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Letter to the Shareholders

he significance of Wainoco’s
record of growth was again
illustrated in 1979 by large
additions to its reserves, life-

blood of the Company’s future.

Proved natural gas reserves as of January
1, 1980, were estimated by an indepen-
dent engineering firm to be 264 hillion
cubic feet, an increase of 64% over those
at the prior years beginning. The
compound rate of growth of Wainoco’s
proved gas reserves over the past five
vears is 58%. Proved oil reserves
increased 25% during the vear to 2.7 mil-
lion barrels. Both gas and oil reserve in-
creases were achieved following record
annual production in 1979 of 12,9 billion
cubic feet of gas and 428,000 barrels of
oil. As of year-end, Wainocos future net
income from estimated reserves in all
categories, using escalation of prices and
costs, is in excess of $1 billion. The
present worth of this future net income,
calculated by discounting it at an annual
rate of 10%, approaches $400 million.

Higher rates of oil and gas production
and higher prices during the year re-
sulted in record revenues of $25 million,
a 48% increase over those in 1978. Net
income also reached new levels at $6
million, up 41% over $4.3 million for the
previous year. Fully diluted earnings per
share were 63 cents, 21% over 52 cents
(restated) for 1978. Cash flow from op-
erations was $15.7 million, 47% higher
than that of $10.7 million for the prior
period.

Capital expenditures of $86 million
on behalf of Wainoco and its limited
partners exceeded the budgeted amount
by $6 million and were 50.6% higher
than that of the previous year. The Com-
panys portion was $52.1 million com-
pared to $22.9 million in 1978. Included
in expenditures were proceeds from

$40 million of subscriptions sold
through two limited partnership offer-
ings, the principal source of exploration
funds for the vear. In the U.S. a $25 mil-
lion limited partnership was formed for
exploration and development drilling
on 41 prospects in the Gulf Coast, Mid-
Continent and Rocky Mountain areas.
Wainoco owns a 52% interest in this
partnership including a $5 million lim-
ited partner subscription. In Canada, a
$15 million limited partnership was
formed to drill 28 prospects in Alberta
and British Columbia. Wainoco’s 48%
interest in the partnership includes the
purchase of a $2 million limited partner
subscription. Of 84 wells drilled to test
and develop these 69 prospects, 38 wells
(45%) have been completed as product-
ive, with 10 of the prospects remaining
to be tested. Additional drilling, funded
by partnership revenues and borrow-
ings, will continue in 1980 to develop
those prospects found successful.
Capital expenditures for property
acquisition were $11 million. Offers for
limited partner interests in Wainoco 70,
71, 72, and 74B partnerships were
accepted for a total cash consideration of
$2.2 million plus assumption of a share




of partnership debt in the amount of $1.4
million. Other property purchases total-
ing $7.4 million included producing
wells and undeveloped acreage in Texas,
Louisiana, Mississippi and Pennsylvania.

Development of Company properties
in the Monias field of northeastern
British Columbia and at Athens in north-
western Pennsvlvania required expendi-
tures of $14.1 million. At Monias, where
60% of these funds were expended,
proved reserves in the Company’s largest
gas property are now estimated to be 142
billion cubic feet. These reserves have
been established primarily in the 5,000’
Halfway sand formation by the drilling of
21 wells. The Company’s large discovery
in the 7,000’ Belloy formation last Sep-
tember, plus recent drilling to the west
of Monias, indicate the presence of deep-
er reserves underlying a broad east-west
trend. The Company has responded by
enlarging its holdings in an expanded
area to over 33,000 net acres and by
budgeting several tests to be drilled
below the Halfway for 1980.

At Athens, the first 40 well drilling
program was completed and construc-
tion of a pipeline and natural gas gather-
ing system was finalized in early 1980.
Commencement of sales scheduled for
the second quarter of 1980 could in-
crease the Company’s U.S. gas sales
volume by more than a third. Proved
reserves in excess of 19 billion cubic feet
have been established on about 15% of
the Company’s leases at Athens, signify-
ing the potential of a sizeable source of
revenues following further development
drilling.

In seeking exploration opportunities
offering high returns outside of North
America, the Company extended its
commitments in countries where ac-
commodating political and economic
climates exist. Wainoco International,
Inc., a wholly-owned subsidiary for over-
seas operations, now has interests in
over 17 million acres of exploration con-
tracts in West Australia, In addition, an
agreement has recently been made with
Ecopetrol to explore a quarter of a mil-
lion acres in southwest Colombia.

Wainoco has registered $45 million
of limited partnership interests with U.S,
and Canadian regulatory commissions
for sale in 1980. Of this amount, $25 mil-
lion is registered in the U.S. and $20 mil-
lion in Canada. Wainoco will again make
a substantial investment in each
operation.

The Company commenced cash divi-
dend pavments in March, 1979. The initial
dividend rate was 3 cents a share, effec-
tively doubled on October 31, 1979,
when shareholders were issued an addi-
tional share for each one owned and the
dividend rate was maintained at 3 cents
per share,

Wainoco’s entry into the eighties is
viewed with an increased confidence in
our ability to find and produce oil and
gas reserves. This view reflects our opin-
ion that, given the incentive of adequate
profit, significant reserves remain
throughout the world to be found and
produced by competent operators. It is
fortunate that through all the atempts by
various governments to restrict returns
to producers, there still exists profit
enough to attract continued endeavor.
This is not to say that we face the decade
without fear of repeated interference,
but that we remain survivors in a
growing morass of regulations and re-
ports, exacerbated by an unprecedented
escalation of taxes. Our resolute search
for reserves is stimulated by recognizing
that the need for oil and gas must cause
their values to outpace their costs.

Jobn B. Ashmun
Presidernt

March 15, 1980



Canadian Operations

STATISTICAL SUMMARY 1979 1978
EXPLORATION AND DEVELOPMENT i
Wells Drilled 51 57
Wells Completed as Productive 37 57
PRODUCTION B :
Oil & Condensate (mbbls.) 153 118
Gas (mmcf) 8,960 4,302
PROVED RESERVES

Oil & Condensate (mbbls.) 1,120 1,033
Gas (mmcf) 222,859 147,594
LAND N
Gross acres (000) 949 815
Net Acres (000) 318 269




he 1979 performance of

Wainoco Qil & Gas Limited,

Wainoco'’s wholly-owned
subsidiary for Canadian operations,
surpassed all previous years and was en-
hanced by an outstanding gas discovery
at Monias in the third quarter of the year.
Natural gas production rose 108% to 9
billion cubic feet, oil production was up
30% to 153,000 barrels and revenues of
$11.5 million increased 85% over those
of 1978. These records were achieved
with approximately one-half of
Wainoco's gas delivery capacity shut-in
due to limited markets, and with product
prices well below those in the U.S. An
alleviation of government policies which
restrict access to gas markets and under-
price producers’ products would be of
great benefit to Canada and its oil and
gas industry, and certainly could improve
Wainoco'’s most recent vear's record
performance.

British Columbia

The focus of attention remained on the
Monias area which, at the beginning of
1979, contained major proved gas re-
serves for the Company as a result of
discoveries in the Triassic Halfway for-
mation at a depth of approximately
5,000". In September 1979, a well drilled
to extend the northeast side of the field
and to test deeper horizons to 7,000 re-
sulted in a multi-pay gas well that ranks
as the Company’s most important dis-
covery to date. The well flowed gas in
excess of 30 million cubic feet per day
from two zones in the Belloy formation
and tested additional pay in the shal-
lower Halfway sand as well as two zones
in the Charlie Lake formation. Proved
reserves assigned to this well approxi-
mate 10% of Wainoco’s entire proved gas
reserves. In conjunction with drilling this
well, an additional 3,260 acres of land
offsetting it were purchased at govern-
ment sales for $6,900,000.

A well drilled by Wainoco 79 Canada,
the 1979 limited partnership, five miles
southwest of Monias, stimulated further
interest in the deeper formations of the

area. The Amherst well encountered gas
shows in the Mississippian Debolt forma-
tion at 10,900 as well as penetrating two
other zones of interest at shallower depths.
Results of the completion attempt on this
well should be available in the second
quarter of 1980.

A well of further significance to this
development west of Monias was drilled
by another company at Gates and was
reported to have flowed substantial
amounts of gas from the Belloy forma-
tion. This well, some 25 miles west of
Wainoco’s Monias Belloy discovery, plus
reports from other tests in the area indi-
cate a possible multi-zone trend of
considerable size. Wainoco’s interests at
Gates include a 50% ownership in both a
640 acre lease and a 10,400 acre drilling
reservation offsetting the reported Bel-
loy test. A Halfway test is presently being
drilled on the 640 acre lease four miles
southwest of the reported Belloy well. A

Wainocos 6-23 oilwell at Swan Hills, Alberta.
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ocos 11-26 Becr Flats well, British Columbia.

drilling budget of $7 million has been
allocated for Wainoco’s 1980 participa-
tion in 11 proposed tests in the Monias-
Gates areq.

At Sikanni, 120 miles north of Monias,
the 1979 limited partnership participated
in drilling three successful Halfway gas
wells. The partnership owns a 27%
interest in the wells and 12,300 acres of
drilling reservations purchased for $4.5
million. Development on this impor-
tant prospect for the partnership is
continuing,.

In the Grizzly area, a western exten-
sion of Alberta’s large Elmworth gas
play, Wainoco 79 Canada drilled a 13,000
well which is presently undergoing
production tests. Results of the well are
being held confidential as additional
acreage is available in the vicinity It is,
however, located in one of the province’s
most active areas where prices paid for

exploratory acreage at the government’s
sealed bid sales have established recent
records.

Alberta

An extensive seismic evaluation was
completed on the Company’s 1,260 net
acres of leases at North Pembina, 60
miles west of Edmonton. Oil production
has been established within a quarter-
mile of the leases on this prolific Devon-
ian reef play, and the Company plans to
drill a well in the second half of 1980.

At Winfield, 50 miles southwest of
Edmonton, Wainoco 79 Canada partici-
pated in a Glauconitic gas discovery at a
depth of 5,700". This well flowed 3.9 mil-
lion cubic feet of gas from 14 feet of pay.
The partnership owns a 100% interest in
the well and 640 surrounding acres.

At Welch Creek, 20 miles south of Win-
field, the partnership drilled a triple
zone discovery well to a depth of 7,400".
The best zone in this well was the Ostra-
cod sand which flowed gas at a rate of
2.4 million cubic feet per day. The
partnership owns a 60% interest in the
well and 640 acres.

A well was completed at Town Lake by
the partnership flowing 255 barrels of oil
per day from the Viking sand at a depth
of 5,800". The first development well off-
setting this discovery is presently drilling
one mile to the east. The partnership
owns an average 53% interest in these
wells and 1,920 adjoining acres.

At Valhalla, the partnership drilled a
dual-zone gas discovery and a successful
development well. The discovery tested
at daily rates of 1.9 million cubic feet of
gas from the Halfway sand and 1.8 mil-
lion cubic feet of gas from the Doe
Creek sand. The second well tested 1.1
million and 1 million cubic feet of gas
per day from the same respective zones.
The partnership owns a 100% interest in
1,280 acres around the wells which are
presently shut-in pending negotiation of
a gas contract.

At Beacon Hill, the partnership par-

Opposite: Gas flare at Wainocos 7-30 Belloy discovery in Monias field, British Columbia,






ticipated in three successful Colony sand
gas wells at approximately 1,800". The
partnership owns a 40% interest in 5,440
acres on this prospect and further drill-
ing based on special seismic interpreta-
tion is planned.

In the Grouse area, 80 miles north of
Beacon Hill, this same seismic technique
resulted in the drilling of three success-
ful gas wells. Three more wells will be
drilled on another part of this 21,700
acre farmout.

At Blackfoot, 55 miles southeast of
Calgary; the partnership drilled a well
which tested 6.4 million cubic feet of gas
per day from the Viking zone at a
depth of 3,700". Wainoco and its partner-

ship own 100% in 1,440 acres on this play:

Beatfort Sea
In September, a major oil discovery was
announced in the Canadian portion of
the Beaufort Sea where Wainoco holds
71,762 net acres in four blocks totaling
167,840 gross acres. The well, which was
reported capable of producing at a sus-
tained rate of 12,000 barrels of oil per
day; is 43 miles south of a 41,676 acre

Wainoco’s gas compression plarnt at Dabl, British Columbia.

block in which Wainoco has a 50% inter-
est. A follow-up to this discovery, the
Kenalooak N-94 well located 24 miles
southeast of this block, was drilled to
7,054" during the 1979 drilling season
and suspended. This well will be re-
entered and deepened to 16,000 in the
summer of 1980.

Canadian Limited Partnerships
Wainoco was one of the first companies
to offer subscriptions to public limited
partnerships for oil and gas drilling in
Canada following a 1976 change in the
tax laws. Since 1977, the Company has
sold almost $24 million in subscriptions
to Canadian residents throughout the
country and has drilled 90 wells of
which 61 or 68% are productive. This
method of financing has proved most ef-
fective for Wainoco and at the same time
has met the aims of the Canadian gov-
ernment in encouraging its citizens to
participate in the development of their
natural resources. Wainoco 80 Canada
has been registered with $§20 million

in subscriptions to fund its 1980
operations.



United States Operations

STATISTICAL SUMMARY 1979 1978
EXPLORATION AND DEVELOPMENT

Wells Drilled 7 104 72
Wells Completed as Productive o 76 35
PRODUCTION

Oil and Condensate (mbbls.) 275 289
Gas (mmct) 3,924 3,807
PROVED RESERVES )

Oil and Condensate (mbbls.) . 1,595 1,131
Gas (mmct) 41,148 13,272
LAND

Gross Acres (000) 490 445
Net Acres (000) 192 126




ainoco Oil & Gas Company,

Wainoco's subsidiary for U.S.

operations, made significant
achievements in the year just concluded.
Milestones were crossed in all phases of
the Company’s activities. More money
was expended for exploration and de-
velopment, more wells were drilled,
proven reserves and revenues increased,
and an enlarged staff moved into ex-
panded office space, making 1979 un-
usually productive.

The Company’s capital expenditures,
including amounts attributable to the
Company’s associated partnerships, were
$57.6 million compared to $38 million
in 1978. A total of 104 wells were drilled
in the U.S. compared to 72 the previous
vear. Increased drilling activity resulted
in 76 completions for a 73% success
ratio. Also, as a result of this increased
activity, proven gas reserves rose 210% to
a total of 41 billion cubic feet, after de-
ducting a record 3.9 billion cubic feet
produced during the year. Additions to
proven oil and natural gas liquid re-
serves were also positive with a 41% in-
crease to 1.6 million barrels as compared
to 1.1 million barrels in 1978. Oil produc-
tion of 275,000 barrels was approxi-
mately equal to the production in 1978.
Revenues for the year were higher at
$13.5 million up 27% over 1978.

Gulf Coast Division
Activity in this division involved a total
of 53 wells drilled in conjunction with
the Company’s limited partnerships.
Twenty-six wells were drilled in Texas
and 27 in Louisiana. A success ratio of
51% was achieved with the completion of
27 producers.

Several wells were completed for
Wainoco 79 Company, the 1979 limited

partnership in which Wainoco owns a
52% interest. The 560 acre Traylor Ranch
prospect in Calhoun County, Texas, re-
sulted in a multi-pay gas and condensate
well which tested 1.2 million cubic feet
of gas plus 33 barrels of condensate per
day from a Frio sand at 8,000". The
partnership owns a 52% net revenue
interest in the well. Several additional oil
and gas sands appear productive and
two development wells are planned for
1980. In Hidalgo County, Texas, another
Frio sand completion, the AM. Cardenas
No. 1 on the 800 acre San Salvador pros-
pect, was completed for a daily rate of 1
million cubic feet of gas from 8,600".
Additional drilling is planned adjoining
this mult-pay well in which the partner-
ship owns a 70% net revenue interest.

In Galveston Bay, Texas, an important
Frio sand discovery was followed
up by two successful development wells.
These wells should contribute substan-
tially to the partnership’s revenues. The
State Tract 258 No. 2 flowed at a rate of
262 barrels of oil per day from 9,800,
The State Tract 259 No. 1 flowed 653 bar-
rels per day at 9,750". The State Tract 258
No. 3 has recently reached total depth
and appears productive. The three wells,
in which the partnership owns an aver-
age 72% net revenue interest, should be
on production by May of 1980. Addi-
tional drilling on the 1,680 acre block is
under consideration.

On the Young prospect in Acadia
Parish, Louisiana, the No. 1 Ashy well was
productive from the Homeseekers A-1
sand at 9,250" and potentialed for 2.8 mil-
lion cubic feet of gas per day plus 78
barrels of condensate. The partnership
owns a 77% net revenue interest in this
well and plans at least two development
wells for 1980. Also in Louisiana, the
Dommuatti Constance No. 1 was com-
pleted in Cameron Parish flowing 5.9
million cubic feet of gas and 78 barrels
of condensate per day. The partnership
owns an 18% net revenue interest in
this well.

These and other Wainoco 79 Com-
pany completions in Mitchell, Wharton,
Hardin, Jefferson, Rusk and Kleberg
Counties, Texas, and Vermilion and Allen
Parishes, Louisiana, should all be on
stream by mid-1980.

Upper left: Drilling in Athens field, Pennsylvania. Opposite: Drilling operations in Cameron

Parish, Louisiand.






Effective November 1, 1979, Wainoco
acquired the properties of Tejas Produc-
tion Company for $5.1 million. The
properties are comprised of varying in-
terests in 33 oil and gas wells and 30,000
acres of leases in Texas, Louisiana, and
Mississippi. Daily production averages
100 barrels of oil and condensate and
7.4 million cubic feet of gas. Wainoco
plans to drill 2 number of development
locations in 1980. Earlier, in October,
the Company acquired a producing gas
property in St. Martin Parish, Louisiana,
for $2.1 million. Production from this
property averages 3 million cubic feet
of gas and 15 barrels of condensate
per day.

Mid-Continent Division

The number of wells drilled in this divi-
sion, in its second vear since formation,
increased considerably. Drilling was con-
centrated in the Pennsylvania portion of
the Appalachian Basin, in the Anadarko
Basin of Oklahoma and Texas, and also
in Montana and Wyoming. Fifty-one wells
were drilled and 49 were completed for
a success ratio of 96%. This outstanding
completion record was largely the result

Collecting samples from well in Bayou Boullion field, St. Martin
Parish, Louisiane.

of the low risk, shallow gas development
program in the Athens area of Crawford
County, Pennsylvania. The Company
owns a 79% net revenue interest in ap-
proximately 66,000 acres and completed
a total of 40 successful Medina sand gas
wells at 5,000". Twenty-six of these wells
will begin producing in April, 1980, and
the drilling of an additional 40 wells is
planned for the current year. Delivery
capacity of the first 40 wells is estimated
at 8 to 10 million cubic feet daily; how-
ever, gas sales over the next 12 months
are expected to be somewhat curtailed
due to a near-term gas surplus.

In Roberts and Ochiltree Counties of
the Texas Panhandle, the Company con-
tinued exploration on the 42,000 acre
Lipps Ranch. Wainoco owns an undi-
vided 50% interest in this prospect, and
at year-end had drilled a total of seven
wells, five of which are indicated to be
successful. Two of these five, the Barbara
Lipps AA No. 1 and the Barbara Lipps AD
No. 1 are now producing. The AA No. 1 is
currently producing at a daily rate of 1.2
million cubic feet of gas from the Upper
Morrow at 8,400', and the AD No. 1 is
producing 70 barrels of oil per day from
the Oswego limestone at 7,800'. Testing
is in progress on the AE No. 1, AF No, 1,
and AF No. 2 wells, with commencement
of production expected in the second
half of 1980. Additional drilling is
planned this vear in conjunction with a
seismic program.

At the end of the second year, opera-
tions continue on the No. 1-18 Davis well
at the Company’s North Marlow prospect
in Grady County, Oklahoma. Difficulties
in drilling this well, which was a pro-
posed test of an Ordovician Bromide
structure at 23,300', have required a dual
completion attempt in the Mississippian
Springer formations at 17,000 and 19,000,
Excellent gas shows were encountered
in two zones of the Springer and, follow-
ing a successful completion, a substitute
Bromide test will be commenced later in
the vear. Wainoco owns a 19% interest in
the well and 8,000 acres of leases.



DRAKE WELL PARK
On this site Col. Edwin
| Drake struck oil Aug 27
1859: the birth of the
petroleum industry
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International

~/ ainoco International, Inc., a
\/ wholly owned subsidiary for
| overseds operations, ex-
panded its interests in Australia and
negotiated for exploration rights in
Colombia.
Wainoco was granted a 50% interest in

three exploration permits by the gov-

ernment of West Australia totaling 12.3
million acres. On the northwest shelf,
approximately 250 miles northeast of the
Rankin gas trend, Wainoco was awarded
offshore permit WA-134-P and onshore
permit EP-142. These blocks, in the Can-
ning Basin, are contiguous and contain
4.7 and 3.8 million acres, respectively.
Further south the third permit, WA-135P,
is located in the offshore Perth Basin,
approximately 75 miles south of the citv
of Perth. This permit contains 3.7 million
acres and is located adjacent to an area
where previous drilling has encoun-
tered gas shows. Review and evaluation
of existing data has commenced on the
permits to fulfill the first year work
commitments.

On Permit WA-103P in the Bonaparte
Gulf, awarded in 1977, the original
paticipants revised their interests allow-
ing an Australian company to earn a 25%
interest by undertaking the major por-
tion of the second and third vear work
commitments. As a result, Wainoco now
holds a 12.5% interest in this 5.2 million
acre block. An extensive evaluation of
the economic potential of established
gas reserves on the Petrel Structure was
made and 375 kilometers of marine
seismic work was conducted in 1979. A
well is planned for drilling in late 1980.

The Company applied to the gov-
ernment of Colombia for the right to
explore an area of approximately
250,000 acres near Tumaco on the Pacific
Coast of extreme southwestern Colom-
bia. As a result, Wainoco signed an
Association Contract in early 1980 with
Ecopetrol, the state oil company of
Colombia. Terms of the contract call for
Wainoco to shoot 100 kilometers of
geophysical survevs and, pending con-
firmation of a drillable anomaly, to
commence a test well by April, 1981. The
Tumaco area has potential for oil and gas
accumulations similar to those in the
Pacific Coast Basins of Ecuador and Peru.



ecord production and reserve
increases in 1979 helped
Wainoco achieve a 47 percent

increase in internally-generated funds
from operations, finalize committed bank
credit lines in the amount of $67 million,
and maintain a strong working capital
position, which amounted to $21.1 mil-
lion at the end of 1979.

Cost, availability, and flexibility are key
factors in Wainoco’s bank credit facilities.
Semi-annual revisions (April and Octo-
ber) of the borrowing base provided by
reserves permit a matching of needs and
availability. Record high interest rates
will affect earnings levels, but manage-
ment remains optimistic that internal
funds flow, bank borrowings, limited
partnership funds and other financing
sources will permit the expanded capital
expenditure program planned for 1980
and bevond.

Wainoco's common stock, listed on

: : Common Stock Price Range
the American (Amex) and Toronto Stock S 8

Adjusted for 2-for-1 stock split in October, 1979,

Exchanges, experienced a sharp in- 34
crease in activity in 1979. Trading volume

on the Amex was 10.7 million shares, up

20% over 1978. The added liquidity for 30
Wainoco’s shares was welcome, and the

28

17% increase in shareholders of record
during 1979 was most gratifying. 2
As noted in the Presidents letter, fu- 24

ture net income from all categories of

reserves was estimated to be in excess of

$1 billion as of December 31, 1979. The 20
independent engineering firm that pre-

pared this estimate employed assumed o
escalations of product prices and costs of 16
8% per vear. Maximum prices for oil and 14
gas were set at $50 per barrel and $6.50 :

12

per MCEF, respectively. The actual future
net income may be above or below this 10
estimate, but an appreciation of the

% % 3 ;- 8
Company’s 1979 growth is gained by
comparison to the prior vear’s future net 6
income of approximately $350 million. :
The following page of operating and
~ : 2 - ol s 2
financial graphs provides additional il'. — = l‘l'l

perspective on the Companys growth
from 1975 to 1979. 1975 1976 1977 e L34
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1979 Financial Statements

\VAINOCé OIL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
For the years ended December 31, 1979 and 1978

1979 1978
REVENUES: (Restated)
liand gas sales: o i R B b S e s e O e e $22,972,000  $15,299,000
RSt E OIIE . bt e e R e L s U e o S E R i 1,036,000 810,000
o e S e L e T e T S s i e i U 976,000 752,000
$24,984,000  $16,861,000
EXPENSES:
I3 a0 Rl e B bty mi o i 1 Lt S L s e e G M el R e L L LS e e $ 3,951,000 $ 2,553,000
Depreciation; depleionandamortizanon | =00 i T i Sl U 6,502,000 4,793,000
General and administrative ................ S T p i 2,839,000 2,547,000
Interest —
Long:termidebpandiother-netrdae =2 - aminine v st e remoalah Rt e 5,349,000 2,580,000
Charged tossociated ParRErships s .l o 3R e S w et e et (2,471,000) (859,000)
Provision forlosses on equpine Ve ntOry. i sl vl st e s - 200,000
Loss (gain) on translation of foreigncurrency ............. ... o i ~ 305,000 (491,000)
$16,475,000  $11,323,000
INCOME BEFORE INGOME FARES E0 i, i i v s i s b e, $ 8,509,000 $ 5,538,000
PROVISION B R NG M g S e e o A T o e et e 2,494,000 1,282,000
NETINCOME . ... &l bbb ns ek b elisfen S e st ol e = S $ 6,015,000 $ 4,2_56,000
EARNINGS PER SHARE:
PHMALY oo v s i i e Rk GRS Sl s e e e $ 64 3 55
Fullydiluted - .00 din s e e S e e e B $ 63 $=tnainn2

The accompanying notes are an integral part of these financial statements.
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WAINOCO OIL CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
December 31, 1979 and 1978

ASSETS
Current Assets:
Cash, including temporary investments
of $2,065,000 in 1979 and $5,500,000 in 1978
Accounts receivable —
Joint operators, pledged

Oilanid gassales < iiw i ad Sl eab it el o5 e

Other

Current portion of advances to associated partnerships . ... ... ..

Leases, at cost, pledged, and equipment inventory, at average cost,

less allowance for inventory losses
Unexpended investment in partnerships
Unsecured note receivable, pledged
Other

Property and Equipment, at cost:
Oil and gas properties, on a full cost basis,
partially pledged
Cost of properties being amortized
Cost of properties not being amortized
Furniture, fixtures and other equipment

Less — Accumulated depreciation, depletion and amortization

Other Assets:
Unsecured note receivable
Commissions and noncurrent advances to associated partnerships
Debenture issue expense, net of amortization
Other

Totalirrentassets s L e i e e e T

1979

1978

$ 3,098,000

_(Res[ated)
$ 8,726,000

17,038,000 9,510,000
5,827,000 1,926,000
490,000 363,000
7,947,000 5,007,000
4,565,000 3,087,000
868,000 908,000
1,487,000 —
268,000 824,000
$ 41,588,000  $30,351,000
$ 91,429,000  $47,492,000
13,672,000 6,694,000
1,457,000 1,062,000
$106,558,000  $55,248,000
19,812,000 13,431,000
$ 86,746,000  $41,817,000

$

$ 1,487,000

8,020,000 4,108,000
1,026,000 1,090,000
336000 144,000
S 9382000 $ 6,829,000
$137,716,000  $78,997,000

The accompanying notes are an integral part of these financial statements.



LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities:

Shortterm bofrowinasa s St coimnmesis Fek 8o ST S P R PG
Accounts payable dnd accmiediabiliies Bear s Lo b n s ol e ik bt i SRR
Qil:andigasiproceeds payable s et o T e e
Incometaxespayable s abmmba it an S S S e e R

Tolarrent BabiHiest SRy = wdnll fee s vt i, s i T

10 3/4% Subordinated Debentures, less
unamortized discount of $2,874,000 in 1979

and 3307 DO I O e S e s L i b s 3 e

FopplerailDelbits m B et e e e v o s i o S e R e e e

DeférrediRevenne. r B niae sl = i 27T e i e R At T et ey

Déferred I ncomeIaxes e Slne shir sl b SR U etior sl e e e e

Commitments and Contingencies

Shareholders’ Equity:
Common stock, no par, 10,000,000 shares
authorized, 9,173,348 shares outstanding

10:1979-and 901N 46Nl O S SiemtEa gty o i ol et T e e e L
Paickin capitalizseay | el R RIS sl Dl e i e e
Reminerieatmings (i el S s iiienias 0T c et Dl B S e e

1979 19780
(Restated)

$ 626,000 $ 2,654,000
13,062,000 7,378,000
6,814,000 2,931,000

— 24,000

§ 20,502,000  $12,987,000
§ 27,126,000  $26,923,000
$ 45,648,000 $ 4,218,000
$ 716,000 § 297,000
$ 7,591,000 $ 4,431,000
$ 15,221,000 $14,617,000
2,872,000 2,814,000
18,040,000 12,710,000

$ 36,133,000  $30,141,000
$137,716,000 $78,997,000

The accompanying notes are an integral part of these financial statements.
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WAINOCO OIL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION
For the years ended December 31, 1979 and 1978
Source of Funds: ST e _lgi_
Funds provided by operations — : (Restated)
Netionme o o s et i iies corae g B e it o s PRI ) el By ST i, (L $ 6,015,000 $ 4,256,000
Expenses not requiring current outlay of funds —
Depreciation, depletion, and amoOrtization ... ...........c.ooiiiiiiiiiiiiiiii. 6,502,000 4,793,000
Deferred iNoOMETIRes i e i et L L i ) ot L TR 2,949,000 1,558,000
Amortizationof debenture discounts oSt s el DL S R S S §in2 0000 Gk <0 5,000
ToulfromiopeIalonss e Esr oy e il bose e n sy el e L $15,669,000  $10,658,000
Long=tern) borfowings &, 1l el be AR R it it T Bt B S L 45,648,000 21,172,000
Sale af 10i37/4% subardifated debentaresy, it sl aels el o e e e L — 26,872,000
Issuanee OEcoMMon SOk i G B R Pl pes sl eshan v i A b e B S SRR 604,000 12,831,000
Deferred tevenuic . Goibi i el e s s Rl Bt id e s el S e e L R G S e 419,000 297,000
UnSecuredinote receivalile s n i e by e e e e [ e 1,487,000 L
Management fees from associated partnerships included
iniell and gas PrOPE I Es e e i e oy B s s o B S GO 728,000 501,000
Other, fen. Jix R S n il aipnn i Ll Rt el s B e et b S R, o SRISTR00. 0 - (95,000)
Toral soutee of N ds S s e o L e e b SR S T Ty $64,632,000  §72,236,000
Application of Funds:
Additiensiia propertyand equinmenls il S e el e s e S e e e §52,095,000  $22,915,000
Payments on long-term debt and change in current maturities . ........... ..o, 4,218,000 19,854,000
Increase in commissions and noncurrent advances to associated partnerships . ............... 3,912,000 2,510,000
Bebennireissueekperisa st ps e SRl e e s e L s e e S S — 1,108,000
Cashd v et S i e e s e e e L s 685,000 —
Conversion of convertible subordinated debentures,
netol unamortizedisse eXpenSeop OO T e el 0 S e s S ANk 9,406,000
Total appHcati O O E RN O A i et o et s e ran el Bt s et s bias, (St $60,910,000  $55,793,000
Increase’in Working Capitabtsts s o ien s s e o S s T . e $ 3,722,000  $16,443,000
Increase (Decrease) in Components of Working Capital:
Cash ... i E Ay e e e RS s s e 0 R $(5,628,000) § 1,724,000
Accounts receivable ERT R TRt e s o Sl S e e L SRR S T 11,556,000 7,259,000
Current portion of advances to associated partnerships .. ... ... ... i iiin, 2,940,000 3,383,000
Leases and equipment inveriofysiis by aia s e raid i sl ieoes SaBien M e i 1,478,000 223,000
Unexpended invessmentinpagiiershipssatsise siisaion i fais o s aeie 8100 st ieatiin o = (40,000) 908,000
Unsectred nioteireceivalle s e e L e e e e 1,487,000 —
Other CUL TNt S e S i i e e et L i e b i e e S (556,000) 753,000
Short-term DOTLORINGSE: v e es SiiE i BN S s S s ei  hy e  e Re T 2,028,000 5,945,000
Currerit matoritiesioflong-tertndeinissitinte &t da s [ae s e I S o n et TR el e ] - 1,200,000
Acconnts pavable ancdiacerneditabiilitiessitiiies st tb e, cniee S o B o i e Rl s (5,684,000) (4,040,000)
Giland g procoeds payable s ay tuds i nhis sy s asartet de e s LY S s R S e R S (3,883,000) (1,008,000)
Inicometaxes pavable = =Sl nt i BN I St s e R e S 24,000 96,000
Increase i Working Capitalt i corlalitr s aaties L or bl ) R s e e e s § 3,722,000  $16,443,000
Working Capital;beginning ofyeart se Sne Syeeanmbal il Ele . i i it e L e R 17,364,000 921,000
WotkinoEapitalsendiofeapis el trt Sell I h ot s ae e S s e R R e e $21,086,000  $17,364,000

The accompanying notes are an integral part of these financial statements.



WAINOCO OIL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

For the years ended December 31, 1979 and 1978

Common Stock

Number of Paid-In Retained
Shares Amount Capital Earnings Total

Balance, (Restated) (Restated) (Restated)

Pecember S15 9770 i Ll st ik gems e iy 6,405,594 $ 1,786,000 $ 2814000 § 8454000  $13,054,000

Exercise of stock-optionsy: = aroat s ch o 95,400 150,000 — — 150,000

Issuance of shares under stock purchase plan . . . . 24,438 83,000 — — 83,000

Conversion of convertible subordinated

debefiiires s Zitay ot it siin e ui Bl 2,073,414 9,597,000 — - 9,597,000
Issuance of common stock in connection with
sale of subordinated debentures ............ 420,000 3,001,000 - — 3,001,000

Netincome . = L E e ahal Srsi e e = — — 4,256,000 4,256,000
Balance,

Becerber 3109785 (-at st a Rt sl o 9,018,846 $14,617,000 §$ 2,814,000 $12,710,000 $30,141,000

Exercise of stock OptonS S an s rin s il e 132,060 438,000 — - 438,000

Issuance of shares under stock purchase plan .. .. 22,442 166,000 — - 166,000

Nt AN COmiC e et S A ek — — —_ 6,015,000 6,015,000

Gashidividends it e o e S vt e o - — — (685,000) (685,000)

OhEE . sl e e e, $iiiee - 58,000 - 58,000
Balance,

December3EaR079: i et e o 9,173,348 $15,221,000 $ 2,872,000 $18,040,000 $36,133,000

The accompanying notes are an integral part of these financial statements.

WAINOCO OIL CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 1979 and 1978

(1) Summary of significant accounting policies

Principles of consolidation

The consolidated financial statements include the accounts of
Wainoco Oil Corporation (the Parent), a Wyoming corpora-
tion, and its wholly owned subsidiaries, Wainoco Oil & Gas
Company (Wainoco Company) and Wainoco Oil & Gas Limited
(Wainoco Limited) (collectively referred to as Wainoco). All
significant intercompany transactions have been eliminated in
consolidation. Certain reclassifications have been made in the
1978 financial statements to conform to current classifications.

Currency translation

The Canadian dollar financial statements of Wainoco Limited
have been translated to United States dollars. Gains and losses
on translation are included in the consolidated statements of
income currently.

Oil and gas properties

Wainoco follows the accounting policy (commonly referred
to as “full-cost” accounting) of capitalizing costs incurred in
the acquisition, exploration and development of oil and gas
reserves. No gains or losses are recognized upon the sale or
disposition of oil and gas properties, except in extraordinary
transactions.

Wainoco's investment in limited partnerships is accounted
for on the proportionate consolidation method. Wainoco's
proportionate share of the partnerships’ assets, liabilities, reve-
nues and expenses is included in the appropriate classifications
in the accompanying consolidated financial statements. Sub-
stantially all of Wainoco’s investment is attributable to oil and
£as Property costs.

Wainoco computes the provision for depreciation, depletion,
and amortization (DD&A) of oil and gas properties on a quar-
terly basis using the composite unit-of-production method
based on dollars of future gross revenue attributable to proved
reserves. Under this method, the quarterly provision is
calculated by multiplying the total unamortized cost of oil and
gas properties (excluding the cost of significant investments in
unproved and unevaluated properties) by an overall rate de-
termined by dividing (a) the quarter’s oil and gas revenue by
(b) the tortal future oil and gas revenue as estimated by a firm of
independent petroleum engineers or Wainoco.

Income taxes

The Parent and Wainoco Company file a consolidated United
States Federal income tax return. The Parent charges Wainoco
Company with an amount equal to the income taxes it would
pay on a separate return basis. Wainoco Limited files a separate
Canadian income tax return. Wainoco Company and Wainoco
Limited provide deferred taxes on a separate return basis.
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Deferred taxes are provided on timing differences between
taxable and financial statement income to the extent that taxes
which would otherwise have been payable are reduced.
Wainoco follows the flow-through method of accounting for
investment tax credits received in the United States whereby
the credits available each year are applied as a reduction of the
United States tax provision.

Common stock
In October, 1979, Wainoco’s Board of Directors approved a
2-for-1 split of the Company’s common stock. All computations
of shares outstanding and earnings per share for the years
ended December 31, 1979 and 1978, have given retroactive
recognition for this stock split.

In a special meeting in February, 1980, shareholders
approved an increase in authorized common shares from
10,000,000 to 25,000,000.

Earnings per share

Primary earnings per share have been computed based on the
weighted average number of common shares outstanding and
assuming exercise of stock option shares during 1979 and 1978.
The convertible subordinated debentures discussed in Note 3
were not common stock equivalents. The average common and
common equivalent shares outstanding were 9,439,472 in 1979
and 7,782,998 in 1978,

Fully diluted earnings per share assume the addition of dilu-
tive stock options and shares issuable upon conversion of the
convertible subordinated debentures and the related reduction
of interest expense, net of income tax effect ($376,000 in 1978).
The weighted average shares outstanding assuming full dilu-
tion were 9,492,268 for 1979 and 8,912,376 in 1978,

As discussed in Note 3, in June, 1978, the Parent called for the
redemption of its outstanding 8% convertible subordinated
debentures by July 31, 1978. Had all $9,970,000 of the deben-
tures which were converted through July 31, 1978, been con-
verted at January 1, 1978, primary earnings per common and
common equivalent share for the year ended December 31,
1978, would have been $.52.

Interest capitalization

Wainoco follows the policy of capitalizing interest on the cost of
significant investments in unproved and unevaluated oil and

gas properties excluded from the capitalized costs to be amor-
tized. In 1979, interest of $689,000 was capitalized as oil and gas
properties.

Accounting changes

In 1978, the Securities and Exchange Commission (SEC)
announced that it would take steps to develop a method of
accounting that recognizes valuations of proved oil and gas
reserves in the balance sheets and income statements of oil and
gas producers. During the interim period, the SEC requires
companies following the full-cost method of accounting to
adopt certain specified accounting rules for reporting periods
ending after December 25,1979, by retroactively restating prior
years’ financial statements. These methods require, among
other things, that full tax allocation accounting be followed for
costs incurred in the acquisition, exploration and development
of oil and gas reserves and that cost centers be established on a
country-by-country basis. In previous periods Wainoco has
recognized the interaction of statutory depletion with book/tax
differences and maintained one worldwide full cost pool.

All 1978 financial statements presented herein have been
retroactively restated to conform with the SEC’ full cost rules.
As a result of this restatement, retained earnings as of Decem-
ber 31, 1978, were reduced by $1,210,000 and net income for
the year ended December 31, 1978, was decreased $1,173,000
($.13 per share, fully diluted).

In October, 1979, the Financial Accounting Standards Board
issued Statement No. 34 which requires the capitalization
of interest for certain assets. The statement is to be applied
prospectively for reporting periods beginning after December
15,1979.

In the fourth quarter of 1979, Wainoco elected early adoption
of Statement No. 34 retroactive to January 1, 1979. Accordingly,
the net income and earnings per share previously reported for
the first three quarters of 1979 have been restated as set forth in
Note 9.

(2) Oil and gas properties, reserves and related financial data

Oil and gas properties

The following tables set forth (in thousands) the costs incurred in oil and gas producing activities for the years ended December 31,

1979 and 1978, and the capitalized costs and related accumulated depreciation, depletion and amortization (DD&A) at December 31

tl

1979 and 1978.
Year Ended December 31
1979 : 1978
United United
States Canada Total States Canada Total
Capitalized costs incurred:
Property acquistton s sl . e e e e § 6,816 § 8.800 $15,616 § 5496 $2,651 $ 8,147
Explotation: ool e rias- s e S e S St e vy 4,497 1,758 6,255 3,816 2,976 6,792
Developnient 2ttt i s Sl s e e 11,986 6,815 18,801 4,120 3,132 7,252
Purchase of feservesin-place sl i esles prablies o s i 7,404 3,567 10,971 - — —
$30,703 520,940 $51,643  $13432 $8,75 $22,191
Production costs : i i
GIperating cOSES =Tt i n T Fn S SR em I TN R (o C VI $ 1,676 $ 1,604 $ 3,280 $ 1,246 $§ 768 $ 2014
Production tasests il Sl sts e i ing s ok e s CF i e oyl = ~ 671 539 — 539
$ 2,347 $1604 $3951 $1785  $ 768  § 2553




Capitalized costs:
Unproved propemies ittt ot e m e e o e e
Proved properties . enitiasesmmuams s itk s o S

§ Lo, o= | s i O A Tt S e S e e i e
DD&A:

Balance beglnningiofyear: o i e e S O
eIl Y C AL PEOVISION s e et i v o o e Bt

Balarice end Ofyear i m e s R e e e R R R

DD&A per dollarof oilandgassales ........ ...t

: 1979 LR

United

States  Camada  Total
$ 8859 8 7,760 $ 16,619

50,916 37,506 88,482
$59775  $45326 $105,101
$ 9708 § 3409 § 13,117

4,235 1,991 G,Zgé

$13943 3 5400 $ 19,343
$ .34 ] 19 8

__ YearEnded December31

ity A998 5F e
United
States Canada Total
$ 5,466 $ 1,744 $ 7,210
24334 22,642 46,976
$20800  $24386  $54,186
$ 6268 $2227 8495
_ 3440 1182 4,622
$9708  $3409 $13,117
$ 36 = $ 30

At December 31, 1979, Wainoco had invested $13,672,000 in unproved and unevaluated properties, consisting primarily of
lease acquisition costs, which have been excluded from the cost of properties to be amortized since they had not been
sufficiently tested to determine whether proved reserves were attributable to the properties or whether impairment had
occurred. It is anticipated that exploration and development activities projected for 1980 will determine the final evaluation of
these properties. It is not possible at this time to determine the potential impact on the amortization rate for inclusion of these

costs and related reserves, if any.

Reserves and future net revenues (unaudited)

The following table identifies Wainoco's proved oil and gas reserves as of December 31, 1979 and 1978, as estimated by Ryder Scott
Company, a firm of independent petroleum engineers. Crude oil includes condensate and natural gas liquids and is stated in
thousands of barrels. Natural gas is stated in millions of cubic feet.

1979

Proved developed and undeveloped reserves:
Beginring o year . o v e na e SR T
Revisions topreviots estimiates: = Liesas caln J s Tonls S s o
I prOVediTe0OVery: & v e B s S w vk ris
Extension, discoveries and other additions . ...............
Purcliaseiobireservessintplace Sulinsad T e Seer e L e
Praiiction i S el b e e e e e e et e

Badiofieans s s el S R Rl L S s ey

Proved developed reserves:
Bepinningofiyeats s 5 S FlriEbai s fe t
ERdobyearit s sl i s e e S S

1978

Proved developed and undeveloped reserves:
BegInting of Year oo on G e Mt e et e e
Revisionstopreviols CSHmMAes TS in e e e

Extensions, discoveries and other additions ...............
Production . . by e e e el = s DAL,

Endofyear = Lo e St mie S e R e
Proved developed reserves:

Beginning ofiyear: . ... o gt sl oeieeiia i el S sie v
Endofiyear | ool e e e e e

United
States Canada
oil Gas oil Gas
150 15272 1,033 147,594
118 876 164 (1,521)
70 — — e
482 25,663 53 79,520
69 5,261 23 6,226
(275) (3,924) (153) (8,960
1595 41148 1120 22285
i | 13,272 1,006 92,674
1.595 31,976 1,096 143,097
1,268 10,896 1,100 99,618
99 3,028 (30) 3,447
53 3155 81 48,831
(289) (3807 (118) _ (4302)
1,131 13,272 1,033 147,594
1,268 10,896 1,056 50,450
1,131 13,272 1,006 92,674

ek Total
ol Gas
2,164 160,866
282 (645)
70 —
5350 105,183
92 11,487
_(428)  (12,884)
2715 264,007
2,137 105,946
2,691 175,073
2,368 110,514
69 6,475
134 51,986
_4on (8109
M 160.86_
2,324 61,346
2,137 105,946
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Presented below (in thousands) are the estimated future net revenue and present value of future net revenue (discounted at a
rate of 10 percent per vear) from proved oil and gas reserves at December 31,1979 and 1978. This information is basedl on
prices in effect as of December 31,1979 and 1978 (considering possible future price escalations only to the extent provided by
fixed determinable contractual arrangements) and future development costs. Current costs used in the computations assumed

a continuation of existing economic conditions.

Proved developed and undeveloped reserves:

Estimated Future Net Revenue

Proved Developed
and Undeveloped Proved Developed
United United
States Canada Total States Canada Total
$ 17,655 $ 0668 $ 27323 $20,315 $ 10431 § 30,746
12,614 12,280 24,894 14,323 12,837 27,160
13,932 10,513 24,445 10,079 FHL 21,432
67,924 190&4 258,318 47,458 124,578 172,036
$112,125 $222,855 $334,980 $92,175 $159,199  $251374
$ 6846 $ 6585 § 13431 § 6,846 $ 6996 § 13842
4,704 6,836 11,540 4,704 7,349 12,053
3,499 7,502 11,001 3,499 7,899 11,398
10,531 92,853 103,384 10,531 58235 68,766
$ 25,580 $113,776  $139,356 7525,580 $ 80,479  $106,059

19790, el g Sn b e L s Qe i i S g o GRS I S il Ealcnd murin e de -y

LG0T b AR o s A o8 e M S R S A e R L e P L T

(3) Subordinated debentures, long-term debt and short-term borrowings

Estimated Present Value of
Future Net Revenues

United

States Canada
68918 $100,564
$18,645  § 52,832
$61311  § 83,557
$18,645 $ 46,238

Total

$169.482
$ 71477

$144,868
$ 64,883

8% Conwertible subordinated debentures

In June 1978, the Parent called for the redemption of its
$10,000,000 8% convertible subordinated debentures, Deben-
tures totaling $9,970,000 were converted at the option of
holders at $4.81 per share and 2,073,414 shares of common
stock were issued upon such conversion. The balance of the
debentures ($30,000) were redeemed at 110% plus accrued
interest. Upon conversion, the principal amount of the deben-
tures and accrued interest, net of income tax effect, through the
date of conversion, less unamortized issue expense, were
credited to common stock.

10 3/4% Subordinated debentures

In October, 1978, the Parent sold $30,000,000 of 10 3/4%
subordinated debentures due in 1998 with 420,000 shares

of common stock. The issue price of the debentures and
common stock ($30,000,000) and the related issue expense
($1,235,000) were allocated between the debentures and the
common stock based on their fair market value. The portion of

the issue price allocated to common stock ($3,128,000) consti-
tutes issue discount which is being amortized over the life of
the debentures. Amortization for 1979 and 1978 was £203,000
and $51,000, respectively. Interest on the debentures is payable
semi-annually and annual sinking fund payments of $2,500,000
begin in 1988. The debentures are redeemable at 110.75% be-
ginning in 1978, declining annually to 100% in 1988. The inden-
ture covering the debentures provides, among other things,
that Wainoco is restricted from paying cash dividends or ac-
quiring its stock if the aggregate pavments for such purposes
would exceed the sum of (1) consolidated net income earned
subsequent to December 31, 1977, (2) net proceeds received
from the issuance or sale of common stock subsequent to
December 31,1977, and (3) the aggregate of the net proceeds
received from the issuance or sale of indebtedness which

is converted into common stock subsequent to December 31,
1977. At December 31, 1979, this amount aggregated
approximately $24 million.



Long-term debt
Long-term debt at December 31, 1979 and 1978, consisted of
the following:
1979 1978
(In thousands)

Demand note payvable by Wainoco Limited to
a Canadian bank of $5,000,000 (Canadian),
interest at the bank’s prime commercial
rate plus .75 percent; secured by substan-
tially all Canadian oil and gas properties;
guaranteed by the Parent; paid January,
1979

Demand note payable by Wainoco Limited to
a Canadian bank of $29,900,000 (Canadian);
secured by substantially all Canadian oil
and gas properties; due July 31, 1981,
guaranteed by the Parent (see discussion
Delam ). i A R

Note payable by Wainoco Company to a
United States bank; secured by substan-
tially all United States oil and gas proper-
ties, lease inventory, accounts receivable
from joint operators, the unsecured note
receivable and payments receivable
from a pipeline construction contract;
due April 30, 1981 (see discussion
belomw) s Eal s i i s i e 18,500 —

Wainoco’s proportionate share of notes pay-
able by associated partnerships, secured
by the partnerships’ oil and gas properties

$4,218

25,624 s

1,524 —
$45,648

A Canadian bank has provided Wainoco Limited with a revolv-
ing line of credit of $40,000,000 (U.S. dollar equivalent of
approximately $34,300,000 at December 31, 1979) with interest
at the bank’s prime rate plus one half of one percent and an
annual commitment fee of one half of one percent on any
unused portion. Under the terms of the loan agreement, the
bank has the option to review the secured oil and gas proper-
ties and make a determination of the credit to be made avail-
able (the borrowing base). If the bank, at its sole discretion,
determines that the aggregate unpaid balance on the line is in
excess of the borrowing base, then Wainoco Limited must
either (1) provide additional security to increase the borrowing
base to an amount at least equal to such excess, (2) repay any
such excess, or (3) convert the outstanding balance to a six-
year term loan repayable in equal monthly principal install-
ments with interest at the bank’s prime rate plus one percent.
Although the advance on the line of credit is evidenced by a
demand note, the bank has advised Wainoco Limited that it
will not require repayment as long as the terms and conditions
of the loan agreement are met.

A United States bank has provided Wainoco Company with a
revolving line of credit of $27,000,000 with interest at the bank’s
prime rate plus three fourths of one percent and an annual com-
mitment fee of one half of one percent on any unused portion.
The loan agreement provides, among other things, that Wainoco
Company (1) will not incur any additional indebtedness, except
as provided for in the loan agreement, which permits debt
subordinate to the bank,senior debt up to 10 percent of the bor-
rowing base, liabilities incurred in formation and operation of
associated limited partnerships, and certain other exclusions,
(2) will not sell or otherwise dispose of a substantial portion of
its properties and (3) will maintain a current ratio (excluding
current maturities of the bank’s note payable) of at least one to
one. During the term of the agreement, the bank will review

the secured oil and gas properties and make a semi-annual
determination of the credit to be made available to Wainoco
Company (the borrowing base). If the bank determines that the
unpaid balance on the line is in excess of the borrowing base,
then Wainoco Company must either (1) repay any such excess,
or (2) provide additional security to increase the borrowing
base to an amount at least equal to such excess.

Short-term borrowings
Short-term borrowings at December 31, 1978, include cash
overdrafts of $2,233,000 which were paid in January, 1979.

The maximum amount of short-term borrowings outstand-
ing as of any month-end was approximately $440,000 in 1979
and $5,000,000 in 1978. The average amount outstanding was
approximately $550,000 in 1979 and $2,100,000 in 1978, and the
average interest rate paid was approximately 13.9 percent in
1979 and 10.2 percent in 1978.

The Canadian bank has agreed to provide Wainoco Limited
with a demand loan of up to $500,000 (U.S. dollar equivalent of
approximately $430,000 at December 31, 1979) for working
capital purposes. This loan bears interest at the bank’s prime
rate plus one half of one percent.Wainoco Limited has drawn
$500,000 on this line of credit as of December 31, 1979.

(4) Associated partnerships

The Parent and/or its subsidiaries are general partners in fif-
teen public limited partnerships and have received manage-
ment and other fees as consideration for services rendered
certain of the partnerships. In addition, the general partners
are reimbursed for direct, administrative and overhead costs
incurred in conducting the business of all except two of the
partnerships.

In June and August, 1979, Wainoco completed the sale of
interests in Wainoco 79 Company (a Texas limited partnership)
and Wainoco 79 Canada (an Alberta limited partnership), re-
spectively. Wainoco subscribed for $5,000,000 and $2,000,000
(Canadian), respectively, of limited partner interests in these
partnerships. The unexpended portion of these contributions
is included in current assets in the accompanying December 31,
1979, consolidated balance sheet, and will be reclassified to
oil and gas properties as the total limited partner contributions
are expended,

In February, 1980, Wainoco formed Wainoco 80 Company, a
Texas limited partnership. Certain leases, equipment inventory
and other charges incurred in anticipation of the formation of
this and other future partnerships are included in current as-
sets in the accompanying December 31, 1979, consolidated
balance sheet.

The general partners have (1) paid brokers’ commissions on
the sale of limited partmership interests in certain partnerships
which are recoverable from partnership revenues otherwise
attributable to the limited partners, and (2) advanced funds to
certain partnerships to finance certain exploration and devel-
opment expenditures which are recoverable only from future
revenues of the partnerships. Based on the most recent oil and
gas reserve information on the partnerships’ properties, the
commissions and advances for certain of the partnerships ex-
ceeded the estimated fair market value of their oil and gas
properties by $1,806,000 and $1,143,000 at December 31,1979
and 1978, respectively These amounts have been included in
oil and gas properties since the expenditures were discretion-
ary in nature and considered to be an integral part of Wainoco’s
oil and gas exploration and development activities. Amortiza-
tion is being computed on these amounts in the same
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manner as other investments in oil and gas properties.The
amounts may change in future periods depending on the de-
termination of the estimated fair market value of the partner-
ships’ oil and gas properties.

The general partners may be required to purchase the lim-
ited partners’ interest in the partnerships in varying amounts,
depending on the terms of the different partnership agree-
ments. The purchase price will generally be based on the lim-
ited partners’ share of (1) the estimated present value of future
net income from oil and gas properties, discounted for risk
factors associated with developing and producing the reserves,
(2) the value of undeveloped acreage held by the partnerships,
and (3) the value of other partnership assets and liabilities. At
December 31, 1979, the partnerships formed prior to 1979 had
been evaluated. The maximum purchase commitment as of
December 31, 1979, for the evaluated partnerships was
$38,500,000 and the maximum annual non-cumulative pur-
chase commitment for all partnerships (assuming no prior
purchases of the partnership interests) was $13,700,000 for
1980, $16,200,000 for 1981 through 1985 and decreasing
amounts through 2001, the year in which all partnerships will
have terminated. Of the total maximum purchase commitment
for evaluated partnerships, Wainoco believes that approxi-
mately $26,900,000 would be available in borrowings secured
by the oil and gas reserves attributable to the interests of the
limited partners in these partnerships. In the future, these pur-
chase commitments and the available borrowings may be more
or less depending upon future estimates of each partnership’s
oil and gas reserves and net assets.

(5) Income taxes

The provision for income taxes (in thousands) for 1979 and
1978 consisted of the following;

1979 1978
(Restated)
Canadian income taxes—
Curtent . & e b S TN $ (455) $ (310)
Deferred:. & na i e EER RGN R 050
s 1612 8 720
United States Federal income taxes —
CUETEIIL 1) o i e = i $ — 3 34
Peferred =0 & s Ao T R R 882 528
s 882 § 562
$ 2494 § 1,282

Deferred income tax expense is primarily attributable to ex-
ploration and development expenses capitalized for financial
reporting purposes and deducted for tax reporting purposes.

Set forth below (in thousands) is a reconciliation between
the provision for income taxes computed at the statutory
Canadian and United States Federal income tax rates on in-
come before provision for income taxes and the provision for
income taxes as reported.

1979 L Tt T
(Restated )
Provision for Canadian and United States
income taxes at SALULOrY rates .......... $ 4010 § 2,658
Increase (decrease) in provision
resulting from —
Canada—
Royalties, rentals, and similar payments
deducted currently for financial
reporting purposes which are
not deductible for income tax
CEepOLting PuUIPOSeS ... 0. voi.as o $ 2578 % 1203
Resource and depletion allowances . ... (2,404) (1,216)
Provincial tax credits and rebates . . .. .. (684) (426)
Investmenttaxcredits ............... (172) (60)
et inetear n L L 2 i(@

$ (680) S_ (584)
United States —
Statutory depletion
inexcessof tarbasis . ;i it ot 3L0575) 58 o (435)
Investment taxcredits: . . Lo e s (315) (422)
therpettl e s At e e L s 54 e 0D

s (836) 3 (792)
$ 2494 § 1282

Provision for income taxes, as reported . . . ..

As of December 31, 1979, Wainoco has a United States tax
depletion carry-forward of approximately $2,800,000 which is
indefinitely available to reduce United States Federal income
taxes payable and, a United States net operating loss carry-
forward of approximately $5,200,000. In addition, Wainoco
has approximately $1,300,000 of investment tax credit carry-
forwards available to reduce future Canadian and United
States Federal income taxes payable, all of which have been
recognized as a reduction of deferred income taxes for finan-
cial reporting purposes through December 31, 1979. Wainoco
Limited has an earned depletion base carry-forward of ap-
proximately $9,300,000 for Canadian income tax purposes of
which $3,600,000 has been recognized for financial reporting
purposes through December 31, 1979.

(6) Stock option plans and stock purchase plan

Stock option plans
Wainoco has three stock option plans which authorize the
granting of options to purchase 1,224,000 shares of common
stock. Options under the 1968 plan are granted to Canadian
employees at 85 to 90 percent of the market price at the date of
grant and options under the 1973 and 1977 plans are granted at
not less than fair market value on the date of grant. No entries
are made in the accounts until the options are exercised, at
which time the proceeds are credited to common stock. As of
December 31, 1979, options for 699,040 shares were outstand-
ing at prices ranging from $.81 to $27.00 per share and options
to purchase 47,800 shares were available to be granted under
the plans.

A summary of the 1979 and 1978 stock option activity is
as follows:

-#7979 GRS 1978
Number Number
of Option of Option
Shares Price [Sitares W Price

Balance, beginning

ofyedrEnoant 584,400 § .69-5 8.82 397,000 § .69-$4.69
Granted o5 . 5 vas 328,900 $6.25-827.00 292,000 $3.35-$8.82
Terminated or

lapsed.-..7unis (82,200) $1.09-810.63 (9,200) $2.07-$4.69
Exercised ...... (132,060)$ .81-811.44 (95,400) $ .69-$4.69

Balance, end of year 699,040 § .81-$27.00 584,400 § .69-$8.82




Stock purchase plan

In May, 1977, the shareholders approved an employee stock
purchase plan under which an aggregate of 400,000 shares of
common stock may be issued. All permanent, full-time
employees who are employed for the full plan vear are eligible
to participate in the plan except those who own in excess of
five percent of Wainoco’s outstanding common stock. The plan
allows each eligible employee to purchase Wainoco stock at 85
percent of market value subject to certain limitations. There
have been 46,880 shares purchased through the plan as of
December 31,1979. No entries are made in the accounts until
shares are purchased, at which time the proceeds are credited
to common stock.

(7) Commitments and contingencies

Pension plans

Wainoco Company’s pension plan is noncontributory, open to
all United States employees over 25 years of age with one year
of service and has a normal retirement age of 65. Pension plan
expense was $165,000 in 1979 and $96,000 in 1978, including
amortization of unfunded prior service costs of $124,000 over
30 years. Wainoco's policy is to fund pension costs accrued. As
of December 31, 1979, the pension plan’s assets exceeded the
actuarially computed value of vested benefits by approximately
$601,000.

Wainoco Limited’s pension plan is open to all Canadian
employees over 25 years of age and provides for a normal
retirement age of 65 and for voluntary employee contributions.
Wainoco Limited accrued $84,000 in 1979 and $54,000 in 1978
as its contribution to the plan,

Lease conunitments

Wainoco has entered into four noncapitalized building lease
agreements which expire from 1981 through 1990. The follow-
ing is a summary of Wainoco’s minimum annual rental pay-
ments (in thousands) as of December 31, 1979, under these
agreements:

AG80: il T e S T iSSPt $ 669
8o L R S N e s s e i ST S Sy 754
G (227 St s e e R e g s LRt R SRS To57
JOB e T N e o U 795
{2 2% peMneEbi M el i s I i S i e e o) 795
19850900 = Pl Tl el e S S 3,447
Other

The general partners are contingently liable for the liabilities of
the limited partners of certain of the associated partnerships,
including aggregate bank indebtedness of approximately
$2,490,000 at December 31, 1979, secured by substantially all of
the partnerships’ assets.

(8) United States and Canadian operations
Wainoco is engaged in one line of business, the exploration,
development, and production of oil and gas reserves.
Wainoco’s United States operations are primarily conducted by
Wainoco Company and its Canadian operations by Wainoco
Limited. Set forth below (in thousands) are the revenues and
net income for the years 1979 and 1978 and identifiable assets
as of December 31, 1979 and 1978, by country:

United

1979 _States  Canada  Consolidated
REVENIES it sy st i $ 13534 § 11,450 $ 24984
Netincomes: oo, 2,088 3,927 6,015
Identifiable assets . . .. .. .. 81,712 56,004 137,716
1978 (Restated)

REVeRUest stk oot el s $ 10677 $ 6,184 $ 16,861
Netincome s s ivir 2,002 2,254 4,256
Identifiable assets . . ... ... 44 726 34271 78,997

During 1979, Wainoco made sales to two major customers of
$6,400,000, and $3,800,000 which accounted for 41 percent of
consolidated revenues. During 1978, Wainoco made sales to
four major customers of $2,400,000, $2,100,000, $1,700,000 and
$1,600,000 which accounted for 46 percent of consolidated
revenues.

(9) Selected quarterly financial data (unaudited)

Summarized below is Wainoco’s quarterly unaudited financial
data for 1979 and 1978. Such amounts differ from the amounts
previously reported to give effect to the accounting changes
described in Note 1.

__ Three Months Ended y
March 31 June 30 September 30 December 31
(In thousands, except per share amounts)

1979(a)—
Revenues ...... $ 5378 $ 4,962 $ 5,984 $ 8,660
Income before
income taxes . § 2,069 $ 1,364 $ 1,584 $ 3,492
Provision for
income taxes . 579 332 i os) 1,030
Net income . . . .. $ 1,490 $ 1,032 $ 1,031 $ 2,462
Earnings per share —
Primary iul $. .16 § 11 $§ 11 $§ 26
Fullydiluted .. § .16 $iil ] § 1 $ 25
Dividends
pershare s to=i $ 015 $ 0151 SR RROIS S 03
1978(b)—
Revenues ...... $ 3,236 $ 4,240 $ 4,259 $ 5,126

Income before

income taxes . $ 1,107 $ 1,185 $ 1,627 $ 1,619
Provision for

income taxes . it fliiarE i AT r ke 228
Netincome .. ... $ 773 $§ 842 $1250 ¢ 139
Earnings per share —

Primary. s, MNP U et SR U TR

Fully diluted .. § .11 $§ 1 | Sets ¥ Bt NI 1
Dividends

pershare..... § - $ — $ $

27
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Notes:

(a) The amounts presented for the first three quarters of 1979
have been restated to give effect to the early adoption of State-
ment of Financial Accounting Standards No. 34. As a result of
this restatement, previously reported net income and earnings
per share have been increased (decreased) as follows:

(b) The amounts presented for 1978 have been restated to

give effect to the adoption of the SEC’s full-cost accounting rules.
As a result of this restatement, previously reported revenues,

net income and earnings per share have been increased (de-
creased) as follows:

First Second Third Fourth
First Second Third Quarter Quarter Quarter Quarter
Quarter  Quarter  Quarter (In thousands, except per share amounts)
(In thousands, except per share amounts) Revenues ............ $ 0209 157 $ Io:lsig ] 19
Income before income taxes ... $ 92 § 95 § 151 Tt N tors
Provision for income taxes . ... (36) (37) (61) A A $ @2)$ 7D$ (100§ (269
NetInCOMme & - i ok, $ 56 § 58 § 90  Provision for 7
Earnings per share — T income taxes . ...... (82) (152) (188) (59)
PEMALY e it i oot el $ — $ oL $ 0157 Nt INCOME S b awwate $ (1298 (32308 (3989)% (328)
Eully:dilotedismseliaisamn $ — § 01 % 01  Earnings per share — :
Britnzirite -ins e i $ (ons (058 (098 (0D
Fully diluted ..... .. $ (DS (0D (05§ (03)

(10) Reserve Recognition Accounting (Unaudited)

In September, 1979, the SEC adopted a requirement that all oil
and gas producing companies include in their financial state-
ments a supplemental earnings summary prepared on the basis
of Reserve Recognition Accounting (RRA) beginning with fiscal
years ending after December 25, 1979.

Under RRA, a valuation of the Company’s proved reserves is
recognized as an asset and net changes to the valuation are
included in earnings as they occur. Under the full-cost method
of accounting followed by the Company, oil and gas properties
included in the accompanying Consolidated Balance Sheets

consist of capitalized costs incurred in the acquisition, explora-
tion and development of oil and gas reserves, and revenues
reported in the accompanying Consolidated Statements of
Income are recognized as those reserves are produced.

Presented below are the Analysis of Changes in Estimated
Present Value of Future Net Revenues from Proved Qil and Gas
Reserves,and the unaudited Consolidated Supplemental
Earnings Summary prepared on the basis of RRA for the years
ended December 31,1979 and 1978.

WAINOCO OIL CORPORATION AND SUBSIDIARIES

ANALYSIS OF CHANGES IN ESTIMATED PRESENT VALUE OF
FUTURE NET REVENUES FROM PROVED OIL AND GAS RESERVES

For the years ended December 31, 1979 and 1978

Balance — beginning of vear
Revisions to reserves proved in prior years
New field discoveries and extensions

Development costs considered in valuation of
proved reserves in prior year
Production, net of production costs

Balance —end of year

Purchiases ofresetves-in-plees tha i e it st = thivhe ar

19798 NAGTR
(In thousands)
................................ $ 71,477 $63,746
................................ 34,278 2,199
................................. 87,509 22,802
................................. 9,867 —
................................ (14,628) (4,524)
................................ (19,021)  (12,746)
................................ $169,482  $71477




WAINOCO OIL CORPORATION AND SUBSIDIARIES

CONSOLIDATED SUPPLEMENTAL EARNINGS SUMMARY
For the years ended December 31, 1979 and 1978
Frepared on the basis of Reserve Recognition Accounting (RRA)

(Unaudited)
1979 1978
(In thousands)
Additions to Proved Reserves:
Revisions to reserves proved in prior years:
Changes in-prices it Mol fuliipE ol Sl 0t m el i i s e Uil -m o s e il e § 27,300 $ 1913
Other |75 S e e e s el BRSOl e A S e S (170) (6,089)
Interest factor—Jccretioab diseoNn s et el ain s eitie b amic e S i e s 7,148 #0375
Total revisions to Brayed oS BroRE e e e e $ 34278 $ 2,199
New field discoverics, exteasiongaaei purchasest s U ost o o d i e sl e v 87509 22,802
Total revisfonsitoiproyedireServetsn en st e . o el e el S TR $121,787 $25,001
Exploration and development costs:
Costs incurred during the year —
Acquiisition of properticss Fair il it S o e e L e $§ 15,616 $ 8,147
Explorations: =il e s ma e sk a g e e S S R o i e e R e o 6,255 6,792
Development, et et s e R e R S R e A e R e 18,801 _ 7,252
§ 40,672 $22,191
Changes indeferretreosts s s st nn e Ll T T s e s T (9,409) (6,075)
Future development costs considered in valuation of
proved Teseives oS o e O P Sl i R BT et Sl i Sl as e 14,628 4,524
Total acquisition; explorationandideyelopment costs: s 2wl B En il L et e e e $ 45,891 $20,640
RRA income before other revenues (and expenses) and inCOME AXES . ... ...ovviin e ... .. $ 75896 $ 4361
Other revenues (expenses)
Interestand otheripeomensicEmas iRt s etia s i lia e Sl E MBI S T Lo il el £ Sy Pale i 2,740 2,063
General and administrative expenses including depreciation on fixed assets ..................... (2,839) (2,547)
40T (5t o8 o' 5 b oo 0 SRR ot e s B SRS S IR S e L e S I et E A ST (2,878) G721
Gain(less)onitranslation of forel g G rerey i T s s e (305) 491
REA income before i came s o e e S e e e e L e e $ 72,614 $ 2,647
Provisionlfor icomeitazes i fn ettt - Sl St sy S M e ARG e e s e L 24,000 11,200
RR A e e OmIe T e e L Ep T 248,6 14 $ 1447

Earnings per share:

BrnATY T e e e e b G e e S
Fiilly clilvifed o St S R s e i

STATEMENT OF RRA POLICIES (tnaudited)

The following accounting policies have been followed where
RRA presentations differ from generally accepted accounting
principles (GAAP). The esimates of proved reserves and related
valuations were developed by the Company’s independent
petroleum engineers in accordance with SEC rules and
guidelines.

Recognition of assets and earnings under RRA

Under RRA, assets are recognized and earnings recorded when
proved reserves are added through exploration and develop-
ment activities. Proved reserves are valued as set out in Note 2.
The SEC has acknowledged that the method employed does
not necessarily yield the best estimate of the fair market value
of a company’s oil and gas properties. Any estimate of fair
market value should take into account other factors, such as
anticipated future increases in prices of oil and gas and any
related development and production costs and probable re-

serves discounted for the risks associated with developing and
producing such reserves. In the opinion of management, the
fair market value of Wainoco’s oil and gas properties could be
substantially in excess of the RRA valuation of its reserves.

New field discoveries and extensions are included in earn-

ings as they occur and represent proved reserves added from
drilling exploratory and development wells. Subsequent revi-
sions to the RRA valuation of proved reserves are included in
earnings as they occur. The major factors causing revisions

in proved reserves based on an annual RRA valuation are
described below:

(1) “Changes in Price” represents the approximate effect of
increases from one period to the next in the prices and
production costs used in the RRA valuation calculation.

(2) “Other” primarily represents changes in engineering es-
timates of quantities and timing of production of reserves
due to production history of the properties, additional
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drilling, general marketing conditions and various other
considerations.

(3) “Interest Factor —Accretion of Discount” represents the
effect of the passage of time on the discounted value of
proved reserves which is equal to 10 percent of the RRA
valuation as of the beginning of the year.

Exploration and development costs

Costs incurred during the year and expensed for RRA purposes
include acquisition, exploration and development costs of
properties evaluated in the current year. Because future de-
velopment costs are considered in valuing proved reserves in
the year of discovery, such costs are reversed in the year actu-
ally incurred to eliminate duplicate charges to expense. Costs
of acquiring unproved properties and drilling exploration

and development wells are deferred until the properties are
evaluated, at which time they are charged to expense. All de-
ferred costs are assessed for recoverability and any impairment
is included in current expenses. Costs deferred at year-end
were $16,619,000 in 1979 and $7,210,000 in 1978. Other
exploratory and development costs are charged to expense
when incurred.

Other revenues and expenses
The accounting policies followed for “Other Revenues
(Expenses)’ are the same as GAAP.

Income taxes
The provison for income taxes for the oil and gas production
segment has been computed using the liability method. The

estimated liability at the beginning and end of the year is com-
puted by applying the year end statutory income tax rates to the
difference between (a) the RRA valuation of proved reserves
and (b) the tax basis of proved oil and gas properties after
taking into consideration the net operating losses, statutory
depletion, resource allowances, investment tax credit
carryovers and rebates. The provision for income taxes for
other revenues and expenses has been computed under the
deferred method as described in Notes 1and 5.

Other considerations

Because earnings under RRA are recognized upon discovery
of proved reserves and when the RRA valuation of proved re-
serves change, no earnings are reported as oil and gas are
produced. Consequently, RRA earnings will differ substantially
from funds generated or required by current exploration,
development, and producing operations. For information on
funds flow, see the Consolidated Statement of Changes in
Financial Position.

The Company cautions against placing undue reliance on
RRA results. RRA attempts to report the ultimate financial result
of events which are not subject to consistently reliable evalua-
tion. Estimates of proved reserves are subject to significant
revisions as more data becomes available, particularly reserves
attributed to new discoveries. Additionally, costs incurred in
one year may lead to significant discoveries in later years and
improved recovery techniques could significantly alter recov-
erable reserves from any given property. These and other fac-
tors should be considered in evaluating RRA data.

AUDITORS’ REPORT

To the Shareholders of Wainoco Oil Corporation:

We have examined the consolidated balance sheets of Wainoco Oil Corporation (a Wyoming corporation) and subsidiaries as of

December 31, 1979 and 1978, and the related statements of income, shareholders’ equity; and changes in financial position for

the years then ended. Our examinations were made in accordance with generally accepted auditing standards and, accordingly,

included such tests of the accounting records and such other auditing procedures as we considered necessary in the circumstances.
In our opinion, the financial statements referred to above present fairly the financial position of Wainoco Oil Corporation and

subsidiaries as of December 31, 1979 and 1978, and the results of their operations and the changes in their financial position for the

years then ended, in conformity with generally accepted accounting principles applied on a consistent basis after giving retroactive

effect to the change (with which we concur) in the method of accounting for oil and gas producing activities as described in

Note 1 to the financial statements, and except for the change (with which we concur) in the capitalization of interest as described

in Note 1 to the financial statements.

Houston, Texas
March 14, 1980

ARTHUR ANDERSEN & CO.



WAINOCO OIL CORPORATION AND SUBSIDIARIES

SUMMARY OF OPERATIONS
For the five years ended December 31, 1979 (In thousands, except per share amounts)
1979 1978 1977 1976 1975
REVENUES: (Restated) (Restated) (Restated) (Restated)
Oil and gas operations - oV R Sl s R el $24,984 $16,861 $9,260 $5,901 $3,877
EXPENSES:
Protiuction COSES: =it e e fes - Soee: e § 3,951 $ 2553 $1,646 £1,281 $ 934
Depreciation, depletion, and amortization ......... 6,502 4,793 2,636 15752 940
General dnd administrative s o sie s el L fSas T 2,839 2,547 1,107 869 829
Interest, net of interest capitalized
of $689,000:n: 1979wl eseatEaiaaeint oe i Lo 2,878 =724 903 677 317
Provision (credit) for losses on
equIpMENtinventony: st sl o - 200 (23) 186 —
Loss (gain) on translation of
foreign eutréncye s SRERENEE s ot =CHD = (49D) SandD9) Sl =
$16475  $11323  $6216  $4786  $3,020
INCOME FROM CONTINUING OPERATIONS BEFORE
INCOME TAXES " o= vas dalpsi S it s SR et iy § 8,509 $ 5,538 $3,044 $1,115 $§ 857
PROVISIONFORINCOMETAXES .................. 2,494 1,282 g2 St o) A25
INCOME FROM CONTINUING OPERATIONS ........ $ 6,015 $ 4,256 $2,262 $1,106 $ 732
INCOME FROM DISCONTINUED OPERATIONS,
netofincome tares . . L e o s = = 436 396
NEEINOOME 1. 55 i e i s e $ 6,015 $ 4,256 $2,262 $1,542 $1,128
EARNINGS PER SHARE:
Primary —
Income from continuing operations ............ $ 64 $:.:55 $§ 34 $i iy $§ .12
Income from discontinued operations .......... = — — .07 08
NetIfeOmME L T 0 A e e A e = $ 64 $ 55 $ 34 $ 24 $ 18
Fullydiluted ;v oo 2 e R S e $ 63 $0 52 $ 34 $ 24 $ .18
CASH DIVIDENDS PERSHARE .................... $ 075 = i $ — $

|
|
|
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF THE SUMMARY OF OPERATIONS

The following provides a brief explanation of certain financial information in the Summary of Operations. Reference is made
to Note 1 to the Consolidated Financial Statements for a discussion of the Company’s accounting policies used in reporting the
results of operations, and the effect of the accounting changes implemented in 1979.

1979 Compared with 1978

Revenues

Revenues from oil and gas sales increased 50% over 1978. Oil
sales, in barrels, increased 5%, while the weighted average
price received per barrel increased 31%. Gas sales, in thou-
sands of cubic feet (MCF), increased 59%, while the weighted
average price received per MCF decreased 3%.

Interest income rose 28% as a result of increased short-term
investments and higher interest rates throughout the year.
Other income, consisting of operations and supervision fees,
increased 30% due to higher levels of operations activities.

Expenses

Production costs increased 55% as a result of increased produc-
tion activity, General and administrative expense increased 11%
due to a 25% increase in personnel and to inflationary cost
increases.

Depreciation, depletion and amortization increased
$1,709,000 or 36%, reflecting higher levels of production. When
stated as a percent of oil and gas revenue, the rate decreased
from 28% to 26%.

Net interest expense increased 67% over the level of 1978.
The increase in gross interest expense of 134% resulted from
both higher debt balances and interest rates throughout the
vear partially offset by capitalized interest of $689,000 ($.05 per
share after income tax provision) in 1979 compared to none in
1978. The interest paid is also partially offset by interest charged
on advances to the Company’s limited partnerships, which in-
creased 188%.

A loss on translation of foreign currency of $202,000 ($.02
per share) in1979 compared to a gain of $363,000 ($.04 per
share) in 1978, both after income tax provision, is an adverse
difference of $565,000. There were no losses on equipment
inventory in 1979 compared to a loss provision of $200,000
in 1978.

Earnings

Income before income taxes increased from $5,538,000 to
$8,509,000 or 54%. This figure, as a percentage of revenue,
increased from 33% in 1978 to 34% in 1979.

The combined United States-Canadian tax rate increased
from 23% to 29%.

Net income increased by 41% from $4,256,000 in 1978 to
$6,015,000 in 1979. When stated as a percentage of revenue, this
figure decreased from 25% to 24%. Primary earnings per share
went from $.55 in 1978 to $.64 in 1979, an increase of 16%.

1978 Compared with 1977

Reveniies

Revenues from oil and gas sales increased 82% over 1977, Oil
sales, in barrels, increased 21%, while the weighted average
price received per barrel increased 27%. Gas sales, in thou-
sands of cubic feet (MCF), increased 30%, while the weighted
average price received per MCF increased 49%.

Interest income rose 109% as a result of increased short-term
investments. Other income, consisting of operations and
supervision fees, increased 78% due to higher levels of opera-
tions activities.

Expenses

Production costs increased 55% as a result of increased levels

of production. General and administrative costs increased

130% due to a112% increase in personnel and to inflationary cost
increases.

Depreciation, depletion and amortization increased
$2,157,000 or 82%, reflecting higher production volumes. When
stated as a percent of revenue, the rate remained 28% in both
periods.

Net interest expense increased 91% over the level of 1977.
The increase in gross interest expense of 114% resulted from
higher debt balances throughout the year. The interest paid is
partially offset by interest charged on advances to the Com-
pany’s limited partnerships which increased 182%.

A gain on translation of foreign currency of $363,000 ($.04
per share) and $22,000 ($.01 per share), both after income tax
provision, was recognized in 1978 and 1977, respectively.

Farnings

Income from continuing operations before income taxes in-
creased from $3,044,000 to $5,538,000, or 82%. This figure, as a
percentage of revenue, was 33% both in 1977 and in 1978.

A decrease in the combined United States-Canadian tax rate
from 26% to 23% is due to tax credits resulting from increased
corporate drilling activity.

Net income increased by 88% from $2,262,000 in 1977 to
$4,256,000 in 1978. When stated as a percentage of revenue, this
figure increased from 24% to 25%.

Primary earnings per share went from $.34 in 1977 to $.55 in
1978, an increase of 62%.
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Athens

Pennsylvania

ainoco Oil & Gas Company owns
approximately 66,000 net acres

of leases in Crawford County,
Pennsylvania. The Company has drilled
and completed a total of 40 gas wells
from the Medina sandstone at 5,000
Pipeline facilities have been constructed,
and 26 wells will commence

production in April 1980.

An additional 40 wells are

planned for 1980, along with gathering
facilities and pipeline extension to result
in increased reserves and production

on the Athens Prospect.
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Monias

British Columbia

The Monias gas field contains slightly
over 50% of Wainoco’s entire proved
reserves. In excess of 85% of this gas is
contained in the Triassic Halfway sand at
a depth of approximately 5,000 feet.
Recent drilling has revealed exciting
new potential in the Permian Belloy
formation at depths of approximately
7,000 feet. This map shows the Halfway
gas wells and additonally highlights the
few deep wells in the area that
have penetrated
the Bellov
Wainoco plans
an aggressive
drilling schedule
for this area
during 1980.
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Belloy Control on or near O
Wainoco Acreage.

Wainoco owns 100% of Belloy .
rights, 50%-100% of other rights.

Wainoco owns 12%-50%.

R24 R23

”
N
ACREAGE PURCHASED

, IN FEB. 1980 FOR $800,000
WAINOCO 50% INTEREST

ﬂ: REPORT OF GAS
FROM BELLOY FM

R24 R23

Monias,Wilder & Gates Areas Showing
Halfway Gas Fields and

Belloy Formation Control

and Activity,






DIRECTORS

John B. Ashmun
Houston, Texas ;
James A. Baker, 111
Houiston, Texdas

William A. Faubion
Houstor, Texas

James S: Palmer, Q.C.
Calgary, Alberta

William Scheerer, 11
New: York, New York

OFFICERS

John B. Ashmun
President
William A. Faubion
Vice President
Robert J. Leslie
Vice President
Charles C. Vines
Vice President-Finarice
and Secretary
John H. Whorton
Treasurer/Coniroller

REGISTRARS AND
TRANSFER AGENTS

Common Stock

First City National Bank

Houston, Texas

Montreal Trust Company

- Toromnto, Onlario

10 3/4% Subordinated
Debentures
First City National Bank
Houston, Texas

PRINCIPAL BANKS

First City National Bank
Houston, Texas

Bank of Montreal
Calgary, Alberta

AUDITORS

Arthur Andersen & Co.
Houston, Texdas

COUNSEL
Andrews, Kurth,
Campbell & Jones
Houiston, Texas
Burnet, Duckworth
& Palmer

Calgary, Alberta

- SUBSIDIARIES

Wainoco Oil & Gas Company

Wainoco Oil & Gas Limited
- Wainoco International, Inc. G e

COMMON bTOCK

Wainoco Oil Corporation common stock '.":' =

is listed for trading on the American

Stock Exchange in the United States an'd =
~ the Toronto Stock Exchange in Canada

under the symbol WOL. The high and

low quarterly sales prices for the stock ;7'3 S

on the American Stock Exchange,

rounded to the nearest 1/8 and after glv- e
ing effect to the 2-for1 stock splitin -~ = = =
. October, 1979, are shown below: e

High
1979
Bt Omane: =5 10 7/8
= Second Quarter .. | 121/4
Third Quarter . ... .. 109
Fourth Quarter . .. . - 32748
1978 -
First Quagter= 2, 81/8
SecondQuarter ... 91/4
Third Quarter . ..... 87/8
Fourth Quarter ... .. 81/2
AVAILABILITY OF FORM 10-K

Low

63/8

. R
g
1738

sam

G170

Sl

The Companys Annual Repott on Fonn

10-K which is filed with the Securities
and Exchange Commission is available _
upon request and may be obtained b‘, e

WrEiling to:

Vice President-Finance
Wainoco Oil Corporaton
1200 Smith Street, Suite 1500
Houston, Texas 77002

ANNUAL MEETING N OT[CE

The annual meeting of the shareholders

of Wainoco Qil Corporation will be
held Thursday, May 22, 1980, at 10:00 -
am. in the First Clty East Auditorium,
1111 Fannin Street, Houston, Texas.
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