Edgar Filing: WORLD FUEL SERVICES CORP - Form 10-Q

WORLD FUEL SERVICES CORP
Form 10-Q

August 07, 2008
Table of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, DC 20549

FORM 10-Q

(Mark One)

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
FOR THE QUARTERLY PERIOD ENDED JUNE 30, 2008

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
FOR THE TRANSITION PERIOD FROM TO

COMMISSION FILE NUMBER 1-9533

WORLD FUEL SERVICES CORPORATION

(Exact name of registrant as specified in its charter)
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Florida 59-2459427
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)

9800 N.W. 41% Street, Suite 400

Miami, Florida 33178
(Address of Principal Executive Offices) (Zip Code)
Registrant s Telephone Number, including area code: (305) 428-8000

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See definition of large accelerated filer , accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act. Large
accelerated filer x Accelerated filer © Non-accelerated filer © Smaller reporting company

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes © No x

The registrant had a total of 29,259,000 shares of common stock, par value $0.01 per share, issued and outstanding as of August 6, 2008.
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PartI Financial Information

General

The following unaudited consolidated financial statements and notes thereto of World Fuel Services Corporation and subsidiaries have been

prepared in accordance with the instructions to Quarterly Reports on Form 10-Q and, therefore, omit or condense certain footnotes and other

information normally included in financial statements prepared in accordance with accounting principles generally accepted in the United States.

In the opinion of management, all adjustments necessary for a fair presentation of the financial information, which are of a normal and recurring

nature, have been made for the interim periods reported. Results of operations for the three and six months ended June 30, 2008 are not

necessarily indicative of the results for the entire fiscal year. The unaudited consolidated financial statements and notes thereto included in this

Form 10-Q for the quarterly period ended June 30, 2008 ( 10-Q Report ) should be read in conjunction with the audited consolidated financial

statements and notes thereto included in our Annual Report on Form 10-K for the fiscal year ended December 31, 2007 ( 2007 10-K Report ).

World Fuel Services Corporation ( World Fuel orthe Company ) and subsidiaries are collectively referred to in this 10-Q Report as we, our and
us.
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Item 1. Financial Statements

Assets:

Current assets:

Cash and cash equivalents

Restricted cash

Short-term investments

Accounts receivable, net

Inventories

Short-term derivative instruments
Prepaid expenses and other current assets

Total current assets

Property and equipment, net
Goodwill

Identifiable intangible assets, net
Long-term derivative instruments
Other assets

Total assets

Liabilities:

Current liabilities:

Short-term debt

Accounts payable

Short-term derivative instruments
Customer deposits

World Fuel Services Corporation and Subsidiaries
Consolidated Balance Sheets

(Unaudited - In thousands, except share and par value data)

Accrued expenses and other current liabilities

Total current liabilities

Long-term debt
Non-current income tax payable
Long-term derivative instruments

Deferred compensation and other long-term liabilities

Total liabilities

Commitments and contingencies

Shareholders equity:

Preferred stock, $1.00 par value; 100,000 shares authorized, none issued

Common stock, $0.01 par value; 50,000,000 shares authorized, 29,157,000 shares and 28,579,000 shares issued

and outstanding at June 30, 2008 and December 31, 2007, respectively

Capital in excess of par value
Retained earnings

Table of Contents

As of
June 30, December 31,
2008 2007

$ 54729 $ 36,151

10,000

8,100 8,100
1,858,732 1,370,656
134,785 103,029
179,168 86,531
85,590 50,841
2,321,104 1,665,308
37,917 36,870
118,545 52,104
63,030 26,478
21,697 7,108
14,359 10,178

$2,576,652 $ 1,798,046

$ 4788 $ 53
1,439,053 1,066,971
172,477 88,302
69,938 38,452
48,765 37,333
1,735,021 1,231,111
246,189 45,191
29,180 25,791
21,642 7,115
4,321 4,961
2,036,353 1,314,169
292 286
199,602 179,799
340,405 303,757
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Accumulated other comprehensive income 35
Total shareholders equity 540,299 483,877
Total liabilities and shareholders equity $2,576,652 $ 1,798,046

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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World Fuel Services Corporation and Subsidiaries

Consolidated Statements of Income

(Unaudited - In thousands, except per share data)

Revenue
Cost of revenue

Gross profit
Operating expenses:
Compensation and employee benefits

Provision for bad debt
General and administrative

Income from operations

Other (expense) income, net:
Interest (expense) income, net
Other, net

Income before income taxes
Provision for income taxes

Minority interest in income of consolidated subsidiaries
Net income

Basic earnings per share

Basic weighted average shares

Diluted earnings per share

Diluted weighted average shares

For the Three Months
ended June 30,
2008 2007
$5,651,118 $ 3,273,359
5,556,796 3,215,371
94,322 57,988
35,380 21,843
8,147 (313)
20,973 14,392
64,500 35,922
29,822 22,066
(2,507) 1,171
(237) 381
(2,744) 1,552
27,078 23,618
6,502 6,506
20,576 17,112
28 124
$ 20,548 $ 16,988
$ 072 $ 0.61
28,551 28,061
$ 0.71 $ 0.58
28,931 29,103

For the Six Months
ended June 30,
2008 2007
$10,142,604 $5,975,568
9,974,473 5,866,412
168,131 109,156
64,878 44,528
10,057 (700)
41,053 26,311
115,988 70,139
52,143 39,017
(3,861) 2,044
(1,107) 281
(4,968) 2,325
47,175 41,342
10,704 9,345
36,471 31,997
170 180
$ 36,301 $ 31,817
$ 1.28 $ 1.14
28,420 28,028
$ 126 $ 1.09
28,857 29,107

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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World Fuel Services Corporation and Subsidiaries
Consolidated Statements of Cash Flows

(Unaudited - In thousands, except share data)

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:
Provision for bad debt

Depreciation and amortization

Deferred income tax benefit

Share-based payment compensation costs for employees and non-employee directors
Unrealized (gains) losses from derivatives and related hedged items, net

Other non-cash operating charges (credits)

Changes in assets and liabilities, net of acquisitions:

Assets:

Accounts receivable

Inventories

Short-term derivative instruments

Prepaid expenses and other current assets

Long-term derivative instruments

Non-current income tax receivable and other assets

Liabilities:

Accounts payable

Short-term derivative instruments

Customer deposits

Accrued expenses and other current liabilities

Long-term derivative instruments

Non-current income tax payable, deferred compensation, and other long-term liabilities

Total adjustments
Net cash (used in) provided by operating activities

Cash flows from investing activities:

Capital expenditures

Purchase of short-term investments

Proceeds from the sale of short-term investments
Acquisition of business, net of cash acquired

Net cash (used in) provided by investing activities

Cash flows from financing activities:

Dividends paid on common stock

Minority interest distribution

Borrowings under senior revolving credit facility
Repayments under senior revolving credit facility
Proceeds from exercise of stock options

Purchases of stock tendered by employees to satisfy the required withholding taxes related to share-based

awards
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For the Six Months ended June 30,

2008

$ 36,301

10,057
5,898
(6,132)
3,885
(3,552)

230

(469,353)
(29,395)
(86,600)
(31,784)
(14,093)

(1,188)

358,862
83,135
30,945

7,332
14,527
2,330

(124,896)

(88,595)

(5,413)

(93,366)

(98,779)

(2,150)

(147)
1,379,000

(1,187,000)
1,847

(387)

2007

31,817

(700)
2,762
(1,417)
3,657
41
(187)

(144,519)
(10,148)
(7,037)
(14,488)
(1,389)
166,138
9,660
20,829
(14,014)

295

9,483

41,300

(7.130)
(20,060)
32,560

5,370

(2,126)
(426)

626

(939)
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Federal and state tax benefits resulting from tax deductions in excess of the compensation cost recognized

for share-based awards 4,695
Restricted cash 10,000
Other 94
Net cash provided by (used in) financing activities 205,952
Net increase in cash and cash equivalents 18,578
Cash and cash equivalents, at beginning of period 36,151
Cash and cash equivalents, at end of period $ 54,729

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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(10,000)
287

(12,578)

34,092
176,495

$ 210,587
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World Fuel Services Corporation and Subsidiaries
Consolidated Statements of Cash Flows (Continued)

(Unaudited - In thousands, except share data)

Supplemental Schedule of Noncash Investing and Financing Activities:
Cash dividends declared, but not yet paid, were $1.1 million at June 30, 2008 and 2007, and were paid in July 2008 and 2007.

We had capital expenditures of $1.4 million for the six months ended June 30, 2007, which were included in accrued expenses and other current
liabilities.

In connection with the indemnification related to the uncollected accounts receivable of Kropp Holdings, Inc., we recorded a reduction in
accounts receivable and the principal amount of the promissory note payable of $0.4 million (see Note 1). In addition, we recorded a decrease in
the fair value of our acquired accounts receivable with a related increase in goodwill of $0.2 million.

In June 2008, we issued a promissory note of $14.0 million and 410,088 shares of our common stock with an estimated fair value of $9.9 million
in connection with our acquisition of certain assets of Texor Petroleum Company, Inc.

The accompanying notes are an integral part of these unaudited consolidated financial statements.
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World Fuel Services Corporation and Subsidiaries
Notes to the Consolidated Financial Statements

(Unaudited)

1.  Recent Acquisitions and Significant Accounting Policies
Recent Acquisitions

2008 Acquisition

In June 2008, we completed the acquisition of certain assets of Texor Petroleum Company, Inc., including the assets comprising its wholesale
motor fuel distribution business and the trade name Texor Petroleum (collectively, the Texor business ). In connection with the acquisition, we
also acquired the rights to operate eight retail gasoline stations. The financial position and results of operations of the Texor business have been
included in our consolidated financial statements since June 1, 2008. The Texor business is primarily an independent distributor in Illinois and
Indiana of branded and unbranded gasoline and diesel fuel to retail petroleum operators and industrial, commercial and government customers.
The aggregate purchase price of the acquired net assets was $117.6 million, including acquisition costs of $0.5 million. The aggregate purchase
price was paid in the form of $93.7 million in cash, $9.9 million in shares of our common stock and $14.0 million in the form of a promissory
note.

The purchase price of the acquisition of the Texor business was allocated to the acquired net assets based on their estimated fair values. At the
acquisition date, we recorded identifiable intangible assets totaling $38.2 million relating to the value attributable to certain dealer and
commercial customer relationships, supplier agreements, non-compete agreements, trademark / tradename, favorable operating lease terms and
developed technology. We recorded goodwill, representing the cost in excess of the estimated fair value of the assets acquired and liabilities
assumed for this acquisition, of approximately $66.1 million, which we anticipate will be entirely deductible for tax purposes. Under the terms
of the purchase agreement, the sellers agreed to indemnify us (by cash payment or offsetting against the promissory note) for acquired accounts
receivable that existed as of the date of the acquisition that were not collected within 120 days of the acquisition. To the extent that we have been
indemnified with respect to certain accounts and such accounts are subsequently collected by us within three years from the date of the
acquisition, we are obligated to reimburse the sellers, less any related collection costs, in the same manner in which we were indemnified. At
June 30, 2008, we had not yet completed the allocation of the purchase price relating to the acquisition of the Texor business; accordingly, the
valuation of the acquired assets, including identifiable intangible assets and goodwill, and assumed liabilities, may be adjusted in future periods.

The following reconciles the estimated fair values of the assets acquired, liabilities assumed, promissory notes and equity securities issued at
acquisition date with cash paid for the acquisition of the business, net of cash acquired (in thousands):

Assets acquired:

Cash $ 304
Accounts receivable 29,342
Inventories 1,560
Prepaid expenses and other current assets 62
Property and equipment 1,164
Identifiable intangible assets 38,218
Goodwill 66,141
Liabilities assumed:

Accounts payable (13,220)
Transaction taxes payable (5,262)
Accrued expenses and customer deposits (755)
Purchase price 117,554
Promissory notes issued (14,000)
Common stock issued (9,884)
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Cash paid for acquisition of business
Cash acquired

Cash paid for acquisition of business, net of cash acquired
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93,670
(304)

$ 93,366
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2007 Acquisition

In December 2007, we acquired all of the outstanding capital stock of Kropp Holdings, Inc., which we refer to as AVCARD, the brand name
under which it does business. AVCARD offers a private label charge card and sells aviation fuel to the general aviation industry. The aggregate
purchase price for the stock was approximately $63.4 million, including acquisition costs of approximately $0.6 million. The aggregate purchase
price consisted of $58.4 million in cash and $5.0 million in the form of a promissory note.

The purchase price of the AVCARD acquisition was allocated to the acquired net assets based on their estimated fair values. At the acquisition
date, we recorded identifiable intangible assets totaling $22.9 million relating to the value attributable to certain customer, charge card holder
and merchant relationships, non-compete agreements and trademark / tradename. We recorded goodwill, representing the cost in excess of the
estimated fair value of the assets acquired and liabilities assumed for this acquisition, of approximately $8.1 million, of which $7.4 million is
deductible for tax purposes. At June 30, 2008, we had not yet completed the allocation of the purchase price relating to AVCARD; accordingly,
the valuation of the acquired assets, including identifiable intangible assets and goodwill, and assumed liabilities, may be adjusted in future
periods.

Under the terms of the purchase agreement, the seller agreed to indemnify us (by cash payment or offsetting against the promissory note) for
acquired accounts receivable that existed as of the date of acquisition that were not collected within 120 days after the acquisition. To the extent
that we have been indemnified with respect to certain accounts and such accounts are subsequently collected by us within two years from the
date of acquisition, we are obligated to reimburse the selling shareholders, less any related collection costs, in the same manner in which we
were indemnified. As of June 30, 2008, approximately $0.6 million of the accounts receivable acquired at the acquisition date had not been
collected. The purchase agreement provides that the first $0.2 million in aggregate of indemnification claims are not recoverable by us. As of
June 30, 2008, we had not asserted any other indemnification claims. Accordingly, the amount of the indemnification related to the uncollected
accounts receivable which reduced the principal amount of the promissory note as of June 30, 2008, was $0.4 million.

The following presents the unaudited pro forma results for the three and six months ended June 30, 2008 as if the Texor acquisition had been
completed in January 2008, and the pro forma results for the three and six months ended June 30, 2007 as if the acquisitions of the Texor
business and AVCARD had been completed in January 2007 (in thousands, except per share data):

For the Three Months
Ended For the Six Months Ended
June 30, June 30,
2008 2007 2008 2007
(pro forma) (pro forma) (pro forma) (pro forma)

Revenue $ 5,847,530 $ 3,549,826 $ 10,594,637 $ 6,451,673
Net income $ 21,070 $ 17,949 $ 37,491 $ 33,266
Earnings per share:
Basic $ 0.73 $ 0.63 $ 1.30 $ 1.17
Diluted $ 0.72 $ 0.61 $ 1.28 $ 1.13

Significant Accounting Policies

Except as updated below, the significant accounting policies we use for quarterly financial reporting are the same as those disclosed in Note 1 of
the Notes to the Consolidated Financial Statements included in our 2007 10-K Report.

Short-Term Investments

At June 30, 2008 and December 31, 2007, our short-term investments consisted of $8.1 million of commercial paper with a par value of $10.0
million. The commercial paper, which was investment grade when purchased, was originally classified as a cash equivalent as its original
maturity date of August 23, 2007 was less than 90 days from the date of purchase. On the maturity date of the investment, the issuer of the
commercial paper defaulted on its repayment obligation. As a result, the commercial paper has been reclassified from cash equivalents to
short-term investments. The commercial paper is classified as a short-term investment as of June 30, 2008 based on information available to us
that suggests that it is likely there will be a
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cash settlement of the commercial paper available to us within one year. Changes in facts and circumstances in future periods could lead to
changes in the expected settlement date of the commercial paper balances. Accordingly, there may be changes in our classification of such
balances from short-term to long-term.

The commercial paper is no longer highly liquid and therefore a readily determinable fair market value of the investment is not available. We
have estimated the fair market value of the commercial paper based principally on the results of a valuation performed by a third party. The
valuation considered (i) the present value of future principal and interest payments discounted at rates considered to reflect current market
conditions; (ii) individual valuation estimates of the underlying collateral using multiple indicators of value; and (iii) the probabilities of
repayment under various liquidation scenarios. The results of the valuation yielded a range of estimated fair market values of our commercial
paper investment from approximately $6.2 million to approximately $10.0 million. The estimated fair market value of our commercial paper of
$8.1 million at June 30, 2008 could change significantly based on future market conditions, and the ultimate settlement of our commercial paper
could be for amounts materially different from our current estimate of fair market value. As a result, additional impairment charges may be
required in the future.

Extinguishment of Liability

In the normal course of business, we accrue liabilities for fuel and services received for which invoices have not yet been received. These
liabilities are derecognized, or extinguished, if either 1) payment is made to relieve our obligation for the liability or 2) we are legally released
from our obligation for the liability. During the three and six months ended June 30, 2008, we derecognized vendor liability accruals due to the
legal release of our obligations in the amount of $1.0 million and $2.1 million, respectively, as compared to $1.8 million and $2.3 million, during
the three and six months ended June 30, 2007, respectively, which is reflected as a reduction of cost of revenue in the accompanying
consolidated statements of income.

Comprehensive Income

Our comprehensive income is calculated by adjusting net income for the unrealized gains or losses on the mark to market of derivatives which
qualify and are designated as cash flow hedges. The following reconciles our reported net income with comprehensive income for the periods
presented (in thousands):

For the Three Months ended  For the Six Months ended

June 30, June 30,

2008 2007 2008 2007
Net income, as reported $ 20,548 $ 16,988 $ 36,301 $ 31,817
Net unrealized loss on the mark to market of short-term investments and
qualifying cash flow hedges, net of income tax benefit of $22 for the six
months ended June 30, 2008 and $20 and $28 for the three and six months
ended June 30, 2007, respectively (32) 35) 44)
Comprehensive income $ 20,548 $ 16,956 $ 36,266 $ 31,773

Earnings per Share

Basic earnings per share is computed by dividing net income by the weighted average number of shares of common stock, stock units and vested
RSUs outstanding. Diluted earnings per share is computed by dividing net income by the sum of the weighted average number of shares of
common stock, stock units and vested RSUs outstanding and the common stock equivalents arising out of the weighted average number of in the
money stock options, SSARs, restricted stock and non-vested RSUs outstanding, using the treasury stock method. Our net income is the same
for basic and diluted earnings per share calculations.
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Shares used to calculate earnings per share are as follows (in thousands):

For the Three Months ended For the Six Months ended

June 30, June 30,

2008 2007 2008 2007
Weighted average shares used in the calculation of basic earnings per share 28,551 28,061 28,420 28,028
Common stock equivalents 380 1,042 437 1,079
Weighted average shares used in the calculation of diluted earnings per share 28,931 29,103 28,857 29,107
Weighted average shares subject to stock options, SSARs, restricted stock
and non-vested RSUs which are not included in the calculation of diluted
earnings per share because their impact is antidilutive or the awards
performance conditions have not yet been met 1,731 1,041 1,432 1,011

Fair Value Measurements

In September 2006, the Financial Accounting Standards Board ( FASB ) issued Statement of Financial Accounting Standard ( SFAS ) No. 157,

Fair Value Measurements. SFAS No. 157 defines fair value, establishes guidelines for measuring fair value and expands disclosures regarding
fair value measurements. In February 2008, the FASB released FASB Staff Position ( FSP ) No. 157-2, Effective Date of FASB Statement
No. 157, which delayed the effective date of SFAS No. 157 for all nonfinancial assets and nonfinancial liabilities, except those that are
recognized or disclosed at fair value in the financial statements on a recurring basis (at least annually), to January 1, 2009. In connection with the
adoption of SFAS No. 157 on January 1, 2008 for our financial assets and liabilities, we recorded a cumulative adjustment to retained earnings
of $2.5 million, net of $0.3 million in income tax, related to the deferred gains of certain derivative transactions. Accordingly, the revenue and
gross profit related to these transactions will not be recognized in our statements of income when these transactions are scheduled to settle. In
addition, the adoption of SFAS No. 157 results in the acceleration of the recognition of profit associated with certain of our derivative
transactions as compared to the manner in which they were recognized prior to the adoption of SFAS No. 157. We do not expect the adoption of
SFAS No. 157 for our nonfinancial assets and liabilities, primarily our goodwill and intangible assets, to have a material impact on our financial
position, results of operations or cash flows.

SFAS No. 157 establishes a hierarchy for inputs used in measuring fair value that maximizes the use of observable inputs and minimizes the use
of unobservable inputs by requiring that the most observable inputs be used when available. Observable inputs are inputs that market
participants would use in pricing the asset or liability developed based on market data obtained from sources independent of us. Unobservable
inputs are inputs that reflect our assumptions about the assumptions market participants would use in pricing the asset or liability developed
based on the best information available in the circumstances. The hierarchy is broken down into three levels based on the reliability of the inputs
as follows:

1. Level 1 Inputs - Quoted prices (unadjusted) in active markets for identical assets or liabilities that we have the ability to access.

2. Level 2 Inputs - Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either directly or
indirectly.

3. Level 3 Inputs - Inputs that are unobservable for the asset or liability.
The availability of observable inputs can vary and is affected by a wide variety of factors. To the extent that valuation is based on inputs that are
less observable or unobservable in the market, the determination of fair value requires more judgment. Accordingly, the degree of judgment
exercised by us in determining fair value is greatest for instruments categorized in Level 3. In certain cases, the inputs used to measure fair value
of a specific asset or liability may fall into different levels of the fair value hierarchy. In such cases, for disclosure purposes the level in the fair
value hierarchy within which the fair value measurement in its entirety falls is determined based on the lowest level input that is significant to
the fair value measurement in its entirety.
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Fair value is a market-based measure considered from the perspective of a market participant who holds the asset or owes the liability rather than
an entity-specific measure. Therefore, even when market assumptions are not readily available, our own assumptions are set to reflect those that
market participants would use in pricing the asset or liability at the measurement date.

Vendor and Customer Rebates
From time to time, we receive vendor rebates and provide customer rebates.

Generally, volume rebates are received from vendors under structured programs based on the level of fuel purchased or sold as specified in the
applicable vendor agreements. These volume rebates are recognized as a reduction of cost of revenue in the period earned when realization is
probable and estimatable and when certain other conditions are met. A portion of the rebates received from vendors is passed along to our
customers. These rebates to our customers are recognized as a reduction of revenue in the period earned in accordance with the applicable
customer agreements, and the rebate terms of the customer agreements are generally similar to those of the vendor agreements.

Some of these vendor rebate and promotional allowance arrangements require that we make assumptions and judgments regarding, for example,
the likelihood of attaining specified levels of purchases or selling specified volumes of products. We routinely review the relevant, significant
factors and make adjustments when the facts and circumstances dictate that an adjustment is warranted.

The amounts recorded as a reduction of revenue related to volume rebates paid to our customers were $0.2 million and $0.2 million for the three
and six months ended June 30, 2008, respectively. The amounts recorded as a reduction of cost of revenue related to volume rebates received
from vendors were $0.3 million and $2.2 million for the three and six months ended June 30, 2008, respectively.

Reclassifications
Certain amounts in prior periods have been reclassified to conform to the current period s presentation.
Revision to 2007 Statement of Cash Flows

We revised our cash flow presentation for the three months ended June 30, 2007 to correctly disclose $10.0 million of restricted cash received
from one customer in January 2007 in the cash flows from financing section of the statement of cash flows. This revised presentation reflects a
decrease of $10.0 million in the amounts of net cash flows from financing activities, the net change in cash and cash equivalents and the ending
cash and cash equivalents balance from that previously reported in the Quarterly Report on Form 10-Q for the quarterly period ended June 30,
2007.

Recent Accounting Pronouncements

Determining Whether Instruments Granted in Share-Based Payment Transactions are Participating Securities. In June 2008, the FASB issued
FSP No. EITF 03-6-1, Determining Whether Instruments Granted in Share-Based Payment Transactions are Participating Securities, which
states that unvested share-based payment awards that contain nonforfeitable rights to dividends or dividend equivalents (whether paid or unpaid)
are participating securities and shall be included in the computation of earnings per share under the two-class method. This FSP is effective for
financial statements issued for fiscal years beginning after December 15, 2008, and interim periods within those years. We are currently
evaluating the impact, if any, that FSP No. EITF 03-6-1 will have on our consolidated financial statements.

10
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Determination of the Useful Life of Intangible Assets. In April 2008, the FASB issued FSP No. FAS 142-3, Determination of the Useful Life of
Intangible Assets, which amends the factors that should be considered in developing renewal or extension assumptions used to determine the
useful life of a recognized intangible asset under SFAS No. 142, Goodwill and Other Intangible Assets. The intent of this FSP is to improve the
consistency between the useful life of a recognized intangible asset under SFAS No. 142 and the period of expected cash flows used to measure
the fair value of the asset under SFAS 141(R), Business Combinations, and other generally accepted accounting principles in the United States.
This FSP is effective for financial statements issued for fiscal years beginning after December 15, 2008, and interim periods within those fiscal
years, and early adoption is prohibited. We are currently evaluating the impact, if any, that FSP No. FAS 142-3 will have on our consolidated
financial statements.

Disclosures about Derivative Instruments and Hedging Activities. In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative
Instruments and Hedging Activities. SFAS No. 161 requires companies with derivative instruments to disclose information that should enable
financial statement users to understand how and why a company uses derivative instruments, how derivative instruments and related hedged
items are accounted for under FASB Statement No. 133  Accounting for Derivative Instruments and Hedging Activities and how derivative
instruments and related hedged items affect a company s financial position, financial performance and cash flows. SFAS No. 161 is effective for
financial statements issued for fiscal years and interim periods beginning after November 15, 2008. We are currently evaluating the impact, if
any, that SFAS No. 161 will have on our consolidated financial statements.

Business Combinations. In December 2007, the FASB issued SFAS No. 141(R), Business Combinations, which is intended to improve,
simplify, and converge internationally the accounting for business combinations and the reporting of noncontrolling interests in consolidated
financial statements. Under SFAS No. 141(R), an acquiring entity will be required to recognize all the assets acquired and liabilities assumed in
a transaction at the acquisition date fair value with limited exceptions. SFAS No. 141(R) includes a substantial number of new disclosure
requirements. SFAS No. 141(R) applies prospectively to business combinations for which the acquisition date is on or after the beginning of the
first annual reporting period beginning on or after December 15, 2008, and early adoption is prohibited. The impact on us of the adoption of
SFAS No. 141(R) will depend on the nature, terms and size of business combinations completed on or after January 1, 2009.

Noncontrolling Interests in Consolidated Financial Statements. In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in
Consolidated Financial Statements An Amendment of ARB No. 51, which establishes new accounting and reporting standards for the
noncontrolling interest in a subsidiary and for the deconsolidation of a subsidiary. SFAS No. 160 is intended to improve the relevance,
comparability and transparency of financial information provided to investors by requiring all entities to report noncontrolling interests in
subsidiaries in the same way as equity is reported in the consolidated financial statements. SFAS No. 160 includes expanded disclosure
requirements regarding the interests of the parent and its noncontrolling interest. SFAS No. 160 is effective for fiscal years and interim periods
within those fiscal years beginning on or after December 15, 2008, and early adoption is prohibited. We do not expect the adoption of SFAS

No. 160 to have a material impact on our consolidated financial statements.

Income Tax Benefits of Dividends on Share-Based Payment Awards. Effective January 1, 2008, we adopted Emerging Issues Task Force ( EITF )
Issue No. 06-11, Accounting for Income Tax Benefits of Dividends on Share-Based Payment Awards. EITF 06-11 requires companies to
recognize a realized income tax benefit associated with dividends or dividend equivalents paid on non-vested equity-classified employee
share-based payment awards that are charged to retained earnings as an increase to additional capital in excess of par value. The adoption of

EITF 06-11 did not have a material impact on our financial position, results of operations or cash flows.

Offsetting Fair Value Amounts. Effective January 1, 2008, we adopted FSP No. FIN 39-1, Amendment of FASB Interpretation No. 39, which
amends FIN 39, Offsetting of Amounts Related to Certain Contracts. FSP No. FIN 39-1 permits entities that enter into master netting
arrangements as part of their derivative transactions to offset in their financial statements net derivative positions against the fair value of
amounts (or amounts that approximate fair value) recognized for the right to reclaim cash collateral or the obligation to return cash collateral
under those arrangements. As a result, we elected to net cash collateral against fair value amounts recognized for derivative instruments executed
with the same counterparty when a master netting arrangement exists. As of June 30, 2008, the amounts of collateral netted against the fair value
derivative contracts are disclosed in the table regarding our financial instruments measured at fair value on a recurring basis (see Note 3).
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Fair Value Option. Effective January 1, 2008, we adopted SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities.
SFAS 159 provides an option, on an instrument-by-instrument basis, for certain financial instruments and other items that are not otherwise
measured at fair value to be reported at fair value with changes in fair value reported in earnings. After the initial adoption, the election is
generally made at the acquisition of the instrument and may not be revoked. At adoption, we did not elect to apply the fair value option to any
eligible items, and accordingly, the adoption of SFAS No. 159 did not have an impact on our financial position, results of operations or cash
flows.

2. Debt

We have a senior revolving credit facility ( Credit Facility ) which permits borrowings of up to $475.0 million with a sublimit of $100.0 million
for the issuance of letters of credit and provides us the right to request increases in available borrowings up to an additional $75.0 million,

subject to the satisfaction of certain conditions. Outstanding borrowings under our Credit Facility totaled $232.0 million and $40.0 million at
June 30, 2008 and December 31, 2007, respectively. Our issued letters of credit under the Credit Facility totaled $64.2 million and $55.1 million
at June 30, 2008 and December 31, 2007, respectively. The Credit Facility expires on December 21, 2012.

Our Credit Facility contains certain operating and financial covenants with which we are required to comply. Our failure to comply with the
operating and financial covenants contained in our Credit Facility could result in an event of default. An event of default, if not cured or waived,
would permit acceleration of any outstanding indebtedness under the Credit Facility; trigger cross-defaults under other agreements to which we
are a party and impair our ability to obtain working capital advances and letters of credit, which would have a material adverse effect on our
business, financial condition and results of operations. As of June 30, 2008, we believe we were in compliance with all covenants contained in
our Credit Facility.

We also have a separate $25.0 million unsecured credit line for the issuance of letters of credit and bank guarantees from one of the banks
participating in our Credit Facility. Letters of credit issued under this credit line are subject to fees at market rates payable semiannually and at
maturity 