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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, 2001 had 23.4 million common limited partner units (NYSE: "SGU"
representing a 87.4% limited partner interest in Star Gas Partners) and 2.7
million senior subordinated units (NYSE: "SGH" representing a 10.1% limited
partner interest in Star Gas Partners) outstanding. Additional Partnership
interests include 0.3 million Jjunior subordinated units (representing a 1.3%
limited partner interest) and 0.3 million general partner units (representing a
1.2% general partner interest).

Operationally the Partnership is organized as follows:

Star Gas Propane, L.P., ("Star Gas Propane" or the "propane segment") is a
wholly owned subsidiary of Star Gas. Star Gas Propane markets and
distributes propane gas and related products to approximately 280,000
customers in the Midwest, Northeast, Florida and Georgia.

Petro Holdings, Inc. ("Petro" or the "heating oil segment"), is the
nation's largest distributor of home heating o0il and serves approximately
530,000 customers in the Northeast and Mid-Atlantic. Petro is an indirect
wholly owned subsidiary of Star Gas Propane, L.P.

Total Gas and Electric ("TG&E" or the "natural gas and electric reseller
segment") 1is an energy reseller that markets natural gas and electricity to
residential homeowners in deregulated energy markets in New York, New
Jersey, Florida, Maryland and the District of Columbia and serves
approximately 50,000 residential customers. TG&E is currently an 80% owned
subsidiary of Star Gas Partners.

Star Gas Partners ("Partners" or the "Public Master Limited Partnership")
includes the office of the Chief Executive Officer and in addition has the
responsibility for maintaining investor relations and investor reporting
for the Partnership.

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. In addition, sales volume typically fluctuates from year to year
in response to variations in weather, wholesale energy prices and other factors.

Propane
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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 112 branch
locations and 54 satellite storage facilities in the Midwest, Northeast, Florida
and Georgia. In addition to its retail business, the segment serves wholesale
customers from its underground cavern and storage facilities in Seymour,
Indiana. Based on sales dollars, approximately 90% of propane sales were to
retail customers and approximately 10% 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 is used primarily for space and water heating, clothes drying and
cooking. 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.

3

Propane is extracted from natural gas at processing plants or separated from
crude oil during the refining process. Propane 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. Propane is
clean-burning, producing negligible amounts of pollutants when consumed.
According to the American Petroleum Institute, the domestic retail market for
propane 1s approximately 9.4 billion gallons annually. As of 1997, propane
accounted for approximately 3.5% of household energy consumption in the United
States.

Home Heating 0Oil

Home heating oil customers are served from 35 branch locations in the Northeast
and Mid-Atlantic regions, from which the heating o0il segment 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 2001, the heating oil segment's sales were
comprised of approximately 79% from sales of home heating oil; 15% from the
installation and repair of heating and air conditioning equipment; and 6% from
the sale of other petroleum products, including diesel fuel and gasoline, to
commercial customers.

Home heating oil is a primary source of home heat in the Northeast. The region
accounts for approximately two-thirds of the demand for home heating oil in the
United States. During 1997, approximately 6.9 million homes, or approximately
36% of all homes in the Northeast, were heated by oil. 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. As a result, according to the most recent available data,
residential heating oil consumption in the Northeast has declined from
approximately 5.3 billion gallons in 1982 to 4.6 billion gallons in 1993.

Natural Gas and Electricity
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The Partnership is an independent reseller of natural gas and electricity to
households and small commercial customers in deregulated markets, through its
80% controlling interest in TG&E. 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 2001. Natural gas is
transported to the local utility, through purchased or assigned capacity on
pipelines. All of TG&E's electricity in fiscal 2001 was purchased from a major
New York State wholesaler 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 service charge to provide
certain customer related costs 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 all but two of the markets in which TG&E
operates, TG&E and local utility charges are itemized on one customer energy
bill generated by the utility. For the remaining markets, 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
0oil 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 costs through to customers, thus insulating
themselves from the volatility in wholesale heating o0il and propane prices.
However, during periods of sharp price fluctuations in supply costs,
distributors may be unable or unwilling to pass entire 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 our natural gas and electricity reselling segment, historically the
local utility provided its customers with all three aspects of electric and
natural gas service: generation, transmission and distribution of natural gas
and electricity. However, under deregulation, state Public Utility Commissions
throughout the country are licensing Energy Supply Companies ("ESCs"), such as
TG&E, to be approved as alternative suppliers of the commodity portion to
end-users. ESCs will provide the "generation" function, supplying electricity to
specific delivery points. ESCs are essentially the "manufacturers" of the
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electricity. ESCs 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 "transmission" and "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. ESCs 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 intends to pursue 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 customer growth and
retention, (iv) the continued enhancement in public awareness of the
Partnership's quality brands and (v) the sale of rationally related products.

In the Partnership's New York and Mid-Atlantic regions, the home heating oil

segment operates almost exclusively under the name of "Petro," rather than the
acquired brand names previously in use. The Partnership has been building the
"Petro" brand name by focusing on delivering premium service to its customers.

As the largest retail distributor of home heating oil and a leading retail
distributor of propane 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
0il segment is using communication and computer technology that is generally not
used by its competitors, which has allowed it to realize operating efficiencies.

Recent Acquisitions

In August 2001, the Partnership completed the purchase of Meenan 0il Co., Inc.,
believed to be the third largest home heating o0il dealer in the United States
for $131.8 million. During 2001, the Partnership also purchased twelve other
heating o0il dealers for $52.0 million. In addition, the Partnership also

acquired nine retail propane dealers for $60.8 million.
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Propane

Operations

Retaill propane operations are located in the following states:

Connecticut Illinois Kentucky
Stamford Scales Mound Dry Ridge
Hartford Glencoe
Indiana Prospect
Maine Batesville Shelbyville
Fairfield Bedford
Fryeburg Bluffton Michigan
Wells College Corner Big Rapids

Ohio (continu
Kenton
Lancaster
Lewisburg
Lynchburg
Macon

Maumee

Mt. Orab
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Windham Columbia City Charlotte
Decatur Chassell
Massachusetts Ferdinand Coleman
Belchertown Germfask Hillsdale
Rochdale Greencastle Kalamazoo
Westfield Jeffersonville Marquete
Swansea Lawrence Munising
Linton Owosso
New Hampshire Madison Somerset Center

(from Fryeburg, ME)

New Jersey

New Salisbury
N. Manchester
N. Webster

Vassar

Minnesota

Maple Shade Orland Minnesota City
Tuckahoe Portland
Remington Ohio
New York Richmond Bowling Green
Addison Rushville Cincinnati
Poughkeepsie Seymour Columbiana
Washingtonville Shirley Columbus
Bridgehampton Steffen Defiance
Sulphur Springs Deshler
Pennsylvania Versailles Dover
Hazleton Warren Hebron
Wellsboro Waterloo Ironton
Wind Gap Winamac Jamestown

Rhode Island
Davisville

In addition to selling propane, the segment also sells, installs and services
equipment related to propane distribution, including heating and cooking
appliances. At several Midwest locations bottled water is sold and water
conditioning equipment is either sold or leased. 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 550 bobtail and rack trucks. Propane is pumped
from a bobtail truck, which generally holds 2,000 to 3,000 gallons, into a
stationary 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.

Customers

Mt. Vernon
North Star
Ripley
Sabina

Waverly
West Union

West Virginia
(from Ironton

Wisconsin
Block River F
Blair
Caledonia
Chetek

Eau Claire
LaCrosse
Mauston
Minocqua
Mondoui

Owen

Prairie Du Ch
Richland Cenr
Shell Lake
Tomah
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During 2001, the propane segment grew its residential customer base by less than
0.5% through internal marketing. In addition, the propane segment completed nine
acquisitions with approximately 63,000 customers with annual volumes of 34.7
million gallons. Approximately 65% of the propane segment's retail sales are
made to residential customers and 35% of retail sales are made to commercial and
agricultural customers. Sales to residential customers in 2001 accounted for
approximately 71% of propane gross profit on propane sales, reflecting the
higher-margin nature of this segment of the market. In excess of 95% of the
retail 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. Based on industry
publications, the Partnership believes that the ten largest multi-state
marketers, including its propane segment, account for approximately 35% of the
total retail sales of propane in the United States, and that 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 retail distribution outlet 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
0oil 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 o0il 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
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installation of new equipment.

Home Heating 0Oil

Operations

The Partnership's heating oil segment serves approximately 530,000 customers in
the Northeast and Mid-Atlantic states. In addition to selling home heating oil,
the heating o0il 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, 2001, the total sales in the heating oil
segment were comprised of approximately 79% from sales of home heating oil; 15%
from the installation and repair of heating equipment; and 6% 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 one brand name, which it is building by
employing an upgraded, professionally trained and managed 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.

As a result of a major strategic study, in 1996 the heating oil segment began to
implement an operational restructuring program designed to take advantage of its
size within the home heating o0il industry. This program involves regionalization
of its home heating oil operations into three profit centers, which allows it to
operate more efficiently. In addition, this program enables the heating oil
segment to access developments in communication and computer technology that are
in use by other large distribution businesses, but are generally not used by
other retail heating oil companies. This program is designed to reduce operating
costs, improve customer service and establish a brand image among heating oil
consumers.

As part of the implementation of this operational restructuring program, in
April 1996 the heating o0il segment opened a regional customer service center on
Long Island, New York. This state-of-the-art facility currently conducts all
activities that interface with its approximately 125,000 Long Island and New
York City home heating oil customers, including sales, customer service, credit
and accounting. Since the establishment of this customer service center, eight
full-function branches were consolidated into four strategically located
delivery and service depots to serve the heating o0il segment's customers more
efficiently. Furthermore, in keeping with the focus of its operating strategy,
the heating oil segment has continued to reorganize select branch and corporate
responsibilities in order to eliminate redundant functions and regionalize
responsibilities where they can best serve customers and the home heating oil
business.

Customers

The heating o0il segment currently markets in the following states:

New York Massachusetts New Jersey
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Bronx, Queens and Kings Counties

Dutchess County

Staten Island

Eastern Long Island
Western Long Island
Westchester/Putnam Counties
Orange County

Connecticut
Bridgeport——-New Haven
Litchfield County
Fairfield County

Boston (Metropolitan)
Northeastern Massachusetts

(Centered in Lawrence)
Worcester

Pennsylvania
Allentown
Berks County

(Centered in Reading)
Bucks County

(Centered in Southampton)
Lebanon County

Camden

Lakewood

Newark (Metropolitan)
North Brunswick
Rockaway

Trenton

Rhode Island
Providence
Newport

Maryland/Virginia/D.C.
Arlington
Baltimore

(Centered in Palmyra) Washington, D.C. (Metrop

Philadelphia

During the twelve months ended September 30, 2001, approximately 86% of the
heating o0il segment's heating oil sales were made to homeowners, with the
remainder to industrial, commercial and institutional customers. In 2001, the
heating oil segment experienced net attrition of 0.7%, representing gains of
approximately 13.1% and losses of 13.8%. Net account growth for the heating oil
segment for fiscal 2000 was 1.3%. Attrition of existing customers had averaged
approximately 5% per year over the five years through 1999. Gross 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 and other incentives. 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 o0il 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 33% 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.

Approximately 39% of the heating oil sales are made to individual customers
under agreements pre-establishing a fixed or maximum price per gallon 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 segment
currently enters into derivative instruments (futures, options, collars and
swaps) covering 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 o0il was not purchased in advance

10
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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 may be
difficult for the heating oil segment to acquire new retail customers, other
than through acgquisitions. 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.

Natural Gas and Electricity

Operations

The Partnership's natural gas and electricity segment serves approximately
50,000 customers in four states and the District of Columbia. In 2001, the sales
were comprised of 81% from sales of approximately 66.5 million therms of natural
gas and 19% from sales of approximately 232 million kilowatts of electricity.

The initial business strategy of TG&E was to increase its market share in
deregulated natural gas and electricity. Its current business plan 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. As a result, TG&E
ceased serving approximately 25,000 customers who bought only electricity. TG&E
will continue to market the resale of electricity to existing natural gas
customers while continuing to look for future opportunities.

Customers

TG&E currently markets in the following states:

New York New Jersey Maryland

Buffalo Central New Jersey Baltimore

Orange County Southern New Jersey

Rockland County Washington, D.C.
Westchester County Florida ~ —mmmm—— e

New York City ———————

In 2001, approximately 98% of TG&E sales were made to households, with the

11
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remainder to industrial and commercial customers. New accounts are currently
obtained through the utilization of a third party telemarketing firm on a
commission basis. Approximately 55% 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 the local utility company. In many markets,
however, the utility prefers that 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. These companies generally do not have the
ability to offer equipment service and may be capital constrained.

10

Suppliers and Supply Arrangements

The propane segment obtains propane from over 20 sources, all of which are
domestic or Canadian companies, including BP Canada Energy Marketing Corp.,
Chevron-Texaco, Dynegy Inc., Ferrell North America, Gas Supply Resources, Inc.,
Kinetic Resources, U.S.A., Marathon 0il Company, Markwest Hydrocarbons,
ExxonMobil LPG, Sea-3 Inc., Shell Canada Limited, Sun Mid America Marketing &
Refining, Enterprise Products Partners, and Phillips. Supplies from these
sources have traditionally been readily available, although there is no
assurance that supplies of propane will continue to be readily available.

Substantially all of the propane supply for the Northeast retail operations 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. During 2001, none of the propane segment's Northeast suppliers
accounted for more than 10% of its Northeast volume. The propane segment
typically supplies its Midwest retail and wholesale operations by a combination
of: (1) spot purchases from suppliers at Mont Belvieu, Texas, that are
transported by pipeline to the propane segment's 21 million gallon underground
storage facility in Seymour, Indiana, and then delivered to the Midwest
branches; and (2) purchases from a number of Midwest refineries that are
transported by truck to the branches either directly or via the Seymour
facility. Most of the refinery and terminal purchases are purchased under market
based contracts. 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 Seymour facility allows the propane segment to buy and store large
quantities of propane during periods of low demand that generally occur during
the summer months. The Partnership believes that this ability allows it to
achieve cost savings to an extent generally not available to competitors in the
propane segment's Midwest markets and provides the Partnership with a security
of supply in times of high demand that is not available to the competition. The
Partnership believes that its diversification of suppliers will enable it to
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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 propane segment's Florida and Georgia operations are supplied by annual
contracts at market pricing. Suppliers there are the same as some of the above,
including Dynegy Inc., Sea-3 Inc. and Chevron-Texaco.

The financial hedging instruments of Star Gas Propane are limited to major
companies. One of the companies contracted to provide Star Gas Propane with
hedging instruments, Enron has filed for bankruptcy on December 2, 2001. Star
Gas has contracts with Enron to hedge 19.2 million gallons of propane purchases
through March, 2002. The market value of these contracts, on December 1, 2001,
would have resulted in Star Gas Propane owing Enron approximately $2.4 million.
The market price per gallon of propane would have to increase almost 73% or
20.6 (cent) per gallon in order for the company to be in a position of creditor
with Enron.

Heating 0Oil Segment

The heating oil segment obtains fuel o0il 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 substantially all 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; Citgo
Petroleum Corp.; Coastal New York; Equiva Trading Co., Global Companies, LLC;
Transmontaigne Product Services Inc.; Mieco, Inc.; Mobil 0il Corporation;
Northville Industries, Sprague Energy; Sun 0Oil Company; and Tosco Refining Co.
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 o0il 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.

11

Natural Gas and Electricity Operations

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 from a variety of different suppliers. The segment's current suppliers
are: Crown Energy Services, Inc., Duke Energy Trading & Marketing, Inc.,
Equitable Energy, LLC., Mirant Americas Energy Marketing, L.P., Sempra Energy
Trading Corp., Scana Energy Marketing, Inc., Sprague Energy Corp. and Texaco
Natural Gas, Inc. All of the segment's electricity requirements are currently
purchased at market from Niagara Mohawk Energy Marketing, Inc. and New York
Independent System Operator. During fiscal 2001, the majority of TG&E's electric
purchases were made under fixed price arrangements.

Employees

As of September 30, 2001, the propane segment had 915 full-time employees, of
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whom 63 were employed by the corporate office and 852 were located in branch
offices. Of these 852 branch employees, 286 were managerial and administrative;
393 were engaged in transportation and storage and 173 were engaged in field
servicing. Approximately 69 of the segment's employees are represented by six
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, 2001, the home heating oil segment had 3,155 employees, of
whom 879 were office, clerical and customer service personnel; 1,146 were
heating equipment repairmen; 472 were oil truck drivers and mechanics; 343 were
management and staff and 315 were employed in sales. In addition, approximately
350 seasonal employees are rehired annually to support the requirements of the
heating season. The heating oil segment has approximately 1,100 employees, which
are represented by 16 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, 2001, the TG&E segment had 49 employees, of whom 37 were
office, clerical and customer service personnel; 10 were management and staff
and 2 were employed in sales.

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. Propane is not a hazardous substance within the meaning of
CERCLA. However, certain automotive waste products generated by the
Partnership's fleet could subject the Partnership to liability under CERCLA.
These laws and regulations could result in civil or criminal penalties in cases
of non-compliance or impose liability for remediation costs. To date, the
Partnership has not been named as a party to any litigation in which it is
alleged to have violated or otherwise incurred liability under any of the above
laws and regulations.

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 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.
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For acquisitions that involve the purchase 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.

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, Connecticut, Florida, Pennsylvania and
the District of Columbia, which allow consumers to choose their electric and/or
gas supplier. TG&E is either licensed and/or registered to serve as an
alternative competitive supplier in each state. The incumbent utility continues
to serve as the transmission and distribution company, which delivers the
commodity, and in many instances continues to send customers the monthly bill
for the energy delivered. However, TG&E offers an alternative for 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 currently has been subject to investigations by the Attorneys General
of New York and New Jersey and an informal investigation by the Pennsylvania
Public Utility Commission into its practices for soliciting customers. Total Gas
& Electric has been in discussions with these agencies to resolve their
investigations, has settled the New Jersey investigation and anticipates that
the remaining investigations will be satisfactorily resolved. Total Gas &
Electric has adopted a comprehensive sales compliance program to comply with
applicable regulations.
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ITEM 2. PROPERTIES

Propane Segment

As of September 30, 2001, the propane segment owned 93 of its 112 branch
locations and 47 of its 54 satellite storage facilities and leased the balance.
In addition, it owns the Seymour facility, in which it stores propane for itself
and third parties. The propane segment's corporate headquarters are located in
Stamford, Connecticut and is leased.

The transportation of propane requires specialized equipment. The trucks used
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for this purpose carry specialized steel tanks that maintain the propane in a
liquefied state. As of September 30, 2001, Star Gas Propane had a fleet of 17
tractors, 28 transport trailers, 550 bobtail and rack trucks and 507 other
service and pick-up trucks, the majority of which are owned.

As of September 30, 2001, the propane segment owned 389 bulk storage tanks with
typical capacities of 12,000 to 35,000 gallons; approximately 280,000 stationary
customer storage tanks with typical capacities of 24 to 1,000 gallons; and
35,000 portable propane cylinders with typical capacities of 5 to 24 gallons.
The Partnership's obligations under its borrowings are secured by liens and
mortgages on all of its real and personal property.

Heating 0Oil Segment

The heating o0il segment provides services to its customers from 35
branches/depots and 31 satellites, 27 of which are owned and 39 of which are
leased, in 29 marketing areas in the Northeast and Mid-Atlantic Regions of the
United States. The heating oil's corporate headquarters is located in Stamford,
Connecticut and is leased. As of September 30, 2001, the heating oil segment had
a fleet of 1,239 truck and transport vehicles the majority of which are owned
and 1,444 services vans the majority of which are leased. The Partnership's
obligations under its borrowings are secured by liens and mortgages on all of
its real and personal property.

TG&E Segment

The natural gas and electric reseller segment provides services to its customers
from its Fort Lauderdale, Florida 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.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of the security holders of the Partnership
during the fourth quarter ended September 30, 2001.
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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 2000 and 2001 quarters indicated.

SGU - Common Unit Price Range

————————————————————————————— Distributions
High Low Declared Per Unit
Quarter Ended 2000 2001 2000 2001 2000 2001
December 31, $16.88 $17.81 $12.88 $15.50 $0.575 $0.575
March 31, $15.88 $19.00 $13.25 $16.94 $0.575 $0.575
June 30, $16.00 $21.68 $13.00 $18.70 $0.575 $0.575
September 30, $17.94 $21.45 $15.19 $18.20 $0.575 $0.575
SGH - Senior Subordinated Unit Price Range
————————————————————————————————————————————————— Distributions
High Low Declared Per Unit
Quarter Ended 2000 2001 2000 2001 2000 2001
December 31, $ 9.00 $ 9.13 $ 4.88 $ 8.00 - $0.250
March 31, $ 6.12 $17.10 $ 4.38 $ 9.19 - $0.575
June 30, $ 6.75 $18.85 $ 4.50 $16.85 - $0.575
September 30, $ 9.19 $22.50 $ 6.06 $19.25 $0.250 $0.575

As of September 30, 2001, there were approximately 755 holders of record of
common units, and approximately 111 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.

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
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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 all common units and any common unit arrearages 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.

The Selected Financial Data is derived from the financial information of the

Partnership and should be read in conjunction therewith.

(in thousands, except per unit data)

Statement of Operations Data:

Sales

Costs and expenses:
Cost of sales
Delivery and branch
General and administrative
TG&E customer acquisition
Unit compensation
Depreciation and amortization

Operating income (loss)
Interest expense, net
Amortization of debt issuance costs

Income (loss) before income taxes, minority interest and
cumulative effect of change in accounting principle
Minority interest in net loss of TG&E
Income tax expense (benefit)

Income (loss) before cumulative change in accounting
principle

Cumulative effect of change in accounting principle for
adoption of SFAS No. 133, net of income taxes

Net income (loss)

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

$ 135,159

72,211
36,427
7,113

Fiscal Year En

1998 1999

$ 111,685 $ 224,0
49,498 131,¢6
37,216 86,4
6,336 11,7
11,462 22,7
7,173 (28,5
7,927 15,4

176 3

(930 (44,3

25 (14,7

(955 (29,5

S (955 S (29,5
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Weighted average number of limited partner units 5,271

Per Unit Data:

Net income (loss) per unit/ (a)/ S 0.37 S
Cash distribution declared per common unit $ 2.20 S
Cash distribution declared per senior sub. unit $ - S
Balance Sheet Data (end of period):
Current assets $ 14,165 S
Total assets 147,469 1
Long-term debt 85,000 1
Partners' Capital 51,578
Summary Cash Flow Data:
Net Cash provided by operating activities $ 18,964 S
Net Cash used in investing activities (4,905) (
Net Cash provided by (used in) financing activities (14,276)
Other Data:
Earnings before interest, taxes, depreciation and
amortization, TG&E customer acquisition expense
and unit compensation expense, less net gain
(loss) on sales of fixed assets (EBITDA) before
the impact of SFAS No. 133/ (b)/ $ 19,703 $
Retail propane gallons sold 94,893
Heating o0il gallons sold -
16
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 is defined as operating income (loss) plus depreciation and
amortization, TG&E customer acquisition expense and unit compensation
expense, less net gain (loss) on sales of fixed assets before the impact

6,035

(0.16)
2.20

17,947
79,607
04,308
57,347

9,264
13,276)
4,238

18,906
98,870

of SFAS No. 133. EBITDA should not be considered as an alternative to net

income (as an indicator of operating performance) or as an alternative t
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

o

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:

1997 1998

Operating income (loss) S 9,166 $ 7,17
Plus:

Depreciation and amortization 10,242 11,46

3 $

2

11, 4
$ (2
$ 2
$
$ 86,8
539, 3
276, 6
150, 1
$ 10,7
(2,9
(4,4
S (5,7
99, 4
74,0
1999
(28,548)
22,713
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TG&E customer acquisition expense - - -
Unit compensation expense - - -
Net (gain) loss on sales of fixed assets 295 271 83
Impact of SFAS No. 133 - - -

EBITDA $ 19,703 $ 18,906 $ (5,752

(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 expected 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.
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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" within the meaning of Section
27A of the Securities Act and Section 21E of the Exchange Act 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 o0il, propane, natural gas and electricity and the ability of the
Partnership to obtain new accounts and retain existing accounts. 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 Petro acquisition was made on March 26, 1999. Accordingly, the results of
operations for the year ended September 30, 1999 only include Petro's results
from March 26, 1999. Since Petro was acquired after the heating season, the
results for the year ended September 30, 1999 include expected third and fourth
fiscal quarters losses but do not include the profits from the heating season.
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The Total Gas and Electric (TG&E) acquisition was made on April 7, 2000.
Accordingly, the results of operations for the year ended September 30, 2001
include TG&E's results for the entire period whereas the results for the
previous corresponding fiscal year only include TG&E's results of operations for
only approximately six months.

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 Partnership adopted SFAS No. 133 on October 1, 2000 and has since recorded
its derivatives at fair market value. As a result, net income for 2001 was $4.7
million less than what it would have been had the Standard not been adopted. The
$4.7 million is comprised of $6.2 million additional cost of goods sold offset
by $1.5 million of net income attributable to the cumulative effect of change in
accounting principle. The effect of the Standard has no impact in how the
Partnership evaluates its ability to make the minimum quarterly distribution.

18

FISCAL YEAR ENDED SEPTEMBER 30, 2001
COMPARED TO FISCAL YEAR ENDED SEPTEMBER 30, 2000

Volume

For fiscal 2001, retail volume of home heating oil and propane increased 111.0
million gallons, or 24.5%, to 564.2 million gallons, as compared to 453.2
million gallons for the fiscal 2000. This increase was due to an additional 81.5
million gallons provided by the heating oil segment and a 29.5 million gallon
increase in the propane segment. Volume increased in the heating oil and propane
segments largely due to the impact of colder temperatures and as a result of
additional volume provided by acquisitions. The propane segment estimates that
its volume was adversely impacted by approximately 7.5 million gallons due to
consumer conservation. Temperatures in the Partnership's areas of operations
were an average of 12.0% colder than in the prior year and approximately 2%
colder than normal.

Sales

For fiscal 2001, sales increased $341.3 million, or 45.8%, to $1.1 billion, as
compared to $744.7 million for fiscal 2000. This increase was attributable to
$197.1 million provided by the home heating oil segment, a $76.2 million
increase in the propane segment and by a $68.1 million of increased TG&E sales.
Sales rose in both the heating oil and propane segments due to increased retail
volume and to a lesser extent from increased selling prices. Selling prices
increased versus the prior year's comparable period in response to higher supply
costs. Sales also increased in the heating oil division by $22.7 million and by
$7.1 million in the propane division due to increases in the sales of rationally
related products including heating, air conditioning and water softening
equipment installation and service.

Cost of Sales
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For fiscal 2001, cost of product increased $269.7 million, or 53.8%, to $771.3
million, as compared to $501.6 million for fiscal 2001. This increase was due to
$160.5 million of additional cost of product at the home heating segment, $61.3
million of increased TG&E cost of product and a $47.9 million increase in the
propane segment. The cost of product for both the heating oil and propane
segments increased due to the impact of higher retail volumes sales and as a
result of higher supply cost. In addition, cost of product increased by $6.2
million due to the impact of SFAS No. 133 on 2001 results. While both selling
prices and supply cost increased on a per gallon basis, the increase in selling
prices was greater than the increase in supply costs (excluding the impact of
SFAS #133), which resulted in an increase in per gallon margins. Cost of sales
for both the heating o0il and propane segments also increased due to additional
sales of rationally related products and as a result of additional service cost
due to the colder temperatures.

Delivery and Branch Expenses

For fiscal 2001, delivery and branch expenses increased $43.2 million, or 27.5%,
to $200.1 million, as compared to $156.9 million for fiscal 2000. This increase
was due to an additional $30.1 million of delivery and branch expenses at the
heating o0il segment, and a $13.0 million increase in delivery and branch
expenses for the propane segment. Delivery and branch expenses increased both at
the heating oil and propane segments due to additional operating cost associated
with higher retail volume sales, inflation and for additional operating cost of
acquired companies.

Depreciation and Amortization

For fiscal 2001, depreciation and amortization expenses increased $9.7 million,
or 27.9%, to $44.4 million, as compared to $34.7 million for fiscal 2000. This
increase was primarily due to additional depreciation and amortization for
heating o0il and propane acquisitions and $1.5 million of increased depreciation
and amortization expenses for TG&E.

General and Administrative Expenses

For fiscal 2001, general and administrative expenses increased $15.9 million, or
80.0%, to $35.8 million, as compared to $19.9 million for fiscal 2000. This
increase was primarily due to $10.7 million of additional TG&E general and
administrative expenses and a $3.3 million increase in general and
administrative expenses at the Partnership level. The Partnership level increase
was primarily due to an accrual for compensation earned for unit appreciation
rights previously granted and for professional fees incurred for the recruitment
of certain executive positions. General and administrative expenses increased
$1.9 million in total for the heating o0il and propane segments due to increased
incentive compensation and for acquisition related expenditures.

19

The $10.7 million increase in expenses at TG&E was largely due to a $6.4 million
provision to increase its allowance for bad debts (representing a $6.0 million
increase over the prior year provision), $2.4 million of start up and
organizational expenses and inclusion of a full year of general and
administration expense. Since its acquisition, TG&E has struggled with customer
credit deficiencies and problems collecting its receivables. TG&E currently has
more than 50,000 terminated customers who collectively owe $15.5 million,
virtually all of which is greater than 90 days old. This balance includes $5.3
million of accounts receivable that predated TG&E's acquisition by the
Partnership. These pre-—-acquisition receivables were assigned no value and are
not reflected on TG&E's books. Consequently, the gross amount of receivables
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from terminated accounts on the Company's books before bad debt reserves
currently approximates $10 million.

The Partnership has recently allocated substantial resources to a collection
effort targeting these terminated accounts. Based on a sample group of accounts'
preliminary collection results, the Partnership added $5.7 million to TG&E's bad
debt provision for the year ended September 30, 2001. This brought the total bad
debt reserve on terminated accounts to $6.0 million. Consequently, out of the
roughly $15 million owed TG&E by terminated accounts, all but $4 million has
been reserved. In addition, TG&E provided a $0.7 million bad debt provision
against its active accounts receivable for the year ended September 30, 2001
bringing the total allowances to $0.9 million for active accounts at that time.

In the course of 2001, TG&E has instituted entirely new credit policies
including a detailed procedure to approve new accounts. Simultaneously, new
information systems have been purchased and adopted to TG&E's needs. The new
systems are currently being implemented at TG&E. As a result, TG&E believes its
delinquency levels and bad debt experience will improve. Once the system
enhancements are fully in place and all of TG&E's customers have gone through
the new credit approval procedures, bad debt losses should approximate the
experience of the Partnership's other two operating segments.

TG&E incurred approximately $2.4 million of start up and organizational expenses
involving compliance, legal and data processing costs, which were included in
general and administrative expenses in 2001.

TG&E Customer Acquisition Expense

For fiscal 2001, TG&E customer acquisition expense decreased $0.2 million, or
10.3%, to $1.9 million, as compared to $2.1 million for fiscal 2000. This TG&E
segment expense is for the cost of acquiring new accounts through the services
of a third party direct marketing company.

Unit Compensation Expense

For fiscal 2001, unit compensation expense increased $2.7 million, or 410.8%, to
$3.3 million, as compared to $0.6 million for fiscal 2000. These expenses were
incurred under the Partnership's Unit Incentive Plan whereby certain employees
and outside directors were granted senior subordinated units as an incentive for
increased efforts during employment and as an inducement to remain in the
service of the Partnership. The increase in fiscal 2001 resulted from the
increased market price of the Subordinated Units, which was the basis for
calculating unit compensation expense as well as for additional units that
vested during fiscal 2001.

Interest Expense, net

For fiscal 2001, net interest expense increased $6.9 million, or 25.9%, to $33.7
million, as compared to $26.8 million for fiscal 2000. This increase was due to
additional interest expense for higher working capital borrowings necessitated
by the higher cost of product and additional interest expense for the financing
of propane and heating oil acquisitions.

Income Tax Expense

For fiscal 2001, income tax expense increased $1.0 million, or 204.5%, to $1.5
million, as compared to $0.5 million for fiscal 2000. This increase was due to
additional state income taxes for certain higher pretax earnings achieved for

fiscal 2001.

Cumulative Effect of Adoption of Accounting Principle
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For fiscal 2001, the Partnership recorded a $1.5 million increase in net income
arising from the adoption of SFAS No. 133.
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Net Income (loss)

For fiscal 2001, net income decreased $6.6 million to a loss of $5.2 million, as
compared to net income of $1.4 million for fiscal 2000. The decrease was due to
a $9.6 million increase in net income at the propane segment offset by $3.6
million of less income at the heating oil segment, $8.2 million of additional
net loss for TG&E and a $4.5 million additional net loss at the Partnership
level, largely the result of the increase in unit compensation expense recorded
at the Partnership level. The increase in net income for the propane segment was
largely due to colder weather and as a result of acquisitions. The decrease in
net income for the heating oil segment was largely due to the timing of when
acquisitions were completed.

FEarnings before interest, taxes, depreciation and amortization, TG&E customer
acquisition expense and unit compensation expense, less net gain (loss) on sales
of equipment (EBITDA)

For the fiscal 2001, earnings before interest, taxes, depreciation and
amortization, TG&E customer acquisition expense and unit compensation expense,
less net gain (loss) on sales of assets (EBITDA) increased $18.8 million, or
28.4%, to $85.0 million as compared to $66.2 million, for fiscal 2000. This
increase was due to a $14.9 million increase in the propane segment EBITDA,
$11.3 million of additional EBITDA generated by the heating oil segment
partially offset by $3.3 million of additional expenses at the Partnership level
and by $4.1 million of lower TG&E EBITDA. The increase in the heating oil and
propane segments was largely due to additional EBITDA provided by the impact of
colder temperatures and acquisitions. 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.

FISCAL YEAR ENDED SEPTEMBER 30, 2000
COMPARED TO FISCAL YEAR ENDED SEPTEMBER 30, 1999

Volume

For fiscal 2000, retail volume of propane and heating oil increased 279.7
million gallons, or 161.2%, to 453.2 million gallons, as compared to 173.5
million gallons for fiscal 1999. This increase was due to 271.6 million gallons
of additional volume provided by the heating oil segment and a 8.1 million
gallon increase in the propane segment. While retail propane volume was
favorably impacted by acquisitions and internal growth, a 2.5 million gallon
reduction in agriculture sales and slightly warmer temperatures negatively
impacted volumes. The abnormal weather conditions during the first fiscal
quarter resulted in a very dry fall harvest, which significantly reduced propane
demand for crop drying. In the Partnership's propane operating areas,
temperatures for fiscal 2000 were 0.6% warmer than in the prior year's
comparable period and 11.4% warmer than normal.

Sales

For fiscal 2000, sales increased $520.7 million, or 232.2%, to $744.7 million,
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as compared to $224.0 million for fiscal 1999. This increase was attributable to
$454.5 million additional sales provided by the heating oil segment, $23.6
million of TG&E sales and a $42.6 million increase in propane sales. Propane
sales increased due to higher selling prices in response to higher propane
supply costs and from the increased retail volume. Sales in the propane division
also rose by $2.6 million due to an increased focus on the sales of rationally
related products.

Cost of Sales

For fiscal 2000, cost of product increased $369.9 million, or 281.0%, to $501.6
million, as compared to $131.6 million for fiscal 1999. This increase was due to
$247.0 million of additional costs attributable to the heating oil cost of
product, $22.0 million of TG&E cost of product and for higher propane supply
cost of $34.7 million. While both propane selling prices and propane supply
costs increased on a per gallon basis, the increase in selling prices was more
than the increase in supply costs, which resulted in an increase in per gallon
margins. Cost of sales also increased due to the inclusion of $66.2 million of
additional costs relating to the heating o0il segment's cost of installation and
service.
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Delivery and Branch Expenses

For fiscal 2000, delivery and branch expenses increased $70.4 million, or 81.4%,
to $156.9 million, as compared to $86.5 million for fiscal 1999. This increase
was due to $67.4 million of additional heating oil operating costs and $3.0
million of additional operating costs for the propane segment. The increase for
the propane segment was due to additional cost of acquired propane companies and
expenses related to the propane segment's tank set program, which has increased
same store residential volume by approximately 2%.

Depreciation and Amortization

For fiscal 2000, depreciation and amortization expenses increased $12.0 million,
or 52.8%, to $34.7 million, as compared to $22.7 million for fiscal 1999. This
increase was primarily due to $11.8 million of additional heating oil segment
depreciation and amortization.

General and Administrative Expenses

For fiscal 2000, general and administrative expenses increased $8.1 million, or
69.5%, to $19.9 million, as compared to $11.7 million for fiscal 1999. This
increase was due to the inclusion of an additional $4.3 million of general and
administrative expenses for the heating oil segment, $2.0 million of TG&E
general and administrative expenses, a $1.1 million increase in general and
administrative expenses at the Partnership level and a $0.7 million increase for
the propane segment. The increase in expenses at the Partnership level was
primarily due to a full year inclusion of expenses for the office of the chief
executive officer. The $0.7 million increase in general and administrative
expenses at the propane segment was largely due to an increase in acquisition
travel related expenditures as well as for normal inflationary increases.

TG&E Customer Acquisition Expense

For fiscal 2000, TG&E customer acquisition expense was $2.1 million. This TG&E
segment expense is for the cost of acquiring new accounts through the services
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of a third party direct marketing company. Since its acquisition, TG&E added
approximately 50,000 new customers.

Unit Compensation Expense

For fiscal 2000, unit compensation expense was $0.6 million. This expense was
incurred under the Employee Unit Incentive Plans whereby certain employees and
directors were granted senior subordinated units as incentive for increased
efforts during employment and as an inducement to remain in the service of the
Partnership.

Interest Expense, net

For fiscal 2000, net interest expense increased $11.3 million, or 73.5%, to
$26.8 million, as compared to $15.4 million for fiscal 1999. This change was
primarily due to $9.9 million of additional interest expense at the heating oil
segment, $0.6 million of net interest expense for TG&E and additional interest
expense for the financing of the propane acquisitions.

Income Tax Expense (Benefit)

For fiscal 2000, income tax expense increased $15.3 million to $0.5 million, as
compared to an income tax benefit of $14.8 million for fiscal 1999. The change
was primarily due to $12.0 million of deferred tax benefits for the heating oil
segment and $2.9 million of deferred tax benefits at the propane segment level
for fiscal 1999. These tax benefits resulted from the deferred tax assets
generated by operating losses incurred in fiscal 1999 by the heating oil segment
and by losses incurred by a certain propane company subsidiary.
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Net Income (Loss)

For fiscal 2000, net income increased $31.0 million, to $1.4 million, as
compared to a net loss of $29.6 million for fiscal 1999. Additional net income
provided by the heating oil segment was $35.4 million, TG&E incurred a $3.3
million net loss for the period, while a $1.2 million larger loss was incurred
at the partnership level for the full year inclusion of cost as previously
mentioned. The $0.2 million increase in net income for the propane segment was
due to the segment's acquisition program, internal growth and a per gallon
improvement in gross profit margins, offset by the reduction in deferred income
tax benefit.

FEarnings before interest, taxes, depreciation and amortization, TG&E customer
acquisition expense and unit compensation expense, less net gain (loss) on sales
of equipment (EBITDA)

FEarnings before interest, taxes, depreciation and amortization, TG&E customer
acquisition expense and unit compensation expense, less net gain (loss) on sales
of equipment (EBITDA) increased $72.0 million, to $66.2 million for fiscal 2000,
as compared to a negative EBITDA of $5.8 million for the prior fiscal year. This
increase was due to $69.6 million of additional EBITDA generated by the heating
0il segment, a $3.9 million increase in the propane segment, a $1.1 million
decrease in the EBITDA generated at the partnership level and $0.5 million of
negative EBITDA for TG&E. The increase in the propane segment was due to
additional EBITDA provided by propane acquisitions, propane internal growth and
higher per gallon propane gross profit margins. 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
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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.

Liquidity and Capital Resources

During the year ended September 30, 2001, the Partnership sold 7.3 million
common units, the net proceeds of which, was $123.8 million. These funds
combined with net cash provided by operating activities of $63.1 million, $175.9
million of long-term debt borrowings ($143.0 million of senior secured notes
issued by the heating oil segment, $29.5 million of senior notes issued by the
propane segment and $3.4 million of acquisition related notes) and $0.6 million
in proceeds from the sale of fixed assets amounted to $363.4 million. Such funds
were used for acquisitions of $239.0 million, distributions of $50.6 million,
debt repayment of $9.0 million and net working capital and acquisition facility
repayment of $35.4 million, capital expenditures of $17.7 million and other
financing activities of $5.4 million. As a result of the above activity, cash
increased by $6.3 million to $17.2 million.

The $143.0 million of senior secured notes mentioned above represent two
separate issuances of notes by the heating oil segment. The first was a $40.0
million series of notes issued to three institutional lenders to refinance $40.0
million of indebtedness incurred under its bank acquisition facility. The senior
notes bear interest at the rate of 8.96% per year and have an average life of
five and three-quarter years with a final maturity date of November 1, 2010. The
second was a $103.0 million series of notes issued to institutional lenders to
complete a refinancing of $36.0 million of indebtedness incurred under its bank
acquisition facility with the remaining proceeds of $67.0 million used to
partially fund the Meenan acquisition. The Senior Notes bear interest at the
rate of 8.25% and have an average life of seven years with a final maturity of
August 1, 2013.

The $29.5 million of senior notes mentioned above were issued to several
institutional lenders by the propane segment to complete a refinancing of $25.0
million of indebtedness incurred under its bank acquisition facility. The
balance of the proceeds, $4.5 million, were used to fund acquisition activity
and to refinance maturities of senior notes. The senior notes bear interest at
the rate of 7.89% per year and have an average life of nine years with a final
maturity date of April 1, 2011.

For fiscal 2002, the Partnership anticipates paying interest of approximately
$43.0 million and anticipates growth and maintenance capital additions of
approximately $15 million. In addition, the Partnership plans to pay
distributions on its units in accordance with the partnership agreement. The
Partnership also plans to pursue strategic acquisitions as part of its business
strategy and to prudently fund such acquisitions through a combination of debt
and equity. Based on its current cash position, bank credit availability and net
cash from operating activities, the Partnership expects to be able to meet all
of its obligations for fiscal 2002.
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Accounting Principles Not Yet Adopted

In July 2001, the FASB issued Statement No. 141, "Business Combinations" and
Statement No. 142, "Goodwill and Other Intangible Assets". Statement No. 141
requires that the purchase method of accounting be used for all business
combinations initiated after June 30, 2001 as well as for all purchase method
business combinations completed after June 30, 2001. Statement No. 141 also
specifies criteria that intangible assets acquired in a purchase method business
combination must meet to be recognized and reported apart from goodwill.
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Statement No. 142 will require 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 Statement No.
142. Statement No. 142 will also require that 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. 121, "Accounting for the Impairment of Long-Lived Assets and for Long-Lived
Assets to Be Disposed Of".

The Partnership adopted the provisions of Statement No. 141 effective July 1,
2001 and Statement No. 142 is required to be adopted effective October 1, 2002.
Furthermore, any goodwill and any intangible asset determined to have an
indefinite useful life that are acquired in a purchase business combination
completed after June 30, 2001 will not be amortized, but will continue to be
evaluated for impairment in accordance with the appropriate pre-Statement No.
142 accounting literature. Goodwill and intangible assets acquired in business
combinations completed before July 1, 2001 will continue to be amortized prior
to the adoption of Statement No. 142.

Statement No. 141 will require upon adoption of Statement No. 142, that the
Partnership evaluate its existing intangible assets and goodwill that were
acquired in a prior purchase business combination, and to make any necessary
reclassifications in order to conform with the new criteria in Statement No. 141
for recognition apart from goodwill. Upon adoption of Statement No. 142, the
Partnership will be required to reassess the useful lives and residual values of
all intangible assets acquired in purchase business combinations, and make any
necessary amortization period adjustments by the end of the first interim period
after adoption. In addition, to the extent an intangible asset is identified as
having an indefinite useful life, the Partnership will be required to test the
intangible asset for impairment in accordance with the provisions of Statement
No. 142 within the first interim period. Any impairment loss will be measured as
of the date of adoption and recognized as the cumulative effect of change in
accounting principle in the first interim period.

In connection with the transitional goodwill impairment evaluation, Statement
No. 142 will require the Partnership to perform an assessment of whether there
is an indication that goodwill is impaired as of the date of adoption. To
accomplish this the Partnership must identify its reporting units and determine
the carrying value of each reporting unit by assigning the assets and
liabilities, including the existing goodwill and intangible assets, to those
reporting units as of the date of adoption. The Partnership will then have up to
six months from the date of adoption to determine the fair value of each
reporting unit and compare it to the reporting unit's carrying amount. To the
extent a reporting unit's carrying amount exceeds its fair value, an indication
exists that the reporting unit's goodwill may be impaired and the Partnership
must perform the second step of the transitional impairment test. In the second
step, the Partnership must compare the implied fair value of the reporting
unit's goodwill, determined by allocating the reporting unit's fair value to all
of its assets (recognized and unrecognized) and liabilities in a manner similar
to a purchase price allocation in accordance with Statement No. 141, to its
carrying amount, both of which would be measured as of the date of adoption.
This second step is required to be completed as soon as possible, but no later
than the end of the year of adoption. Any transitional impairment loss will be
recognized as the cumulative effect of a change in accounting principle in the
Partnership's statement of operations.

As of September 30, 2001, the Partnership had unamortized goodwill in the amount
of $263.3 million. The Partnership also had $207.4 million of unamortized
identifiable intangible assets, of which $201.2 will be subject to the
transition provisions of SFAS No. 141 and No. 142. Amortization expense related
to goodwill was $7.4 million and $7.9 million for the years ended September 30,
2000 and 2001, respectively. Because of the extensive effort needed to comply
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with adopting Statements No. 141 and No. 142, it is not practicable to
reasonably estimate the impact of adopting these Statements on the Partnership's
financial statements at the date of this report, including whether any
transitional impairment losses will be required to be recognized as the
cumulative effect of change in accounting principle.
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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, 2001, the Partnership had outstanding borrowings of
approximately $31.9 million under its Bank Credit Facilities