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CORPORATE PROFILE

Wainoco Oil Corporation explores for oil and gas in
North America and other regions of the world. The
Company has production in the United States and the
provinces of Alberta and British Columbia, Canada. Oil
and gas reserves are acquired primarily through drilling
as well as by acquisition of properties.
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ANNUAL MEETING NOTICE

The annual meeting of the shareholders of Wainoco
Oil Corporation will be held Wednesday, May 12,
1982, at 10:00 a.m., in the lle de France Room in the
Hotel Meridien, 400 Dallas Street, Houston, Texas.



FINANCIAL

Revenue = 0 i
Net Income (Loss) ........

Earnings (Loss) per share,

fully diluted ...........
Dividends per share .. ... ..

Funds provided by
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3,162 3,233 2,715
300,053 308,802 264,007
23,186 19,403 18,938
10,932 7,624 7,309



LETTER TO THE SHAREHOLDERS

The year 1981 signaled expansion of Wainoco's exploration, new methods of
financing its drilling programs, and the first loss under present management's
14-year tenure. The first two accomplishments will strengthen the Company’s
search for reserves and the latter we plan to see relegated to corporate history.

Record revenues of $44 million, a 23% rise over those of the prior year,
were principally the result of oil and gas prices one-third higher than in 1980,
plus increased oil production. A loss of $6.2 million was substantially caused
by charges related to the drilling of an unsuccessful well in Colombia, South
America. The full amount of $9.4 million charged against the well included $2
million of uncollected partners’ accounts. All of the costs were expensed in
1981 under full cost accounting principles, which require separate cost pools
for operations in each country. Other greatly increased costs included interest
expense, which grew with higher rates and added debt, and federal excise taxes
emanating from the windfall profits tax in the U.S. and new wellhead taxes in
Canada. Cash flow from operations of $16 million was 21% below the $20.3
million of 1980.

Production of natural gas reserves, Wainoco’s largest asset, dropped 18%
from 1980 levels to 12 billion cubic feet in response to purchasers’ cutbacks,
particularly in Canada. Qil and gas liquids production rose 32% to 569,000
barrels as new wells, primarily in the U.S., added to productivity.

Wainoco’s proved reserves of oil and natural gas were essentially the same at
the end of 1981 as at the end of 1980. Because about one half of the wells drill-
ed in 1981 were for development of already proven reserves on the Company’s
large acreage holdings in the Medina trend of the Appalachian Basin, rela-
tively few new gas reserves were added from this source. Also, success in 1981
exploration ventures developed late in the year, with impact on new reserves
from this source being shifted beyond the year end. Minimal drilling was done
in Canada to extend existing gas reserves because of the lack of markets.

Capital expenditures of $74 million, higher than those of the previous year
by 17%, were mostly consumed in the drilling of 217 wells. These wells, 31%
more in number than in 1980, resulted in the completion of 34 oil wells and
124 gas wells, Approximately 74% of the expenditures were made in the U.S.
Virtually all domestic exploration was done within Wainoco’s 1981 joint venture
with Texaco U.S.A. This program, which was about two-thirds complete at the
end of 1981, met with success late in the program, and development drilling
on favorable prospects is being planned. Although the program year is not yet
complete and drilling or testing on 20% of the initial prospects is unfinished,

a similar venture with Texaco is not scheduled for 1982.

A majority of the year’s development expenditures were incurred on the
Company's Appalachian Basin leasehold. Of 157 wells drilled from the project’s
beginning through the end of 1981, 99 were on production at the end of 1981
and another 30 should be connected to the pipeline by the second quarter of
1982. Revenue from this production has become of greater significance as the
number of producing wells has increased, and particularly since the Federal
Energy Regulatory Commission issued a tight sands ruling in September that
allowed higher prices. Gas sales were fully suspended for 44 days in the fall, yet
the current winter demand exceeds production capacity. The sales forecast for
1982 is still partially dependent on relief from the recession’s effect on industrial
consumers in the north and northeast.



Expenditures in Canada amounted to only 12% of the corporate total, down
from 35% in the prior period. This reduction stemmed directly from the
unfavorable profit picture presented to Canada’s oil and gas producers through
taxing, pricing, marketing, and royalty policies set by the federal and provincial
governments. The initial blow to accommodating economics was dealt in late
1980 with the introduction of the federal government's National Energy Pro-
gram. Further damage was inflicted in the latter part of 1981 as agreements
between the federal government and the provinces meted additional taxes
which not only negated a schedule of higher prices but worsened the proposals
of the NEP. In the face of this debilitating energy environment, Wainoco’s
Canadian staff most admirably and diligently conducted the drilling of key wells
and made farmout agreements which resulted in the maintenance of the
Company’s reserves and the preservation of strategic lease rights.

Outside of North America, 14% of Wainoco’s capital expenditures were made,
65% of which were attributable to the
Colombian operation. The balance was
spent on seismic programs in Western
Australia and Indonesia. Encouraging
interpretations of the seismic data
revealed promising geological features,
and tests are planned for drilling in the
summer of 1982 on the Company's
onshore permit in Australia’s Canning
Basin and on its Indonesian Java
Sea Block.

Proposals for the consolidation of
Wainoco's limited partnerships have
been studied at length. Advantages
were seen to come from increased
operating efficiencies, cost reductions,
and improved liquidity of limited
partners’ interests.

John B. Ashmun, President

Deteriorating market conditions caused the altering and temporary delay of a
proposal. Continuing effort, including discussions with partners and advisors, is
being made to present a final plan.

The change instituted in 1981 from financing the Company’s drilling pro-
grams with offerings of subscriptions in registered public limited partnerships to
private arrangements such as the Texaco joint venture is being followed. Nego-
tiations for a large development program on Wainoco’s shallow gas properties in
northwestern Pennsylvania culminated in the signing of an agreement early in
1982 with five institutional investors. The deal calls for the expenditure of $64
million over a two-year period to drill more than 300 wells. Approximately one
half of the funds will be expended in the first year and, based on the results of
these wells, the balance will be spent in the second year. Wainoco will contrib-



ute its leases to the program and will retain a net profits interest increasing to a
final 60% ownership in the properties. In addition to its retention of the above
interest, Wainoco will contribute $10 million or 16% of the funds as an investor.

This pattern of financing drilling operations, wherein the Company’s leases,
technical data, and expertise will be contributed toward drilling by others, is to
be pursued throughout 1982. Since the last major retirement of bank debt
(through a public equity offering in late 1980), the Company’s operations have
been funded through borrowings and cash flow. The extended shut-in of over
60% of Wainoco’s deliverable gas reserves in Canada and the periodically
restricted gas markets in the U.S. have impaired forecasted revenues. Simulta-
neous increases in expenses and weak equity markets have combined to signal
the need for a reduction of debt build up. To accommodate this need and to
sustain continued exposure to new reserve additions, the Company will escalate
the promotion of outside activity on its properties.

Experiences in 1981 and the current world economic outlook have forced us
to approach 1982 with restraint. As the new year begins, however, it is encour-
aging to know that some 90% of the Company’s reserves, based on Btu values,
are in the form of natural gas. The Company’s gas sold in 1981 at a weighted
average price of $2.18 per thousand cubic feet, and the price continues to rise.
On a Btu basis, the price still has a considerable way to go before it reaches the
Btu equivalent of crude oil selling at the OPEC posted price. Other encourage-
ment comes from the stated intent of Canadian governmental policy to speed
up the export of natural gas. This is not expected to affect 1982 gas sales signif-
icantly, but it should help in 1983 and beyond. Also, though it has been slow
coming, some resolution of the Canadian energy impasse is expected, especially
if Canada’s economy is to revive. These factors plus a gradual lead by the U.S.
out of the current world recession should have positive effects in 1982, which
looks to be a year much improved over the one just past.

John B. Ashmun
President

March 20, 1982
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UNITED STATES

Charles B. Hauf, Vice President-Exploration, Wainoco Oil & Gas Company

Wainoco’s operations for the year reflected continuing emphasis on domestic
exploration and production, as the Company spent 74% of its capital budget in
the United States. Wainoco Qil & Gas Company, a wholly-owned U.S. subsidi-
ary, conducted operations on behalf of a joint exploration program with Texaco
U.S.A., its own corporate activities, and residual partnership developments,
expending $53 million of its own funds. The Company participated in the drill-
ing of 183 wells, of which 26 were completed as oil wells and 105 as gas wells.
Qil production for the year was 376,000 barrels of oil and gas liquids, an
increase of 44% over the previous vear. Natural gas production of five billion
cubic feet was 9% below that of 1980. The Company’s proved oil and gas
reserves were slightly below those of last year.
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Fastern Division

Activity continued to expand in the Company’s Eastern Division with favorable
exploration in the Michigan Basin and increasing development success in the
Appalachian Basin.

In the Appalachian Basin’s Silurian Medina trend, where Wainoco began
drilling in 1978, the Company drilled 64 wells in northwestern Pennsylvania
and 10 wells in southwestern New York. Of the Pennsylvania wells, 38 were
drilled at Athens, in Crawford County, bringing the total drilled to 157. At
Greenville, in Mercer County, some 25 miles southwest of Athens, 26 wells
were drilled on a new lease block. In Cattaraugus County, New York, at Leon,
40 miles northeast of Athens, Wainoco drilled 10 wells with Texaco through
their joint venture. Pipeline facilities for the latter two areas should be avail-
able for gas delivery in the first quarter of 1982 at Greenville and in the fourth
quarter at Leon. Characteristics of the wells in both areas closely resemble
those of the producing wells at Athens, although actual results of the drilling
will not be determined until the pipelines have been completed and produc-
tion tests made. Upon completion of satisfactory testing, drilling will continue
on the 12,000 acre block at Greenville and on the 21,000 acres held at Leon.
A discovery in a new horizon above the Medina was made at Greenville. The
well tested over one million cubic feet of gas per day without stimulation from
the Oriskany formation at 3,640°. Strong shows of Oriskany gas were also found
in two wells offsetting the discovery.

The Federal Energy Regulatory Commission in September, 1981, ruled that
gas produced from the Silurian Medina sands in five northwestern Pennsylvania
counties, including Crawford and Mercer, qualified for higher prices under Sec-
tion 107 (tight sands) of the Natural Gas Policy Act. The ruling was retroactive
to September, 1980, effectively increasing revenues some 70% through an
advance in price which is currently set at $5.22 per thousand cubic feet. In
January, 1982, a similar ruling was made for Medina gas produced in
Cattaraugus County, New Yorlk.

Wainoco plans to drill over 300 wells on its Pennsylvania acreage during
the next two years. In the first quarter of 1982, the Company and a group of
institutional investors signed a $64
million drilling program to develop  Appalachian Basin
Wainoco's leases in Crawford and
Mercer Counties, Pennsylvania.
Funds from the $64 million agree-
ment will be expended for further

New
Area of Interest . W Yok

Penn.
development at Athens and s
Greenville, and will also be applied ClntomMedi

in new drilling at Cambridge Springs, Trend
eight miles west of Athens. This

activity, along with the anticipated ’t‘j”:n
development of Leon later in the Cambridge Springs
year, will result in new high levels of Greenville

Appalachian Basin drilling on the
Company’s approximate 140,000
acre lease spread. As more wells are
tied into the pipelines, this area, from which Wainoco's gas production
totaled 1.25 billion cubic feet in 1981, could develop as one of the
Company's larger sources of long-term reserves.

Exploration in the Michigan Basin was concentrated on Michigan's Silurian
Niagaran Pinnacle Reefs, but also involved drilling for deeper targets. In
Manistee County, the Bowling No. 2-35 was completed flowing 500 barrels of
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UNITED STATES OPERATIONS
STATISTICAL SUMMARY 1981 1980

Exploration and

Development

Wells Drilled 183 108
Wells Completed as Productive 131 7l
Production

0il & Condensate (mbbl) 376 261
Gas (mmcf) 5,203 5,725
Proved Reserves

Oil & Condensate (mbbl) 1,666 1,725
Gas (mmcf) 42,088 44,087
Land

Gross Acres (000) 568 510
Net Acres (000) 306 233




oil and 500 thousand cubic feet of gas per day. Wainoco owns a 22% interest
in the well, which has an estimated 50’ of reef pay. The Preston Trust No.
1-10 in Grand Traverse County, in which Wainoco owns a 17% interest, was
completed flowing 400 barrels a day from a 300" section of reef.

Area of Interest ‘

Michigan
m

Michigan Basin

Upper

Niagaran Reef Trend
Joharmesburg 3-16
Preston Trust 1-10
Bowling 2-35

Lower Reef Trend

A deep well in northeastern Michigan’s Otsego County has flowed gas at
rates up to 750 thousand cubic feet per day from the Prairie du Chien sand
at 7,900'. Completion of this well, the Johannesburg Manufacturing No. 3-
16, is still in progress, so the potential of this reservoir is unknown, vet it
holds extreme interest because the Basin's only other reported producer
from this sand tested at very high rates. Wainoco owns a 25% interest in the
well and a 25% interest in 15,000 acres around it. Niagaran Reef features
have been identified on a portion of the acreage and further drilling is
planned.

Western Division
Wainoco's Western Division experienced substantial growth in 1981, with
participation in 45 wells, 18 of which were completed as oil wells and 10 as gas
wells. Operations for this Division are widely spread over the Rocky Mountain
states, Oklahoma, Kansas, the Texas Panhandle, and the
Permian Basin on both sides of the Texas-New Mexico border.
In the Northeast Lovington Field of Lea County, New Mexico,
three wells were completed, giving the Company an interest
in six producing wells in the field. Two of the wells were prolific
producers. The No. 3 Pennzoil State, owned 14.5% by Wainoco,
flowed 1,320 barrels of oil and 1.2 million cubic feet of gas per
day from the Strawn Limestone with perforations between
11,432" and 11,442’. The Company also owns 25% of the Aztec
State No. 3, which flowed 900 barrels of oil and 1.5 million
cubic feet of gas per day. Production is from 32"of pay selectively
perforated between 11,219’ and 11,302’. The Company plans
additional drilling on its interests in the approximate 3,000 acres
held in the field area.
The Company completed three wells from the lower pay
(Wasatch) in the Blue Bell-Altamont Field in Utah’s Uinta
Basin. The Fisher No. 1-19A flowed 598 barrels of oil and 306 thousand
cubic feet of gas per day on initial tests from perforations between 14,000
and 16,363". Wainoco and its 1980 U.S. limited partnership own a 43%
interest in this well. The Company also drilled the State No. 1-14-B1, which
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was completed flowing 486 barrels of oil and 435 thousand cubic feet of gas
per day from perforations between 9,977" and 12,739’. The LeBeau No. 1-

34-A1 flowed 327 barrels of oil and 570 thousand cubic feet of gas from per-
forations between 11,488" and 13,754". Wainoco owns a 25% interest in the

Ouverthrust Belt & Bluebell Altamont

Wyoming

Area of Interest E

Utah

W. Ryckman Creek

Overthrust Belt
Bluebell N.E.
N. Roosevelt
Bluebell S.E.
Bluebell N.W.
N. Cedar Rim

State No. 1-14-B1 and a 15% interest in the LeBeau No. 1-34-A1. Additional
drilling is being done in this field, where the Company has varying interests
in some 10,000 acres.

Gulf Coast Division

A total of 52 wells were drilled in the Gulf Coast Division with five completed
as oil wells and 22 as gas wells.

A well drilled by Wainoco for its Texaco joint venture in LaFourche Par-
ish, Louisiana, extended the limits of the Rousseau Field. The Bouterie Heirs
No. 1 flowed at an initial rate of 10 million cubic feet of gas and 482 barrels
of oil per day and logged pay in two Miocene intervals, between 14,564 and
14,590 and between 14,890 and 14,930". Other potentially productive
zones were also encountered and will be tested in 1982. Wainoco owns 19%
of the well and the approximate 2,000 acres in the field area.

The W, E. Riley Gas Unit No. 1, Freestone County, Texas, was completed
as a new field discovery. Production from perforations between 13,015 and
13,030" in the Cotton Valley formation flowed 3.4 million cubic feet of gas
per day. This production is classified as tight sands gas under Section 107 of
the Natural Gas Policy Act and is being sold at $5.22 per thousand cubic
feet. Wainoco and its 1980 U.S. limited partnership own a 37.3% working
interest in the well and in the surrounding 600 acres. Additional tests will be
made of other indicated pay sands in this well, and a second well is planned.
Another Freestone County well, the Emerson No. 1, was completed in the
Cotton Valley limestone from 10,375 to 10,603" and flowed 100 barrels of
oil and 250 thousand cubic feet of gas per day. Wainoco owns a 25% work-
ing interest in the well and in the 1,435 acres surrounding it. Additional drill-
ing to develop the prospect is planned for 1982.

In Navarro County, Texas, the Company completed the Boyd Unit No. 1,
Northwest Cheneyboro Prospect, as an oil well in the Cotton Valley lime-
stone on a 320 acre lease. Wainoco owns a 50% working interest in this well,
which is flowing 90 barrels of oil per day through perforations between
9,481" and 9,638'. Wainoco also owns a significant interest in two adjacent
320 acre blocks.
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CANADA

Denis F. Bacon, Vice President of Canadian Operations, Wainoco Oil & Gas Limited

Wainoco Oil & Gas Limited, Wainoco’s wholly-owned Canadian subsidiary,
continued its exploration and development activities during 1981, but at an
expenditure level considerably below that of the previous year. Despite capi-
tal expenditures of $8.7 million, which were reduced 60% from the previous
vear's total, Wainoco’s Calgary staff negotiated farmouts and drilling arrange-
ments resulting in a high volume of operations. The Company participated in
drilling 33 wells, of which 19 were completed as gas wells and eight as oil
wells. In addition, the Company caused the drilling of 117 wells in which it
retained overriding royalty interests.
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The lack of markets for Canadian natural gas had a negative effect on
Wainoco's gas sales in 1981. Wainoco's gas sales were 6.9 billion cubic feet,
a 24% decrease from the previous year. Qil and condensate production
increased by 11% to 193,000 barrels. Proved reserves of oil and gas as of
the end of the year were slightly below those of a vear ago.

Alberta

At Jenner-Wardlow, in southeastern Alberta, a farmout of leases owned by
Wainoco and two limited partnerships resulted in the drilling of 108 shallow
Milk River and Medicine Hat gas wells. Production from this $8 million drill-
ing program, to which Wainoco contributed leases in exchange for a 15%
overriding royalty, is scheduled to go on stream in January of 1983 at an
estimated rate of 5.4 million cubic feet of gas per day.

At Leo, the gas plant constructed by Wainoco went on stream in October
of 1981, increasing the Company’s net gas production from 4.0 to 6.5 million
cubic feet per day. The plant has a capacity of 20 million cubic feet of gas per
day. Three wells drilled on Wainoco farmouts in this area will contribute
toward higher deliverability and more reserves.

Two development wells were completed on behalf of the Canadian 1980
limited partnership at Pembina North, 60 miles west of Edmonton, offsetting
the 9-22 Ostracod oil discovery of 1980. These two wells qualify for the higher
price allowed newly discovered oil, and along with the discovery have an
allowable of 120 barrels of il per day.

Wainoco owns a 25% working interest in the 11-22 well at Granada, 25
miles west of Pembina North. The well,
an offset to the 7-27 multiple zone
Niton Sand discovery drilled in 1980,
encountered 42’ of pay in three Niton
Sands which flowed at rates up to 3.5
million cubic feet of gas per day. A
nearby pulp mill will supply an early
market for this gas.

British Columbia

At Eagle West, four miles west of

Ft. St. John, the Company and earlier
partnerships participated in the drilling
of three Belloy oil wells which will be
incorporated in the large West Eagle
Unit immediately to the north.

At Groundbirch, about 20 miles
northwest of Monias, the 6-17 well was
drilled by the 1980 Canadian partner-
ship. It was completed flowing 769
thousand cubic feet of gas per day from
the Taylor Flats and 1.1 million cubic
feet of gas per day from the Belloy.

On the west side of the Monias field
in northeastern British Columbia, south-
west of Ft. St. John, two gas wells
were completed. The Monias 7-27, which was announced last vear as a Taylor
Flats (formerly designated Belloy) Carbonate well, was completed early in
1981 in the Halfway Sand, flowing 3.3 million cubic feet of gas per day. As a
result, the well created extensions of both Taylor Flats and Halfway reserves.

13



Highlighted Activity in Canada

LEGEND
. Basin
Area of Interest

@ Major Cities

CANADIAN OPERATIONS
STATISTICAL SUMMARY 1981

Exploration and Development
Wells Drilled 33
Wells Completed as Productive 27

Production

0il & Condensate (mbbl) 193
Gas (mmcf) 6,939
Proved Reserves

0il & Condensate (mbbl) 1,496
(Gas (mmcf) 257,965
Land

Gross Acres (000) 1,131
Net Acres (000) 297

14

1980

171
9,085

1,508
264,715

1,142
341



The Monias 7-21 well, drilled to the southwest of the 7-27 well, encoun-
tered indicated gas pay in the Taylor Flats Carbonate and Halfway Sand and
is awaiting production testing.

Further completion work was done on a previously drilled deep test on the
east flank of Monias. The Monias 11-29, an offset to the 7-30 multiple zone
discovery of September, 1979, flowed 3.4 million cubic feet per day from the
Taylor Flats Sandstone and two million cubic feet per day from the overlying
Taylor Flats Carbonate. The Halfway Sand in the well has been assigned
proved reserves, and production tests will be made when a market is
available.

The 1980 Canadian limited partnership also participated in three Halfway
Sand gas wells at Sikanni, 120 miles north of Monias. On production tests,

the wells flowed at rates of up to 1.2 million cubic feet of gas per day. These
three wells and the three Halfway gas wells drilled by the 1979 Canadian
partnership in 1980 give Wainoco a significant ownership position in the
large Halfway gas play being developed in this area.

The Monias and Sikanni areas, where significant reserves have been estab-
lished, are being considered by British Columbia Petroleum Corporation, the
provincial gas purchaser, as primary sites for new processing facilities when
marketing conditions for British Columbia gas improve.

15



INTERNATIONAL

Robert G. Bertagne, Vice President-Exploration, Wainoco International

Wainoco's foreign exploration efforts in 1981 focused on further evaluation of
the areas in Australia, Colombia, and Indonesia where exploration permits had
been previously obtained. Capital expenditures for the year of $11 million were
due in large part to costs of an exploratory well drilled in extreme southwestern
Colombia.

Wainoco's largest international position is in Western Australia, where it
holds an interest in 17.5 million acres. Wainoco Australia Limited increased its
interest to 75% in 12.3 million acres on three exploration permits granted to
Wainoco in 1979 by the government of Western Australia. Exploration efforts
to date have involved Wainoco’s shooting of over 1,000 miles of seismic data.
On permit WA-135, located offshore in the Perth Basin, 480 miles of seismic

16



profiling were shot in 1981. In the Canning Basin, south of Broome, a 380-mile
seismic program was completed offshore on permit WA-134, and 160 miles
were shot onshore on permit EP-142. The data obtained has indicated the exis-
tence of significant structural anomalies on all three permits. Although no fur-
ther work is scheduled for the two offshore permits, 134 and 135, Wainoco has
negotiated for a 5,500 test to be drilled on EP-142 onshore in the summer of
1982. Eagle Corporation Limited, an Australian exploration company, has exe-
cuted an agreement to earn a 30% interest in the northern half of the 3.8 mil-
lion acre permit by drilling this well, which will test a seismic feature delineated
by Wainoco's 1981 seismic work. Additional seismic work is planned on the
permit’s southern half to determine the existence of a reef trend similar to that
on which the Blina discovery, 100 miles to the northeast, was made last year.
In the Bonaparte Basin, Wainoco Australia owns a 12.5% interest in 5.2 mil-
lion acres offshore on permit WA-103. Approximately 800 miles of seismic lines
were shot in the northern part of this permit in 1981 by Shell under the terms
of an option from Wainoco and its partners. Shell has the right to earn a 60%
interest in this portion of the permit by drilling a well in 1983. On the southern
portion of the permit, a 10,500" test is planned for 1982. The objective of this
well is the lower Permian formation, the same geological zone which recently
tested oil and gas from Aguitaine’s Petrel S.E. well on the adjoining permit to
the east. Australian Aquitaine Pty. Ltd. will earn 50% of Wainoco’s interest in
the southern part of WA-103 by paying for Wainoco’s costs in this well.
Wainoco Colombia and industry partners drilled a disappointing 14,287
wildcat in 1981 near Tumaco in southwest Colombia. Although some interest-

Australian Activity

Area of Interest

Area of Interest

WA-103-P

WA-134.P EP.14

v

Bonaparte Basin

Area of nterest

——— Cunning Basin

Perth Basin

WA-135-P

ing shows of gas were encountered, they were not of commercial value and the
Company elected to abandon the hole and release its 250,000 acre concession.
In Indonesia, Wainoco owns a 10% interest in the 3.74 million acre Bawean
Block in the Java Sea. Seismic crews conducted a 2,500-mile seismic program
in 1981 and the data is being interpreted. Two wells will be drilled later this
vear to depths of 6,000 and 9,000" testing prospective horizons in the area.
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FINANCIAL REVIEW

Last year’s financial results, though disappointing, were not the result of any
change in the Company’s basic operating philosophy. They were the result, pri-
marily, of the dry hole the Company drilled in Colombia, South America. In
addition, higher interest expense, windfall profits taxes, and Canadian wellhead
taxes also had a negative effect. In spite of these hindrances, however, cash flow
remains strong, corporate financing is sound, and, though down from its price
at the end of 1980, the common stock is trading at a level commensurate with
that of other independent oil stocks.

Wainoco Oil & Gas Company signed a loan agreement with Morgan Guaran-
ty Trust Company of New York and First City National Bank of Houston for a
revolving line of credit of $50 million. The signing of this agreement represent-
ed the largest bank financing the domestic subsidiary has ever negotiated. The
borrowing rates, relative to prime, were the most favorable that Wainoco has
received, and it marked the first time in the Company’s history that financing
was obtained on an unsecured basis. The Canadian loan agreement with The
Bank of Montreal is currently under renegotiation.

The past year was the first year the
Company has not formed public limited
partnerships. Exploration funds were
supplied primarily by a $50 million joint
venture with Texaco which allowed for
the testing of some 80 prospects in the
U.S. This joint venture will not be
extended in 1982, but the Company
again was successful in obtaining out-
side funds for drilling and arranged
for a $64 million drilling program in
northwestern Pennsylvania, $54 million
of which will be supplied by institutional
investors,

In management’s opinion, a portion
of the $2 million of costs attributable to
uncollected partners’ accounts on the
Colombian venture may be collected in the future, at which time it would be
applied towards earnings. The Company has good properties, a healthy cash
flow, and a strong balance sheet, and Wainoco looks forward to a return to
profitability in 1982.

Pictured in the photograph above (left to right) are James R. Gibbs. Vice President-Finance; Darcy D).
Schindewolf, Vice President-Secretary and Treasurer; Porter Farrell, II, Director of Financial Relafions;
and Ronald F. Wilson, Vice President-Controller.
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Oil Reserves, Proved, Million Barrels
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198 e e R e e e e (31111 ]

il Production, Thousand Barrels

1977 e e A S S TR 336
1978 O e e s o 407
1979 [ e e Ea P N s 428
1980 E e e e e W e L i 432

1981 L e o S e U e P s G S s 550

Gas Production, Billion Cubic Feet

1977 A e SR i 6.3
1978 s N T T A 8.1
1979 T T e R e SR RO 129
1980 T R IR e e s e 14,8
198] T e e L g SR RS 12.1
Weighted Average Oil Price Per Barrel

1977 AT 7.85
1978 [ ] 9.96
1979 I e e I O N | 13.00
1980 [ A W e e e R 20.39

198] EriEr T e e e e e S SR 7.3

Weighted Average Gas Price Per MCF

1977 I 93
10T [ e R s s e B al 1.39
0T [ e RN S 1.35
Tsn [T e e e U S e ARSI 1.67

sl [T e e e e Sy 2]

Capital Expenditures, Million Dollars

1977 . 10.8
1978 I 229
1979 [ e s e s ] 521
a8 [ e 62.7

108] [ e e e S 73,3

Total Assets, Million Dollars

1977 I 44.1
[RPR s s 79.0
0 e T e e R ] 137.7
TN e S P e S e N A 204.9

| ey e B S O RS R |1 [
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

Results of Operations

Revenues and production costs

Oil and gas sales increased 46% in 1980 due to increases in both sales volumes and prices and 25%
in 1981 due primarily to increases in prices. Of these increases, 68% in 1980 was attributable to gas
sales alone, whereas, 80% of the 1981 increase was in oil sales. Gas sales increased primarily due to
production volume increases of 15% in 1980 and a 30% improvement in the weighted average price
in 1981. In 1980, gas production increased by 1,926 MMCF of which 94% was attributable to the
United States production, whereas, in 1981, gas production decreased by 2,668 MMCF of which 80%
was located in Canada. Oil volumes increased 1% and 31% in 1980 and 1981, respectively, while
weighted average prices improved 57% in 1980 and 34% in 1981 primarily due to the effects of dere-
gulation in the United States. The increases in production were primarily due to new production
coming on line in excess of the normal decline of existing production.

Production costs were relatively constant in relation to gross oil and gas sales (17%, 16% and 17%
of gross sales in 1979, 1980 and 1981, respectively). Federal excise taxes aggregated $3,491,000 in
1981 and $811,000 in 1980, after being instituted in 1980.

Interest income increased in 1980 due to higher levels of short-term investments and increased
interest rates, but decreased in 1981 due to lower levels of short-term investments. Other income
increased steadily over the three years as operational activity generating management and overhead
fees increased yearly.

Normal depreciation, depletion and amortization, expressed as a percent of oil and gas sales, was
27%, 29% and 33% in 1979, 1980 and 1981, respectively. The variations in this relationship are the
results of additions to the full cost pools and oil and gas reserves being slightly disproportionate rela-
tive to the existing relationship between the full cost pools and oil and gas reserves attributable to each
pool. The additional provision for depreciation, depletion and amortization in 1981 was due to a write
off of a Colombian well (See Footnote 2 to the Consolidated Financial Statements for more discussion).

General and administrative expenses, net of allocations to partnerships, increased 54% in 1980 due
to a 12% increase in personnel and inflationary cost increases. The 43% increase in 1981 was due to
a 7% increase in personnel, inflationary cost increases and a reduced portion of overhead allocated to
partnerships.

Net interest expense increased 118% in 1980 and 106% in 1981. The increases in gross interest
expense over the three year period resulted from higher average debt balances and increased interest
rates in each period. The interest charged to associated partnerships increased in proportion to
increased advances to partnerships and was also affected by increased interest rates.

The gain or loss on translation of foreign currency is primarily a function of long-term debt balances
in Canadian dollars and the relative exchange rates between the United States and Canadian dollars in
1980 and 1979. These gains or losses are generally unrealized. In 1981, the foreign currency loss is a
result of foreign currency transactions between the United States and Canada due to the adoption of
Financial Accounting Standard No. 52 which is discussed in Note 1 to the Consolidated Financial
Statements.

The combined United States-Canadian tax rate was 29% and 27% in 1979 and 1980, respectively.
The combined United States- Canadian tax benefit was 32% in 1981.
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Wainoco considers, and uses for internal management purposes, a number of measures of liquidity.
These measures include working capital, unused lines of credit, debt to equity ratio and current ratio,

all of which are set forth below.
Working capital synopsis (in thousands)
1981 1980 1979
Working capital provided by:
Operalibass Bain s m vl e s e e $ 16,000 $ 20,300 $ 15,700
Eong:teymideltnete-tussg . = St iR et N 46,800 5,300 41,400
Isstiance ofcemmoenstock. - - 0 s N 1,500 42,200 600
Sale’oftax’benefitss o oo a i SR R 1,500 — =
Unsecured note receivable ................... 2o — — 1,500
Working capital applied to:
Property and equipment,net . ................... (73,600) (62,700) (52,100)
Plrchase oftreastry stockc: s e e it e (5,200) — —
Noncurrent advances to associated
partnerships s eimain < iy s e i (2,600) (300) (3,900)
Othernel s sty s b s S (900) 300 500
Increase (decrease) in working capital .. .............. $(16,500) $ 5,100 $ 3,700
Working capital, beginning of year .................. 26,200 21,100 17,400
Working capital; end ofyear. . ... ... s oon $ 9,700 $ 26,200 $ 21,100

Unused lines of credit (in thousands)

During 1979 the Company finalized committed bank credit lines which were available to finance

operations; the United States line was renegotiated and increased during 1981.

December 31,
1981 1980 1979

Totallinesoferedit s o s s s R $104,800 $79,400 $61,700
OutstandingiE b g st o L e U e RS el 94,200 46,300 44 600
PUnused lineloficredits Fion 0o Se e St $ 10,600 $33,100 $17,100
Ratios:

Debt o Equitys®es i A Bie fiomamne st L St 1.8 9 20
Cuttent Ralior 5 s e . e e s e 1.3 19 2.0
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Inflation and changing prices

The Company has experienced significant increases in its cost of labor, materials, contract services and
other operating costs as a result of general inflation as well as scarcities due to high demand for oilfield
services and materials. To date, the Company’s increases in oil and gas prices, although subject to the
constraints of governmental regulations, have generally offset these cost increases.

Inflationary pressures, increased demand and the ever increasing difficulty of finding new reserves
has driven the replacement cost of the Company’s oil and gas properties considerably beyond the his-
torical cost levels maintained for financial purposes. Based on historical cost, property and equipment
represent 77% of the Company’s total assets. The depreciation, depletion and amortization thereof
charged to current operations is an allocation of historical cost and is less than the replacement cost of
the resources produced.

In the United States, sales prices have generally risen at a higher rate than operating costs and,
because current expenditures are recovered from future production subject to frequent increases in
price, management does not anticipate adverse erosion of the asset base due to inflation and changing
prices. However, in Canada, the pricing and tax structures imposed by the proposed National Energy
Program in 1980 and the Provincial-Federal agreements in late 1981 deteriorated the profit potential
from the Company’s Canadian reserves. The impact of these programs is quantified in the price
changes section of Footnote 10 to the Consolidated Financial Statements. While the Company feels
that the economic situation in Canada can and should turn around, it has no assurances that it will.

Liquidity and Capital Resources

Wainoco has managed capital expenditures for its own account and on behalf of its partnerships, and
a joint venture, aggregating $95.1 million in 1979, $98.6 million in 1980 and $114.7 million in 1981,
primarily for oil and gas exploration and development activities. Of these funds, limited partners (other
than Wainoco) contributed $43.4 million in 1979, $36.4 million in 1980 and $41.9 million in 1981
while Wainoco, both for its own account and as general and limited partner in its partnerships,
contributed $51.7 million in 1979, $62.2 million in 1980 and $72.7 million in 1981. Funds provided
by operations have been a significant source of Wainoco’s capital resources providing $15.7, $20.3
and $16.0 million in 1979, 1980 and 1981 respectively.

In 1981, Wainoco ceased its practice of conducting a substantial portion of its exploration activities
through the formation and management of public limited partnerships. As a replacement for this
source of funds and method of operating, in 1981 the Company entered into a $50 million joint
drilling venture with Texaco U.S.A. which is operated by the Company. In February 1982, the
Company entered into a $64 million development drilling program with a group of institutional
investors which will be operated by the Company. Approximately 140 wells will be drilled in 1982 and
approximately 160 additional wells are expected to be drilled in 1983 on Wainoco’s Appalachian
Basin acreage in northwestern Pennsylvania. Wainoco will contribute $10 million of the $64 million
total. It is anticipated that similar joint ventures, funds provided by operations, and additional debt will
be utilized to finance future operations.

Additional sources of funds for exploration and development were provided by a public offering of
1,250,000 shares of common stock in 1980 ($41.1 million net of issue expenses). Wainoco also has
arranged revolving lines of credit with a Canadian bank and United States banks aggregating $61.7,
$79.4 and $104.8 million in 1979, 1980 and 1981 respectively, of which $17.1 million in 1979, $33.1
million in 1980 and $10.6 million in 1981 were unused.
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CONSOLIDATED STATEMENTS OF INCOME
For the Years Ended December 31, 1981, 1980 and 1979

Wainoco Oil Corporation and Subsidiaries

1981 1980 1979
Revenues:
Oil-and‘gas sales ni s s reaiamic Fiin o $42,018,000 $33,485,000 $22,972,000
Interestincome s e B e 646,000 1,112,000 1,036,000
Other . 2o il e s e 1,590,000 1,412,000 976,000
$44,254,000 $36,009,000 $24,984,000
Expenses:
Production costsmisn i vl il sovaie $ 6,967,000 $ 5,354,000 $ 3,951,000
Federaliexcise faxesg i visiianva i 3,491,000 811,000 —
Depreciation, depletion and
amortization:
Normals iyt e e e sl 3 14,163,000 10,005,000 6,502,000
Additiohal s it e et St i e o 9,406,000 — —
General and administrative, net. . .. ....... 6,237,000 4,375,000 2,839,000
Tnterest expense B ane e S oot 16,998,000 10,402,000 6,038,000
Less:
Interest capitalized . ............... (1,682,000) (1,989,000) (689,000)
Charged to associated
pavinershys S saeie L Feaess S s (2,356,000) (2,128,000) (2,471,000)
Loss (gain) on foreign currency . .......... 198,000 (422,000) 305,000
$53,422,000 $26,408,000 $16,475,000
Income (Loss) Before Income Taxes .. ....... $(9,168,0000 $ 9,601,000 $ 8,509,000
Provision (Credit) for Income Taxes ......... (2,956,000) 2,550,000 2,494 000
NetincomenlFassibies s wiiss eiam e . 20 $(6,212,0000 $ 7,051,000 $ 6,015,000
Earnings (Loss) Per Share:
Primary e s e e $ a8 il $ .64
Fallvidiluted et e $ (58)= % 7l $ .63

The accompanying notes are an integral part of these financial statements.
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CONSOLIDATED BALANCE SHEETS
December 31, 1981 and 1980

Wainoco Oil Corporation and Subsidiaries

ASSETS
Current Assets:
Cash, including temporary investments of

$566,000 in 1981 and $7,418,000in 1980 .............

Accounts receivable —

Joint operatorsis s temt et e et At v - e ek
Oil:andigasieles i nt. o st e e el e e
By e e R e TR e SRS R e I e

Current portion of advances to associated

PartnerShifs s e e e e e el Sl
Equipment inventory, at averagecost . . .................
Ol e e O e R It e e e

Fotalicurrent assets Eatm s i Tt W e B e Bl ST

Property and Equipment, at cost:
01l 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 amoyiEzation s s s e T e

Other Assets:

Noncurrent advances to associated partnerships . ..........
Debenture issue expense, net of amortization . .. ..........
Other Ca f i e e S e i A S A, S R

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

1981 1980
$ 881,000 $ 9,224,000
14,858,000 17,678,000
9,008,000 11,323,000
4,387,000 1,039,000
2,262,000 12,843,000
9,301,000 2,752,000
348,000 1,169,000
$ 41,045,000 $ 56,028,000
$220,981,000  $160,167,000
4,415,000 6,690,000
2,337,000 1,695,000
$227,733,000  $168,552,000
42,391,000 29,387,000
$185,342,000  $139,165,000
$ 10,919,000 $ 8,351,000
881,000 953,000
532,000 413,000
$ 12,332,000 $ 9,717,000
$238,719,000  $204,910,000
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Wainoco Oil Corporation and Subsidiaries

LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities:

Shortterm’bortowingss o= = st b nns = ey
Accounts payable and accrued liabilities . .. ..........
Oil and gas proceedspayable - ..o .o o i e

Total:crrentliabihtieSEsslanmp il 7 aatilias B ety :

Long-Term Debt:

Notes payable toibamks i e wilira it o

10-3/4% Subordinated Debentures, less
unamortized discount of $2,468,000

in 1981 and $2,671,000in 1980 ................

Deferred'Revenne e htprniit saresesr fo el i dncising s 5

Deferred Incomes Bazes e o nint i s s

Commitments and Contingencies

Shareholders’ Equity:
Common stock, no par, 25,000,000 shares
authorized, 10,818,507 shares issued

in 1981 and 10,630,140 in 1980 ................
B 10 STt 0) Ll s s el I e B
Retamed eariings s smer dioam bl o el s s s g

Less

Cumulative translation adjustment . ..............
Treasury stock; 262,900 shares, atcost ... ........

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

1981 1980
$ 7,598,000 $ 419,000
14,935,000 22,532,000
8,870,000 6,925,000
$ 31,403,000 $ 29,876,000
$ 98,014,000 $ 50,953,000
27,532,000 27,329,000
$125,546,000  $ 78,282,000
$ 2,485,000 $ 1,844,000
$ 8,738,000 $ 10,698,000
$ 58,918,000 $ 57,459,000
2,872,000 2,872,000
16,180,000 23,879,000
(2,186,000) —
(5,237,000) —
$ 70,547,000 $ 84,210,000
$238,719,000  $204,910,000
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

For the Years Ended December 31, 1981, 1980 and 1979

Wainoco Oil Corporation and Subsidiaries

Balance,
Becember: 1 ADTR RS Westton i s o s
Exercise of stockoptions .................
Issuance of shares under

stock:purchiase planis- . 1 n et

Net income. . .
Cash dividends
Otherr GaEs

Balance,
Decembet, 3 r1070 i Srasin o s pUmiies o
Exercise ofistockioptions =i naii i s 5
Issuance of shares under

stoclcptirehaseplan:z st tnme Sl
Issuance of commonstock . 2, i i

Net income. . .
Cash dividends

Balance,
DPecemberd 19805 sl st tele N,
Cumulative translation

adjustment as of

Januiary P16 Easra it B asic i b =
Exercise:of stoclcoptionse... oo oo s
Issuance of shares under

stocleparehasesplanc s -t Tt s ey
Purchase of treasury stock . ...............
Net change in cumulative

translation adjustment

in 1981....
Netloss .....

Cash dividends

Balance,
December: 311981 % iz s i e e pataalomnet i

.........................

Common Stock
Number of
Shares Amount

9,018,846 $14,617,000
132,060 438,000
22,442 166,000
9,173,348 $15,221,000
175,134 860,000
31,658 294,000
1,250,000 41,084,000
10,630,140 $57,459,000
172,936 1,168,000
15,431 291,000

10,818,507

$58,918,000
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Paid-In
Capital

$2,814,000

58,000

$2,872,000

$2,872,000

$2,872,000

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

Retained

Eamings

$12,710,000

6,015,000
(685,000)

$18,040,000

7,051,000
(1,212,000)

$23,879,000

(6,212,000)
(1,487,000)

$16,180,000

Cumulative
Translation

Adjustments

$ 2

81,000

$(2,186,000)

Treasury

Stock

$ (5,237,000)

Total

$30,141,000
438,000

166,000
6,015,000
(685,000)

58,000

$36,133,000
860,000

294,000
41,084,000
7,051,000

(1,212,000)

$84,210,000
(2,267,000)
1,168,000
291,000
(5,237,000)

81,000
(6,212,000)

(1,487,000)

$70547,000
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CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION

For the Years Ended December 31, 1981, 1980 and 1979

Wainoco Oil Corporation and Subsidiaries

Source of Funds: 1981 1980 1979
Funds provided by operations —
Net micomei(nss)i it il SR i e o $ (6,212,0000 $ 7,051,000 $ 6,015,000
Expenses not requiring current
outlay of funds-
Depreciation, depletion and
amortiZation e A SRRy 23,569,000 10,005,000 6,502,000
Deferred incomeitaxes . i Lo (1,542,000) 3,083,000 2,949,000
Amortization of debenture discount . . . 203,000 203,000 203,000
Total from operations . ........... $ 16,018,000 $20,342,000 $15,669,000
Long-term borrowings . ................ 48,792,000 21,805,000 45,648,000
Issuance of common stock .............. 1,459,000 42,238,000 604,000
Sale of tax benents s e e 1,468,000 —_ o
Deferved teventies o e b s ianvl 0 650,000 1,128,000 419,000
Unsecured note receivable .............. — — 1,487,000
Management fees from associated partnerships
included in oil and gas properties . ... ... 7,000 308,000 728,000
Effect of exchange rate
changes on working capital . . .. ........ 80,000 — =
Other mets e e e (66,000) 9,000 77,000
Totalisonyce oEfmids s ittt $ 68,408,000 $85,830,000 $64,632,000
Application of Funds:
Additions to property and equipment . . . ... $ 73,644,000 $62,721,000 $ 52,095,000
Payments on long-term debt and
change in current maturities . .......... 2,000,000 16,500,000 4,218,000
Increase in noncurrent advances to
associated partnerships . .. ............ 2,550,000 331,000 3,912,000
Purchase ofitreastiry stocks. oLl el 5,237,000 — —
Cashdividendsi s s et v fs 1,487,000 1,212,000 685,000
Total application of funds . ........ $ 84,918,000 $80,764,000 $60,910,000
Increase (Decrease) In Working Capital . . . . . .. $(16,510,000) $ 5,066,000 $ 3,722,000
Increase (Decrease) in Components
of Working Capital:
Cash and temporary investments. . ...... $ (8,343,000 % 6,126,000 $ (5,628,000)
Accounts receivable .. u s A i (1,787,000) 6,685,000 11,556,000
Current portion of advances . .......... (10,581,000) 4,896,000 2,940,000
Equipment inventory ................ 6,549,000 (1,813,000) 1,478,000
Unsecured note receivable ............ — (1,487,000) 1,487,000
Other current: asselsi Sa e b o (821,000) 33,000 (596,000)
Short-term borrowings ............... (7,179,000) 207,000 2,028,000
Accounts payable and accrued liabilities . . 7,597,000 (9,470,000) (5,684,000)
Oil and gas proceeds payable .......... (1,945,000) (111,000) (3,883,000)
Income taxes payablel: . & oL Ll — — 24,000
Increase (Decrease) In Working Capital . . . . . .. $(16,510,0000 $ 5,066,000 $ 3,722,000
Working Capital, beginning of year. .. ....... 26,152,000 21,086,000 17,364,000
Working Capital, end of year .............. $ 9,642,000 $26,152,000 $21,086,000

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

30



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 1981, 1980 and 1979

Wainoco Oil Corporation and Subsidiaries

1 Summary of significant accounting policies

Principles of consolidation

The consolidated financial statements include the accounts of Wainoco Oil Corporation (the Parent)
a Wyoming corporation, and its wholly owned subsidiaries, including Wainoco Oil & Gas Company
(Wainoco Company), Wainoco Oil & Gas Limited (Wainoco Limited) and Wainoco Colombia, Inc.
(Wainoco Colombia) (collectively referred to as Wainoco). All significant intercompany transactions
have been eliminated in consolidation.

Currency translation

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

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, revenues and expenses
is included in the appropriate classifications in the accompanying consolidated financial statements.

Wainoco computes the provision for depreciation, depletion and amortization of oil and gas proper-
ties, by country, on a quarterly 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 sig-
nificant investments in unproved and unevaluated properties) by an overall rate determined by dividing
(a) the quarter’s oil and gas revenue by (b) the total future oil and gas revenue as estimated by a firm of
independent petroleum engineers or Wainoco. Wainoco uses the future gross revenue method as it
believes this method recognizes that due to the effects of regulated prices, the economic life of oil and
gas properties is more accurately measured in terms of revenues generated, and therefore, more accu-
rately matches the cost of the properties with the revenues produced.

An additional depletion provision is made if the costs incurred on oil and gas properties, by country,
exceeds the limitation on capitalized costs, which is defined as the sum of (1) the present value of
future net revenues from estimated production of proved oil and gas reserves, calculated at prices in
effect as of the balance sheet date (with consideration of price changes only to the extent provided by
contractual arrangements and/or governmental regulations) and a discount factor of ten percent, (2) the
cost of significant investments in unproved and unevaluated properties excluded from the costs being
amortized and (3) the lower of cost or estimated fair market value of unproved properties included in
the costs being amortized.

Costs incurred in the acquistion and exploration of interests in Australia and Indonesia have been
excluded from the cost of properties being amortized because of the preliminary status of their evalua-
tion. These costs will be included in the amortization base of the respective country when sufficient
work has been completed to determine the extent, if any, of proved reserves. The Company presently
cannot determine when the evaluations and results thereof will be completed.

Income taxes

The Parent, Wainoco Company and the non-Canadian subsidiaries file a consolidated United States
federal income tax return. The Parent charges each of these subsidiaries 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 whereby the credits available
each year are applied as a reduction of the tax provision.

During 1981, Wainoco entered into a sale-leaseback agreement whereby certain tax benefits were
transferred in exchange for cash. The proceeds from the sale-leaseback attributable to investment tax
credits were treated as a reduction of current year taxes. The proceeds attributable to future deductions
under the Accelerated Cost Recovery System were credited to property and equipment of the
Company and serve to reduce future amortization expense.

Common stock

In October, 1980, Wainoco sold 1,250,000 common shares in a public offering at $34.75 per share.
The proceeds of the sale, after deducting the underwriting discount and selling expenses, were
credited to common stock.

Earnings per share

Primary earnings per share have been computed on the weighted average number of common shares
outstanding and assuming exercise of stock option shares in 1980 and 1979. No effect was given to
the exercise of option shares in 1981 as a loss was incurred. The average common and common equiv-
alent shares outstanding were 10,641,943 in 1981, 9,981,477 in 1980 and 9,439,472 in 1979.

Fully diluted earnings per share assume the addition of dilutive stock options in 1980 and 1979. No
addition of dilutive stock options was assumed in 1981 as a loss was incurred. The fully diluted weighted
average shares outstanding were 10,641,943 in 1981, 9,990,151 in 1980 and 9,492,268 in 1979.

As set forth above, the Company sold 1,250,000 shares of common stock in October 1980. Had this
sale taken place at January 1, 1980, primary earnings per share for 1980 would have been $.88.
Accounting changes

In December, 1981, the Financial Accounting Standard Board (FASB) issued Statement No. 52 which
established revised standards of financial accounting and reporting for foreign currency transactions
and translating foreign currency financial statements for consolidation. This statement is to be applied
for reporting periods beginning after December 15, 1982. In the fourth quarter of 1981, Wainoco
elected early adoption of Statement No. 52 retroactive to January 1, 1981, which reduced the net loss
by $104,000 or $.01 per share for 1981.

2 il and gas properties, reserves and related financial data

Oil and gas properties

The following tables set forth (in thousands) the costs incurred in and net revenues from oil and gas
producing activities for each of the three years in the period ended December 31, 1981, and the capi-

talized costs and related accumulated depreciation, depletion and amortization (DD&A) at December
31, 1981 and 1980.

Purchase of
Capitalized Costs Property Reserves-

Incurred Acquisition Exploration Development In-Place Total
1981 United States.. $ 8,280 $18,379 $27,101 $ 67 $53,827
Ganaria e 745 2,820 5 172 — 8,737
Other SR en ey 2,746 7,452 — — 10,198
$11,771 $28,651 $32,273 $ 67 $72.762
1980 United States . . $ 6,181 $10,521 $23,649 $ — $40,351
Canada 1= w0 9,543 9,032 2,381 - 21,856
$15,724 $20,453 $26,030 $ — $62,207
1979 United States . . $ 6,816 $ 4,497 $11,986 $ 7,404 $30,703
Canada’.- " ° i 8,800 1,758 6,815 3,567 20,940
$15,616 526,205 $18,801 $10,971 $51,643
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Production Costs

Incurred, DD&A and United
Net Oil and Gas Sales States Canada Total
1981
Operating Gostsil sl e =i Sie ety L et $ 3,518 $ 1,876 $ 5,394
ProductionFaxessts S0 sonesat ot sinnaiiet e - 0 1,573 = 157
$ 5,091 $ 1,876 $ 6,967
ProvisionTorsPE&NAT= Tt = S0 i i S e $12,450 51322 $13,772
DD&A per Dollar of Oil and Gas Sales .. ............ $=-40 Sl $5233
Oil and Gas Sales, Net of Production Costs .. ........ $24 590 $10,461 $35,051
1980
OperalingiCostsysie et ae e 0 e ila e $ 2,404 $ 1,883 $ 4,287
Prodiuction:-Faxes st = 0 onibe bl (it s 1,067 — 1,067
$ 3,471 $ 1,883 $ 5,354
Provision:for DID&AS el st T na Tl len e bl n $ 7,439 $ 2,200 $ 9,639
DD&A per Dollar of Oil and Gas Sales . . . ........... e e 16 $ .29
Oil and Gas Sales, Net of Production Costs .......... $16,633 $11,498 $28,131
1979
Operating Costs o a0 T Ste e e $ 1,676 $ 1,604 $ 3,280
ProduclionsTaxess naeannts (S e To i Hil e Rl e o 671 — 671
$ 2,347 $ 1,604 $ 3,951
Provision lonDISEAS IS s s n i S se s S0 $ 4,235 $ 1,991 $ 6,226
DD&A per Dollar of Oil and Gas Sales . ............. bl 3 SRy S DT
Oil and Gas Sales, Net of Production Costs .......... $ 9,946 $ 9,075 $19,021
Capitalized Costs and United
Accumulated DD&A States Canada Other Total
1981
Unproved Properties® .= vl i e ann - $ 20,620 $ 8,946 $4,415 $ 33,981
Proved Properties - dat e s i ene 127,743 63,672 el 191,415
$148,363 $72,618 $4,415 $225,396
Accumulated: DR &AE S Crmn s naoolat $ 33,750 $ 8,035 e $ 41,785
1980
Unproved Properties ................ $ 10,918 $15,748 $ — $ 26,666
Proved' Propertiessas ERas st ot 88,757 51,434 = 140,191
$ 99,675 $67,182 — $166,857
Accumulated DD&AL 85 e st e $ 21,239 $ 7,600 — $ 28,839

At September 30, 1981, Wainoco Colombia had completed its evaluation of its exploration activities in
Colombia, S.A. and determined that its prospects were uneconomic. Accordingly, an additional provi-
sion for depreciation, depletion and amortization of $7,400,000 was provided in September, 1981 to
write off its estimated investment in its Colombian concession. Subsequently Wainoco Colombia pro-
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ceeded to wind up its affairs related to these operations, including the collection of receivables from
joint owners in the concession. Wainoco Colombia has essentially completed its withdrawal, resulting
in an additional provision during the fourth quarter of $2,000,000 for an unanticipated problem in

collecting partners’ costs related thereto.
Reserves and future net revenues (unaudited)

The following table identifies Wainoco's proved oil and gas reserves as of December 31, 1981, 1980
and 1979, 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.

United
States Canada Total
il Gas il Gas il Gas
1981
Proved developed and
undeveloped reserves:
Beginning of year . ........ L2258 A OR7 e 508 v.-264°715 - 3,233 308,802
Revisions to previous
eshimatesiLieronie Sdantie 107 (530) (4) (5,692) 103 (6,222)
Extensions, discoveries and
other additions ......... 209 3,696 183 5,531 392 9,227
Purchase of minerals-in-
place 1o Shraimiianlier 1 38 P 350 3 388
Production & ot aten s (376)  (5,203) (193) (6,939) (569) (12,142)
End:of-Vear - s et s Cu 1,666 42,088 1,496 257,965 3,162 300,053
Proved developed reserves:
Beginning of year . . ....... 1,698 31,016 1,278 170,982 2976 201,998
Endiofovear: it e 1648 » 132693 1170 211430 2,818 . 244,123
United
States Canada Total
Oil Gas 0il Gas Qil Gas
1980
Proved developed and undeveloped
reserves:
Beginning of yvear . . ....... 1596 RS AR =S D2 8590 2. 715 264,007
Revisions to previous
estimates e i EE o 96 (8,074) 23 113 119 (7,961)
Improved recovery ........ —-— — 341 214 341 214
Extension, discoveries and
other additions . ........ 295 16,734 194 50,436 489 67,170
Purchase of minerals-in-place — 4 1 178 1 182
ProducHon e it (261)  (5,725) (171) (9,085) (432) (14,810)
End of year iiGed s S X 17255 A4 08T 0l b08 S 2640716 = 3.233 - 308,802
Proved developed reserves:
Beginning of year . .. ...... 1,595 31,976 1,096 143,097 2691 175073
Endiofyeat s rommit iz i 1,698 - 31016 :1,278 170,982 2976 201,998
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United States Canada Total

1979 Oil Gas il Gas Oil Gas
Proved developed and undeveloped
reserves:
Beginning of year . .. ...... 1131 13272 1,033 147594 2,164 160,866
Revisions to previous
estimates or s e o 118 876 164 4,012 282 4,888
Improved recovery . ....... 70 — —_ — 70 —
Extension, discoveries and
other additions .. ....... 482 25,663 53 73,987 535 99,650
Purchase of minerals-in-place 69 5,261 23 6,226 92 11,487
Broduction & e st (275)  (3,924) (153) (8,960) (428)  (12,884)
Endof years i e e n e 1EH9505 = 41 1AR - 12050 222 8RS8 d T15- 264 007
Proved developed reserves:
Beginning of year . . .. .. ... 1,131 13272 - 41006 92674 2137 105,946
Endrofiyear=== -t =isiae 1565954 531976 e 1006 143:007 = 2 691 175,073

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 year) from proved oil and gas reserves at December
31, 1981, 1980 and 1979. This information is based on the respective prices in effect as of December
31, 1981, 1980 and 1979 (considering possible future price escalations only to the extent provided by
fixed determinable contractual arrangements and/or government regulations) and future development
costs. Canadian reserves have been priced using prices allowed under the National Energy Program
(NEP), as modified by the Provincial - Federal Agreements signed in September, 1981. These agree-
ments reduced prices previously contemplated under the NEP, in that conventional hydrocarbons will
be priced at only 75% of World Price, as opposed to the previously proposed 85%. The agreements
also provide for new and increased excise taxes. Current costs used in the computations assumed a
continuation of existing economic conditions.

Estimated Future Net Revenues

Proved Developed and Undeveloped Proved Developed
United United
1981 States Canada Total States Canada Total
19825 e e e e $ 28133 $ 9680 $ 37813 $ 28221 ¢ 11,614 $ 39,835
ORI ettt i o 8,625 15,447 24072 19,228 15,270 34,498
TORA T e e e 20,853 18,699 39,552 13,600 17,925 31,525
Retailnder s - =308 = e sie s 130,384 346,912 477,296 94 986 289,417 384,403
$187,995 $390,738 $578,733 $156,035 $334,226 $490,261
1980
1L e i s $ 12172 $ 9,796 $ 21,968 $ 20,045 $ 11,687 $ 31,732
T982 st i R e 15,126 12,304 27,430 17,680 13,785 31,465
1983 <. =i T e T 18,375 17,169 35,544 13152 16,404 29,556
Remainder. - S T Saaitinc et 107,868 641,268 749,136 71,940 396,030 467,970
$153,541 $680,537 $834,078 $122,817 $437,906 $560,723
1979
1980 e e $ 17655 $ 9668 $ 27323 $ 20,315 $10431 $ 30,746
TOBL s T e e S 12,614 12,280 24 894 14,323 12,837 27,160
OB s o o R et 13,932 10,513 24 445 10,079 11,353 21,432
Remainder:; »iicuir e itste 67,924 190,394 258318 47,458 124578 172,036

$112,125 $222,855 $334,980 $ 92,175 $159,199 $251,374
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Estimated Present Value of Future Net Revenues

United
States Canada Total
Proved developed and undeveloped reserves
1981 5 s e $104,171 $163,101 $267,272
1980 Ao Tl nuia et e e $ 84,449 $287,135 $371,584
j £ irge SR ARV, ST S SR e $ 68,918 $100,564 $169,482
Proved developed reserves
JOBY Gt s B e $ 93,476 $151,633 $245,109
1080 i T e e $ 75,944 $198,690 $274,634
100 e e N e A e $ 61,311 $ 83,557 $144,868

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

10-3/4% Subordinated debentures
In October, 1978, Wainoco 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) constitutes issue discount which is being amortized over the life of the debentures. Amor-
tization was $203,000 in each of 1981, 1980 and 1979. Interest on the debentures is payable semi-
annually and annual sinking fund payments of $2,500,000 begin in 1988. The debentures are redeem-
able at 110.75% beginning in 1978, declining annually to 100% in 1988. The indenture covering
the debentures provides for certain restrictions, none of which are significant at December 31, 1981.
Long-term debt
Long-term debt at December 31, 1981 and 1980, consisted of the following:
1981 1980
(In thousands)

Note payable by Wainoco Company to two United States

banks; due December, 1989 (see discussion below) . . .. ... .. $50,000 $ —
Demand note payable by Wainoco Limited to a Canadian

bank of $52,400,000 (Canadian) at December 31, 1981

and $52,300,000 (Canadian) at December 31, 1980;

secured by substantially all Canadian oil and gas

properties; due July, 1983; guaranteed by the Parent

(see discussionibelow)s =t s i i R e 44,199 43,859
Note payable by Wainoco Company to a United States
bank; paid iniDecember, B980T — 2,000

Wainoco’s proportionate share of notes payable by
associated partnerships, secured by the partnerships’

oil-and gas properfiess e s stutis fle i Sl D e 3,638 5,094
Long-term debt, other ........ s oot 0o SRR S e e e 127 e
$98,014 $50,953
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A Canadian bank has provided Wainoco Limited with a revolving line of credit of $65,000,000 (U.S.
dollar equivalent of approximately $54,828,000 at December 31, 1981) 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 oil
and gas properties and make a determination of the credit to be made available (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) con-
vert the outstanding balance to a six-year term loan repayable in equal monthly principal installments
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.

Two United States banks have provided Wainoco Company with a revolving line of credit of
$50,000,000 with interest at the bank’s prime rate to prime plus one quarter of one percent and an
annual commitment fee of one half of one percent on any unused portion. The loan agreement pro-
vides, among other things, that Wainoco Company (1) will not incur any additional indebtedness,
except as provided for in the loan agreement, which permits debt up to 110% of the borrowing base,
(2) will not sell or otherwise dispose of a substantial portion of its properties, (3) will maintain a current
ratio of at least one to one and (4) will pledge substantially all of Wainoco Company’s assets to the
banks if it defaults on the loan. During the term of the agreement, the bank will review the oil
and gas properties and at least annually make a determination of the credit to be made available to
Wainoco Company (the borrowing base). If the bank determines that the unpaid balance exceeds
110% of the borrowing base, then Wainoco Company will be required to repay this excess out of cash
flow from operations on a monthly basis, until such excess is less than the borrowing base. Beginning
in March, 1985, 1/20 of the aggregate principal amount of the loan outstanding at the end of the
revolving credit period (December 31, 1984), shall become due and payble quarterly, provided that the
outstanding loan shall be repaid in full on December 31, 1989.

Short-term borrowings

Included in short-term borrowings at December 31, 1981, are outstanding checks in excess of book
balances, for financial reporting purposes, of $7,176,000 which were paid in January, 1982.

The Canadian bank has agreed to provide Wainoco Limited with a demand loan of up to $425,000
for working capital purposes. This loan bears interest at the bank’s prime rate plus one half of one
percent. Wainoco Limited had drawn $425,000 on this line of credit as of December 31, 1981 and
paid off the loan in January, 1982. The maximum amount of short-term borrowings outstanding as of
any month-end was approximately $425,000 in 1981 and $437,000 in 1980. The average amount out-
standing was approximately $418,000 in 1981 and $427,000 in 1980, and the average interest rate
paid was approximately 19.8 percent in 1981 and 14.9 percent in 1980.

4 Associated partnerships

The Parent and/or its subsidiaries are general partners in seventeen public limited partnerships and
have received management and other fees as consideration for services rendered certain of the
partnerships. In addition, the general partners are partially reimbursed for direct, administrative and
overhead costs incurred in conducting the business of the partnerships.

In 1981, the Company ceased forming public limited partnerships for any of its drilling programs.
Also in 1981, Wainoco Company entered into a joint venture arrangement with a major oil company,
through which the majority of its exploration and development was conducted. In 1982, the Company
entered into a drilling program with a group of institutional investors to drill development wells on
Wainoco Company’s acreage in the Appalachian Basin of northwestern Pennsylvania.

The general partners have advanced funds to certain partnerships to finance certain exploration and
development expenditures which are recoverable only from future revenues of the partnerships. Based
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on the most recent oil and gas reserve information on the partnerships’ properties, the advances for
the limited partners in certain of the partnerships exceeded the estimated fair market value of their oil
and gas properties by approximately $9,700,000 and $6,300,000 at December 31, 1981 and 1980,
respectively. These amounts have been included in oil and gas properties since the expenditures were
discretionary in nature and considered to be an integral part of Wainoco’s oil and gas exploration and
development activities. Amortization is being computed on these amounts in the same manner as
other investments in oil and gas properties. The amounts may change in future periods depending on
the determination of the estimated fair market value of the limited partners’ share of the partnerships’
oil and gas properties.

The general partners may be required to purchase the limited partners’ interests in the partnerships
in varying amounts, depending on the terms of the different partnership agreements. The purchase
price will generally be based on the limited 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 pro-
ducing the reserves, (2) the value of undeveloped acreage held by the partnerships and (3) the value of
other partnership assets and liabilities. As of December 31, 1981, the maximum annual non-cumula-
tive purchase commitments for all partnerships (assuming no prior purchases of the partnership inter-
ests) have been calculated as approximately $18,000,000 for 1982 through 1985, $15,000,000 for
1986 through 1990 and decreasing amounts through 2001, the year in which all partnerships will have
terminated. The total of all these future purchase commitments is calculated to be approximately
$45,000,000, of which Wainoco believes that approximately $30,000,000 would be available in bor-
rowings secured by the oil and gas reserves attributable to the interests of the limited partners in these
partnerships. In the future, these purchase 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

Pretax income (loss) and the provisions (benefits) for income taxes (in thousands) for each of the three
vears in the period ended December 31, 1981, consisted of the following:

Pretax income (loss) —

1981 1980 1979
United States¥ i nmi i e nsear e TR0l T S T $(8,383) $3,579 $2,970
Canada i Tot Rttt e s R B AR I e o s (785) 6,022 539
Ol s o Bt R T o e e o T $(9,168) $9,601 $8,509
Provision (benefit) for income taxes —
United States
Currept 2 s o nlic 000 it el e el Heldged vlo, $ (701) $ — $ —
Deforredsintis 5 it DRrenn s G e LAy (2,068) 418 882
$(2,769) $ 418 $ 882
Canada
Ciirrent s cloe ot i ey, S ortaeli sy s Les $ (713) $ (533) $ (455)
Deferred:yiy =h et e g ey S R o ot 526 2,665 2,067
$ (187) $2,132 $1,612
Total ;s iR d et Sen Ay el st e S i $(2,956) $2,550 $2,494

Deferred income taxes result from timing differences in the recognition of revenues and expenses for
income tax and financial reporting purposes. The provisions for deferred taxes shown in the preceding
table for 1980 and 1979 are primarily attributable to exploration and development expenditures capi-
talized for financial reporting purposes and expensed for income tax reporting purposes, while the
benefit in 1981 primarily gives current recognition to the operating loss in 1981.
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Set forth below (in thousands) is a reconciliation between the provision (benefit) for income taxes

computed at the statutory United States and Canadian income tax rates on income before
provision (benefit) for income taxes and the provision (benefit) for income taxes as reported.

Provision for United States and
Canadian income taxes at
statutory rates = e e e Pt G Wi e e

Increase (decrease) in provision resulting from:
United States

Statutory depletion in excess

of tax basis el st et - Sl S e S
Investmenttax exedits™ i n e cosbi nlioe s i e
Sale of tax benefits — investment

tax:credits i e Rat s S L LS e s
Reversal of prior years™ deferred

income faxessizmip aiee s st 2o dnne g
Other, et /5 Easastti- e sl Ml oG san vt

Canada

Royalties, rentals and similar payments

deducted currently for financial

reporting purposes which are not

deductible for income tax

TEPOTHND PUYDOSES s S i BT i sk =t o
Resource and depletion allowances . . .. ............
Provincial tax credits and rebates .. ...............
Gain on foreign currency translation . . .. ...........
Investment e credilsiars e SaEIEGuie LS
Reversal of prior years’ deferred

ICOMETates e detios o et el et A
Othergnets ot Eramn v i Fie il oo =l nl

Provision (benefit) for income taxes,
asireported Tui Tl e R s et Ta e e

1981 1980 1979
$ — $4,731 $4,010
$ — $ (532) $ (575)
— (698) (315)

(701) i i

(2,068) — —
— 118 54
$(2,769) $(1,112) $ (836)
$ 3,451 $3,776 $2,578
(2,201) (3,501) (2,404)
(933) (908) (684)

— (310) —
(111) (135) (172)

(393) = =
— 9 &
$ (187) $(1,069) $ (680)
$(2,956) $ 2,550 $ 2,494

Wainoco has a United States tax depletion carry-forward of approximately $5,900,000 indefinitely
available to reduce future United States income taxes payable, of which $4,300,000 has been recog-
nized as a reduction of deferred income taxes for financial reporting purposes. Wainoco also has a
United States net operating loss carry-forward of approximately $49,000,000 which is available to
reduce future United States income taxes payable, of which $3,900,000 is also available to reduce
future income tax expense for financial reporting purposes. The net operating loss will expire as
follows: $108,000 in 1993, $7,400,000 in 1994, $16,200,000 in 1995 and $25,300,000 in 1996.

In addition, Wainoco has approximately $2,600,000 of investment tax credit carry-forwards available
to reduce future United States and Canadian federal income taxes payable, of which $2,200,000
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has been recognized as a reduction of deferred income taxes for financial reporting purposes through
December 31, 1981 and will expire as follows:

United States Canada

Year Amount Year Amount
1990 $ 27,000 1982 $ 57,000
1991 45,000 1983 81,000
1992 174,000 1984 195,000
1993 245,000 1985 257,000
1994 264,000 1986 111,000
1995 835,000

1996 282,000

Deferred taxes which were reduced by depletion and investment tax credit carry-forwards will be rein-
stated when such deductions are utilized. Wainoco Limited has an earned depletion base carry-forward
of approximately $10,200,000 for Canadian income tax purposes of which $5,000,000 has been recog-
nized for financial reporting purposes through December 31, 1981.

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 1,599,000
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 for
United States employees 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. On June 2, 1981 and on September 1, 1981 the Company granted
options covering an aggregate of 550,335 shares of common stock at exercise prices of $20.00

and $15.00, respectively, in replacement for options with higher exercise prices which the holders
thereof had permitted to expire in accordance with the terms of the 1977 Option Plan and the 1973
Plan. On the same dates the Company granted options covering an aggregate of 141,500 shares of
common stock at exercise prices of $18.00 and $13.50, respectively, in the same circumstances in
accordance with the terms of the 1968 Plan. Options to purchase 172,515 shares as of December
31, 1981, and 181,480 as of December 31, 1980, were available to be granted under the plans.

A summary of the 1981 stock option activity is as follows:

Number of Shares Option Price
Under Option Range Per Share
Outstanding - Decembep 3T 19800 S o0, Coa S 767,226 $ 1.07 to$34.88
Granteds i oo e e S R 713,715 13.50 to 29.63
Esercised e T s e e R e 172,936 1.07 to 24.51
Lapsad: &l B s R e e N, oot b ot 154,615 3154023200
Terminated. Snss s hlner By Sl sl i o e 550,335 18.07 to 34.88
Outstanding’— Pecember 31 1981 e ol S 603,055 2o sIhi{S
Estercisablei=— Decembey 315 B981 — B o i 218,573 2.75 to 18.75

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 year are eligible to participate in the plan except those who own in excess of
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five percent of Wainoco’s outrstanding common stock. The plan allows each eligible employee to pur-
chase Wainoco stock at 85 percent of market value subject to certain limitations. There have been
93,969 shares purchased through the plan as of December 31, 1981.

7 Commitments and contingencies

Pension plans

Wainoco Company’s pension plan is noncontributory, open to all United States employees over 25
vears of age with one year of service and has a normal retirement age of 65. Pension plan expense was
$261,000 in 1981, $300,000 in 1980 and $165,000 in 1979. Wainoco’s policy is to fund pension costs
accrued. The weighted average assumed rate of return used in determining the actuarial present value
of accumulated plan benefits was 7.5 percent in both 1981 and 1980. A comparison of accumulated
plan benefits and plan net assets for Wainoco Company’s pension plan is presented below:

January 1,
1981 1980
Actuarial present value of accumulated
plan benefits:
Vested:. it imli e s S s e i $ 471,000 $ 342,000
Nonvesteds - mal 2ins i ai oGy miiaagy 2,755,000 2,097,000
$3,226,000 $2,439,000
Net assets available for benefits. . . ................... $1,076,000 $ 674,000

Wainoco Limited’s pension plan is open to all Canadian employees over 25 years of age and pro-
vides for a normal retirement age of 65 and for voluntary employee contributions. Wainoco Limited
accrued $70,000 in 1981, $46,000 in 1980 and $84,000 in 1979 as its contribution to the plan.
Wainoco Limited is not required to report to certain governmental agencies pursuant to ERISA and
does not otherwise determine the actuarial value of accumulated benefits or net assets available for
benefits as calculated and disclosed above for Wainoco Company.

Lease commitments
Total operating lease rental expense (exclusive of oil and gas lease rentals) were $1,060,000, $816,000
and $456,000 for 1981, 1980 and 1979, respectively.

Wainoco has entered into five noncapitalized building lease agreements which expire from 1982
through 1990. The following is a summary of Wainoco’s minimum annual rental payments as of
December 31, 1981, under these agreements:

1982 $1,054,000
1983 1,090,000
1984 1,056,000
. 1985 1,019,000
1986-1990 3,098,000

Gas prices

During 1981, Wainoco Company has recorded additional revenues and receivables of approximately
$1,900,000 related to gas production from a major field which had initially been considered as Section
102 gas under the Natural Gas Policy Act of 1978 (the Gas Act). Wainoco Company believes it is enti-
tled to higher Section 107 prices under the Gas Act for the affected production. The Company has
complied with the regulatory procedures to qualify this production for the higher prices and is cur-
rently working to satisfy certain requirements of the purchaser in order to receive the higher prices.

It is the opinion of the management of Wainoco that it will be able to satisfactorily accomplish the
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purchaser’s request and therefore begin to collect the higher prices for current and prior

production during 1982.

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 $2,000,000 at
December 31, 1981, which is secured by substantially all of the partnerships’ assets. In connection
with the sale - leaseback agreement discussed in Footnote 1, the Company executed a $3,451,000
irrevocable letter of credit.

8 Segment information

Wainoco is engaged in one industry segment — 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 1981, 1980 and 1979 and identifiable assets as of December 31, 1981, 1980
and 1979, by country:

United

States Canada Other Consolidated
1981*
Reverities) == i iimr i e a g $ 30,705 $13,547 $ 2 $ 44,254
Netincomeloss) v vt e 3,123 (598) (8,737) (6,212)
Tdentifiable assetsire et mrt nne s 157,814 75,792 5113 238,719
1980
Revenues’. s it ool s sk $ 21,530 $14,479 $ — $ 36,009
N I o o s e s ats 3,161 3,890 — 7,051
Identifiablé assets ¥l Sers T i i s 124,533 80,377 — 204,910
1979
ReVenuesi saiia e e n et St ) $ 13,534 $11,450 LA $ 24,984
Nebmcome = et oy ol e 2,088 3,927 — 6,015
Identifiable assetshetid it s ar s 81,712 56,004 — 13716

*The United States income of $3,123,000 consisted of a pretax income of $354,000 and a tax benefit of
$2,769,000, of which $2,068,000 results from the filing of a consohdated tax return which includes losses
arising from other foreign operations.

During 1981, Wainoco made sales to two major customers of $5,900,000 and $4,700,000 which
accounted for 24 percent of consolidated revenues. During 1980, Wainoco made sales to two major
customers of $7,200,000 and $4,000,000 which accounted for 31 percent of consolidated revenues.
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.
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9 Selected quarterly financial data (unaudited)

Summarized below is Wainoco’s quarterly unaudited financial data for 1981 and 1980. The first, sec-
ond and third quarters of 1981 have been restated to reflect the adoption of FASB No. 52 discussed in
Footnote 1.
Three Months Ended
March 31 June 30 September 30 December 31
(In thousands, except per share amounts)

1981

Reventes= -~y sl s impie o $10,301 $9,905 $12,486 $11,562
Income (loss) before

Mcome AR e e $ 1,450 $ (235) $ (6,883) $ (3,500)
Provision (credit) for

MNCOME TAXES W et lR P e s i 437 (360) (2,938) (95)
Netincome{loss)iz. .o oii i . i o $ 1,013 S 25 $ (3,945) $ (3,405)
Earnings (loss) per share —

Primary and fully diluted . . . . ... .. ... $ .09 $ .01 SE(:37) b Ea (30
Dividends per:sharese Sabssan s $ .035 $ .035 $°1035 $ .035

1980

Revenues i o ie s Wi i e e $ 9,546 $8,275 $ 7,757 $10,431
Income before income

taxes:. o ahins Setisee e T $ 4367 $ 868 $ 1,724 $ 2,642
Provision for income

TAXES - o e et R o T 1,437 198 240 675
Netiincome: s a = et b i $ 2,930 $ 670 $ 1,484 $ 1,967
Earnings per share —

Primary and fully diluted . . .. ... ..... $ .30 $07 $5ieslh $5 19
Dividends per'shate s === oo $5203 e 03 S 03 $ .035

10 Reserve recognition accounting (unaudited)

Under Reserve Recognition Accounting (RRA), a valuation of the Company’s proved reserves is re-
cognized 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,
exploration 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 unaudited Consolidated Supplemental Earnings (Loss) Summary prepared
on the basis of RRA, and Analysis of Changes in Estimated Present Value of Future Net Revenues
from Proved Oil and Gas Reserves for each of the three years in the period ended December 31,
1981.
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CONSOLIDATED SUPPLEMENTAL EARNINGS (LOSS) SUMMARY

For the years ended December 31, 1981, 1980 and 1979
Prepared on the Basis of Reserve Recognition Accounting (RRA) (Unaudited)

Wainoco Oil Corporation and Subsidiaries

1981 1980 1979
Additions to Proved Reserves: (s
New field discoveries and extensions . .............. $ 31,288 $ 99,981 $ 87,509
Revisions to reserves proved in prior years:
Changes inyDHce et e e s s b ) $(135,608) $153,076 $ 27,300
Other: & SoptayTEbIe S8 Hatin S e b il (1,857) (28,238) (4,694)
Interest factor — accretion of discount . ... ....... 37,158 16,948 7,148
Total revisions to proved reserves ............. $(100,307)  $141,786 $ 29,754
Total additions to proved reserves . . . .......... $ (69,0190 $241,767 $117,263
Exploration and development costs:
Costs incurred during the year —
Acquisition:ofipropestiess o onc ST n sl i $11.771 $ 15,724 $ 15,616
Exploration sy s i e e e e S 28,651 20,453 6,255
Develophients et meatem g ete fom oo o o R 32,273 26,030 18,801
$ 72,695 $ 62,207 $ 40,672
Chinges in deferved cosls fesiseds i it main o on s o oiod, (7,315) (10,047) (9,409)
Future development costs considered in valuation
of new field discoveries and extensions ........... 10,893 19,692 14,628
Future development costsincurred . .. ............. (6,820) (6,780) (4,524)
Total acquisition, exploration and
developmenticostSy s v e s e $ 69,453 $ 65,072 $ 41,367
RRA income (loss) before other revenues
(and expenses) and income taxes ............... $(138,472) $176,695 $ 75,896
Other revenues (expenses)
Inferest: and otherintome 8 i s s o e 2,243 2,832 2,740
General and administrative expenses
including depreciation on fixed assets . ......... (6,554) (4,668) (2,839)
InterestieXpense anetilen o= Siiat im b sl it S (12,960) (6,285) (2,878)
Gain (loss) on translation of foreign currency . . . . . .. (198) 422 (305)
RRA income (loss) before income taxes** .......... $(155,941) $168,996 $ 72,614
Provision (benefit) for income taxes ............... (78,320) 118,162 24,000
RRA netincome:floss)s e temss il m i i $ (77,621) $ 50,834 $48 614
Earnings (loss) per share:
PhHary st s e s N SR 29) 5% 5,09 $a= 25715
Fully diluted=rste ot Sa e i i et e SIET29) 8 5.09 SEnns 12

*Price changes in 1981 and 1980 are substantially due to pricing and excise tax changes in Canada. In 1980 pricing under the
proposed National Energy Program resulted in higher sales prices and taxes for oil and gas producers; however, this program
was modified by Provincial-Federal agreements in late 1981, resulting in reduced prices and additional excise taxes. By country,

the pricing revisions are as follows: 1081 1980 1979

United States ........ R R A R e e e $ 10,725 $ 15,069 $14,850

Canadas &0 Sra e e e S e R e i e O e Ll (146,333) 138,007 12,450
Totall: Plfe sy L deE s st e i ke it Fer $(135,608) $153,076 $27,300

**Income (loss) before income taxes under the full-cost method followed by Wainoco as reported on the Consolidated State-
ments of Income is $(9,168) for 1981, $9,601 for 1980 and $8,509 for 1979.
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ANALYSIS OF CHANGES IN ESTIMATED PRESENT VALUE OF FUTURE
NET REVENUES FROM PROVED OIL AND GAS RESERVES
For the Years Ended December 31, 1981, 1980 and 1979 (Unaudited)

Wainoco Oil Corporation and Subsidiaries

1981 1980 1979
(I thousands)

Balance —beginningofvear i s e $ 371,584 $169,482 $ 71,477
Revisions to reserves proved in prior years . ... ........ (100,307) 141,786 29,754
New field discoveries and extensions .. ............... 31,288 99,981 87,509
Less related future development costs. . .............. (10,893) (19,692) (14,628)
Purchases of reserves-in-place. . . .. ................. 340 567 9,867
Future development costs from prior years

valuation incurred i aiomie s S s o e 6,820 6,780 4 524
Production, net of production costs and

EXCISE TAReS T i ket L S B T T e SRl (31,560) (27,320) (19,021)
Balarnice < end ofyears st S iein s S e $ 267,272 $371,584 $169,482
Statement of RRA Policies

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

Recognition of assets and eamings under RRA

Under RRA, assets are recognized and earnings recorded when proved reserves are added through
exploration and development activities. Proved reserves are valued as set out in Note 2. The SEC has
acknowledged that the method employed does not necessarily vield 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 reserves 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 vary substantially from the RRA valuation of its reserves.

New field discoveries and extensions are included in earnings as they occur and represent proved
reserves added from drilling exploratory and development wells. Subsequent revisions to the RRA valu-
ation 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 changes 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 estimates of quantities and timing of
production of reserves due to production history of the properties, additional 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 development costs are
considered in valuing proved reserves in the year of discovery, such costs are reversed in the year
actually 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
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time they are charged to expense. All deferred costs are assessed for recoverability and any impairment
is included in current expenses. Costs deferred at year-end were $34,000,000 in 1981, $26,700,000 in
1980 and $16,600,000 in 1979. 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 provision 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 computed 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 1 and 5.

Other considerations

Because earnings under RRA are recognized upon discovery of proved reserves and when the RRA
valuation of proved reserves change, no earnings are reported as oil and gas are produced. Conse-
guently, RRA earnings will differ substantially from funds generated or required by current explora-
tion, 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 evaluation. 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 vears, and improved recovery techniques could significantly alter recoverable reserves from any
gdiven property. These and other factors should be considered in evaluating RRA data.

11 Financial data adjusted for changing prices (unaudited)

Inflation has increased at a rapid rate in recent years, eroding the purchasing power of the dollar and
distorting the conventional measures of financial performance. Historical dollar accounting (as reflected
in the Consolidated Financial Statements) during times of significant and continued inflation does not
reflect the cumulative effects of increasing prices and changes in the purchasing power of the dollar.

To assist users of financial statements, the FASB has issued Standards requiring supplemental data
providing information regarding the impact of changing prices on the economic resources of an
enterprise on a constant dollar basis and on a current cost basis.

The constant dollar basis utilizes the U.S. Department of Labor Consumer Price Index for All
Urban Consumers to reflect financial data in dollars of equal purchasing power. The current cost basis
employs specific indices for oil field and gas field equipment published in the Oil Field Machinery and
Tools Index.

In accordance with FASB requirements, income statement data of “Depreciation, depletion and
amortization”, and balance sheet data of “Property and equipment” have to be adjusted to reflect the
impact of general inflation as well as changes in specific prices. All fixed assets are grouped under oil
and gas properties since they represent the majority of the total. The method currently used in calcu-
lating depreciation on oil and gas properties carried at historical cost has been used in calcu-
lating depreciation on the basis of estimated constant dollar and current cost.

While Wainoco is presenting this information in good faith compliance with FASB requirements
and has exercised due care in developing such data, it is necessary to present the data with qualifi-
cations and cautions as to their interpretation and usefulness. Management cautions against the
simplistic use of these data as a means of precisely measuring the effects of inflation because of
imprecisions inherent therein.
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The schedule below shows Wainoco’s condensed loss for the year 1981 as reported in the Company’s
Consolidated Financial Statements and as adjusted to reflect the impact of general inflation as well as
changes in specific prices.

The schedule also includes a caption “Gain from decline in purchasing power of net amounts
owed”, which represents estimates of how much Wainoco’s purchasing power was effectively increased
as a result of having a greater amount of monetary obligations than monetary assets.

Also reported are data concerning the estimated increase in specific prices of property and
equipment held during the year. This information indicates that the increases in specific prices affect-
ing the cost of the Company’s assets have been greater than the increases in the general price level.

The FASB requires that income tax benefits not be modified for the effects of either constant dollar
or specific price adjustments. Therefore, the 32 percent effective tax benefit rate for historical earnings
becomes an effective 22 percent for constant dollar results and 19 percent for specific price earnings.

December 31, 1981

Thousands Thousands of
of Dollars Average 1981 Dollars
Adjusted for
As Reported in the Adjusted for Changes in

Financial Statements  General Inflation ~ Specific Prices
(Historical Cost) (Constant Dollars)  (Current Cost)

Reveniies .. i R et G $44 254 $44 254 $44,254
Depreciation, depletion and

amortization - i hS Sl Tt S 23,569 27,821 30,271
Operaling’expense’ o s angetis 16,893 16,893 16,893
Initerestexpense . 7 i S e N 12,960 12,960 12,960
Incoime tax benefitsi s sl =S eE v S ¢ (2,956) (2,956) (2,956)
Netloss.. i iy e e $ 6,212 $10,464 $12,914
Gain from decline in purchasing

power of net amounts owed ........... $ 7,223 $ 7223

Increase in specific prices (current cost) of property
and equipment held during the year . . . . . $31,531

Less: Effect of increase in general price

level (constant dollar) . ............... 16,587
Excess of increase in specific prices over

increase in general price level . . ... ..... $14,944

Shown below are selected supplementary financial data on historical basis and adjusted to reflect the
effects of changing prices. Historical information are in thousands of historical dollars. All other data
except for per share and Consumer Price Index information are in thousands of average 1981 dollars.

Years Ended December 31,

1981 1980 1979 1978 1977
HISTORICAL INFORMATION
Revenues ;4. o Fo R osbnai By $ 44254 $ 36,009 $ 24,984 $16,861 $ 9,260
Net-income:(loss): 5 oA Els - o B Bl o (6,212) 7,051 6,015 4,256 2,262
Net income (loss) pershare. . .. .......... (.58) 7l .64 £55 34
Cash dividend declared per share .. ....... 140 .125 .075 — =
Total assets at year-end. . ............... 238,719 204,910 137,716 78,997 44,013
Netassetsatyear-end.................. 70,547 84,210 36,133 30,141 13,054
Long-term debt including debentures . . . . .. 129:5462 18280 70774~ 31141 12,900
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EFFECTS OF CHANGING PRICES

Years Ended December 31,
1981 1980 1979 1978 1977
Reventies 5 rene i S A Sl S0 ol Tt $ 44254 $ 39,610 $31,230 $23,437 $13,890
Historical cost information
adjusted for general inflation:
Netmcomeiflossyet: Jotail il s s (10,464) 6,072
Net income (loss)
per. share fa s s e (.98) .61
Netassetsatyearend.............. 109,099 117,791
Historical cost information
adjusted for changes in
specific prices:
Netincomedloss)sunir i e e (12,914) 5,658
Net income (loss) per share. . ........ (1.21) 7
Excess of increase in specific
prices of net property and
equipment over increase due
to general inflation. . ......... ... 14,944 1,097
Net assets atyear-end . ............. R 12360
Gain from decline in purchasing
power of net amountsowed ........... 7,223 7,900
Other information adjusted for
general inflation:
Cash dividends declared
pershares oot mNe st 14 .138 .094 — —
Market price per share
abyear-ends e iR A 20.25 30.66 36.25 17.90 22.69
Average Consumer Price
Tndexs B2 CRA S st s e 272.4 246.8 217.4 195.4 181.5

AUDITORS’ REPORT
To the Shareholders of Wainoco Oil Corporation:

We have examined the consolidated balance sheets of Wainoco Oil Corporation (a Wyoming corpor-
ation) and subsidiaries as of December 31, 1981 and 1980, and the related consolidated statements
of income, shareholders’ equity, and changes in financial position for each of the three years in the
period ended December 31, 1981. 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, 1981 and 1980, and the results of their
operations and the changes in their financial position for each of the three years in the period ended
December 31, 1981, in conformity with generally accepted accounting principles which, except for the
change (with which we concur) in the method of accounting for foreign currency translation as
explained in Note 1 to the Consolidated Financial Statements, have been applied on a consistent basis.

ARTHUR ANDERSEN & CO.
Houston, Texas
March 8, 1982
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COMMON STOCK

The common stock of Wainoco Qil Corpo-

ration is listed for trading on the New
York Stock Exchange and the Toronto
Stock Exchange under the symbol WOL.
The high and low quarterly sales prices for
the stock, rounded to the nearest 1/8, are
shown below:

High Low
1981
Fourth Quarter 22 1274
Third Quarter 26V 1234
Second Quarter 31% 1934
First Quarter 3074 2234
1980
Fourth Quarter 354 25%
Third Quarter 4334 26~
Second Quarter 33 21
First Quarter 37% 1414

The Indenture covering the 1034% Subor-
dinated Debentures due 1998 includes a
restriction against the pavment of cash div-
idends if such dividends exceed specified
levels. At December 31, 1981, the speci-
fied levels were substantially in excess of
such aggregate amounts of dividends.

The number of holders of record for
Wainoco Oil Corporation Common Stock
as of February 28, 1982 was 4,109.

AVAILABILITY OF FORM 10-K

The Company’s Annual Report on Form
10-K. which is filed with the Securities and
Exchange Commission, is available upon
request and may be obtained by writing to:
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