranteed by such Person through any agreement (contingent
or otherwise) to purchase, repurchase or otherwise acquire such obligation or
any security therefor, or to provide funds for the payment or discharge of such
obligation (whether in the form of loans, advances, stock purchases, capital
contributions or otherwise), or to maintain the solvency or any balance sheet or
other financial condition of the obligor of such obligation, or to make payment
for any products, materials or supplies or for any transportation or services
regardless of the non-delivery or non-furnishing thereof, in any such case if
the purpose or intent of such agreement is to provide assurance that such
obligation will be paid or discharged, or that any agreements relating thereto
will be complied with, or that the holders of such obligation will be protected
against loss in respect thereof.

     "Guarantee Agreements" shall mean the General Partner Guarantee Agreement
and the Subsidiaries Guarantee Agreement.

     "Hazardous Materials" shall mean any toxic or hazardous substance or waste,
gasoline or petroleum (including crude oil or any fraction thereof) or petroleum
products, polychlorinated biphenyls, urea-formaldehyde insulation, asbestos or
asbestos-containing materials, pollutants, contaminants, radioactivity, and any
other materials or substances of any kind, whether or not any such substance is
defined as hazardous under any Environmental Law, that is regulated pursuant to
any Environmental Law or that could give rise to liability under any
Environmental Law.

     "Hedging Agreement" shall mean any interest rate swap, collar, cap or
similar interest rate arrangement designed solely to protect the Borrower
against fluctuations in interest rates on Indebtedness outstanding or committed
under this Facility.

     "Indebtedness", as applied to any Person, shall mean the following (without
duplication):

          (a) any indebtedness for borrowed money which such Person has directly



     or indirectly created, incurred or assumed;

          (b) any indebtedness, whether or not for borrowed money, with respect
     to which such Person has become directly or indirectly liable and which
     represents the deferred purchase price (or a portion thereof) or has been
     incurred to finance the purchase price (or a portion thereof) of any
     property or service or business acquired by such Person, whether by
     purchase, consolidation, merger or otherwise;
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          (c) all obligations evidenced by notes, bonds, debentures or similar
     instruments, including obligations so evidenced incurred in connection with
     the acquisition or property, assets or businesses, and all obligations upon
     which interest charges are customarily paid;

          (d) all indebtedness created or arising under any conditional sale or
     other title retention agreement, or incurred as financing, in either case
     with respect to property acquired by the Person (even though the rights and
     remedies of the seller or bank under such agreement in the event of default
     are limited to repossession or sale of such property);

          (e) any Capital Lease Obligations to the extent such obligations
     would, in accordance with GAAP, appear on a balance sheet of such Person;

          (f) any indebtedness, whether or not for borrowed money, secured by
     (or for which the holder of such Indebtedness has an existing right,
     contingent or otherwise, to be secured by) any Lien in respect of property
     owned by such Person, whether or not such Person has assumed or become
     liable for the payment of such indebtedness, provided, that the amount of
     such Indebtedness if not so assumed shall in no event be deemed to be
     greater than the fair market value from time to time (as determined in good
     faith by such Person) of the property subject to such Lien;

          (g) all Disqualified Stock of such Person valued at the greater of its
     voluntary or involuntary maximum fixed repurchase price plus accrued
     dividends;

          (h) any Preferred Stock of any Subsidiary of such Person valued at the
     sum of the liquidation preference thereof or any mandatory redemption
     payment obligations in respect thereof plus, in either case, accrued
     dividends thereon;

          (i) any indebtedness of the character referred to in clause (a)
     through (h) of this definition deemed to be extinguished under GAAP but for
     which such Person remains legally liable;

          (j) all obligations of such Person in respect of Interest Rate
     Agreements; and

          (k) all standby letters of credit (including the Letters of Credit) of
     such Person and any indebtedness of any other Person of the character
     referred to in clause (a) through (i) of this definition with respect to
     which the Person whose Indebtedness is being determined has become liable
     by way of a Guaranty.

Notwithstanding the foregoing, in determining the Indebtedness of the Borrower
and the Restricted Subsidiaries, there shall be excluded all undrawn commercial
letters of credit (not yet due and payable), trade accounts payable, accrued
interest and other accrued expenses and customer credit balances arising in the
ordinary course of business on ordinary terms. The Indebtedness of any Person
shall include the Indebtedness of any partnership in which such Person is a
general partner.

     "Indemnified Party" shall have the meaning assigned to such term in Section
9.05(b).
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     "Intercompany Notes" shall mean the promissory notes of the Subsidiaries
issued to the Borrower as contemplated by Section 6.01(c), either (i) in the



form attached hereto as Exhibit D or (ii) such other form as may be satisfactory
to the Administrative Agent, representing all Indebtedness of the Subsidiaries
to the Borrower outstanding at any time.

     "Intercreditor Agreement" shall mean the Intercreditor and Trust Agreement
dated as of December 13, 1995, among (i) the Borrower, the Public Partnership,
Star Gas LLC and the Restricted Subsidiaries, as trustor, (ii) HSBC Bank USA
(formerly known as Marine Midland Bank), as trustee, (iii) the note purchasers
named therein, (iv) the bank lenders named therein, (v) the Documentation Agent,
(vi) the Syndication Agent, and (vii) the Administrative Agent, as amended by
the First Amendment to Intercreditor and Trust Agreement dated as of May 31,
1996, the Second Amendment to Intercreditor and Trust Agreement dated as of
September 30, 2000, the Third Amendment to Intercreditor and Trust Agreement
dated as of October 25, 2002, and as supplemented by an Agreement of Parity
Lenders and Supplement to Intercreditor Agreement, dated as of March 15, 2001,
the Supplemental Agreement, dated as of March 25, 1999, the Agreement of Parity
Lenders and Supplement to Intercreditor Agreement, dated as of October 23, 2001,
the Agreement of Parity Lenders and Supplement to Intercreditor Agreement, dated
as of February 22, 2002, the Agreement of Lenders and Supplement to
Intercreditor Agreement and the Agreement of Parity Lenders and Supplement to
Intercreditor Agreement, and as further amended, supplemented or otherwise
modified from time to time.

     "Interest Payment Date" shall mean, with respect to any Loan, the last day
of the Interest Period applicable to the Borrowing of which such Loan is a part
and, in the case of any Eurodollar Borrowing with an Interest Period of more
than three months' duration, each day that would have been an Interest Payment
Date had successive Interest Periods of three months' duration been applicable
to such Borrowing and, in addition, in the case of any Eurodollar Borrowing, the
date of any refinancing or conversion of such Borrowing with or to a Borrowing
of a different Type.

     "Interest Period" shall mean (a) as to any Eurodollar Borrowing, the period
commencing on the date of such Borrowing or on the last day of the immediately
preceding Interest Period applicable to such Borrowing, as the case may be, and
ending on the numerically corresponding day (or, if there is no numerically
corresponding day, on the last day) in the calendar month that is 1, 2, 3 or 6
months thereafter, as the Borrower may elect, and (b) as to any ABR Borrowing,
the period commencing on the date of such Borrowing or on the last day of the
immediately preceding Interest Period applicable to such Borrowing, as the case
may be, and ending on the earliest of (i) the last day of each March, June,
September and December and (ii) with respect to any Revolving Loan or Term Loan,
the Conversion Date or the Maturity Date, respectively; provided, however, that
if any Interest Period would end on a day other than a Business Day, such
Interest Period shall be extended to the next succeeding Business Day unless, in
the case of a Eurodollar Borrowing only, such next succeeding Business Day would
fall in the next calendar month, in which case such Interest Period shall end on
the next preceding Business Day. Interest shall accrue from and including the
first day of an Interest Period to, but excluding, the last day of such Interest
Period.
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     "Interest Rate Agreement" shall mean any interest rate swap, collar, cap,
foreign currency exchange agreement or other arrangement requiring payments
contingent upon interest or exchange rates.

     "Inventory" shall mean Commodities Inventory and Non-Commodities Inventory.

     "Investment", as applied to any Person, shall mean any direct or indirect
purchase or other acquisition by such Person of stock or other securities of any
other Person, or any direct or indirect loan, advance or capital contribution by
such Person to any other Person, and any other item which would be classified as
an "investment" on a balance sheet of such Person prepared in accordance with
GAAP, including any direct or indirect contribution by such Person of property
or assets to a joint venture, partnership or other business entity in which such
Person retains an interest. For the purposes of Section 6.03, the amount
involved in Investments made during any period shall be the aggregate cost to
the Borrower of all such Investments made during such period, determined in
accordance with GAAP, but without regard to unrealized increases or decreases in
value, or write-ups, write-downs or write-offs, of such investments and without
regard to the existence of any undistributed earnings or accrued interest with
respect thereto accrued after the respective dates on which such Investments



were made, less any net return of capital realized during such period upon the
sale, repayment or other liquidation of such Investment (determined in
accordance with GAAP, but without regard to any amounts received during such
period as earnings (in the form of dividends not constituting a return of
capital, interest or otherwise) on such Investment) or as loans from any Person
in whom such Investments have been made.

     "Involuntary Removal" shall mean an involuntary removal of the General
Partner as the general partner of the Borrower pursuant to Section 12.2 of the
Partnership Agreement or as the general partner of the Public Partnership
pursuant to Section 13.2 of the MLP Agreement.

     "Issuing Bank" shall mean, as to any Letter of Credit, JPMorgan Chase Bank,
in its capacity as the issuer of such Letter of Credit, and its successors in
such capacity.

     "Legal Requirement" shall mean any law, statute, ordinance, decree,
requirement, order, judgment, rule or regulation (or published official
interpretation by any Governmental Authority of any of the foregoing) of any
Governmental Authority.

     "Lender" shall mean each financial institution listed on the signature
pages hereof, each assignee which becomes a Lender pursuant to Section 9.04(b),
and their respective successors; provided, that unless the context otherwise
requires, each reference herein to the Lenders shall be deemed to include any
Conduit Lender.

     "Letter Agreement" shall have the meaning set forth in Section 2.05(a).

     "Letter of Credit Disbursement" shall mean a payment or disbursement made
by the Issuing Bank pursuant to a Letter of Credit.

     "Letter of Credit Exposure" shall mean at any time the sum of (i) the
aggregate undrawn amount of all outstanding Letters of Credit, plus (ii) the
aggregate amount of all Letter of Credit Disbursements not yet reimbursed by the
Borrower as provided in Section 2.21, minus (iii) other
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than for the purpose of determining compliance with Section 2.01 or Section
2.21(a), the aggregate principal amount of cash collateral in respect of Letters
of Credit deposited by the Borrower with the Administrative Agent and held
pursuant to the Cash Collateral Agreement as provided in Section 2.21(j). The
Letter of Credit Exposure of any Lender at any time shall mean its pro rata
share (based on such Lender's Revolving Credit Commitment Percentage) of the
aggregate Letter of Credit Exposure at such time.

     "Letter of Credit Fees" shall mean the fees payable to the Issuing Bank and
the Lenders in respect of Letters of Credit pursuant to Section 2.21(e).

     "Letters of Credit" shall mean any and all standby letters of credit issued
pursuant to Section 2.21(a).

     "Level I Pricing Period" shall mean, subject to Section 2.06(c), any period
during which the Leverage Ratio is less than 3.50 to 1.00 and no Event of
Default has occurred and is continuing.

     "Level II Pricing Period" shall mean, subject to Section 2.06(c), any
period during which the Leverage Ratio is greater than or equal to 3.50 to 1.00
but less than 4.00 to 1.00 and no Event of Default has occurred and is
continuing.

     "Level III Pricing Period" shall mean, subject to Section 2.06(c), any
period which is not a Level I Pricing Period or a Level II Pricing Period.

     "Leverage Ratio" as of any date shall mean the ratio of (a) Total Funded
Debt as of the last day of the Reference Period with respect to such date to (b)
Consolidated Cash Flow for such Reference Period.

     "LIBO Rate" shall mean, with respect to any Eurodollar Borrowing for any
Interest Period, the rate per annum determined on the basis of the rate for
deposits in dollars for a period equal to such Interest Period commencing on the
first day of such Interest Period appearing on Page 3750 of the Telerate screen



as of 11:00 A.M., London time, two Business Days prior to the beginning of such
Interest Period. In the event that such rate does not appear on Page 3750 of the
Telerate screen (or otherwise on such screen), the "LIBO Rate" shall be
determined by reference to such other comparable publicly available service for
displaying eurodollar rates as may be selected by the Administrative Agent or,
in the absence of such availability, by reference to the rate at which the
Administrative Agent is offered dollar deposits at or about 11:00 A.M., New York
City time, two Business Days prior to the beginning of such Interest Period in
the interbank eurodollar market where its eurodollar and foreign currency and
exchange operations are then being conducted for delivery on the first day of
such Interest Period for the number of days comprised therein.

     "Lien", as to any Person, shall mean any mortgage, lien (statutory or
otherwise), pledge, reservation, right of entry, encroachment, easement, right
of way, restrictive covenant, license, charge, security interest or other
encumbrance in or on, or any interest or title of any vendor, lessor, lender or
other secured party to or of such Person under any conditional sale or other
title retention agreement or Capital Lease Obligation with respect to, any
property or asset owned or held by such Person, or the signing or filing of a
financing statement with respect to any of the
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foregoing which names such Person as debtor, or the signing of any security
agreement with respect to any of the foregoing authorizing any other party as
the secured party thereunder to file any financing statement or any other
agreement to give or grant any of the foregoing. For the purposes of this
Agreement, a Person shall be deemed to be the owner of any asset which it has
placed in trust for the benefit of the holders of Indebtedness of such Person
and such trust shall be deemed to be a Lien if such Person remains legally
liable therefor, notwithstanding that such Indebtedness is or may be deemed to
be extinguished under GAAP.

     "Loan Documents" shall mean (a) this Agreement, (b) the Notes, (c) the
Letters of Credit, (d) the Guarantee Agreements, (e) the Intercompany Notes, (f)
the Collateral Documents, (g) any Interest Rate Agreements entered into by the
Borrower with any Agent or Lender and (h) any Supplemental Agreements.

     "Loan Parties" shall mean the Public Partnership, the General Partner, the
Borrower and the Restricted Subsidiaries.

     "Loans" shall mean any or all of the Revolving Loans and the Term Loans.

     "Lockbox Agreement" shall mean an agreement among any Lender or other bank,
the Borrower or any Restricted Subsidiary, and the Administrative Agent in
substantially the form attached as Exhibit O to the Working Capital and
Acquisition Facility Credit Agreement or in such other form as may be reasonably
satisfactory to the Administrative Agent.

     "Make Whole Amount" shall have the meaning set forth in the 1995 Note
Agreement as in effect on December 13, 1995.

     "Margin Stock" shall have the meaning assigned to such term under
Regulation U.

     "Material Adverse Effect" shall mean a material adverse effect on (a) the
business, operations, property, condition (financial or otherwise) or prospects
(financial or otherwise) of the Borrower or the Business, (b) the ability of the
Borrower, the General Partner or any Restricted Subsidiary to perform its
obligations under this Agreement or any other Operative Agreement or (c) the
validity, enforceability, perfection or priority of this Agreement or any other
Operative Agreement or of the rights or remedies of any Lender or the Trustee.

     "Material Contract" shall mean any "material contract" (within the meaning
of Item 601(b)(10) of Regulation S-K under the Exchange Act) except for employee
compensation plans, employee contracts and other employee compensation
arrangements approved by the General Partner or, prior to March 25, 1999, by
Star Gas Corporation, in its capacity as general partner of the Borrower.

     "Maturity Date" shall mean September 30, 2008.

     "Maximum Consolidated Pro Forma Debt Service" shall mean, as of any date of
determination, the highest total amount payable by the Borrower and the



Restricted Subsidiaries on a consolidated basis (it being understood that
amounts payable by Unrestricted Subsidiaries shall not be consolidated with the
Borrower or any Restricted Subsidiary for purposes of calculating Maximum
Consolidated Pro Forma Debt Service), during any period of four
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consecutive fiscal quarters, commencing with the fiscal quarter in which such
date of determination occurs and ending on the maturity date of the Mortgage
Notes, in respect of scheduled principal payments and all interest charges with
respect to all Indebtedness of the Borrower and the Restricted Subsidiaries
(other than all scheduled principal payments with respect to Facility B only to
the extent that the outstanding principal amount of Facility B is zero for a
period of at least 30 consecutive days during the two-year period prior to any
such date of determination) outstanding or to be outstanding, after giving
effect to any Indebtedness proposed to be incurred on such date and to the
substantially concurrent repayment of any other Indebtedness, and (a) including
actual payments under Capital Lease Obligations, (b) assuming, in the case of
Indebtedness (other than Indebtedness incurred under the Working Capital and
Acquisition Facility Credit Agreement and this Facility) bearing interest at
fluctuating interest rates which cannot be determined in advance, that the rate
in effect on such date will remain in effect throughout such period, (c)
assuming in the case of Indebtedness incurred under the Working Capital and
Acquisition Facility Credit Agreement and this Facility, that (i) the interest
payments payable during such four consecutive calendar quarters next succeeding
the date of determination will equal the actual interest payments associated
with the Working Capital and Acquisition Facility Credit Agreement or this
Facility, as the case may be, during the most recent four fiscal quarters, (ii)
except for the twelve-month period immediately prior to the termination or final
maturity thereof (unless extended or renewed), no principal payments will be
made under Facility A and (iii) principal payments relating to Facility B and
this Facility will become due based on the assumption that the conversion to the
fixed amortization schedule is exercised pursuant to Sections 2.01(c) and
2.11(c) of the Working Capital and Acquisition Facility Credit Agreement and
Sections 2.01(b) and 2.11(b) of this Agreement, as applicable, (d) treating the
principal amount of all Indebtedness outstanding as of such date of
determination under a revolving credit or similar agreement (other than the
Working Capital and Acquisition Facility Credit Agreement and this Facility) as
maturing and becoming due and payable on the scheduled maturity date or dates
thereof (including the maturity of any payment required by any commitment
reduction or similar amortization provision), without regard to any provision
permitting such maturity date to be extended, (e) including any other debt
repayments due within twelve months from such date of determination and (f)
excluding principal and interest payments in connection with the Star/Petro
Intercompany Subordinated Debt.

     "Maximum Rate" shall have the meaning assigned to such term in Section
9.09.

     "MLP Agreement" shall mean the Agreement of Limited Partnership of the
Public Partnership.

     "Mortgage" shall mean each mortgage, assignment of rents, security
agreement and fixture filing, or deed of trust, assignment of rents and fixture
filing, or similar instrument creating and evidencing a lien on a real property
and other property and rights incidental thereto, which shall be substantially
in the form of Exhibit P to the Working Capital and Acquisition Facility Credit
Agreement, containing such schedules and including such exhibits as shall not be
inconsistent with the provisions of Section 4.01(e) or shall be necessary to
conform such instrument to applicable local law and which shall be dated the
date of delivery thereof and made by the owner of the real property described
therein for the benefit of the Trustee, as mortgagee (or beneficiary), assignee
and secured party for the benefit of the Secured Parties, as the same may be
amended, supplemented or otherwise modified from time to time.
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     "Mortgage Notes" shall mean the mortgage notes of the Borrower in the
aggregate principal amount of $85,000,000 8.04% First Mortgage Notes due
September 15, 2009 issued by the Borrower pursuant to the 1995 Note Agreement.



     "Mortgaged Properties" shall mean the real properties identified on
Schedule 3.07(b) and each other real property subjected to a Mortgage under
Section 6.20 or otherwise.

     "Motor Vehicle Security Agreements" shall mean the Security Agreements for
Motor Vehicles and other Rolling Stock between the Borrower or the Restricted
Subsidiary, as applicable, and the Trustee in the form of Exhibit D to the
Borrower Security Agreement, as amended, supplemented or otherwise modified from
time to time.

     "Multiemployer Plan" shall mean a Plan which is a multiemployer plan as
defined in Section 4001(a)(3) of ERISA.

     "Net Working Capital" as of any date shall mean the lesser of (a)(i)
Current Assets as of such date, minus (ii) Current Liabilities as of such date
and (b) $8,000,000.

     "1995 Note Agreement" shall mean the Note Agreement dated as of December
13, 1995, among the Star Gas LLC, the Borrower and the investors named therein,
as amended by the First Amendment to Note Agreement dated as of May 31, 1996,
the Second Amendment to Note Agreement dated as of March 25, 1999, the Third
Amendment to Note Agreement dated as of September 30, 2000, the Fourth Amendment
to Note Agreement dated as of October 25, 2002, and as further amended,
supplemented or otherwise modified from time to time in accordance with the
Intercreditor Agreement.

     "Non-Commodities Inventory" shall mean new household appliances, new parts
inventory and new supplies inventory which are held for sale by the Borrower or
its Restricted Subsidiaries in the normal course of business and which, upon
sale, will qualify for the full term of the original manufacturer's warranty, if
any.

     "Non-Excluded Taxes" shall have the meaning assigned to such term in
Section 2.19.

     "Note" shall mean a promissory note of the Borrower, substantially in the
form of Exhibit A, evidencing Revolving Loans and (after the Conversion Date)
Term Loans, and any substitutions or replacements therefor.

     "Note Agreements" shall mean, collectively, the 1995 Note Agreement, the
2000 Note Agreement and the 2001 Note Agreement.

     "Officers' Certificate" shall mean, as to any corporation, a certificate
executed on its behalf by the Chairman of the Board of Directors (if an officer)
or its President or one of its Vice Presidents and its Treasurer, or Controller,
or one of its Assistant Treasurers or Assistant Controllers, and, as to any
partnership, a certificate executed on behalf of such partnership by its general
partner in a manner which would qualify such certificate as an Officers'
Certificate of such general partner hereunder.
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     "Operative Agreements" shall mean this Agreement, the Note Agreements, the
Collateral Documents, the MLP Agreement and the Partnership Agreement.

     "Other Taxes" shall mean any and all present or future stamp or documentary
taxes or any other excise or property taxes, charges or similar levies arising
from any payment made hereunder or from the execution, delivery or enforcement
of, or otherwise with respect to, this Agreement or any other Loan Document.

     "Parent Consolidated Cash Flow" shall mean at any date of determination,
for the Reference Period with respect to such date of determination, (i) the sum
of, without duplication, the amounts for such period, taken as a single
accounting period, (a) Parent Consolidated Net Income and (b) all amounts
deducted in arriving at such Parent Consolidated Net Income in respect of (I)
interest charges (including amortization of debt discount and expense and
imputed interest in Capital Lease Obligations), (II) provisions for all taxes
and reserves (including reserves for deferred income taxes), (III) non-cash
items, including, without limitation, (x) non-cash expenses or losses incurred
as a result of Statement of Financial Accounting Standard Number 133 and the
implementation of Statement of Financial Accounting Standard Numbers 141 and 142
and (y) non-cash expenses related to unit appreciation rights, and (IV) Petro
Reorganization Expenses in an aggregate amount of up to $12,000,000, less (ii)



without duplication, any non-cash items added in the determination of such
Parent Consolidated Net Income for such period. Parent Consolidated Cash Flow
shall be calculated after giving effect, on a pro forma basis for the Reference
Period with respect to any date of determination to, without duplication, any
asset sales or asset acquisitions (including any asset acquisition giving rise
to the need to make such calculation as a result of the Borrower or any
Restricted Subsidiary (including any Person who becomes a Restricted Subsidiary
as a result of such asset acquisition) incurring, assuming or otherwise being
liable for acquired Indebtedness) occurring during the period commencing on the
first day of such Reference Period to and including the date of determination,
as if such asset sale or asset acquisition occurred on the first day of such
Reference Period. The pro forma calculations required by this definition will be
determined in accordance with GAAP, shall be certified by a Financial Officer of
the Public Partnership, and shall be calculated in a manner reasonably
satisfactory to the Required Lenders; provided, however, that such calculation
shall be made (i) based on the historical sales volume associated with any
acquisition of a related business for the Reference Period with respect to the
date of such acquisition, less estimated post-acquisition loss of sales volume
(not to be less than three percent (3%)), (ii) based on the actual cost to the
Borrower of the volume of goods sold as determined in clause (i) above, (iii)
based on the pro forma expenses that would have been incurred by the Borrower in
the operation of such related business if it had occurred on the first day of
such period computed on the basis of personnel expenses for employees retained
or to be retained by the Borrower in the operation of such related business and
non-personnel costs and expenses incurred by the Borrower or the General Partner
in the operation of the Business at similarly situated facilities of the
Borrower and the Restricted Subsidiaries, and (iv) without inclusion of the
operations of any Unrestricted Subsidiary.

     "Parent Consolidated Funded Debt" as of any date shall mean all Funded Debt
of the Public Partnership and its Subsidiaries as of such date, excluding
Indebtedness under Facility A and Indebtedness incurred for working capital
purposes under the Petro Credit Agreement.
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     "Parent Consolidated Interest Expense" shall mean as of any date of
determination, the total amount payable by the Public Partnership and its
Subsidiaries on a consolidated basis, during the Reference Period with respect
to such date of determination, in respect of all interest charges (including
amortization of debt discount and expense and imputed interest on actual
payments under Capital Lease Obligations) during such Reference Period with
respect to Indebtedness of the Public Partnership and its Subsidiaries.

     "Parent Consolidated Net Income" shall mean, with reference to any period,
the net income (or deficit) of the Public Partnership and its Subsidiaries
(taken as a cumulative whole), after deducting all operating expenses,
provisions for all taxes and reserves (including reserves for deferred income
taxes) and all other proper deductions, all determined in accordance with GAAP
on a consolidated basis, after eliminating all intercompany transactions and
after deducting portions of income properly attributable to minority interests,
if any, in the stock and surplus of Subsidiaries, provided that there shall be
excluded (a) the income (or deficit) of any Person accrued prior to the date it
becomes a Subsidiary or is merged into or consolidated with the Public
Partnership or a Subsidiary, (b) the income (or deficit) of any Person (other
than a Subsidiary) in which the Public Partnership or any Subsidiary has an
ownership interest, except to the extent that any such income has been actually
received by the Public Partnership or such Subsidiary in the form of dividends
or similar distributions (but subject to the limitations specified in the
proviso below), (c) the undistributed earnings of any Subsidiary to the extent
that the declaration or payment of dividends or similar distributions by such
Subsidiary is not at the time permitted by the terms of its charter or any
agreement, instrument, judgment, decree, order, statute, rule or governmental
regulation applicable to such Subsidiary, (d) any restoration to income of any
contingency reserve, except to the extent that provision for such reserve was
made out of income accrued during such period, (e) any aggregate net gain (but
not any aggregate net loss) during such period arising from the sale, exchange
or other disposition of capital assets (such term to include all fixed assets,
whether tangible or intangible, all inventory sold in conjunction with the
disposition of fixed assets, and all securities), (f) any write-up of any asset,
(g) any net gain from the collection of the proceeds of life insurance policies,
(h) any gain arising from the acquisition of any securities, or the
extinguishment, under GAAP, of any Indebtedness, of the Public Partnership or



any Subsidiary, (i) any net income or gain (but not any net loss) during such
period from any change in accounting, from any discontinued operations or the
disposition thereof, from any extraordinary events or from any prior period
adjustments, (j) any deferred credit representing the excess of equity in any
Subsidiary at the date of acquisition over the cost of the investment in such
Subsidiary, and (k) in the case of a successor to the Public Partnership by
consolidation or merger or as a transferee of its assets, any earnings of the
successor corporation prior to such consolidation, merger or transfer of assets.

     "Parent Indenture" shall mean the Indenture, dated as of February 6, 2003,
among the Public Partnership, Star Gas Finance Company and Union Bank of
California, N.A., as Trustee, with respect to the Public Partnership's issuance
of 10 1/4% Senior Notes due 2013, as amended, modified, replaced, refinanced or
otherwise modified from time to time.

     "Parent Material Adverse Effect" shall mean a material adverse effect on
(a) the business, operations, property, condition (financial or otherwise) or
prospects of the Public Partnership, the General Partner and the Borrower and
its Restricted Subsidiaries, taken as a whole, or (b) the
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validity or enforceability of any of the Loan Documents or the rights or
remedies of the Administrative Agent, any Lender or the Trustee thereunder.

     "Parity Debt" shall mean Indebtedness of the Borrower incurred in
accordance with Sections 6.01(a), 6.01(b), 6.01(e), 6.01(i) (but only to the
extent such Indebtedness under Section 6.01(i) is incurred to any Lender) or
6.01(g) and secured by the lien of the Collateral Documents in accordance with
Section 6.02(g) or 6.02(h). For purposes of clarification, "Parity Debt"
includes the 2000 Parity Notes and the 2001 Parity Notes.

     "Parity Debt Agreements" shall have the meaning assigned to such term in
the Intercreditor Agreement.

     "Participant" shall have the meaning set forth in Section 9.04(c)(i).

     "Partners Security Agreement" shall mean the Amended and Restated Pledge
and Security Agreement among the Public Partnership, the General Partner and the
Trustee dated as of March 25, 1999, as amended, supplemented or otherwise
modified from time to time.

     "Partnership Agreement" shall mean the Agreement of Limited Partnership of
the Borrower, as in effect on March 25, 1999, and as the same may from time to
time be amended, modified or supplemented in accordance with the terms thereof
and Section 6.12 hereof.

     "PBGC" shall mean the Pension Benefit Guaranty Corporation established
pursuant to Subtitle A of Title IV of ERISA or any successor thereto.

     "Perfection Certificate" shall mean a certificate from the Borrower
substantially in the form of Exhibit G.

     "Permitted Exceptions" shall have the meaning set forth in Section 3.26.

     "Permitted Insurers" shall mean insurers with ratings of A or better
according to Best's Insurance Reports (or a comparable rating agency for
insurance companies located outside of the United States and Canada) and with
assets of no less than $500,000,000.

     "Person" shall mean any natural Person, corporation, business trust, joint
venture, association, company, limited liability company, partnership,
government (or any agency or political subdivision thereof) or other entity.

     "Petro" shall mean Petroleum Heat and Power Co., Inc., a Minnesota
corporation.

     "Petro Credit Agreement" shall mean the Second Amended and Restated Credit
Agreement, dated as of June 15, 2001, among Petroleum Heat and Power Co., Inc.,
the various financial institutions parties thereto from time to time, Bank of
America, N.A., as administrative agent, Fleet National Bank, as syndication
agent, and First Union National Bank, as documentation agent, as amended,
supplemented or otherwise modified from time to time.



     "Petro Holdings" shall mean, collectively, Petro Holdings, Inc., a
Minnesota corporation, and its subsidiaries.
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     "Petro Holdings Dividends" shall mean the cash dividends or distributions
actually received by the Borrower or a Restricted Subsidiary from Petro Holdings
with respect to a calendar quarter during the 45 days immediately following any
such calendar quarter.

     "Petro Reorganization Expenses" shall mean expenses relating to the
reorganization of Petro Holdings and its Subsidiaries, including but not limited
to severance pay, project consultants, project related travel expense, corporate
identity expense (e.g. repainting trucks), set-up and implementation fees of
outsourcing arrangements and salary of personnel to the extent relating to
services dedicated to the project and not related to operations in the ordinary
course of business.

     "Plan" shall mean an "employee benefit plan" (as defined in Section 3(3) of
ERISA) subject to Title IV of ERISA which is or has been established or
maintained, or to which contributions are or have been made, by Star Gas
Corporation, in its former capacity as general partner of the Borrower, the
General Partner, the Borrower or any Related Person or to which Star Gas
Corporation, in its former capacity as general partner of the Borrower, the
General Partner, the Borrower or any Related Person is or has been obligated to
contribute, or an employee benefit plan as to which Star Gas Corporation, in its
former capacity as general partner of the Borrower, the General Partner, the
Borrower or any Related Person could be treated as a contributory sponsor under
Section 4069 or Section 4212 of ERISA if such plan were terminated.

     "Preferred Stock", as applied to the Capital Stock of any Person, shall
mean Capital Stock of any class or classes (however designated) which is
preferred as to the payment of dividends, or as to the distribution of assets
upon any voluntary or involuntary liquidation or dissolution of such
corporation, over shares of Capital Stock of any other class of such Person.

     "Prime Rate" shall mean the rate of interest per annum publicly announced
from time to time by the Administrative Agent as its Base Rate (which may not be
the lowest rate at which the Administrative Agent makes loans to borrowers) in
effect at its principal office in New York, New York. Each change in the Prime
Rate shall be effective on the date such change is adopted, without notice to
the Borrower.

     "Pro Forma Balance Sheet" shall have the meaning assigned to such term in
Section 3.05(b).

     "Public Partnership" shall mean Star Gas Partners, L.P., a Delaware limited
partnership.

     "Public Partnership Consent and Agreement" shall mean the Public
Partnership Consent and Agreement dated as of the date hereof among the Public
Partnership and Trustee as to the consent and agreement of the Public
Partnership in connection with the Partners Security Agreement, in the form
attached hereto as Exhibit B-2, as amended, supplemented or otherwise modified
from time to time.

     "Qualifying Involuntary Removal" shall mean any Involuntary Removal;
provided, that (a) the Person which shall become the general partner of the
Borrower and the Public Partnership shall be satisfactory to the Required
Lenders in their sole discretion or (b)(i) the ratio of (A) Total Funded Debt as
of the last day of the Reference Period with respect to the date of
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removal of the predecessor general partner to (B) Consolidated Cash Flow for
such Reference Period shall be no greater than 4.25 to 1.00, (ii) the ratio of
Consolidated Cash Flow to Maximum Consolidated Pro Forma Debt Service for such
Reference Period will be greater than 1.25 to 1.00 and (iii) within 60 days
after such Involuntary Removal, the successor general partner (which shall be a
corporation organized and existing under the laws of the United States of



America or any State thereof) shall expressly assume, by a written agreement
executed and delivered to the Trustee, in form satisfactory to the Trustee and
the Required Lenders, all the obligations of the "General Partner" under this
Agreement and the other Loan Documents.

     "RCRA" shall mean the Federal Resource Conservation and Recovery Act, as
amended.

     "Reference Period" with respect to any date of determination shall mean the
period of four consecutive fiscal quarters of the Borrower most recently
completed at least 45 days prior to such date, except that in connection with
any calculation required pursuant to Section 2.01(b) or 6.04, the "Reference
Period" with respect to any date of determination shall mean the period of four
consecutive fiscal quarters of the Borrower immediately preceding, or ending on,
such date of determination.

     "Register" shall have the meaning assigned to such term in Section
9.04(b)(iv).

     "Regulation T" shall mean Regulation T of the Board as from time to time in
effect and all official rulings and interpretations thereunder or thereof.

     "Regulation U" shall mean Regulation U of the Board as from time to time in
effect and all official rulings and interpretations thereunder or thereof.

     "Regulation X" shall mean Regulation X of the Board as from time to time in
effect and all official rulings and interpretations thereunder or thereof.

     "Related Person" shall mean any trade or business, whether or not
incorporated, which, as of any date of determination, would be treated as a
single employer together with the General Partner or the Borrower under Section
414 of the Code.

     "Repayment Date" shall have the meaning assigned to such term in Section
2.11(b).

     "Reportable Event" shall mean any of the events set forth in Section
4043(c) of ERISA, other than those events as to which the 30-day notice period
is waived under subsections .22, .23, .25, .27, or .28 of PBGC Reg. (S)4043.

     "Required Lenders" shall mean, at any time, Lenders holding Loans and
participations in Letters of Credit, and having Commitments, representing in the
aggregate more than 50% of the sum at such time of (a) the aggregate principal
amount of the Loans outstanding, (b) the aggregate amount of the Letter of
Credit Exposure and (c) the aggregate amount of unused Commitments.

     "Responsible Officer" shall mean the President, any Vice President, the
Chief Financial Officer, the Treasurer and the Secretary of the General Partner
and any other officer of the General Partner who is responsible for compliance
with or performance of any obligation under
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this Agreement, the other Loan Documents or the other Operative Agreements and
any employee of the Borrower performing any of the above functions.

     "Restricted Payment" shall mean, as to any Person, (a) any payment,
dividend or other distribution, direct or indirect, in respect of any
partnership interest (general or limited) or membership interest in, or on
account of any shares of any class of stock of, such Person, except a
distribution payable solely in additional partnership interests or membership
interests in, or shares of stock of, such Person, and (b) any payment, direct or
indirect, on account of the redemption, retirement, purchase or other
acquisition of any partnership interest or membership interest in, or any shares
of any class of stock of, such Person now or hereafter outstanding or of any
warrants, rights or options to acquire any such shares, except to the extent
that the consideration therefore consists of shares of stock of such Person.

     "Restricted Subsidiary" shall mean any Wholly Owned Subsidiary of the
Borrower (excluding Petro Holdings and its direct and indirect subsidiaries) (a)
organized under the laws of the United States of America or any state thereof or
the District of Columbia, (b) none of the capital stock or ownership interests
of which is owned by Unrestricted Subsidiaries, (c) substantially all of the



operating assets of which are located in, and substantially all of the business
of which is conducted within the United States and which business consists of
the wholesale and retail sale, distribution and storage of propane gas and
related petroleum derivative products and/or the related retail sale of supplies
and equipment, including home appliances and (d) designated by the Borrower as a
Restricted Subsidiary in Schedule 1.01B or at a subsequent date; provided,
however, that (i) to the extent a newly formed or acquired Wholly Owned
Subsidiary satisfying the requirements of the foregoing clauses (a), (b) and (c)
is not declared either a Restricted Subsidiary or an Unrestricted Subsidiary
within 90 days of its formation or acquisition, such Wholly Owned Subsidiary
shall be deemed a Restricted Subsidiary and (ii) a Restricted Subsidiary may be
designated as an Unrestricted Subsidiary in accordance with the provisions of
Section 6.17.

     "Revolving Credit Availability Period" shall mean the period from and
including the Closing Date to but excluding the earlier of (a) the Conversion
Date and (b) the termination of the Revolving Credit Commitments of the Lenders
in accordance with the terms hereof.

     "Revolving Credit Borrowing" shall mean a Borrowing comprised of Revolving
Loans.

     "Revolving Credit Commitment" shall mean, as to any Lender, the obligation
of such Lender, if any, to make Revolving Loans and participate in Letters of
Credit in the aggregate principal and/or face amount not to exceed the amount
set forth under the heading "Revolving Credit Commitment" opposite such Lender's
name on Schedule 1.01A hereto or in the Assignment and Acceptance pursuant to
which such Lender became a party hereto, as the same may be changed from time to
time pursuant to the terms hereof. The original amount of the Revolving Credit
Commitments of all the Lenders is $25,000,000. For clarification, upon the
Conversion Date, the term "Revolving Credit Commitment Percentage" shall refer
to each Lender's percentage of the Term Loans as determined in accordance with
Section 2.01(b).

     "Revolving Credit Commitment Percentage" shall mean, for each Lender, the
percentage identified as its Revolving Credit Commitment Percentage on Schedule
1.01A hereto, as such
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percentage may be modified in connection with any assignment made in accordance
with the provisions of Section 9.04 or as the same may be reduced from time to
time pursuant to Section 2.09. For clarification upon the Conversion Date, the
term "Revolving Credit Commitment Percentage" shall refer to each Lender's
percentage of the Term Loans as determined in accordance with Section 2.01(b).

     "Revolving Loans" shall mean the revolving loans made by the Lenders to the
Borrower pursuant to Section 2.01(a). Each Revolving Loan shall be a Eurodollar
Revolving Loan or an ABR Revolving Loan.

     "SEC" shall mean the Securities and Exchange Commission or any successor
thereto.

     "Secured Parties" shall mean (a) the Lenders, (b) the Administrative Agent,
the Syndication Agent and the Documentation Agent, in their capacities as such
under each Loan Document, (c) each Agent or Lender with which the Borrower
enters into an Interest Rate Agreement, in its capacity as a party to such
agreement, (d) the beneficiaries of each indemnification obligation undertaken
by the Borrower or any of the Loan Parties under any Loan Document, (e) the
holders of any Parity Debt and (f) the successors and assigns of the foregoing.

     "Security Agreements" shall mean the Partners Security Agreement and the
Borrower Security Agreement.

     "Seller" shall mean, with respect to any Acquired Business Entity, the
Person from whom the Business acquires (whether by purchase, merger or
consolidation) such Acquired Business Entity.

     "Single Employer Plan" shall mean any Plan which is not a Multiemployer
Plan.

     "Solvent" shall have the meaning assigned to such term in Section 3.19.



     "Star Gas LLC" shall mean Star Gas LLC, a Delaware limited liability
company and the successor general partner of the Borrower.

     "Star/Petro" shall mean Star/Petro, Inc., a Minnesota corporation.

     "Star/Petro Intercompany Subordinated Debt" shall mean the borrowings of
Star/Petro made from time to time pursuant to Section 6.01(d) from the Public
Partnership and evidenced by the Star/Petro Intercompany Subordinated Note,
which shall be fully subordinate to the prior payment in full of the principal
and premium, if any, and interest on the Notes.

     "Star/Petro Intercompany Subordinated Note" shall mean the intercompany
note evidencing the Star/Petro Intercompany Subordinated Debt, which shall be
fully subordinate to the prior payment, in full, of the principal, interest and
premium, if any, on the Notes, with the terms as specified either (i) in the
form of Intercompany Note attached as Exhibit D hereto, but modified (as set
more fully forth in Section 6.04(c) hereof) to permit (x) principal and interest
payments to be made solely from proceeds of capital contributions or equity
investments indirectly made by the Public Partnership into Star/Petro and/or
dividends received from Petro
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Holdings and (y) interest payments in the event that the ratio of Consolidated
Cash Flow to Consolidated Interest Expense is greater than 2.0 to 1.0; provided
that, immediately prior to and after giving effect to such principal or interest
payments, no condition or event shall exist which constitutes an Event of
Default, or (ii) in such other form satisfactory to the Agents and the Lenders,
in the sole discretion of each.

     "Statutory Reserves" shall mean the stated maximum rate (expressed as a
decimal) of all reserves (including any basic, supplemental, marginal or
emergency reserve or any reserve asset), if any, as from time to time in effect,
required by the Board and any other banking authority to which the
Administrative Agent is subject for any legal requirement to be maintained by
any Lender against (a) "Eurocurrency liabilities" as specified in Regulation D
of the Board, (b) any other category of liabilities that includes eurodollar
deposits by reference to which the LIBO Rate for any Eurodollar Borrowing is
determined, (c) the principal amount of or interest on any portion of any
Eurodollar Borrowing or (d) any other category of extensions of credit, or other
assets, that is based upon the LIBO Rate by a non-United States office of any of
the Lenders to United States residents, in each case without the benefits of
credits for prorations, exceptions or offsets that may be available to a Lender.

     "Subsidiaries Consent and Agreement" shall mean the Subsidiaries Consent
and Agreement dated as of the date hereof among the Restricted Subsidiaries and
the Trustee as to the consent and agreement of the Restricted Subsidiaries in
connection with the Subsidiaries Guarantee Agreement and the Borrower Security
Agreement substantially in the form of Exhibit C, as amended, supplemented or
otherwise modified from time to time.

     "Subsidiaries Guarantee Agreement" shall mean the Guarantee Agreement dated
as of December 13, 1995 among the Restricted Subsidiaries and the Trustee, as
amended, supplemented or otherwise modified from time to time.

     "Subsidiary" shall mean any corporation, association, partnership, joint
venture or other business entity at least a majority (by number of votes) of the
stock of any class or classes (or equivalent interests) of which is at the time
owned by the Borrower or by one or more Subsidiaries of the Borrower or by the
Borrower and one or more Subsidiaries of the Borrower, if the holders of the
stock of such class or classes (or equivalent interests) (a) are ordinarily, in
the absence of contingencies, entitled to vote for the election of a majority of
the directors (or Persons performing similar functions) of such business entity,
even though the right so to vote has been suspended by the happening of such a
contingency, or (b) are at the time entitled, as such holders, to vote for the
election of the majority of the directors (or Persons performing similar
functions) of such business entity, whether or not the right so to vote exists
by reason of the happening of a contingency. Unless the context otherwise
requires, any reference to a Subsidiary shall mean a Subsidiary of the Borrower.

     "Supplemental Agreement" shall mean an agreement between a Restricted
Subsidiary and the Trustee in the form attached hereto as Exhibit H, as amended,
supplemented or otherwise modified from time to time.



     "Syndication Agent" has the meaning given to such term in the preamble
hereto.
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     "Term Borrowing" shall mean a Borrowing comprised of Term Loans.

     "Term Loans" shall have the meaning assigned to such term in Section
2.01(b). Each Term Loan shall be a Eurodollar Term Loan or an ABR Term Loan.

     "Term-Out Effective Date" shall mean the date that is five Business Days
prior to the Conversion Date.

     "Term-Out Option" shall have the meaning assigned to such term in Section
2.01(b).

     "Title Company" shall mean such title insurance company as shall be
satisfactory to the Agents.

     "Total Funded Debt" as of any date shall mean (a) all Funded Debt of the
Borrower and its Restricted Subsidiaries as of such date, including Indebtedness
in respect of the Mortgage Notes, this Facility and Facility B, but excluding
Indebtedness under Facility A, minus (b) Net Working Capital of the Borrower and
its Restricted Subsidiaries as of such date (or, if such Net Working Capital is
negative, plus the amount thereof).

     "Tranche B Revolving Credit Commitments" shall have the meaning assigned to
such term in the Working Capital and Acquisition Facility Credit Agreement.

     "Transferee" shall mean an Assignee or a Participant.

     "Trustee" shall mean HSBC Bank USA (formerly known as Marine Midland Bank),
as Trustee under the Intercreditor Agreement, and its successors and assigns
thereunder.

     "2000 Note Agreement" shall mean the Note Agreement dated as of March 30,
2000, among the Borrower, Star/Petro and the investors named therein, as amended
by the First Amendment to Note Agreement dated as of September 30, 2000, the
Second Amendment to Note Agreement dated as of October 25, 2002, and as further
amended, supplemented or otherwise modified from time to time in accordance with
the Intercreditor Agreement.

     "2000 Parity Notes" shall mean the $12,500,000 8.67% First Mortgage Notes,
Series A, due March 30, 2012 and the $15,000,000 8.72% First Mortgage Notes,
Series B, due March 30, 2015 issued by the Borrower and Star/Petro pursuant to
the 2000 Note Agreement.

     "2001 Note Agreement" shall mean the Note Agreement dated as of March 15,
2001, among the Borrower, Star/Petro and the investors named therein, as amended
by the First Amendment to Note Agreement dated as of October 25, 2002, and as
further amended, supplemented or otherwise modified from time to time in
accordance with the Intercreditor Agreement.

     "2001 Parity Notes" shall mean the $7,500,000 7.62% First Mortgage Notes,
Series A, due April 1, 2008 and the $22,000,000 7.95% First Mortgage Notes,
Series B, due April 1, 2001 issued by the Borrower and Star/Petro pursuant to
the 2001 Note Agreement.

     "Type" shall have the meaning assigned to such term in Section 1.03.
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     "Unrestricted Subsidiary" shall mean any Wholly Owned Subsidiary other than
a Restricted Subsidiary which is organized under the laws of the United States
of America or any state thereof or the District of Columbia and substantially
all of the operating assets of which are located in, and substantially all of
the business of which is conducted within the United States and which business
consists of the wholesale and retail sale, distribution and storage of propane
gas and related petroleum derivative products and the related retail sale of
supplies and equipment, including home appliances; provided, that at all times



Petro Holdings and its subsidiaries shall be deemed Unrestricted Subsidiaries.

     "Wholly Owned", as applied to any Subsidiary, shall mean a Subsidiary all
the outstanding Capital Stock (other than directors' qualifying shares, if
required by law) of which is at the time owned by the Borrower or by one or more
Wholly Owned Subsidiaries or by the Borrower and one or more Wholly Owned
Subsidiaries.

     "Working Capital and Acquisition Facility Credit Agreement" shall mean that
certain Amended and Restated Credit Agreement dated as of the date hereof among
the Borrower, the lenders party thereto from time to time and the agents named
therein, as may be amended, supplemented, restated, replaced, refinanced or
otherwise modified from time to time; provided, that in the event such Credit
Agreement expires or is terminated the term "Working Capital and Acquisition
Facility Credit Agreement" as used herein shall mean such Credit Agreement in
the form in which it was in effect immediately prior to such expiration or
termination, and provided, further, that nothing in the immediately preceding
proviso shall be construed as an agreement or permission that the Working
Capital and Acquisition Facility Credit Agreement can expire or be terminated
prior to this Agreement.

     Section 1.02 Terms Generally. The definitions in Section 1.01 shall apply
equally to both the singular and plural forms of the terms defined. Whenever the
context may require, any pronoun shall include the corresponding masculine,
feminine and neuter forms. The words "include", "includes" and "including" shall
be deemed to be followed by the phrase "without limitation". All references
herein to Articles, Sections, Exhibits and Schedules shall be deemed references
to Articles and Sections of, and Exhibits and Schedules to, this Agreement
unless the context shall otherwise require. Unless otherwise expressly provided
herein, all terms of an accounting or financial nature used herein shall be
interpreted in accordance with GAAP, as in effect from time to time; provided,
however, that, for purposes of (a) making any calculation contemplated by the
provisions of Article II and (b) determining compliance with any covenant set
forth in Article VI, such terms shall be construed in accordance with GAAP as in
effect on the date of this Agreement applied on a basis consistent with the
application used in preparing the Audited Financial Statements. Unless otherwise
expressly required herein, all calculations with respect to the Borrower and the
Restricted Subsidiaries shall be made exclusive of any assets, liabilities,
income or losses of any Unrestricted Subsidiary. As used herein, the "knowledge"
of the Borrower includes the knowledge of each and every Loan Party. Unless
otherwise expressly provided herein, the word "day" means a calendar day.

     Section 1.03 Types of Borrowings. The term "Borrowing" refers to the
portion of the aggregate principal amount of Loans of any Class outstanding
hereunder which bears interest of a specific Type and for a specific Interest
Period pursuant to a notice of Borrowing pursuant to Section 2.03. Each Lender's
ratable share of each Borrowing is referred to herein as a separate
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"Loan". Borrowings, Loans, Letters of Credit and certain related terms hereunder
may be distinguished by "Class" and by "Type". The "Class" of a Loan or of a
Commitment to make such a Loan or of a Borrowing comprising such Loans or of a
Letter of Credit refers to whether such Loan is a Revolving Loan or a Term Loan,
each of which constitutes a Class. The "Type" of a Loan refers to whether such
Loan is an ABR Loan or a Eurodollar Loan. Borrowings and Loans may (but need
not) be identified both by Class and Type (e.g., a "Eurodollar Revolving Loan"
is a Loan which is both a Revolving Loan and a Eurodollar Loan).

                                   ARTICLE II

                                  THE CREDITS

     Section 2.01 Commitment to Make Loans. (a) Subject to the terms and
conditions and relying upon the representations and warranties herein set forth,
each Lender agrees, severally and not jointly, to make Revolving Loans to the
Borrower, at any time and from time to time during the Revolving Credit
Availability Period, in an aggregate principal amount at any time outstanding
not to exceed the excess, if any, of (i) such Lender's Revolving Credit
Commitment over (ii) its Letter of Credit Exposure at such time, provided that,
in no event shall the Lenders be required to make any Revolving Loans if, after
giving effect to such Loans, the sum of (A) the aggregate principal amount of
outstanding Revolving Loans on any date plus (ii) the Letter of Credit Exposure



on such date exceed the aggregate Revolving Credit Commitments of all the
Lenders. On the Closing Date, subject to the satisfaction of the conditions
precedent set forth in Sections 4.01 and 4.02, the Lenders shall make Revolving
Loans to the Borrower in a minimum amount of $2,000,000. The Revolving Loans
made on the Closing Date shall initially be ABR Revolving Loans.

     (b) At any time during the period beginning 60 days prior to the Conversion
Date and ending on the date that is 30 Business Days prior to the Conversion
Date, the Borrower in its sole discretion may elect (the "Term-Out Option") by
written notice to the Administrative Agent, (i) to convert all or a portion of
the Revolving Loans outstanding on the Conversion Date into term loans (each
such loan, a "Term Loan") on the Conversion Date and (ii) subject to the terms
of Section 2.21(a), to request an extension of the expiration of any Letter of
Credit outstanding on the Term-Out Effective Date to a date no later than the
date which is five Business Days prior to the Maturity Date. The Term-Out Option
shall become effective on the Term-Out Effective Date upon the receipt by the
Administrative Agent of an Officers' Certificate, dated as of the Term-Out
Effective Date, certifying as of such date, that:

               (i) the ratio of Parent Consolidated Funded Debt to Parent
     Consolidated Cash Flow as of the Term-Out Effective Date shall be no
     greater than 5.00 to 1.00 (together with supporting calculations and pro
     forma financial statements demonstrating compliance with such condition to
     the satisfaction of the Agents);

               (ii) neither the Borrower nor any of its Subsidiaries shall have
     made any Restricted Payment since the date of the most recent Borrowing or
     issuance of Letter of Credit if, on the date of such Restricted Payment,
     the ratio of (x) Parent Consolidated Cash Flow to (y) Parent Consolidated
     Interest Expense plus the aggregate amount of Restricted Payments made by
     the Public Partnership to its equityholders during the
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     Reference Period with respect to such date, was less than 0.75 to 1.00
     (together with supporting calculations and pro forma financial statements
     demonstrating compliance with such condition to the satisfaction of the
     Agents);

               (iii) on the Term-Out Effective Date, the Public Partnership and
     its Subsidiaries shall have in effect weather insurance coverage of at
     least $12,500,000 on a consolidated basis;

               (iv) the representations and warranties set forth in Article III
     hereof and the representations and warranties of the Borrower and the other
     Loan Parties set forth in the other Loan Documents shall be true and
     correct in all material respects on and as of the Term-Out Effective Date
     with the same effect as though made on and as of such date, except to the
     extent such representations and warranties expressly relate to an earlier
     date (in which case such representations and warranties shall be true and
     correct in all material respects on and as of such earlier date);

               (v) no Default or Event of Default shall have occurred and be
     continuing as of the Term-Out Effective Date; and

               (vi) the Tranche B Term-Out Effective Date (as defined in the
     Working Capital and Acquisition Facility Credit Agreement) shall have
     become, or will concurrently become, effective pursuant to the terms of
     Section 2.01(c) of the Working Capital and Acquisition Facility Credit
     Agreement.

     (c) The Borrower may borrow, pay or prepay and reborrow Revolving Loans
during the Revolving Credit Availability Period, within the limits set forth in
Section 2.01(a) and upon the other terms and subject to the other conditions and
limitations set forth herein, provided, that subject to the terms and conditions
set forth herein, at all times, Indebtedness outstanding under the Facility
shall not be less than $2,000,000 until the earlier of (x) the date when the
Facility shall have been terminated in full through acceleration or otherwise or
(y) the date when the Facilities Obligations with respect to Facility B shall
have been paid in full in cash and the Tranche B Revolving Credit Commitments
shall have been fully terminated. Amounts paid or prepaid in respect of Term
Loans may not be reborrowed.



     Section 2.02 Loans. (a) Each Loan shall be made as part of a Borrowing
consisting of Loans made by the Lenders ratably in accordance with their
respective Revolving Credit Commitments; provided, however, that the failure of
any Lender to make any Loan shall not in itself relieve any other Lender of its
obligation to lend hereunder (it being understood, however, that no Lender shall
be responsible for the failure of any other Lender to make any Loan required to
be made by such other Lender). The Loans comprising each Borrowing shall be in
an aggregate principal amount which is (i) an integral multiple of $100,000 and
not less than $500,000 in the case of Eurodollar Loans and (ii) an integral
multiple of $100,000 in the case of ABR Loans (or, in the case of ABR Loans, an
aggregate principal amount equal to the remaining balance of the Revolving
Credit Commitments).

     (b) A particular Borrowing of any Class shall consist solely of ABR Loans
or Eurodollar Loans of such Class, as the Borrower may request pursuant to
Section 2.03. Each
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Lender may at its option fulfill its Commitment with respect to any Eurodollar
Loan by causing any domestic or foreign branch or Affiliate of such Lender to
make such Loan; provided, that any exercise of such option shall not affect the
obligation of the Borrower to repay such Loan in accordance with the terms of
this Agreement and the applicable Note. Borrowings of more than one Type and
Eurodollar Loans bearing interest for more than one specific Interest Period may
be outstanding at the same time; provided, however, that the Borrower shall not
be entitled to request any Borrowing which, if made, would result in an
aggregate of more than five separate Eurodollar Loans of any Lender being
outstanding hereunder at any one time. For purposes of the foregoing, Loans
having different Interest Periods, regardless of whether they commence on the
same date, shall be considered separate Loans.

     (c) Each Lender shall make a Loan in the amount of its pro rata portion, as
determined under Section 2.16, of each Borrowing hereunder on the proposed date
thereof by wire transfer of immediately available funds to the Administrative
Agent at the Funding Office, not later than 1:00 p.m., New York City time, and
the Administrative Agent shall by 3:00 p.m., New York City time, credit the
amounts so received to the general deposit account of the Borrower with the
Administrative Agent or, if a Borrowing shall not occur on such date because any
condition precedent herein specified shall not have been met, return the amounts
so received to the respective Lenders.

     (d) If the Administrative Agent has not received from the Borrower the
payment required by Section 2.21(f) by 12:30 p.m., New York City time, on the
date on which the Issuing Bank has notified the Borrower and the Administrative
Agent that payment of a draft presented under any Letter of Credit of any Class
will be made, as provided in Section 2.21(f), the Administrative Agent will
promptly notify the Issuing Bank and each Lender of the Letter of Credit
Disbursement of such Class and, in the case of each Lender, its pro rata share
(based on such Lender's Revolving Credit Commitment Percentage of such Class) of
such Letter of Credit Disbursement. Not later than 2:00 p.m., New York City
time, on such date, each Lender shall make available its pro rata share, as so
determined, of such Letter of Credit Disbursement, in Federal or other funds
immediately available, to the Administrative Agent at the Funding Office, and
the Administrative Agent will promptly make such funds available to the Issuing
Bank. The Administrative Agent will promptly remit to each Lender that shall
have made such funds available its pro rata share, as so determined, of any
amounts subsequently received by the Administrative Agent from the Borrower in
respect of such Letter of Credit Disbursement.

     (e) Unless the Administrative Agent shall have received notice from a
Lender prior to the date of any Borrowing, or prior to the time of any required
payment by such Lender in respect of a Letter of Credit Disbursement, that such
Lender will not make available to the Administrative Agent such Lender's pro
rata portion of such Borrowing or payment, the Administrative Agent may assume
that such Lender has made such portion available to the Administrative Agent on
the date of such Borrowing or payment in accordance with Section 2.02(c) or (d),
as applicable, and the Administrative Agent may, in reliance upon such
assumption, make available to the Borrower or Issuing Bank, as applicable, on
such date a corresponding amount. If and to the extent that such Lender shall
not have made such portion available to the Administrative Agent, such Lender
and the Borrower severally agree to repay to the Administrative Agent forthwith
on demand such corresponding amount together with interest thereon, for each day



from the date such amount is made available to the Borrower or the Issuing
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Bank (or, if the Administrative Agent and the Issuing Bank are the same Person,
from the date of such payment in respect of a Letter of Credit Disbursement), as
applicable, until the date such amount is repaid to the Administrative Agent at,
(i) in the case of the Borrower, the interest rate applicable thereto pursuant
to Section 2.06 or 2.21(f), as applicable and (ii) in the case of such Lender,
the Federal Funds Effective Rate. If such Lender shall repay to the
Administrative Agent such corresponding amount in respect of a Borrowing, such
amount shall constitute such Lender's Loan as part of such Borrowing for
purposes of this Agreement.

     (f) Notwithstanding any other provision of this Agreement, the Borrower
shall not be entitled to request any Revolving Credit Borrowing if the Interest
Period requested with respect thereto would end after the Conversion Date.
Further, and notwithstanding any other provision of this Agreement to the
contrary, the Borrower shall not be entitled to request, nor shall any Lender be
required to make, any Eurodollar Loan during the existence of a Default or an
Event of Default unless the Required Lenders otherwise agree.

     Section 2.03 Notice of Borrowings. The Borrower shall give the
Administrative Agent telephone notice (promptly confirmed in writing or by
telecopy in the form of Exhibit I-1 hereto) (a) in the case of a Eurodollar
Borrowing, not later than 11:00 a.m., New York City time, three Business Days
before a proposed borrowing and (b) in the case of an ABR Borrowing, not later
than 11:00 a.m., New York City time, on the Business Day of the proposed
borrowing. Such notice shall be irrevocable and shall in each case refer to this
Agreement and specify (i) the applicable Class and Type of such Borrowing; (ii)
the date of such Borrowing (which shall be a Business Day) and the amount
thereof; and (iii) if such Borrowing is to be a Eurodollar Borrowing, the
Interest Period with respect thereto. If no election as to the Type of Borrowing
is specified in any such notice, then the requested Borrowing shall be an ABR
Borrowing. If no Interest Period with respect to any Eurodollar Borrowing is
specified in any such notice, then the Borrower shall be deemed to have selected
an Interest Period of one month's duration. The Administrative Agent shall
promptly advise the Lenders of any notice given pursuant to this Section 2.03
and of each Lender's pro rata portion of the requested Borrowing.

     Section 2.04 Notes; Repayment of Loans. The Loans made by each Lender shall
be evidenced by a Note, duly executed and delivered on behalf of the Borrower,
dated the Closing Date, in substantially the form attached hereto as Exhibit A
with the blanks appropriately filled, payable to the order of such Lender in a
principal amount equal to such Lender's Revolving Credit Commitment. The
outstanding principal balance of each Loan, as evidenced by the applicable Note,
shall be payable (a) subject to Section 2.01(b), in the case of a Revolving
Loan, on the Conversion Date and (b) in the case of a Term Loan, as provided in
Section 2.11. Each Note shall bear interest from the date of the first Borrowing
hereunder on the outstanding principal balance thereof as set forth in Section
2.06. Each Lender shall, and is hereby authorized by the Borrower to, endorse on
the schedule attached to each Note delivered to such Lender (or on a
continuation of such schedule attached to such Note and made a part thereof), or
otherwise to record in such Lender's internal records, an appropriate notation
evidencing the date and amount of each applicable Loan from such Lender, each
payment and prepayment of principal of any such Loan, each payment of interest
on any such Loan and the other information provided for on such schedule;
provided, however, that the failure of any Lender to make such a notation or any
error therein shall not affect the obligation of the Borrower to repay the Loans
made by such Lender in accordance with the terms of this Agreement and the
applicable Notes.
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     Section 2.05 Fees.

     The Borrower shall pay to the Administrative Agent for the account of each
Lender, on the last day of March, June, September and December in each year, and
on the last day of the Revolving Credit Availability Period, a commitment fee (a
"Commitment Fee") on the average daily unused amount of the Revolving Credit
Commitment of such Lender during the preceding calendar quarter (or shorter



period commencing with the date of this Agreement or ending with the last day of
the Revolving Credit Availability Period), equal to (i) during any Level I
Pricing Period, 0.25% per annum, (ii) during any Level II Pricing Period, 0.375%
per annum and (iii) at all other times, 0.50% per annum. The "unused amount" of
the Revolving Credit Commitment of a Lender on any date means the amount of such
Lender's Revolving Credit Commitment on such date, less the sum of its
outstanding Revolving Loans on such date and its Letter of Credit Exposure on
such date. All Commitment Fees shall be computed on the basis of the actual
number of days elapsed in a year of 360 days. The Commitment Fee due to each
Lender shall commence to accrue from the date of this Agreement and shall cease
to accrue on the last day of the Revolving Credit Availability Period.

     (a) The Borrower agrees to pay to the Administrative Agent, for its own
account, the fees set forth in the Letter Agreement dated August 19, 2003 (the
"Letter Agreement"), among the Administrative Agent, J.P. Morgan Securities Inc.
and the Borrower, in the amounts and on the dates provided in the Letter
Agreement. Such fees shall be in addition to reimbursement of the Agents'
reasonable out- of-pocket expenses.

     (b) All Fees shall be paid on the dates due, in immediately available
funds. Once paid, none of the Fees shall be refundable under any circumstances.

     Section 2.06 Interest on Loans.

     (a) Subject to Section 2.07, each Revolving Loan or Term Loan comprising an
ABR Borrowing shall bear interest for each day from the date such Loan is made
until it becomes due (computed on the basis of the actual number of days elapsed
over a year of 360 days, except that, with respect to ABR Loans the rate of
interest on which is calculated on the basis of the Prime Rate, the interest
thereon shall be calculated on the basis of a 365- (or 366-, as the case may be)
day year for the actual days elapsed) at a rate per annum equal to the Alternate
Base Rate, plus the Applicable ABR Margin.

     (b) Subject to Section 2.07, each Revolving Loan or Term Loan comprising a
Eurodollar Borrowing shall bear interest for each day from the date such Loan is
made until it becomes due (computed on the basis of the actual number of days
elapsed over a year of 360 days) at a rate per annum equal to the Adjusted LIBO
Rate for the Interest Period in effect for such Borrowing, plus the Applicable
Eurodollar Margin.

     (c) Any change in any Applicable Margin required hereunder shall be deemed
to occur five Business Days after the date the Borrower delivers its financial
statements required by Section 5.02(a) or (b), as the case may be, in respect of
its most recent fiscal quarter and the certificate required by Section 5.02(c);
provided, that if the Borrower fails to deliver such financial statements and
certificate on or before the date such statements and certificate are

                                                                              38

required to be delivered pursuant to Section 5.02(a) or (b), as the case may be,
and Section 5.02(c), the Applicable Margin for the period from such required
date until the date such statements and certificate are actually delivered shall
be calculated as if a Level III Pricing Period were in effect, and after the
date such statements and certificate are actually delivered the Applicable
Margin shall be determined as otherwise provided for herein.

     (d) Interest on each Loan shall be payable on the Interest Payment Dates
applicable to such Loan, except as otherwise provided in this Agreement. The
applicable Alternate Base Rate or Adjusted LIBO Rate for each Interest Period or
day within an Interest Period, as the case may be, shall be determined by the
Administrative Agent, and such determination shall be conclusive absent manifest
error.

     Section 2.07 Default Interest. If the Borrower shall default in the payment
of the principal of or interest on any Loan or any other amount becoming due
under this Agreement or any other Loan Document, by acceleration or otherwise,
interest shall accrue, to the extent permitted by law, on such defaulted amount
during the period from (and including) the date of such default to (but not
including) the date of actual payment (after as well as before judgment) at (a)
in the case of principal or interest on any Loan, the rate per annum (computed
on the basis of the actual number of days elapsed over a year of 360 days) that
would otherwise be applicable to such Loan pursuant to Section 2.06 as if a
Level III Pricing Period were in effect, plus 2.00% or (b) in the case of any



other amount, a rate per annum (computed on the basis of the actual number of
days elapsed over a year of 360 days) equal to the rate applicable to ABR
Revolving Loans pursuant to Section 2.06 as if a Level III Pricing Period were
in effect, plus 2.00%. The Borrower shall pay all such accrued but unpaid
interest from time to time upon demand.

     Section 2.08 Alternate Rate of Interest. In the event, and on each
occasion, that on the day two Business Days prior to the commencement of any
Interest Period for a Eurodollar Borrowing the Administrative Agent shall have
determined that dollar deposits in the principal amounts of the Loans comprising
such Borrowing are not generally available in the applicable interbank market,
or that the rates at which such dollar deposits are being offered will not
adequately and fairly reflect the cost to any Lender of making or maintaining
its Eurodollar Loan during such Interest Period, or that reasonable means do not
exist for ascertaining the Adjusted LIBO Rate, the Administrative Agent shall,
as soon as practicable thereafter, give written or telecopy notice of such
determination to the Borrower and the Lenders. In the event of any such
determination, any request by the Borrower for a Eurodollar Borrowing pursuant
to Section 2.03 or 2.10 shall, until the Administrative Agent shall have advised
the Borrower and the Lenders that the circumstances giving rise to such notice
no longer exist, be deemed to be a request for an ABR Borrowing. Each
determination by the Administrative Agent hereunder shall be conclusive absent
manifest error.

     Section 2.09 Termination and Reduction of Commitments. (a) The Revolving
Credit Commitments shall be automatically terminated at 5:00 p.m., New York City
time, on the Conversion Date.

     (b) Upon at least three Business Days' prior irrevocable written or
telecopy notice to the Administrative Agent, the Borrower may at any time in
whole permanently terminate, or from time to time in part permanently reduce,
the Revolving Credit Commitments; provided,
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however, that (i) the Borrower simultaneously reduce Facility B by a pro rata
amount, provided that, the Borrower may, at its option, elect the aggregate
amount of any such reduction to be applied, first, to this Facility, and,
second, to Facility B, (ii) in the event the Borrower permanently terminates or
reduces Facility B in whole, the Borrower shall simultaneously terminate or
reduce, as the case may be, this Facility, (iii) each partial reduction of the
Revolving Credit Commitments and Facility B shall be in a minimum collective
aggregate principal amount which is an integral multiple of $100,000 and not
less than $500,000 and (iv) no such termination or reduction of Revolving Credit
Commitments shall be permitted if, (1) after giving effect thereto and to any
prepayments of the Revolving Loans made on the effective date thereof,
Indebtedness outstanding under the Facility shall be less than $2,000,000 unless
the Facility Obligations are simultaneously paid in full in cash and the
Commitments under this Facility are fully terminated or (2) the sum of the
aggregate outstanding principal amount of Revolving Loans plus the Letter of
Credit Exposure would exceed the Revolving Credit Commitments.

     (c) In the event, and on each occasion, that the Borrower is required to
prepay or repay the Revolving Loans and/or to provide cash collateral for the
Letters of Credit as provided in Section 2.11(c) or (d) and Section 2.11(f),
then on the date of such required action, the Revolving Credit Commitments shall
be automatically and permanently reduced by an amount equal to the sum of such
required payment and cash collateral; provided, however that (i) the Borrower
simultaneously reduce Facility B by a pro rata portion of the amount of such
prepayment or reduction determined pursuant to the allocation method set forth
in Section 4(d)(ii) of the Intercreditor Agreement, (ii) in the event the
Borrower prepays the amount of Facility B, in whole, the Borrower shall
simultaneously prepay this Facility in its entirety and (iii) in no event shall
any such reduction or prepayment reduce either (x) the outstanding Indebtedness
under this Facility to an amount less than $2,000,000 or (y) the outstanding
Indebtedness under Facility B to an amount less than $500,000, in each case,
unless the Facility Obligations are simultaneously paid in full in cash and the
Commitments are terminated in full. In addition, the Revolving Credit
Commitments shall be automatically and permanently reduced by the amount of
Excess Proceeds referred to in paragraph (c) or (d) of Section 2.11 which is
allocable to reduce such Commitments as provided in Section 2.11(f). For
purposes of applying the requirements of this Section 2.09(c), the amount of any
Excess Proceeds referred to in paragraph (c) or (d) of Section 2.11 which is



allocable to the Facility Obligations shall be calculated as if the definition
set forth in the last sentence of Section 2.11(c) included, in addition, the
maximum aggregate amount of the unused Revolving Credit Commitments.

     (d) Each reduction in the Revolving Credit Commitments in accordance with
this Article II shall be made ratably among the Lenders in accordance with their
respective Revolving Credit Commitments. The Borrower shall pay to the
Administrative Agent for the account of the Lenders, on the date of each
termination or reduction of the Revolving Credit Commitments of any Class, the
Commitment Fees on the amount of the Revolving Credit Commitments of such Class
so terminated or reduced accrued to the date of such termination or reduction.

     Section 2.10 Conversion and Continuation of Borrowings. The Borrower shall
have the right at any time upon prior irrevocable notice to the Administrative
Agent (a) not later than 11:00 a.m., New York City time, on the Business Day of
conversion, to convert any Eurodollar Borrowing into an ABR Borrowing, (b) not
later than 11:00 a.m., New York City time, three Business Days prior to
conversion or continuation, to convert any ABR Borrowing into a
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Eurodollar Borrowing or to continue any Eurodollar Borrowing as a Eurodollar
Borrowing for an additional Interest Period and (c) not later than 11:00 a.m.,
New York City time, three Business Days prior to conversion, to convert the
Interest Period with respect to any Eurodollar Borrowing to another permissible
Interest Period, subject in each case to the following:

               (i) each conversion or continuation shall be made pro rata among
     the Lenders in accordance with the respective principal amounts of the
     Loans comprising the converted or continued Borrowing;

               (ii) the aggregate principal amount of such Borrowing converted
     into or continued as (A) a Eurodollar Borrowing, shall be an integral
     multiple of $100,000 and not less than $500,000 or (B) an ABR Borrowing,
     shall be the lesser of (I) the remaining outstanding principal amount of
     such Borrowing and (II) an integral multiple of $100,000;

               (iii) each conversion or continuation shall be effected by each
     Lender by applying the proceeds of the new Loan of such Lender resulting
     from such conversion or continuation to the Loan (or portion thereof) of
     such Lender being converted or continued; accrued interest on a Eurodollar
     Loan (or portion thereof) being converted or continued shall be paid by the
     Borrower at the time of conversion;

               (iv) if any Eurodollar Borrowing is converted or continued at a
     time other than the end of the Interest Period applicable thereto, the
     Borrower shall pay, upon demand, any amounts due to the Lenders pursuant to
     Section 2.15;

               (v) any portion of a Borrowing maturing or required to be repaid
     in less than one month may not be converted into or continued as a
     Eurodollar Borrowing;

               (vi) unless the Required Lenders otherwise agree, during the
     existence of a Default or an Event of Default, the Borrower shall not be
     entitled to elect to have any Borrowing converted into or continued as a
     Eurodollar Borrowing;

               (vii) any portion of a Borrowing which cannot be converted into
     or continued as a Eurodollar Borrowing by reason of clause (v) or (vi)
     above shall be automatically converted at the end of the Interest Period in
     effect for such Borrowing into an ABR Borrowing; and

               (viii) no Interest Period may be selected for any Eurodollar
     Borrowing that would end later than a Repayment Date occurring on or after
     the first day of such Interest Period if, after giving effect to such
     selection, the aggregate outstanding amount of (A) Eurodollar Borrowings
     with Interest Periods ending on or prior to such Repayment Date and (B) the
     ABR Borrowings would not be at least equal to the principal amount of
     Borrowings to be paid on such Repayment Date.

     Each notice pursuant to this Section 2.10 shall be irrevocable and shall
refer to this Agreement and specify (I) the principal amount, the Type and, in



the case of a Eurodollar Borrowing, the Interest Period of the Borrowing that
the Borrower requests be converted or continued, (II) whether such Borrowing is
to be converted to or continued as a Eurodollar
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Borrowing or an ABR Borrowing, (III) if such notice requests a conversion, the
date of such conversion (which shall be a Business Day) and (IV) if such
Borrowing is to be converted to or continued as a Eurodollar Borrowing, the
Interest Period with respect thereto. If no Interest Period is specified in any
such notice with respect to any conversion to or continuation as a Eurodollar
Borrowing, the Borrower shall be deemed to have selected an Interest Period of
one month's duration. The Administrative Agent shall advise the other Lenders of
any notice given pursuant to this Section 2.10 and of each Lender's pro rata
portion of any converted or continued Borrowing. If the Borrower shall not have
given notice in accordance with this Section 2.10 to continue any Borrowing into
a subsequent Interest Period (and shall not otherwise have given notice in
accordance with this Section 2.10 to convert such Borrowing), such Borrowing
shall, at the end of the Interest Period applicable thereto (unless repaid
pursuant to the terms hereof), automatically be continued into a new Interest
Period as an ABR Borrowing.

     Section 2.11 Mandatory Repayments and Prepayments.

     (a) On the Conversion Date, all Revolving Credit Borrowings not converted
into Term Loans pursuant to Section 2.01(b) shall be due and payable to the
extent not previously paid.

     (b) Subject to adjustment as provided in Section 2.11(f) and Section
2.12(b), the Borrower shall repay the Term Loans and reduce the Letter of Credit
Exposure in quarterly installments, commencing on December 31, 2006, and
continuing on the last day of every third calendar month thereafter through
September 30, 2008 (the due date of each such installment being called a
"Repayment Date"); provided, that notwithstanding anything to the contrary
contained in this Agreement, in no event shall the aggregate amount of
outstanding Indebtedness under this Facility be less than $2,000,000 at any time
unless the Facility Obligations are simultaneously paid in full in cash and the
Commitments under this Facility are terminated in full. The amount of any such
installment payable on a Repayment Date shall, subject to the proviso in the
preceding sentence, be the amount, if any, necessary (after giving effect to any
reductions on account of the expiration after the Conversion Date of any Letters
of Credit) to reduce the sum of (i) the aggregate principal amount of the Term
Loans outstanding immediately after the Conversion Date and (ii) the Letter of
Credit Exposure outstanding immediately after the Conversion Date by an
aggregate percentage of such sum equal to the percentage set forth opposite such
Repayment Date below:

December 31, 2006     12.5%
March 31, 2007        25.0%
June 30, 2007         37.5%
September 30, 2007    50.0%
December 31, 2007     62.5%
March 31, 2008        75.0%
June 30, 2008         87.5%
September 30, 2008   100.0%

On the Repayment Date that is September 30, 2008, the Borrower shall repay the
remaining principal and interest owing on all outstanding Term Loans and fully
cash collateralize any then existing Letter of Credit Exposure. All payments
under this paragraph (c) shall be applied
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(I) first, to repay any outstanding Term Loans and (II) second, after the Term
Loans have been paid in full, to reduce the Letter of Credit Exposure. Any such
payments so applied to reduce the Letter of Credit Exposure shall be deposited
with the Administrative Agent pursuant to the Cash Collateral Agreement as
provided in Section 2.21(j).

     (c) If at any time the Borrower or any of the Restricted Subsidiaries
disposes of property or such property shall be damaged, destroyed or taken in



eminent domain or there shall be title insurance proceeds with respect to such
property, in any such case, with the result that there are Excess Proceeds, and
the Borrower does not apply such Excess Proceeds in the manner described in
Section 6.07(c)(iii)(B)(I), the Borrower shall prepay, upon notice as provided
in paragraph (e) of this Section 2.11 (which notice shall be given not later
than 180 days after the date of such sale of property), a principal amount of
the outstanding Facility Obligations equal to the amount of such remaining
Excess Proceeds allocable to the Facility Obligations, determined by allocating
such remaining Excess Proceeds pro rata among the Lenders, the lenders under the
Working Capital and Acquisition Facility Credit Agreement and the holders of
other Parity Debt, if any, outstanding on the date such prepayment is to be
made, according to the aggregate then unpaid principal amounts of the Facility
Obligations, the Facilities Obligations and other Parity Debt (and the Make
Whole Amount on the principal amount of the Mortgage Notes to be prepaid) in
accordance with the allocation method set forth in Section 4(d)(ii) of the
Intercreditor Agreement. For purposes of this Section 2.11, the "aggregate then
unpaid principal amount of the Facilities Obligations" shall equal the sum of
(A) the aggregate principal amount of the outstanding Loans (as defined in the
Working Capital and Acquisition Facility Credit Agreement), (B) the Letter of
Credit Exposure (as defined in the Working Capital and Acquisition Facility
Credit Agreement), and (C) the maximum aggregate amount of the unused Tranche A
Revolving Credit Commitments (as defined in the Working Capital and Acquisition
Facility Credit Agreement).

     (d) In the event that damage, destruction or a taking shall occur in
respect of all or a portion of the properties subject to any of the Collateral
Documents, or there shall be proceeds under title insurance policies with
respect to any real property, all Net Insurance Proceeds (as defined in the
Mortgage), self-insurance amounts, Net Awards (as defined in the Mortgage) or
title insurance proceeds which, as of any date, shall not theretofore have been
applied to the cost of Restoration (as defined in the Mortgage) shall be deemed
to be proceeds of property disposed of voluntarily, shall be subject to the
provisions of Section 6.07(c) and, if subdivision (iii)(B)(I) of Section 6.07(c)
is applicable thereto, shall be subject to the prepayment provisions of
paragraph (c) of this Section 2.11; provided, that, if any such event or
circumstances (individually or together with all other related events and
circumstances) shall result in proceeds of more than $25,000,000 in the
aggregate, the Borrower shall not apply such proceeds to replacement or other
assets or undertake any Restoration without the prior written consent of the
Required Lenders.

     (e) The Borrower will give the Administrative Agent irrevocable written
notice of each prepayment under paragraph (c) or (d) of this Section 2.11 not
less than 10 days and not more than 30 days prior to the date fixed for such
prepayment, in each case specifying such prepayment date, the aggregate
principal amount of the Facility Obligations to be prepaid, the aggregate
principal amount of the Facilities Obligations to be prepaid and the principal
amount of each issue of Parity Debt to be prepaid and the paragraph under which
such prepayment is to

                                                                              43

be made. Each Lender shall receive, on the Business Day immediately preceding
the date scheduled for any such prepayment, a certificate of a Financial Officer
of the Borrower certifying that the applicable conditions of this Section 2.11
have been fulfilled and specifying the particulars of such fulfillment. Such
certificate shall set forth the principal amount of the Facility Obligations
being prepaid and specify how such amount was determined, and certify that such
amount has been computed in accordance with this Section 2.11.

     (f) All mandatory prepayments of the Facility Obligations under paragraphs
(c) and (d) of this Section 2.11 shall be applied (i) first, to pay or prepay
any outstanding Revolving Loans or Term Loans and, to the extent that the
remaining amount of such prepayment is greater than the aggregate principal
amount of outstanding Loans, to reduce the Letter of Credit Exposure and (ii)
second, to permanently reduce any remaining unused Commitments as contemplated
by Section 2.09(c), provided that, in the event that any such prepayment would
reduce the outstanding Indebtedness under this Facility to an amount less than
$2,000,000 prior to the date that the Facility Obligations have been paid in
full in cash and the Commitments have been fully terminated, an amount equal to
the excess of (x) the amount of such prepayment minus (y) the sum of the
aggregate principal amount of outstanding Loans on the date of such prepayment
or reduction plus the Letter of Credit Exposure on such date shall be deposited



with the Administrative Agent pursuant to the Cash Collateral Agreement as
provided in Section 2.21(j). All such mandatory prepayments so applied on or
after the Conversion Date shall be applied to reduce the amount of scheduled
payments due under Section 2.11(b) after the date of such prepayment in the
inverse order of maturity (without affecting the requirement that such
prepayments be applied first to pay all outstanding Term Loans and only
thereafter to reduce the Letter of Credit Exposure). Subject to the foregoing
provisions, any such mandatory prepayment of Loans of any Class shall be applied
to prepay all ABR Loans of such Class before any Eurodollar Loans of such Class
are prepaid. Any such payments under paragraphs (c) and (d) of this Section 2.11
so applied to reduce the Letter of Credit Exposure shall be deposited with the
Trustee and applied as provided in the Intercreditor Agreement.

     (g) In the event and on each occasion that the sum of (i) the aggregate
outstanding principal amount of the Revolving Loans and (ii) the Letter of
Credit Exposure exceeds the aggregate amount of the Revolving Credit Commitments
at such time, the Borrower shall immediately prepay Revolving Loans (and, to the
extent that the amount of such excess is greater than the aggregate principal
amount of outstanding Revolving Loans, reduce the Letter of Credit Exposure by
making a deposit with the Administrative Agent pursuant to the Cash Collateral
Agreement as provided in Section 2.21(j)) in an aggregate principal amount equal
to such excess.

     (h) Each payment of Borrowings pursuant to this Section 2.11 shall be
accompanied by accrued interest on the principal amount paid to but excluding
the date of payment. The repayments and prepayments of the Loans required by the
respective subsections of this Section 2.11 and the optional prepayments
permitted by Section 2.12 are separate and cumulative, so that any one such
repayment or prepayment shall reduce any other repayment or prepayment only as
and to the extent expressly specified herein. All payments under this Section
2.11 shall be subject to Section 2.15, but otherwise shall be without premium or
penalty.

     Section 2.12 Optional Prepayments. (a) Subject to Section 2.01(c) and
Section 2.12(b), the Borrower shall have the right at any time and from time to
time to prepay
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any Borrowing or payment due under Section 2.11(b), in whole or in part, upon
prior written or telecopy notice (or telephone notice promptly confirmed by
written or telecopy notice) to the Administrative Agent (i) in the case of any
prepayment of amounts payable under Section 2.11(b), not later than 11:00 a.m.,
New York City time, three Business Days in advance of the proposed prepayment,
(ii) in the case of any prepayment of Eurodollar Revolving Loans, not later than
11:00 a.m., New York City time, three Business Days in advance of the proposed
prepayment and (iii) in the case of any prepayment of ABR Revolving Loans, not
later than 11:00 a.m., New York City time, on the Business Day of the proposed
prepayment; provided, however, that (A) the Borrower simultaneously reduce
Facility B pro rata, such that the prepayments made pursuant to this Section
2.12(a) and Section 2.12(a) of the Working Capital and Acquisition Facility
Credit Agreement shall be in equal dollar amounts; provided, that (i) the
Borrower may, at its option, elect the aggregate amount of such prepayments to
be applied, first, to this Facility and, second, to Facility B, provided,
further, that in no event shall such reduction or prepayment reduce the
aggregate outstanding Indebtedness under this Facility to an amount less than
$2,000,000 or the aggregate outstanding Indebtedness under Facility B to an
amount less than $500,000 at any time, in either case unless the Facility
Obligations are simultaneously paid in full in cash and the Commitments are
terminated in full, (B) each partial prepayment of ABR Loans shall be in a
minimum aggregate amount of $100,000 under each of Facility B and this Facility
and each partial prepayment of Eurodollar Loans shall be in an amount which is
an integral multiple of $100,000 under each of Facility B and this Facility and
not less than $500,000 under each of Facility B and this Facility, (C) in the
event that the Borrower prepays the lenders under Facility B with respect to the
term loans thereunder, in whole, the Borrower shall simultaneously prepay in
whole the Term Loans under this Facility and (D) a partial prepayment of a
Eurodollar Borrowing under this Section 2.12(a) shall not be made that would
result in the remaining aggregate outstanding principal amount thereof under
each of Facility B and this Facility being less than $500,000. Each notice of
prepayment of any Borrowing or payment due under Section 2.11(b) shall specify
the prepayment date, the Class, the Type and the Interest Period of the
Borrowing to be prepaid (in the case of a Eurodollar Borrowing), and the



principal amount thereof to be prepaid, shall be irrevocable and shall commit
the Borrower to prepay such Borrowing or payment by the amount stated therein on
the date stated therein.

     (b) All prepayments under this Section 2.12 shall be subject to Section
2.15 but otherwise shall be without premium or penalty. All prepayments under
this Section 2.12 shall be accompanied by accrued interest on the principal
amount being prepaid to, but excluding, the date of payment. All prepayments
under this Section 2.12 of amounts payable under Section 2.11(b) shall be
applied to reduce the amount of scheduled payments of amounts due under Section
2.11(b) after the date of such prepayment in the inverse order of maturity
(without affecting the requirement that such prepayments be applied first to pay
all outstanding Term Loans and only thereafter to provide cash collateral in
respect of Letters of Credit) until the last four of such scheduled payments
shall have been repaid in full, and thereafter all such prepayments of amounts
payable under Section 2.11(b) shall be applied to reduce such remaining
scheduled payments pro rata. Subject to the foregoing provisions, any optional
prepayment of Loans of any Class pursuant to Section 2.12(a) shall be applied to
prepay all ABR Loans of such Class before any Eurodollar Loans of such Class are
prepaid.

     Section 2.13 Reserve Requirements; Certain Changes in Circumstances. (a)
Notwithstanding any other provision herein, if after the date of this Agreement
any change in
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applicable law or regulation or in the interpretation or administration thereof
by any Governmental Authority charged with the interpretation or administration
thereof (whether or not having the force of law) shall change the basis of
taxation of payments to any Lender of the principal of or interest on any
Eurodollar Loan made by such Lender or any Fees or other amounts payable
hereunder (other than changes in respect of taxes imposed on the overall net
income of such Lender by the jurisdiction in which such Lender has its principal
office or by any political subdivision or taxing authority therein), or shall
impose, modify or deem applicable any reserve, special deposit or similar
requirement against assets of, deposits with or for the account of or credit
extended by such Lender (except any such reserve requirement which is reflected
in the Adjusted LIBO Rate) or shall impose on such Lender or the applicable
interbank market any other condition affecting this Agreement or Eurodollar
Loans made by such Lender, and the result of any of the foregoing shall be to
increase the cost to such Lender of making or maintaining any Eurodollar Loan or
to reduce the amount of any sum received or receivable by such Lender hereunder
or under the Notes (whether of principal, interest or otherwise) or Letters of
Credit by an amount deemed by such Lender to be material, then from time to time
the Borrower shall pay to such Lender upon demand such additional amount or
amounts as will compensate such Lender for such additional costs incurred or
reduction suffered.

     (b) If any Lender shall have determined that the adoption after the date
hereof of any law, rule, regulation, agreement or guideline regarding capital
adequacy, or any change in any of the foregoing or in the interpretation or
administration of any of the foregoing by any Governmental Authority, central
bank or comparable agency charged with the interpretation or administration
thereof, or compliance by any Lender (or any lending office of such Lender) or
any Lender's holding company with any request or directive regarding capital
adequacy (whether or not having the force of law) of any such authority, central
bank or comparable agency, has or would have the effect of reducing the rate of
return on such Lender's capital or on the capital of such Lender's holding
company, if any, as a consequence of this Agreement, the Letters of Credit or
the Loans made by such Lender pursuant hereto to a level below that which such
Lender or such Lender's holding company could have achieved but for such
adoption, change or compliance (taking into consideration such Lender's policies
and the policies of such Lender's holding company with respect to capital
adequacy) by an amount deemed by such Lender or such Lender's holding company to
be material, then from time to time the Borrower shall pay to such Lender upon
demand such additional amount or amounts as will compensate such Lender or such
Lender's holding company for any such reduction suffered.

     (c) A certificate of each Lender setting forth such amount or amounts as
shall be necessary to compensate such Lender or its holding company as specified
in paragraph (a) or (b) above, as the case may be, shall be delivered to the
Borrower and shall be conclusive absent manifest error. The Borrower shall pay



each Lender the amount shown as due on any such certificate delivered by it
within 10 days after its receipt of the same.

     (d) No Lender shall be entitled to compensation under this Section 2.13 for
any costs incurred or reductions suffered with respect to any date unless such
Lender shall have notified the Borrower that it will demand compensation for
such costs or reductions not more than 120 days after the later of (i) such date
and (ii) the date on which such Lender becomes aware of such costs or
reductions. Failure on the part of any Lender to demand compensation for any
increased costs or reduction in amounts received or receivable or reduction in
return on capital
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with respect to any period shall not constitute a waiver of such Lender's right
to demand compensation with respect to any other period. The protection of this
Section 2.13 shall be available to each Lender regardless of any possible
contention of the invalidity or inapplicability of the law, rule, regulation,
guideline or other change, condition or circumstances which shall have occurred
or been imposed.

     Section 2.14 Change in Legality. (a) Notwithstanding any other provision
herein, if any change in any law or regulation or in the interpretation thereof
by any Governmental Authority charged with the administration or interpretation
thereof shall make it unlawful for any Lender to make or maintain any Eurodollar
Loan or to give effect to its obligations as contemplated hereby with respect to
any Eurodollar Loan, then, by written or telecopy notice to the Borrower and to
the Administrative Agent, such Lender may:

               (i) declare that Eurodollar Loans will not thereafter be made by
     such Lender hereunder, whereupon any request by the Borrower for a
     Eurodollar Borrowing shall, as to such Lender only, be deemed a request for
     an ABR Borrowing unless such declaration shall be subsequently withdrawn;
     and

               (ii) require that all outstanding Eurodollar Loans made by it be
     converted to ABR Loans, in which event all such Eurodollar Loans shall be
     automatically converted to ABR Loans as of the effective date of such
     notice as provided in Section 2.14(b).

In the event that any Lender shall exercise its rights under clause (i) or (ii)
above, all payments and prepayments of principal which would otherwise have been
applied to repay the Eurodollar Loans that would have been made by such Lender
or the converted Eurodollar Loans of such Lender shall instead be applied to
repay the ABR Loans made by such Lender in lieu of, or resulting from the
conversion of, such Eurodollar Loans.

     (b) For purposes of this Section 2.14, a notice to the Borrower by any
Lender shall be effective as to each Eurodollar Loan, if lawful, on the last day
of the Interest Period currently applicable to such Eurodollar Loan; in all
other cases such notice shall be effective on the date of receipt by the
Borrower.

     Section 2.15 Indemnity. The Borrower shall indemnify each Lender against
any loss or expense which such Lender may sustain or incur as a consequence of
(a) any failure by the Borrower to fulfill on the date of any borrowing
hereunder the applicable conditions set forth in Article IV, (b) any failure by
the Borrower to borrow or to refinance, convert or continue any Loan hereunder
after irrevocable notice of such borrowing, refinancing, conversion or
continuation has been given pursuant to Section 2.03 or 2.10, (c) any payment,
prepayment or conversion of a Eurodollar Loan required by any other provision of
this Agreement or otherwise made or deemed made on a date other than the last
day of the Interest Period applicable thereto, (d) any default in payment or
prepayment of the principal amount of any Loan or any part thereof or interest
accrued thereon, as and when due and payable (at the due date thereof, whether
by scheduled maturity, acceleration, irrevocable notice of prepayment or
otherwise) or (e) the occurrence of any Event of Default, including, in each
such case, any loss or reasonable expense sustained or incurred or to be
sustained or incurred in liquidating or employing deposits
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from third parties acquired to effect or maintain such Loan or any part thereof
as a Eurodollar Loan. Such loss or reasonable expense shall include an amount
equal to the excess, if any, as reasonably determined by such Lender, of (i) its
cost of obtaining the funds for the Loan being paid, prepaid, converted or not
borrowed, refinanced, converted or continued or not paid or prepaid (assumed to
be the Adjusted LIBO Rate applicable thereto) for the period from the date of
such payment, prepayment, conversion or failure to borrow, refinance, convert or
continue or failure to pay or prepay to the last day of the Interest Period for
such Loan (or, in the case of a failure to borrow, refinance, convert or
continue, the Interest Period for such Loan which would have commenced on the
date of such failure) over (ii) the amount of interest (as reasonably determined
by such Lender) that would be realized by such Lender in reemploying the funds
so paid, prepaid, converted or not borrowed, refinanced, converted or continued
for such period or Interest Period, as the case may be based upon the purchase
of debt securities customarily issued by the Treasury of the United States of
America which have a maturity date approximating the last Business Day of such
Interest Period). A certificate of any Lender setting forth any amount or
amounts which such Lender is entitled to receive pursuant to this Section 2.15
shall be delivered to the Borrower and shall be conclusive absent manifest
error. The Borrower shall pay each Lender the amount shown as due on any such
certificate delivered by it within 10 days after its receipt of the same.

     Section 2.16 Pro Rata Treatment. Except as required under Section 2.13 or
2.14 and by the terms of this Agreement requiring pro rata treatment with
Facility B, each Borrowing, each payment or prepayment of principal of any
Borrowing, each payment of interest on the Loans, each payment of the Commitment
Fees, each reduction of the Commitments, each payment in respect of
participations in Letter of Credit Disbursements and each refinancing of any
Borrowing with, conversion of any Borrowing to, or continuation of any Borrowing
as a Borrowing of any Type shall be allocated pro rata among the Lenders in
accordance with their respective Commitments of the applicable Class (or, if
such Commitments shall have expired or been terminated, in accordance with the
respective principal amounts of their outstanding Loans of the applicable
Class). Each Lender agrees that in computing such Lender's portion of any
Borrowing to be made hereunder, the Administrative Agent may, in its discretion,
round each Lender's share of such Borrowing, computed in accordance with
Schedule 1.01A, to the next higher or lower whole dollar amount.

     Section 2.17 Sharing of Setoffs. Each Lender agrees that if it shall,
through the exercise of a right of banker's lien, setoff or counterclaim against
the Borrower, or pursuant to a secured claim under Section 506 of Title 11 of
the United States Code or other security or interest arising from, or in lieu
of, such secured claim, received by such Lender under any applicable bankruptcy,
insolvency or other similar law or otherwise (except pursuant to Section 2.20),
or by any other means, obtain payment (voluntary or involuntary) in respect of
any Loan or Loans as a result of which the unpaid principal portion of its Loans
of any Class shall be proportionately less than the unpaid principal portion of
the Loans of such Class of any other Lender, it shall be deemed simultaneously
to have purchased from such other Lender at face value, and shall promptly pay
to such other Lender the purchase price for, a participation in such Loans of
such other Lender, so that the aggregate unpaid principal amount of the Loans
and participations in Loans of any Class held by each Lender shall be in the
same proportion to the aggregate unpaid principal amount of all Loans of such
Class then outstanding as the principal amount of its Loans of such Class prior
to such exercise of banker's lien, setoff or counterclaim
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or other event was to the principal amount of all Loans of such Class
outstanding prior to such exercise of banker's lien, setoff or counterclaim or
other event; provided, however, that if any such purchase or purchases or
adjustments shall be made pursuant to this Section 2.17 and the payment giving
rise thereto shall thereafter be recovered, such purchase or purchases or
adjustments shall be rescinded to the extent of such recovery and the purchase
price or prices or adjustment restored without interest (unless the party from
which such recovery is made is obligated by law to pay interest on the amount
recovered, in which case each of the Lenders shall be responsible for its pro
rata share of such interest). The Borrower expressly consents to the foregoing
arrangements and agrees that any Lender holding a participation in a Loan deemed
to have been so purchased may exercise any and all rights of banker's lien,
setoff or counterclaim with respect to any and all moneys owing by the Borrower
to such Lender by reason thereof as fully as if such Lender had made a Loan



directly to the Borrower in the amount of such participation.

     Section 2.18 Payments. (a) The Borrower shall make each payment (including
principal of or interest on any Borrowing or any Fees or other amounts)
hereunder or under any other Loan Document not later than 12:00 noon, New York
City time, on the date when due in dollars to the Administrative Agent at the
Funding Office, in immediately available funds. Any such payment received after
such time on any date shall be deemed made on the next Business Day.

     (b) Whenever any payment (including principal of or interest on any
Borrowing or any Fees or other amounts) hereunder or under any other Loan
Document shall become due, or otherwise would occur, on a day that is not a
Business Day, such payment may be made on the next succeeding Business Day, and
such extension of time shall in such case be included in the computation of
interest or Fees, if applicable.

     Section 2.19 Taxes. (a) All payments made by the Borrower under this
Agreement, the Notes and the Letters of Credit shall be made free and clear of,
and without deduction or withholding for or on account of, any present or future
income, stamp or other taxes, levies, imposts, duties, charges, assessments,
fees, deductions or withholdings, now or hereafter imposed, levied, collected,
withheld or assessed by any Governmental Authority, excluding net income taxes
and franchise taxes (imposed in lieu of net income taxes) imposed on any Agent
or any Lender as a result of a present or former connection between such Agent
or such Lender and the jurisdiction of the Governmental Authority imposing such
tax or any political subdivision or taxing authority thereof or therein (other
than any such connection arising solely from such Agent or such Lender having
executed, delivered or performed its obligations or received a payment under, or
enforced, this Agreement, the Notes or any Letters of Credit). If any such
non-excluded taxes, levies, imposts, duties, charges, fees deductions or
withholdings ("Non-Excluded Taxes") or Other Taxes are required to be withheld
from any amounts payable to any Agent or any Lender hereunder or under the Notes
or any Letters of Credit, the amounts so payable to such Agent or such Lender
shall be increased to the extent necessary to yield to such Agent or such Lender
(after payment of all Non-Excluded Taxes or Other Taxes) interest or any such
other amounts payable hereunder at the rates or in the amounts specified in this
Agreement, the Notes and any Letters of Credit, provided, however, that the
Borrower shall not be required to increase any such amounts payable to any
Lender that is not organized under the laws of the
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United States of America or a state thereof if such Lender fails to comply with
the requirements of Section 2.19(d).

     (b) In addition, the Borrower shall pay any Other Taxes to the relevant
Governmental Authority in accordance with applicable law.

     (c) Whenever any Non-Excluded Taxes are payable by the Borrower, as
promptly as possible thereafter the Borrower shall send to the Administrative
Agent for its own account or for the account of the Documentation Agent, the
Syndication Agent or such other Lender, as the case may be, a certified copy of
an original official receipt received by the Borrower showing payment thereof.
If the Borrower fails to pay any Non-Excluded Taxes when due to the appropriate
taxing authority or fails to remit to the Administrative Agent the required
receipts or other required documentary evidence, the Borrower shall indemnify
the Agents and the Lenders for any incremental taxes, interest or penalties that
may become payable by any Agent or any Lender as a result of any such failure.

     (d) Each Lender (or Transferee) that is not a "U.S. Person" as defined in
Section 7701(a)(30) of the Code (a "Non-U.S. Lender") shall deliver to the
Borrower and the Administrative Agent (or, in the case of a Participant, to the
Lender from which the related participation shall have been purchased) two
copies of either U.S. Internal Revenue Service Form W-8BEN or Form W-8ECI, or,
in the case of a Non-U.S. Lender claiming exemption from U.S. federal
withholding tax under Section 871(h) or 881(c) of the Code with respect to
payments of "portfolio interest", a statement substantially in the form of
Exhibit L and a Form W-8BEN, or any subsequent versions thereof or successors
thereto, properly completed and duly executed by such Non-U.S. Lender claiming
complete exemption from, or a reduced rate of, U.S. federal withholding tax on
all payments by the Borrower under this Agreement and the other Loan Documents.
Such forms shall be delivered by each Non-U.S. Lender on or before the date it
becomes a party to this Agreement (or, in the case of any Participant, on or



before the date such Participant purchases the related participation). In
addition, each Non-U.S. Lender shall deliver such forms promptly upon the
obsolescence or invalidity of any form previously delivered by such Non-U.S.
Lender. Each Non-U.S. Lender shall promptly notify the Borrower at any time it
determines that it is no longer in a position to provide any previously
delivered certificate to the Borrower (or any other form of certification
adopted by the U.S. taxing authorities for such purpose). Notwithstanding any
other provision of this paragraph, a Non-U.S. Lender shall not be required to
deliver any form pursuant to this paragraph that such Non-U.S. Lender is not
legally able to complete and deliver.

     (e) The provisions of this Section 2.19 shall remain operative and in full
force and effect regardless of the expiration of the term of this Agreement, the
consummation of the transactions contemplated hereby, the repayment of any of
the Loans, the invalidity or unenforceability of any term or provision of this
Agreement or any other Loan Document, or any investigation made by or on behalf
of any Agent or any Lender.

     (f) Any Agent or Lender claiming any indemnity payment or additional
amounts payable pursuant to this Section 2.19 shall use reasonable efforts
(consistent with legal and regulatory restrictions) to file any certificate or
document reasonably requested in writing by the Borrower or to change the
jurisdiction of its applicable lending office if the making of such a
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filing or change would avoid the need for or reduce the amount of any such
indemnity payment or additional amounts that may thereafter accrue and would
not, in the sole determination of such Agent or Lender, be otherwise
disadvantageous to such Lender.

     (g) Nothing contained in this Section 2.19 shall require any Agent or
Lender to make available any of its tax returns (or any other information that
it deems to be confidential or proprietary).

     (h) No Lender shall be entitled to claim any indemnity payment or
additional amount payable pursuant to this Section 2.19 with respect to any tax
unless such Lender shall have notified the Borrower that it will demand
compensation for such payment or amount not more than 120 days after the later
of (i) such date and (ii) the date on which such Lender becomes aware of the
costs or reductions giving rise to such claim. Failure on the part of any Lender
to demand any indemnity payment or any such additional amount with respect to
any period shall not constitute a waiver of such Lender's right to demand
compensation with respect to any other period. The protection of this Section
2.19 shall be available to each Lender regardless of any possible contention of
the invalidity or inapplicability of the law, rule, regulation, guideline or
other change, condition or circumstances which shall have occurred or been
imposed.

     Section 2.20 Assignment of Commitments Under Certain Circumstances. In the
event that any Lender shall have delivered a notice or certificate pursuant to
Section 2.13 or 2.14, or the Borrower shall be required to pay additional
amounts to any Lender under Section 2.19, the Borrower shall have the right, at
its own expense, upon notice to such Lender and the Administrative Agent, to
require such Lender to transfer and assign without recourse (in accordance with
and subject to the provisions set forth in Section 9.04, including clause (v) of
the proviso to Section 9.04(b)) all its interests, rights and obligations under
this Agreement to another financial institution designated by the Borrower which
shall assume such obligations; provided, that (i) a similar assignment by such
Lender be made under the Working Capital and Acquisition Facility Credit
Agreement of all its interests, rights and obligations under the Working Capital
and Acquisition Facility Credit Agreement, (ii) no such assignment shall
conflict with any law, rule, regulation or order of any Governmental Authority
and (iii) the Borrower shall pay to the affected Lender (and shall take the same
actions under the Working Capital and Acquisition Facility Credit Agreement) in
immediately available funds on the date of such assignment the entire amount of
principal of and interest accrued to the date of payment on the Loans and
participations in Letter of Credit Disbursements made by it hereunder and all
other amounts accrued for its account or owed to it hereunder; provided,
further, that if prior to any such assignment the circumstances or event that
resulted in such Lender's notice or certificate under Section 2.13 or 2.14 or
demand for additional amounts under Section 2.19, as the case may be, shall
cease to exist or become inapplicable for any reason or if such Lender shall



waive its rights in respect of such circumstances or event under Section 2.13,
2.14 or 2,19, as the case may be, then such Lender shall not thereafter be
required to make any such assignment hereunder or under the Working Capital and
Acquisition Facility Credit Agreement.

     Section 2.21 Letters of Credit.

     (a) The Borrower may request the issuance of Letters of Credit, in a form
reasonably acceptable to the Administrative Agent and the Issuing Bank, for the
account of the Borrower, at
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any time and from time to time during the Revolving Credit Availability Period;
provided, that any Letter of Credit shall be issued only if, and each request by
the Borrower for the issuance of any Letter of Credit shall be deemed a
representation and warranty by the Borrower that, immediately following the
issuance of such Letter of Credit, the sum of (i) the Letter of Credit Exposure
and (ii) the aggregate principal amount of outstanding Revolving Loans shall not
exceed the aggregate amount of the Revolving Credit Commitments at such time,
provided that, in no event shall the sum of (A) the aggregate principal amount
of outstanding Revolving Loans on any date plus (ii) the Letter of Credit
Exposure on such date exceed the aggregate Revolving Credit Commitments of all
the Lenders and, provided, further, that the amount of all outstanding Tranche B
Letters of Credit (as defined in the Working Capital and Acquisition Facility
Credit Agreement) and the Letters of Credit shall not exceed $12,500,000. Each
Letter of Credit shall expire at the close of business on the earlier of (x) the
first anniversary of the date of issuance thereof and (y) five Business Days
prior to the Conversion Date (or, if the Term-Out Option has become effective
pursuant to Section 2.01(b), five Business Days prior to the Maturity Date)
unless such Letter of Credit expires by its terms on an earlier date; provided,
that any Letter of Credit with an expiration date on the first anniversary one
year from date of issuance may provide for the renewal thereof for additional
one-year periods but shall in no event extend beyond the date referred to in
clause (y) above. Each Letter of Credit shall provide for payments of drawings
in dollars.

     (b) Each issuance of any Letter of Credit shall be made on at least two
Business Days' prior irrevocable written or telecopy notice (or such shorter
notice as shall be acceptable to the Issuing Bank) from the Borrower to the
Administrative Agent and the Issuing Bank specifying, on the Issuing Bank's
standard form or on such other form as is acceptable to the Issuing Bank, the
date of issuance, the date on which such Letter of Credit is to expire, the
amount of such Letter of Credit, the name and address of the beneficiary of such
Letter of Credit, and such other information as may be necessary or desirable to
complete such Letter of Credit. The Issuing Bank will give the Administrative
Agent prompt notice of the issuance and amount of such Letter of Credit and the
expiration date of such Letter of Credit (and the Administrative Agent shall
give prompt notice thereof to each Lender). The Issuing Bank also will give the
Administrative Agent a quarterly summary indicating the issuance of any Letter
of Credit and the amount thereof, the expiration of any Letter of Credit and the
amount thereof and the payment on any draft presented under any Letter of
Credit. The Administrative Agent will promptly provide the Lenders with copies
of each such quarterly summary.

     (c) By the issuance of a Letter of Credit and without any further action on
the part of the Issuing Bank, the Administrative Agent or the Lenders in respect
thereof, the Issuing Bank hereby grants to each Lender, and each Lender hereby
acquires from the Issuing Bank, effective upon the issuance of such Letter of
Credit, a participation in such Letter of Credit equal to such Lender's pro rata
share (based on such Lender's Revolving Credit Commitment Percentage) of the
aggregate amount available to be drawn under such Letter of Credit. In
consideration and in furtherance of the foregoing, each Lender hereby absolutely
and unconditionally agrees to pay to the Administrative Agent, on behalf of the
Issuing Bank, in accordance with Section 2.02(d), such Lender's pro rata share
(based on such Lender's Revolving Credit Commitment Percentage) of each Letter
of Credit Disbursement made by the Issuing Bank and not reimbursed by the
Borrower when due in accordance with Section 2.21(f); provided, that the Lenders
shall not be
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obligated to make any such payment with respect to any wrongful Letter of Credit
Disbursement made as a result of the gross negligence or willful misconduct of
the Issuing Bank.

     (d) Each Lender acknowledges and agrees that its obligation to acquire
participations pursuant to Section 2.21(c) in respect of Letters of Credit is
absolute and unconditional and shall not be affected by any circumstance
whatsoever, including the occurrence and continuance of a Default or Event of
Default, and that each such payment shall be made without any offset, abatement,
withholding or reduction whatsoever (subject only to the proviso set forth in
Section 2.21(c)).

     (e) During the Revolving Credit Availability Period, the Borrower shall pay
to the Administrative Agent, on the last day of March, June, September and
December in each year and on the date on which the Revolving Credit Commitments
shall be terminated as provided herein, (i) for the account of the Lenders,
ratably in proportion to their Revolving Credit Commitments, a fee on the
average daily aggregate amount available to be drawn under all outstanding
Letters of Credit during the preceding quarter (or shorter period commencing
with the date of this Agreement) at a rate per annum equal to the Applicable
Eurodollar Margin from time to time in effect during such period pursuant to
Section 2.06 and (ii) for the account of the Issuing Bank, a fee on the average
daily aggregate amount available to be drawn under all outstanding Letters of
Credit during the preceding quarter (or shorter period commencing with the date
of this Agreement) at a rate per annum equal to 0.125%. Such fees shall be
computed on the basis of the actual number of days elapsed in a year of 360
days. Such fees shall accrue from and including the date of this Agreement to
but excluding the last day of the Revolving Credit Availability Period. In
addition to the foregoing, the Borrower shall pay directly to the Issuing Bank,
for its account, payable within 15 days after demand therefor by the Issuing
Bank, the Issuing Bank's customary processing and documentation fees in
connection with the issuance or amendment of or payment on any Letter of Credit.

     (f) The Borrower hereby agrees to reimburse the Issuing Bank for any
payment or disbursement made by the Issuing Bank under any Letter of Credit, by
making payment in immediately available funds to the Administrative Agent, in an
amount equal to the amount of such payment or disbursement, not later than 12:00
Noon, New York City time, on (i) the Business Day that the Borrower receives
notice of such draft, if such notice is received on such day prior to 10:00
A.M., New York City time, or (ii) if clause (i) above does not apply, the
Business Day immediately following the day that the Borrower receives such
notice, plus interest on the amount so paid or disbursed by the Issuing Bank, to
the extent not reimbursed prior to 3:00 p.m. (New York City time) on the date of
such payment or disbursement, from and including the date paid or disbursed to
but excluding the date the Issuing Bank is reimbursed by the Borrower therefor,
at a rate per annum equal to the rate applicable to ABR Revolving Loans during
such period pursuant to Section 2.06. If the Borrower shall fail to pay any
amount required to be paid by it under this Section 2.21(f) when due, such
unpaid amount shall bear interest as provided in Section 2.07. The Issuing Bank
shall give the Borrower prompt notice of each drawing under any Letter of
Credit, provided, that the failure to give any such notice shall in no way
affect, impair or diminish the Borrower's obligations hereunder. The
Administrative Agent shall promptly pay any such amounts received by it to the
Issuing Bank.
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     (g) The Borrower's obligation to reimburse Letter of Credit Disbursements
as provided in Section 2.21(f) shall be absolute, unconditional and irrevocable
and shall be performed strictly in accordance with the terms of this Agreement
under any and all circumstances whatsoever, and irrespective of:

               (i) any lack of validity or enforceability of any Letter of
     Credit or any other Loan Document;

               (ii) the existence of any claim, setoff, defense or other right
     which the Borrower, any Subsidiary or any other Person may at any time have
     against the beneficiary under any Letter of Credit, the Issuing Bank, any
     Agent, any Lender or any other Person in connection with this Agreement,
     any other Loan Document or any other related or unrelated agreement or
     transaction;



               (iii) any draft or other document presented under a Letter of
     Credit proving to be forged, fraudulent, invalid or insufficient in any
     respect or failing to comply with the Uniform Customs and Practices for
     Documentary Credits, as in effect from time to time, or any statement
     therein being untrue or inaccurate in any respect;

               (iv) payment by the Issuing Bank under a Letter of Credit against
     presentation of a draft or other document which does not comply with the
     terms of such Letter of Credit; provided, that such payment was not
     wrongfully made as a result of the gross negligence or willful misconduct
     of the Issuing Bank; and

               (v) any other act or omission or delay of any kind or any other
     circumstance or event whatsoever, whether or not similar to any of the
     foregoing and whether or not foreseeable, that might, but for the
     provisions of this Section 2.21(g), constitute a legal or equitable
     discharge of the Borrower's obligations hereunder.

     (h) It is expressly understood and agreed that, for purposes of determining
whether a wrongful payment under a Letter of Credit resulted from the Issuing
Bank's gross negligence or willful misconduct, (i) the Issuing Bank's acceptance
of documents that appear on their face to be in order, without responsibility
for further investigation, regardless of any notice or information to the
contrary, (ii) the Issuing Bank's exclusive reliance on the documents presented
to it under such Letter of Credit as to any and all matters set forth therein,
including the amount of any draft presented under such Letter of Credit, whether
or not the amount due to the beneficiary thereunder equals the amount of such
draft and whether or not any document presented pursuant to such Letter of
Credit proves to be insufficient in any respect (so long as such document on its
face appears to be in order), and whether or not any other statement or any
other document presented pursuant to such Letter of Credit proves to be forged
or invalid or any statement therein proves to be inaccurate or untrue in any
respect whatsoever and (iii) any noncompliance in any immaterial respect of the
documents presented under such Letter of Credit with the terms thereof shall, in
each case, be deemed not to constitute willful misconduct or gross negligence of
the Issuing Bank. It is further understood and agreed that, notwithstanding the
proviso to clause (iv) of Section 2.21(g), the Borrower's obligation hereunder
to reimburse Letter of Credit Disbursements will not be excused by the gross
negligence or willful misconduct of the Issuing Bank to the extent that such
Letter of Credit Disbursement actually discharged a liability
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of, or otherwise benefited, or was recovered by, the Borrower; provided, that
the foregoing shall not be construed to excuse the Issuing Bank from liability
to the Borrower to the extent of any direct damages suffered by the Borrower
that are caused by the Issuing Bank's gross negligence or willful misconduct in
determining whether drafts and other documents presented under a Letter of
Credit comply with the terms thereof.

     (i) The Issuing Bank shall, promptly following its receipt thereof, examine
all documents purporting to represent a demand for payment under a Letter of
Credit, including as to compliance with the Uniform Customs and Practices for
Documentary Credits, as then in effect. The Issuing Bank shall as promptly as
possible give telephonic notification, confirmed by telex or telecopy, to the
Administrative Agent and the Borrower of such demand for payment and whether the
Issuing Bank has made or will make a Letter of Credit Disbursement thereunder,
provided, that the failure to give such notice shall not relieve the Borrower of
its obligation to reimburse any such Letter of Credit Disbursement in accordance
with this Section 2.21. The Administrative Agent shall promptly give each Lender
notice thereof.

     (j) In the event that the Borrower is required or elects pursuant to the
terms of this Agreement (other than Sections 2.11(f) and 7.01) to provide cash
collateral in respect of the Letter of Credit Exposure of any Class, the
Borrower shall deposit in an account with the Administrative Agent an amount in
cash equal to the Letter of Credit Exposure of such Class (or such lesser amount
as shall be required or elected hereunder). Any such deposit shall be held by
the Administrative Agent in accordance with the Cash Collateral Agreement. In
the event that the Borrower is required pursuant to the terms of Section 2.11(f)
or Section 7.01 of this Agreement to provide cash collateral in respect of the
Letter of Credit Exposure of any Class, the Borrower shall deposit such cash
collateral in an account with the Trustee pursuant to the Intercreditor



Agreement. Such deposit shall be held by the Trustee in accordance with the
Intercreditor Agreement. Any such deposit to be held by the Administrative Agent
or the Trustee, as provided herein, shall be accompanied by notice from the
Borrower, in form satisfactory to the Administrative Agent or the Trustee, as
the case may be, setting forth the basis for such deposit, identifying in
reasonable detail the Letters of Credit to which such deposit relates, and
setting forth any other information related to such deposit reasonably requested
by the Administrative Agent or the Trustee, as the case may be. The Borrower
shall promptly provide the Administrative Agent with a copy of any such notice
to the Trustee and shall promptly provide the Trustee with a copy of any such
notice to the Borrower.

                                   ARTICLE III

                         REPRESENTATIONS AND WARRANTIES

     The Borrower represents and warrants to each of the Lenders that:

     Section 3.01 Organization; Powers. Each of the Borrower and the Loan
Parties (a) is a limited partnership (in the case of the Borrower and the Public
Partnership) or a limited liability company or a corporation (in the case of the
other Loan Parties) duly organized, validly existing and in good standing under
the laws of the jurisdiction of its organization, (b) has all requisite power
and authority to own its property and assets and to carry on its business as now
conducted and as proposed to be conducted, (c) is duly qualified or registered
to do business and is in good
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standing as a foreign limited partnership (in the case of the Borrower and the
Public Partnership) or a limited liability company or corporation (in the case
of the other Loan Parties) in all jurisdictions in which the nature of their
respective activities or the character of the properties they own, lease or use
makes such qualification or registration necessary and in which the failure so
to qualify or to be so registered would have a Material Adverse Effect (and the
only such jurisdictions are, in the case of the Borrower and the Public
Partnership, Connecticut, Florida, Georgia, Illinois, Indiana, Iowa, Kentucky,
Maine, Maryland, Massachusetts, Michigan, Minnesota, New Hampshire, New Jersey,
New York, Ohio, Pennsylvania, Rhode Island, Texas, West Virginia and Wisconsin)
and (d) has the power and authority to execute, deliver and perform its
obligations under each of the Loan Documents and each other agreement or
instrument contemplated thereby to which it is or will be a party, to consummate
the transactions contemplated hereunder and, in the case of the Borrower, to
obtain extensions of credit hereunder.

     Section 3.02 Authorization. The execution, delivery and performance by each
of the Borrower and the Loan Parties of each of the Loan Documents to which it
is or will be a party, the consummation of the transactions contemplated
hereunder and, in the case of the Borrower, the extensions of credit hereunder
(a) have been duly authorized by all requisite action and (b) will not (i)
violate (A) any provision of law, statute, rule or regulation, or of the
agreement of limited partnership, operating agreement, articles of incorporation
or other constitutive documents or by-laws of the Borrower and the other Loan
Parties, (B) any order of any Governmental Authority or (C) any provision of any
indenture, agreement or other instrument to which the Borrower or any of the
other Loan Parties is a party or by which any of them or any of their property
is or may be bound, including, without limitation, the Working Capital and
Acquisition Facility Credit Agreement, the Note Agreements or the Parity Debt
Agreements, (ii) be in conflict with, result in a breach of or constitute (alone
or with notice or lapse of time or both) a default or give rise to increased,
additional, accelerated or guaranteed rights of any Person under any such
indenture, agreement or other instrument, including, without limitation, the
Working Capital and Acquisition Facility Credit Agreement, the Note Agreements
or the Parity Debt Agreements or (iii) except for the Lien of the Collateral
Documents, result in the creation or imposition of any Lien upon or with respect
to any property or assets now owned or hereafter acquired by the Borrower or any
of the other Loan Parties.

     Section 3.03 Enforceability. This Agreement has been duly executed and
delivered by the Borrower and constitutes, and each other Loan Document when
executed and delivered by the Borrower or any of the other Loan Parties does or
will constitute, the legal, valid and binding obligation of such party
enforceable against such party in accordance with its terms. The General Partner



Guarantee Agreement and the Subsidiaries Guarantee Agreement are in full force
and effect and constitute the legal, valid and binding obligations of each Loan
Party party thereto, and no default on the part of any party thereto exists
thereunder. The Partners Security Agreement, the Borrower Security Agreement,
the Cash Collateral Agreement and the Motor Vehicle Security Agreements are in
full force and effect and (i) constitute the valid and binding obligation of
each Loan Party party thereto, (ii) constitute a valid assignment of, and create
a valid, presently effective security interest of record in the property covered
thereby and all interests described therein, subject to no prior security
interest in any such personal property other than as specifically permitted
therein for the benefit of the Lenders under this Agreement, and (iii) no
default on the part of any such party exists thereunder. The Mortgages are in
full
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force and effort and (a) constitute legal, valid and binding obligations of each
Loan Party party thereto, (b) constitute a valid first mortgage lien of record
on the real property and all other interests described therein which may be
subjected to a mortgage lien, subject only to Permitted Exceptions for the
benefit of the Lenders under this Agreement, and (c) constitute a valid
assignment of, and create a valid, presently effective security interest of
record in equipment and all other interests (other than real property interests)
described therein for the benefit of the Lenders under this Agreement, subject
to no prior security interest in such property other than as specifically
permitted therein, and no default on the part of any party thereto exists
thereunder. The Intercreditor Agreement is in full force and effect and
constitutes the legal, valid and binding obligation of each Loan Party party
thereto, and no default on the part of any party thereto shall exist thereunder.
All Operative Agreements, and all amendments thereto have been duly authorized,
executed and delivered by the respective parties thereto, are in full force and
effect and constitute the legal, valid and binding obligations of the Loan
Parties party thereto.

     Section 3.04 Consents and Governmental Approvals. No consent or approval
of, registration or filing with or any other action by (a) any Governmental
Authority, (b) any creditor, including, without limitation, any creditor or
holder under the Working Capital and Acquisition Facility Credit Agreement, the
Note Agreements or the Parity Debt Agreements, or holder of any Capital Stock of
the Borrower, any of the other Loan Parties or any Affiliate thereof or (c) any
other Person is or will be required in connection with the transactions
contemplated hereby, this Facility or the performance by the Borrower or any of
the other Loan Parties of the Loan Documents to which it is or will be a party,
in each case except such as have been made or obtained and are in full force and
effect.

     Section 3.05 Business; Financial Statements. (a) The Business includes, and
has in the past included, only (whether conducted by the Loan Parties or any of
their predecessors) the sale, distribution or storage of heating oil, propane
gas, diesel fuel and gasoline) and other related derivative petroleum products
and the provision of services to customers, and the related retail sale of
supplies and equipment, including home appliances.

     (b) The Borrower has delivered to the Agents the unaudited pro forma
balance sheet of the Borrower as of June 30, 2003 (the "Pro Forma Balance
Sheet"). The Pro Forma Balance Sheet presents fairly the financial condition of
the Borrower as of that date in accordance with GAAP.

     (c) The Borrower has heretofore furnished to the Lenders (i) (x) the
audited consolidated balance sheets of the Public Partnership and its
Subsidiaries as at September 30, 2000, September 30, 2001 and September 30,
2002, and the related consolidated statements of operations and of cash flows
for the fiscal years ended on such dates contained in the Public Partnership's
Annual Report on Form 10-K for the fiscal year ended September 30, 2002 filed
with the SEC, and (y) the audited consolidated balance sheets of the Borrower
and the Restricted Subsidiaries as at September 30, 2000, September 30, 2001 and
September 30, 2002, and the related consolidated statements of operations and of
cash flows for the fiscal years ended on such dates, in each case, accompanied
by the opinion of KPMG LLP, independent public accountants (collectively, the
Audited Financial Statements") and (ii) (A) the unaudited consolidated balance
sheet of the Borrower and its Subsidiaries as at June 30, 2003, and the related
unaudited statements of operations and cash flows for the nine-month period
ended on such date contained
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in the Public Partnership's Quarterly Report on Form 10-Q filed with the SEC for
the fiscal quarter ended June 30, 2003 and (B) the consolidated and
consolidating balance sheet of the Borrower and the Restricted Subsidiaries as
at June 30, 2003, and the related consolidated and consolidating statements
conforming to the requirements of Section 5.02(a) (the "Unaudited Financial
Statements"), and such Unaudited Financial Statements present fairly the
consolidated financial condition of the Public Partnership and its Subsidiaries
or the Borrower and the Restricted Subsidiaries, as the case may be, as at such
date, and the consolidated results of its operations and its consolidated cash
flows for the nine-month period then ended (subject to normal year-end audit
adjustments). All such financial statements, including the related schedules and
notes thereto, have been prepared in accordance with GAAP applied consistently
throughout the periods involved (except as disclosed by the aforementioned firm
of accountants and disclosed therein). Except for borrowings under the Existing
Credit Agreement and the Existing Parity Debt Credit Agreement, the balance
sheets and the notes thereto included in the Audited Financial Statements
disclose all material liabilities, actual or contingent, of the Loan Parties as
of the dates thereof. Except for borrowings under the Existing Credit Agreement
and the Existing Parity Debt Credit Agreement and liabilities incurred in the
ordinary course of business since the date thereof (none of which, individually
or in the aggregate, would have a Material Adverse Effect), the Borrower does
not have any material guarantee obligations, contingent liabilities and
liabilities for taxes, or any long-term leases or unusual forward or long-term
commitments, including any interest rate or foreign currency swap or exchange
transaction or other obligation in respect of derivatives, that are not
reflected in the most recent financial statements referred to in this paragraph.
Notwithstanding the foregoing representation made in the two immediately
preceding sentences, such representation will be deemed breached (except for
purposes of Article IV hereof) only to the extent that such representation
involves undisclosed liabilities which could reasonably be expected,
individually or in the aggregate, to have a Material Adverse Effect. The Audited
Financial Statements were prepared in accordance with GAAP applied on a
consistent basis during the periods involved (except as may be indicated in the
notes thereto).

     Section 3.06 No Material Adverse Change. As of the Closing Date, there has
occurred since September 30, 2002, no material adverse change, and there exists
no condition, event or occurrence that, individually or in the aggregate, could
reasonably be expected to result in a material adverse change, in the business,
operations, property or condition (financial or otherwise) of the Loan Parties.
Since the date of this Agreement, there has occurred no condition, event or
other occurrence that, individually or in the aggregate, has had, and there
exists no condition, event or other occurrence, that, individually or in the
aggregate, could reasonably be expected to have, a Material Adverse Effect.

     Section 3.07 Title to Properties; Possession Under Leases. (a) The Borrower
and the Restricted Subsidiaries own or hold valid leasehold interests in all the
properties and assets used in the operation of the Business, except for
properties and assets set forth on Schedule 3.07(a). None of the properties and
assets set forth on Schedule 3.07(a) is material to the Business. Each of the
Borrower and the Restricted Subsidiaries has good and marketable title to, or
valid leasehold interests in, all its properties and assets, free and clear of
Liens, except for (i) minor defects in title that do not interfere with its
ability to conduct its business as currently conducted or to utilize such
properties and assets for their intended purposes and (ii) Liens permitted by
Section 6.02.

                                                                              58

     (b) Schedule 3.07(b) sets forth, as of the Closing Date, a true, complete
and correct list of (i) all real property owned by the Borrower and the
Restricted Subsidiaries; (ii) all real property leased by the Borrower or any
Restricted Subsidiary; and (iii) the location and use of each such property.

     (c) Each of the Borrower and the Restricted Subsidiaries has complied with
all obligations under all material leases to which it is a party and all such
leases are in full force and effect. Each of the Borrower and the Restricted
Subsidiaries enjoys peaceful and undisturbed possession under all such material



leases.

     Section 3.08 Subsidiaries. Schedule 3.08 sets forth as of the Closing Date
a list of all the Subsidiaries, the respective jurisdictions of organization
thereof and the percentage ownership interest, direct or indirect, of the
Borrower therein.

     Section 3.09 Litigation; Compliance with Laws. (a) Except as set forth in
Schedule 3.09, there are no actions, suits or proceedings at law or in equity or
by or before any Governmental Authority now pending or, to the knowledge of the
Borrower, threatened against or affecting the Borrower, any other Loan Party or
any business, property or rights of the Borrower or any other Loan Party (i)
which involve any Loan Document or the transactions contemplated by this
Agreement or (ii) as to which there is a reasonable possibility of an adverse
determination and which, if adversely determined, could be reasonably expected
to result, individually or in the aggregate, in a Material Adverse Effect.

     (b) Neither the Borrower nor any other Loan Party is in violation of any
law, rule or regulation, or in default with respect to any judgment, writ,
injunction or decree, of any Governmental Authority, where such violation or
default could be reasonably expected to result, individually or in the
aggregate, in a Material Adverse Effect. Except as set forth in Schedule 3.09,
neither the Borrower nor any other Loan Party has received any written
communication during the past three years from any Governmental Authority that
alleges that the Borrower or any other Loan Party or the Business is not in
compliance in any material respect with any law, rule or regulation or any
judgment, writ, injunction or decree.

     Section 3.10 Agreements. Neither the Borrower nor any of the other Loan
Parties is a party to any agreement or instrument or subject to any corporate
restriction that has resulted or could reasonably be expected to result,
individually or in the aggregate, in a Material Adverse Effect. As of the date
of this Agreement, neither the Borrower nor any of the Restricted Subsidiaries
is a party to any Material Contract and none of the assets or properties of the
Borrower or any Loan Party is or may be bound by any Material Contract.

     Section 3.11 Federal Reserve Regulations. (a) Neither the Borrower nor any
of the other Loan Parties is engaged principally, or as one of its important
activities, in the business of extending credit for the purpose of purchasing or
carrying Margin Stock.

     (b) No part of the proceeds of any Loan and no Letter of Credit will be
used, whether directly or indirectly, and whether immediately, incidentally or
ultimately, for any purpose which entails a violation of, or which is
inconsistent with, the provisions of the regulations of the Board, including
Regulation T, U and X.
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     Section 3.12 Investment Company Act; Public Utility Holding Company Act.
Neither the Borrower nor any of the other Loan Parties is (a) an "investment
company" as defined in, or subject to Regulation under, the Investment Company
Act of 1940, (b) a "holding company" as defined in, or subject to regulation
under, the Public Utility Holding Company Act of 1935 or (c) subject to
regulation as a "public utility" or a "public service corporation" or the
equivalent under any Federal or state law.

     Section 3.13 Use of Proceeds. The proceeds of all Revolving Loans and the
Letters of Credit will be used solely (i) to fund the purchase price of any
Eligible Propane Acquisition by the Borrower or any Restricted Subsidiary or to
reimburse the Borrower or any Restricted Subsidiary for cash amounts paid by the
Borrower or such Restricted Subsidiary for the purchase price of any Eligible
Propane Acquisition made by the Borrower or such Restricted Subsidiary within
the six-month period immediately preceding the date of the Borrowing of the
Revolving Loans to which such proceeds relate (provided, in the case of an
acquisition of Capital Stock, that the Person so acquired becomes a Restricted
Subsidiary), (ii) to fund Growth-Related Capital Expenditures, (iii) for the
other purposes set forth in Section 6.01(b) of the Working Capital and
Acquisition Facility Credit Agreement, Section 10.1(b) of the Note Agreements
and the comparable provisions in the other Parity Debt Agreements and (iv) with
respect to the initial Borrowing on the Closing Date, to refinance the Existing
Parity Debt Credit Agreement.



     Section 3.14 Tax Returns. Each of the Borrower and its Affiliates has filed
all tax returns required by law to be filed by it and has paid all taxes,
assessments and other governmental charges levied upon it or any of its
properties, assets, income or franchises which are due and payable, other than
(a) those which are not past due or are presently being contested in good faith
by appropriate proceedings diligently conducted for which such reserves or other
appropriate provisions, if any, as shall be required by GAAP have been made and
(b) in the case of any such Person other than the Borrower and the Restricted
Subsidiaries, those which could not reasonably be expected, individually or in
the aggregate, to have a Material Adverse Effect. The Borrower is a limited
partnership not subject to taxation with respect to its income or gross receipts
under applicable Federal laws. The Borrower is a limited partnership not subject
to taxation with respect to its income or gross receipts under applicable state
laws, except for laws of the states set forth on Schedule 3.14, none of which
would, individually or in the aggregate, have a Material Adverse Effect. No tax
Lien has been filed and, to the knowledge of the Borrower and its Affiliates, no
claim is being asserted with respect to any such tax, fee or other charge.

     Section 3.15 No Material Misstatements. (a) No information, report,
financial statement, exhibit or schedule furnished by or on behalf of the
Borrower or any of its Affiliates to any Agent or Lender in connection with the
negotiation of any Loan Document or included therein or delivered pursuant
thereto contained, contains or will contain any material misstatement of fact or
omitted, omits or will omit to state any material fact necessary to make the
statements therein, in the light of the circumstances under which they were, are
or will be made, not misleading. There is no fact known to the Borrower which
has or in the future would (so far as the Borrower can now foresee) have a
Material Adverse Effect which has not been set forth in this Agreement
(including the schedules hereto).
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     (b) All representations and warranties of the Borrower and Star Gas
Corporation or Star Gas LLC, as applicable, set forth in the Note Agreements,
the Working Capital and Acquisition Facility Credit Agreement and other Parity
Debt Agreements were true and correct on and as of the date of such agreement
and will be true and correct in all material respects on and as of the Closing
Date with the same effect as though made on and as of the Closing Date, except
to the extent such representations and warranties expressly relate to an earlier
date (in which case such representations and warranties were true and correct in
all material respects on and as of such earlier date).

     Section 3.16 Employee Benefit Plans. Except as disclosed in Schedule 3.16,
none of the General Partner, the Borrower or any Related Person of the General
Partner or the Borrower has ever established, maintained, contributed to or been
obligated to contribute to, and neither the Borrower nor any Related Person of
the Borrower has any liability or obligation with respect to, any Plan. Except
as disclosed in Schedule 3.16, neither the Borrower nor any Related Person of
the Borrower has assumed, either by agreement (including the Partnership
Agreement and the Operative Agreements), by operation of law or otherwise, any
liability or obligation with respect to any "employee benefit plan" (as defined
in ERISA) or any other compensation or benefit arrangement, agreement, policy,
practice or understanding. Neither the General Partner, nor the Borrower nor any
Related Person of the Borrower, or the General Partner has incurred any material
liability under Title IV of ERISA with respect to any Plan and no event or
condition exists or has occurred as a result of which such a liability could
reasonably be expected to be incurred. None of the General Partner, the Borrower
nor any Related Person of the General Partner or the Borrower has engaged in any
transaction, including the transactions contemplated hereunder, which could
subject the Borrower or any Related Person of the Borrower to liability pursuant
to Section 4069(a) or 4212(c) of ERISA. There has been no reportable event
(within the meaning of Section 4043(c) of ERISA) or any other event or condition
with respect to any Plan which presents a risk of the termination of, or the
appointment of a trustee to administer, any such Plan by the PBGC. No prohibited
transaction (within the meaning of Section 406 of ERISA or Section 4975 of the
Code) exists or has occurred with respect to any Plan which has subjected or
could reasonably be expected to subject the General Partner or the Borrower to a
material liability under Section 502(i) or 502(l) of ERISA or Section 4975 of
the Code. No liability to the PBGC (other than liability for premiums not yet
due) has been or is expected to be incurred with regard to any Plan by the
General Partner, the Borrower or any Related Person. Neither the General
Partner, nor the Borrower nor any Related Person of the General Partner or the
Borrower contributes or is obligated to contribute or has ever contributed or



been obligated to contribute to any Single Employer Plan that has at least two
contributing sponsors not under common control. The Borrower is not, nor is it
expected to become, a "substantial employer" as defined in Section 4001(a)(2) of
ERISA with respect to any Plan. Neither the General Partner nor the Borrower has
ever maintained or contributed to any plan or arrangement which provides
post-employment welfare benefits or coverage (other than continuation coverage
provided pursuant to Section 4980B of the Code). With respect to any
post-employment welfare benefit plan or arrangement (other than continuation
coverage provided pursuant to Section 4980B of the Code) established,
maintained, or contributed to, by any Related Person (or with respect to which a
Related Person is obligated to contribute), (i) the FAS 106 liabilities and the
assumptions used therefor accurately reflect the costs associated with the
rights and benefits of all participants and (ii) such benefits may be terminated
at any time without liability to the Borrower, General Partner or any Related
Party.
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     Section 3.17 Environmental and Safety Matters. (a) Each of the Borrower and
the General Partner is in compliance with all Environmental Laws applicable to
it or to the Business or the Assets, except where such noncompliance would not
have a Material Adverse Effect. The Borrower has timely and properly applied for
renewal of all environmental permits or licenses that have expired or are about
to expire and are necessary for the conduct of the Business as now conducted and
as proposed to be conducted, except where the failure to timely and properly
reapply would not have a Material Adverse Effect. Schedule 3.17 lists (i) all
notices from Federal, state or local environmental agencies to the Borrower, the
General Partner or any Affiliate thereof citing environmental violations
affecting the Business or the Assets that have not been finally resolved and
disposed of, and no such violation, whether or not notice regarding such
violation is listed on Schedule 3.17, if ultimately resolved against such party,
would have a Material Adverse Effect and (ii) all current reports filed by the
Borrower, the General Partner or any Affiliate thereof with respect to the
Business or the Assets with any Federal, state or local environmental agency
having jurisdiction over the Business or the Assets, true and complete copies of
which reports have been made available to the Lenders. Notwithstanding any such
notice, except for matters the consequences of which will not have a Material
Adverse Effect, the Business and the Assets is currently being operated in all
respects within the limits set forth in such environmental permits or licenses
and any current noncompliance with such permits or licenses will not result in
any liability or penalty to the Borrower or the Subsidiaries or in the
revocation, loss or termination of any such environmental permits or licenses.

     (b) All facilities located on the real property owned or leased by the Loan
Parties which are subject to regulation by RCRA are and have been operated in
compliance with RCRA, except where such noncompliance would not have a Material
Adverse Effect and none of the Borrower, the General Partner and their
Affiliates has received, or, to the knowledge of the Borrower, been threatened
with, a notice of violation of RCRA regarding such facilities.

     (c) No Hazardous Materials are or have been located or present at any of
the real property owned or leased by the Loan Parties or any previously owned
properties in violation of any Environmental Law, which violation will have a
Material Adverse Effect, or in such circumstances as to give rise to liability,
which liability will have a Material Adverse Effect, and with respect to such
real property there has not occurred (i) any release or threatened release of
any such hazardous substance, (ii) any discharge or threatened discharge of any
substance into ground, surface, or navigable waters which violates any
Environmental Law or (iii) any assertion of any lien pursuant to Environmental
Laws resulting from any use, spill, discharge or clean-up of any hazardous or
toxic substance or waste, which occurrence referred to in clause (i), (ii) or
(iii) above will have a Material Adverse Effect.

     (d) The Borrower has not received notice that it has been identified as a
potentially responsible party under CERCLA or any comparable state, local or
foreign law nor has the Borrower received any notification that any Hazardous
Materials that it has used, generated, stored, treated, handled, transported or
disposed of or arranged for transport for disposal or treatment of, or arranged
for disposal or treatment of, has been found at any site at which any
Governmental Authority or private party is conducting or plans to conduct a
remedial investigation or other action pursuant to any Environmental Law.
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     (e) None of the matters disclosed in Schedule 3.17, either individually or
in the aggregate, involves a violation of or a liability under any Environmental
Law, the consequences of which will have a Material Adverse Effect.

     Section 3.18 Security Interests. The Trustee for the benefit of the Secured
Parties will at all times have the Liens provided for in the Collateral
Documents and, subject to the filing by the Trustee of continuation statements
to the extent required by the Uniform Commercial Code, the Collateral Documents
will at all times constitute a valid and continuing lien of record and first
priority perfected security interest in all the Collateral referred to therein.
No filings or recordings, or amendments or supplements to any of the Collateral
Documents are required in order to perfect the security interests created under
the Collateral Documents, except for amendments, supplements, filings or
recordings listed on Schedule 3.18. All such amendments, supplements, listed
filings and recordings were made on or prior to the Closing Date, except as
otherwise expressly provided in Schedule 3.18.

     Section 3.19 Solvency. Upon the making of the initial Loan or the issuance
of the initial Letter of Credit hereunder, each of the Borrower and the
Restricted Subsidiaries will be Solvent. "Solvent" means, with respect to any
Person, that (a) the sum of the assets of such Person, both at a fair valuation
and at present fair saleable value, will exceed the liabilities of such Person,
(b) such Person will have sufficient capital with which to conduct its business
as presently conducted and as proposed to be conducted and (c) such Person has
not incurred debts, and does not intend to incur debts, beyond its ability to
pay such debts as they mature. For purposes of the foregoing definition, "debts"
means any liabilities on claims, and "claim" means (i) a right to payment,
whether or not such right is reduced to judgment, liquidated, unliquidated,
fixed, contingent, matured, unmatured, disputed, undisputed, legal, equitable,
secured or unsecured or (ii) a right to an equitable remedy for breach of
performance if such breach gives rise to a payment, whether or not such right to
an equitable remedy is reduced to judgment, fixed, contingent, matured,
unmatured, disputed, undisputed, secured or unsecured. With respect to any
contingent liabilities, such liabilities shall be computed at the amount which,
in light of all the facts and circumstances existing at the time, represents the
amount which can reasonably be expected to become an actual or matured
liability.

     Section 3.20 Transactions with Affiliates. Except as set forth in Schedule
3.20 and except for agreements and arrangements among the Borrower and Wholly
Owned Restricted Subsidiaries or among Wholly Owned Restricted Subsidiaries,
neither the Borrower nor any of the Subsidiaries is a party to, and none of the
properties and assets of the Borrower or any of the Subsidiaries is subject to
or bound by, any agreement or arrangement with, and neither the Borrower nor any
of the Subsidiaries is engaged in any transaction with, (a) any Affiliate of the
Borrower or any of the Subsidiaries or (b) any Affiliate of Petro or the General
Partner.

     Section 3.21 Ownership. The only general partner of the Borrower is the
General Partner. The General Partner owns approximately 0.01% general
partnership interest in the Borrower. The only limited partner of the Borrower
is the Public Partnership. The Public Partnership owns a 99.99% limited partner
interest in the Borrower. The only general partner of the Public Partnership is
the General Partner.
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     Section 3.22 Insurance. The Borrower and the Subsidiaries maintain with
Permitted Insurers policies of fire and casualty, liability, business
interruption and other forms of insurance in such amounts, with such deductibles
and against such risks and losses as are reasonable for the business and assets
of the Borrower and the Subsidiaries. All such policies are in full force and
effect, all premiums due and payable thereon have been paid (other than
retroactive or retrospective premium adjustments that are not yet, but may be,
required to be paid with respect to any period ending prior to the Closing Date
under comprehensive general liability and workmen's compensation insurance
policies) and no notice of cancellation or termination has been received with
respect to any such policy which has not been replaced on substantially similar
terms prior to the date of such cancellation. The activities and operations of
the Borrower and the Subsidiaries have been conducted in a manner so as to



conform in all material respects to all applicable provisions of such insurance
policies.

     Section 3.23 Labor Relations. Neither the Borrower nor any of the
Subsidiaries is engaged in unfair labor practice that could reasonably be
expected to have, individually or in the aggregate, a Material Adverse Effect.
There is (a) no unfair labor practice complaint pending against the Borrower or
any of the Subsidiaries or affecting the Business or, to the knowledge of the
Borrower, threatened against any of them, before the National Labor Relations
Board, (b) no grievance or arbitration proceeding arising out of or under any
collective bargaining agreement pending against the Borrower or any of the
Subsidiaries or affecting the Business or, to the knowledge of the Borrower,
threatened against any of them, (c) no strike, labor dispute, slowdown or
stoppage pending against the Borrower or any of the Subsidiaries or, to the
knowledge of the Borrower, threatened against the Borrower or any of the
Subsidiaries, (d) to the knowledge of the Borrower, no union representation
question existing with respect to the employees of the Borrower or any of the
Subsidiaries and (e) to the knowledge of the Borrower, no union organizing
activities are taking place.

     Section 3.24 Changes, etc. Except as contemplated by this Agreement or the
other Loan Documents, the Borrower and the other Loan Parties have not incurred
any material liabilities or obligations, direct or contingent, or entered into
any material transaction not in the ordinary course of business, and no events
have occurred which, individually or in the aggregate, could have a Material
Adverse Effect, and there has not been any Restricted Payment of any kind
declared, paid or made by the Borrower or the General Partner.

     Section 3.25 Indebtedness. Other than the Indebtedness represented by the
Mortgage Notes, the 2000 Parity Notes and the 2001 Parity Notes, and the
Indebtedness incurred hereunder and under the Working Capital and Acquisition
Facility Credit Agreement, none of the Borrower and the Restricted Subsidiaries
has any secured or unsecured Indebtedness outstanding as of the Closing Date. As
of the Closing Date, no instrument or agreement to which the Borrower or any of
the Subsidiaries is a party or by which the Borrower or any of the Subsidiaries
is bound or which is applicable to the Borrower or any of the Subsidiaries
(other than this Agreement, the Note Agreements, the Working Capital and
Acquisition Facility Credit Agreement, the other Parity Debt Agreements and the
Parent Indenture) contains any restrictions on the incurrence by the Borrower or
any of the Restricted Subsidiaries of additional Indebtedness.

     Section 3.26 Business. (a) The Borrower is in possession of and operating
in compliance in all respects with all franchises, grants, authorizations,
approvals, licenses, permits,
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easements, rights-of-way, consents, certificates and orders required to own,
lease or use its properties and to permit the conduct of the Business as now
conducted and proposed to be conducted, except for those franchises, grants,
authorizations, approvals, licenses, permits, easements, rights-of-way,
consents, certificates and orders (collectively, "Permitted Exceptions") (i)
which are not required at this time and are routine or administrative in nature
and are expected in the reasonable judgment of the Borrower to be obtained or
given in the ordinary course of business after the Closing Date, or (ii) which,
if not obtained or given, would not, individually or in the aggregate, have a
Material Adverse Effect.

     (b) The Borrower has good and marketable title to all of its assets and
properties, subject to no Liens except those permitted under Section 6.02. The
Assets currently owned by the Borrower are all of the assets and properties
necessary to enable the Borrower to conduct the Business.

     (c) (i) The Borrower has beneficial and (except in the case of motor
vehicles covered by certificates of title where the certificates of title have
been duly executed in favor of the Borrower, the Lien of the Trustee has been
duly provided for thereon and such certificates of title have been delivered to
the Borrower and/or the Trustee), record ownership of all properties (including
trademarks, tradenames and other intellectual property used in the Business),
easements and licenses comprising the Business and (ii) the Collateral Documents
(other than the Intercreditor Agreement), or proper notices, statements or other
instruments in respect thereof, have been duly recorded, published, registered
and filed as required by Sections 4.01(e) and 4.01(f). The Borrower holds all



right, title and interest in and to the trade name "Star Gas" necessary to
conduct the Business, and all other trademarks and trade names used in the
Business and holds exclusive right, title and interest in and to all customer
lists used in the Business.

     Section 3.27 Chief Executive Office. The chief executive office of the
Borrower and the General Partner and the office where each maintains its records
relating to the transactions contemplated by the Loan Documents and the
Operative Agreements are located at 2187 Atlantic Street, Stamford, CT 06902.
The Borrower is only organized in the State of Delaware and "Star Gas Propane,
L.P." is the name that appears in official filings in the State of Delaware. The
General Partner is only organized in the State of Delaware and "Star Gas LLC" is
the name that appears in official filings.

     Section 3.28 Fixed Price Supply Contracts. None of the Borrower and the
Restricted Subsidiaries is a party to any contract for the purchase or supply by
such parties of propane or other product except where (a) the purchase price is
set with reference to a spot index or indices substantially contemporaneously
with the delivery of such product or (b) delivery of such propane or other
product is to be made no more than one year after the purchase price is agreed
to. All such contracts referred to in the foregoing clause (b) which are in
effect on the Closing Date are set forth in Schedule 3.28.

     Section 3.29 Trading and Inventory Policies. The Borrower maintains a
trading policy to the effect that neither it nor any of the Restricted
Subsidiaries will trade any commodities. The Borrower maintains a supply
inventory position policy to the effect that neither it nor any of the
Restricted Subsidiaries will hold on hand, as of any date, more Commodities
Inventory than
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will be sold in the normal course of business during the following 90 days. The
Borrower and the Restricted Subsidiaries are in compliance with such policies.

     Section 3.30 Parity Debt. The obligations evidenced by this Agreement and
any Notes hereunder constitute Parity Debt (as defined in the Intercreditor
Agreement) and this Agreement shall be considered a Parity Debt Agreement.

                                   ARTICLE IV

                              CONDITIONS OF LENDING

     Section 4.01 Effectiveness. This Agreement shall become effective when all
of the conditions precedent set forth in this Section 4.01 shall have been
satisfied:

     (a) Each Lender shall have received counterparts of this Agreement signed
by each of the parties hereto.

     (b) Each Lender shall have received duly executed Notes, dated the Closing
Date, complying with the provisions of Section 2.04.

     (c) Each Lender shall have received duly authorized, executed and delivered
counterparts of (i) the General Partner Guarantee Agreement, and General Partner
Consent Agreement dated the Closing Date and (ii) the Subsidiaries Guarantee
Agreement, and Subsidiaries Consent and Agreement dated the Closing Date.

     (d) The Administrative Agent shall have received satisfactory evidence that
the Working Capital and Acquisition Facility Credit Agreement shall have become
effective in accordance with its terms.

     (e) The Trustee on behalf of the Secured Parties shall have a security
interest in the Collateral of the type and priority described in each Collateral
Document, perfected to the extent contemplated by Section 3.18 and each Lender
shall have received:

               (i) duly authorized, executed and delivered counterparts of (A)
     the Partners Security Agreement, duly executed by the General Partner and
     the Public Partnership and any documents related thereto, (B) the Borrower
     Security Agreement, duly executed by the Borrower, the General Partner and
     the Restricted Subsidiaries and any documents related thereto, (C) the
     Public Partnership Consent and Agreement dated the Closing Date, (D) the



     Cash Collateral Agreement, duly executed by the Borrower, (E) the Motor
     Vehicle Security Agreements duly executed by the Borrower or the Restricted
     Subsidiary, as the case may be, and (F) a duly completed and executed
     Perfection Certificate from the Borrower dated the Closing Date;

               (ii) acknowledgment copies of Uniform Commercial Code financing
     statements which create in favor of the Trustee for the benefit of the
     Secured Parties a valid, legal and perfected security interest in or lien
     on the Collateral that is the subject of the Security Agreements;
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               (iii) certified copies of Requests for Information (form UCC-11),
     or equivalent reports from an independent search service satisfactory to
     the Lenders, listing (A) any judgment naming any Loan Party as judgment
     debtor, (B) any tax lien that names any Loan Party as a delinquent taxpayer
     in any of the jurisdictions referred to in clause (ii) above and (C) any
     Uniform Commercial Code financing statement that names any Loan Party as
     debtor or seller filed in any of the jurisdictions referred to in clause
     (ii) above;

               (iv) duly authorized, executed and delivered counterparts of each
     Mortgage (including any amendments or supplements thereto) filed by the
     Borrower, along with duly executed copies of all related documents,
     including landlord waivers, subordination agreements and estoppel
     certificates and legal opinions; and

               (v) satisfactory evidence that the Intercreditor Agreement and
     the Collateral Documents shall have been amended, to the extent necessary,
     to secure the Facility Obligations on a pari passu basis with the Mortgage
     Notes, the 2000 Parity Notes, the 2001 Parity Notes, the Facilities
     Obligations and other Parity Debt, in each case, together with certified
     true and complete copies of such agreements.

     (f)  The Trustee shall have received:

               (i) a mortgagee's policy of title insurance, including mechanic's
     lien coverage, with respect to the properties and facilities so identified
     on Schedule 3.07(b), issued by a Title Company or Companies authorized to
     issue title insurance in the states in which such properties or facilities
     are located with satisfactory provisions for coinsurance or reinsurance,
     insuring the interest of the Trustee under the Collateral Documents as
     valid first liens on the Mortgaged Properties, free of Liens (other than
     Liens permitted by Section 6.02) or other exceptions to title not approved
     and accepted by the Lenders, such policies to be in an amount at least
     equal to the amounts set forth opposite each of the individual properties
     and facilities so identified on Schedule 3.07(b);

               (ii) satisfactory copies of "As-Built" ALTA surveys with respect
     to the properties and facilities so identified on Schedule 3.07(b),
     certified to the Trustee and the Title Company or Companies;

               (iii) satisfactory environmental reviews, audits and appraisals
     of the properties of the Borrower and the Subsidiaries;

               (iv) the original stock certificates representing all outstanding
     Capital Stock of the Subsidiaries, along with undated stock powers endorsed
     in blank and duly executed Intercompany Notes;

               (v) each of (A) the original Intercompany Note, dated as of the
     Closing Date, in the face amount of $10,000,000, made by each of
     Star/Petro, Stellar Propane Service Corp. and Ohio Gas & Appliance Company
     in favor of the Borrower and the General Partner, (B) the original
     Intercompany Note, dated as of the Closing Date, in the face amount of
     $25,000,000, made by Star/Petro in favor of the Borrower,
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     (C) the original Intercompany Note, dated as of the Closing Date, in the
     face amount of $25,000,000, made by Stellar Propane Service Corp. in favor
     of the Borrower and (D) the original Intercompany Note, dated as of the



     Closing Date, in the face amount of $25,000,000, made by Ohio Gas &
     Appliance Company in favor of the Borrower, in each case, endorsed (without
     recourse) in blank (or accompanied by an executed transfer form in blank)
     by the pledgor thereof;

               (vi) a certificate of the Borrower dated as of the Closing Date
     duly executed by the Borrower addressed to the Trustee complying with
     Section 6 of the Intercreditor Agreement, which shall specify the date and
     principal amount of the Notes, the name, address and tax payer
     identification number of the Lenders and which shall state that this
     Agreement is a Parity Debt Agreement, that this Agreement is entitled to
     the benefits of the Intercreditor Agreement and of the Security (as defined
     in the Intercreditor Agreement) and funds held under Section 4 of the
     Intercreditor Agreement and that this Agreement are subject to the terms of
     the Intercreditor Agreement; and

               (vii) a duly executed Agreement of Parity Lenders and Supplement
     to Intercreditor Agreement.

     (g) The Lenders shall have received opinions of Phillips Nizer LLP, counsel
to the Borrower, substantially in the form of Exhibit F-1 hereto and local
counsel to the Borrower satisfactory to the Lenders in each jurisdiction
requested by the Lenders, substantially in the form of Exhibit F-2 hereto,
including, without limitation, an opinion from Phillips Nizer LLP concerning the
parity nature of the Parity Debt to be dated the Closing Date and addressed to
the Lenders and addressed to the Trustee.

     (h) The Administrative Agent shall have received:

               (i) a certificate, dated the Closing Date and signed by a
     Responsible Officer of each of the Loan Parties, confirming compliance with
     the conditions precedent set forth in this Section 4.01;

               (ii) a copy of the partnership agreement, certificate of
     incorporation or other constitutive documents, including all amendments
     thereto, of each of the Loan Parties, certified, to the extent applicable,
     as of a recent date by the Secretary of State of the State of its
     organization, and, to the extent applicable, a certificate as to the good
     standing of each such party as of a recent date, from such Secretary of
     State;

               (iii) a certificate of the Secretary or Assistant Secretary of
     each of the Loan Parties dated the Closing Date and certifying (A) that
     attached thereto is a true and complete copy of the by-laws, operating
     agreement or partnership agreement of such party, as applicable, as in
     effect on the Closing Date and at all times since a date prior to the date
     of the resolutions described in clause (B) below, (B) that attached thereto
     is a true and complete copy of resolutions duly adopted by the Board of
     Directors of such Loan Party (or, in the case of the Borrower and the
     Public Partnership, of the General Partner) authorizing the execution,
     delivery and performance of the Loan Documents to which such Loan Party is
     or will be a party, and, in the case of the Borrower, the
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     extensions of credit hereunder, and that such resolutions have not been
     modified, rescinded or amended and are in full force and effect, (C) that
     the certificate of incorporation, certificate of organization or other
     constitutive documents of such Loan Party have not been amended since the
     date of the last amendment thereto shown on the certificate of good
     standing furnished pursuant to clause (ii) above and (D) as to the
     incumbency and specimen signature of each officer executing any Loan
     Document or any other document delivered in connection herewith on behalf
     of such Loan Party;

               (iv) a certificate of another officer as to the incumbency and
     specimen signature of the Secretary or Assistant Secretary executing the
     certificate pursuant to clause (iii) above;

               (v) a certified true and complete copy of the Note Agreements,
     the other Parity Debt Agreements, the Existing Parity Debt Credit
     Agreement, together with all amendments and supplements thereto through the
     Closing Date and, as requested by the Lenders, other Operative Agreements;



               (vi) The conditions specified in Section 10.1(b), 10.1(f) or
     10.1(i) of the Note Agreements, as applicable, Section 6.01(b), 6.01(f) or
     6.01(h) of the Working Capital and Acquisition Facility Credit Agreement,
     as applicable, and the comparable provisions in the Parity Debt Agreements
     shall have been fulfilled and the Lenders shall have received such evidence
     as they may reasonably request (including copies of certificates and
     opinions required by such provisions) demonstrating fulfillment of the
     conditions, including, without limitation, (1) the opinion referred to in
     Section 4.01(g) hereof, (2) a copy of the opinion of Phillips Nizer LLP
     delivered to the Trustee to the effect that the Lien of the Security
     Documents (as defined in the Intercreditor Agreement) has attached and is
     perfected to the extent additional property and assets are being acquired
     on the Closing Date and (3) a copy of the certificate of the Borrower to
     the Trustee, in form and substance satisfactory to the Lenders in their
     sole discretion, to the extent additional property and assets are being
     acquired on the Closing Date, demonstrating that the principal amount of
     the Indebtedness incurred hereunder does not exceed the lesser of the cost
     to the Borrower of such property or assets and the fair market value of
     such property or assets (as determined in good faith by the General
     Partner); and

               (vii) such other documents, opinions, certificates and agreements
     in connection with this Facility, in form and substance satisfactory to the
     Lenders, as they or their counsel shall reasonably request, including
     counterpart originals or certified copies of all the other Operative
     Agreements.

     (i) Each Lender shall be satisfied with each of the following (it being
agreed that the execution of this Agreement shall demonstrate such
satisfaction):

               (i) the results of, its due diligence investigation of (A) the
     business, assets, condition (financial and otherwise), liabilities (actual
     and contingent) and prospects of the Borrower, (B) litigation, tax,
     accounting, labor, health and safety, environmental, insurance, pension and
     other employee benefit matters and (C) real estate
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     leases, material contracts, debt agreements, property ownership, and
     contingent liabilities of the Borrower and the Subsidiaries;

               (ii) (A) the amount, terms and conditions (including maturity,
     amortization, interest rates and fees, covenants, events of default,
     redemption and other provisions) of the Mortgage Notes, the Working Capital
     and Acquisition Facility Credit Agreement and the other Parity Debt
     Agreements and (B) the ownership structure of the Borrower, the Public
     Partnership and the General Partner;

               (iii) there shall not have occurred and be continuing since the
     date of the Letter Agreement a material adverse change in the market for
     bank credit facilities similar in nature to this Facility or a material
     disruption of, or a material adverse change in, financial, banking or
     capital market conditions;

               (iv) all legal matters and documentation incident to the Facility
     and all corporate and other proceedings taken or to be taken in connection
     therewith;

               (v) such information as the Lenders may request as to the aging
     and concentration of the accounts receivable of the Borrower and the
     Subsidiaries and as to their inventory, and shall have completed and be
     satisfied with their review thereof;

               (vi) insurance, which shall be in full force and effect and which
     complies with the provisions of this Agreement and the Collateral
     Documents, and a report, on or prior to the Closing Date, from the
     Borrower's independent insurance broker, Weeks & Calloway, together with
     any other evidence reasonably requested by the Agents, demonstrating that
     the insurance required by Section 6.11 and by the terms of the other Loan
     Documents is in effect and a certificate from a Responsible Officer of the
     Borrower stating that the Public Partnership and its Subsidiaries have in



     effect weather insurance coverage of at least $12,500,000 on a consolidated
     basis; and

               (vii) all agreements and transactions between any of the Borrower
     and the Subsidiaries, on the one hand, and any of their Affiliates, on the
     other hand.

     (j) Since September 30, 2002, (x) there shall not have occurred or become
known any material adverse change or prospective material adverse change with
respect to the business, assets, operations, properties, condition (financial or
otherwise), liabilities (actual or contingent) or prospects of the Borrower from
that shown in the information and projections contained in the Confidential
Information Memorandum and (y) there has been no development or event that has
had or could reasonably be expected to have a Parent Material Adverse Effect.

     (k) In the case of each Lender, each other Lender, the Administrative
Agent, the Issuing Bank, the Syndication Agent and the Documentation Agent shall
have simultaneously executed and delivered this Agreement.

     (l) (i) The Borrower and the Restricted Subsidiaries shall have no
indebtedness or other liabilities to third parties (including affiliates),
whether accrued, absolute, contingent or threatened, and whether due or to
become due, except in respect of (A) Facility A, Facility B and this Facility,
(B) the Mortgage Notes and the Parity Debt, (C) accounts payable and other
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liabilities disclosed in the financial statements referred to in Section 4.01(m)
and satisfactory in all respects to the Lenders, (D) intercompany Indebtedness
permitted by Section 6.01 and (E) liabilities (other than indebtedness for
borrowed money) incurred in the ordinary course of business since June 30, 2003
(none of which other liabilities, individually or in the aggregate, could have a
Material Adverse Effect) and (ii) any liens on or claims or encumbrances
affecting any assets or properties of the Borrower and the Subsidiaries or any
other Collateral (including the Capital Stock of the Borrower) shall have been
released in a manner satisfactory to the Agents.

     (m) The Lenders shall have received (i) the Pro Forma Balance Sheet, the
Audited Financial Statements and the Unaudited Financial Statements referred to
in Section 3.05, and such financial statements shall not, in the reasonable
judgment of the Lenders, reflect any material adverse change in the consolidated
financial condition of Borrower and its consolidated Subsidiaries, as reflected
in the financial statements or projections contained in the Confidential
Information Memorandum, and (ii) satisfactory projections for the Borrower and
its Subsidiaries through the 2007 fiscal year.

     (n) All governmental, regulatory, shareholder and third party consents
(including under the Intercreditor Agreement, the Parent Indenture and the Note
Agreements), approvals, filings, registrations and other actions required in
order to consummate the transactions contemplated by this Facility shall have
been obtained or made, as applicable, and shall remain in full force and effect,
in each case without the imposition of any condition or restriction which is, in
the judgment of the Lenders, materially adverse to the Borrower or any of the
Subsidiaries.

     (o) There shall not be any pending proceeding requesting an injunction or
restraining order with respect to this Facility or challenging the validity or
enforceability of this Facility.

     (p) The representations and warranties set forth in Article III hereof and
the representations and warranties of the Borrower and the other Loan Parties
set forth in the other Loan Documents shall be true and correct in all material
respects on and as of the Closing Date with the same effect as though made on
and as of the Closing Date, except to the extent such representations and
warranties expressly relate to an earlier date (in which case such
representations and warranties shall be true and correct in all material
respects on and as of such earlier date). No Default or Event of Default shall
have occurred and be continuing.

     (q) The Administrative Agent shall have received a satisfactory solvency
certificate from the Chief Financial Officer of the Borrower, substantially in
the form of Exhibit M, certifying to the solvency of the Borrower and its
Subsidiaries after giving effect to the transactions contemplated hereby.



     (r) The Borrower shall have paid all Fees and other amounts due and payable
to any Agent or Lender on or prior to the Closing Date, including reimbursement
or payment of all reasonable out-of-pocket expenses required to be reimbursed or
paid by the Borrower under the Letter Agreement or under any Loan Document,
including, without limitation, all reasonable fees and expenses of legal counsel
to the Administrative Agent and the Lenders and all search and filing fees of a
company acceptable to the Lenders (to the extent invoices or statements therefor
have been received on or prior to the Closing Date). The Borrower shall also
have paid all fees,
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expenses and other amounts due and payable in connection with the assignments of
commitments under the Working Capital and Acquisition Facility Credit Agreement
made on the Closing Date.

     (s) On the Closing Date, the commitments under the Existing Parity Debt
Credit Agreement shall have been terminated, all loans outstanding thereunder
shall have been repaid in full, together with accrued interest thereon, all
letters of credit issued thereunder shall have been terminated and all other
amounts owing pursuant to the Existing Parity Debt Credit Agreement shall have
been repaid in full, and the Administrative Agent shall have received evidence
in form, scope and substance satisfactory to it that the matters set forth in
this subsection have been satisfied at such time.

     (t) The Administrative Agent shall have received a Notice of Borrowing as
required by Section 2.03 or a notice requesting the issuance of each Letter of
Credit as required by Section 2.21(b), as applicable, in either case such notice
shall specify a borrowing of at least $2,000,000.

     Section 4.02 All Extensions of Credit. The obligations of the Lenders to
make Loans hereunder, and the obligation of the Issuing Bank to issue Letters of
Credit hereunder, are subject to the satisfaction of the conditions precedent
set forth in this Section 4.02 on the date of each Borrowing and on the date of
issuance of each Letter of Credit:

     (a) The Administrative Agent shall have received a notice of such Borrowing
as required by Section 2.03 or a notice requesting the issuance of a Letter of
Credit as required by Section 2.21(b), as applicable.

     (b) The representations and warranties set forth in Article III hereof and
the representations and warranties of the Borrower and the other Loan Parties
set forth in the other Loan Documents shall be true and correct in all material
respects on and as of the date of such Borrowing or the date of the issuance of
such Letter of Credit with the same effect as though made on and as of such
date, except to the extent such representations and warranties expressly relate
to an earlier date (in which case such representations and warranties shall be
true and correct in all material respects on and as of such earlier date).

     (c) At the time of and immediately after such Borrowing or the issuance of
such Letter of Credit, the aggregate outstanding principal amount of the Loans
of each Class and the Letter of Credit Exposure of each Class will not exceed
the limitations set forth in Sections 2.01 and 2.21, respectively.

     (d) At the time of and immediately after such Borrowing or the issuance of
such Letter of Credit, no Default or Event of Default shall have occurred and be
continuing.

     (e) If Capital Stock is being purchased with proceeds from such Revolving
Credit Borrowing, the Agents and the Trustee shall have received counterparts of
a Supplemental Agreement duly executed by the issuer of such Capital Stock (and
all terms of such Supplemental Agreement shall have been satisfied).
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     (f) In the case of any Revolving Credit Borrowing and Tranche B Revolving
Credit Borrowing (or series of related Revolving Credit Borrowings and Tranche B
Revolving Credit Borrowings (as defined in the Working Capital and Acquisition
Facility Credit Agreement) not in the ordinary course of business consistent
with past practice) in a principal amount, and/or any Letter of Credit and/or



Tranche B Letter of Credit (as defined in the Working Capital and Acquisition
Facility Credit Agreement) (or series of related Letters of Credit and/or
Tranche B Letters of Credit (as defined in the Working Capital and Acquisition
Facility Credit Agreement) not in the ordinary course of business consistent
with past practice) having a face amount, in excess of $1,500,000 to be used for
Growth-Related Capital Expenditures, (i) the Agents shall be satisfied with all
aspects of such Growth-Related Capital Expenditures, including all legal, tax
and accounting matters relating such Growth-Related Capital Expenditures and the
terms of all agreements and instruments to be entered into in connection with
such Growth-Related Capital Expenditures, (ii) the Agents shall be satisfied
with all legal matters and documentation incident to such Growth-Related Capital
Expenditures and all corporate and other proceedings taken or to be taken in
connection therewith and (iii) the Agents shall have received (A) all financial
information reasonably requested by the Agents in connection with such
Growth-Related Capital Expenditures and (B) a statement of sources and uses of
funds in connection with such Growth-Related Capital Expenditures, in each case
certified by a Financial Officer of the Borrower.

     (g) All components of such acquisition or Growth-Related Capital
Expenditure shall be consummated in accordance with applicable laws and
regulations.

     (h) All governmental, regulatory, shareholder and third party consents,
approvals, filings, registrations and other actions required in order to
consummate such acquisition or Growth-Related Capital Expenditure (other than
any such actions the absence of which could not, individually or in the
aggregate, reasonably be expected to have a Material Adverse Effect) shall have
been obtained or made and shall remain in full force and effect, without the
imposition of any condition or restriction which is, materially adverse to the
Borrower or any of the Subsidiaries.

     (i) There shall not be any pending proceeding requesting an injunction or
restraining order with respect to such acquisition or Growth-Related Capital
Expenditure or challenging the validity or enforceability of such acquisition or
Growth-Related Capital Expenditure.

     (j) In the case of any issuance of a Letter of Credit, immediately
following the issuance of such Letter of Credit, the aggregate undrawn amount of
the sum of all outstanding Letters of Credit and all Tranche B Letters of Credit
(as defined in the Working Capital and Acquisition Facility Credit Agreement)
shall not exceed $12,500,000.

     (k) The Borrower shall have directly paid in full to any company acceptable
to the Lenders, all invoices of such company for any Uniform Commercial Code
Search (lien, tax or judgment) and filings and no such invoices shall be unpaid.

     (l) The Administrative Agent shall have received a certificate,
substantially in the form of Exhibit I-2 hereto, of a Responsible Officer of the
Borrower dated as of the date of such Borrowing or issuance of Letter of Credit
(the "Borrowing Certificate"), certifying as of such date, that:
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               (i) (x) the proposed use of proceeds of such Borrowing or such
     Letter of Credit complies with Section 3.13, describing such proposed use
     and specifying the basis for such conclusion in reasonable detail, and (y)
     such Borrowing or Letter of Credit is permitted under the Note Agreements,
     the Parent Indenture and the Working Capital and Acquistion Facility Credit
     Agreement, specifying the relevant exceptions thereunder for such purpose
     (together with supporting calculations and pro forma financial statements
     demonstrating compliance with such exception to the satisfaction of the
     Agents);

               (ii) at the time of and immediately after such Borrowing or
     issuance of Letter of Credit, the Leverage Ratio as of the date of such
     Borrowing or issuance (after giving effect to the acquisition or
     Growth-Related Capital Expenditure for which such Borrowing or Letter of
     Credit is being used) shall be no greater than 4.50 to 1.00; and, in the
     case of each such Borrowing or issuance of each such Letter of Credit, the
     Borrower shall have prepared and furnished to the Agents prior to such
     Borrowing or issuance pro forma financial statements demonstrating the
     fulfillment of such condition to the satisfaction of the Agents. For
     purposes of calculating the Leverage Ratio as required by this Section



     4.02(l)(ii), Consolidated Cash Flow for the Reference Period shall mean the
     greater of (A) Consolidated Cash Flow for the most recent period of four
     consecutive fiscal quarters prior to the date of determination and (B) 50%
     of Consolidated Cash Flow for the most recent period of eight consecutive
     fiscal quarters prior to the date of determination (together with
     supporting calculations and pro forma financial statements demonstrating
     compliance with such condition to the satisfaction of the Agents);

               (iii) after giving effect to such Borrowing or issuance of Letter
     of Credit requested to be made or issued hereunder, the ratio of Parent
     Consolidated Funded Debt to Parent Consolidated Cash Flow as of the date of
     such Borrowing or issuance of such Letter of Credit, as applicable, shall
     be no greater than 5.00 to 1.00 (together with supporting calculations and
     pro forma financial statements demonstrating fulfillment of such condition
     to the satisfaction of the Agents);

               (iv) neither the Borrower nor any of its Subsidiaries shall have
     made any Restricted Payment since the date of the most recent Borrowing or
     issuance of Letter of Credit if, on the date of such Restricted Payment,
     the ratio of (x) Parent Consolidated Cash Flow to (y) Parent Consolidated
     Interest Expense plus the aggregate amount of Restricted Payments made by
     the Public Partnership to its equityholders during the Reference Period
     with respect to such date, was less than 0.75 to 1.00 (together with
     supporting calculations and pro forma financial statements demonstrating
     fulfillment of such condition to the satisfaction of the Agents);

               (v) as of the date of such Borrowing or issuance of such Letter
     of Credit, the Public Partnership and its Subsidiaries shall have in effect
     weather insurance coverage of at least $12,500,000 on a consolidated basis;
     and

               (vi) with respect to the Plans as to which any of Star Gas
     Partners, L.P., the Borrower or any of their respective Subsidiaries or
     Related Person of Star Gas Partners, L.P. or the Borrower may have any
     liability, the excess of the present value of
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     the accrued benefits (vested and unvested) of the participants in each such
     Plan over the assets of each such plan (each as determined on a projected
     benefit obligation basis, based on the actuarial methods and assumptions
     indicated in the most recent applicable actuarial valuation reports), does
     not exceed an aggregate amount equal to $7,500,000 on such date.

     (m) Since September 30, 2002, there has been no development or event that
has had or could reasonably be expected to have a Parent Material Adverse
Effect.

     (n) Within 90 days after the Closing Date, the Borrower shall have provided
evidence satisfactory to the Administrative Agent with respect to each account
of the Borrower covered by an effective Lockbox Agreement under the Working
Capital and Acquisition Facility Credit Agreement as of the Closing Date either
that (i) the depositary banks under such Lockbox Agreement has been notified
that JPMorgan Chase Bank has replaced Fleet National Bank as the administrative
agent and has been instructed to redirect the monies required to be transferred
to an account of the Borrower with Fleet National Bank pursuant to the terms of
such Lockbox Agreement to an account of the Borrower with JPMorgan Chase Bank,
acknowledged in writing by such depositary bank or (ii) such account has been
closed.

Each Revolving Credit Borrowing hereunder and each request for the issuance of a
Letter of Credit hereunder shall be deemed to constitute a representation and
warranty by the Borrower on the date of such Borrowing or issuance that the
conditions in this Section 4.02 have been satisfied. For purposes of this
Section 4.02, the "issuance" of a Letter of Credit shall include any extension,
renewal or amendment of a Letter of Credit.

                                    ARTICLE V

                  ACCOUNTING; FINANCIAL STATEMENTS; INSPECTION

     The Borrower covenants and agrees with each Lender that so long as this
Agreement shall remain in effect or any Facility Obligations shall be unpaid,



and until the Commitments have been terminated and the Loans, together with
interest, Fees and all other Facility Obligations have been paid in full, all
Letters of Credit have been cancelled or have expired and all Letter of Credit
Disbursements have been reimbursed in full, unless the Required Lenders shall
otherwise consent in writing:

     Section 5.01 Accounting. The Borrower will maintain, and will cause each
Restricted Subsidiary to maintain, a system of accounting established and
administered in accordance with GAAP, and will accrue, and will cause each
Restricted Subsidiary to accrue, all such liabilities as shall be required by
GAAP.

     Section 5.02 Financial Statements. The Borrower will deliver to the
Lenders:

     (a) as soon as practicable, but in any event within 45 days after the end
of each of the first three quarterly fiscal periods in each fiscal year of the
Borrower, consolidated (and (A) if the Restricted Subsidiaries constitute a
Substantial Portion (as defined below), then as to the Restricted Subsidiaries
or (B) if the Restricted Subsidiaries do not constitute a Substantial Portion,
but one or more Restricted Subsidiaries have outstanding Indebtedness owing to
Persons
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other than the Borrower or any Restricted Subsidiary, other than the Star/Petro
Intercompany Subordinated Debt, then as to such Restricted Subsidiaries,
consolidating) balance sheets of the Borrower and the Restricted Subsidiaries as
at the end of such period and the related consolidated (and, as to statements of
income and cash flows, if applicable and as appropriate, consolidating)
statements of income, surplus or partners' capital, cash flows and stockholders'
equity of the Borrower and the Restricted Subsidiaries for such period and for
the period from the beginning of the current fiscal year to the end of such
quarterly period, setting forth in each case in comparative form the
consolidated and, where applicable and as appropriate, consolidating figures for
the corresponding periods of the previous fiscal year, all in reasonable detail
and certified by the principal financial officer of the General Partner as
presenting fairly, in all material respects, the information contained therein
(subject to changes resulting from normal year-end adjustments), in accordance
with GAAP (except as noted in the proviso that follows) applied on a basis
consistent with prior fiscal periods; provided, that, it is understood that the
financial statements provided in accordance with this Section 5.02(a) shall be
adjusted to show Petro Holdings as consolidated with the Borrower; provided,
that delivery within the time period specified above of copies of the Public
Partnership's Quarterly Report on Form 10-Q prepared in compliance with the
requirements therefor and filed with the SEC shall be deemed to satisfy the
requirements hereof, but only to the extent such reports otherwise satisfy the
requirements of this Section 5.02(a), so long as the Public Partnership does not
conduct any material business or activity other than holding Capital Stock of
the Borrower; and provided, further, that, for purposes of this Section 5.02,
"Substantial Portion" shall mean that either (X) the book value of the assets of
the Restricted Subsidiaries exceeds 5% of the book value of the consolidated
assets of the Borrower and the Restricted Subsidiaries or (Y) the Restricted
Subsidiaries account for more than 5% of the Consolidated Net Income of the
Borrower and its Restricted Subsidiaries (it being agreed that the net income of
Unrestricted Subsidiaries shall not be consolidated with the Borrower and the
Restricted Subsidiaries for purposes of this calculation of Consolidated Net
Income), in each case in respect of the four fiscal quarters ended as of the
date of the applicable financial statement; provided, that, with respect to
Star/Petro, (i) the book value of the common stock of Petro Holdings shall be
excluded from the determination of Substantial Portion in clause (X) above and
(ii) the income of Petro Holdings shall be excluded from the determination of
Substantial Portion in clause (Y) above;

     (b) as soon as practicable, but in any event within 90 days after the end
of each fiscal year of the Borrower ending after the date of this Agreement,
consolidated (and (A) if the Restricted Subsidiaries constitute a Substantial
Portion, then as to the Restricted Subsidiaries or (B) if the Restricted
Subsidiaries do not constitute a Substantial Portion, but one or more Restricted
Subsidiaries have outstanding Indebtedness owing to Persons other than the
Borrower or any Restricted Subsidiary other than the Star/Petro Intercompany
Subordinated Debt, then as to such Restricted Subsidiaries, consolidating)
balance sheets of the Borrower and the Restricted Subsidiaries and the



consolidated balance sheet of the General Partner as at the end of such year and
the related consolidated (and, as to statements of income and cash flows, if
applicable and as appropriate, consolidating) statements of income, partners'
capital, cash flows and stockholders' equity of the Borrower and the Restricted
Subsidiaries and the consolidated statements of income, surplus, cash flow and
stockholders' equity of the General Partner for such fiscal year, setting forth
in each case in comparative form the consolidated and, where applicable and as
appropriate, consolidating figures for the previous fiscal year, all in
reasonable detail; provided, that, it is understood that the financial
statements provided in accordance with this
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Section 5.02(b) shall be adjusted to show Petro Holdings as consolidated with
the Borrower, provided, that delivery within the time periods specified above of
copies of the Public Partnership's Annual Report on Form 10-K prepared in
compliance with the requirements therefor and filed with the SEC shall be deemed
to satisfy the requirements hereof, but only to the extent such reports (X)
otherwise satisfy the requirements of this Section 5.02(b) so long as the Public
Partnership does not conduct any material business or activity other than
holding Capital Stock of the Borrower, (Y) are accompanied by a report thereon
of KPMG LLP or other independent public accountants of recognized national
standing selected by the Borrower and acceptable to the Required Lenders, which
report shall state that such consolidated financial statements present fairly
the financial position of the Borrower and its Restricted Subsidiaries as at the
dates indicated and the results of their operations and cash flows for the
periods indicated in conformity with GAAP applied on a basis consistent with
prior years and that the audit by such accountants in connection with such
consolidated financial statements has been made in accordance with GAAP and (Z)
in the case of such consolidated financial statements of the General Partner and
such consolidating financial statements of the Borrower certified by the
principal financial officer of the General Partner, as presenting fairly the
information contained therein, in accordance with GAAP applied on a basis
consistent with prior fiscal periods;

     (c) together with each delivery of financial statements pursuant to
paragraphs (a) and (b) of this Section 5.02 (or, in the case of clause (vi)
below only, within 15 days thereafter), an Officers' Certificate of the Borrower
in the form of Exhibit K hereto (i) stating that the signers have reviewed the
terms of this Agreement and the other Loan Documents, and have made, or caused
to be made under their supervision, a review in reasonable detail of the
transactions and condition of the Borrower and the Restricted Subsidiaries
during the accounting period covered by such financial statements and that the
signers do not have knowledge of the existence and continuance as at the date of
such Officers' Certificate of any condition or event which constitutes an Event
of Default or Default or, if any such condition or event exists, specifying the
nature and period of existence thereof and what action the Borrower has taken or
is taking or proposes to take with respect thereto, (ii) stating whether, since
the date of the most recent financial statements previously delivered, there has
been any material change in GAAP applied in the preparation of the Borrower's
financial statements and, if so, describing such change, (iii) specifying the
amount available at the end of such accounting period for Restricted Payments in
compliance with Section 6.04 and showing in reasonable detail all calculations
required in arriving at such amount, (iv) demonstrating in reasonable detail, if
applicable, compliance during and at the end of such accounting period with the
restrictions contained in Sections 6.01(b), (d), (e) and (f), the last paragraph
of Section 6.01, 6.02(i), 6.03(iv) and 6.07(c)(iii), (v) if not specified in the
related financial statements being delivered pursuant to paragraphs (a) and (b)
above, specifying the aggregate amount of interest paid or accrued by the
Borrower and the Restricted Subsidiaries, and the aggregate amount of
depreciation, depletion and amortization charged on the books of the Borrower
and the Restricted Subsidiaries, during the fiscal period covered by such
financial statements, (vi) describing in reasonable detail the number and nature
of the parcels of real property, or rights thereto or interests therein, caused
to be released by the Borrower from the liens of the Security Documents pursuant
to the Intercreditor Agreement and in the case of the fee owned property, the
sales price of the fee owned property caused to be released by the Borrower
during such accounting period and (vii) specifying any adjustments that were
made to the definitions of "Consolidated Net Income"

                                                                              77



or "Consolidated Cash Flow" for any non-cash gains or losses recognized as a
result of Statement of Financial Accounting Standard Numbers 133, 141 and 142;

     (d) together with each delivery of consolidated financial statements
pursuant to paragraph (b) of this Section 5.02, a written statement by the
independent public accountants giving the report thereon (i) stating that in
connection with their audit examination, the terms of this Agreement and the
other Loan Documents were reviewed to the extent considered necessary for the
purpose of expression of an opinion on the consolidated financial statements and
for making the statement contained in clause (ii) of this paragraph (d) (it
being understood that no special audit procedures in addition to those required
by generally accepted auditing standards then in effect in the United States
shall be required) and (ii) stating whether, in the course of their audit
examination, they obtained knowledge (and whether, as of the date of such
written statement, they have knowledge) of the existence and continuance of any
condition or event which constitutes an Event of Default or Default, and, if so,
specifying the nature and period of existence thereof;

     (e) promptly upon receipt thereof, copies of all reports submitted to the
Borrower by independent public accountants in connection with each special audit
or each annual or interim audit of the books of the Borrower or any Restricted
Subsidiary made by such accountants, including the comment letter submitted by
the accountants to management in connection with their annual audit;

     (f) promptly upon their becoming publicly available, copies of all
financial statements, reports, notices and proxy statements sent or made
available by the Borrower, the General Partner or the Public Partnership to all
of its security holders in compliance with the Exchange Act or any comparable
Federal or state laws relating to the disclosure by any Person of information to
its security holders, of all regular and periodic reports and all registration
statements and prospectuses filed by the Borrower, the General Partner or the
Public Partnership with any securities exchange or with the SEC (other than
registration statements on Form S-8), and of all press releases and other
statements made available by the Borrower, the General Partner or the Public
Partnership to the public concerning material developments in the business of
the Borrower, the General Partner or the Public Partnership, as the case may be;

     (g) promptly, but in any event within five days, after any Responsible
Officer knows or should (in the course of the normal performance of his or her
duties) know that (i) any condition or event which constitutes an Event of
Default or Default has occurred or exists, or is expected to occur or exist,
(ii) any Lender has given any notice or taken any other action with respect to a
claimed Event of Default or Default or (iii) any Person has given any notice to
the Borrower or any Restricted Subsidiary or taken any other action with respect
to a claimed default or event or condition of the type referred to in Section
7.01(f), an Officers' Certificate of the Borrower describing the same and the
period of existence thereof and what action the Borrower has taken, is taking
and proposes to take with respect thereto;

     (h) promptly, but in any event within five days, after any Responsible
Officer knows or should (in the course of the normal performance of his or her
duties) know of the commencement of or significant development in any material
litigation or material proceeding (including those regarding environmental
matters) with respect to the Borrower or affecting the
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Borrower, any Restricted Subsidiary or any of their assets, a written notice
describing in reasonable detail such commencement of or significant development
in such litigation or proceeding;

     (i) promptly, but in any event within five days after any Responsible
Officer knows or should (in the course of the normal performance of his or her
duties) know that any of the events or conditions specified below with respect
to any Plan has occurred or exists, or is expected to occur or exist, a
statement setting forth details respecting such event or condition and the
action, if any, that the Borrower or any Related Person has taken, is taking and
proposes to take or cause to be taken with respect thereto (and a copy of any
notice or report filed with or given to or communication received from the PBGC,
the Internal Revenue Service or the Department of Labor with respect to such
event or condition):



               (i) any reportable event, as defined in Section 4043(c) of ERISA
     and the regulations issued thereunder;

               (ii) the filing under Section 4041 of ERISA of a notice of intent
     to terminate any Plan or the termination of any Plan;

               (iii) a substantial cessation of operations within the meaning of
     Section 4062(e) of ERISA under circumstances which could result in the
     treatment of the Borrower or any Related Person as a substantial employer
     under a "multiple employer plan" or the application of the provisions of
     Section 4062, 4063 or 4064 of ERISA to the Borrower or any Related Person;

               (iv) the taking of any steps by the PBGC or the institution by
     the PBGC of proceedings under Section 4042 of ERISA for the termination of,
     or the appointment of a trustee to administer, any Plan, or the receipt by
     the Borrower or any Related Person of a notice from a Multiemployer Plan
     that such action has been taken by the PBGC with respect to such
     Multiemployer Plan;

               (v) the complete or partial withdrawal by the Borrower or any
     Related Person under Section 4063, 4203 or 4205 of ERISA from a Plan which
     is a "multiple employer plan" or a Multiemployer Plan, or the receipt by
     the Borrower or any Related Person of notice from a Multiemployer Plan
     regarding any alleged withdrawal or that it intends to impose withdrawal
     liability on the Borrower or any Related Person or that it is in
     reorganization or is insolvent within the meaning of Section 4241 or 4245
     of ERISA or that it intends to terminate under Section 4041A of ERISA or
     from a "multiple employer plan" that it intends to terminate;

               (vi) the taking of any steps concerning the threat or the
     institution of a proceeding against the Borrower or any Related Person to
     enforce Section 515 of ERISA;

               (vii) the occurrence or existence of any event or series of
     events which could result in a liability to the Borrower or any Related
     Person pursuant to Section 4069(a) or 4212(c) of ERISA;
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               (viii) the failure to make a contribution to any Plan, which
     failure, either alone or when taken together with any other such failure,
     is sufficient to result in the imposition of a lien on any property of the
     Borrower or any Related Person pursuant to Section 302 of ERISA or Section
     412(n) of the Code or could result in the imposition of a material tax or
     material penalty pursuant to Section 4971 of the Code on the Borrower or
     any Related Person;

               (ix) the amendment of any Plan in a manner which would be treated
     as a termination of such Plan under Section 4041 of ERISA or require the
     Borrower or any Related Person to provide security to such Plan pursuant to
     Section 307 of ERISA or Section 401(a)(29) of the Code; or

               (x) the incurrence of liability in connection with the occurrence
     of a "prohibited transaction" (within the meaning of Section 406 of ERISA
     or Section 4975 of the Code);

     (j) promptly, but in any event within five days, after an officer of any of
the Borrower, any Subsidiary or the General Partner receives any notice or
request from any Person (other than any agent, attorney or similar party
employed by the Borrower or the General Partner) for information, or if the
Borrower, any Subsidiary or the General Partner by an officer provides any
notice or information to any such Person (other than any agent, attorney or
similar party employed by the Borrower or the General Partner), concerning the
presence or release of any hazardous substance (as defined in CERCLA) or
hazardous waste (as defined in RCRA) or other contaminants (as defined by any
applicable Federal, state, local or foreign laws) within, on, from, relating to
or affecting any property owned, leased, or subleased by the Borrower or any
Subsidiary, copies of each such notice, request or information;

     (k) as soon as available, and in any event no later than 30 days after the
end of each fiscal year of the Borrower, quarterly financial projections for the
next fiscal year, including all material assumptions to such projections;



     (l) within 15 days of receipt, any management letter issued or provided by
the auditors of the Borrower or any Restricted Subsidiary; and

     (m) promptly, from time to time, such other information regarding the
operations, business affairs and financial condition of the Borrower, any other
Loan Party or (to the extent such information relates to environmental matters
or any material litigation or proceeding) any Unrestricted Subsidiary, or in any
event compliance with the terms of any Loan Document, as any Lender may
reasonably request.

     Section 5.03 Inspection. The Borrower will permit, or cause the General
Partner to permit, any authorized representatives designated by the Lenders to
visit and inspect any of the properties of the Borrower, any Restricted
Subsidiary and (to the extent relating to environmental or litigation matters)
any Unrestricted Subsidiary, and in any event any properties of the General
Partner or of the General Partner's subsidiaries relating to the Business,
including the books of account of the Borrower, the Restricted Subsidiaries,
such Unrestricted Subsidiaries, the General Partner and the General Partner's
subsidiaries, and to make copies and take extracts therefrom,
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and to discuss its and their affairs, finances and accounts with its and their
officers and (with reasonable notice) independent public accountants (and by
this provision each of the Borrower and the General Partner authorizes such
accountants to discuss with such representatives the affairs, finances and
accounts of the Borrower, any Restricted Subsidiary, such Unrestricted
Subsidiaries, the General Partner or any of such subsidiaries of the General
Partner, as the case may be, all at such times and as often as may be
requested), provided, that the Borrower will bear the expense for the foregoing
if an Event of Default or Default has occurred and is continuing.

                                   ARTICLE VI

                        BUSINESS AND FINANCIAL COVENANTS

     The Borrower covenants and agrees with each Lender that so long as this
Agreement shall remain in effect or any Facility Obligations shall be unpaid,
and until the Commitments have been terminated and the Loans, together with
interest, Fees and all other Facility Obligations have been paid in full, all
Letters of Credit have been cancelled or have expired and all Letter of Credit
Disbursements have been reimbursed in full, unless the Required Lenders shall
otherwise consent in writing:

     Section 6.01 Indebtedness. The Borrower will not, and will not permit any
Restricted Subsidiary to, directly or indirectly, create, incur, assume,
guarantee or otherwise become or remain directly or indirectly liable with
respect to (collectively, "incur"), any Indebtedness, except that:

     (a) the Borrower may become and remain liable with respect to the
Indebtedness evidenced by the Mortgage Notes, the 2000 Parity Notes, the 2001
Parity Notes and the Working Capital and Acquisition Facility Credit Agreement;

     (b) the Borrower and the Restricted Subsidiaries may become and remain
liable with respect to Funded Debt incurred by the Borrower and the Restricted
Subsidiaries to finance the making of expenditures for the improvement, repair
or alteration of any Assets or the replacement of any Assets due to obsolescence
with like-kind property, or to renew, refund, refinance or replace any such
Funded Debt; provided, that (i) such Funded Debt is incurred to finance
improvements, repairs, alterations or replacements made within the period of 365
days ending on the date such Funded Debt is incurred, (ii) the aggregate
principal amount of Funded Debt does not exceed the amount of Capital
Contributions made during such 365-day period which are applied to finance the
making of such improvements, repairs, alterations or replacements and (iii) if
such Funded Debt is to be secured under the Collateral Documents as provided in
Section 6.02(h), the agreement or instrument pursuant to which such Funded Debt
is incurred (A) contains no financial or business covenants that are more
restrictive on the Borrower or its Subsidiaries than, or that are in addition
to, those contained in Section 10 of the Note Agreements (unless prior to or
simultaneously with the incurrence of such Funded Debt, the Note Agreements, the
Working Capital and Acquisition Facility Credit Agreement and the other loan
documents related thereto, this Agreement and the other Loan Documents are
amended to provide the benefits of such more restrictive covenants to the



Secured Parties thereunder) and (B) specifies no events of default (other than
with respect to the payment of
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principal and interest on such Funded Debt or the accuracy of representations
and warranties made in connection with such agreement or instrument) which are
capable of occurring prior to the occurrence of the Events of Default specified
in Section 11 of the Note Agreements (unless prior to or simultaneously with the
incurrence of such Funded Debt, the Note Agreements, the Working Capital and
Acquisition Facility Credit Agreement and the other loan documents related
thereto, this Agreement and the other Loan Documents are amended to provide the
benefits of such events of default to the holders of the Notes, the Notes (as
defined in the Working Capital and Acquisition Facility Credit Agreement), the
Mortgage Notes, the 2000 Parity Notes, the 2001 Parity Notes and the other
Parity Debt, as applicable);

     (c) any Restricted Subsidiary may become and remain liable with respect to
unsecured Indebtedness of such Restricted Subsidiary owing to the Borrower or to
another Restricted Subsidiary; provided, that such Indebtedness is created and
is outstanding under an agreement or instrument pursuant to which such
Indebtedness is subordinated to the Notes and the Indebtedness secured under the
Collateral Documents and is evidenced by an Intercompany Note pledged to the
Trustee pursuant to the Borrower Security Agreement;

     (d) the Borrower and the Restricted Subsidiaries may become and remain
liable with respect to unsecured Indebtedness (including, without limitation, in
the case of Indebtedness of Star/Petro, the Star/Petro Intercompany Subordinated
Debt) owing to the General Partner or the Public Partnership; provided, that (i)
the aggregate principal amount of such Indebtedness of the Borrower and the
Restricted Subsidiaries outstanding at any time shall not be in excess of
$10,000,000 (plus the Star/Petro Intercompany Subordinated Debt), (ii) such
Indebtedness is created and is outstanding under an agreement or instrument, or
the Star/Petro Intercompany Subordinated Note, as the case may be, pursuant to
which such Indebtedness is subordinated to the Indebtedness secured under the
Collateral Documents at least to the extent provided in the subordination
provisions set forth in Exhibit D and (iii) such Indebtedness is evidenced by a
promissory note, or the Star/Petro Intercompany Subordinated Note, as the case
may be, in form and substance satisfactory to the Required Lenders which is
pledged to the Trustee pursuant to the Partners Security Agreement;

     (e) the Borrower and the Restricted Subsidiaries may become and remain
liable with respect to Indebtedness, in addition to that otherwise permitted by
the foregoing paragraphs of this Section 6.01, if on the date the Borrower or a
Restricted Subsidiary becomes liable with respect to any such additional
Indebtedness and immediately after giving effect thereto and to the
substantially concurrent repayment of any other Indebtedness (i) the ratio of
Consolidated Cash Flow to Consolidated Pro Forma Debt Service is greater than
2.50 to 1.00 and (ii) the ratio of Consolidated Cash Flow to Maximum
Consolidated Pro Forma Debt Service is greater than 1.25 to 1.00; provided,
that, in addition to the foregoing, if such Indebtedness is Funded Debt incurred
by the Borrower or any Restricted Subsidiary to finance the making of
expenditures for the improvement or repair of or additions to the Assets, and if
such Indebtedness is to be secured under the Collateral Documents as provided in
Section 6.02(h), such Indebtedness shall be incurred pursuant to an agreement or
instrument which complies with the requirements set forth in clause (iii) of the
proviso to Section 6.01(b);

     (f) the Borrower and any Restricted Subsidiary may become and remain liable
with respect to pre-existing Indebtedness relating to any Person, business or
assets acquired by the
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Borrower or such Restricted Subsidiary, as the case may be; provided, that (i)
no condition or event shall exist which constitutes an Event of Default or
Default, (ii) such Indebtedness was not incurred in anticipation of the
acquisition of such Person, business or assets, (iii) after giving effect to
such Person becoming a Restricted Subsidiary, or the acquisition of such
business or assets, the Borrower or such Restricted Subsidiary could incur at
least $1.00 of additional Indebtedness in compliance with the requirements set



forth in clauses (i) and (ii) of Section 6.01(e) and (iv) the acquisition of
such Person, business or assets is permitted by all other applicable provisions
of the Loan Documents, including Sections 6.03 and 6.22;

     (g) so long as no Event of Default or Default has occurred and is
continuing, the Borrower and the Restricted Subsidiaries may become and remain
liable with respect to Indebtedness evidenced by Funded Debt incurred for any
refinancing, refunding or replacement of the Mortgage Notes, the 2000 Parity
Notes, the 2001 Parity Notes, the Existing Parity Debt Credit Agreement (in an
aggregate outstanding principal amount not in excess of $2,000,000) and the
Tranche B Notes (as defined in the Working Capital and Acquisition Facility
Credit Agreement); provided, that (i) the aggregate principal amount of such
Funded Debt shall not exceed the aggregate principal amount of such outstanding
Indebtedness being refinanced, refunded, or replaced together with any accrued
interest and Make Whole Amount with respect thereto, (ii) at the time of such
incurrence and after giving effect thereto, the ratio of Consolidated Cash Flow
to Consolidated Interest Expense shall exceed 2.25 to 1.00, (iii) the maturity
date of such Funded Debt shall not be sooner than the maturity date of such
Indebtedness being refinanced, refunded or replaced, (iv) such Funded Debt shall
be secured on a pari passu basis with Indebtedness secured by the Collateral
Documents; and (v) the proceeds of such Funded Debt are used to refinance,
refund or replace existing Indebtedness within 45 days after the incurrence of
such Funded Debt (such proceeds are to be held in a bank account with the
Administrative Agent (other than an account subject to the Cash Collateral
Agreement) and such proceeds shall be remitted to the Borrower only upon
delivery to the Administrative Agent by the Borrower of a certificate certifying
that such proceeds will be used solely to refinance, refund or replace existing
Indebtedness pursuant to this Section 6.01(g)), provided, further, that Funded
Debt incurred pursuant to this clause (g) shall not be deemed to be outstanding
Indebtedness of the Borrower for any purpose during the 45-day or lesser period
referred to above while such proceeds are held by the Administrative Agent so
long as the proceeds of such Funded Debt are placed in such account at the time
of incurrence and applied to such refinancing, refunding or replacement within
the 45-day period;

     (h) so long as no Event of Default or Default has occurred and is
continuing, the Borrower and the Restricted Subsidiaries may become and remain
liable with respect to unsecured Indebtedness incurred for any extension,
renewal, refinancing, refunding or replacement of Indebtedness permitted
pursuant to subdivisions (a), (b), (e) or (f) of this Section 6.01; provided,
that (i) the principal amount of such unsecured Indebtedness to be incurred
shall not exceed the principal amount of such Indebtedness being extended,
renewed, refinanced, refunded or replaced together with any accrued interest
and, in the case of the Mortgage Notes, the 2000 Parity Notes and the 2001
Parity Notes, Make Whole Amount with respect thereto and (ii) such unsecured
Indebtedness to be incurred shall not mature prior to the stated maturity of
such Indebtedness being extended, renewed, refinanced, refunded or replaced;
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     (i) the Borrower may create and become liable with respect to any Hedging
Agreements and Commodity Hedging Agreements;

     (j) any Restricted Subsidiary may become and remain liable with respect to
Indebtedness evidenced by the Collateral Documents; and

     (k) the Borrower may become and remain liable with respect to unsecured
Indebtedness owing to a Seller in connection with the acquisition of an Acquired
Business Entity from such Seller, provided, that (i) the aggregate principal
amount of such Indebtedness of the Borrower at any time shall not exceed
$5,000,000, and (ii) the aggregate Consolidated Cash Flow generated by such
Acquired Business Entity for so long as such Indebtedness is outstanding shall
exceed the aggregate amount of all principal and interest that will become due
and payable on such Indebtedness until such Indebtedness is repaid in full.

Notwithstanding the foregoing, the aggregate principal amount of all
Indebtedness of all Restricted Subsidiaries at any time outstanding (other than
Indebtedness secured by the Collateral Documents) shall not exceed $10,000,000
(plus the Star/Petro Intercompany Subordinated Debt). For the purpose of this
Section 6.01, any Person becoming a Restricted Subsidiary after the date of this
Agreement shall be deemed to have become liable with respect to all of its then
outstanding Indebtedness at the time it becomes a Restricted Subsidiary, and any
Person extending, renewing or refunding any Indebtedness shall be deemed to have



become liable with respect to such Indebtedness at the time of such extension,
renewal or refunding. The Borrower or any Restricted Subsidiary shall be deemed
to have become liable with respect to any Indebtedness securing any real
property acquired by the Borrower or such Restricted Subsidiary, as the case may
be, at the time of such acquisition.

     Section 6.02 Liens, etc. The Borrower will not, and will not permit any
Restricted Subsidiary to, directly or indirectly create, incur, assume or permit
to exist any Lien on or with respect to any property or asset (including any
document or instrument in respect of goods or accounts receivable) of the
Borrower or any Restricted Subsidiary, whether now owned or held or hereafter
acquired, or any income or profits therefrom (whether or not provision is made
for the equal and ratable securing of the Facility Obligations in accordance
with the provisions of Section 6.14), except:

     (a) Liens for taxes, assessments or other governmental charges the payment
of which is not at the time required by Section 6.09;

     (b) Liens of landlords and carriers, vendors, warehousemen, mechanics,
materialmen, repairmen and other like Liens incurred in the ordinary course of
business for sums not yet due or the payment of which is not at the time
required by Section 6.09, in each case not incurred or made in connection with
the borrowing of money, the obtaining of advances or credit or the payment of
the deferred purchase price of property;

     (c) Liens (other than any Lien imposed by ERISA) incurred or deposits made
in the ordinary course of business (i) in connection with workers' compensation,
unemployment insurance and other types of social security or (ii) to secure (or
to obtain letters of credit that secure) the performance of tenders, statutory
obligations, surety and appeal bonds, bids, leases,
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performance bonds, purchase, construction or sales contracts and other similar
obligations, in each case not incurred or made in connection with the borrowing
of money, the obtaining of advances or credit or the payment of the deferred
purchase price of property;

     (d) any attachment or judgment Lien, unless the judgment it secures shall
not, within 60 days after the entry thereof, have been discharged or execution
thereof stayed pending appeal, or shall not have been discharged within 60 days
after expiration of any such stay;

     (e) leases or subleases granted to others, easements, rights-of-way,
restrictions and other similar charges or encumbrances, which, in each case are
granted, entered into or created in the ordinary course of the business of the
Borrower or any Restricted Subsidiary and which do not interfere with the
ordinary conduct of the business of the Borrower or any Restricted Subsidiary;

     (f) Liens on property or assets of any Restricted Subsidiary securing
Indebtedness of such Restricted Subsidiary owing to the Borrower or any other
Restricted Subsidiary;

     (g) Liens created by any of the Collateral Documents;

     (h) Liens created by any of the Collateral Documents securing Indebtedness
incurred in accordance with Section 6.01(b), 6.01(g) or 6.01(i) (but only to the
extent such Indebtedness under Section 6.01(i) is incurred to any Lender) or, to
the extent incurred to finance the making of capital improvements, repairs and
additions to the Borrower's Assets, Section 6.01(e) (but only to the extent such
Liens comply with the requirements thereof), provided, that (i) such Liens are
effected through an amendment to the Collateral Documents to the extent
necessary to provide the holders of such Indebtedness equal and ratable security
in the property and assets subject to the Collateral Documents with the Secured
Parties, (ii) the Collateral Documents are amended to the extent necessary to
extend the Lien thereof to any property or assets acquired or otherwise financed
with the proceeds of such Indebtedness, (iii) the Borrower has delivered to the
Trustee an Officers' Certificate demonstrating that the principal amount of such
Indebtedness does not exceed the lesser of the cost to the Borrower of such
property or assets and the fair market value of such property or assets (as
determined in good faith by the General Partner) and to the effect that the
amendments to the Collateral Documents required by this Section 6.02(h) and the
filing and recordation of such amendments and related supplements will not have



a Material Adverse Effect and that such incurrence of Indebtedness pursuant to
Section 6.01(b), 6.01(e), 6.01(g) or 6.01(i), as the case may be, complies in
all respects with the requirements of such Section and (iv) the Borrower has
delivered to the Trustee an opinion of counsel reasonably satisfactory to the
Trustee to the effect that the Lien of the Collateral Documents has attached and
is perfected with respect to such additional property and assets;

     (i) Liens existing on any property of a newly-acquired Restricted
Subsidiary at the time of acquisition or existing prior to the time of
acquisition (and not created in anticipation of such acquisition) upon any
property acquired by the Borrower or any Restricted Subsidiary; provided, that
(i) any such Lien shall be confined solely to the item or items of property so
acquired and, if required by the terms of the instrument originally creating
such Lien, other property which is an improvement to or is acquired for specific
use in connection with such acquired property, (ii) such item or items of
property so acquired (other than property (which
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may include stock or other equity interests) subject to Liens existing prior to
the time of acquisition and not created in anticipation of such acquisition) are
not required to become part of the Mortgaged Properties under the terms of the
Collateral Documents, (iii) the principal amount of the Indebtedness secured by
any such Lien shall at no time exceed an amount equal to the lesser of (A) the
cost of such property to the Borrower or such Restricted Subsidiary, as the case
may be, and (B) the fair market value of such property (as determined in good
faith by the General Partner) at the time of such acquisition by the Borrower or
such Restricted Subsidiary, and (iv) any such Lien shall not have been created
or assumed in contemplation of such acquisition of a Restricted Subsidiary or
property by the Borrower or any Restricted Subsidiary;

     (j) Liens in amounts not exceeding $100,000 incurred, required or provided
for under state law in connection with self-insurance arrangements;

     (k) Liens arising from or constituting encumbrances or exceptions to title
to the Assets expressly permitted by the Collateral Documents;

     (l) Liens securing Capital Lease Obligations of the Borrower or any other
Restricted Subsidiary, including, without limitation, protective filings,
provided that, (i) such Capital Lease Obligation is permitted under Section
6.01, (ii) such Liens shall be created substantially simultaneously with the
lease of fixed or capital assets, (iii) such Liens do not at any time encumber
any property other than the property financed by such Indebtedness and (iv) the
amount of Indebtedness secured thereby is not increased; and

     (m) any Lien renewing, extending or refunding any Lien permitted by the
foregoing paragraphs of this Section 6.02; provided, that (i) the Indebtedness
secured by any such Lien shall not exceed the amount of such Indebtedness
outstanding immediately prior to the renewal, extension or refunding of such
Lien, (ii) no Assets encumbered by any such Lien other than the Assets
encumbered immediately prior to such renewal, extension or refunding shall be
encumbered thereby and (iii) the Indebtedness secured by any such Lien shall not
mature prior to the stated maturity of such Indebtedness outstanding immediately
prior to the renewal, extension or refunding of such Lien.

     Section 6.03 Investments, Guaranties, etc

     . The Borrower will not, and will not permit any Restricted Subsidiary to,
directly or indirectly (a) make or own any Investment in any Person or (b)
create or become liable with respect to any Guaranty, except:

               (i) the Borrower or any Restricted Subsidiary may make and own
     Investments in Cash Equivalents;

               (ii) the Borrower and any Restricted Subsidiary may make and own
     Investments in any Restricted Subsidiary or Investments in Capital Stock of
     any Person which simultaneously therewith becomes a Restricted Subsidiary;

               (iii) any Restricted Subsidiary may make and permit to be
     outstanding Investments in the Borrower and may create or become liable
     with respect to any Guarantee in respect of the Facility Obligations, the
     Mortgage Notes, the Working
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     Capital and Acquisition Facility Credit Agreement, the 2000 Parity Notes,
     the 2001 Parity Notes and any other Parity Debt;

               (iv) (A) the Borrower or any Restricted Subsidiary may make and
     own Investments in the Capital Stock of, or contributions to capital in the
     ordinary course of business of, any Unrestricted Subsidiary or joint
     venture, except Petro Holdings and its Subsidiaries, if (i) immediately
     after giving effect to the making of any such Investment the aggregate
     amount of all such Investments made and outstanding pursuant to this
     paragraph (iv) shall not at any time exceed $15,000,000 and (ii) the
     aggregate amount of all investments made and outstanding pursuant to this
     clause (iv) as of the end of any fiscal quarter of the Borrower shall not
     exceed by more than $5,000,000 the amount of such investments as of the
     immediately preceding fiscal quarter of the Borrower, in the cases of both
     subclauses (i) and (ii) of this clause, disregarding any such investment
     which on the date of determination could be made pursuant to clause (ii) of
     this Section 6.03 and net of cash distributions received from all
     Unrestricted Subsidiaries and joint ventures for such period, excluding
     Petro Holdings, for such period, and (B) Star/Petro may make and own
     Investments in Petro Holdings, but only with the proceeds of (x) borrowings
     constituting Star/Petro Intercompany Subordinated Debt or (y) capital
     contributions or equity investments indirectly made by the Public
     Partnership in Star/Petro on or after March 25, 1999;

               (v) the Borrower or any Restricted Subsidiary may make and own
     Investments (A) constituting trade credits or advances to any Person
     incurred in the ordinary course of business, (B) arising out of loans and
     advances to employees for travel, entertainment and relocation expenses, in
     each case incurred in the ordinary course of business or (C) acquired by
     reason of the exercise of customary creditors' rights upon default or
     pursuant to the bankruptcy, insolvency or reorganization of a debtor;

               (vi) the Borrower or any Restricted Subsidiary may create or
     become liable with respect to any Guaranty constituting an obligation,
     warranty or indemnity, not guaranteeing Indebtedness of any Person, which
     is undertaken or made in the ordinary course of business; and

               (vii) the Borrower may create and become liable with respect to
     Hedging Agreements and Commodity Hedging Agreements.

     Section 6.04 Restricted Payments. (a) The Borrower will not directly or
indirectly declare, order, pay, make or set apart any sum for any Restricted
Payment, except that the Borrower may make, pay or set apart once during each
calendar quarter a Restricted Payment if (i) such Restricted Payment is in an
amount not exceeding Available Cash for the immediately preceding calendar
quarter determined as of the last day of such calendar quarter or thereafter up
to the date of declaration of such Restricted Payment, (ii) prior to and
immediately after giving effect to any such proposed action no condition or
event shall exist which constitutes an Event of Default or Default, (iii) the
ratio of Consolidated Cash Flow to Consolidated Interest Expense for the
Reference Period with respect to the date of such payment is greater than 1.75
to 1.00 and (iv) the Borrower shall have delivered to the Lenders, not later
than the date such Restricted Payment is declared (which declaration date shall
be at least 10 days prior to the date such
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Restricted Payment is made) an Officers' Certificate to the effect that such
Restricted Payment is permitted under this Section 6.04 and showing in
reasonable detail all calculations required in arriving at such conclusion,
including the calculation of the aggregate amount available at the end of the
preceding quarter for payment of cash distributions in compliance with this
Section 6.04; provided, that Star/Petro may prepay principal amounts outstanding
under the Star/Petro Intercompany Subordinated Debt if and only if (x) the funds
used for such prepayment have been received by Star/Petro directly or indirectly
as a capital contribution made by the Public Partnership or as a dividend from
Petro Holdings on or after March 25, 1999 and (y) prior to and immediately after
giving effect to any such prepayment no condition or event shall exist which
constitutes an Event of Default or Default. The Borrower will not, in any event,
directly or indirectly declare, order, pay or make any Restricted Payment except



for cash distributions payable to the holders of its Capital Stock.

     (b) The Borrower may make, pay or set apart once within 45 days from the
last day of each calendar quarter a Restricted Payment in an amount equal to the
Petro Holdings Dividends, if any; provided, that the following conditions are
met: (i) such Restricted Payment is in an amount not exceeding the Petro
Holdings Dividends less any amounts used to pay principal or interest on the
Star/Petro Intercompany Subordinated Debt in accordance with this Agreement,
(ii) prior to and immediately after giving effect to such proposed Restricted
Payment no condition or event shall exist which constitutes an Event of Default
or Default under Section 7.01(b), (iii) prior to and immediately after giving
effect to such proposed Restricted Payment the ratio of Consolidated Cash Flow
plus the Petro Holdings Dividends to Consolidated Interest Expense (excluding
the interest payable on the Star/Petro Intercompany Subordinated Debt, if any)
for the Reference Period with respect to the date of such payment is greater
than 1.75 to 1.00, and (iv) the Borrower shall have given to the Lenders written
notice thereof on the date such Restricted Payment is declared, which date shall
be at least 10 days prior to the date such Restricted Payment is made. The
Borrower will not, in any event, directly or indirectly declare, order, pay or
make any Restricted Payment except in cash.

     (c) Notwithstanding any other provision of the Star/Petro Intercompany
Subordinated Note, until all amounts due under the Notes, this Agreement and
each of the other Loan Documents have been paid in full, no principal or
interest payment on the Star/Petro Intercompany Subordinated Note may be made,
except (A) if the proceeds used for such repayment have been received from the
proceeds of capital contributions or equity investments indirectly made by the
Public Partnership in Star/Petro on or after March 25, 1999 or from the proceeds
of dividends received from Petro Holdings, (B) with respect to a payment of
interest on the Star/Petro Intercompany Subordinated Note, the ratio of
Consolidated Cash Flow to Consolidated Interest Expense is greater than 2.0 to
1.0 for the four quarters ending on the calendar quarter immediately preceding
such payment and (C) prior to and immediately after giving effect to any such
interest or principal payment, no condition or event shall exist which
constitutes an Event of Default or Default.

     Section 6.05 Transactions with Affiliates. Except for the transactions or
conduct effected pursuant to the Operative Agreements as in effect on the
Closing Date, the Borrower will not, and will not permit any Restricted
Subsidiary to, directly or indirectly, engage in any transaction with any
Affiliate of the Borrower, including the purchase, sale or exchange of assets or
the rendering of any service, except pursuant to the reasonable requirements of
the Borrower's
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or such Restricted Subsidiary's business and upon fair and reasonable terms that
are no less favorable to the Borrower or such Restricted Subsidiary, as the case
may be, than those which might be obtained in an arm's-length transaction at the
time such transaction is agreed upon from Persons which are not such an
Affiliate; provided, that the foregoing limitations and restrictions shall not
apply to any transaction between the Borrower and any Restricted Subsidiary or
between Restricted Subsidiaries.

     Section 6.06 Prohibited Stock and Indebtedness. The Borrower will not:

     (a) directly or indirectly sell, assign, pledge or otherwise dispose of any
Indebtedness or Capital Stock of (or warrants, rights or options to acquire
Capital Stock of) any Subsidiary, except (i) to a Restricted Subsidiary, (ii) in
the case of the sale of all the Capital Stock of a Restricted Subsidiary as an
entirety, as permitted under Section 6.07 and (iii) pursuant to the Collateral
Documents;

     (b) permit any Restricted Subsidiary directly or indirectly to sell,
assign, pledge or otherwise dispose of any Indebtedness of (i) the Borrower or
(ii) any other Restricted Subsidiary, or any Capital Stock of (or warrants,
rights or options to acquire Capital Stock of) any other Subsidiary, except (A)
to, in the case of clause (i), the Borrower or, in all other cases, a Restricted
Subsidiary, (B) in the case of the sale of all the Capital Stock of a Restricted
Subsidiary as an entirety, as permitted under Section 6.07 and (c) pursuant to
the Collateral Documents;

     (c) permit any Restricted Subsidiary to have outstanding any Preferred



Stock (other than Preferred Stock owned by the Borrower); or

     (d) permit any Subsidiary directly or indirectly to issue or sell
(including in connection with a merger or consolidation of a Restricted
Subsidiary otherwise permitted by Section 6.07(a)) any of its Capital Stock (or
warrants, rights or options to acquire its Capital Stock) except to the Borrower
or a Restricted Subsidiary;

provided, that, (i) any Restricted Subsidiary may sell, assign or otherwise
dispose of Indebtedness of the Borrower if, assuming such Indebtedness were
incurred immediately after such sale, assignment or disposition, such
Indebtedness would be permitted under Section 6.01 (and, if such Indebtedness is
secured, such Lien would be permitted pursuant to Section 6.02) and (ii) subject
to compliance with Section 6.07(c), all Indebtedness and Capital Stock of any
Restricted Subsidiary owned by the Borrower may be simultaneously sold as an
entirety for a cash consideration at least equal to the fair value thereof (as
determined in good faith by the General Partner) at the time of such sale if
such Restricted Subsidiary does not at the time own (A) any Indebtedness of the
Borrower (other than Indebtedness which, if incurred immediately after such
transaction, would be permitted under Section 6.01) or (B) any Indebtedness or
Capital Stock in any other Restricted Subsidiary which is not also being
simultaneously sold as an entirety in compliance with this proviso.

     Section 6.07 Consolidation, Merger, Sale of Assets, etc. The Borrower will
not, and will not permit any Restricted Subsidiary to, directly or indirectly:
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     (a) consolidated with or merge into any other Person or permit any other
Person to consolidate with or merge into it, provided that:

          (i) any Restricted Subsidiary may consolidate with or merge into the
     Borrower or, except in the case of Star/Petro, another Restricted
     Subsidiary if, in the case of a consolidation with or merger into the
     Borrower, the Borrower shall be the surviving Person and if, immediately
     after giving effect to such transaction, no condition or event shall exist
     which constitutes an Event of Default or Default; and

          (ii) any entity (other than a Restricted Subsidiary) may consolidate
     with or merge into the Borrower or a Restricted Subsidiary if the Borrower
     or such Restricted Subsidiary, as the case may be, shall be the surviving
     Person and if, immediately after giving effect to such transaction, (A) the
     Borrower (1) shall not have a Consolidated Net Worth (determined in
     accordance with GAAP applied on a basis consistent with the financial
     statements of the Borrower most recently delivered pursuant to Section
     5.02(b)) of less than the Consolidated Net Worth of the Borrower
     immediately prior to the effectiveness of such transaction, (2) shall not
     be liable with respect to any Indebtedness or allow its property to be
     subject to any Lien which it could not become liable with respect to or
     allow its property to become subject to under this Agreement on the date of
     such transaction, and (3) could incur, if the consolidating or merging
     entity has outstanding Indebtedness, at least $1.00 of additional
     Indebtedness in compliance with Section 6.01(e) after giving effect to such
     transaction, (B) substantially all of the assets of the Borrower and the
     Restricted Subsidiaries shall be located and substantially all of their
     business shall be conducted within the continental United States, and (C)
     no condition or event shall exist which constitutes an Event of Default or
     Default; and

          (iii) the Borrower may consolidate with or merge into any other entity
     if (A) the surviving entity is a corporation or limited partnership
     organized and existing under the laws of the United States of America or a
     state thereof or the District of Columbia, with substantially all of its
     properties located and its business conducted within the continental United
     States, (B) such corporation or limited partnership expressly and
     unconditionally assumes the obligations of the Borrower under this
     Agreement, each of the other Loan Documents, and delivers to each Lender at
     the time outstanding in connection with such assumption an opinion of
     counsel reasonably satisfactory to the Required Lenders with respect to
     such matters incident to such assumption as may be reasonably requested by
     such holders, including, without limitation, as to the due authorization
     and execution of the related agreement of assumption and the enforceability
     of such agreement against such corporation or partnership, (C) immediately



     after giving effect to such transaction, such corporation or limited
     partnership (1) shall not have a Consolidated Net Worth (determined in
     accordance with GAAP applied on a basis consistent with the financial
     statements of the Borrower most recently delivered pursuant to Section
     5.02(b)) of less than the Consolidated Net Worth of the Borrower
     immediately prior to the effectiveness of such transaction, (2) shall not
     be liable with respect to any Indebtedness or allow its property to be
     subject to any Lien which it could not become liable with respect to or
     allow its property to become subject to under this Agreement on the date of
     such transaction and (3) could incur at least $1.00 of additional
     Indebtedness in compliance with
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     Section 6.01(e) after giving effect to such transaction, and (D)
     immediately after giving effect to such transaction no condition or event
     shall exist which constitutes an Event of Default or Default; or

     (b) sell, lease, abandon or otherwise dispose of (i) all or substantially
all its assets or (ii) all Capital Stock of any Restricted Subsidiary as an
entirety; provided, that:

               (A) any Restricted Subsidiary may sell, lease or otherwise
          dispose of all or substantially all its assets to the Borrower or,
          except in the case of Star/Petro, to a Restricted Subsidiary; and

               (B) the Borrower may sell, lease or otherwise dispose of all or
          substantially all its assets to any corporation or limited partnership
          into which the Borrower could be consolidated or merged in compliance
          with subdivision (a)(iii) of this Section 6.07; provided that, (1)
          each of the conditions set forth in such subdivision (a)(iii) shall
          have been fulfilled, and (2) no such disposition shall relieve the
          Borrower from its obligations under this Agreement, the other
          Operative Agreements or the Notes; or

     (c) sell, lease, abandon or otherwise dispose of any property to any Person
other than the Borrower or any Restricted Subsidiary (except in a transaction
permitted by subdivision (a)(iii) or (b)(B) of this Section 6.07 or an
abandonment or other disposition of Inventory in the ordinary course of
business) unless:

               (i) at least 80% of the consideration therefor shall be in the
     form of cash consideration;

               (ii) immediately after giving effect to such proposed disposition
     no condition or event shall exist which constitutes an Event of Default or
     Default;

               (iii) either

                    (A) the aggregate net proceeds of all property so disposed
          of (whether or not leased back) by the Borrower and all Restricted
          Subsidiaries during the current fiscal year (including property
          disposed of through dispositions of Capital Stock permitted under
          Section 6.06 or sales of assets permitted under Section 6.07(b) and
          including all proceeds under title insurance policies with respect to
          real property and all Net Insurance Proceeds, self-insurance amount
          and Net Awards (as defined in the Mortgage) with respect to property
          lost as a result of damage, destruction or a taking which have not
          been applied to the cost of Restoration (as defined in the Mortgage)),
          less the sum of (x) the amount of all such net proceeds previously
          applied in accordance with paragraph (iii)(B) of this Section 6.07(c)
          and (y) an amount equal to the purchase price of any assets acquired
          (so long as (1) such assets were acquired within 180 days prior to the
          date of such disposal of property, (2) the purchase price of such
          assets was not previously applied to reduce the amount of net proceeds
          of property disposed of under this Section 6.07(c), (3) such assets
          were acquired for subsequent replacement of the property so disposed
          of or may be productively used in the
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          United States in the conduct of the Business, (4) such assets are
          subject to the Lien of the Collateral Documents and (5) to the extent
          such assets were acquired (in whole or in part) with the proceeds of
          Indebtedness, such Indebtedness has been repaid in full), shall not
          exceed $5,000,000 during such fiscal year, and when aggregated with
          such net proceeds of all prior transactions under this Section
          6.07(c), shall not exceed $15,000,000;

                    (B) in the event that such net proceeds less the sum of (x)
          the amount thereof previously applied in accordance with this
          paragraph (iii)(B) and (y) an amount equal to the purchase price of
          any assets acquired (so long as (1) such assets were acquired within
          180 days prior to the date of such disposal of property, (2) the
          purchase price of such assets was not previously applied to reduce the
          amount of net proceeds of property disposed of under this Section
          6.07(c), (3) such assets were acquired for subsequent replacement of
          the property so disposed of or may be productively used in the United
          States in the conduct of the Business, (4) such assets are subject to
          the Lien of the Collateral Documents and (5) to the extent such assets
          were acquired (in whole or in part) with the proceeds of Indebtedness,
          such Indebtedness has been repaid in full)), during the current fiscal
          year exceed $5,000,000 or, when aggregated with such net proceeds of
          all prior transactions under this Section 6.07(c), exceed $15,000,000
          (the amount of such excess net proceeds actually realized being herein
          called "Excess Proceeds"), the Borrower shall promptly pay over to the
          Trustee such Excess Proceeds not at the time held by the Trustee for
          application by the Trustee (I) within 180 days of the date of the
          disposal or loss of property, to the acquisition of assets in
          replacement of the property so disposed of or lost or of assets which
          may be productively used in the United States in the conduct of the
          Business (and such newly acquired assets shall be subjected to the
          Lien of the Collateral Documents) or to the cost of Restoration (as
          defined in the Mortgage), or (II) to the extent of Excess Proceeds not
          applied pursuant to the immediately preceding clause (I), to the
          payment and/or prepayment of the Facility Obligations and Parity Debt,
          if any, pursuant to Section 2.11, all as provided in Section 4(d) of
          the Intercreditor Agreement and Section 2.11, and the Trustee shall
          have received an Officers' Certificate from the General Partner
          certifying that the consideration received for such property is at
          least equal to its fair value (as determined in good faith by the
          Board of Directors) and that such consideration has been applied in
          accordance with the terms of this Agreement; and

               (iv) in the case of any sale, lease or other disposition of
     Collateral which includes real property (or any interest therein), or any
     sale, lease or other disposition of Collateral resulting in the aggregate
     net proceeds of all such sales, leases or other dispositions exceeding
     $10,000,000, the Trustee shall have received an Officers' Certificate from
     the General Partner certifying that such sale, lease or other disposition
     is in the best interest of the Borrower and will not have a Material
     Adverse Effect.

Notwithstanding the foregoing, the Borrower and any Restricted Subsidiary may
sell or dispose of (x) real property assets sold or disposed of within 12 months
of the acquisition of such assets and (y) all other assets sold or disposed of
within 6 months of the acquisition of such assets, in
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each case referred to in clause (x) or (y) constituting a portion of an acquired
business; provided, that (1) such assets are specifically designated to the
Administrative Agent in writing prior to such acquisition as assets to be
disposed of and (2) the Administrative Agent shall have received an Officers'
Certificate from the General Partner certifying that the consideration received
for such property is at least equal to its fair market value (as determined in
good faith by the General Partner). Such dispositions under this paragraph will
not be applied towards the cumulative limitations in paragraph (c)(iii)(A) of
this Section 6.07. The Lenders agree to take, at the expense of the Borrower,
all actions necessary to cause dispositions of Collateral made in compliance
with this Section 6.07 to be made free and clear of the liens created by the
Collateral Documents.



     Section 6.08 Partnership or Corporate Existence etc.; Business. (a) (i) The
Borrower will at all times preserve and keep in full force and effect its
partnership existence and its status as a partnership not taxable as a
corporation for Federal income tax purposes; (ii) the Borrower will cause each
Restricted Subsidiary to keep in full force and effect its partnership or
corporate existence; and (iii) the Borrower will, and will cause each Restricted
Subsidiary to, at all times preserve and keep in full force and effect all of
its material rights and franchises (in each case except as otherwise
specifically permitted in Sections 6.06 and 6.07 and except that the partnership
or corporate existence of any Restricted Subsidiary, and any right or franchise
of the Borrower or any Restricted Subsidiary, may be terminated if, in the good
faith judgment of the General Partner, such termination is in the best interest
of the Borrower, is not disadvantageous to the Lenders in any material respect
and would not have a Material Adverse Effect).

     (b) The Borrower will not be obligated to preserve its status as a
partnership not taxable as a corporation for Federal income tax purposes if (i)
the Borrower's failure to preserve such status shall be the result of an
amendment to the tax laws enacted by the Congress of the United States and (ii)
after giving effect to the loss of such status the ratio of Consolidated Cash
Flow to Maximum Consolidated Pro Forma Debt Service, determined as of the date
of the loss of such status, would be greater than 1.1 to 1.0, assuming, for the
purposes of the computation of Consolidated Cash Flow, that Consolidated Cash
Flow would be reduced by taxes at the applicable tax rate for the Borrower for
such period had the Borrower been taxable as a corporation.

     (c) The Borrower will not, and will not permit any Restricted Subsidiary
to, engage in any line of business other than the Business in which the Borrower
or its Restricted Subsidiaries are engaged on the Closing Date and described in
the Public Partnership's SEC Form 10-K for the fiscal year ended September 30,
2000 and other activities incidental or related to the Business.

     Section 6.09 Payment of Taxes and Claims. The Borrower will, and will cause
each Subsidiary to, pay all taxes, assessments and other governmental charges or
levies imposed upon it or any of its properties or assets or in respect of any
of its franchises, business, income or profits when the same become due and
payable, but in any event before any penalty or interest accrues thereon, and
all claims (including claims for labor, services, materials and supplies) for
sums which have become due and payable and which by law have or might become a
Lien upon any of its properties or assets, and promptly reimburse the Agents,
the Issuing Bank and the Lenders for any such taxes, assessments, charges or
claims paid by them; provided, that no such
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tax, assessment, charge or claim need be paid or reimbursed if being contested
in good faith by appropriate proceedings promptly initiated and diligently
conducted and if such reserves or other appropriate provision, if any, as shall
be required by GAAP shall have been made therefor and be adequate in the good
faith judgment of the General Partner.

     Section 6.10 Compliance with ERISA. The Borrower will not, and will not
permit any Subsidiary or Related Person of the Borrower to:

     (a) (i) engage in any transaction in connection with which the Borrower or
any Related Person or Subsidiary could be subject to either a civil penalty
assessed pursuant to Section 502(i) of ERISA or a tax imposed by Section 4975 of
the Code, (ii) terminate (within the meaning of Title IV of ERISA) or withdraw
from any Plan in any manner, or take, or fail to take, any other action with
respect to any Plan (including a substantial cessation of operations within the
meaning of Section 4062(e) of ERISA), (iii) establish, maintain, contribute to
or become obligated to contribute to any welfare benefit plan (as defined in
Section 3(1) of ERISA) or other welfare benefit arrangement which provides
post-employment benefits, which cannot be unilaterally terminated by the
Borrower, (iv) fail to make full payment when due of all amounts which, under
the provisions of any Plan or applicable law, the Borrower or any Subsidiary or
Related Person of the Borrower is required to pay as contributions thereto,
result in the imposition of a Lien or permit to exist any material accumulated
funding deficiency, whether or not waived, with respect to any Plan, or (v)
engage in any transaction in connection with which the Borrower, any Subsidiary
or any Related Person of the Borrower could be subject to liability pursuant to
Section 4069(a) or 4212(c) of ERISA, if, as a result of any such event,
condition or transaction described in clauses (i) through (v) above, either



individually or together with any other such event or condition, could result in
(x) the imposition of a Lien on any assets or property of the Borrower or any
Related Person or (y) any liability to the Borrower, any Subsidiary or any
Related Person of the Borrower, which liability could have a Material Adverse
Effect; or

     (b) as of any date of determination (i) permit the amount of unfunded
benefit liabilities under any Plan to exceed the current value of the assets of
any such Plan by more than $250,000 or (ii) permit the aggregate liability
incurred by the Borrower and any Subsidiary and Related Persons of the Borrower
pursuant to Title IV of ERISA with respect to one or more terminations of, or
one or more complete or partial withdrawals from, any Plan to exceed $1,000,000.

As used in this Section 6.10, the term "accumulated funding deficiency" has the
meaning specified in Section 302 of ERISA and Section 412 of the Code, the term
"current value" has the meaning specified in Section 3 of ERISA and the terms
"benefit liabilities" and "amount of unfunded benefit liabilities" have the
meanings specified in Section 4001 of ERISA.

     Section 6.11 Maintenance of Properties; Insurance. (a) The Borrower will
maintain or cause to be maintained in working order and condition, in accordance
with normal industry standards, all material properties used or useful in the
business of the Borrower and the Restricted Subsidiaries and from time to time
will make or cause to be made all appropriate repairs, renewals and replacements
thereof.
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     (b) The Borrower will, and will cause each of the Restricted Subsidiaries
to, keep its insurable properties adequately insured at all times by Permitted
Insurers; maintain such other insurance, to such extent and against such risks,
including fire and other risks insured against by extended coverage, as is
customary with companies in the same or similar businesses, including public
liability insurance against claims for personal injury or death or property
damage occurring upon, in, about or in connection with the use of any properties
owned, occupied or controlled by it; maintain such other insurance as may be
required by law or any Collateral Document; and cause each such insurance policy
to name the Trustee, on behalf of the Secured Parties, as an additional insured
or loss payee thereunder. The Borrower will permit the Agents and an insurance
consultant retained by the Agents, at the expense of the Borrower, to review the
insurance policies maintained by the Borrower on an annual basis and will
implement any changes to such policies reasonably recommended by such
consultant.

     Section 6.12 Operative Agreements; Collateral Documents. The Borrower will,
and will cause each Restricted Subsidiary to, perform and comply with all of its
obligations under each of the Operative Agreements to which it is a party, will
enforce each such Operative Agreement against each other party thereto and will
not accept the termination of any such Operative Agreement, unless the taking of
or omitting to take any such action would not have a Material Adverse Effect.
The Borrower will not, and will not permit any other Loan Party to, amend,
modify or supplement any Operative Agreement or its partnership agreement,
certificate of incorporation or by-laws without the prior written consent of the
Required Lenders; provided, that (i) the MLP Agreement and the Partnership
Agreement may be amended, modified or supplemented without the prior written
consent of the Required Lenders if such amendment, modification or supplement
would not have a Material Adverse Effect and the Borrower shall have delivered
to each Lender a copy of such proposed amendment, modification or supplement
together with an Officer's Certificate describing such proposed amendment,
modification or supplement and confirming that such proposed amendment,
modification or supplement would not have a Material Adverse Effect and (ii) the
Note Agreements may be amended, modified or supplemented without the prior
written consent of the Required Lenders if such amendment, modification or
supplement may be made without the written consent of any Lenders under the
Intercreditor Agreement.

     Section 6.13 Chief Executive Office. The Borrower will not move its chief
executive office and the office at which it maintains its records relating to
the transactions contemplated by this Agreement and the Collateral Documents or
change its state of incorporation unless (a) not less than 45 days' prior
written notice of its intention to do so, clearly describing the new location or
state, shall have been given to the Trustee and each Lender and (b) such action,
reasonably satisfactory to the Trustee and each Lender, to maintain any security



interest in the property subject to the Collateral Documents at all times fully
perfected and in full force and effect shall have been taken.

     Section 6.14 Covenant to Secure Notes Equally. The Borrower covenants that,
if it or any Restricted Subsidiary shall create or assume any Lien upon any of
its property or assets, whether now owned or hereafter acquired, other than
Liens permitted by the provisions of Section 6.02 (unless prior written consent
to the creation or assumption thereof shall have been obtained from the Required
Lenders), it will make or cause to be made effective provision whereby the
Facility Obligations will be secured by such Lien equally and ratably with any
and
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all other Indebtedness thereby secured so long as any such other Indebtedness
shall be so secured; provided, however, that the provision of such equal and
ratable security shall not constitute a cure or waiver of any related Event of
Default.

     Section 6.15 Compliance with Laws. The Borrower will, and will cause each
Subsidiary to, comply with all applicable statutes, rules, regulations, and
orders of, and all applicable restrictions imposed by, the United States of
America, foreign countries, states, provinces and municipalities, and of or by
any Governmental Authority, including any court, arbitrator or grand jury, in
respect of the conduct of their respective businesses and the ownership of their
respective properties or business (including, without limitation, Environmental
Laws), except such as are being contested in good faith by appropriate
proceedings promptly initiated and diligently conducted and if such reserve or
other appropriate provision, if any, as shall be required by GAAP shall have
been made therefor or the failure to so comply could not reasonably be expected
to have a Material Adverse Effect.

     Section 6.16 Further Assurances. (a) At any time and from time to time
promptly, the Borrower shall, at its expense, execute and deliver to each Lender
and to the Trustee such further instruments and documents, and take such further
action, as may be required under applicable law or as the Lenders may from time
to time reasonably request, in order to further carry out the intent and purpose
of this Agreement and to establish and protect the rights, interests and
remedies created, or intended to be created, in favor of the Lenders.

     (b) Without limitation of Section 6.16(a), the Borrower will, and will
cause the Subsidiaries to, perform any and all acts and execute any and all
documents (including the execution, amendment, supplementation, delivery and
recordation and filing of security agreements and financing statements and
continuation statements under the Uniform Commercial Code of any applicable
jurisdiction) for filing under the provisions of the Uniform Commercial Code and
the rules and regulations thereunder, or any other statute, rule or regulation
of any applicable foreign, Federal, state or local jurisdictions, including any
filings in the United States Patent and Trademark Office or similar foreign
office, which are necessary (or reasonably requested by the Agents), from time
to time, in order to grant and maintain in favor of the Trustee for the ratable
benefit of the Secured Parties a security interest in each item of the
Collateral of the type and priority described in the relevant Collateral
Document, perfected to the extent contemplated hereby and thereby.

     (c) Without limitation of Section 6.16(a), the Borrower will, and will
cause the Subsidiaries to, deliver or cause to be delivered to the Lenders from
time to time such other documentation, consents, authorizations, approvals and
orders in form and substance satisfactory to the Agents, as the Agents shall
deem reasonably necessary or advisable to perfect or maintain the Liens for the
benefit of the Secured Parties, including assets which are required to become
Collateral after the Closing Date.

     Section 6.17 Subsidiaries. (a) The Borrower may designate any Restricted
Subsidiary or newly acquired or formed Wholly Owned Subsidiary satisfying the
requirements in clauses (a), (b) and (c) of the definition of Restricted
Subsidiary as an Unrestricted Subsidiary or any Unrestricted Subsidiary or newly
acquired or formed Subsidiary as a Restricted Subsidiary, in each case subject
to satisfaction of the following conditions:
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               (i) immediately before and after giving effect to such
     designation no condition or event shall exist which constitutes an Event of
     Default or Default;

               (ii) immediately after giving effect to such designation, (A)
     except in the case of a designation as a Restricted Subsidiary of an
     Unrestricted Subsidiary that does not have any Indebtedness the Borrower
     would be permitted to incur at least $1.00 of additional Indebtedness in
     compliance with paragraphs (i) and (ii) of Section 6.01(e), (B) the
     Borrower and the Restricted Subsidiary would not be liable with respect to
     Indebtedness or any Guarantee, would not own any Investment and their
     property would not be subject to any Lien which is not permitted by this
     Agreement and (C) substantially all of the Borrower's assets will be
     located, and substantially all of the Borrower's business will be
     conducted, in the United States;

               (iii) in the case of a designation as an Unrestricted Subsidiary,
     (A) if such designation (and all other prior designations of Restricted
     Subsidiaries or newly acquired or formed Subsidiaries as Unrestricted
     Subsidiaries during the current fiscal year) were deemed to constitute a
     sale by the Borrower of all the assets of the Subsidiary so designated,
     such sale would be in compliance with paragraph (iii)(A) or Section 6.07(c)
     and (B) if such designation (and all other prior designations of Restricted
     Subsidiaries or newly acquired or formed Subsidiaries as Unrestricted
     Subsidiaries during the current fiscal year) were deemed to constitute an
     Investment by the Borrower in respect of all the assets of the Subsidiary
     so designated, such Investment would be in compliance with clause (iv) of
     Section 6.03, in each case with the net proceeds of such sale or the amount
     of such Investment being deemed to equal the net book value of such assets
     in the case of a Restricted Subsidiary or the cost of acquisition or
     formation in the case of a newly acquired or formed Subsidiary; provided,
     that this subdivision (iii) of this Section 6.17(a) shall not apply to an
     acquisition or formation by the Borrower or a Restricted Subsidiary of a
     newly acquired or formed Unrestricted Subsidiary to the extent such
     acquisition or formation is funded solely by the net cash proceeds received
     by the Borrower from the General Partner or from the Public Partnership as
     a capital contribution or as consideration for the issuance by the Public
     Partnership of additional limited partnership interests;

               (iv) in the case of a designation of a Restricted Subsidiary as
     an Unrestricted Subsidiary, such Restricted Subsidiary shall not have been
     an Unrestricted Subsidiary prior to being designated a Restricted
     Subsidiary;

               (v) in the case of a designation of an Unrestricted Subsidiary as
     a Restricted Subsidiary, such Unrestricted Subsidiary at the time of such
     designation has a positive consolidated net worth;

               (vi) the Borrower shall deliver to each Lender, within five
     Business Days after any such designation, an Officers' Certificate stating
     the effective date of such designation and confirming compliance with the
     provisions of this Section 6.17;

               (vii) in the case of the designation of any Unrestricted
     Subsidiary as a Restricted Subsidiary, such new Restricted Subsidiary shall
     be deemed to have (a) made
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     or acquired all Investments owned by it and (b) incurred all Indebtedness
     owing by it and all Liens to which it or any of its properties are subject,
     on the date of such designation;

               (viii) the Borrower shall designate Star/Petro as a Restricted
     Subsidiary and, notwithstanding any other provision of this Section
     6.17(a), shall not change such designation without the consent of the
     Required Lenders; and

               (ix) the Borrower shall designate Petro Holdings as an
     Unrestricted Subsidiary and, notwithstanding any other provision of this
     Section 6.17(a), shall not change such designation without the consent of
     the Required Lenders.



     (b) The Borrower will cause each Restricted Subsidiary, at the time it is
or is deemed to be designated as a Restricted Subsidiary, to execute and deliver
a Supplemental Agreement and satisfy all terms therein.

     (c) The Borrower will not own any Subsidiaries other than Wholly Owned
Subsidiaries satisfying the requirements in clauses (a), (b) and (c) of the
definition of Restricted Subsidiary.

     Section 6.18 Use of Proceeds. The Borrower will use the proceeds of the
Loans and will use the Letters of Credit only for the purposes set forth in
Section 3.13.

     Section 6.19 Accounting Changes. The Borrower will not, and will not suffer
or permit any Restricted Subsidiary to, make any significant change in
accounting treatment or reporting practices, except as required by GAAP. The
Borrower will, and will cause each Restricted Subsidiary to, cause its fiscal
year to end on September 30 in each year.

     Section 6.20 Certain Real Property. Without affecting the obligations of
the Borrower or any of the Restricted Subsidiaries under any of the Collateral
Documents, in the event that the Borrower or any Restricted Subsidiary, at any
time after the date hereof, whether directly or indirectly, acquires any
interest in any real property, including any fee or other ownership interest in
one or more properties with an aggregate cost in excess of $50,000, or any
interest under one or more leases of real property for a term in excess of three
years and involving aggregate average payments in excess of $100,000 per annum
(each such interest, an "After Acquired Property"), the Borrower will, or will
cause such Restricted Subsidiary to, as soon as practical provide written notice
thereof to the Administrative Agent, setting forth with specificity a
description of such After Acquired Property, the location of such After Acquired
Property, any structures or improvements thereon and an appraisal or its
good-faith estimate of the current value of such real property ("Current
Value"). The Administrative Agent shall provide notice to the Borrower of
whether the Required Lenders intend to cause the Borrower to grant and record a
Mortgage on such After Acquired Property; provided, that no new mortgage on such
After Acquired Property shall be required if the costs that would be incurred as
a result thereof are excessive in relation to the benefits conferred thereby in
the reasonable judgment of the Administrative Agent and the Required Lenders;
provided, further, that the amount secured by a new mortgage on After Acquired
Property located in the State of New York or the State of Florida shall not
exceed 125% of the purchase price of such After Acquired Property. In such
event, the Borrower or such Restricted Subsidiary shall execute and deliver to
the Administrative
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Agent a Mortgage, together with such of the documents or instruments referred to
in Sections 4.01(d) and 4.01(e) as the Agents shall require. If, at any time,
the aggregate cost to the Borrower and its Restricted Subsidiaries of each
interest in real property (x) acquired by the Borrower or any Restricted
Subsidiary, whether directly or indirectly, at any time after the Closing Date,
at a cost equal to or less than $50,000, (y) at such time, owned directly or
indirectly by the Borrower or any Restricted Subsidiary and (z) for which a
mortgage in favor of the Trustee is not in effect (the "Aggregate Cost of
Unmortgaged Property"), exceeds $500,000, the Borrower will as soon as
practical, and in any event within 10 Business Days, provide written notice
thereof to the Administrative Agent, setting forth with specificity a
description of each such interest in real property, the location of such real
property and an appraisal or its good-faith estimate of the current value of
each such real property. The Administrative Agent may require the Borrower or
the applicable Restricted Subsidiary to grant and record a mortgage in favor of
the Trustee on one or more of such real properties so that the Aggregate Cost of
Unmortgaged Property does not exceed $500,000, provided, that no new mortgage on
any such real property shall be required if the costs that would be incurred as
a result thereof are excessive in relation to the benefit that would be
conferred thereby. In the event a mortgage is required, the Borrower or such
Restricted Subsidiary shall execute and deliver to the Trustee a mortgage,
together with such documents or instruments as the Administrative Agent shall
require. In no event shall the title insurance policy for any such After
Acquired Property be in an amount which is less than the Current Value of such
After Acquired Property. Further, with regard to any interest in real property,
including any fee or other ownership interest in real property or any material



lease of real property, currently owned or held by the Borrower or any
Restricted Subsidiary and which is not being encumbered by a Mortgage of even
date herewith (each such interest, an "Existing Unmortgaged Property"), upon the
written request of the Required Lenders, the Borrower will, or will cause any
applicable Restricted Subsidiary to, execute and deliver to the Administrative
Agent a Mortgage, together with such of the documents or instruments referred to
in Section 4.01(d) and 4.01(e) as the Agents shall require. In no event shall
the title insurance policy for any such Existing Unmortgaged Property be in an
amount which is less than the Current Value of such Existing Unmortgaged
Property. The Borrower shall pay all fees and expenses, including reasonable
attorneys' fees and expenses and expenses of any customary environmental due
diligence, and all title insurance charges and premiums, in connection with the
obligations of the Borrower and the Restricted Subsidiaries under this Section
6.20.

     Section 6.21 Sale and Lease-Back Transactions. The Borrower will not, and
will not cause or permit any of the Restricted Subsidiaries to, enter into any
arrangement, directly or indirectly, with any Person whereby it shall sell or
transfer any property, real or personal, used or useful in its business, whether
now owned or hereafter acquired, with an intent to rent or lease such property
or other property which it intends to use for substantially the same purpose or
purposes as the property being sold or transferred.

     Section 6.22 Acquisitions. Except as permitted by Section 6.07, the
Borrower will not, and will not cause or permit any of the Restricted
Subsidiaries to, purchase, lease or otherwise acquire (in one transaction or a
series of transactions) all or any substantial part of the assets of any other
Person, except that (a) the Borrower and any of the Restricted Subsidiaries may
purchase inventory in the ordinary course of business and (b) the Borrower or
any Restricted Subsidiary may engage in any such acquisition if no Event of
Default or Default has occurred
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and is continuing at the time of any such acquisition or would occur immediately
after giving effect thereto.

     Section 6.23 Impairment of Security Interests. The Borrower will not, and
will not permit any of the Subsidiaries to, take or omit to take any action,
which action or omission might or would have the result of materially impairing
the security interests in favor of the Trustee on behalf of the Secured Parties
with respect to the Collateral, and the Borrower will not, and will not permit
any of the Subsidiaries to, grant to any Person (other than the Trustee on
behalf of the Secured Parties) any interest whatsoever in the Collateral.

     Section 6.24 Limitation on Restrictions on Subsidiary Dividends, etc. The
Borrower will not, and will not cause or permit any of the Restricted
Subsidiaries to, directly or indirectly, create or otherwise cause or suffer to
exist or become effective any consensual encumbrance or restriction on the
ability of any Restricted Subsidiary to (a) pay dividends or make any other
distributions on or in respect of its Capital Stock, or pay any indebtedness
owed to the Borrower or any Restricted Subsidiary, (b) make loans or advances to
the Borrower or any Restricted Subsidiary or (c) transfer any of its properties
or assets to the Borrower or any Restricted Subsidiary, except for such
encumbrances or restrictions existing under or by reason of (i) customary
non-assignment provisions in any lease governing a leasehold interest or other
contract entered into in the ordinary course of business consistent with past
practices or (ii) this Agreement, the other Loan Documents and the Note
Agreements.

     Section 6.25 No Other Negative Pledges. The Borrower will not, and will not
cause or permit any of the Restricted Subsidiaries to, directly or indirectly,
enter into any agreement prohibiting the creation or assumption of any Lien upon
the properties or assets of the Borrower or any Restricted Subsidiary, whether
now owned or hereafter acquired, or requiring an obligation to be secured if
some other obligation is secured, except for this Agreement, the Note Agreements
and the Working Capital and Acquisition Facility Credit Agreement.

     Section 6.26 Sales of Receivables. The Borrower will not, and will not
cause or permit any of the Restricted Subsidiaries to, sell with recourse,
discount or otherwise sell or dispose of its notes or accounts receivable,
except for accounts receivable consisting of assets of an operating unit sold as
a going concern in accordance with all other provisions of this Agreement.



     Section 6.27 Fixed Price Supply Contracts; Certain Policies. (a) The
Borrower will not, and will not permit any of the Restricted Subsidiaries to, at
any time be a party or subject to any contract for the purchase or supply by
such parties of propane or other product except where (i) the purchase price is
set with reference to a spot index or indices substantially contemporaneously
with the delivery of such product or (ii) delivery of such propane or other
product is to be made no more than one year after the purchase price is agreed
to.

     (b) The Borrower will not amend, modify or waive the trading policy or
supply inventory position policy referred to in Section 3.29, except that the
Borrower may enter into Commodity Hedging Agreements as permitted under the
other provisions hereof. The Borrower will provide the Agents and the Lenders
with prompt written notice of any such new Commodity Hedging Agreement. Subject
to the foregoing exception, the Borrower and the Restricted Subsidiaries will
comply in all material respects with such policies at all times.
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     Section 6.28 Certain Operations. The Borrower shall not permit Petro or any
of its Affiliates (other than the Borrower and the Restricted Subsidiaries) to
acquire a business which derives any revenues from the sale of propane if, after
giving effect to such acquisition, Petro's Pro Forma Propane Volumes (as defined
below) would equal or exceed the lesser of (a) 15% of the Borrower's reported
propane volumes sold for the most recently completed four fiscal quarters which
ended at least 90 days prior to the date of such acquisition and (b) 15 million
gallons of propane (such lesser amount, the "maximum permitted amount"). If as a
result of an acquisition, Petro's Pro Forma Propane Volumes exceeds the maximum
permitted amount, the Borrower shall not be in violation of this Section 6.28 if
within the period of 90 days following such acquisition the Borrower causes
Petro to complete the disposition of sufficient propane volume to reduce Petro's
Pro Forma Propane Volumes below the maximum permitted amount. For purposes of
this Section 6.28, "Petro's Pro Forma Propane Volumes" shall mean the actual
propane volumes sold by Petro and any of its Affiliates (other than the Borrower
and the Restricted Subsidiaries) for the most recently completed four fiscal
quarters which ended at least 90 days prior to the date of determination plus
the propane volumes sold of the propane business to be acquired for the most
recently completed four fiscal quarters which ended at least 90 days prior to
the date of determination. In addition, in the event Petro or any of its
Affiliates (other than the Borrower and the Restricted Subsidiaries) owns a
propane business, the Borrower shall not permit Petro or any such Affiliate to
accept as a customer (except for de minimis, unintentional and isolated
acceptances) any Person who is (or was during the last billing cycle of the
Borrower and the Restricted Subsidiaries) a customer of the Borrower and the
Restricted Subsidiaries.

     Section 6.29 Independent Corporate Existence. (a) Except as set forth on
Schedule 6.29, the Borrower shall maintain, and shall cause each of its
Subsidiaries (other than Petro Holdings or its Subsidiaries) to maintain, books,
records and accounts that are separate from the books, records and accounts of
Petro or any of its Subsidiaries such that: (i) the revenues of the Borrower and
its Subsidiaries will be credited to the accounts of the Borrower and its
Subsidiaries only; (ii) all expenses incurred by the Borrower and its
Subsidiaries shall be paid only from the accounts of the Borrower and its
Subsidiaries (other than those paid by Petro and allocated to the Borrower in
the manner set forth in clause (c) of this Section); (iii) only officers and
employees of the General Partner, the Borrower and its Subsidiaries in their
capacity as such shall have the authority to make disbursements with respect to
the accounts of the Borrower and its Subsidiaries; (iv) there shall occur no
sharing of accounts or funds between the Borrower and its Subsidiaries, on the
one hand, and Petro or any of its Subsidiaries (other than the Borrower and its
Subsidiaries), on the other hand; and (v) all cash and funds of the Borrower and
its Subsidiaries shall be managed separately from the cash and funds of Petro or
any of its Subsidiaries (other than the Borrower and its Subsidiaries), and
there shall not occur any commingling, including for investment purposes, of
funds or assets of the Borrower and its Subsidiaries with the funds or assets of
Petro or any of its Subsidiaries.

     (b) All full-time employees, consultants and agents of the Borrower and its
Subsidiaries (other than Petro Holdings or its Subsidiaries) shall be
compensated directly from the bank accounts of the General Partner, the Borrower
and such Subsidiaries (other than Petro Holdings or its Subsidiaries) for



services provided by such employees, consultants and agents and, to the extent
any employee, consultant or agent is also an employee, consultant or agent of
Petro or any of its Subsidiaries, the compensation of such employee, consultant
or agent shall be
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allocated in accordance with clause (c) of this Section among the Borrower and
its Subsidiaries, on the one hand, and Petro and any of its Subsidiaries, on the
other hand, on a basis which reasonably reflects the services rendered to the
Borrower and its Subsidiaries (other than Petro Holdings or its Subsidiaries).

     (c) All overhead expenses (including telephone and other utility charges)
for items shared by the Borrower and its Subsidiaries, on the one hand, and
Petro or any of its Subsidiaries (other than Petro Holdings or its
Subsidiaries), on the other hand, shall be allocated on the basis of actual use
to the extent practicable and, to the extent such allocation is not practicable,
on a basis reasonably related to actual use.

     (d) The Borrower shall not permit Petro or any of its Subsidiaries to be
named as a loss payee or additional insured on the insurance policy covering the
property of the Borrower or any of its Subsidiaries (other than Petro Holdings
or its Subsidiaries), or enter into an agreement with the holder of such policy
whereby in the event of a loss in connection with such property, proceeds are
paid to Petro and its Subsidiaries.

                                   ARTICLE VII

                                EVENTS OF DEFAULT

     Section 7.01 Events of Default. In case of the happening of any of the
following events ("Events of Default"):

     (a) default shall be made in the payment of any principal of any Loan or
any reimbursement obligation in respect of a Letter of Credit when and as the
same shall become due and payable, whether at the due date thereof or at a date
fixed for prepayment thereof or by acceleration thereof or otherwise;

     (b) default shall be made in the payment of any interest on any Loan or any
Fee or any other amount (other than an amount referred to in paragraph (a)
above) due under any Loan Document, when and as the same shall become due and
payable, and such default shall continue unremedied for a period of five
Business Days;

     (c) default shall be made in the due observance or performance by the
Borrower or any Subsidiary of any covenant, condition or agreement contained in
Section 5.02(h) or any of Sections 6.01 through 6.08, inclusive, Section 6.10,
Section 6.11 (other than the failure to deliver any broker report on a timely
basis as required by Section 15.3 of the Mortgage) and Sections 6.17 through
6.28, inclusive, of this Agreement or in Section 4.21 or 4.23 of the Borrower
Security Agreement;

     (d) default shall be made in the due observance or performance by the
Borrower or any other Loan Party of any covenant, condition or agreement
contained in any Loan Document (other than those specified in paragraph (a), (b)
or (c) above) and such default shall continue unremedied for a period of 30 days
after such default shall first have become known to any officer of any Loan
Party or written notice thereof shall have been received by the Borrower from
the Administrative Agent or any Lender;
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     (e) any representation or warranty made in writing or deemed made by or on
behalf of the Borrower or any of its Affiliates in this Agreement or any other
Operative Agreement shall prove to have been false or incorrect in any material
respect on the date as of which made or deemed made;

     (f) the Borrower or any Restricted Subsidiary (as principal or guarantor or
other surety) shall default in the payment of any amount of principal of or
premium or interest on Indebtedness which is outstanding in a principal amount
of at least $2,000,000 in the aggregate (other than the Facility Obligations) or



the Working Capital and Acquisition Facility Credit Agreement or on the Mortgage
Notes; or any event shall occur or condition shall exist in respect of any
Indebtedness which is outstanding in a principal amount of at least $2,000,000
or the Working Capital and Acquisition Facility Credit Agreement or the Mortgage
Notes or under any evidence of any such Indebtedness or the Working Capital and
Acquisition Facility Credit Agreement, the Mortgage Notes or of any mortgage,
indenture or other agreement relating to such Indebtedness or the Working
Capital and Acquisition Facility Credit Agreement or the Mortgage Notes, the
effect of which is to cause (or to permit one or more Persons to cause) such
Indebtedness or the Working Capital and Acquisition Facility Credit Agreement or
the Mortgage Notes to become due before its stated maturity or before its
regularly scheduled dates of payment or to permit the holders of such
Indebtedness or the Working Capital and Acquisition Facility Credit Agreement or
the Mortgage Notes to cause the Borrower or any Restricted Subsidiary to
repurchase or repay such Indebtedness or the Working Capital and Acquisition
Facility Credit Agreement or the Mortgage Notes, and such default, event or
condition shall continue for more than the period of grace, if any, specified
therein and shall not have been waived pursuant thereto;

     (g) filing by or on the behalf of the Borrower or the General Partner of a
voluntary petition or an answer seeking reorganization, arrangement,
readjustment of its debts or for any other relief under any bankruptcy,
reorganization, compromise, arrangement, insolvency, readjustment of debt,
dissolution or liquidation or similar act or law, state or Federal, now or
hereafter existing ("Bankruptcy Law"), or any action by the Borrower or the
General Partner for, or consent or acquiescence to, the appointment of a
receiver, trustee or other custodian of the Borrower, or the General Partner, or
of all or a substantial part of its property; or the making by the Borrower or
the General Partner of any assignment for the benefit of creditors; or the
admission by the Borrower or the General Partner in writing of its inability to
pay its debts as they become due;

     (h) filing of any involuntary petition against the Borrower or the General
Partner in bankruptcy or seeking reorganization, arrangement, readjustment of
its debts or for any other relief under any Bankruptcy Law and an order for
relief by a court having jurisdiction in the premises shall have been issued or
entered therein; or any other similar relief shall be granted under any
applicable Federal or state law; or a decree or order of a court of competent
jurisdiction for the appointment of a receiver, liquidator, sequestrator,
trustee or other officer having similar powers over the Borrower or the General
Partner or over all or a part of its property shall have been entered; or the
involuntary appointment of an interim receiver, trustee or other custodian of
the Borrower or the General Partner or of all or a substantial part of its
property; or the issuance of a warrant of attachment, execution or similar
process against any substantial part of the property of the Borrower or the
General Partner; and continuance of any
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such event for 60 consecutive days unless dismissed, bonded to the satisfaction
of the court of competent jurisdiction or discharged;

     (i) filing by or on the behalf of any Restricted Subsidiary of a voluntary
petition or an answer seeking reorganization, arrangement, readjustment of its
debts or for any other relief under any Bankruptcy Law, or any action by any
Restricted Subsidiary for, or consent or acquiescence to, the appointment of a
receiver, trustee or other custodian of such Restricted Subsidiary or of all or
a substantial part of its property; or the making by any Restricted Subsidiary
of any assignment for the benefit of creditors; or the admission by any
Restricted Subsidiary in writing of its inability to pay its debts as they
become due;

     (j) filing of any involuntary petition against any Restricted Subsidiary in
bankruptcy or seeking reorganization, arrangement, readjustment of its debts or
for any other relief under any Bankruptcy Law and an order for relief by a court
of competent jurisdiction shall have been issued or entered therein; or any
other similar relief shall be granted under any applicable Federal or state law;
or a decree or order of a court having jurisdiction in the premises for the
appointment of a receiver, liquidator, sequestrator, trustee or other officer
having similar powers over any Restricted Subsidiary or over all or a part of
its property shall have been entered; or the involuntary appointment of an
interim receiver, trustee or other custodian of any Restricted Subsidiary or of
all or a substantial part of its property; or the issuance of a warrant of



attachment, execution or similar process against any substantial part of the
property of any Restricted Subsidiary; and continuance of any such event for 60
consecutive days unless dismissed, bonded to the satisfaction of the court of
competent jurisdiction or discharged;

     (k) a final judgment or judgments (which is or are non-appealable or which
has or have not been stayed pending appeal or as to which all rights to appeal
have expired or been exhausted) shall be rendered against the Borrower or any
Restricted Subsidiary for the payment of money in excess of $1,000,000 in the
aggregate and any one of such judgments shall not be discharged or execution
thereon stayed pending appeal within 45 days after the date due, or, in the
event of such a stay, such judgment shall not be discharged within 30 days after
such stay expires, or any action shall be legally taken by a judgment creditor
to levy upon assets or properties of the Borrower or any Restricted Subsidiary
to enforce any such judgment;

     (l) any of the Loan Documents or other Operative Agreements shall at any
time, for any reason, cease to be in full force and effect or shall be declared
to be null and void in whole or in any material part by the final judgment
(which is non-appealable or has not been stayed pending appeal or as to which
all rights to appeal have expired or been exhausted) of any court or other
governmental or regulatory authority having jurisdiction in respect thereof, or
the validity or the enforceability of any of the Loan Documents or other
Operative Agreements shall be contested by or on behalf of the Borrower or any
other Loan Party, or the Borrower or any other Loan Party shall renounce any of
the Loan Documents or other Operative Agreements, or deny that it is bound by
the terms of any of the Loan Documents or other Operative Agreements;

     (m) any Lien purported to be created by any Collateral Document shall cease
to be, or shall for any reason be asserted by the Borrower or any other Loan
Party not to be, a valid, perfected, first priority Lien on the securities,
properties or assets covered thereby, other than as a result of an act or
omission of any Agent or Lender;
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     (n) any order, judgment or decree is entered in any proceedings against the
Borrower decreeing a split-up of the Borrower which requires the divestiture of
assets of the Borrower or the divestiture of the stock of a Restricted
Subsidiary which would not be permitted if such divestiture were considered a
partial disposition of assets pursuant to Section 6.07(c) and such order,
judgment or decree shall not be dismissed or execution thereon stayed pending
appeal within 30 days after entry thereof, or, in the event of such a stay, such
order, judgment or decree shall not be discharged within 30 days after such stay
expires;

     (o) there shall occur at any time a change in Legal Requirements
specifically applicable to the Borrower or to the Business or to the business of
the wholesale and retail sale, distribution and storage of propane gas and
related petroleum derivative products and the related retail sale of supplies
and equipment, including home appliances which would have a Material Adverse
Effect and 60 days after the earlier of (i) such occurrence shall first have
become known to any officer of the Borrower or the General Partner or (ii)
written notice thereof shall have been received by the Borrower from the
Administrative Agent or any Lender, such Material Adverse Effect shall be
continuing; or

     (p) any Governmental Authority revokes or fails to renew any material
license, permit or franchise of the Borrower or any Restricted Subsidiary, or
the Borrower or any Restricted Subsidiary for any reason loses any material
license, permit or franchise, or the Borrower or any Restricted Subsidiary
suffers the imposition of any restraining order, escrow, suspension or impound
of funds in connection with any proceeding (judicial or administrative) with
respect to any material license, permit or franchise;

then, and in every such event, and at any time thereafter during the continuance
of such event, the Administrative Agent may, and at the request of the Required
Lenders shall, take one or more of the following actions, at the same or
different times: (i) by notice to the Borrower terminate the Commitments and
they shall immediately terminate; (ii) by notice to the Borrower declare the
Loans then outstanding to be forthwith due and payable (in whole or, in the sole
discretion of the Required Lenders, from time to time in part), whereupon the
principal of the Loans so declared to be due and payable, together with accrued



interest thereon and any unpaid accrued Fees and all other liabilities of the
Borrower accrued hereunder or under any other Loan Document, shall thereupon
become immediately due and payable, without presentment, demand, protest or any
other notice of any kind, all of which are hereby expressly waived by the
Borrower, anything contained herein or in any other Loan Document to the
contrary notwithstanding; (iii) require the Borrower to deposit cash collateral
with the Trustee pursuant to the Intercreditor Agreement in an amount not
exceeding the Letter of Credit Exposure; (iv) exercise any remedies available
under the Guarantee Agreements, the Collateral Documents or otherwise; or (v)
any combination of the foregoing; provided, that in the case of any of the
Events of Default with respect to the Borrower described in paragraph (g) or (h)
above, the Commitments shall automatically terminate and the principal of the
Loans then outstanding, together with accrued interest thereon and any unpaid
accrued Fees and all other liabilities of the Borrower accrued hereunder or
under any other Loan Document, shall automatically become due and payable,
without presentment, demand, protest or any other notice of any kind, all of
which are hereby expressly waived by the Borrower, anything contained herein or
in any other Loan Document to the contrary notwithstanding.
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     Section 7.02 Remedies. In case any one or more Events of Default or
Defaults shall occur and be continuing, (i) any Lender may proceed to protect
and enforce the rights of such Lender by an action at law, suit in equity or
other appropriate proceeding, whether for the specific performance of any
agreement contained herein or in any other Loan Document, or for an injunction
against a violation of any of the terms hereof or thereof, or in aid of the
exercise of any power granted hereby or thereby or by law or otherwise, and (ii)
the Trustee and the Lenders may exercise any rights or remedies in their
respective capacities under the Collateral Documents in accordance with the
provisions thereof. In case of a default in the payment or performance of any
provision hereof or of the Loan Documents, the Borrower will pay to each Lender
such further amount as shall be sufficient to cover the cost and expenses of
collection, including reasonable attorneys' fees, expenses and disbursements,
and any out-of-pocket costs and expenses of any such holder incurred in
connection with analyzing, evaluating, protecting, ascertaining, defending or
enforcing any of its rights as set forth herein or in any of the Loan Documents.
No course of dealing and no delay on the part of any Lender in exercising any
right, power or remedy shall operate as a waiver thereof or otherwise prejudice
such Lender's rights, powers or remedies. No right, power or remedy conferred by
this Agreement or by any other Loan Document upon any Lender shall be exclusive
of any other right, power or remedy referred to herein or therein or now or
hereafter available at law, in equity, by statute or otherwise.

                                  ARTICLE VIII

                           THE AGENTS AND ISSUING BANK

     Section 8.01 Appointment and Authorization. (a) Each of the Lenders, and
each subsequent holder of any Note by its acceptance thereof, hereby irrevocably
appoints and authorizes each of the Agents and the Issuing Bank to take such
actions as agent on behalf of such Lender or holder and to exercise such powers
as are specifically delegated to such Agent or the Issuing Bank, as the case may
be, by the terms and provisions hereof and of the other Loan Documents, together
with such actions and powers as are reasonably incidental thereto.
Notwithstanding any provision to the contrary elsewhere in this Agreement,
neither the Agents nor the Issuing Bank shall have any duties or
responsibilities, except those expressly set forth herein, or any fiduciary
relationship with any Lender, and no implied covenants, functions,
responsibilities, duties, obligations or liabilities shall be read into this
Agreement or any other Loan Document or otherwise exist against the Agents or
the Issuing Bank.

     (b) The Administrative Agent is hereby expressly authorized by the Lenders
to, without hereby limiting any implied authority, and hereby agrees (in the
case of clause (ii) below, at the direction of the Required Lenders) to, (i)
receive on behalf of the Lenders all payments of principal of and interest on
the Loans and all other amounts due to the Lenders hereunder, and promptly to
distribute to each Lender its proper share of each payment so received; (ii)
give notice on behalf of each of the Lenders to the Borrower of any Event of
Default specified in this Agreement of which the Administrative Agent has actual
knowledge acquired in connection with its agency hereunder; and (iii) distribute
to each Lender copies of all notices, financial statements and other materials



delivered by the Borrower or any Subsidiary pursuant to this Agreement or any
other Loan Document as received by the Administrative Agent (other than
materials required hereunder to be delivered by the Borrower directly to the
Lenders).
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     Section 8.02 Liability of Agents. Neither the Agents, the Issuing Bank, nor
any of their respective directors, officers, employees, attorneys-in-fact,
affiliates or agents, shall be liable as such for any action taken or omitted to
be taken by any of them in connection with this Agreement or any other Loan
Document, except for such party's own gross negligence or willful misconduct (as
found by a final and non-appealable decision of a court of competent
jurisdiction), or be responsible for any statement, warranty, recital or
representation herein or the contents of any document delivered in connection
herewith, or be required to ascertain or to make any inquiry concerning the
performance or observance by the Borrower or any Subsidiary of any of the terms,
conditions, covenants or agreements contained in any Loan Document. Neither the
Agents nor the Issuing Bank shall be responsible to the Lenders or the holders
of the Notes for the due execution, genuineness, validity, enforceability or
effectiveness of this Agreement, the Notes or any other Loan Documents or other
instruments or agreements. The Administrative Agent may deem and treat the payee
of any Note as the owner thereof for all purposes hereof until it shall have
received from the payee of such Note notice, given as provided herein, of the
transfer thereof in compliance with Section 9.04. Each of the Agents, the
Issuing Bank and the Lenders shall be entitled to rely, and shall be fully
protected in relying, upon any instrument, writing, resolution, notice, consent,
certificate, affidavit, letter, telecopy, telex or teletype message, statement,
order or other document or conversation believed by it to be genuine and correct
and to have been signed, sent or made by the proper Person or Persons and upon
advice and statements of legal counsel (including counsel to the Borrower),
independent accountants and other experts selected by the Administrative Agent.
Each of the Administrative Agent and the Issuing Bank shall be fully justified
in failing or refusing to take any action under this Agreement or any other Loan
Document unless it shall first receive such advice or concurrence of the
Required Lenders (or, if so specified by this Agreement, all Lenders) as it
deems appropriate or it shall first be indemnified to its satisfaction by the
Lenders against any and all liability and expense that may be incurred by it by
reason of taking or continuing to take any such action. Neither the Agents, the
Issuing Bank nor any of their respective directors, officers, employees or
agents, shall have any responsibility to the Borrower on account of the failure
of or delay in performance or breach by any Lender of any of its obligations
hereunder or to any Lender on account of the failure of or delay in performance
or breach by any other Lender or the Borrower or any Subsidiary of any of their
respective obligations hereunder or under any other Loan Document or in
connection herewith or therewith. Each of the Agents and the Issuing Bank may
execute any and all duties hereunder by or through agents or employees, shall be
entitled to consult with legal counsel, independent public accountants and other
experts selected by it with respect to all matters arising hereunder and shall
not be liable for any action taken or omitted to be taken in good faith by it in
accordance with the advice of such counsel, accountants or experts. None of
Lenders identified in this Agreement as a "Documentation Agent" or "Syndication
Agent" shall have any obligation, liability, responsibility or duty under this
Agreement in such capacity other than those applicable to all Lenders as such.
Without limiting the foregoing, none of Lenders so identified as "Documentation
Agent" or "Syndication Agent" shall have or be deemed to have any fiduciary
relationship with any Lender. Each Lender acknowledges that is has not relied,
and will not rely, on any of Lenders so identified in deciding to enter into
this Agreement or in taking or not taking action hereunder.

     Section 8.03 Action by Agents. The Lenders hereby acknowledge that none of
the Agents and the Issuing Bank shall be under any duty to take any
discretionary action permitted to be taken by it pursuant to the provisions of
this Agreement unless it shall be requested in writing
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to do so by the Required Lenders. The obligations of the Agents and the Issuing
Bank under the Loan Documents are only those expressly set forth herein and
therein.



     Section 8.04 Notice of Default. Except for actual knowledge of non-payment,
the Administrative Agent shall not be deemed to have knowledge or notice of the
occurrence of any Default or Event of Default unless the Administrative Agent
has received notice from a Lender or the Borrower referring to this Agreement,
describing such Default or Event of Default and stating that such notice is a
"notice of default". In the event that the Administrative Agent receives such a
notice, the Administrative Agent shall give notice thereof to the Lenders. The
Administrative Agent shall take such action with respect to such Default or
Event of Default as shall be reasonably directed by the Required Lenders (or, if
so specified by this Agreement, all Lenders); provided that unless and until the
Administrative Agent shall have received such directions, the Administrative
Agent may (but shall not be obligated to) take such action, or refrain from
taking such action, with respect to such Default or Event of Default as it shall
deem advisable in the best interests of the Lenders.

     Section 8.05 Successor Agents. The Administrative Agent and the Issuing
Bank (except, in the case of the Issuing Bank, in respect of Letters of Credit
issued by it) may resign at any time by notifying the Lenders and the Borrower.
Upon any such resignation, the Required Lenders shall have the right to appoint
from among the Lenders a successor, whereupon such successor shall succeed to
the rights, powers and duties of either the Administrative Agent or Issuing
Bank, and the term "Administrative Agent" or "Issuing Bank" shall mean such
successor agent effective upon such appointment and approval, and the former
Administrative Agent or Issuing Bank's rights, powers and duties as
Administrative Agent or Issuing Bank shall be terminated, without any other or
further act or deed on the part of such former Administrative Agent, Issuing
Bank or any of the parties to this Agreement or any holders of the Loans. If no
successor shall have been so appointed by the Required Lenders, and shall have
accepted such appointment, within 10 days after the retiring Agent or Issuing
Bank, as the case may be, gives notice of its resignation, then the retiring
Administrative Agent's or Issuing Bank's resignation shall nevertheless
thereupon become effective, and the retiring Administrative Agent or Issuing
Bank, as the case may be, may, on behalf of the Lenders, appoint a successor,
which shall be a commercial bank organized or licensed under the laws of the
United States of America or of any State thereof and having a combined capital
and surplus of at least $500,000,000 or an Affiliate of any such bank. Upon the
acceptance of any appointment as the Administrative Agent or Issuing Bank, as
the case may be, hereunder by a successor bank, such successor shall succeed to
and become vested with all the rights, powers, privileges and duties of the
retiring Administrative Agent or Issuing Bank and the retiring Administrative
Agent or Issuing Bank shall be discharged from its duties and obligations
hereunder. After the resignation of the Administrative Agent or the Issuing
Bank, as the case may be, hereunder, the provisions of this Article and Section
9.05 shall continue in effect for its benefit in respect of any actions taken or
omitted to be taken by it while it was acting as the Administrative Agent or
Issuing Bank.

     Section 8.06 Agent and Affiliate. With respect to the Loans made by it
hereunder, the Letters of Credit issued by it hereunder and the Notes issued to
it, each of the Agents and the Issuing Bank in its individual capacity and not
as an Agent or the Issuing Bank shall have the same rights and powers as any
other Lender and may exercise the same as though it were not an Agent or the
Issuing Bank. The term "Lender" or "Lenders" shall include each Agent in its
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individual capacity. Each of the Agents and the Issuing Bank (and its
Affiliates) may accept deposits from, lend money to and generally engage in any
kind of business and transactions with the Borrower or any Subsidiary or other
Affiliate thereof as if it were not an Agent or the Issuing Bank (or such
Affiliate thereof).

     Section 8.07 Indemnification. Each Lender agrees (a) to reimburse each of
the Agents and the Issuing Bank, on demand, in the amount of its pro rata share
(based on its Commitment hereunder) of any expenses incurred for the benefit of
the Lenders by such Agent or the Issuing Bank, as the case may be, including
counsel fees and compensation of agents and employees paid for services rendered
on behalf of the Lenders, which shall not have been reimbursed by the Borrower
and (b) to indemnify and hold harmless each of the Agents, the Issuing Bank and
any of their respective directors, officers, employees, attorneys-in-fact,
affiliates or agents, promptly after demand, in the amount of such pro rata
share, from and against any and all liabilities, taxes, obligations, losses,
damages, penalties, actions, judgments, suits, costs, expenses or disbursements



of any kind or nature whatsoever which may at any time be imposed on, incurred
by or asserted against it in its capacity as an Agent or the Issuing Bank or any
of them in any way relating to or arising out of this Agreement, any other Loan
Document, any documents contemplated by or referred herein or therein, the
transactions contemplated hereby or thereby or any action taken or omitted by it
or any of them under this Agreement or any other Loan Document, to the extent
the same shall not have been reimbursed by the Borrower; provided, that no
Lender shall be liable to any Agent or the Issuing Bank for any portion of such
liabilities, obligations, losses, damages, penalties, actions, judgments, suits,
costs, expenses or disbursements resulting from the gross negligence or willful
misconduct of such Agent or the Issuing Bank (as found by a final and
non-appealable decision of a court of competent jurisdiction).

     Section 8.08 Credit Decision. Each Lender expressly acknowledges that
neither the Agents nor any of their respective officers, directors, employees,
agents, attorneys-in-fact or affiliates have made any representations or
warranties to it and that no act by any Agent hereafter taken, including any
review of the affairs of a Loan Party or any affiliate of a Loan Party, shall be
deemed to constitute any representation or warranty by any Agent to any Lender.
Each Lender acknowledges that it has, independently and without reliance upon
the Agents, the Issuing Bank or any other Lender and based on such documents and
information as it has deemed appropriate, made its own credit analysis and
decision to enter into this Agreement. Each Lender also acknowledges that it
will independently and without reliance upon the Agents, the Issuing Bank or any
other Lender and based on such documents and information as it shall from time
to time deem appropriate, continue to make its own decisions in taking or not
taking action under or based upon this Agreement or any other Loan Document, any
related agreement or any document furnished hereunder or thereunder. Except for
notices, reports and other documents expressly required to be furnished to the
Lenders by the Agents hereunder, the Agents shall not have any duty or
responsibility to provide any Lender with any credit or other information
concerning the business, operations, property, condition (financial or
otherwise), prospects or creditworthiness of any Loan Party or any affiliate of
a Loan Party that may come into the possession of the Agents or any of its
officers, directors, employees, agents, attorneys-in-fact or affiliates.
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     Section 8.09 Intercreditor Agreement. The Lenders hereby authorize and
agree to be bound by the terms of the Intercreditor Agreement and authorize the
Administrative Agent, on behalf of the Lenders, to execute the Agreement of
Parity Lenders and Supplement to Intercreditor Agreement.

                                   ARTICLE IX

                                  MISCELLANEOUS

     Section 9.01 Notices. Notices and other communications provided for herein
shall be in writing and shall be delivered by hand or overnight courier service,
mailed by certified or registered mail or sent by telecopy as follows:

     (a) if to the Borrower, to it at:

               2187 Atlantic Street
               Stamford, CT 06902
               Attention: Richard Ambury
               Telecopy: (203) 328-7393
               Telephone: (203) 328-7300
               E-mail: rambury@star-gas.com

     (b) if to the Administrative Agent, to it at:

               JPMorgan Chase Bank
               Loan and Agency Services Group
               1111 Fannin Street
               Houston, TX 77002
               Attention: Debbie Meche/Melissa Paiva
               Telecopy: (713) 750-2938

               with a copy to:

               JPMorgan Chase Bank
               395 North Service Road



               Melville, NY 11747
               Attention: William A. DeMilt, Jr.
               Telecopy: (631) 755-5184

     (c) if to the Documentation Agent, to it at:

               Wachovia Bank, N.A.
               301 South College Street
               Charlotte, NC 28288
               Attention: Mark Weir
               Telecopy no.: (704) 383-0550
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               with a copy to

               Wachovia Bank, N.A.
               201 South College Street
               Charlotte, NC 28288
               Attention:  Cynthia Rawson
               Telecopy no.: (704) 715-0097

     (d) if to the Syndication Agent, to it at:

               Fleet National Bank
               100 Federal Street
               Boston, MA 02110
               Attention: Bert Valbona
               Telecopy no.: (617) 434-3652

               with a copy to:

               Fleet National Bank
               100 Federal Street
               Boston, MA 02110
               Attention: Francia Castille
               Telecopy no.: (617) 434-9820

     (e) if to a Lender, to it at its address on Schedule 1.01A hereto or in the
Assignment and Acceptance pursuant to which such Lender shall have become a
party hereto.

     All notices and other communications given to any party hereto in
accordance with the provisions of this Agreement shall be deemed to have been
given on the date of receipt if delivered by hand or overnight courier service
or sent by telecopy or on the date five Business Days after dispatch by
certified or registered mail if mailed, in each case delivered, sent or mailed
properly addressed) to such party as provided in this Section 9.01 or in
accordance with the latest unrevoked direction from such party given in
accordance with this Section 9.01; provided, that any notice, request or demand
to or upon the Administrative Agent or the Lenders shall not be effective until
received.

     Notices and other communications to the Lenders hereunder may be delivered
or furnished by electronic communications pursuant to procedures approved by the
Administrative Agent; provided, that the foregoing shall not apply to notices
pursuant to Article II unless otherwise agreed by the Administrative Agent and
the applicable Lender. The Administrative Agent or the Borrower may, in its
discretion, agree to accept notices and other communications to it hereunder by
electronic communications pursuant to procedures approved by it; provided, that
approval of such procedures may be limited to particular notices or
communications.

     Section 9.02 Survival of Agreement. All covenants, agreements,
representations and warranties made by the Borrower herein and in the
certificates or other instruments prepared or delivered in connection with or
pursuant to this Agreement or any other Loan Document shall be considered to
have been relied upon by the Lenders, the Agents and the Issuing Bank and shall
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survive the making by the Lenders of the Loans, the execution and delivery to
the Lenders of the Notes evidencing such Loans, and the issuance of the Letters
of Credit, regardless of any investigation made by the Lenders, the Agents or
the Issuing Bank or on their behalf, and shall continue in full force and effect
as long as (a) the principal of or any accrued interest on any Loan, any Fee,
any Letter of Credit Disbursement or any other amount payable under this
Agreement or any other Loan Document is outstanding and unpaid, (b) the
Commitments have not been terminated or (c) any Letter of Credit has not expired
or been terminated.

     Section 9.03 Binding Effect. This Agreement shall become effective when the
conditions precedent set forth in Section 4.01 are satisfied (except that,
solely for the purpose of calculating any fees stated herein to commence to
accrue on the date of this Agreement, this Agreement shall become effective when
the conditions precedent set forth in Section 4.01(a) are satisfied).

     Section 9.04 Successors and Assigns; Participations and Assignments. (a)
The provisions of this Agreement shall be binding upon and inure to the benefit
of the parties hereto and their respective successors and assigns permitted
hereby (including any affiliate of the Issuing Lender that issues any Letter of
Credit), except that (i) the Borrower may not assign or otherwise transfer any
of its rights or obligations hereunder without the prior written consent of each
Lender (and any attempted assignment or transfer by the Borrower without such
consent shall be null and void) and (ii) no Lender may assign or otherwise
transfer its rights or obligations hereunder except in accordance with this
Section.

     (b) (i) Subject to the conditions set forth in paragraph (b)(ii) below, any
Lender may assign to one or more assignees (each, an "Assignee") all or a
portion of its rights and obligations under this Agreement (including all or a
portion of its Commitments and the Loans at the time owing to it) with the prior
written consent (such consent not to be unreasonably withheld) of:

                    (A) the Borrower, provided, that no consent of the Borrower
          shall be required for an assignment to a Lender, an affiliate of a
          Lender, an Approved Fund (as defined below) or, if an Event of Default
          under Section 7.01(a), (b), (g), (h), (i) or (j) has occurred and is
          continuing, any other Person;

                    (B) the Administrative Agent, provided, that no consent of
          the Administrative Agent shall be required for an assignment of (x)
          any Revolving Credit Commitment to an assignee that is a Lender with a
          Revolving Credit Commitment immediately prior to giving effect to such
          assignment or (y) all or any portion of a Term Loan to a Lender, an
          Affiliate of a Lender or an Approved Fund; and

                    (C) in the case of an assignment of any Revolving Credit
          Commitment, the Issuing Bank, provided, that no consent of the Issuing
          Bank shall be required for an assignment of any Revolving Credit
          Commitment to an assignee that is a Lender with a Revolving Credit
          Commitment immediately prior to giving effect to such assignment.

                                                                             112

               (ii) Assignments shall be subject to the following additional
     conditions:

                    (A) except in the case of an assignment to a Lender, an
          affiliate of a Lender or an Approved Fund or an assignment of the
          entire remaining amount of the assigning Lender's Commitments or
          Loans, the amount of the Commitments or Loans of the assigning Lender
          subject to each such assignment (determined as of the date the
          Assignment and Acceptance with respect to such assignment is delivered
          to the Administrative Agent) shall not be less than $5,000,000 unless
          each of the Borrower and the Administrative Agent (and, if applicable,
          the Issuing Lender) otherwise consent, provided, that (1) no such
          consent of the Borrower shall be required if an Event of Default under
          Section 7.01(a), (b), (g), (h), (i) or (j) has occurred and is
          continuing and (2) such amounts shall be aggregated in respect of each
          Lender and its affiliates or Approved Funds, if any;

                    (B) each Lender shall simultaneously assign, and the
          Assignee shall simultaneously take an assignment of, a pro rata



          portion of the sum of the principal amount of the outstanding loans
          under the Working Capital and Acquisition Facility Credit Agreement
          and the unused amount of the commitment of the assigning lender under
          the Working Capital and Acquisition Facility Credit Agreement and all
          other interests, rights and obligations under the Working Capital and
          Acquisition Facility Credit Agreement in accordance with the
          provisions thereof, such that at all times (x) the Revolving Credit
          Commitment Percentage of such Lender hereunder and the Tranche B
          Revolving Credit Commitment Percentage (as defined in the Working
          Capital and Acquisition Facility Credit Agreement) of such lender
          under Facility B shall be the same and (y) the Revolving Credit
          Commitment Percentage of such Lender hereunder and the Tranche A
          Revolving Credit Commitment Percentage (as defined on the Working
          Capital and Acquisition Facility Credit Agreement) of such lender
          under Facility A shall be the same;

                    (C) the parties to each assignment shall execute and deliver
          to the Administrative Agent an Assignment and Acceptance, together
          with a processing and recordation fee of $3,500; and

                    (D) the Assignee, if it shall not be a Lender, shall deliver
          to the Administrative Agent an administrative questionnaire.

                    For the purposes of this Section 9.04, the terms "Approved
          Fund" has the following meaning:

                    "Approved Fund" means any Person (other than a natural
               person) that is engaged in making, purchasing, holding or
               investing in bank loans and similar extensions of credit in the
               ordinary course of its business and that is administered or
               managed by (a) a Lender, (b) an Affiliate of a
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               Lender or (c) an entity or an Affiliate of an entity that
               administers or manages a Lender.

               (iii) Subject to acceptance and recording thereof pursuant to
     paragraph (b)(iv) below, from and after the effective date specified in
     each Assignment and Acceptance the Assignee thereunder shall be a party
     hereto and, to the extent of the interest assigned by such Assignment and
     Acceptance, have the rights and obligations of a Lender under this
     Agreement, and the assigning Lender thereunder shall, to the extent of the
     interest assigned by such Assignment and Acceptance, be released from its
     obligations under this Agreement (and, in the case of an Assignment and
     Acceptance covering all of the assigning Lender's rights and obligations
     under this Agreement, such Lender shall cease to be a party hereto but
     shall continue to be entitled to the benefits of Sections 2.13, 2.15, 2.19
     and 9.05). Any assignment or transfer by a Lender of rights or obligations
     under this Agreement that does not comply with this Section 9.04 shall be
     treated for purposes of this Agreement as a sale by such Lender of a
     participation in such rights and obligations in accordance with paragraph
     (c) of this Section.

               (iv) The Administrative Agent, acting for this purpose as an
     agent of the Borrower, shall maintain at one of its offices a copy of each
     Assignment and Acceptance delivered to it and a register for the
     recordation of the names and addresses of the Lenders, and the Commitments
     of, and principal amount of the Loans and Letter of Credit Exposure owing
     to, each Lender pursuant to the terms hereof from time to time (the
     "Register"). The entries in the Register shall be conclusive, and the
     Borrower, the Administrative Agent, the Issuing Lender and the Lenders may
     treat each Person whose name is recorded in the Register pursuant to the
     terms hereof as a Lender hereunder for all purposes of this Agreement,
     notwithstanding notice to the contrary. The Register shall be available for
     inspection by the Borrower, the Issuing Lender and any Lender, at any
     reasonable time and from time to time upon reasonable prior notice.

               (v) Upon its receipt of a duly completed Assignment and
     Acceptance executed by an assigning Lender and an Assignee, the Assignee's
     completed administrative questionnaire (unless the Assignee shall already
     be a Lender hereunder), the processing and recordation fee referred to in
     paragraph (b) of this Section and any written consent to such assignment



     required by paragraph (b) of this Section, the Administrative Agent shall
     accept such Assignment and Acceptance and record the information contained
     therein in the Register. No assignment shall be effective for purposes of
     this Agreement unless it has been recorded in the Register as provided in
     this paragraph.

     (c) (i) Any Lender may, without the consent of the Borrower or the
Administrative Agent, sell participations to one or more banks or other entities
(a "Participant") in all or a portion of such Lender's rights and obligations
under this Agreement (including all or a portion of its Commitments and the
Loans owing to it); provided, that (A) such Lender's obligations under this
Agreement shall remain unchanged, (B) such Lender shall remain solely
responsible to the other parties hereto for the performance of such obligations
and (C) the Borrower, the Administrative Agent, the Issuing Lender and the other
Lenders shall continue to deal solely and directly with such Lender in
connection with such Lender's rights and obligations under this
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Agreement. Any agreement pursuant to which a Lender sells such a participation
shall provide that such Lender shall retain the sole right to enforce this
Agreement and to approve any amendment, modification or waiver of any provision
of this Agreement; provided, that such agreement may provide that such Lender
will not, without the consent of the Participant, agree to any amendment,
modification or waiver that (1) requires the consent of each Lender directly
affected thereby pursuant to the proviso to Section 9.08(b) and (2) directly
affects such Participant. Subject to paragraph (c)(ii) of this Section, the
Borrower agrees that each Participant shall be entitled to the benefits of
Sections 2.13, 2.14, 2.15 and 2.19 to the same extent as if it were a Lender and
had acquired its interest by assignment pursuant to paragraph (b) of this
Section. To the extent permitted by law, each Participant also shall be entitled
to the benefits of Section 9.06 as though it were a Lender, provided, that such
Participant shall be subject to Section 2.17 as though it were a Lender.

               (ii) A Participant shall not be entitled to receive any greater
     payment under Section 2.13, 2.14 or 2.19 than the applicable Lender would
     have been entitled to receive with respect to the participation sold to
     such Participant, unless the sale of the participation to such Participant
     is made with the Borrower's prior written consent. Any Participant that is
     a Non-U.S. Lender shall not be entitled to the benefits of Section 2.19
     unless such Participant complies with Section 2.19(d).

     (d) Any Lender may at any time pledge or assign a security interest in all
or any portion of its rights under this Agreement to secure obligations of such
Lender, including any pledge or assignment to secure obligations to a Federal
Reserve Bank, and this Section shall not apply to any such pledge or assignment
of a security interest; provided, that no such pledge or assignment of a
security interest shall release a Lender from any of its obligations hereunder
or substitute any such pledgee or Assignee for such Lender as a party hereto.

     (e) The Borrower, upon receipt of written notice from the relevant Lender,
agrees to issue Notes to any Lender requiring Notes to facilitate transactions
of the type described in paragraph (d) above.

     (f) Notwithstanding the foregoing, any Conduit Lender may assign any or all
of the Loans it may have funded hereunder to its designating Lender without the
consent of the Borrower or the Administrative Agent and without regard to the
limitations set forth in Section 9.04(b). Each of the Borrower, each Lender and
the Administrative Agent hereby confirms that it will not institute against a
Conduit Lender or join any other Person in instituting against a Conduit Lender
any bankruptcy, reorganization, arrangement, insolvency or liquidation
proceeding under any state bankruptcy or similar law, for one year and one day
after the payment in full of the latest maturing commercial paper note issued by
such Conduit Lender; provided, however, that each Lender designating any Conduit
Lender hereby agrees to indemnify, save and hold harmless each other party
hereto for any loss, cost, damage or expense arising out of its inability to
institute such a proceeding against such Conduit Lender during such period of
forbearance.

     Section 9.05 Expenses; Indemnity. (a) The Borrower agrees to pay (whether
or not the transactions contemplated hereby shall be consummated) all reasonable
out-of-pocket costs and expenses incurred by any Agent or the Issuing Bank in
connection with the preparation,
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execution and delivery of this Agreement and the other Loan Documents, the
closing of the Facility, the administration of the Facility or any amendment,
modification or waiver of the provisions hereof or thereof or incurred by any
Agent, the Issuing Bank or any Lender in connection with the enforcement or
protection of the rights of the Agents, the Issuing Bank and the Lenders under
this Agreement and the other Loan Documents or in connection with the Loans made
hereunder, the Notes issued hereunder or the Letters of Credit issued hereunder,
including the reasonable fees, charges and disbursements of (i) Simpson Thacher
& Bartlett LLP, counsel to the Administrative Agent, (ii) any third party
consultants retained to assist the Agents in analyzing any environmental,
insurance and other due diligence issues, (iii) any search and filing fees of
any company acceptable to the Lenders and (iv) in connection with any such
enforcement or protection, any other counsel for any Agent, the Issuing Bank or
any Lender.

     (b) The Borrower agrees to indemnify each of the Agents, the Issuing Bank,
the affiliates of any Agent, the Issuing Bank, the Lenders, and their respective
directors, officers, employees, agents and Controlling Persons (each, an
"Indemnified Party") from and against any and all losses, claims (whether valid
or not), damages and liabilities, joint or several, to which such Indemnified
Party may become subject, related to or arising out of (i) the Facility and the
transactions contemplated hereby and thereby, (ii) the execution or delivery of
this Agreement or any other Loan Document or any agreement or instrument
contemplated hereby or thereby, the performance by the parties hereto or thereto
of their respective obligations hereunder or thereunder or the consummation of
the other transactions contemplated hereby and thereby, (iii) the use of the
Letters of Credit or the proceeds of the Loans or (iv) any claim, litigation,
investigation or proceeding relating to any of the foregoing, whether or not any
Indemnified Party is a party thereto. The Borrower further agrees to reimburse
each Indemnified Party for all expenses (including reasonable attorneys' fees
and expenses) as they are incurred in connection with the investigation of,
preparation for or defense of any pending or threatened claim or any action or
proceeding arising therefrom. Notwithstanding the foregoing, the obligation to
indemnify any Indemnified Party under this Section 9.05(b) shall not apply in
respect of any loss, claim, damage or liability to the extent that a court of
competent jurisdiction shall have determined by final and nonappealable judgment
that such loss, claim, damage or liability resulted from such Indemnified
Party's gross negligence or willful misconduct.

     (c) The Borrower agrees to indemnify each of the Agents, the Issuing Bank,
the Lenders and the other Indemnified Parties from and against any and all
losses, claims (whether valid or not), damages and liabilities, joint or
several, to which such Indemnified Party may become subject, related to or
arising out of (i) any Environmental Laws affecting the Borrower or any other
Loan Party or its properties or assets, (ii) any Hazardous Materials managed by
the Borrower or any other Loan Party, (iii) any event, condition or circumstance
involving environmental pollution, regulation or control affecting the Borrower
or any other Loan Party or its properties or assets or (iv) any claim,
litigation, investigation or proceeding relating to any of the foregoing,
whether or not any Indemnified Party is a party thereto. The Borrower further
agrees to reimburse each Indemnified Party for all expenses (including
reasonable attorneys' fees and expenses) as they are incurred in connection with
the investigation of, preparation for or defense of any pending or threatened
claim or any action or proceeding arising therefrom. Notwithstanding the
foregoing, the obligation to indemnify any Indemnified Party under this Section
9.05(c) shall not apply in respect of any loss, claim, damage or liability to
the extent that a court of competent jurisdiction shall have determined by final
and nonappealable judgment that
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such loss, claim, damage or liability resulted from such Indemnified Party's
gross negligence or willful misconduct.

     (d) In the event that the foregoing indemnity is unavailable or
insufficient to hold an Indemnified Party harmless, then the Borrower will
contribute to amounts paid or payable by such Indemnified Party in respect of
such Indemnified Party's losses, claims, damages or liabilities in such



proportions as appropriately reflect the relative benefits received by and fault
of the Borrower and such Indemnified Party in connection with the matters as to
which such losses, claims, damages or liabilities relate and other equitable
considerations.

     (e) If any action, proceeding or investigation is commenced, as to which
any Indemnified Party proposes to demand such indemnification, it shall notify
the Borrower with reasonable promptness; provided, however, that any failure by
such Indemnified Party to notify the Borrower shall not relieve the Borrower
from its obligations hereunder except to the extent the Borrower is prejudiced
thereby. The Borrower shall be entitled to assume the defense of any such
action, proceeding or investigation, including the employment of counsel and the
payment of all fees and expenses. Each Indemnified Party shall have the right to
employ separate counsel in connection with any such action, proceeding or
investigation and to participate in the defense thereof, but the fees and
expenses of such counsel shall be paid by such Indemnified Party, unless (i) the
Borrower has failed to assume the defense and employ counsel as provided herein,
(ii) the Borrower has agreed in writing to pay such fees and expenses of
separate counsel or (iii) an action, proceeding or investigation has been
commenced against such Indemnified Party and the Borrower and representation of
both the Borrower and such Indemnified Party by the same counsel would be
inappropriate because of actual or potential conflicts of interest between the
parties (in the case of any Agent or Lender, the existence of any such actual or
potential conflict of interest to be determined by such party, taking into
account, among other things, any relevant regulatory concerns). In the case of
any circumstance described in clause (i), (ii), or (iii) of the immediately
preceding sentence, the Borrower shall be responsible for the reasonable fees
and expenses of such separate counsel; provided, however, that the Borrower
shall not in any event be required to pay the fees and expenses of more than one
separate counsel (plus appropriate local counsel under the direction of such
separate counsel) for all Indemnified Parties. The Borrower shall be liable only
for settlement of any claim against an Indemnified Party made with the
Borrower's written consent.

     (f) The provisions of this Section 9.05 shall remain operative and in full
force and effect regardless of the expiration of the term of this Agreement, the
consummation of the transactions contemplated hereby, the repayment of any of
the Loans, the invalidity or unenforceability of any term or provision of this
Agreement or any other Loan Document, or any investigation made by or on behalf
of any Agent or Lender. All amounts due under this Section 9.05 shall be payable
on written demand therefor.

     Section 9.06 Right of Setoff. If an Event of Default shall have occurred
and be continuing, each Lender is hereby authorized at any time and from time to
time, to the fullest extent permitted by law, to set off and apply any and all
deposits (general or special, time or demand, provisional or final) at any time
held and other indebtedness at any time owing by such Lender to or for the
credit or the account of the Borrower against any of and all the obligations of
the Borrower now or hereafter existing under this Agreement and the other Loan
Documents
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held by such Lender, irrespective of whether or not such Lender shall have made
any demand under this Agreement or such other Loan Document and although such
obligations may be unmatured. The rights of each Lender under this Section 9.06
are in addition to other rights and remedies (including other rights of setoff)
which such Lender may have.

     Section 9.07 Applicable Law. THIS AGREEMENT AND THE OTHER LOAN DOCUMENTS
SHALL BE GOVERNED BY, AND CONSTRUED AND INTERPRETED IN ACCORDANCE WITH, THE LAW
OF THE STATE OF NEW YORK.

     Section 9.08 Waivers; Amendment. (a) No failure or delay of any Agent, the
Issuing Bank or any Lender in exercising any power or right hereunder shall
operate as a waiver thereof, nor shall any single or partial exercise of any
such right or power, or any abandonment or discontinuance of steps to enforce
such a right or power, preclude any other or further exercise thereof or the
exercise of any other right or power. The rights and remedies of the Agents, the
Issuing Bank and the Lenders hereunder and under the other Loan Documents are
cumulative and are not exclusive of any rights or remedies which they would
otherwise have. No waiver of any provision of this Agreement or any other Loan
Document or consent to any departure by the Borrower therefrom shall in any



event be effective unless the same shall be permitted by Section 9.08(b), and
then such waiver or consent shall be effective only in the specific instance and
for the purpose for which given. No notice or demand on the Borrower in any case
shall entitle the Borrower to any other or further notice or demand in similar
or other circumstances.

     (b) None of this Agreement, the other Loan Documents and any provision
hereof or thereof may be waived, amended or modified, except pursuant to an
agreement or agreements in writing entered into by the Borrower and the Required
Lenders; provided, however, that no such waiver, amendment or modification shall
(i) decrease the principal amount of any Loan, extend the Maturity Date or the
Conversion Date, extend any Repayment Date or any date for the payment of any
interest on any Loan, or waive or excuse any such payment or any part thereof,
or decrease the rate of interest on any Loan, without the prior written consent
of each holder of a Note affected thereby, (ii) increase or extend the
Commitment or decrease the Commitment Fees or Letter of Credit Fees of any
Lender without the prior written consent of such Lender, (iii) postpone the date
fixed for any reimbursement of a Letter of Credit Disbursement without the prior
written consent of each Lender affected thereby, (iv) permit the release of any
material amount of Collateral under any Collateral Document or permit the
release of any material guarantor from the Guarantee Agreements without the
prior written consent of each Lender, (v) increase the aggregate Commitments of
the Lenders without the prior written consent of each Lender, (vi) amend or
modify the provisions of Section 2.01(b) or waive the conditions set forth
therein, the provisions of Section 2.11(f), the provisions of Section 2.16, the
provisions of Sections 9.04(a)(i), 9.04(b)(ii)(B), or any of the provisions of
Article II relating to the pro rata treatment between this Agreement and the
Working Capital and Acquisition Facility Credit Agreement, the provisions of
this Section 9.08 or the definition of "Required Lenders" or otherwise change
the percentage of the Commitments, the percentage of the aggregate unpaid
principal amount of the Notes or the number of Lenders which shall be required
for the Lenders or any of them to take any action under any provision of this
Agreement or any other Loan Document, without the prior written consent of each
Lender; provided, further, that no such agreement shall amend, modify or
otherwise affect the rights or duties of any Agent or the Issuing Bank hereunder
without the prior written consent of such Agent or the Issuing Bank, as
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applicable. Each Lender and each holder of a Note shall be bound by any waiver,
amendment or modification authorized by this Section 9.08 regardless of whether
its Note shall have been marked to make reference thereto, and any consent by
any Lender or holder of a Note pursuant to this Section 9.08 shall bind any
Person subsequently acquiring a Note from it, whether or not such Note shall
have been so marked.

     (c) In the event that any waiver, amendment or modification requires the
prior written consent of each Lender pursuant to Section 9.08(b), and the
Borrower has obtained the approval of all but one Lender, the Borrower shall
have the right to replace such non-consenting Lender; provided that, (i) such
replacement does not conflict with any Requirement of Law, (ii) no Event of
Default shall have occurred and be continuing at the time of such replacement,
(iii) the replacement financial institution shall purchase, at par, all Loans
and other amounts owing to such replaced Lender on or prior to the date of
replacement, (iv) the Borrower shall be liable to such replaced Lender under
Section 2.15 if any Eurodollar Loan owing to such replaced Lender shall be
purchased other than on the last day of the Interest Period relating thereto,
(v) the replacement financial institution, if not already a Lender, shall be
reasonably satisfactory to the Administrative Agent, (vi) the replaced Lender
shall be obligated to make such replacement in accordance with the provisions of
Section 9.04(b) (provided that, the Borrower shall be obligated to pay the
registration and processing fee referred to therein) and (vii) any such
replacement shall not be deemed to be a waiver of any rights that the Borrower,
the Administrative Agent or any other Lender shall have against the replaced
Lender.

     Section 9.09 Interest Rate Limitation. Notwithstanding anything herein or
in the Notes to the contrary, if at any time the applicable interest rate,
together with all fees and charges which are treated as interest under
applicable law (collectively the "Charges"), as provided for herein or in any
other document executed in connection herewith, or otherwise contracted for,
charged, received, taken or reserved by any Lender, shall exceed the maximum
lawful rate (the "Maximum Rate") which may be contracted for, charged, taken,



received or reserved by such Lender in accordance with applicable law, the rate
of interest payable under the affected Note held by such Lender, together with
all Charges payable to such Lender, shall be limited to the Maximum Rate.

     Section 9.10 Entire Agreement. This Agreement, the other Loan Documents,
the other Operative Agreements and the Letter Agreement constitute the entire
contract among the parties relative to the subject matter hereof and thereof.
Any agreement previously entered into among the parties with respect to the
subject matter hereof and thereof is superseded by this Agreement, the other
Loan Documents, the other Operative Agreements and the Letter Agreement. Nothing
in this Agreement, the other Loan Documents, the other Operative Agreements or
the Letter Agreement, expressed or implied, is intended to confer upon any
party, other than the parties hereto and the other Secured Parties, any rights,
remedies, obligations or liabilities under or by reason of this Agreement, the
other Loan Documents, the other Operative Agreements or the Letter Agreement.

     Section 9.11 Severability. In the event any one or more of the provisions
contained in this Agreement or in any other Loan Document should be held
invalid, illegal or unenforceable in any respect, the validity, legality and
enforceability of the remaining provisions contained herein and therein shall
not in any way be affected or impaired thereby. The parties shall
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endeavor in good-faith negotiations to replace the invalid, illegal or
unenforceable provisions with valid provisions the economic effect of which
comes as close as possible to that of the invalid, illegal or unenforceable
provisions.

     Section 9.12 Counterparts. This Agreement may be executed in two or more
counterparts, each of which shall constitute an original but all of which when
taken together shall constitute but one contract, and shall become effective as
provided in Section 9.03.

     Section 9.13 Headings. Article and Section headings and the Table of
Contents used herein are for convenience of reference only, are not part of this
Agreement and are not to affect the construction of, or to be taken into
consideration in interpreting, this Agreement.

     Section 9.14 Jurisdiction; Consent to Service of Process; Waiver of Jury
Trial. (a) The Borrower hereby irrevocably and unconditionally submits, for
itself and its property, to the nonexclusive jurisdiction of any New York State
court or Federal court of the United States of America sitting in New York, New
York, and any appellate court from any thereof, in any action or proceeding
arising out of or relating to this Agreement or the other Loan Documents, or for
recognition or enforcement of any judgment, and each of the parties hereto
hereby irrevocably and unconditionally agrees that all claims in respect of any
such action or proceeding may be heard and determined in such New York State or,
to the extent permitted by law, in such Federal court. Each of the parties
hereto agrees that a final judgment in any such action or proceeding shall be
conclusive and may be enforced in other jurisdictions by suit on the judgment or
in any other manner provided by law. Nothing in this Agreement shall affect any
right that any Agent, the Issuing Bank or any Lender may otherwise have to bring
any action or proceeding relating to this Agreement or the other Loan Documents
against the Borrower or its properties in the courts of any jurisdiction.

     (b) The Borrower hereby irrevocably and unconditionally waives, to the
fullest extent it may legally and effectively do so, any objection which it may
now or hereafter have to the laying of venue of any suit, action or proceeding
arising out of or relating to this Agreement or the other Loan Documents in any
New York State court or Federal court of the United States of America sitting in
New York, New York. Each of the parties hereto hereby irrevocably waives, to the
fullest extent permitted by law, the defense of an inconvenient forum to the
maintenance of such action or proceeding in any such court.

     (c) Each party to this Agreement irrevocably consents to service of process
in the manner provided for notices in Section 9.01. Nothing in this Agreement
will affect the right of any party to this Agreement to serve process in any
other manner permitted by law.

     (d) TO THE FULLEST EXTENT PERMITTED UNDER APPLICABLE LAW, EACH OF THE
BORROWER, THE LENDERS, THE AGENTS AND THE ISSUING BANK HEREBY IRREVOCABLY AND
UNCONDITIONALLY WAIVES ALL RIGHT TO TRIAL BY JURY IN ANY ACTION, PROCEEDING OR



COUNTERCLAIM ARISING OUT OF OR RELATED TO THIS AGREEMENT AND THE OTHER LOAN
DOCUMENTS OR ANY OF THE TRANSACTIONS CONTEMPLATED HEREBY OR THEREBY.
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     Section 9.15 Legend. THIS AGREEMENT AND THE NOTES ARE SUBJECT TO THE TERMS
AND CONDITIONS CONTAINED IN THE INTERCREDITOR AGREEMENT WHICH, AMONG OTHER
THINGS, ESTABLISHES CERTAIN RIGHTS WITH RESPECT TO THE SECURITY FOR THIS
AGREEMENT AND THE NOTES AND THE SHARING OF PROCEEDS THEREOF WITH CERTAIN OTHER
SECURED CREDITORS. COPIES OF THE INTERCREDITOR AGREEMENT WILL BE FURNISHED TO
ANY LENDER (OR ANY TRANSFEREE THEREOF) UPON REQUEST TO THE BORROWER.

     IN WITNESS WHEREOF, the Borrower, the Agents, the Issuing Bank and the
Lenders have caused this Agreement to be duly executed by their respective
authorized officers as of the day and year first above written.

                                   STAR GAS PROPANE, L.P., as Borrower

                                   By: STAR GAS LLC, its general partner

                                   By:
                                       -----------------------------------------
                                       Name:
                                       Title:

                                   JPMORGAN CHASE BANK, as Administrative
                                   Agent, as Issuing Bank and as a Lender

                                   By:
                                       -----------------------------------------
                                       Name:
                                       Title:

                                   FLEET NATIONAL BANK, as Syndication Agent
                                   and as a Lender

                                   By:
                                       -----------------------------------------
                                       Name:
                                       Title:

                                   WACHOVIA BANK, N.A., as Documentation
                                   Agent and as a Lender

                                   By:
                                       -----------------------------------------
                                       Name:
                                       Title:



                                                                   EXHIBIT 10.34

                              EMPLOYMENT AGREEMENT

          THIS EMPLOYMENT AGREEMENT dated as of April 1, 2002 (the "Agreement"),
is entered into by and between Petro Holdings, Inc., a Minnesota corporation
(the "Company") and Angelo Catania (the "Executive").

                                    RECITALS

          WHEREAS, the Executive has been employed by the Company for many
years, most recently as the Regional Vice President of the Company's
Mid-Atlantic Region; and

          WHEREAS, the Company wishes to retain the services of the Executive as
its President and the Executive desires to continue to render services to the
Company in such capacity;

          WHEREAS, the Company and the Executive deem it to be in their
respective best interests to enter into an agreement providing for the Company's
employment of the Executive on the terms and conditions set forth below; and

          NOW, THEREFORE, in consideration of the foregoing and the mutual
covenants, representations, agreements, and promises set forth herein and other
good and valuable consideration, the receipt and sufficiency of which are hereby
acknowledged, the parties agree as follows:

                                    AGREEMENT

          1.   Employment

               1.1  Term. The Company agrees to employ the Executive as
President of the Company and the Executive agrees to accept such employment, for
an initial term commencing as of April 1, 2002 and ending on April 1, 2007 or
for such longer term as the Company and the Executive may agree. Not
withstanding the foregoing, between January 1, 2006 and June 30, 2006 the
Executive may give the Company notice of the pending expiration of the term and
if such notice is given, the term will automatically be extended for one year
unless the Company gives notice to the Executive on or before September 30, 2006
of its election not to extend the term , in which event the term shall end on
the last day of the initial

term. If this Agreement is extended, then between January 1 and June 30 of each
extension year the Executive may give the Company notice of the pending
expiration of the term and if such notice is given, the term will automatically
be extended one year unless the Company gives notice by September 30 that year
of its election not to extend the term. The initial term plus any extended
term(s), if applicable, is referred to herein as the "Term".

               1.2  Duties. During the Term, the Executive shall perform such
duties and functions as are assigned to him by the Chief Executive of the
Company and the Executive shall adhere to all of the Company's policies and
procedures. The Executive shall report directly to the Chief Executive Officer.

               1.3  Time Devoted to Employment. The Executive agrees to devote
his entire working time, attention and efforts to the Company and its
subsidiaries, use his best, good faith efforts to promote the success of the
Company's business, and cooperate fully with the Chief Executive Officer in the
advancement of the best interests of the Company. Among the duties of the
Executive will be the completion of the Organizational Re-Engineering/Call
Center Project ("Project") currently underway and it is anticipated that the
Executive will be required to devote up to 25% of his time to oversee the
completion of that project until it is completed or abandoned.

               1.4  Location of Employment. The Executive's principal place of
employment shall initially be at the Company's principal executive offices
located in Stamford, CT. However, it is contemplated that the Company may move
its offices to another location within a 45 mile radius of New York City in (the
"Greater New York Metropolitan Area") and if such move is made, then Executive's
principal place of employment will be at the new location.



               1.5  Moving Expenses. The Company will pay (i) all reasonable
packing and moving expenses associated with moving the Executive's possessions
from his home in Brielle, New Jersey to a new home selected by the Executive
nearer to the executive offices of the Company (ii) all closing costs and
expenses (including reasonable attorneys fees and normal brokerage commissions)
associated with the sale of his present home and the purchase of his new home
plus (iii) up to $5,000 as may be required to reduce the fixed mortgage rate on
the Executive's new home to 6%. Until such move is accomplished the
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Company will pay the reasonable cost of renting a furnished two bedroom
apartment for the Executive in or around Stamford, Connecticut or in proximity
to any new office established by the Company. The Company will pay for such
furnished apartment beginning on April 1, 2002 and continuing for a period which
ends 6 months after the date on which the Company has advised the Employee of
its intention not to move its executive officers from Stamford, CT or actually
moves its executive offices to a new location, whichever occurs first.

          2.   Compensation.

               2.1  Base Salary; Bonus. As compensation for services rendered
hereunder, the Company shall pay the Executive an annual base salary of $325,000
or such higher amount as the Company, in its sole judgment and discretion, may
provide during the Term (the "Annual Base"). Executive shall be entitled to
receive a bonus targeted of up to $100,000 for each 12 month period ending
September 30 during the Term ("Targeted Bonus"). The Chief Executive Officer
will review Executive's performance on an annual basis (normally on or about
October 15) to determine what percentage of this Targeted Bonus he shall
actually receive, based upon objectives established prior to the beginning of
each fiscal year of the Company taking into account the Company's overall
performance, Executive's individual job performance and other factors deemed
appropriate by the Chief Executive Officer. The Targeted Bonus for the April 1,
2002 to September 30, 2002 period shall be a prorated portion of the $100,000
annual amount and shall be based upon performance objectives that are
established prior to April 5, 2002. For the period between January 1, 2002 and
March 31, 2002, the Executive shall be compensated at the annual rate of
$240,000 per annum and shall receive a pro rated bonus for the short period
October 1, 2001 to March 31, 2002 based upon the bonus program in effect for the
2001 fiscal year. The Annual Base shall be paid over the year in a manner
consistent with the Company's payment of executive salaries. The bonus shall be
paid to Executive each January following the end of each fiscal year. The
Executive shall be entitled to a success bonus of $300,000 upon the successful
completion of the Project, or, if the Project is abandoned prior to its
completion he shall receive a bonus of $150,000 in lieu of the success bonus.
The Project shall be deemed to be successfully completed if substantially all
customers of the Company on April 1, 2002 (other than Meenan and Bayside
Customers) are properly
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serviced from one or two call centers on or before October 15, 2003; or such
later date as agreed to by the Chief Executive Officer.

               2.2  Benefits. The Executive will be eligible to participate in
the Company's employee benefit plans as in effect from time to time made
generally available to senior executive employees of the Company including
medical, dental, life insurance, and 401(k) plan, all in accordance with Company
policies, as well as a company car.

               2.3  Withholding. The Company shall make such deductions and
withhold such amounts from each payment made to the Executive under this
Agreement as may be required from time to time by law, governmental regulation
or order and in accordance with the Company's customary payroll practices.

               2.4  Senior Subordinated Units. The Executive shall be granted
8,000 Senior Subordinated Units per year under the Company's Employee Unit
Incentive Plan for the fiscal years ending September 30, 2002, September 30,
2003 and September 30, 2004

          3.   Termination of Employment.



               3.1  Termination. The Executive's employment hereunder may be
terminated prior to the end of the Term of this Agreement under the following
circumstances:

               (a)  Death. The Executive's employment hereunder shall terminate
upon his death.

               (b)  Disability. If, as a result of the incapacity of the
Executive due to physical or mental illness which constitutes "disability" under
any disability plan maintained by the Company of which the Executive is a
participant, the Executive shall have been absent from the full-time performance
of his duties with the Company for six (6) months during any eighteen (18)-month
period, his employment may be terminated by the Company for "Disability."

               (c)  Cause. Termination by the Company of the employment of the
Executive for "Cause" shall mean termination based upon the Executive's (i)
willful breach or willful neglect of his duties and responsibilities, (ii)
conviction (or plea of noto contendere) of a felony occurring on or after the
execution of this Agreement, (iii) material breach of this Agreement or any
other Agreement to which the Executive and the Company are parties (iv)
violation of any material Legal Requirement (as defined in Section 6.2 below),
(v) material
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breach of his duty of loyalty or fiduciary duties, or (vi) failure to comply
with the Company's reasonable orders or directives; provided, however, that in
the case of any act or failure to act described in sub-sections (i), (iii),
(iv), (v) or (vi) above, such act or failure to act shall not constitute Cause
if, within twenty (20) business days after Notice of Termination is given to the
Executive by the Company, the Executive has corrected such act or failure to
act, to the satisfaction of the Chief Executive Officer or the Chief Executive
Officer is otherwise satisfied that termination of the Executive's employment is
not in the best interests of the Company.

               (d)  Good Reason. The Executive may terminate his employment
during the Term of this Agreement for "Good Reason." Good Reason shall mean (i)
a requirement that Executive relocate to an area outside of the Greater New York
Metropolitan Area (ii) a substantial change in Executive's duties and
responsibilities or (iii) within the period of sixty (60) days following a
Change in Control, any termination of the Executive's employment for any reason,
either by the Executive or by the Company; however, in the case of any act
described in subsections (i) or (ii), such act or failure to act shall not
constitute Good Reason if after Notice of Termination is given by the Executive
to the Company, the Company has corrected such act or failure. "Change in
Control" shall mean (i) if the present members of Star LLC no longer have the
right to elect a majority of the Board of Directors of Star LLC or any successor
entity (iv) Star LLC or such successor entity is no longer the general partner
of Star Gas Propane LP or (iii) Star Gas LLC ceases for any reason to have the
indirect power to elect a majority of the Board of Directors of the Company.

               3.2  Date of Termination. "Date of Termination" shall mean (a)
the expiration of the Term, (b) if the Executive's employment is terminated due
to his death, the date of his death, (c) if the Executive's employment is
terminated due to the Executive's Disability, ten (10) days after Notice of
Termination is given to the Executive, and (d) if the Executive's employment is
otherwise terminated by the Company or by the Executive, the date upon which the
for Cause or Good Reason event occurs or such other date set forth in the Notice
of Termination. Nothing in this Section shall be deemed to diminish the
Company's right to cause the Executive to cease performing his duties and
responsibilities as a President and employee of the Company at any time
("Termination Without Cause"), or to limit either party's right to give a Notice
of Termination at any time during the Term of this Agreement.
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               3.3  Notice of Termination. Any purported termination of the
Executive's employment by the Company or by the Executive shall be communicated
by written Notice of Termination to the other party hereto in accordance with
Paragraph 7.4 of this Agreement. For purposes of this Agreement, a "Notice of



Termination" shall mean a written notice which shall indicate the specific
termination provision in this Agreement relied upon, and shall set forth in
reasonable detail the facts and circumstances claimed to provide a basis for
termination of the Executive's employment under the provision so indicated.

          4.   Compensation Upon Termination.

               4.1  Disability. During any period in which the Executive fails
to perform his full-time duties with the Company as a result of incapacity due
to physical or mental illness, the Executive shall be compensated as follows:
(a) the Executive shall continue to receive his Annual Base at the rate in
effect at the commencement of any such period less any compensation payable to
the Executive under the applicable disability insurance plan of the Company
during such period, until the Executive's employment is terminated pursuant to
Section 3 of this Agreement; and (b) the Company shall pay to the Executive
following such termination, in the same regular payments as theretofore as if
the Executive continued his employment with the Company, the lesser of (i) one
(1) year's Annual Base salary, and (ii) the unpaid amount of Annual Base for the
remaining balance of the Term of the Agreement; which payments shall be reduced
by any payments for disability under the Company's insurance and other benefit
programs. Thereafter, the Executive's benefits shall be only as provided under
the Company's insurance and other benefits programs then in effect in accordance
with the terms of such programs.

               4.2  Death. In the event the Executive's employment is terminated
by reason of his death all earned, but unpaid amounts of Annual Base, if any, to
which the Executive was entitled as of the Date of Termination shall be paid in
accordance with the terms of this Agreement to the Executive's beneficiary, or,
if no beneficiary has been designated by the Executive in a written notice prior
to his death, to the Executive's estate. Thereafter, the Company shall have no
further obligations to the Executive's beneficiary or estate under this
Agreement.
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               4.3  Termination for Cause or by The Executive Without Good
Reason. In the event the Executive's employment is terminated by the Company for
Cause or by the Executive without Good Reason, the Company shall pay the
Executive all earned, but unpaid amounts of his Annual Base, if any, to which
the Executive was entitled as of the Date of Termination and the Company shall
have no further obligations to the Executive under this Agreement.

               4.4  Termination Without Cause or by Executive for Good Reason.
In the event the Executive's employment is terminated by the Company without
Cause or by the Executive for Good Reason, the Company shall pay the Executive
all earned, but unpaid amounts of his Annual Base, if any, to which the
Executive was entitled as of the Date of Termination. In addition, the Company
shall pay to the Executive promptly after the Date of Termination (i) if the
Date of Termination occurs during the initial term, a single payment of $480,000
or (ii) if the Date of Termination occurs after the initial term, an amount
equal to the Annual Base then in effect.

          5.   Restrictive Covenants.

               5.1  Confidential Information. The Executive acknowledges that
during his employment with the Company, he shall be exposed to or given access
to Confidential Information (as defined below in Section 6.1). The Executive
agrees, without limitation in time or until such information shall become public
other than by the Executive's unauthorized disclosure (except as necessary or
appropriate in connection with the performance by the Executive of his duties or
as required by law), to maintain the confidentiality of the Confidential
Information and refrain from divulging, disclosing, or otherwise using for his
benefit or for the benefit of others in any respect the Confidential Information
to the detriment of the Company and any of its subsidiaries, affiliates,
successors or assigns, or for any other purpose or no purpose. Notwithstanding
the foregoing, there shall be no prohibition against the Executive using the
general skill and knowledge which he has acquired as an employee of the Company.

               5.2  Ownership of Intellectual Property. The Executive
acknowledges and agrees that all work performed, and all ideas, concepts,
materials, products, software, documentation, designs, architectures,
specifications, flow charts, test data, programmer's notes, deliverables,
improvements, discoveries, methods, processes, or inventions, trade secrets or
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other subject matter related to the Company's business (collectively,
"Materials") conceived, developed or prepared by him, alone or with others,
during the period of his employment or other relationship with the Company in
written, oral, electronic, photographic, optical or any other form, are the
property of the Company and its successors or assigns, and all rights, title and
interest therein shall vest in the Company and its successors or assigns, and
all Materials shall be deemed to be works made for hire and made in the course
of his employment or other relationship with the Company. To the extent that
title to any Materials has not or may not, by operation of law, vest in the
Company and its successors or assigns, or such Materials may not be considered
works made for hire, the Executive hereby irrevocably assigns all rights, title
and interest therein to the Company and its successors or assigns. All Materials
belong exclusively to the Company and its successors or assigns, with the
Company and its successors or assigns having the right to obtain and to hold in
its or their own name, copyrights, patents, trademarks, applications,
registrations or such other protection as may be appropriate to the subject
matter, and any extensions and renewals thereof. The Executive hereby grants to
the Company and its successors or assigns an irrevocable power of attorney to
perform any and all acts and execute any and all documents and instruments on
his behalf as the Company and its successors or assigns may deem appropriate in
order to perfect or enforce the rights defined in this Section. Executive
further agrees to give the Company and its successors or assigns, or any person
designated by the Company and its successors or assigns, at the Company's or its
successors' or assigns' expense, any assistance required to perfect or enforce
the rights defined in this Section. Executive shall communicate and deliver to
the Company and its successors or assigns promptly and fully all Materials
conceived or developed by him (alone or jointly with others) during the period
of his employment or other relationship with the Company and its successors and
assigns.

               5.3  Covenant Not to Compete.

               (a)  For a period commencing on April 1, 2002 and continuing
until 19 months after the termination of the Executive's employment with the
Company, The Executive shall not in any city, town or county in any state of the
United States, where the Company or any of its subsidiaries, affiliates,
successors or assigns engages in the sale or distribution at retail of #2 fuel
oil (the "Business"), directly or indirectly, do any of the following:
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                    (i) engage in the Business for the Executive's own account;

                    (ii) enter the employ of, or render any services to or for,
any entity that is engaged in the Business; or

                    (iii) become involved in any entity engaged in the Business
in any capacity, including as an individual, partner, member, shareholder,
officer, director, principal, employee, agent, investor, trustee or consultant.

          Notwithstanding the foregoing, the Executive may own, directly or
indirectly, solely as a passive investment, securities of any entity traded on
any national securities exchange or automated quotation system if the Executive
is not a controlling person of, or a member of a group which controls, such
entity and does not, directly or indirectly, beneficially own 5.0% or more of
any class of securities of such

               (b)  Noninterference. For a period commencing on April 1, 2002
and continuing until 19 months after the termination of the Executive's
employment with the Company, the Executive shall not, directly or indirectly, do
any of the following: solicit, induce, or attempt to solicit or induce any
person known by the Executive to be an employee or consultant of the Company or
its subsidiaries, affiliates, successors or assigns, to terminate his or her
employment or other relationship with the Company or any of its subsidiaries,
affiliates, successors or assigns.

               (c)  Nonsolicitation. For a period commencing on April 1, 2002
and continuing until 19 months after the termination of the Executive's



employment with Company, the Executive shall not directly or indirectly,
solicit, induce, or attempt to solicit or induce any person or entity then known
to be a customer, vendor, supplier, distributor or consultant of the Company or
any of its subsidiaries, affiliates, successors or assigns (a "Customer or
Supplier") to terminate his, her or its relationship with the Company, or any of
its subsidiaries, affiliates, successors or assigns for any purpose.

          The provisions of this Section shall be in addition to and not in
limitation of the provisions of any other agreement which the Executive has or
may sign for the benefit of the Company.
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               5.4  Return of Documents and Other Property. At the end of the
Term or upon termination of the Executive's employment, the Executive shall
return to the Company all of its property, equipment, documents, records, lists,
files and any and all other Company materials including, without limitation,
computerized or electronic information that is in the Executive's possession as
of the Date of Termination (the "Company Property"). The Company Property shall
be delivered to the executive officers of the Company, at the Executive's
expense, within five (5) business days after the Date of Termination. Unless
otherwise agreed by the Company in writing, the Executive shall not retain any
Company Property.

               5.5  Reasonableness of Restrictive Covenants. The Executive
agrees that, due to the uniqueness of his skills and abilities and the
uniqueness of the confidential information that he will possess in the course of
his employment with the Company, the covenants set forth herein are reasonable
and necessary for the protection of the Company. Nevertheless, if it shall be
determined that such covenants are unenforceable in that they are too broad as
to their scope or geographical coverage, then the parties hereby confer upon any
appropriate court the power to limit such scope or geographical coverage such
that they will be enforceable.

               5.6  Irreparable Injury. The Executive acknowledges that the
covenants contained in this Section 5 and the Executive's services under this
Agreement are of a special and unique character, which gives them a peculiar
value to the Company, the loss of which may not be reasonably or adequately
compensated for by damages in an action at law, and that a material breach or
threatened breach by him of any of the covenants contained in this Agreement
will cause the Company irreparable injury. the Executive therefore agrees that
the Company shall be entitled, in addition to any other right or remedy, to a
temporary restraining order, preliminary and permanent injunctions and any other
appropriate equitable remedy that prevents the Executive from breaching this
Agreement, without the necessity of proving the inadequacy of monetary damages
or the posting of any bond or security, enjoining or restraining the Executive
from any such violation or threatened violation.

          6.   Definitions. For purposes of this Agreement, the following terms
have the meanings specified or referred to in this Section 6:

                                       -10-

               6.1  "Confidential Information" shall mean (i) any and all Trade
Secrets, product specifications, compositions, designs, sketches, photographs,
graphs, drawings, samples, inventions and ideas, past, current and planned
research and development, current and planned manufacturing and distribution
methods and processes, current and anticipated customer requirements, marketing
and product procurement plans, price lists, market studies, business plans,
computer software and programs (including object code and source code), computer
software and database technologies, systems, structures and architectures (and
related processes, formulae, compositions, improvements, devices, know-how,
inventions, discoveries, concepts, ideas, designs, methods and information), of
the Company and any other information, however documented, of the Company that
is a Trade Secret; (ii) any and all information concerning the business and
affairs of the Company (which includes historical financial statements,
financial projections and budgets, historical and projected sales, capital
spending budgets and plans, the names and backgrounds of key personnel,
personnel training and techniques and materials), however documented; and (iii)
any and all notes, analysis, compilations, studies, summaries, and other
material prepared by or for the Company containing or based, in whole or in



part, on any information included in the foregoing.

               6.2  "Legal Requirement" shall mean any federal, state, local,
municipal, foreign, international, multinational, or other administrative order,
constitution, law, ordinance, principle of common law, regulation, statute, or
treaty.

               6.3  "Trade Secret" shall mean all technology, know-how,
proprietary processes and formulas, customer lists, software, technical
information, data, process technology, plans, drawings, and blue prints owned
used, or licensed by the Company as licensee or licensor.
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          7.   Miscellaneous.

               7.1  Successors and Assigns; Binding Agreement. This Agreement
shall be binding upon and shall inure to the benefit of the parties hereto and
their respective heirs, personal representatives, successors and assigns;
provided, that the duties of the Executive hereunder are personal to the
Executive and may not be delegated or assigned by him.

               7.2  Governing Law. This Agreement shall be governed by and
construed in accordance with the laws of the State of Connecticut.

               7.3  Waivers. The waiver by either party hereto of any right
hereunder or any failure to perform or breach by the other party hereto shall
not be deemed a waiver of any other right hereunder or of any other failure or
breach by the other party hereto, whether of the same or a similar nature or
otherwise. No waiver shall be deemed to have occurred unless set forth in a
writing executed by or on behalf of the waiving party. No such written waiver
shall be deemed a continuing waiver unless specifically stated therein, and each
such waiver shall operate only as to the specific term or condition waived and
shall not constitute a waiver of such term or condition for the future or as to
any act other than that specifically waived.

               7.4  Notices. All notices and communications that are required or
permitted to be given hereunder shall be in writing and shall be deemed to have
been duly given when delivered personally or by overnight courier, as follows:

                           If to the Company, to:

                           Petro Holdings, Inc.
                           2187 Atlantic Street
                           Stamford, CT 06902
                           Attn: Chief Executive Officer

                           And

                           Phillips Nizer Benjamin Krim & Ballon LLP
                           666 Fifth Avenue
                           New York, New York 10103-0084
                           Attn: Alan Shapiro, Esq.

                           If to the Executive, to:

                                       -12-

                           Angelo Catania
                           633 Valley Road
                           Brielle, NJ 08730

or to such other address as may be specified in a written notice personally
delivered, faxed or mailed by overnight courier or registered or certified mail,
postage prepaid, return receipt requested, given by one party to the other party
hereunder.

               7.5  Severability. If for any reason any term or provision of
this Agreement is held to be invalid or unenforceable, all other valid terms and
provisions hereof shall remain in full force and effect, and all of the terms
and provisions of this Agreement shall be deemed to be severable in nature. If



for any reason any term or provision containing a restriction set forth herein
is held to cover an area or to be for a length of time which is unreasonable, or
in any other way is construed to be too broad or to any extent invalid, such
term or provision shall not be determined to be null, void and of no effect, but
to the extent the same is or would be valid or enforceable under applicable law,
any court of competent jurisdiction shall construe and interpret or reform this
Agreement to provide for a restriction having the maximum enforceable area, time
period and other provisions (not greater than those contained herein) as shall
be valid and enforceable under applicable law.

               7.6  Amendment: Cancellation. This Agreement may not be amended
or cancelled except by mutual agreement of the parties in writing (without the
consent of any other person) and, so long as the Executive lives, no person,
other than the Company, its successors and assigns and the Executive shall have
any rights under or interests in this Agreement or the subject matter hereof.

               7.7  Descriptive Headings. The parties hereto agree that the
headings of the several paragraphs of this Agreement are inserted for
convenience only and shall not in any way affect the meaning or construction of
any provision of this Agreement.

               7.8  Entire Agreement. This Agreement constitutes the entire
agreement between the parties hereto, and supersedes all prior oral and/or
written understandings and/or agreements between the parties hereto relating to
the subject matter hereof.
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          IN WITNESS WHEREOF, the parties hereto have executed this Agreement on
the date and year first above written.

                                           PETRO HOLDINGS, INC.

                                           By: _________________________________
                                               Name:   Irik Sevin
                                               Title:  Chief Executive Officer

                                           _____________________________________
                                           Angelo Catania
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                                                                      Exhibit 14

                             Star Gas Partners, L.P.

                       Code of Business Conduct and Ethics

To Whom the Code Applies

     This Code applies to all employees of Star Gas Partners, L.P. and its
direct and indirect subsidiaries (collectively "SGP"), including, but not
limited to, its principal executive officer; principal financial officer;
principal accounting officer; or persons performing similar functions. Its
purpose is to deter wrongdoing and to provide full, fair, timely and
understandable disclosures in public filings.

The Standard of Conduct

     SGP employees must maintain the highest standards of ethical conduct in
their work. Behaving ethically means avoiding: actual or apparent conflicts of
interest between personal and professional relationships; lying; cheating; and
stealing, as well as deception and subterfuge. Behaving ethically also means
personal compliance with all applicable governmental laws, rules, and
regulations.

     Every employee records information of some kind, which is used for business
purposes. Full, fair, accurate, understandable and timely reporting of
information is critical. Any employee who falsifies, alters, or misrepresents
data or information, (including financial information), whether in a filing with
an administrative agency or in a public communication, will be severely
disciplined if not discharged.

Accurate Periodic Reports

     As you are aware, full, fair, accurate, timely and understandable
disclosures in SGP's reports filed with the Securities and Exchange Commission
("SEC") is legally required and is essential to the success of its business.
Please exercise the highest standards of care in preparing such reports in
accordance with the following guidelines:

     .    All SGP accounting records, as well as reports produced from those
          records, must be in accordance with the laws of each applicable
          jurisdiction.

     .    All records must fairly and accurately reflect the transactions or
          occurrences to which they relate.

     .    All records must fairly and accurately reflect, in reasonable detail,
          SGP's assets, liabilities, revenues and expenses.

     .    SGP's accounting records must not contain any false or intentionally
          misleading entries.

     .    No transactions should be intentionally misclassified as to accounts,
          departments or accounting periods.

     .    All transactions must be supported by accurate documentation in
          reasonable detail and recorded in the proper account and in the proper
          accounting period.

     .    No information should be concealed from the internal auditors or the
          independent auditors.

     .    Compliance with SGP's system of internal accounting controls is
          required.

Reporting Misconduct

     The duty and responsibility to accurately and honestly report information
and to not lie, cheat, steal or deceive extends to and includes the duty to
report those who breach this duty and responsibility and to provide information
or participate in a proceeding wherein someone is alleged to have violated this



duty and responsibility.

People Who Report Misconduct Are Protected

     Employees who report unethical conduct, or who provide information in an
investigation of alleged unethical behavior, are protected against retaliation
or adverse employment actions for reporting the unethical conduct or
participating in the investigation. This protection extends to, but is not
limited to, employees who report alleged violations of the SEC rules relating to
fraud against shareholders or any federal or state securities or anti fraud law.
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To Whom Is The Report To Be Made

     All actual or suspected fraud, misconduct, illegal activity and fraudulent
financial reporting of any kind whatsoever should be reported directly to your
immediate supervisor for appropriate follow-up action. It is the supervisor's
responsibility to notify Senior Management and the Internal Audit Director of
all issues and resolutions. Employees may also wish to use either the anonymous
Employee Awareness Hotline or E-Mail address, or directly contact either the
Senior Human Resource & Compliance Officer or Internal Audit Director. Employees
are encouraged to use the anonymous employee hotline below or provide timely
written notification. The Company will treat all such calls and notifications as
confidential and protect employee identity to the extent consistent with its
legal obligations.

.    Employee Awareness Hotline - 1.877.STARGAS

.    Email - HelpStar@petroheat.com

.    Senior Human Resource & Compliance Officer - 1.203.325.5433

.    Internal Audit Director - 1.203.328.7354

Insider Trading/Access To Non-Public Information

     If you learn information that directly or indirectly relates to SGP or
could impact its value or unit price, you must share that information only with
employees or advisers of SGP who have a business reason to know what you know.
It would be illegal for you to personally invest, or cause others (e.g.,
friends, relatives) to invest for themselves or for you based on that
information. SGP has adopted a separate Insider Trading Policy, which includes,
among other provisions, specific prohibitions on trading on non-public
information or "tipping" others who might trade.

Corporate Opportunities

     Employees, Officers and Directors must never take for themselves personally
opportunities that are discovered through the use of corporate property,
information or position. Likewise, employees, Officers, and Directors must never
use corporate property or information for personal gain or to compete with SGP.
Your work hours are to be devoted solely to activities
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directly related to SGP business. You may not perform work for or solicit
business for any other employer.

Proper Use Of Company Assets

     All Company assets, (e.g., phones, computers, etc.) should be used solely
for legitimate business purposes. Carelessness and waste are unacceptable.

Proprietary And/Or Confidential Information

     Proprietary information is sensitive, confidential, private or classified
technical, financial, personnel or business information. This includes trade
secrets. You must not misuse or disclose such information to non-employees of
SGP (including family and friends). This obligation on your part not to disclose
or misuse SGP proprietary/confidential information continues when and if you



leave SGP for whatever reason.

Relationships With Customers/Suppliers

     You must treat all customers/suppliers fairly and according to applicable
laws, customs and regulations. Business decisions regarding suppliers must be
made on the basis of the quality, delivery, value and reliability of the product
or service offered. Employees may not borrow money or accept advances or other
personal payments from any person or company doing or seeking to do business
with SGP. Employees may not receive gifts of goods, services, accommodations or
otherwise from any person or company doing or seeking to do business with SGP
with a value in excess of $100, without the prior written approval of SGP's
chief executive officer, chief financial officer or a member of the Audit
Committee of the Board of Directors.

Conflicts of Interest

     A "conflict" occurs when an individual's private interest interferes or
even appears to interfere in any way with the person's professional
relationships and/or the interests of SGP. You are conflicted if you take
actions or have interests that may make it difficult for you to perform your
work for SGP objectively and effectively. Likewise, you are conflicted if you or
a member of your family receives personal benefits as a result of your position
in SGP (directly or through a company they are employed by or in which they have
an ownership interest). You
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should avoid even the appearance of such a conflict. For example, there is a
likely conflict of interest if you:

     .    Cause SGP to engage in business transactions with relatives or
          friends;

     .    Use nonpublic SGP client or vendor information for personal gain by
          you, relatives or friends (including securities transactions based on
          such information);

     .    Have more than a modest financial interest in SGP vendors, clients or
          competitors;

     .    Receive a loan, or guarantee of obligations, from SGP or a third party
          as a result of your position at SGP; or

     .    Compete, or prepare to compete, with SGP while still employed by SGP.

     If you think you have been, are, or may become conflicted, report the
situation to Jim Bottiglieri at 203-325-5460 or by e-mail jbottigl@petroheat.com
immediately. The prompt reporting of such situations will be favorably weighted
should it be determined that corrective actions need to be administered.

Waivers/Changes

     No waivers or changes in any provisions of this Code can be granted by any
person other than the Board of Directors or a member of the Audit Committee of
the Board of Directors. Any waiver or change will be in writing and will be
promptly disclosed to the public, in accordance with rules applicable to public
companies like SGP. Public disclosure will be made within five (5) business days
after the waiver is granted or change is made or otherwise as permitted under
the applicable SEC regulations. It will be made by the filing of an SEC Form
8-K. Concurrently, notice will be made by a posting on SGP website, which
posting will be retained for at least 12 months after it is initially posted.

Accountability

     Violations of this Code will result in discipline up to and including
termination and/or civil and/or criminal prosecution.
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A.P. Woodson Company – District of Columbia
Columbia Petroleum Transportation, LLC - Delaware
Marex Corporation - Maryland
Maxwhale Corp. - Minnesota
Meenan Holdings of New York, Inc.
Meenan Oil Co., Inc. - Delaware
Meenan Oil Co., L.P. - Delaware
Ohio Gas & Appliance Company - Ohio
Ortep of Pennsylvania, Inc. - Pennsylvania
Petro Holdings, Inc. - Minnesota
Petro Plumbing Corporation – New Jersey
Petro, Inc. - Delaware
Petroleum Heat and Power Co., Inc. - Minnesota
RegionOil Plumbing, Heating and Cooling Co., Inc. – New Jersey
Richland Partners, LLC - Pennsylvania
Star Gas Finance Company - Delaware
Star Gas Propane, L.P. - Delaware
Star/Petro, Inc. - Minnesota
Stellar Propane Service Corp. – New York
TG&E Service Company, Inc. - Florida
Total Gas & Electric, Inc. - Florida
Total Gas & Electricity (PA), Inc. - Florida
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Consent of Independent Auditors
 
The Partners of
Star Gas Partners, L.P.:
 
We consent to incorporation by reference in the registration statements No. 333-100976 on Form S-3, Nos. 333-49751 and 333-103873 on Form S-4 and Nos.
333-40138, 333-46714 and 333-53716 on Form S-8 of Star Gas Partners, L.P. of our report dated December 4, 2003, relating to the consolidated balance
sheets of Star Gas Partners, L.P. and Subsidiaries as of September 30, 2002 and 2003, and the related consolidated statements of operations, comprehensive
income (loss), partners’ capital and cash flows for each of the years in the three-year period ended September 30, 2003 and related financial statement
schedule, which report appears in the September 30, 2003 annual report on Form 10-K of Star Gas Partners, L.P. Our report refers to the adoption of Statement
of Financial Accounting Standards No. 142.
 
/s/ KPMG LLP
Stamford, Connecticut
December 22, 2003



Exhibit 31.1
 

CERTIFICATIONS
 
I, Irik P. Sevin, certify that:
 
 1. I have reviewed this annual report on Form 10-K of Star Gas Partners, L.P. and Star Gas Finance Company (“Registrants”);
 

 
2. Based on my knowledge, this annual 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 annual report;

 
 3. Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly present in all material

respects the financial condition, results of operations and cash flows of the registrants as of, and for, the periods presented in this annual report;
 
 4. The registrants’ other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in

Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrants and have:
 

 
(a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our

supervision, to ensure that material information relating to the registrants, including their consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this annual report is being prepared;

 

 
(b) evaluated the effectiveness of the registrants’ disclosure controls and procedures and presented in this annual 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

 

 
(c) disclosed in this annual report any change in the registrants’ internal control over financial reporting that occurred during the

registrants’ most recent fiscal quarter (the registrants’ fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrants’ internal control over financial reporting; and

 
 6. The registrants’ other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to

the registrants’ auditors and the audit committee of the registrants’ board of directors:
 
 (a) all significant deficiencies and material weaknesses the design or operation of internal control over financial reporting which are

reasonably likely to adversely affect the registrants’ 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 registrants’

internal control over financial reporting.
 
Date: December 22, 2003
 
/s/ Irik P. Sevin

Irik P. Sevin
Chief Executive Officer
Star Gas Partners, L.P.
Star Gas Finance Company
 



Exhibit 31.2
 

CERTIFICATIONS
 
I, Ami Trauber, certify that:
 
 1. I have reviewed this annual report on Form 10-K of Star Gas Partners, L.P. and Star Gas Finance Company (“Registrants”);
 

 
2. Based on my knowledge, this annual 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 annual report;

 
 3. Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly present in all material

respects the financial condition, results of operations and cash flows of the registrants as of, and for, the periods presented in this annual report;
 
 4. The registrants’ other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in

Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrants and have:
 

 
(a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our

supervision, to ensure that material information relating to the registrants, including their consolidated subsidiaries, is made
known to us by others within those entities, particularly during the period in which this annual report is being prepared;

 

 
(b) evaluated the effectiveness of the registrants’ disclosure controls and procedures and presented in this annual 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

 

 
(c) disclosed in this annual report any change in the registrants’ internal control over financial reporting that occurred during the

registrants’ most recent fiscal quarter (the registrants’ fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrants’ internal control over financial reporting; and

 
 5. The registrants’ other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to

the registrants’ auditors and the audit committee of the registrants’ board of directors:
 
 (c) all significant deficiencies and material weaknesses the design or operation of internal control over financial reporting which are

reasonably likely to adversely affect the registrants’ ability to record, process, summarize and report financial information and;
 
 (d) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrants’

internal control over financial reporting.
 
Date: December 22, 2003
 
/s/ Ami Trauber

Ami Trauber
Chief Financial Officer
Star Gas Partners, L.P.
Star Gas Finance Company



Exhibit 32.1
 

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350

AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

 
In connection with the Annual Report of Star Gas Partners, L.P. (the “Partnership”) and Star Gas Finance Company on Form 10-K for the year ended
September 30, 2003 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Irik P. Sevin, Chief Executive Officer of the
Partnership and Star Gas Finance Company, certify to my knowledge pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002, following due inquiry, I believe that:
 
 (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 and Star Gas Finance Company.
 
A signed original of this written statement required by Section 906 has been provided to Star Gas Partners, L.P. and will be retained by Star Gas Partners, L.P.
and furnished to the Securities and Exchange Commission or its staff upon request.
 
  STAR GAS PARTNERS, L.P.
  STAR GAS FINANCE COMPANY
  By: STAR GAS LLC (General Partner)

December 22, 2003
 

By:
 

        /s/ Irik P. Sevin

            Irik P. Sevin
            Chief Executive Officer
            Star Gas Partners, L.P.
            Star Gas Finance Company
 



Exhibit 32.2
 

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

 
In connection with the Annual Report of Star Gas Partners, L.P. (the “Partnership”) and Star Gas Finance Company on Form 10-K for the year ended
September 30, 2003 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Ami Trauber, Chief Financial Officer of the
Partnership and Star Gas Finance Company, certify to my knowledge pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002, following due inquiry, I believe that:
 
 (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 and Star Gas Finance Company.
 
A signed original of this written statement required by Section 906 has been provided to Star Gas Partners, L.P. and will be retained by Star Gas Partners, L.P.
and furnished to the Securities and Exchange Commission or its staff upon request.
 
  STAR GAS PARTNERS, L.P.
  STAR GAS FINANCE COMPANY
  By: STAR GAS LLC (General Partner)

December 22, 2003
 

By:
 

        /s/ Ami Trauber

            Ami Trauber
            Chief Financial Officer
            Star Gas Partners, L.P.
            Star Gas Finance Company
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