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PART 1

Items 1 and 2. Business and Properties.

Diamond Shamrock Corporation (the “Company”) was incorporated in Delaware in 1928 as the
successor to a corporation founded in 1910. The Company is a domestic integrated oii and gas com-
pany with interests in coal and chemicals. Its world headqna:ters is located at 717 North Harwood
Street. Dallas, Texas 75201, and its telephone number is (214) 745-2000 (effective April 1, 1968.
the number will be (214) 922-2000). As used herein all references to the “Company” relate to Diamond
Shamrock Corporation, its subsidiaries and their predecessors unless the context otherwise indicates.

Operations consist of the following principal business segrients: Oil and Gas, which includes
exploration and production. natural gas processing and refining and marketing; Coal, which includes
steam and metallurgical coal; Industrial Chemicals, which consists of electro chemicals, including
caustic soda and chlorine, soda products. which includes chromium chemicals and sodium silicates,
and other commodity chemicals; Specialty Chemicals, which includes process chemicals, functional
polymers, metal coatings, urethane chemicals and polymer additives; Agricultural Chemicals, which
includes fungicides, herbicides and aaimal health products; and Electrolytic Systems, which inciudes
patented metallic electrodes and electrochemical and zlectrometallurgical technology.

Information concerning outside sales and operating revenues and operating profit tor each of
the Company’s business segments and its business in general for the three years ended December 31,
1962, together with information concerning business segment and corporate and other identifiable
assets as of December 31. 1982, 1981 and 1980, is set forth on pages 37 and 38 of the Company’s 1982
Anr.ual Report to Stockholders. whick information is incorporaced herein by reference.

Overseas, the Company is engaged in the exploration for and production of oil and gas and the
manufacture and sale of ~hemicals and related technology. The Company has manufactunng, adminis-
trative and marketing facilities in more than 30 countries. Tnformation concerning outside sales and
operating revenues and operating profit for the three years ended December 31, 1982 and assets by
geographic region as of December 31. 1982, 1981 and 1980 are presented on page 36 of the Company’s
1982 Annual Report to Stockholders. which information is incorporated herein by reference.

The Company’s sales or transfers between eeoaraphic areas were not significant in each of
the three years ended December 31, 1982. Operating revenues from export sales to unaffiliated
customers located outside the United States were less than 109% of the Company’s consolidated
sales and operating revenues in each of the three vears ended December 31, 1982.

Oil and Gas

The Company’s Oil and Gas segment is primarily engaged in the exploration for and produc-
tion of crude oil and natural 2as. the processing of natural gas. the refining of crude oil, and the
marketing of refined petroleum products in the United States. The Oil and Gas segment consists of
three principal product zroups: exploration and production. natural gas processing. and refining and
marketing. ‘vhich contributed approximatelv §5%. 6% and 409, respectively, of the Company's outside
sales and operating revenues in 1982.

Exploration and Production

The Company’s exploration and production activities are centered in the United States. Presently.
the Company’s only production outside the United States is in the Dutch North Sea. The Company
also has exploration prospects in Australia. New Zealand. Indonesia and Ireland.

The Company’s net proved reserves of crude oil (including condensate) and natural gas decreased
in 1982, as did crude oil and gas production. Information regarding the Company’s net interests in
estimated quantities of proved developed and undeveloped reserves of crude oil ( including con-
densate) and natural gas at December 31, 1962, 1931 and 1980, together with production data for the
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three years ended December 31, 19%2, are set forth on page 51 of the Company's 1982 Annual
Report to Stockholders, which information is incorporated herein by reference.

Information disclosing future net cash flows relating to the Company’s proved oil - ... gas reserves
and additional iufcrmation concerning the Company’s oil and gas producing activities are set forth
on pages 49 through 53 of the Company’s 1982 Annual Report to Stockholders, which information is
incorporated herein by reference.

Proved reserves are the estimated quantities of crude oil and natural gas which geological and
engincering data demonstrate with reasonable certainty to be recoverable in future vears from known
reservoirs under existing economic and operating conditions. Proved developed reserces are proved
reserves that can be expected to be recovered through existing wells with existing equipment and
operating methcds. Proved undeceloped reserces are proved reserves that are expected to he
recovered from new wells on undrilled acreage or from existing wells where a relatively major
expenditure is required for recompletion.

In 1982, the Conpany filed estimates of its proved reserves of crude oil and natural gas in the
United States at December 31, 1981 with the Department of Energy. Such estimates include its net
interests in domestic proved crude oil and natural gas reserves. The total reserve estimates so included
ir the filing do not differ by more than 5% from the total reserve estimates inciuded in those shown
at December 31, 1981 in the Company’s 1982 Annual Report to Stockholders.

Average sales prices (including transfers) and production costs cf crude oil and natural gas
produced for the three years ended December 21, 1982 are as follows:

1982 1981 1980
United States
Average Sales Price
Crude Oil (per barrel) . 831.72 336.08 $26.72
Natural Gas (per MCF) . . .. 8241 $ 1.99 $ 1.61
Average Production Cost (per barrel)® . § 335t § 3.51t $ 2.24%
North Sea
Average Sales Price
Cruae Qil (per barrel) . ... 83436 84035 - $34.63
Natural Gas (per MCF) .. = . : ... 8343 3 4.82 $ 424
Average Production Cost (per barrel)® $ 6.40 $ 331 $ 5.12

¢ Production or lifting cost is exclusive of depreciation and depletion of capitalized lease acquisition. exnloration and
development costs. The gas production is converted to equivalent barrels of crude oil by dividing the MCF volume
by six. Six MCF of gas has approximately the heating value of one barrel of crude oil.

} Includes windfall profit tax.

Transfers to the Company’s refining and gas processing operations are valued at estimated
prices based on the prices of comparable products using posted field prices, when applicable, or
amounts estimated to represent prices equivalent to those that could be obtained in a competitive
arms-length market environment. giving recognition to transportation costs. quality differences and
regulation by governments.

The following tables set forth information recarding the Companv's wells and leasehold acres.
Gross wells or acres are the total number of wells or acres in which the Company owns anyv
interest. .Jet wells or acres are the sum of the fractiona! working interests the Company owns in
gross wells or acres.

to
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As of December: 31, 1982, the Company owned productive oil and gas wells as follows:

Gross Net
Oil Wells Owned
United States . ... ... ... .. ... . ... ... .. ... 2,412 1,045.1
NorthSea .... .. .. ........ . ... ... ... - -
Total .. .. .. . 2,412 1,045.1
Gas Wells Owned
United States .............. ... ... ... . . ... ... ... ... .. 1,587 11211
NorthSea .... ... .. ... .. .. .. ... .. ... . . .. ... ... 18 7
Total ... ... .. 1605 11218
Multiple Completion ................ ... ... ... ... . . . .. .. . 179 85.3
The following table sets forth the Company’s developed acreage and undeveloped acreage at
December 31, 1982: . . . .
. United North , New
Gross Acresl ) States Sea _fiustralia. . Zealand _ Canada  Indonesia Ireland
Developed Acres . 737783 8018 . — - _  _ _
Undeveloped Acres . 6,035,763 780,192 10,014,299 £833756 4,144 4,394,749 150,000
"~ Total ........ 6,773,556 768210 10,014299 2853758 4,144 4394749 150,000
Net Acres
Developzd Acres . 354,791 316 - - - - -
Undeveloped Acres 4,176,622 50,781 2,433,305 1231901 1872 1,098,687 34,740
Total = .. -+ 4731413 51,097 2453305 1231901 1872 1,098,687 34,740
Drilling activities of the Company for the three vears ended December 31, 1982 are summarized
below:
1982 1981 1980
Uhnited States
Net Exploratorv Wells Drilled
Productive . .. ... .. .. .. . . 18.2 25.9 12.2
Dry .. . 25.8 38.4 15.5
Total . e 44.0 62.3 27
Net Development Wells Drilled ,
Productive 1022 177 80.0
Dry ... U 395 217 225
Total .. .. ... . .. R 7 B ¢ 139.4 102.3
Foreign
Net Exploratorvy Wells Drilled
Preductive o 04 - 1
Dry 10 3 3
Total . ... ... ... . ... 14 3 4

At December 31. 1982. the Company was participating in the drilling of 36 gross and 14.1 net welis

in the Ulited States and 2 gross and 0.1 net wells in the North Sea.

Drilling and production spending was apyroximatel $220.874.000 in 1982. The Company spent
approximately $191.000.000 in 1982 to purchase net leasehold acreage in the United States of 386.500
acres. These expenditures included $161.700,000 ¢c: leasehold acquisitions in the Beaufort Sea Diapir
Field in Alaska which is considered by the U.S. Geological Survey to be one of the nation's most

promising sites for crude oil reserves.
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Natural Gas Processingj Refining and \larketmg

Most of the natural gas processed and a small portion of the crude oil refined by the Company
are produced from acreage leased by the Company. The major portion of its crude oil requirements is
purchased under short-term contracts from outside sources. Such crude oil purchases are at posted
prices competitive with the posted prices of other purchasers in the same area. The Compuny has
substantial investments in crude oil and natural gas gathering pipelines used to bring crude oil and
natural gas to its McKee refinerv and gas processing facilities near Dumas. Texas. ‘In addition. the
Company has investments ranging from 30% to 100% in various segments of petroleum product pipe-
lines extending from the McKee refinery to other points in the marketing area for its petroleum
products. The Company expects to be able to continue to obtain crude oil and natural gas in suificient
quantities for its reasonably foreseeable requirements. :

The McKee refinerv and gas processing facilities have a crude oil and natural gas through-
put capacity of approximately 71,000 barrcis per day and 400.000 MCF per day, respectively. Over
S0% of the McKee refinery output is in light products such as gasoline and turbine and diesel fuels.
With: the addition of Sigmor Corporation’s Three Rivers refinery near Corpus Christi. Texas. the
Company has the capacity to refine more than 119,000 barrels of crude oil per day. (See “Acquisition
of Sigmor Corporation” below.)

The crde oil throughput at the McKee refinery and the volume of natural gas processed and
natural gas liquids recovered at the gas processing facilities dunng the three vears ended Decem-
ber 31, 1982 were as follows:

. 1982 1981 1980
Refirerv Crude Oil Throughput (thousands ot
barrels) L 24,080 21,708 20,857
Natural Gas Processed ( mlllxons of cubxc feet) 104,365 111301 108,154
Natural Gas Liquids Recovered (thousands of
barrels) . . ... L 8,398 8,852 8.534

Most of the Company’s refined products are distributed through petroleum product pipelines to
eight different terminals located in its marketing area. Such products are sold primarily through jobbers
and dealers with most of its motor gasoline and diesel fuel being sold in eleven Rocky Mountain
and Southwestern states under its own brand name through approximately 130 jobbers with 1,739
service station outlets.

In 1960, Sigmor Corporation (“Sigmor”) became a jobber for gasoline supplied by the Company.
Since that time. the business relationship between the Company and Sigmor evolved so that the
Company annually supplied Sigmor with approximately 60%% of all of the zasoline soid by Sigmor
and. correspondiagly, Sigmor purchased from the Company approximateiy 306 of all gasoline sold
annually by the Company. During 1982. Sigmor marketed motor gasoline under the Company's brand
name in Texas, Louisiana and Oklahoma through approximately 440 of the Company’s 1.739 branded
service station outlets. Sales to Sigmor during 1982 amounted to $419,140,000. approximately 135 of
the Company’s consolidated sales and operating revenues for the vear. On July 7. 1982, the Company
and Sigmor announced the proposed acquisition of Sigmor by the Company. (See “Acquisition of
Sigmor Corporation” below. )

Most of the ethane/propane mixture recovered by the Company in its natural gas liquids process-
ing facilities is converted into ethylene und propylene for sale principally to mdustnal customers. Most
of the other natural gas liauids are sold principally to dealers and wholesalers for resale to end-users
and distributors. The residue gas is sold principally to interstate pipeline companies under long-term
contracts for resaie to end-users and distributors. The ammonia produced is scld to a firm spemahzmg
in agricultural marketing of ammonia.

The Company’s Oil and Gas segment experiences intense competition in all areas of its business.
During 1982, there was considerable marketing competition in the petroleum products industry,
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leading to a reduction in motor gasoline prices which outpaced any corresponding reduction in the

price of crude oil. As a result. margins in the Company’s refining and marketing business have been
. under severe pressure, and the Company expects this condition to continue over the near future.
The Company is a relatively modest factor industry-wide in the exploration for and the sale of oil and
zas. Its competitors include the major energy companies. which are fully integrated petroleum
producers, and independent oil and gas concerns.

Acquisition of Sigmor Corporation

On January 14, 1983, Sigmor was merged into a wholly owned subsidiary of the Company. Under
the terms of the merger the holders of 4.086.186 shares of Sigmor common stock elected to receive
$17.30 per share (resulting in the payment by the Company of a total of $71.503.000) while other
Sigmor shareholders, principally Mr. and Mrs. Tom E. Tumner. elected to receive 0.44 of a share of
the Company’s $2.07 Cumulative Convertible Preferred Stock, without par value, for each share of
Sigmor common stock owned (resulting in the issuance by the Company of a total of 4,134,749
preferred shares). The Company had owned 219z of Sigmor's common stock since 1978. The
acquisition was accounted for as a purchase, and accordingly, the Company 1983 consolidated
financial statements wiil include the results of Sigmor's operations from the dace of acquisition.

Subsequent to its acquisition of Sigmor and as contemplated in the merger agreement, the Com-
pany sold to Tetco, Inc.. a company wholly owned by the Turner family, the former majority owners
of Sigmor, certain of the acquired Sigmor assets at approximately their book value. The sales proceeds
(543.201.000) were used to reduce outstanding borrowings previously incurred by Sigmor under
its bank credit agreement.

Sigmor markets gasoline. automotive products and “convenience store” type merchandise throuch
retail service stations. At June 30. 1982, Sigmor operated a total of 335 retail outlets. including 337
stations which included convenience store facilities, 125 high volume stations, 71 self-service stations
and 2 outlets operated in conuection with convenience stores owned by otners. Of such outlets. 424
were located in Texas. 22 in Louisiana. 38 in California. 11 in Colorado. 14 in Virginia. 12 in Washing-

ton and the remainder in 13 other states.

The total rallons of zasoline sold by retail outlets operated by Sigmor during the fiscal vear ended
June 30. 1982 was 770.355.769. an average of 115.6€9 gallcns sold per month per retail outlet.

Pro forma combined data (unaudited) of the Company for 1982 and at December 31. 1952
{as though the Sigmor acquisition and the related sale of certain assets had taken place on Jan-
uarvy 1. 1992) is set forth on page 33 of the Companyv’'s 1952 Annual Report to Stockholders. which
information is incorporated herein by reference.

On January 28. 1983. the Company filed a report on Forn. 8-K with the Securities and Exchange
Commission with respect to the acquistion ot Sigmor by «.» Company.

Coal
Properties and Reserces

The principal coal properties of the Company are primarily leased by various subsidiaries of the
Company or by partnerships or icint ventures in which the Company has interests. The Company's
properties in eastern Kentucky include reserves in Breathitt. Perrv. Leslie and Knott Counties (“Fal-
con” properties) and interests in properties in Pike and Flovd Counties (“Hawkeve” properties).
Through recent acquisitions. the Company holds coal properties in West Virginia in Logan aud Mingo
Counties (“Diamond Phoenix” properties) and in Clay, Kanawha, Logan, Nichols. Putnam and
Wvyoming Counties (“Amherst” properties). in Pennsvlvania in Greene County (“Gatewav” proper-
ties), in Montana in Rosebud and Big Horn Counties (“Montco’ properties), in Illinois in Lawrence

and Richland Counties (“LaSalle” propeities) and in the Beluga coal fields near Anchorage (“Diamond
Alaska” properties).
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- The following table reflects estimates of quantities (in thousands of tons) of the Corpany’s
recoverable coal reserves (excluding 315 million tons of lignite reserves in Texas and Mississippi)
at December 31, 1982:

Assigned Reserves Unassigned Reserves

Total

Surface Proven Probable Total Proven Probable Total Resin'es
Falcom .. ... ... .. ... ... 21,830 7,504 29634 18,383 10,715 29.298 58.932
Amherst ... ...... ... ... ..., 49204 9,931 59,135 - - - 59,135
Diamond Alaska ... . ... .. . — - - 235485 - 235485 235,485
Hawkeye ... ... ... . ... ... 802 - 802 1,574 677 2251 3,053
Diamond Phoenix ...... ... ... .. -- - — 45024 18,978 62,000 62,000
Montco . ... ....... ... ... ... - - - 137,566 - 137,566 137.566

Total — surface .... ... .. 71936 17,635 89,571 438,232 25,368 466,600 538,J71
Undergroend N . o
Falcon ......... . 1990 76 1068 45480 36983 102,463 103,529
Amherst ........ .. ... ... . ... .. 103,115 21,403 124518 29,674 9,942 39,616 164,134
Gateway ................ ..... 3,419 - 3,419 9,000 - 9,000 12,419
LaSalle: ... ... ... . ... .. .. - - — 173,281 31,198 208479 206,479
Hawkeye ... . . ... .. ..... - - - 7 678 1,395 1,395

Total — underground o 107,524 21479 129003 260152 98,801 3389353 487936

Total reserves .. 179,460 39114 2183574 698,384 127,169 825553 1,044,127

Data supporting the foregoing reserve estimztes were obtained by prospecting. drilling. sampling
and mapping and from previous miring operations. The extent to which reserves will eventually
be mined depends upon future economic conditions affecting coal mining which cannot now
be foreseen.

Assigned Reserves are those reserves which can be mined and marketed using the Company’s
current mining practices and techniques and which are ccnsidered to be economically recoverable
under current conditions. Unassigned Reserves are those reserves requiring significant additional
facilities and/or equipment and which are generally considered to be economicaily recoverable
nnder current conditions. although detailed studies of the economics .of their recoverability have
not been undertaken. Tn order to expand the mining operations of the Company into the areas of
unassigned reserves. it will be necessarv for the Company to incur additional capital expenditures
for mining equipment and facilities.

Procen Reserces are recoverable and merchantable reserves substantiated by adeqmrate informa-
tion, including that derived from drilling, current and previous mining, outcrop data and knowledge
of mining corditions. The computed tonnage is judzed to be within 20% of the true tonnage. Proven
reserves are not generally considered to extend beyond one quarter of a mile from a point of measure-
ment. Probable Reserves are based on more preliminary or limited information. Probable reserves
are generally considered to extend beyond proven resesves to not more than thre=-qnarters of = mile
from a point of measureiaent.

At the preseni timie ibe Company is caitying on mining operations at its Falcon, Amherst and
Gateway mines to fulfll long-term contracts described under “Production and Sales” below. In
1952, approximately 90% of the Company’s production consisied of steim coal. with the -emainder
cousisting of metallurgical coal. No mining operations are being carried on at the Company’s LaSalle
and Diamond Phoenix properties. and the Hawkeve mine has been idle since January 1, 1983. The
Montco and Diamond Alaska properties have not been developed for mining operations: however,
the Company is preparing engineering and other studies for these properties.




Production and Sales

Coal production at present is shipped as both washed and unwashea prcduct. Curreat pro-
duction is attributable to both deep mining ard surface mining operations. Surtace mining involves
removing surface materials covering a coal seam or seams, followed by the recovery of the exposea

coal, generally through the use of trucks and loading machines.

The table below sets forth the sales of coal (in thousands of tons) for cach of the three veass
ended December 31, 1952. Coal production and sales (including coal brokered by Ambherst) during
1981 was lower due to a 2%%2-month strike by the United Mine Workers of America and tie Falcon
Coal Company” Employees’ Associaticn.

Sales
1982 .. 8932
1981 ... ... .. ... o T 7.497
1980 .. . s e e 8,837

The Company depends upon long-term coal supply agreements for a substantial portion of its
sales. In 1982, nearly 80% of its coal production was sold under long-term agreements.

The Ccmpany’s principal coal customer is the Tennessee Valley Authority (“TVA™). The largest
of the TVA contracts provides for the delivery of 70,000 tons of coal per week from the Falcon prep-
erties until approximately 20,500,000 more tons have been delivered. In accordance wita the terms
of the contract. TVA is taking delivery at a rate 1C9% below the contract base quantity. Anotker
TVA contract. with Amherst Coal. requires the delivery of 300,000 tons of coal per vear through
December 1988.

A third TV A contract. with Falcon. provides for the delivery of 12,600 tons of coal per wesk and
expires in March 1983. In 1979, TVA terminated another contract with Falcon requiring the delivery
of 14.C00 tons of coal per week through M. :h 1983, pursuant to a contract provisior. allowing termi-
nation if adjustments resulting from cost increases dne to compliance with new legislation cansed
more than a 109 increase in the contract base price of coal. The Company believes that this provision
was inapplicable and that TVA's cancellation was 1mproper Accorduizly, the Company has instituted
litization against TVA.

The Company’s other long-term contracts are with Detroit Edison Company. a Michizan utility.
requiring vearlv shipments cf 1.130.000 tons of coal through 1994: Jones & Lauchlin Steel Corporation.
providing for the sale of 450.000 raw tons of coal per vear through 1995; and Dayton Power and Licht
Company. an Ohio utility, requiring the delivery of 500.000 tons of coal per vear through 1982. Ship-
ments under the Dayton Power and Light contract will increase to a rate of 730,000 tons per wvear
from 1983 until approximately 8.000.000 more tons are supplied. This shipment rate may be increased
to 1.000.000 tons per vear beginning in 1986 upon mutual agreement of the parties.

During 1982, the Company exported 338.000 tons of coal mincd from its Hawkeve and Amherst
properties t¢ fureign customers.

The Company's contracts contain provisions for adjustments to the base price of coal as the
consequence of chanaes in specified production costs. The Company believes that the adjustments
for production costs have allowed it to recover substantially all of its increased costs of production
in recent vears. All of the Company's confracts contain minimum quality specifications relating
to moisture. ash and sulfur content and heating value. The purchasers may sus;pend deliveries of coal
should quality not conform closelv to these minimum qualitv requirements. pending resolution of
coal quality problems.

The sale of coal is highly competitive. The Company 1nust compete with many other coal pro-
ducers in negotiating coal sales contracts and spot sales. The primarv factors in competition for
sales contracts are price. quantity and quality of coal reserves, production rate and transportation
availabilitv. The primary factcrs in competition for spot sales are price, quality and adequate pro-




duction and delivery facilities. In addition, the level of economic activity, energy conservation and
the cost of complying with various environmental regulations directly affect the demand for coal.

- These and other factors constrained United States and export ceal markets in 1952 and are expected
to continue to impact such markets in 1983.

. Industrial Chemicals

The Company’s Industrial Chemicals segment is a leading domestic producer of electro chemicals,
including chlorine, caustic soda. potassium chemicais and chlorinated paraffins, and soda products.
including sodium silicate and chromium chemicals. It also produces other commodity chemicals.
These products are sold to a wide range of industries. including chemical. pulp and paper, water
treatment, textile, soap, aluminum, pigments. adhesives, glass and metal and numerous other indus-
tries. The Company uses chlorine it produces to manufacture chlorinated solvents. chiorinated
paraffins and agricultural chemicals.

The Company markets its Industrial Chemicals products through divisions. subsidiaries and
joint venture operations both domestically and internationallv. The location of the Company’s
manufacturing sites and terminals provide access to all major domestic markets as well as export
sales opportunities.

The Company believes that it is a leading world and domestic producer of chromium chemicals
and o leading domestic producer of silicate products and chlorine and caustic soda. There are
numeraus competitors in each of these businesses. and a number of these companies possess greater
assets and financial resources than does the Company. The Company believes that the pricing of
chlorine and cuustic scda are principally affecied by demand for these products in the automotive
and housiny industries. and that such demand has a areater impact on its competitive position than
any other single factor. Plant location. capacity. quality of product. price and servicing of customers
are esseatial to the Company’'s competitive position. Key strengths for the Industrial Chemicals
sezment include world leadership in electrochemical technology. efficient low-cost plants, a well-
trained. highlyv protessional sales force. a large and efficient distribution svstem and a broad customer
base.

PENDTEIY 4 TTE YT

The principal raw materials used by the Industrial Chemicals segment include salt, potassium
chioride. ~hrome ore. silica sand and parafin. The Company has extensive salt reserves in close
proximity to its chlorine facilities in Texas from which it obtains the majority of its salt requirements.
At present operating rates. the Company estimates its salt reserves will last approximately 100
Vvears E

The Company purchases most of its other raw materials from various domestic suppliers.
However. its chrome ore is obtained from foreign sources. At vear end there was on hand approximately
two vears  inventory of chrome ore. The Company has yenerally been able to obtain adequate
suppiies of rav' materials at competitive prices. and it expects ‘o continue to be abie to do so in
the reasonably foreseeable fu*ure from the same or altemate sources.

The price and availability of energy. while important to the operations of all of the Company’s
seuments. are of particular significance to the operations of the Industrial Chemicals segment.
Electricity is a basic element in the manufacture of chlorine and caustic soda. Rapidly escalating
energy costs have put pressure on production costs of certain of the Company’s products, principally
chlorine ard caustic soda. In 1952 the Company completed a 20G-megawatt zas turbine ~ombined
cvele co-generation plant which is capable of supplving all the electricity and process steam required
to aperate the Company’s 1.4C0-ton per day chlorine plant in LaPorte. Texas. This plant produces
approximately 40¢7 ot the Company’s chlorine. To date there have not been any materiai disruptions
ot production at the Company’s plants or other facilities because of energy shortages. Hnwever.
there is no assurance that energy shortages in the future will not have an adverse effect on the
Company’s operations directly or indirectly by reason of thzir effect on customers. suppliers or
prices. .

—— : OCCNI0023942



Manufacturing facilities and other iriportant physical properties with respect to the Company’s
Industria! Chemicals seoment are located at the sites listed below. All sites are owned in fee except
those preceded by an asterisk. which denotes facilities leased entirely or principally.

°\Mobile. AL Franklin Park, IL Dallas, TX
Muscle Shoals. AL Baltimore, MD Deer Park, TX
Oxnard. CA Jersey Citv, NJ La Porte, TX
*Delaware City, DE Lockpert, NY Belle, WV
Chicago. IL - Castle Hayne, 13C Talcahuano, Chile
Cincinnati, OH
Specialty Chemicals

Principal products of the Conmipany’'s Specialty Chemicals segment include process chemicals.
functional polymers and various otaer chemical products and metal coatings. Process chemical
products consist of specialty and performance chemicals used primarily in textile, paper. plastics.
paint, oil. concrete and nuclear industries. These chemicals are generally proprieiary in nature and
used to upgrade industrial processes or end products. Functional polymers includes ion exchange
resins used in home and industry to remove, replace or exchange materials from liquide in such
uses as water softeners or demineralization. sugar processing and chemical processing. The Com-
pany also produces urethane chemicals. which are produced for rigid and flexible urethane foams
and are used in 2 wice variety of industiies, including automotive and sporting goods, polymer
additives. which are utilized to enhance various properties of certain plastics and find application
in numerous plastic products: and proprietary chrome and zinc-based coatings for the protection
of steel and aluminum against corrosion which are used primarily by the automotive industry.

[nternational sales. inciuding beth export sales and sales of chemicals manufactured abroad, are
a significant aspect of the operations of the Specialty Chemicals segment. which has manufacturing
facilities throuzhout the world.

For the most part. the Company sells its Specialty Chemicals products directly to users through
subsidiaries and afiiliated businesses around the world. The basic market for such products is
arientd toward products specifically developed & sole a customer's tachnical and process problems

and tc upgrade a customer’s products. In this rcqard. servicing of customers and quality of [roducts

are of prime importance. Pricing of such products is based on cost benefits to the customer.

Competition is significant in most areas of the Specialty Chemicals segment’s operations. Many
small. low overhead operations. particulariy in the paper and textile business, result in intense compe-
tition in many of the Company's markets. The maintenance und growth of competitive position
require research and development. acquiring new technclogy and developing new products and
applications with in-house technologv as weil as technology fiom other specialty operatioas.

The principai production plants and other important physical properties with respect to the
Clompany's Speciaity Chemicals segment are located at the sites listed below. All sites are owned
in fee except those preceded by an asterisk. which denote- cilities leased entirelv or principally.

Redwood City, CA °Chardon. OH Portyclun, Ulantrisant, England
°Cedartown. GA Melbourne. Australia Chauny, France

Frankfort. TL Drngenbos. Belgzium Courtenav. France

Carlstadt. NJ Tremembe. Brazil Drammen. Norway

Harrison. N Hamiiton. Cntaric, Canada arcelona. Spain

Charlotte, NC Eccles. England Taipei, Taiwan

Ashtabula. OH Leeds. England

In February 1983. the Coinpany announced that it is studying the divestiture of its specialty
chemicals businesses. /See “Possible Divestiture of Certain Businesses” below.)
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Agricultural Chemicals

The businesses of the Company's Agricultural Chemicals segment are technology-oriented and
serve life science related markets. Principal products of this segment include chlorothalonil, the active
ingredient in its proprietary fungicides DACONIL 27S7T® and BRAVOS, whick are used primarily for
turf. and on peanuts and vegetables. respectively. DACTHAL®, a preemergence herbicide used
primarily for turf. ornamental shrubs and vegetables: postemergence herbicides, consisting of arsonates
used primarilv for cotton and phenoxies used primarily for small grain crops; and an insecticide
marketed abroad. Animal wuealth products include ATGARD® anthelmintics, RABON® larvicides.
ECTRIN ectoparisiticides and antibictics. Animal health products are used for poultry, swine, catde.
horses and pets.

The Agricultural Chemicals segment accounts for a significant portion of the Company’s overseas
sales. and foreign markets 2re believed to be an important growth area for these products. Pepetration
into growing international inarkets depends on strong marketing operations and investment in stra-
tegically located plants and distribution centers. In this regard, research efforts are presently aimed
at developing products to address world markets.

The Agricultural Chemicals segment has gencrally b : able to obtain adequate supplies of raw
_materials at competitive prices, although it has experienced substantial price increases for some raw
materials and energy.

The products of the Agricultural Chemicais segment are sold in competition with the products
of many oiber companies. a number of which are major corporations. While price, plant location,
capacity and quality of product are all ecsential to the seg.nent’s competitive position in these busi-
nesses, the long-term maintenance and improvement of ~ompetitive position depend upon the con-
tinued development. licensing and acquisition of proprietarv products.

Manufacturing facilities and other important physical properties with respect to the Com=any’s
Agricultural Chemicals segment are located at the following sites:

Tuscaloosa. AL Belvedere, England Nalostoc, Mexico
Princeton. N]J Shah Alam. Malaysia Singapare. Singapcre
Greens Zavou. TX Torreorn. Mexico

The Companv is presentiy studving the divestiture of its Agricultural Chemicals segment. (See
“Possible Civestiture of Certain Businesses™ below. )

Electrolytic Svstems

In Jrne 19SZ. the Company established a joint venture with a Swiss corporation to creat> a
single worldwide research and marketing orgamization for electrochemica! technology. The principal
activities of the new company are the manufacturing, licensing and marketing of patented metallic
catalvticallv-activated electrodes to customers worldwide. These dimensionally stable electrodes
substantially reduce the consumption of electrical power in the production of chlorine. The joint
venture also licenses and sells chlorine and caustic soda diaphracm and membrane cells and
proprietary svstems for the treatment and disinfecting of water and sewage. The Company. throuch a
wholly owned subsidiary. continues to hold many patents and licenses relating to various fields of
industrial electrochemistry and electrometallurgy which it licenses to the joint venture and others
worldwide.

Possible Divestiture of Certain Businesses

In February 1953. the Company announced that it is studying the divestiturc of certain of
its chemical businesses. including those businesses which constitute the Specialty Chemicals and
Agricultural Chemicals sezments. These businesses contributed $55.000.000 to the Company'’s pretax

operating profit ir 1982. The Company’s Industrial Chemicals operations are not being considered
for divestiture.
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Patents

The Company owns or is licensed under many patents which have been -_cured ovcr a period
of years and which expire at various times. While the Company belicves that, in the aggregate, these
patents anl licenses coustitute valuable assets, particulariy as they relate to the fields . industrial
electrochenistny and electrometallurgy, it does not believe that any one of :nch patents or l~enses
is of matenal significance to its total business.

Research and Development

« In recent.vears, the Company’s research and develcpment activities have been primarily devotec

to electrochemistry. agricultural chemicals and areas related to animul health. Total expenditures for
research and development (excluding technical services to customers) were $47.632.:00 in 1982
$32.679.000 in 1981 and $43.214.000 in 19S0. The Company's principal research center is located
in Concord Township, Ohio, and serves as the headquarters for —ost of the Compauy's research'
and process development activities. Additional research facilities are located at Morristown. New
Jersey and Manchester and Eccles, England.

Regulatory Controls

Governmental Controls of Petroleum Activities

The Crude Oil Windfall Profit Tax Act of 1930 imposes a tax on producers of crude oil. The
tax. although characterized as a tax on “windfall profits”, is an excise tax of a certain percent of the
per barrel price of crude oil in excess of a changing base price. The percent of the tax and the base
p.‘ce varv according to the classification of the oil under the tax scheme. A provision of the
Economic Recovery Tax Act of 199i revuces the tax rate on newlv discovered oil each year
during the period 1982 through 1986. The Ccmpany's windfall profit tax for 1982 was 318.139.000.
Although the impact of the tax varies frois producer to producer, the Company does not believe it is
at a competitive disadvantage compared wi:h the petroleum industry generally.

Effective January 28, 19S1. a Presidz::iai Executive Order exempted all crude oil and refined
petroleum products from price and al’ac:tion controls imposed under the Emergency Petroleum
Allocation Act. the Federal Energy Ad:ninistration Act. the Energy Policy and Conservation Act of
1975 and the Energzy Conservation and .roduction Act of 1976 (together the “Acts”). Except for
actions and adjustments with respect t0 yeriods prior to January 28, 1981. which have not vet been
reznived. this Executive Order also ternmnated regulations under the Acts which had imposed an
“entitlements” program to equalize the ~«st of crude oil among United States refiners.

The prices received for most natur.l gas are regulated under the Natural Gas Policv Act of 1978.
Most of the Company’s ~ontracts {=r the sale of natural gas contain provisions permitting tae coilec-
tion of the highest just and r:asonaie ~ciling price established by regulatory authority.

Health, Safety and Encircnmental Controls

F~3aral, state and !ocal laws anc iequlations relating to health and environmental quality affect
near all of the operations of the Company. These laws and regulations set various standards recu-
lating certain aspects of heaith and environmental quality and provide penalties for the violation of
such standards.

Many of the Company’s uperations are subject to controls established under the Federal Clean
Water Act and the Federal Clean Air \ct. The Clean Water Act requires the Company to obtain and
comply with the terms ~f disch.~ze permits and provides for the imposition of penalties. recardless
of fault. for certain discharges »f efluents. As a result of controls established under the Clein Air Act.
the Company has incurred and will incur expenses in reducing or eliminating air emissions and could
be limited in its 2bility to =cnstruct and operate new facilities in certain locations.
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The Toxic Substances Control Act authorizes the Environmental Protection Agency ("EPAT)

. to ban or restrict the manufacture, processing, distribution, commercial use or disposal of any chemical’
substance or mixture that presents an unreasonable risk of injury to health or the environment. -
Companies are required to notify the EPA before manufacturing any new chemical substance. The =~
EPA may require testing of such chemical substance as well as substantial recordkeeping and
reporting. Compliance with this Act by the Company has increased the expense and extended the time
required to develop and bring new products to market.

Past and present industrial waste disposal practices are receiving increased government attention. ’
The Resource Conservation and Recovery Act empowers the FPA to regulate the treatment and-
Jisposal of industrial wastes. The EPA has established standards and permit requirements for facilities .
engaged in the treatment. storage and disposal of hazardous wastes and has set standards for - -
generators and transporters thereof. The EPA has also issued regulations for the identification of
hazardous wastes and for tracing the generation. transport and disposal of these wastes. The Company "~ -
has incurred and will continue to incur expenses related to repoits, reccrdkeeping, facility operations
and waste disposal under this Act. ' G

The Comprehensive Environmental Response, Compensation and Liability Act (“Superfund™)’
establishes a fund to clean up deposits and spills of hazardous substances. The fund is created. throug
the imposition of taxes on crude oil and on 42 designated chemicals, including a numbzr of chemicalsi
produced or purchased by the Compary. The law also imposes a tox on hazardous wastes to. fun
the cost of monitoring and maintaining clesed hazardous waste disposal sites. The Company has:
been identificd as a potentially responsible party in connection with several hazardous waste dis-
posal sites listed by the EPA for immediate remedial action. The Cempany has paid to the govern-
ment its proporticnate share of clean-up costs -t three of those sites, which costs have not been
material to the Company's business or financial condition, and is awaiting further data on
two other sites before it can determine what. if any, claims the government may assert. The Company
does not believe that it was a substantial contributor to the hazardous waste contamination at zny
of these sites. The Company continues to incur the expense of the tax imposed by Superfund on
crude oil delivered to its refineries and on the designated chemicals which it produces.

The Occupational Safety and Health Administration of the United States Department of Labor e
has issued regulations which, amnong otker things, set standards on work place exposure to a variety
of substances. The Company has an ongoing program to assure that its affected facilities are )
operated in a2 manner which complies with such exposure standards. T

The Company’s Coal segment is subject to federal legislation and regulations prescribing mining R
health and safety standards. The Federal Coal Mine Health and Safety Act (“Safety Act”) authorizes C
the Mine Safety and Health Administration to impose strict health and safety requirements, prin-
cipally related to underground mining cperations. The Company believes that it is and can remain i
in substantial compliance with the Safety Act. While the Compauy has paid fines for violations under
the Act, the Company has not received notification of any violation which has not been corrected or is
not in the process of being corrected.

The Federal Surface Mining Control and Reclamation Act (“Suiface Mining Act”) regulates and
limits surface mining operations. including the surface effects of underground mining. In addition.
the Surface Mining Act provides for the taxation of surface and underground mine production. Certain-
provisions of the Surface Mining Act and regulations promulgated thereunder relate to the handling
and placement of overburden. which is the material removed from the gronnd to reach the coal
seams. As 2 result of its efforts to comply with these provisions. the Company has experienced declines
in productivity and increases in mining costs. Compliance with the regulations has had a material
effect on the Coal segment as a result of increased needs for capital equipment and required modifi- o
cations of operations. and on cash flow due to the timing of collection of claims for cost reimburse-
ments from its customers. While the Company is unable to project the ongoing cost of compliance

with these provisions of the Surface Mining Act. it believes that the cost will increase at least -
through the mid-198C’s. Coe
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 The Surface Mining Act permits the states to assume primary responsibility for regulation of
‘'surface mining operations if such states implement and enforce laws which are consistent with the

. Surface Mining Act. All states where the Company has active coal mining operations have assumed .

primary enforcement responsibility; however, this assumption of responsibility by the states in which
the Company operates has not had a significant effect on the Coal seyment’s operations.

In addition to prescribing civil fines and criminal penalties, the United States government may
under the provisions of both the Safety Act and the Surface Mining Act suspend operations of a mine
or a portion thereof (i) if a condition creating an imminent danger to the health and safety of humans
or the protection of the environment is deemed to exist or (ii) if a mine operator does not correct
a condition contrary to such Acts. but which is not creating an imminent danger, within a reason-
able time period. The Coal segment has never incurred criminal penalties and has not been signifi-
cantly affected by divil penalties or closure orders.

Under both federal and state law, the Company is required to obtain permits prior to begin-
ning active mining operations. In order to obtain a permit, it must show that its mining operations
will meet certain reclamation and environmental standards. The Company has permits for all of its

active mining operations and believes the Coal segment is in. substantial compliance with the laws and

regulations ‘under which the permits were issued. The ‘Company believes it will be able to obtain
permits for mining substantially all of its existing reserves. . :

The Company cannot predict what environmental legislation or regulations will be enacted in
the future or how existing or future laws or regulations will be administered or enforced with respect
to products or activities to which they have not previously been applied. Compliance with more
stringent laws, regulations or enforcement policies could have an adverse effect on the operations of
the Company and could require substantial expenditures by the Company for the installation and
operation of pollution control systems and equipment. The Company’s environmental control capital
expenditures were approximately $13,000.000 in 1952, and are expected to approximate $14.000.000
in 1983. In addition to capital expenditures. the Company has incurred significant operating costs iu
complying with environmental control laws and regulations.

Employees

As of December 31. 1932, the Company had 10,880 employees, §.530 of whom were located in
the United States. Upon the a~quisition of Sigmor in January 1983, approximatelv 3,500 of Sigmor’'s
employees, all of whom were located in the United States, became employees of the Company.

Executive Officers of the Company

The folicwing table sets forth certain information as of March 1. 1958 concerning the executive
officers of the Company:
Served as an

Officer
Name Position with the Company Age Since
. H. Bricker Chairman of the Board 31 1972
and Chief Executive
Officer
J. A. Rush. Jr. Vice Chairman of the Board 60 1967
A.]. Tomlinson President and Chief 30 . 1975
" Operating Officer
J. L. Jackson Executive Vice President 51 1979
and Coal Unit President
C.E. Stewart Executive Vice President 47 1978
and Chemical Unit
President
13
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. ‘-'T' R AN ’ Officer
SUERRNERN .. Position with the Comnany Aee __Since
" R M. Ahlstrom Vice President, Finance 48 1971
G. G. Carlton Vice President 47 1978
R. M. Epps Vice President and - T 1962

‘ Refining and Marketing
L Unit President- ,

C.B.Groves """ - Vice Presidentand”™ " 45 1982

Unit President. o
]. F. Kelley Vice President and 41 1981

General Counsel ‘

C. D. McDoulett, Jr. Vice President, Development 38 1979
E-M Olivier. . -  Vice President, Technology 45 1980
. Controller . 6 1681
jold” - Secretary . 33 1082
D. C. Mielke* Treasurer 40 1976

Officers are elected annually by the Board of Directors and may be removed at any time by the
Board. There are no family relationships among the executive officers listed, and there are no arrange-
ments or understandings pursuant to which any of them were elected as officers.

Each of the officers named above has been an employee or an officer of the Company during
the last five years, other than J. L. Jackson, J. F. Kelley, C. D. McDoulett, Jr. and E. M. Olivier.
Mr. Jackscn assumed his present position in February 1979 upon completion of the acquisition of
Falcon Seaboard Inc. by the Company. Mr. Jacksen had previously been an officer of Falcon Sea-
board Inc. for more than five years. Mr. Kelley joined United Technologies International, a sub-
sidiary of United Technologies Corporation, as vice president and general counsel in 1975 and
served as deputy general counsel of United Technologies Corporation from 1977 until 1981. Mr. Me-
Doulett joined Falcon Seaboard Inc. in 1978 as a vice president. Following the acquisition of
Falcon Seaboard Inc. by the Company, Mr. McDoulett became a vice president of the Company's
Coal unit. In 1981, Mr. McDoulett was appointed director, corporate development for the Company
and in 1982 was appointed to his present position. Mr. Olivier served as director of corporate planning
of Corning Glass Works from 1972 until 1973 and- as vice president and general manager of that
company’s Science Products Division from 1975 until 1980.

Item 3. Legal Proceedings.

The Company, together with several other corporations, is a defendant in lawsuits alleging
liability as a result of the manufacture and sale to the United.States government of a defoliant,
known as “Agent Orange”, which was used by the United States in: Vietnam. The plaintiffs are
veterans who served in Vietnam, and in some instances members of their families, who allege that
- personal injuries resulted from exposure to Agent Orange. The suits, some of which contain class

action allegations, have been consolidated for certain pre-trial discovery and trial of certain issues in
the United States District Court for the Eastern District of New York. (In re Agent Orange Product
Liability Litigation, MDL No. 381.)

In late 1979, that Court ruled that certain issues, parhcularly those of applicable statutes of
limitation, hability and causation, would be decided. under_principles of federal common law. In
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late 1850, the United States Court of Appeals for the Second Circuit reversed the latter ruling,
holding that' fedetal common law was not applicable to these claims. The United States Supreme
Court determined not to review the decision of the Court of Appeals. As a result, the applicable
law governing these issues will be the state law appropriate in each particular case.

In 1980. several defendants. including the Company, filed third-party complaints against the
United States government. Also in 1980, the defendants moved for summary judgment based on a
government contract defense, asserting the position that, since the circumstances surrounding #:e
manufacture and use of Ag>nt Orange were dictated and controlied by the government, the defendants
should be entitled to share in the government’s immunity, if any, from suit.

In December of 19580, the District Court dismissed the third-party complaints against the govern-
ment, basing its ruling on sovereign immunity. In the same order, the District Court Jdenied the
defendants’ motion for summary judgment on the grounds. that issves of fact precluded summary
judgment, but found that the government contract defense may be applicable and ordered a separate
trial on that defense. This trial is scheduled to commence in June- Qf.- 1983. At the same time, the
District Court conditionally granted the plaicti”s” motions for class action. certifications.

Certain defendants, including the: Company,. haveﬁled a moﬁqn' for relief that would permit
them to appeal the dismissal of the third-party complaints and the- class action certification to the
In view of the numerous unresolved issues in these lawsuits, the Company is not able at this time
to make an informed judgment as to the outcome or to quantify the potential liability, if any, of the

Company. The Company intends to defend the litigation vigorously because it believes strongly
in the merits of its case which have not vet been fully addressed.

In January of 1982, the Federal Trade Commission issued an administrative complaint against
The B. F. Goodrich Company (“BFG”) and the Company challenging the acquisition by BFG of
a substantial part of the Cowpany’s plastics business. The Company believes that the transaction
was lawful and BFG has agreed that it will vigorously defend the action and any appeals resulting
therefrom on behalf of both parties. If BFG is required by a final order of a United States Court
of Appeals to divest such plastics business, the Company has agreed, under certain circumstances. to
repurchase such business at a price to be computed pursuant to a formula that is intended to value
such business on a depreciated bcok value basis.at the time of such reacquisition. Unless the agree-
ment to repurchase terminates earlier pursuant to specified. conditions. it will continue in effect until
December 31, 1989. o '

The Company is involved in numerous. other lawsuits incidental to its business, none of which,
individually or in the aggregate, has or is expected to have a material impact upon the Company's
business, financial position or results of operations. '

Item 4. Submission of Matters to a Viate of Security Holders.
Inapplicable.
PART It
Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters.

The information required by this item appears on pages 43 and 48 and on the inside front and
back covers of the Company’s 1952 Annual Report to Stockholders. which information is incorporated
herein by reference.

Item 6. Selected Financial Data.

The informatior: required by this item appears on page 35 of the Company’s 1952 Annual Report
to Stockholders, which information is incorporated herein by reference.
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EXHIBIT 22.1

DIAMOND SHAMROCK CORPORATION
PRINCIPAL SUBSIDIARIES

The Company is publicly held and has no parent corporation. Principal subsidiaries or corporate
joint ventures of the Company as of December 31, 1952 were as follows:

| Jarisdicts
" of Incorporation Percent

Name of Subsidiary/Associated Company of Organization Ownership
Amherst Coal Company .. ................. ... West Virginia 100%
Amberst Industries, Ine. . ... ... .. L. West Virginia 100%
Diamond Shdmrock International Holdings Limited ......... Delaware 1009
Diamond Shamrock Europe Limited .................. . England 100%
Falcon Seaboard Imc. . ....... ... oot Delaware 100%
Falcon Coal Company Inc. ...................on. ceee Delaware 100%
Sigmor Corporation ..............ccc.veientinraaaaiianas Texas 21%

The names of certain other subsidiaries have been omitted since such subsidiaries, considered
in the aggregate, do not constitute a significant subsidiary. For the policy followed by the Company
in accounting for subsidiaries and associated companies, see “Significant Accounting Policies — Con-
solidatica and Equity Accounting” contained on page 34 of the Company’s 1982 Annual Report to
Stockholders and incorporated herein by reference. On January 14, 1983, Sigmor Corporation was
merged into a wholly owned subsidiary of the Company.
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