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James F. Kelley
Direct Cross
V.Dire

By Mr. Corban 5 vl

By Mr. Corban ' 59 vl

By Mr. Howard 63 vl
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JAMES KELLEY - MAY 16, 2006
DIRECT EXAMINATION BY MR. CORBAN

had been a publicly owned corporation, and most of the
senior management team was replaced by the company that
had acquired us, perfectly normal thing to happen in
transactions of this sort. And since then I'm somewhere
between unemployed and retired. I'm not sure which.

| Q. Very good, sir. Now, going back for a few
moments, you said that you were general counsel of Diamond
Shamrock Corporation from 1981 until 1988; is that
correct?

A. Yes.

Q. Now, at some point during that time period
Diamond Shamrock underwent a name change to Maxus; is that
correct? |

A. Yes. That would have been probably at the end of
'87 or thereabouts. By that time we had sold our chemical
business. We had spun off our refining and marketing
business, which refined gasoline, and then sold it under
the Diamond Shamrock name throughout this part of the
country. And at that point the company had really become
nothing but an oil and gas exploration and production
company, and we changed the name to Maxus in part to
reflect that we were in a different business and in part
because the gasoline stations wanted to continue to use
the name Diamond Shamrock.

Q. Allright. And that's a business plan that the
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company, the Diamond Shamrock Corporation, had embarked
upon a couple years earlier; is that correct?

A.  That's correct. We'd had a strategic plan, went
back in several years before that, to begin to divest
ourselves of some of the businesses we had been in. We
were in the coal business and the refining and marketing
business and some other miscellaneous businesses, and, of
course, in the chemical business. And our strategic plan
was to focus our management energies as well as our
capital assets, capital investment in the oil and gas
business because we thought at this time that was the most
profitable thing we could do for our shareholders.

Q. Very good. Now, Mr. Kelley, you mentioned the
sale of Diamond Shamrock Chemicals Company in 1986, did |
understand you correctly? |

A. Yes.

Q. Okay. Were you involved in that sale?

A. lwas.

Q. And do you have an understanding of why Diamond
Shamrock decided to sell its chemical subsidiary?

A. Yes. There were several reasons. First of all,
as | say, we had made a strategic decision to focus on our
oil and gas business. That was where we thought we could
earn the most returns. We, frankly, thought we had a very
good team of people that were engaged in geological
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JAMES KELLEY - MAY 16, 2006
DIRECT EXAMINATION BY MR. CORBAN

matters and exploration and production.

In addition, the chemical business at that
point in time, actually beginning before then, had come
under numerous new regulations with respect to pollution
control that necessitated significant capital
expenditures, improving our plants, installing pollution
control equipment, and in addition, we were being required
by state and federal legislation to clean up a lot of our
plant sites, to clean up groundwater and other kinds of
problems that had not been -- they weren't illegal, but
they were just required to be cleaned up under Superfund
and some of the other pollution control regulations that
came into effect during the early part of the 1980s.

So we had a business that, as | say, was
very management intensive because it involved a number of
plants. It was very capital intensive both because of the
pollution control regulations that we had to comply with,
but then also, frankly, all the safety regulations that
were being imposed on us. So there was a lot of
additional capital and time being spent, and we just
decided that we had to make some choices about what
businesses we were going to continue in. | _

And the strategic decision that was made by
the board was to focus on our oil and gas business, to
divest our chemical business, to divest our coal business
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as well as some other -- other miscellaneous businesses
that we had.

Q. Now, did -- with respect to your decision to sell
Diamond Shamrock Chemicals Company, did Diamond Shamrock
have a preferred way of selling the company?

A.  Yes.

Q. What was that?

A.  We wanted to sell the business in its entirety.

We didn't want to retain any assets nor did we want to be
responsible for obligations and liabilities arising out of
the business.

Q. And is that something that you -- you
communicated to potential buyers?

A. Yes. | think all potential buyers clearly
understood that we were -- we wanted to do what was called
a stock sale. In other words, we were going to sell the
stock of our chemical business. We weren't going to sell
its assets, you know, plant by plant or machine by
machine, and the reason for that was we wanted to sell the
whole business in one single transaction. |

Q. Would it even have been possible to have done an
asset sale of a company like that?

A. |t would have been incredibly difficult and time
consuming. There were, you know, | don't know how many
plants, certainly 30 or 40 major facilities. You would
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DIRECT EXAMINATION BY MR. CORBAN

have had to figure out who owned the real estate and
prepare documents to convey all of that real estate. You
would have to convey the machinery and the equipment and
transfer the employees. It would have been a horrendous
job.

It -- In my experience it would be very
unusual to try to sell such a large and complicated
business in an asset transaction. You always do these
kinds of things using a stock transaction.

Q. Now, at some point, | take it, Occidental
Petroleum Corporation expressed an interest in the
acquisition of your chemical subsidiary, correct?

A. Yes.

Q. And did you come to have an understanding of why
Occidental was interested in buying the chemical
subsidiary of Diamond Shamrock?

A. Well, broadly | think both Oxy and Diamond
Shamrock were relatively mid-size businesses, mid-size
companies in the chemical business. They were quite small
compared to companies like Dow or Dupdnt or some of the
European companies that were in the business, and | think
they felt they needed to be larger in terms of critical
mass.

In addition, we had some businesses that
they considered and we considered to be, you know,
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STATE OF TEXAS
COUNTY OF DALLAS

I, Diane L. Robert, Official Court Reporter in
and for the 14th District Court of Dallas County, State of
Texas, do hereby certify that the above and foregoing
contains a true and correct transcription of all portions
of evidence and other proceedings requested in writing by
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the Reporter's Record in the above-styled and numbered

=
(@)

cause, all of which occurred in open court or in chambers

11 |and were reported by me.
12 WITNESS MY OFFICIAL HAND, on this the ébﬂ‘day
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