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1200 West Washington Street
Phoenix, Arizona 85007

Re: North American InTeleCom, Inc.
Application and Petition for Certificate of Convenience and Necessity
to Provide Competitive Intrastate Telecommunications Services as a Reseller

. Dear Sir/Madam:

Enclosed please find the original and ten (10) copies of the referenced application.

Should you require anything additional in this regard, please contact me at the phone

number shown below. Otherwise, I look forward to receiving confirmation that our
application has been approved as submitted.

Sincerely,
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FORM A
ARIZONA CORPORATION COMMISSION

: Application and Petition for Certificate of Convenience and Necessity to Provide
Competitive Intrastate Telecommunications Services as a Reseller

For Docket Control Only:
(Place Stamp Here)

Mail original plus 10 copies of completed application to:

Docket Control Center —
Arizona Corporation Commission § T N
1200 W. Washington St. < a2

Phoenix, AZ 85007 i etid

ot o o8

If you have current applications pending in Arizona for & e =m

provision of reseller, AOS, or other telecommunication g = ES‘:’
. - . £y 3
services, please identify: = = S
& 2

Type of Service: EPT

Docket No.: bf—3¢P=PG=3 9 Date: ________ ,
Docket No. [J ~30/7 —Zﬁ -
Type of Service:

Docket No.: Date: | Date Docketed
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A. Company and Telecommunications Service Information

(A-1) The name, address, and telephone number of the applicant (company): —
Corporation Doy iUl
North American InTeleCom, Inc. Aeigona LOTV7E e~
14100 San Pedro, Suite 400 [)(){3§étl‘i-;)
San Antonio, Texas 78232
210/352-1400 APR 11996

(A-2) If doing business (dba) under a name other than the applicant (company) name listed above, specify:

N/A

(A-3) The name, address, telephone number, and facsimile number of the management contact:
Edward J. Taylor, Jr., Vice President, Operations _
14100 San Pedro, Suite 400 '

| San Antonio, Texas 78232

\ 210/352-1400

Fax 210/352-1500




Application and Petition for Competitive Reseller CC&N

%

(A-4) The name, address, and telephone of the attorney, if any, representing the applicant:

E., Wayne Campbell, Vice President and General Counsel
14100 San Pedro, Suite 400

San Antonio, Texas 78232

210/352-1400

e

| (A-5) What type of legal entity is the applicant?

s —_— v
ole proprietorship

D Partnership: ___Iimited,. general, Arizona, ___ Foreign

[:! Limited liability company

l:X-I Corporation: "S", "C", non-profit, ___Arizona, _ X Foreign

Db Other, specify:

(A-6) Include "Attachment A." Attachment A must list names of all owners, partners, limited liability company managers, or
corporation officers and directors (specify), and indicate percentages of ownership.

«

(A-7) 1.

3.

Is your company currently reselling teleccommunication service in Arizona? If yes, provide the date or the

approximate date that you began reselling service in Arizona. No,

e

If the answer to 1. is "yes", identify the types of telecommunications services you resell; whether operator
services are provided or resold and whether they are provided or resold to traffic aggregators (as defined in
A.A.C. Rule R14-2-1001(3), a copy of which is attached); the number of customers in Arizona for each type of
service; and the total number of intrastate minutes resold in the latest 12 month period for which data are
available. Note: The Commission rules require that a separate CC&N, issued under Article 10, be obtained in

order to provide operator services to traffic aggregators.

If the answer to 1. is "no", when does your company plan to begin reselling service in Arizona?

April 1,1996

_




Application and Petition for Competitive Reseller CC&N

(A-8) Include "Attachment B." Attachment B, your proposed tariff, must include proposed rates and charges for each service to
: be provided, state the tariff (maximum) rate as well as the price to be charged, and state other terms and conditions,
including deposits, that will apply to provision of the service(s) by your company. e

The Commission provides pricing flexibility by allowing competitive telecommunications service companies to price their
services at levels equal to or below the tariff (maximum) rates. The prices to be charged by the company are filed with

" the Commission in the form of price lists. See the "Illustrative Tariff/Price List Example” attached. Note: Price list rate
changes that result in rates that are lower than the tariff rate are effective upon concurrent notice to the Commission (See
Rule R14-2-1109(B)(2)). See Rule R14-2-1110 for the procedures to make price list changes that result in rates that are
higher than the tariff rate.

-
(A-9) The geographic market to be served is:
EX:' statewide.
D other, describe and provide a map depicting the area.
(A-10) List the states in which you currently resell services similar to those you intend to resell in Arizona. /

© AL, AR, CA, CO, DE, GA, ID, IL, IA, KS, KY, LA, MA, MD, MN, NE, NV, NH, NJ, NM,
NY, ND, OH, OK, OR, PA, SC, SD, TN, TX, WA, WV, WI, WY

(A-11) Provide the name, address, and telephone number of the company’s complaint contact person.
_
Edward J. Taylor, Jr., Vice President, Operations
14100 San Pedro, Suite 400
San Antonio, Texas 78232
210/352-1400

(A-12) Provide a list of states in which you have sought authority to resell telecommunications services and in which the state
granted the authority with major changes and conditions or did not grant your application for those services. For each
state listed, provide a copy of the commission’s decision modifying or denying your application for authority to provide
telecommunications services. 7 o -~

North American InTeleCom, Inc. has not been denied authorization from any state
regulatory agency.

(A-13) Has the company been granted authority to provide or resell telecommunications services in any state where subsequently
the authority was revoked? If "yes", provide copies of the state regulatory commission’s decision revoking its authority.

No. v




Application and Petition for Competitive Reseller CC&N

(A-14) Has the company been or is the company currently involved in any formal complaint proceedings before any state or
federal regulatory commission? If "yes", in which states is the company involved in proceedings and what is the
substance of these complaints. Also, provide copies of commission orders that have resolved any of these complaints.

Yes. Investigation by the Florida Public Service Commission. See AtfilacHment A-1l4.

(A-15) Has the applicant been involved in any civil or criminal investigations related to the delivery of telecommunications
services within the last five years? If "yes", in which states has the applicant been involved in investigations and why is
the applicant being investigated? v

Other than response to A-14, 1no,

(A-16) Has the applicant had judgment entered against it in any civil matter or been convicted of criminal acts related to the
delivery of telecommunicatic ns services within the last five years? If yes, list the sta*es where judgment or conviction
was entered and provide a copy of the court order. P

No

B. Technical Information

(B-1) If your company is a switchless reseller, provide the name of the company or companies whose services you resell and
skip to question (B-2). If you are not a switchless reseller, complete the remainder of this section.

Include "Attachment C." Attachment C should provide the following information: A diagram of the applicant’s basic
call network used to complete Arizona intrastate telecommunications traffic. This diagram should show how a typical
call is routed in both its originating and terminating ends (i.e. show the access network and call completion network).

. (v
Also include on the diagram the carrier(s) used for each major network component and indicate if the carrier is facilities-
based or not. If the carrier is not facilities-based, indicate who owns the facilities (within the State of Arizona) that are
used to originate and terminate the applicant’s intrastate telecommunications traffic (i.e. provide a list of the Arizona
facilities-based long distance carriers whose facilities are used to complete the applicant’s intrastate traffic).

(B-2) Will your customers be able to access alternative toll service providers or resellers via 1+ or 10XXX access, if your
- ional? :
system becomes non-operaticial Yes. -

C. Financial Information

(C-1) Include "Attachment D." Attachment D should provide copies of the following audited financial information for the most
recent two years for all Arizona operations. Check boxes indicating items attached.

D current intrastate balance sheet
D current intrastate income statement

[-_—] current intrastate cash flow statement

D other financial information evidencing financial resources. Applicant is a wholly owned subsidiary

of—DTamomd—Shamrock ReTining and Marketing Company, a regional oil refiner and marketer
and a Fortune 500 Company. Attached is parent company's 1994 Annual Report, which
includes financial information for all allied businesses, including Applicant,

4



I Application and Petition for Competitive Reseller CC&N

| I certify that if the applicant is an Arizona corporation, a current copy of the Articles of Incorporation
| is on file with the Arizona Corporation Commission and the applicant holds a Certificate of Good Standing from
the Commission. If the company is a foreign corporation or partnership, I certify that the company has authority

to transact business in Arizona. I certify that all appropriate city, county and/or State agency approvals have
been obtained. Upon signing of this application, I attest that I have read the Commission’s rules and regulations
related to the regulation of telecommunications services and that the company will abide by Arizona State law
including the Arizona Corporation Commission Rules and Regulations. I agree that the Commission’s rules
apply in the event there is a conflict between those rules and the company’s tariff, unless otherwise ordered by
the Commission. I certify that to the best of my knowledge the information provided in this Application and
Petition is true and correct. ‘ :

sé'rtative)

(Si:-;

March 28 , 1996
(Date)

Edward J. Taylor, Jr.

(Printed Name of Authorized Representative)

Vice President, Operations

(Title)
SUBSCRIBED AND SWORN to before (g this?8¢h _day of e, 199
ﬁﬁ/)ﬂé@%%{ m&ﬁ
NOPARY PUBLIG

\ My Commission Expirés August 20, 1997
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Date of Incorporation:

Delaware

May 23, 1989

Qﬁ'i_c_ej:s; J. Robert Mehall Chairman and Chief Executive Officer
Donald B. Vaello President
Barry E. FitzGerald Senior Vice President
Timothy J. Fretthold Vice President
Daniel W. Wilson Vice President
David S. Clark Vice President
Edward J. Taylor, Jr. Vice President
Gary E. Johnson Vice President and Controller
Robert C. Becker Vice President, Treasurer and Assistant
Secretary
Jerry D. King Secretary
Alan Babcock Assistant Treasurer and Assistant Secretary
Margaret J. Gowans Assistant Treasurer and Assistant Secretary
C.J. Wydra Assistant Controller and Assistant Secretary
E. Wayne Campbell Vice President, General Counsel and
Assistant Secretary
Patti K. Meisetschleager Assistant Treasurer
Directors: Gary E. Johnson
J. Robert Mehall
Jerry D. King
Authorized Capital Stock: 1,000 Common Shares
Issued and Outstanding Capital Stock: 100 Common Shares
Authorized Par Value:
Stock Ownership: Diamond Shamrock Refining and Marketing
Company 100% - 100 Common Shares
Fiscal Year: January 1st to December 31st
Register (Arizona) C. T. Corporation System

3225 North Central Avenue
Phoenix, Arizona 85012



ATTACHMENT A-14



North American InTeleCom, Inc.

Pending Liti .

Before the Florida Public Service Commission, Docket
Nos. 930416-TC and 950149-TC; In Re: Investigation of
North American InTeleCom, Inc. for incorrect billing of

collect calls from various prisons.

Contested matter as to whether NAI incorrectly timed
calls in parts of 1993 and 1994, so as to result in
charges to some customers in excess of applicable
maximum rates (the “one minute problem”). Contested
matter as to whether computer program employed by NAI
resulted in a temporary mis-rating of calls from some
facilities. Contested matter related to NAI’'s failure
to correctly track AT&T’s tariff on time-of-day
discounts (“AT&T rounding problem”). All issues were
referred to mediation.

A two-part settlement was proposed by NAI. At a
hearing held on February 20, 1996, the PSC accepted
part one of the settlement pursuant to which: (i) NAI
will refund $15,000 related to the AT&T rounding
problem, (ii) NAI will refund $35,000 plus interest
related to the mis-rating problem, and (iii) NAI will
make a payment of $25,000 to the General Revenue Fund.
As to part two of the settlement, NAI has agreed to
endeavor to refund all overcharges which the PSC staff
alleges resulted from the one minute problem, with
interest. The maximum amount of overcharges under the
PSC staff’s interpretation of the rules has
preliminarily been calculated at about $395,000. NAT
has sought credit for approximately $145,000 of that
amount. Whether this credit will be allowed is to be
decided after it 1is determined what portion of the
refund can actually be effected to the proper parties.



See the attached notice for the February 20,
hearing. No final Order has been entered.

1996



Agenda for

Commission Conference
February 20, 1996

ITEM NO.

19%+

CASE

DOCKET NO. 930416-TC - Investigation of North American
Intelecom, Inc. for incorrect billing of collect calls from
various prisons. ’

DOCKET NO. 950149-TC - Initiation of show cause proceedings
against North American Intelecom, Inc. for violation of
Commission rules and orders.

Dockets Opened: 4/22/93 and 2/8/95
Critical Date: None

Commissioners Assigned: CL JN GR
Prehrg Officer CL

Staff: LEG: Billmeier‘
CMU: King, Moses

Issue 1: Recommendation that the Commission accept North
American Intelecom, Inc.'s (NAI) settlement proposal for the
matters resolved by mediation. If the Commission accepts
the settlement, NAI agrees to make a payment of $25,000 to
the General Revenue Fund, to refund $35,000 plus 1nterest
for the six-facility mlsratlng problem, and to refund at
least $15,000 for the AT&T discount-rounding problem. The
refund amount for the one-minute billing problem is still in
dispute. Although NAI's settlement addressed other issues
as well, those issues are now moot since NAI is no longer
prov1d1ng service at confinement facilities.

Issue 2: Recommendation that the Commission not accept
NAI's settlement proposal for the matters not resolved by
mediation, because it does not refund the full amounts due
to customers.

Issue 3: Recommendation that, if the Commission accepts the -
recommendations in Issues Nos. 1 and 2, this docket should
remain open to hold a hearing to settle the remaining
issues. If the Commission approves NAI's settlement
proposals, the dockets should be closed upon staff's
verification that the terms of the settlement agreement have
been completed.

23 -
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North American InTeleCom, Inc. A.C.C. Tariff No. 1
Original Sheet No._ 1

INTEREXCHANGE SERVICES TARIFF

North American InTeleCom, Inc. processes calls made via Pre-Paid Calling Cards,
which are sold by retail vendors throughout the State of Arizona.

Customers may purchase Pre-Paid Calling Cards in denominations of $5, $10 and $20,
which allow 15, 30 and 80 minutes of calling time, respectively. To use the Pre-Paid
Calling Card, the Customer, following the instructions printed on the back of the card,

takes the following steps:

-- dials 1-800-807-6011, which connects call to North American InTeleCom, Inc.’s
debit card platform;

-- selects English or Spanish as their language of choice;

-- follows a series of voice prompts giving directions on placement of a call

A 24 hour customer service center is available to Customers by dialing 1-800-759-
8942. Customers are able to obtain card balance information (number of minutes
remaining on the card), assistance with the use of the card, or request adjustments if
necessary. -

If a Customer is not satisfied with the service, they are instructed to contact the
customer service center, where a representative will request that the card be returned.
Upon receipt of the card, Company will issue a refund check to the Customer for the
balance remaining on the card. If a Customer has a card which is defective (no PIN
number, missing digit in PIN number, blurred information, etc.), the defective card shall
be returned to the retail vendor, who will give the Customer a new card and return the
defective card to the Company.

Card T I Mi FU Per Mi Retail (T ic)
$ 5.00 15 $ 0.33000
$10.00 30 $ 0.33000
$20.00 80 $ 0.25000

International Rates will vary. Requests for international rates should be referred by
Customer to customer service representative at 1-800-759-8942.

Issue Date: March 11, 1996 Effective Date:

Issued by:
Edward J. Taylor, Jr., Vice President, Operations
North American InTeleCom, Inc.
14100 San Pedro, Suite 400
San Antonio, Texas 78232



North American InTeleCom, Inc. A.C.C. Tariff No. 1
Original Sheet No.__ 2

INTEREXCHANGE SERVICES TARIFF (CONT’D)

Company or Subscriber owned coin operated pay telephones located within the State
of Arizona will be connected to Company’s operator service center for calls originating
within the State of Arizona. North American InTeleCom, Inc. offers operator assisted
long distance services to Subscribers primarily serving the transient public. All services
anticipate the provision of operator services, calling card or commercial credit card
billing. These services will be provided by either a live or automated operator from the
Company’s operator service center in San Antonio, Texas.

Customers may arrange to have calls billed to major credit cards, calling cards, to the
called party (collect) or to a third party numbers. The Company will not block or allow
Subscribers to block or cause to have blocked the completion of calls which would allow
the caller to reach a long distance company different from North American InTeleCom,
Inc.

North American InTeleCom, Inc. utilizes the services of Independent
Telecommunications Network (ITN) to perform calling card validations. The Company
adheres to standard industry guidelines of operator courtesy and efficiency.

Emergency “911” calls are not routed to the Company, but are completed through the
LEC. If a Customer dials a Company operator, dials “0-” or “00” for an emergency call,
or if a “911” call is mistakenly routed to the Company, then the Company’s system will
handle the call efficiently and expeditiously. Operator software retains an emergency
number database associated with the originating location of the call. This database
includes numbers for police, fire, ambulance and poison control. The operator will then
proceed to connect the Customer to the appropriate emergency agency for the Customer’s
originating location, remaining in the connection for the duration of the call.

Customers with inquiries or complaints regarding their bill may call the toll-free
number provided on their bill. Such calls will be handled informally by service personnel
who have authority to adjust bills on behalf of the Company. Other inquiries, general
questions or complaints may be directed informally to either a Company operator or
customer service representative. Customers may reach a customer service representative
by dialing 1-800-759-7938, which is a Company toll-free number. This number is posted
at the Subscriber’s telephone location or may be obtained by asking the billing agent’s
customer service representative. Company’s customer service department handles
Customer inquiry calls between the hours of 8:30 a.m. and 5:00 p.m. Monday through

Issue Date: March 11, 1996 Effective Date:

Issued by:
Edward J. Taylor, Jr., Vice President, Operations
North American InTeleCom, Inc.
14100 San Pedro, Suite 400
San Antonio, Texas 78232



North American InTeleCom, Inc. A.C.C. Tariff No. 1
Original Sheet No.__ 3

INTEREXCHANGE SERVICES TARIFF (CONT’D)

Friday Central Time, except Company recognized holidays. Complaints concerning the
charges, practices, facilities or services of the Company shall be investigated promptly
and thoroughly.

Miles Rate Initial Add’l Initial Add’l
Prd. Minute Minutes Cost Cost
0-10 1 1.00 1.00 0.21000 0.10000
2 1.00 1.00 0.15000 0.07000
3 1.00 1.00 0.12000 0.05000
11-22 1 1.00 1.00 0.32000 0.15000
2 1.00 1.00 0.21000 0.09000
3 1.00 1.00 0.17000 0.08000
23-55 1 1.00 1.00 0.33000 0.19000
2 1.00 1.00 0.24000 0.13000
3 1.00 1.00 0.19000 0.10000
56-124 1 1.00 1.00 0.40000 0.24000
2 1.00 1.00 0.28050 0.16050
3 1.00 1.00 0.23000 0.13500
125-292 1 1.00 1.00 0.40000 0.26000
2 1.00 1.00 0.29000 0.18000
3 1.00 1.00 0.23000 0.15000
293+ 1 1.00 1.00 0.42000 0.29000
2 1.00 1.00 0.30000 0.19000
3 1.00 1.00 0.26000 0.16000
Sunday Weekday Saturday Holiday
0-1659 Rate 3 0- 759 Rate 3 0-2359 Rate 3 0-1659 Rate 3
1700-2259 Rate 2 800-1659 Rate 1 1700-2259 Rate 2
2300-2359 Rate 3 1700-2259 Rate 2 2300-2359 Rate 3

2300-2359 Rate 3

NOTES: 1. All calls are charged by the minute.
2. Calls timed at a fraction of a minute will be rounded to the next higher minute.
3. For Operator Service Charge, refer to applicable type of call.

Issue Date: March 11, 1996 Effective Date:

Issued by:
Edward J. Taylor, Jr., Vice President, Operations
North American InTeleCom, Inc.
14100 San Pedro, Suite 400
San Antonio, Texas 78232



North American InTeleCom, Inc. A.C.C. Tariff No. 1
Original Sheet No._4

INTEREXCHANGE SERVICES TARIFF (CONT’D)

Type Call Intrastate

Calling Card $0.50

Operator Station $1.30

Person to Person $3.00

Directory Assistance NO CHARGE

Emergency Calls NO CHARGE

Issue Date: March 11, 1996 Effective Date:
Issued by:

Edward J. Taylor, Jr., Vice President, Operations
North American InTeleCom, Inc.
14100 San Pedro, Suite 400
San Antonio, Texas 78232



North American InTeleCom, Inc. A.C.C. Tariff No. 1
Original Sheet No._1

INTEREXCHANGE SERVICES PRICE LIST

Card T . Mi FU Per Mi Retail (T i
$ 5.00 15 $ 0.33000
$10.00 30 $ 0.33000
$20.00 80 $ 0.25000

Minute Rate Initial Add’l Initial Add’l
Prd. Minute Minute Cost Cost
0-10 1 1.00 1.00 0.21000 0.10000
2 1.00 1.00 0.15000 0.07000
3 1.00 1.00 0.12000 0.05000
11-22 1 1.00 1.00 0.32000 0.15000
2 1.00 1.00 0.21000 0.09000
3 1.00 1.00 0.17000 0.08000
23-55 1 1.00 1.00 0.33000 0.19000
2 1.00 1.00 0.24000 0.13000
_ 3 1.00 1.00 0.19000 0.10000
56-124 1 1.00 1.00 0.40000 0.24000
2 1.00 1.00 0.28050 0.16050
3 1.00 1.00 0.23000 0.13500
125-292 1 1.00 1.00 0.40000 0.26000
2 1.00 1.00 0.29000 0.18000
3 1.00 1.00 0.23000 0.15000
293+ 1 1.00 1.00 0.42000 0.29000
2 1.00 1.00 0.30000 0.19000
3 1.00 1.00 0.26000 0.16000
Sunday Weekday Saturday Holiday
0-1659 Rate 3 0- 759 Rate 3 0-2359 Rate 3 0-1659 Rate 3
1700-2259 Rate 2 800-1659 Rate 1 1700-2259 Rate 2
2300-2359 Rate 3 1700-2259 Rate 2 2300-2359 Rate 3

2300-2359 Rate 3

Issue Date: March 11, 1996 Effective Date:

Issued by:
Edward J. Taylor, Jr., Vice President, Operations
North American InTeleCom, Inc.
14100 San Pedro, Suite 400
San Antonio, Texas 78232



North American InTeleCom, Inc. A.C.C. Tariff No. 1
Original Sheet No._ 2

INTEREXCHANGE SERVICES PRICE LIST (CONT’D)

NOTES: 1. All calls are charged by the minute.
2. Calls timed at a fraction of a minute will be rounded to the next higher minute,
3. For Operator Service Charge, refer to applicable type of call.

Type Call Intrastate

Calling Card $0.50

Operator Station $1.30

Person to Person $3.00

Directory Assistance NO CHARGE

Emergency Calls NO CHARGE

Issue Date: March 11, 1996 / Effective Date:
Issued by:

Edward J. Taylor, Jr., Vice President, Operations
North American InTeleCom, Inc.
14100 San Pedro, Suite 400
San Antonio, Texas 78232
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ATTACHMENT D



DIAMOND SHAMROCK, INC.

ANNUAL REPORT 19905

OUR BALANCED SYSTEM,
MOVING FORWARD




CONTENTS Sk

Letter to Shareholders
1995, A Milestone Year ] COMPANY PROFILE
Our Balanced System, ' s : o & ; -
Moving Forward Section { iamond Shamrock, Inc. is a highly focused, regional refiner and marketer of petroleum products. Its two efficient
::ﬁ":;g : z refineries in Texas have a combined throughput capacity of over 215,000 barrels.per day (BPD) and operate at near

: ‘Muﬁieting‘ 8 capacuy levels, producmg quality’ gasohne diesel, jet fuel, and other petroleum products. Approximately 4,200 miles
Allied Businesses n of company-owned pipelines bring crude oil into the refineries or take refined products to 16 products terminals through-
(orporate Responsibility 14

out the company’s Southwest markets. Annually, the company sells over 1.8 billion gallons of performance- tested gaso-

Flamidel Stutements Section line through 2,709 outlets—-—mcludmg 1,506 company-operated Corner Stores and Stop N Go locations in Texas,

Management's Discussion and Analysis it Colorado, Louisiana, New Me)gco, Arizona, and 1,203 Diamond Shamrock branded jobber outlets in eight states.
Report of Independent Accountants f Other businesses include petrochemtical processing, anhydrous ammonia, and natural gas liquids storage, marketing,
(onsolidated Financial Statements 10 AR : : 2 ;
Notes 1o-Cansaidoted Fitancial Siolements 13 and distribution. Headquartered in San Antonio, Texas, Diamond Sh_amro;k employs over 10,000 people.
Supplementary Financial Information 25 s

~ Selected Historical Financial Information %

- Five Year Operating Information n

Corporate Information Section _FIP‘IANClAI. AND OPERATING I'II.GHLIGH'I‘S

- Board of Directors 1 [ B
Officers 9 (dollars in millions, except per share or as indicated) 1995 1994 1993 1992 - 71991
-~ General Information™ ¥ :
3 v FINANCIAL . s y
Sales and operating revenues. .............u.... $2936.8 $ 26063 $ 2553 $ 26026 $ 25759
Income from continuing operatlons ........... 47.3 7587~ 326 264 37.1
INEE INCOME. s, S i s it binitiss 47:3: -5it - T8 18.4 A e |
Net cash provided by operating activities... C117.6 176.2 109.3 120.3 54.6
Capital expenditiies ..o i g 556.6 162.1 131.8 170.5 180.1
Total assels (yeariend)..isusivisesssssesioassiaiisisssense 22454 1,620.8 1,349.2 1,297.5 12223
Total debt as a % of total capital (year-end) .. : 58.6% 43.4% 459%  51.9% 47.0%
Return on average stockholders’ equity..... * 83% 152% . . 69% 6.0% . 9.6%
Per common share '
Primary earnings:

Continuing operations .: $ 148 $ 245 $ 104 $ 092 $ 139
INEEIMCOMIES, sttt adisvsriossusiadions 1.48 245 0.55 0.30 1.39

Fully diluted earnings: \ |
Continuing operations ................. § 146 $ 234 § 104 . § 092 § 136
NELINCOME Lty iandoes eriinvins 1.46 234 0.55 0.30 1.36

Cash dividends per share: _ — & : :
$:-0.56 8§ 053 . §+ 0528 052 -§ 052

: 2.50 250 1.28 - prss
Common Stock Price (year-end).......ovcevrver. $ 25% $ 264 S 244 0§ 184 $ 194
OPERATING - S =3
Crude oil throughput (barrels per day) ..oovv..... 204938 195663 180229 164,684 160,003
Refined procluct sales (barrels per day) ............ . 238,146 225,697 212,037 199,193 188,609
Refined product spread (doliars per barre)....... 3.49 4.40 3.76 321 379
Total branded outlets (year-end)..........cverevenne 27095 =, - 2016 L9705 0 197k . 1,918
i Total'company operated Corner Store ¥ ' ‘ :
s L OUHIERS (year i) it st 845 810 776 Wok-¥c 96
| ‘ : Total NCS OUIELS (sear-¢nd)....vvcvvrersvei 61 NJA o2 NJA NA ~ NA
- Retail gasoline sales (barrels per day) ........... e 61,766 . 56,410 55473 53931 50876

Merchandise sales (dollars per day).vevcvevnivrres 957,888 872,865 820,701 792,643 710,466
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am keenly aware that earnings per share is a very important measure of corporate

success. In this regard, our net income of $47.3 million or $1.46 per fully diluted

common share was a disappointment. Achieving planned operating income in retail
marketing and double our plan in allied businesses could not offset the impact of poor
refining margins. '

Also, I believe it is critically important to add long-term value to the corporation by
focusing on the customer, controlling costs, and investing wisély. In adding long-term
value, 1995 was an outstanding year for our corporation. Record production and sales

volumes were achieved in almost every area of the company. I am proud that our Corner

_Stores were named Convenience Store Chain of the Year by Convenience Store

Decisions Magazine, that our propylene splitter operation received the coveted
ISO 9000 quality certification, that our refineries continue to rank at the top of
competition in efficiency and reliability, and that our people throughout the
company continue to set safety records.

We completed a number of projects during the year that add considerable
future earnings strength. The more significant of these include a new crude
receipt terminal at Corpus Christi with a pipeline to our Three Rivers refinery,
completion of the very strategic El Paso-pipeline and terminal, the start up of a
new hydrogen production plant at the Three Rivers refinery, and of course, the
highlight of the year, the acquisition of 661 Stop N Go convenience stores.

Merchandise, starting years ago as a secondary use of our real estate, has
grown to become a very important profit center. While we have had increases of
convenience store merchandise sales—eight to ten percent annually for a number
of years—the addition of the Stop N Go stores triples our merchandise sales to a
level approaching a billion dollars per year. This adds significant income growth
and stability since merchandise margins are quite stable compared to margins on

wholesale and retail petroleum product sales. We are making‘a meaningful change in our

- business mix. Historically, refining has contributed, on average, over seventy-five percent

of our income. This will drop to about fifty percent in the future, with retail increasing to
thirty-five percent while chemicals and our natural gas liquids service business increase to
fifteen percent or more.

Smartly applying state-of-the-art technology is making us more efficient and giving us a

-competitive edge. Last year we installed the latest cat cracking reactor technology in both

DiAMoND SHAMROCK lETTER'TO SHAREHOLDERS
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| of our refineries, and we've already noted a significant improvement in product yield.

Total Assets

| . Advanced controls are being added to all major refining units. Diamond Shamrock was
| (In-billions of dollars)

the first major convenience store chain to have a personal computer-based state-of-the-art

point of sale and transaction information and inventory control system in every store. This

system is being refined and is a key tool in achieving our goal of providing unprecedented

focus on the customer. A company-wide effort to migrate financial, accounting, and per-
sonnel systems from the mainframe computer to a client server network was essentially
completed during the year. This provides immediate cost savings and the potential to
continue increasing the effectiveness and productivity of our staff functions.

1996 should be a very good year for our company. We will realize improved earnings

from the numerous projects that were completed and started up this past year and will

)

continue to add value with the completion of an expansion at Three Rivers, doubling of
propylene splitter capacity; and the construction of a benzene toluene xylene extraction
v

unit at Three Rivers to be complete in 1997. During the first half of 1996 we will fully

integrate the Stop N Go stores into our system to begin to achieve very significant syner-

Consistent Refinery Growth

gies in overhead savings, purchasing and promotional leverage, and increased branded

(In barrels per day)
ol e gasoline sales.
W Wholesale Refied Producs Sales 3 p o .
250,000 ot A While we stretched the balance sheet in acquiring the Stop N Go stores, we are commit-
200000 ted to return our balance sheet to pre-acquisition ratios by the end of 1997. This will be
i e accomplished through cash generated from operations, control of capital expenditures, and
! " o a pruning of some assets. It is important that we maintain a strong balance sheet to be
\
100,000 positioned to respond to future opportunities.
Our team is truly excited about our future opportunities and prospects. We thank you for
50,000 ¥ : : PP prosp: y
5 your investment in our company and want to assure you that we are working hard to add

9N 9 93 94 95 value to that investment.

Refined Product Spread
(In dollars per barrel)

5.00

T
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OUR BALANCED SYSTEM, MOVING FORWARD

Diamond Shamrock is a company in motion. From the crude oil arriving at
our refineries to the vehicles leaving our convenience stores, we fuel progress. .
And as our history indicates, we do it with exiraordinary skill.

With our 1987 spin-off, we became an independent corporation and merged
strong leadership, a customer-focused mission statement, and dedicated
employees to inspire a new vision for the company. We made a commitment
o continue enhancing our refining and marketing core businesses, while adding
balance through allied businesses. ,

The spin was a significant juncture for the company, and we realized part of
its impact in 1995 when Diamond Shamrock became the largest marketer of
gasoline and the largest convenience store operator in Texas — and received
the 1995 “Convenience Store Chain of the Year” award from Convenience Store
Decisions magazine. These milestones were grafifying not only because they
were the result of ou valued employees’ efforts, but they demonstrated
progress made in our vision to “Be the Best, Grow, and Win."

We now strategically move Diamond Shamrock’s balanced system forward —
pleased with our enhanced strengths and excited about our future.



Refining ot a glance

oth of Diamond

Shamrock’s complex

refineries benefit from
favorable inland locations,
extensive crude oil and
refined products pipeline
systems, and skilled and
experienced work forces.
Our refineries have compar-
atively new processing units
that utilize the latest tech-
nologies. With employees
who focus on continuous
quality improvement and
cost-efficient operations,
we are a leader in the
refining industry and
continue to be ranked as
one of the most efficient
refiners in the industry.

McKee Refinery

Located in the Texas
Panhandle north of
Amarillo, the refinery runs
near capacity, producing
high-value refined products
sold into Texas, New
Mexico, Colorado, and
Oklahoma markets. Crude
throughput capacity is
140,000 barrels per day
(BPD).

Three Rivers Refinery

The plant is located halfway
between Corpus Christi and
San Antonio and is well-
positioned fo supply gaso-
line, diesel, and jet fuel to
South and Central Texas
markets and o Mexico.
Crude throughput capacity
is 75,000 BPD.
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“We continually look for ways to improve our
operations by adding flexibility to our feedstock
slate, improving our product vields, and reducing our
operating costs. As we add processing capability af
the refineries,
we are gradually
substituting
more sour crudes

that are less

expensive than
light sweet crudes, which have heen the primary
[eedstock of the refineries in the past. All of our
projects at hoth refineries are consistent with our
strategy of reducing feedstock costs.

“We will increase value by optimizing the plants’

operations to produce maximum product value and by

McKee Refinery

DiAMOND SHAMROCK Our BaLANCED SYSTEM, MovING FORWARD

Highlights —1995 and beyond

Three Rivers refinery expansion. Three projects
are integral to increasing flexibility and expanding
capacity to 85,000 BPD, and each gives us
increased crude flexibility. The hydrogen plant —
the first step in the process — began operations
in October. We completed the sulfur plant in first
quarter 1996, and the heavy gas oil hydrotreater,
which is the most significant project in terms of its
impact, is scheduled to be in operation by third
quarter 1996. Diamond Shamrock purchased and
relocated the hydrogen plant and hydrotreater
from another facility to minimize construction
costs and expedite the project schedule.

Throughput records at refineries. At McKee, we
kept utilization at near-capacity levels. McKee
reached a one-month throughput record with an
average of 140,385 BPD of crude oil processed

in August of 1995, and Three Rivers broke the
one-month record with an average of 80,182 BPD
in October. Average combined crude throughput for
1995 was 204,938 BPD, also a record.



Highlights —1995 and beyond

TAME unit, McKee refinery. Completed in 1995, the

| unit helps us economically meet oxygenate
requirements for reformulated gasoline. Diamond
Shamrock employees completed the detailed
design and constructed the unit af a fraction of the

cost of the industry average.

Catalytic cracker turnaround at McKee. During an
18-day shutdown in September 1995, employees
completely changed out regenerator internals and
the reactor feed nozzle — ensuring that our

technology is state-of-the-art.

Hydrogen Plant, Three Rivers Refinery

completing projects over the next several vears to
produce aromatics and other higher-valued

petrochemicals. Also, we plan to get more out of onr

4 Our BALANCED SYSTEM, MovING FORWARD DiaMoND SHAMROCK ‘



existing hardware at hoth refineries by increasing
computer-controlled process units to optimize
throughput vield and energy consumption.

“Over the next several years our strategy is (o
continue to expand production to mateh our growing
market penetration
— reaching 150,000
barrels per day o

Tony Dickens with laser thermometer, l‘ I' “ d 1‘ 0|I “ h ll I'g‘(l ﬂl
Three Rivers Refinery

the McKee refinery and 100,000 at Three Rivers. We
will accomplish these strategies while maintaining our
very competitive cost structure. Additional throughput
and automation will allow us to reduce overhead costs,
and with information technology, we will provide
immediate feedback to our operators and give them

the tools they need to optimize the plants.”

DIAMOND SHAMROCK OurR BALANCED SYSTEM, MoviNG FORWARD

Highlights —1995 and beyond

Advanced process control. This high-technology
project at McKee and Three Rivers moves us
toward computer control of process units, with
ability to change control points and manipulate the
refining process from computer screens. A multi-
year project, upgrading our control system opti-
mizes efficiency of units, helps communicate infor-
mation — and makes significant profits for our

refineries.

BTX aromatics plant, Three Rivers refinery.
This project upgrades gasoline components for
sale into petrochemical markets, providing
greater flexibility to maximize profitability
according to market conditions. Completion is
targeted for 1997.



Highlights —1995 and beyond

“Diamond Shamrock’s network of crude oil pipelines

F Paso pipeline and terminl. Our 10-inch diome- supplies our Mckee and Three Rivers refineries
ter, 408-mile pipeline from McKee to El Paso

became operational in November and has the initial T . . . .

o e i 2700 890 of e o elficiently, while our refined products pipelines
El Paso. The pipeline — which is easily expandable

e 58,000 DPD by adding pnping enpabifty — effectively link us to our targeted markets.

supplies petroleum products to West Texas, New
Mexico, Mexico, and, eventually, Arizona. . L . )

The new high-fechnolagy terminal hes 10 storage Logistios are a major strength of the company,
tanks with a capacity of 500,000 barrels of refined w
products and employs the latest environmental and
safety features. The terminal also has 20,000 BPD
of propane storage and a propane loading rack.

and our strategy continues to be to optimize our

system. We

constantly

analyze our

operations,

Corpus Christi crude receipt facility. This crude

storage terminal, which became operational in L. .
‘l 'ino ‘ Driver at computerized fueling system,
siriving 1o

January 1995, ensures a long-term crude supply Harlingen Terminal

for the Three Rivers Refinery. It receives crude
from a Port Authority dock through a 36-inch
diameter pipeline. Crude is moved through 70

lower our crude oil acquisition costs and distribute
miles of 16-inch diameter pipeline from the termi-

nal fo the Three Rivers refiery. our refined products to the highest nethack markets.

“Our current efforts are focused on completion of
South American sweet crude economies. Because of its

confguration and locoion, the Three Riversreineryis (i Colorado Springs (o Denver pipeline and increas-

finding it advantageous to process larger volumes of
the high-quality crudes now being produced in

falombte, notobly Costomy emd Cot Lima, ing utilization of the new pipeline to EI Paso.”

El Paso Pipeline Construction

6 Our Bavtancen System, Movine ForwarD DiamoND SHAMROCK
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Supply at a glance

pproximately 4,200 miles

of company-owned

pipelines bring crude oil
into the McKee and Three
Rivers refineries or transport
finished petroleum products to
Diamond Shamrock's
Southwest markets.

Crude Supply
Diamond Shamrock owns and
operates 1,268 miles of crude
oil pipelines, which ensure that
we have adequate supply at
both refineries. The McKee
refinery supply system
accesses domestic crude oil
from Texas, Oklahoma,
Kansas, and Colorado — and
the Wichita Falls to McKee
pipeline accesses crudes from
West Texas or foreign sources.
The Three Rivers refinery
runs mostly foreign-produced
crude oils received af our
Corpus Christi, Texas, terminal.

Product Supply

Diamond Shamrock’s 2,959
miles of efficient and
environmentally sound refined
products pipelines transport
gasoline, diesel, propane,

and jet fuel to 16 company-
operated products terminals
in key markefing areas. The
company also has purchase or
exchange agreements at 43
terminals throughout our
nine-state marketing region.




Marketing
at a glance

iamond Shamrock

operates 1,506

conveniently located
stores throughout the
Southwest.

The 845 Digmond
Shamrock Corner Stores
and 661 Stop N Go stores
sell quality gasoline and a
wide range of merchan-
dise. Our stores offer
unparalleled convenience
for customers in Texas,
Colorado, New Mexico,
Lovisiana, and Arizona.

We continue to build
modern, clean, and bright
high-volume outlets that
are industry models, with
state-of-the-art technolo-
gy and security systems.

There are an addifional
1,203 quality retail facili-
ties — branded Diamond
Shamrock and owned by
135 independent jobbers
— marketing Diamond
Shamrock motor fuel
throughout eight states.
Most of these stores also
carry a broad range of
convenience items.

Commercial Sales
markets the remainder of
petroleum producis,
including unbranded
gasoline and diesel,
turbine, jet fuel, lube oil,
and asphalt as well as
sulfur, sulfuric acid,
ammonium thiosulfate,
carbon black oil, and
other refinery products.

Diamond Shamrock’s
proprietary credit card
customers now number
over 750,000 accounts,
and our fleet credit card
has grown to over 6,800
accounts with more than
76,000 cardholders.

Our Batancen System, Moving ForwaRD
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K ETING Ed O’ Donnell, President, Marketing

“Market share growth has heen our byword for the
vear. Although our most dramatic growth i 1995
was in Texas with the National Convenience
Store/Stop N Go acquisicion, we steadily gained

market share in Colorado and New Mexico — and

entered the Arizona market at vear end.

|
;
|
|
|

“Looking to the future, we will continue to seek
opportunities to expand and to develop new stores,
primarilv in Colorado and Arizona — but our focus

i 1996 will be

on integrating
the Stop  Go
stores with

Diamond

Bonnie Kochanowski (left)
and Renae Simms, Corner Store #1041

Shamrock. We will retain the Stop N Go store

name because of its convenience store strength,

Corner Store with Subway Shop

DiAMOND SHAMROCK

OuR BALANCED SYSTEM, MoviNG ForwARD

Highlights —1995 and beyond

National Convenience Store merger. Our acquisition of
661 Stop N Go stores in December 1995 catapulted
Diamond Shamrock into the position of largest marketer

of gasoline in Texas and number 13 in the nation. We
also became the largest convenience store operator in
Texas and number 10 nationwide.

Advanced Gasolines introduced into market.

Our new Advanced Gasolines contain top-of-the-line
detergent additives that place them with other leading
marketers in cleaning power.




Branded fast food debuts in Corner Stores.
Diamond Shamrock is capitalizing on a fost-
growing industry marketing trend by installing
company-owned Subway and Taco Bell franchises
in select stores. Customer counts have increased,
and overall merchandise sales are up in stores
that have franchises.

1995 Convenience Store Chain of the Year.
Convenience Store Decisions magazine gave this
prestigious award to Diamond Shamrock for best
exemplifying excellence in customer service, marketing
innovation, operating efficiency, management
effectiveness, community involvement, image

enhancement, and sales and profit performance.

Our BALANCED SysTEM, MovinG ForwaRD

S Diamond Shamroc

Diamond Shamrock gasoline at Stop N Go

while re-identifving the gasoline operation (o the
Diamond Shamrock Sterling image, which is a symhbol
of quality vasoline. Becanse all the Stop \ Go stores
are located in cities where we have retail division
offices, we will take advantage of significant adminis-
(rative cost savings.

“Diamond Shamrock is capitalizing on NC§'
merchandising strength by having a number of Key
NCS personnel play a lead role in our merchandising
operation, and we will initiate a much stronger
merchandise category management approach. We plan

(o increase the branded food presence in our stores.

DiamoNnD SHAMROCK




“In the spring of 1996 we will introduce our
discount, fee-hased Preferred Gold credit card, and
we have even greater opportunities now to grow the
Fleet Card. Also, we are planning an expanded and
more profitable fimancial services program with
banking ATMs and other services offered n stores,
and the telecommunications field offers new revenue-
producing opportunities.

“Our philosophy remains the same: to focus on the
customer. We will continue to provide quality, value,

- and a pleasant shopping experience for our patrons.”

1.05:

Unleageq

1R

ond Shaml'o_c“_ Unleaded Plys
e -

Car Wash

Valley Shamrock Branded Outlet

DiamonND SHAMROCK Our BALANCED SYSTEM, MoviNG FORWARD

Highlights —1995 and beyond

+ OCTANE

High octane upgrade. Our upgrade to higher-octane
gasoline in 1995 promotes Diamond Shamrock’s quality
image by helping high-performance vehicles run
smoothly — and also secures our marketing objective
to be competitive and meet the highest octane standard

in each market.

First Corner Store opens in Arizona. In December we

opened a 24-hour store in Mesa, Arizona. At year end,
three other sites were under construction in Mesa along
with 21 sites under contract in the Phoenix and Tucson

metropolitan areas.

Fleet Card has record growth. The program realized a
12.4 percent growth over last year, which represents
about 9 percent of all credit card sales. Last year
Diamond Shamrock was one of the successful contract
awardees for the State of Texas to provide fuel to
state agencies.



Highlights —1995 and beyond

Record earnings and expansion of propane/propy-
lene splitter. The splitter at Mont Belvieu achieved
both record earnings and record volumes in 1995.
A second splitter to be completed in 1996 will
double Diamond Shamrock’s propylene capacity

to one hillion pounds per year.

Record volumes in NGL business. A record volume
of natural gas liquids and olefins flowed through
Mont Belvieu in 1995. We added and enhanced
equipment to accommodate the higher flows. The
company also purchased four wells and drilled a
new brine production well for a total of 30 wells
with 77 million barrels of permitted storage.

Major gas find in Bolivia. Drilling the Nupuco-
X101, a joint venture exploratory well in southern
Bolivia, resulted in a major gas discovery with
proved reserves of 67 BCF. A 28-mile pipeline
connecting the new gas field to the company’s
Porvenir Field and gas processing plant is now
complete, and production should begin in the first
half of 1996.

Record growth for North American InTeleCom.

NAl installed 1,012 pay phones in 1995, an
increase of 34.8 percent over 1994 — for a total
of 8,134 pay phones the company manages and

operates.

12
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Bob Mehall, Executive

“Diamond Shamrock’s second propylene splitter under
construction at Mont Belvien is an important part of
our strategy; we expect the splitter, scheduled to start
operations in Chird quarter 1996, to make a significant
contrihution to future earnings of our pecrochemical
business. A key element in doubling our splitter capac-
1y 1s that we will operate at a lower cost per pound
and Chus be more profitable on a per-pound hasis.

“Over the next few vears we project that the
volume of NGL
products coming

(threugh Mont

Belvien will grow

(Left to right) John Coffey, Joe Casas, and
Wade Marcontell, Mont Belvieuv control room

significantly. In

199 we began a concentrated effort to dehottleneck

|
|
our facilities so that we can handle this higher volume ‘
of products for our customers.

DiamonND SHAMROCK




,. - Allied Businesses
ice President = - ata glunce

-~ liquids storage facility wnrh
77 million barrels of permitted
~ storage. Also located af the
facility is a jointly owned

- world-class propylene splitter

pmpyiemé’ for the petrochemv-

cal industry; a second sphﬂer
is scheduled to start up in
muil‘)% A propylene

by pipeline fo the Mont

Belvieu operation and to
other propylene producers.

Nitromite Fertilizer, an

Amarillo-based business, has
two ammonia plants at our
McKee refinery, which produce
450 tons of anhydrous ammo-
nia per day.
~ North American InTeleCom

- (NAI) both manages and
provides pay phones fo
convenience stores and other
businesses as well as inmate
telephone services for
correctional institutions.

i “In Bolivia our 75 percent-owned company has a Dl Shaslck ket g
|

Mont Belvieu Propane/Propylene Splitier

various natural gas liquids,
and we have interests in
new natural gas discovery with proved reserves of 6. ok pvlo
operations in Bolivia and
Argentina that include an

11: ok a nnn 4hine exploration/production
billion cubic feet. In Argentina we have a one-Chird company and o publiy
* troded refining and
mnrketmg\,{compuny 'y b
interest i a company that is converting its small giana G
~ Store Mexico business has %
10 convenience store locations
ps N _ , ~ ¥ in conjunction with Pemex
refinery into asphalt and solvents production, rapidly Foslingsations n fiv cfes

- in Mexico.

arowing its branded gasoline retail business, and

evaluating petrochemical opportunities.”

DiaMOND SHAMROCK OuR BALANCED SYSTEM, MoviNe FORWARD 13 "




Highlights —1995 and beyond

Operations employees’ safety achievements.

In 1995, Mont Belvieu plant employees achieved
2.5 years without a lost time accident; employees
at McKee completed 1 year without a lost time
accident; and af Three Rivers, employees reached
2.25 years without a lost time accident.

Other groups with no lost-time accidents were
North American InTeleCom, Integrated Product
Systems, and Flight Operations. The San Antonio
retail division reduced its accident frequency rate
by 70 percent, and the Houston division has cut its
accident frequency rate in half since 1991.

(lient server initiative. Using desktop personal
computers linked to local area networks, the
system makes information more accessible to
employee decision-makers, gives us flexibility to

develop new applications, and reduces costs.

Volunteerism and corporate contributions.

In 1995, we achieved a new record for United Way
gifts, and many other organizations benefited
from corporate giving as well as employee
volunteers’ time.

Our quarterly challenge grants made a
significant impact in the communities we serve,
and the company’s “Air Q" campaign helped the
public in San Antonio, Corpus Christi, and Austin
better understand measures that are needed to

improve the environment.

Diamond Shamrock “Home Page.”

To better serve our shareholders and the
investment community, we established an
Internet “Home Page” in first quarter 1996.
The address is www. diasham.com.
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CORPORATE RESPONSIBILITY Tim Fretthold

“We take our responsibility to shareholders,
customers, suppliers, and communities very seriously
— and we will continue to operate in an ethical,
safe, and environmentally sound manner to maintain
or tmprove the quality of life for those within the
company’s sphere of operations.

“The total quality process and empowerment
continue to be a strong focus, as every employee’s
Weas are important to Diamond Shamrock’s success.

“Because emplovees own approximately
[) percent
of the
company,
we all
have a

h | g Il Sl il l\ ll El Paso Operation Desert Sweep
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Linda Bookout in mentoring session, Houston

in Diamond Shamrock’s profitability and growth.
The company will relv on emplovee commitment even
more in the future as we face greater challenges

and hroader issues.”

DIAMOND SHAMROCK OuR BALANCED SYSTEM, MovING FORWARD

Corporate Responsibility
at a glance

jamond Shamrock
endeavors to be a
responsible corporate

citizen in all of the compa-
ny’s operations and relation-
ships. We also strive to be
an industry example of envi-
ronmental initiative and
compliance, utilizing
advanced technology in
environmental protection.

The company provides
more than 10,000 employ-
ees a safe, healthy work
environment that encourages
open communication and
empowerment. Our employ-
ees’ participation in and
commitment to the quality
process are crucial to the
company’s strategic growth.

We remain committed to
improving the quality of life
and the well-being of the
people in our communities
through involvement with
the United Way and numer-
ous other non-profit organi-
zations, mentoring pro-
grams, and environmental
projects.

Diamond Shamrock is an
equal opportunity employer
that values, respects, and
develops every employee
without regard to race, color,
religion, gender, disability,
national origin, or veteran
status and ensures freedom
from any kind of harass-
ment. The company culture
embodies our vision state-
ment, which includes in part
to grow and win by focusing
on the customer, encourag-
ing each employee’s ideas
and participation, out-per-
forming competition, being
ethical, and having fun.
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Diamond Shamrock, Inc.

- Corporate Headquarters

9830 Colonnade Boulevard
P.O. Box 696000 .
San Antonio, Texas 78269-6000




Management’s Discussion and Analysis of Financial Condition and Results of Operations

RESULTS OF OPERATIONS

Consolidated Results 1995 vs 1994

Sales and operating revenues for 1995 were
$2,936.8 million compared to $2,606.3 million in
1994. Sales and operating revenues increased primarily
due to a 5.5% and a 4.8% increase in refined product
sales volumes and prices, respectively, and a 9.9% and
a 3.2% increase in retail gasoline sales volumes and
prices, respectively. This increase also reflected the
contribution from a 7.0% increase in the average num-
ber of retail outlets during 1995. Per store retail mer-
chandise sales and retail gasoline sales volumes
increased 5.1% and 2.7%, respectively, during 1995
when compared to 1994. Also contributing to the
increase in consolidated sales and operating revenues
was a 20.6% increase in sales in the Company’s Allied
Businesses segment, primarily due to the strong
demand for polymer grade propylene and ammonia
fertilizer. In addition, the acquisition of National
Convenience Stores Incorporated (“NCS”) in mid-
December 1995, contributed $35.2 million in sales and
operating revenues.

During 1995, the Company had net income of
$47.3 million compared with $75.8 million in 1994.
The Company’s 1995 results were negatively impacted
by weak refining margins in the inland markets where
the Company sells most of its products. Refining mar-
gins improved somewhat later in the fourth quarter of
1995 due largely to heating oil price increases driven
by cold weather; however, increases in the cost of
gasoline could not be recovered at the retail level.
Partially offsetting weak refining margins were strong
results for polymer grade propylene and ammonia fer-
tilizer due to improved demand.

A major portion of the Company’s inventory is

valued at the lower of last-in, first-out (LIFO) cost or

market. At December 31, 1995, inventories of crude oil

and refined products of the Refining and Wholesale
segment and propylene products in the Allied
Businesses segment were valued at market (lower than
LIFO cost). Motor fuel products of the Retail segment

were recorded at their LIFO costs. Estimating the

DiaAMOND SHAMROCK

financial impact of changes in the valuation of refinery
inventories due to such inventories being valued at
market is difficult because of the number of variables
that must be considered. For operatiﬁg purposes, man-
agement attempts to estimate the impact of changes in
valuation of refinery inventories on net income. The
estimated after tax change in inventory values was a
positive $5.2 million and $7.3 million in 1995 and
1994, respectively.

Consolidated Results 1994 vs 1993

Sales and operating revenues for 1994 were
$2,606.3 million compared to $2,555.3 million in
1993. Sales and operating revenues increased primarily
due to a 6.4% increase in refined product sales vol-
umes, a 6.4% increase in retail merchandise sales and
an improvement in revenues in the Allied Businesses
segment.

During 1994, the Company had net income of
$75.8 million compared with income before cumula-
tive effect of accounting changes of $32.6 million and
net income of $18.4 million in 1993. The Company’s
integrated business approach contributed significantly
to the Company’s profitability during 1994. The
Refining and Wholesale segment was supported by
strong refining margins in the first half of 1994. Then,
as refining margins narrowed, the Company had excel-
lent results from the Retail segment, reflecting
improved retail margins in the second half of 1994.
The Allied Businesses segment provided significant
operating profit improvements throughout 1994,
reflecting a general improvement in the petrochemical
business and strong demand for ammonia fertilizer.
The estimated after tax change in inventory values was ]
a positive $7.3 million in 1994 and a negative $16.5

million in 1993.

Segment Results 1995 vs 1994

Sales and operating revenues from the Refining
and Wholesale segment were $1,435.8 million com-
pared to $1,320.8 million in 1994. The increase is pri-
marily due to a 5.5% and a 4.8% increase in refined

product sales volumes and prices, respectively.

FINANCIAL STATEMENTS



Preferred Stock during the time that the shares are out-
standing. The computation of fully diluted earnings
(loss) per share for the year ended December 31, 1993,
did not assume conversion of the Preferred Stock
because the effect would have been antidilutive.

Other Postemployment Benefits

Effective January 1, 1993, the Company adopted
Statement of Financial Accounting Standards No. 112
(“FAS 112”), “Employers’ Accounting for
Postemployment Benefits, an Amendment of FASB
Statements No. 5 and 43.” FAS 112 addresses the
accounting for compensation for future absences and
postemployment benefits provided to former or inac-
tive employees that are not provided as part of a pen-
sion or postretirement plan. The adoption of the new
standard had no material effect on the results of opera-
tions and did not require recording any cumulative
effect of adoption of a change of accounting method.

Note 3 — CHANGES IN ACCOUNTING
PRINCIPLES :

At December 31, 1989, the Company recorded a lia-
bility for payments to be made pursuant to the Distri-
bution Agreement (the “Distribution Agreement”) with
Maxus, the Company’s former parent, for certain lia-
bilities relating to businesses of Maxus discontinued or
disposed of prior to the date on which the Company
was spun off to Maxus shareholders. The Company’s
total liability under the Distribution Agreement is lim-
ited to $85.0 million. At December 31, 1989, the
Company believed that it would be required to make
payments under the Distribution Agreement beginning
in 1991 and continuing for approximately ten or more
years. The Company did, in fact, begin to make pay-
ments in 1991, and, based on current levels of pay-
ments, it is expected that payments will continue
until 1997.

Inasmuch as the total amount of the liability was
known ($85.0 million) and the Company believed the
timing and amount of the payments could be estimated
with reasonable accuracy, the liability at December 31,
1989 was recorded on a discounted basis, in accor-
dance with the accounting rules in existence at the
time. Annual additions to the liability had been
recorded as interest through December 31, 1992.

During June 1993, the Emerging Issues Task Force
(“EITF”) of the Financial Accounting Standards Board
(“FASB”) released the minutes of its May 20, 1993
meeting during which the EITF announced a consensus
with regard to certain issues of “Accounting for
Environmental Liabilities” (Issue 93-5). The consensus
effectively changed the criteria for determining when a
liability may be recorded on a discounted method.
Consequently, in 1993, the Company changed the
accounting method for recording its liability under the
Distribution Agreement to reflect the entire unpaid
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amount rather than the discounted amount of the liability.

The change of method was recorded as if the
change had occurred on January 1, 1993 and is reflect-
ed in the Consolidated Statement of Operations as the
Cumulative Effect of Accounting Changes for the
twelve months ended December 31, 1993. The amount
of $14.2 million represented the unrecorded liability of
$23.6 million at December 31, 1992, less related tax
benefit of $9.4 million.

The following pro forma information is provided to
reflect the earnings per share amounts which would
have been reported had the undiscounted accounting
method for recording the liability been adopted in the
year the liability was originally, recorded.

1995 1994 1993

Pro forma Primary Earnings

(Loss) Per Share Before

Cumulative Effect of

Accounting Changes...................... $ 148 $245 $1.04
Cumulative Effect of

Accounting Changes....................... ~ - -

Total .....cooviuereiriiiiicicccireee. $ 148 $ 245 $1.04

Pro forma Fully Diluted Earnings

(Loss) Per Share Before

Cumulative Effect of

Accounting Changes...................... $146 $234 $1.04
Cumulative-Effect of

Accounting Changes...................... - -

Total .........ocnepicionniicisnnnnnineinnns -3 146
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Earnings per share as currently reported:

1995 1994 1993

Primary Eamings (Loss)

Per Share Before
Cumulative Effect of
Accounting Changes..............cc..... $148 $245 $1.04
Cumulative Effect of 3
Accounting Changes - - (0.49)
TR s e i il Sibadg $148  $ 245 % 055

Fully Diluted Earnings (Loss)
Per Share Before
Cumulative Effect of

Accounting Changes.........ccccoeeeeee. $ 146 $ 2.34  § 1.04
Cumulative Effect of
Accounting Changes.......... = - (049

2L T B AR D a S R $146 $234 §$0.55

Effective January 1, 1993, the Company adopted
FAS 112, ”Employers’ Accounting for Postemploy-
ment Benefits, an Amendment of FASB Statements
No. 5 and 43.” FAS 112 addresses the accounting for
compensation for future absences and for postemploy-
ment benefits provided to former or inactive employ-
ees that are not provided as part of a pension or
postretirement plan. The adoption of the new standard
had no material effect on the results of operations and
did not require recording any cumulative effect of
adoption of a change of accounting method.

The Company plans to adopt Statement of Financial
Accounting Standards No. 121 (“FAS 1217),
“Accounting for the Impairment of Long-Lived Assets
and for Long-Lived Assets to be Disposed of,” in
1996. While the Company has not completed its calcu-
lations on the effects of FAS 121, it does not expect
adoption of FAS 121 will have a material impact on its
results of operations or financial position.

The Company plans to adopt Statement of Financial
Accounting Standards No. 123 (“FAS 1237),
“Accounting for Stock-Based Compensation,” in 1996,
and plans to elect to adopt FAS 123 by providing the
disclosure information regarding its stock-based com-
pensation plans as allowed by FAS 123. Accordingly,
adoption of FAS 123 is not expected to have a signifi-
cant effect on the Company’s results of operations or
financial position.

Note 4 — ACQUISITION

On December 14, 1995, the Company completed
the acquisition of National Convenience Stores
Incorporated (“NCS”). NCS operates 661 “Stop N Go”
convenience stores located in Texas, of which 600 sell
gasoline. The total value of the transaction, including
transaction costs and the assumption of NCS’s debt, is

DiAMOND SHAMROCK

approximately $280.0 million. The acquisition has
been accounted for under the purchase method and,
accordingly, the operating results of NCS have been
included in the consolidated operating results since the
date of the acquisition.

The funds used to acquire NCS were arranged
through Bank of America National Trust and Savings
Association. The purchase price exceeded the estimat- |
ed fair value of net assets acquired by approximately
$160.5 million, which is included in the accompanying
consolidated balance sheet as excess of cost over
acquired net assets, net of amortization. This asset is
being amortized over its estimated useful life of 20
years.

In arriving at the purchase cost of the acquisition
and, consequently, the excess cost over acquired net
assets, the company evaluated, among other things,
various analyses of cash flow and profitability projec-
tions including, as applicable, the impact on existing
Company businesses. Such analyses necessarily
involve significant management judgment to evaluate
the capacity of the acquired business to perform within
projections.

The pro forma statements listed below combining
the results of operations of the Company and NCS are
unaudited and reflect purchase price accounting adjust-
ments assuming the acquisition occurred at the begin-
ning of each year presented.

1995 1994
REVENMOS oo siitessivimeing vorisvodoessonyiis $ 3.659.8 $:3350.7
Income before tax provision ............... 67.8 1153
NESHIOOIG 2. G s L i e o 40.6 $ 66.2
Primary Earnings Per
Common Share .........0n s iinmiies o g B 3. 213
Fully Diluted Earnings Per

Common Share s liiibi i $ 123 $ 2.04

Note 5 — BUSINESS SEGMENTS

The Company’s revenues from continuing opera-
tions are principally derived from three business seg-
ments: Refining and Wholesale, Retail, and Allied
Businesses. Refining and Wholesale is engaged in
crude oil refining and wholesale marketing of refined
petroleum products. Retail is engaged in selling refined
petroleum products and other merchandise. Allied
Businesses is engaged in transporting, storing, and
marketing natural gas liquids; upgrading refinery grade
propylene and selling polymer grade propylene; selling
ammonia fertilizer; selling specialized telephone ser-
vices; selling environmental testing and related ser-
vices; and investing in petroleum related opportunities.

The Company’s business segments operate primari-
ly in the Southwest region of the United States with
particular emphasis in Texas, Colorado, Louisiana,
New Mexico, and Oklahoma.
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Refining

and Allied
Wholesale . Retail Businesses Total

1995 4
Sales and operating

TEVENUES&: cciuioospovissiens $1,435.8 $1,125.6 $375.4 $2,936.8
Costs and expenses 1,350.00 1,070.0 327.3 2,747.3
Operating profit.... .$ 858 § 556 §$ 48.1 189.5
Interest expense.............. 474
Administrative expense.. 68.4
Income before

tax provision ............. . 8 73,7
1994
Sales and operating

revenues............. . $1,3208 $ 9743 $311.2 $2,606.3
Costs and expenses......... 1,174.0 915.4 285.2 2,374.6
Operating profit.... . $ 1468 $§ 589 §$ 26.0 231.7
Interest expense.............. 433
Administrative expense.. 62.6
Income before tax

ProOViSion.......cccceveneen. $ 1258
1993
Sales and operating

TeVenues............. .. $1,2948 $ 958.1 $302.4 $2,555.3
Costs and expenses......... 1,220.9 8954 2874 2403.7
Operating profit.............. $ 739 $ 627 $ 150 151.6
Interest expense.............. 40.6
Administrative expense.. 53.5
Income before tax

provision and

cumulative effect of

accounting changes ..... $.:5715

Intersegment sales and operating revenues are gen-
erally derived from transactions made at prevailing
market rates. Sales of refined petroleum products from
the Refining and Wholesale segment to the Retail seg-
ment amounted to $592.4 million in 1995, $502.7 mil-
lion in 1994, and $510.1 million in 1993. Sales of
natural gas liquids from the Allied Businesses segment
to the Refining and Wholesale segment amounted to
$21.5 million in 1995, $15.8 million in 1994, and
$23.4 million in 1993.

Identifiable Assets

1995 1994 1993
Refining and Wholesale............. $1,227.3 $1,048.2 $ 846.8
Retail....cccvenmnriisennranessssnssaessesnons 754.3 333.0 281.2
Allied Businesses.. 188.0 159.0 142.7
Corporate 75.8 80.6 78.5

$2,2454 $1,620.8 $1,349.2

Identifiable assets are those assets that are utilized
by the respective business segment. Corporate assets
are principally cash, investments, and other assets that
cannot be directly associated with the operations or
activities of a business segment.

Note 6 — TAXES

The Company’s provision for income taxes was

comprised of the following:

1995 1994 1993

Current
Federal .............. $ 162 $ 164 $ 218
State and local 1.3 I I
19.5 18.1 253

Deferred
Federal ........0ccccc0esic0esaneissioensons 7.9 29.1 (0.3)
State and local......................... 1.0 2.8 (0.1)
8.9 31.9 (0.4)
$ 264 $ 500 $ 249

Federal income taxes paid (net of refunds) during
1995, 1994, and 1993 were: $20.1 million, $11.0 mil-

lion, and $21.5 million, respectively.

The principal reasons for the difference between the
statutory federal income tax rate and the Company’s

provision for income taxes were:

1995 1994 1993

Tax provision at

statutory federal rate

[ 1) RS LML S $ 260 $ 456 $ 20.1
Effect of tax rate increase on

deferred $BXe8. . .. 5,0 m0mepss srresi - - 1.7
State income taxes, net of

federal tax benefit ..................> 1.9 3.2 2.2
General business credit.............. 3.7) (0.6) (0.7)
(17177750 1=, AR SR O 2.2 L7 1.6

$ 264 $ 500 $ 249
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The components of the net deferred tax liability are
summarized as follows:

1995 1994
Deferred tax assets
Inventory valuation reserves............cccoce... $ 64 $ 105
Postretirement and
pension plan liabilities ..........ccccccocenennns 12.1 13.0
Long-term shared costs liability ................. 2.8 7.1
Alternative minimum tax credit.................. 19.2 16.0
Nonrecurring expenses in connection
WHhECQUISTHON .35 i o st iiBise et ’ 1.3 -
Ervironmental TeServe «.n v suninnnite 6.4 -
PSODIACE TESETVE 5 s s i, 6.6 -
Operating loss carryforward ..........c.cccceuueee 10.0 -
General business credit carryforward ......... 13.6 0.9
Allowance for doubtful receivables... 22 1.9
Miscellaneonsofher.......o.cabial Lol 247 . - 122
‘ ' 111.3 61.6
Deferred tax liabilities
Properties and equipment.............c.cccoceunene (133.1) (1194
Inventory valuation reserve ...........ccoecueee. (20.0) (21.3)
Section 382 basis adjustment............c.c.c..... (7.5) =
MiScellaneous OINET ......occuriiossiormmssiazsstass 2.7 2.4)

(163.3) (143.1)

Deferred tax asset
valuation-allowance..............occidn i (5.0) =

Netdeferred tax Hability........o v umemssomsinscios $ (57.0) $ (81.5)

At December 31, 1995 the net deferred tax liability is

“reflected as $1.6 million in Current deferred tax assets

and $58.6 million in Noncurrent deferred tax liabilities.
At December 31, 1994, the entire amount of the net
deferred tax liability was reflected as Noncurrent
deferred tax liabilities.

In accordance with the provisions of SFAS No. 109,
a valuation allowance of $5.0 million at December 31,
1995 is deemed appropriate by management in view of
the expiration dates of the acquired net operating loss
carryforwards and credit carryforwards and the amount
of future taxable income necessary to utilize such loss-
es and credits. The acquired net operating loss carry-
forwards and credit carryforwards are subject to the
separate return limitation year (SRLY) rules. These
rules limit the use of the acquired NCS operating loss
carryforwards and credit carryforwards to offset the
taxable income of NCS. In addition, the ownership
change limitations under section 382 of the Internal
Revenue Code further limit the utilization of the
acquired loss carryforwards and credit carryforwards.

For federal income tax purposes at December 31,
1995, the Company estimated that it had $13.6 million
of unused general business tax credits including an
acquired general business tax credit of $7.4 million
which expires in varying amounts if unused by the
years 1998 to 2010. The remaining $6.2 million
expires in 2009 and 2010. The Company also had an
estimated $19.2 million of minimum tax credit avail-
able for carryforward with an indefinite expiration.
There is an estimated $28.3 million of SRLY net oper-
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ating loss carryforward from the NCS acquisition that
expires in varying amourits if unused by the years 2001
to 2005. Some of the estimates may be affected by the
federal income tax return of NCS for the fiscal year
ended June 30, 1995 that will be filed during March of
1996.

Taxes other than income taxes were comprised of
the following:

1995 1994 1993

Real and personal property .................. $202 $ 18.1 %158
10.6 11.6 g £

7.3 8.6 7:8 <

1.6 1.6 1.9

$389.7.5$:39.97:536.7

Note 7— EMPLOYEE BENEFIT PLANS
Defined Benefit Pension Plans

The Company maintains a retirement plan known as
the Career Average Retirement Income Plan (the
“CARIP”). Under the CARIP, eligible employees
acquire a right upon retirement to an annual amount
equal to 2% of the employee’s eligible earnings from
February 1, 1987 to May 31, 1989, and 1% of the
employee’s eligible earnings from June 1, 1989
forward, plus a potential supplement under certain
circumstances.

The Company also maintains 4 retirement plan for
its collective bargaining groups (the “Bargaining Unit
Plan”). The Bargaining Unit Plan generally provides
benefits that are based on the union member’s monthly
base pay during the five years before retirement.

The Company also maintains a retirement plan
referred to as the Retirement Income Plan (the “RIP”)
to cover certain employees not eligible for coverage
under the CARIP or the Bargaining Unit Plan. Under
the RIP, eligible employees acquire a right upon retire-
ment to a monthly amount equal to $5 for each year of
plan service from January 1, 1989 forward.

The Company also maintains a retirement plan
referred to as the Excess Benefits Plan (the “Excess
Benefits Plan), which provides benefits in place of
reductions of qualified benefits resulting from various
statutory limitations imposed by the Internal Revenue
Code and the deferral of compensation through the
Deferred Compensation Plan.

In addition, the Company has adopted a
Supplemental Retirement Plan (the “SRP”’). The SRP
provides additional benefits for executive officers in
excess of amounts payable under the defined benefit
plans of the Company or any predecessor employer.

The Company also provides a retirement plan for its
non-employee Directors (the “Directors Retirement
Plan”). The Directors Retirement Plan provides an
annual retirement benefit for a period of time equal to
the shorter of (a) length of service as a non-employee
Director or (b) life of Director.
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Net periodic pension cost included the following
components:

1995 1994 1993

Service cost-benefits earned

durng theperiody colnd il $32:8.734°8% 25
Interest cost on projected

benefit ODIHEAHON ... .o so-sibsmors sarassossons 32 2.8 2.2
Actual return on assets (6.6) 0.2 (1.9)
Net amortization and deferral .............. o | (2.0) 0.5
Net periodic pension Cost............ccuc..... $45 $ 44 §$ 33

Significant assumptions used in the actuarial calcu-
lations were:

1995 1994 1993

Discount rates............ccoeceveenenn. AP 7.25% 8.50% 7.25%
Rates of increase in

compensation JeVel ......o iesmiamspses 4.50% 5.00% 4.50%
Expected long-term rate of return

OMABSLIS. .o fossoumaseisnssssssinssosvsssnansioens 9.00% 9.00% 9.00%

The Company’s trusteed plans are funded at
amounts required by the Employee Retirement Income
Security Act. Effective December 31, 1995, the
Company lowered its discount rate to 7.25% and its

“rates of increase in compensation level to 4.50%.

The following table summarizes the funded status
of the Company’s defined benefit pension plans and
the related amounts recognized in the Company’s
Consolidated Balance Sheet:

1995 1994
Plans Plans Plans Plans
Where  Where Where Where
Assets  Benefits Assets  Benefits
Exceed Exceed Exceed Exceed
Bernefits ~ Assets Benefits  Assets

Actuarial present value of
benefit obligations: .
Vested benefit obligation ... $ 27.5 $ 7.1 $ 123 $14.6
Accumulated benefit

Obligation........ Hvecerstocuiss 28.9 T2 12°3 15.6
Projected benefit
obligation..........ccceueeee. 37.0 8.2 17.2 18.5
Plan assets at fair
market value..........ueiiine, 324 6.2 13.9 12.3
Projected benefit obligation .
in excess of plan assets....... 4.6 2.0 3.3 6.2
Unrecognized net loss............ 6.9 (1.7) (2.7) .- (5.3)

Unrecognized net obligation . 0.3) (0.2 0.3) (0.2)
Unrecognized prior

BEIVICE COSE i errtesibnciisnsonces 0.5 0.2 0.1 0.7
Adjustment to recognize
minimum liability............... 0.0 0.6 0.0 2.1

Pension liability (Prepaid
pension cost) recognized
in the Consolidated
Balance Sheet ........cocoeere000ee 2.1) 0.9 0.4 3.5

In 1995, the plans where assets exceeded the accu-
mulated benefit obligation were the Bargaining Unit
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Plan, the Retirement Income Plan, the Career Average
Retirement Income Plan, and the Excess Benefits Plan.
In 1994, the plans where assets exceeded the accumu-
lated benefit obligation were the Bargaining Unit Plan
and the SRP.

At December 31, 1995, Plan assets were invested in
equity securities (58%), bonds (34%), and other invest-
ments (8%). At December 31, 1994, Plan assets were
invested in bonds (58%), equity securities (33%), and
other investments (9%).

Retiree Health Care and Life Insurance Benefits

The Company provides certain health care and life
insurance benefits to eligible retirees. Employees who
participate in the CARIP are eligible for retiree health
care and life insurance benefits if they satisfy certain
age and service requirements. The Company also
shares in the cost of providing similar benefits to for-
mer Maxus employees pursuant to the Distribution
Agreement (see Note 17).

Generally, the health care plans pay a stated per-
centage of most medical expenses reduced for any
deductibles, payments made by government programs,
and other group coverage. The cost of providing most
of these benefits is shared with retirees. The plans are
unfunded.

DiAMOND SHAMROCK




The following table sets forth the plans’ status and
the amount recognized in the Company’s Consolidated
Balance Sheet as of December 31, 1995 and 1994:

Accumulated postretirement benefit obligation
attributable to:

Health Life
Care Insurance Total

1995 1994 1995 1994 1995 1994

shares. The number of common shares issued or trans-
ferred as restricted shares that become non-forfeitable
solely contingent upon the participant having a certain
length of service with the Company shall not, in aggre-
gate, exceed 314,000 Common Shares. At December
31, 1995, 1994, and 1993, Common Stock reserved for
future grants under the Long-Term Incentive Plans
were 1,601,425 shares, 966,213 shares, and 1,195,868
shares, respectively. In 1994 all SARs were exercised

o e AT i W 520.9 $19. 3. 8 $24.1 $21. : :
Ilijllll;e;igible P I ank s A P and no SARs have been granted since that time.
Plan Participants........... 337 16, 0.1 D1 23 BT Transactions in stock options are summarized as
Other Active follows:
Plan Participants........... N0~ B T O R0
Unrecognized net loss..... (3.0 _(1.3) 0.H) ©4 G.1H_ A 1995 1994 1993
T‘;g;ticticr‘g‘;"t‘;‘lne b Outstanding at January 1, .......... 878,419 810,587 746,934
g Gramted == Ui 277,500. 248,447 367,461
o et e > : ; ;
e e s LT g Ry g [ R T (66,651) (172,533) (206,957)
Cancelled upon exercise
Net PeriOdiC Postretirement Beﬂeﬁt COSt: OESARYE oo s AL e O = (6,042) (84,979)
ROreReds o G T (1,876)  (2,040) (11,872)
Health Life “Outstanding at
Care Insurance Total Derembee 32 aak Bt 1,087,392 878,419 810,587
1995 1994 1995 1994 1995 1994
Service Cost of Exercisable at December 31, ...... 572,662° - 293,737 © 283285

Benefits Earned............. $0.3 $0.3 $0.1 $0.2 $0.4  $0.5
Interest Cost on

Accumulated

Postretirement Benefit

Obligationt........ 5l 250 19, 14 04-04:- 2378

Net Periodic
Postretirement
BenefitCoBt/iimmwarvitr $2.2  $1.7 $0.5 $0.6 $ 2.7 $ 2.3

The discount rate used in the actuarial calculation
was 7.25% and 8.50% in 1995 and 1994, respectively.
The rate of increase in compensation level was 4.50%
and 5.00% in 1995 and 1994, respectively.

For measuring the expected postretirement benefit
obligation, the health care cost trend rate ranged from
9.2% to 12.0% in 1995, grading down to an ultimate
rate of 6.0% in the year 2000.

A one percentage point increase in the assumed
health care cost trend would increase the aggregate of
the service and interest components of 1995 net peri-
odic postretirement benefit cost by $0.3 million and the
1995 accumulated postretirement benefit obligation by
$3.4 million.

Long-Term Incentive Plans

In 1987 and 1990, and as amended in 1995, the
Company adopted Long-Term Incentive Plans which
are administered by the Compensation Committee of
the Board of Directors to provide officers and key
employees with stock options, stock appreciation rights
(“SARs”), performance units, and securities awards. In
May 1995, upon shareholder approval, the shares of
Common Stock that may be issued under the plans
were increased from 3,500,000 shares to 4,500,000
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Range of exercise prices of
options outstanding :
at Decehiber Slac i o Ko nt i g e I SN b s D s |
to-~29:75t0--29.75-to 27.38

Range of exercise pricés
of options exercised................. e ] B I e ey S e L e
to.:23.75 10 25.63+10-22.57

Grants of restricted, performance restricted stock
and performance units for 1995, 1994, and 1993 are
summarized as follows: :

Shares
Date Shares Performance  Performance
Granted Restricted Restricted Units
February 1993 40,568 63,414
December 1993 24,235 - -
February 1994 16,450 - 1,639,000
February 1995 44715 - 1,694,000 -
July 1995 - - 456,800

All shares of performance restricted stock granted
became non-restricted on October 1, 1995 when cer-
tain financial goals were met.

The restricted stock vests over a four-year period
through 1999. Deferred compensation equivalent to
market value at the date of grant is recorded to addi-
tional paid-in capital and is amortized to compensation
expense over the vesting period. The amount amor-
tized in 1995, 1994, and 1993 was $1.6 million, $2.1
million, and $2.1 million, respectively. Unvested
shares are restricted as to transfer or sale.

Performance Units have a target value of $1.00, but
based on the Company’s performance, each unit may
have an actual value ranging from $0.00 to $2.00 at the
end of the three year performance cycle. The cycles



begin on January 1, and end on December 31. Any dis-
tributions will occur during the first quarter following
the three year performance cycle. Performance units
granted in 1994 will be paid two thirds in the form of
cash and one third in the form of non-restricted stock.
Performance units granted in 1995 will be paid in cash.
The amount accrued in 1995 and 1994 was $1.2 mil-
lion and $0.5 million, respectively.

Performance Incentive Plan

A Performance Incentive Plan has been adopted by
the Company, under which the Compensation Com-
mittee may grant cash awards to eligible employees.
For Plan years 1995, 1994, and 1993, the Company
paid $2.4 million, $2.7 million, and $2.3 million,
respectively.

Employee Stock Ownership Plans (ESOPs)

The Company maintains two Employee Stock
Ownership Plans. ESOP I was formed in June 1987,
and ESOP II was formed in April 1989 (ESOP I and
ESOP II are collectively referred to as the “ESOPs”).
Between 1987 and 1991, the Company loaned ESOP 1
$34.5 million which it used to purchase 2,052,207
shares of Common Stock. .

Between 1989 and 1991, $31.3 million was loaned
by the Company to ESOP II which it used to purchase
1,466,957 shares of Common Stock.

In 1992 and 1991, the Company contributed 37,400,
and 45,000 treasury shares of Common Stock, respec-
tively, torESOP I as part of special award programs
and a success sharing program. In accordance with the
success sharing program, the Company accrued $1.5
million, $2.8 million and $1.3 million for the purchase
of 55,523 shares, 107,681 shares and 31,668 shares in
1995, 1994 and 1993, respectively.

All employees of the Company who have attained a
minimum length of service and satisfied other plan
requirements are eligible to participate in the ESOPs,
except that ESOP II excludes employees covered by
any collective bargaining agreement with the
Company.

The Company will make contributions to ESOP 1
and ESOP II in sufficient amounts, when combined
with dividends on the Common Stock, to retire the
principal and interest on the loans used to fund the
ESOPs (see Note 13). Common shares will be allocat-
ed to participants as the payments of principal and
interest are made on the loan. Contributions to the
ESOPs charged to expense for 1995, 1994, and 1993
were $7.5 million, $7.4 million, and $7.1 million,
respectively. Dividend and interest income reduced the
amounts charged to expense in 1995, 1994, and 1993
by $1.5 million, $1.8 million, and $1.8 million,
respectively.

The number of allocated shares held by ESOP I and
ESOP II at December 31, 1995, were 1,822,383 shares
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and 360,226 shares, respectively. The number of sus-
pense shares held by ESOP I and ESOP II at December
31, 1995, were 284,489 shares and 1,056,497 shares,
respectively.

Note 8 — RECEIVABLES

1995 1994
Notes and accounts receivable.............c..c...... $ 220.1 $ 2174
Less—Allowance for
doubtful receivables .........cccocveerueiiiereennenne 7.1 5.8
$ 2130 $ 211.6

)

The following is a summary of the changes in the
allowance for doubtful receivables :

1995 1994 1993
January 1, oo $ 58 $ 55 % 42
Additions charged against
CAMMINES ...ocuvevinrirerirerinneneeeaennes 9.6 32 23
Write-offs, net of recoveries ......... (8.3) (2.9) (1.0)
December 31, .oocveeveieecieeeeeeennne $ 7.1 % 58 $ 5.5
Note 9 — INVENTORIES
1995 1994
Finished products ..........c.ccccceeecueieencccnnee $ 204.1 $ 109.6
Raw materials 137.4 148.3
SUPPHES:..ci oo ioissrenssssobsronisisssrisitusiibaniosansissions 34.5 33.1

$ 3760 $ 291.0

The cost of approximately 64% and 74% of total
inventories was determined under the LIFO method
at December 31, 1995 and 1994, respectively. At
December 31, 1995 and 1994, market was lower
than LIFO cost by $16.0 million and $27.1 million,
respectively.

The Company acquires a major portion of its crude oil
requirements through the purchase of futures contracts
on the New York Mercantile Exchange. The Company
also uses the futures market to manage the price risk
inherent in purchasing the crude oil in advance of the
delivery date, and in maintaining the inventories con-
tained within its refinery and pipeline systems.

Note 10 — PROPERTIES AND EQUIPMENT

1995 1994

Properties and Equipment
Refining and Wholesale...........c.cccceeurcuenne $1,238.5 $1,024.4
Retailc: cyenerisionionionsineipistonivnnssaniieritnrnssisons 562.5 369.5
Allied BUSINESSES .....c.ooveuieeciriiecicrceieieans 203.4 206.8
(S OO T S S 36.9 34.7
2,041.3 1,6354
Less—Accumulated depreciation................... 684.2 609.3

$1,357.1 $1,026.1
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The charge against earnings for maintenance and
repairs was $40.1 million in 1995, $41.1 million in
1994, and $29.3 million in 1993. Interest capitalized
was $6.8 million in 1995, $2.3 million in 1994, and
$6.1 million in 1993.

Expenditures for

Properties and Equipment

1995 1994 1993
Refining and Wholesale................. $ 1930 $ 893 $ 100.1
Retail ......... 0 R 5.1 362.4 493 26.5
Allied Businesses A I 223 4.4
EORHOTRI S 5. s LT can s senonssiinn ) 1.2 0.8

$ 578.1 § 162.1 $ 131.8

The amount in the table above in the Retail segment
for 1995, includes expenditures for the acquisition of
NCS.

Depreciation
1995 1994 1993
Refining and Wholesale................. $:.433 8 3838 351
2177 N e E e 0 £ 204 16.3 14.6
Allied Businesses 11.4 13.1 11.7
COIDOIIME . oo B iR i ishis o ioan 2.6 3.2 29

$ 7778 709 $ 643

Note 11 — ACCRUED LIABILITIES

OO TRRRE. . v i los sminnesrsoninssigorinsnsensans $ 71.08% 653

Accrued Insurance 6.8 -
Accrued Royalties 6.6 6.7
Current Portion of Long-term

Shared Costs Liability (see Note 17) .......... 8.0 8.0
OMEE LIBIIHCE s o iiniissses ohlogsos Y curianis 115.6 90.9

$ 2080 $ 170.9

Note 12 — OTHER LIABILITIES AND

DEFERRED CREDITS
1995 1994

Post Retirement Benefit .............cccocoevevuennee. $ 283 § 283
Long-term Shared Costs

LDty (e INOtE LT) .. cnocins i foiiionyisonds tans 2.1 134
Pt Cretdiis ) -0t st Fahslogstiae 10.3 11.8
Environmental Reserve... 18.9 -
Insurance BesBIVE i st mssevisesinsasnes 10.8 -
Other Diabiblies St i L L S8, 447 13.5
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Note 13 — LONG-TERM DEBT

1995 1994
Commercial Paper.........c.cccoverveeeiuereerenesercnne $ 00%$ 00
10.75% Senior Notes .. 120.0 150.0
Q% SenIor NGBS ...l hasevcossisssasesssats 5.3 8.4
8.77% Senior Notes ...................... HESEE I 30.0 30.0
8.35% Senior Notes ... 1.2 1.9
Medium Term Notes...... 145.0 145.0
Shamrock Pipeline Note ... 6.2 -
Pollution Control Financings . 10.9 10.9
7:259% Debentiures e 25.0 -
Cregit Banthile o B oo S in iin i tinmisnnt © 2200 -
R B Ty O MR S PR S 100.0 100.0
8.75% Debentures 75.0 -
Bank Money Market Facilities.............cco...... 163.0 66.9
MaOrtgagesl .. S iR Attt i G 59.3 -
Other Notes. B st et 3.8 0.0

964.7 5131
Less—Due within one year...........ccccccceeuenee 7.2 39

$ :957.5 $ 5002

The aggregate maturities of the long-term debt
obligations at December 31, 1995 for the next five
years will be as follows, assuming no prepayments:
1996-$7.2 million; 1997-$37.9 million; 1998-$36.2
million; 1999-$145.4 million; 2000-$120.9 million;
and all future periods-$611.1 million.

On February 29, 1996, the Company exercised an
early redemption option to redeem 11.75% $4.4 mil-
lion in Palo Duro River Authority Revenue Bonds at
par value.

On February 13, 1995, the Company issued $75.0
million in non-callable 8.75% debentures due June
15, 2015.

In March and December 1995, the Company rene-
gotiated its two separate revolving credit facilities
(“Agreement I and “Agreement II”’). Agreement I
has a face value of $200.0 million with a maturity
date of March 31, 2000. Agreement II matures on
March 29, 1996, and has a value of $100.0 million.
Interest under Agreement I and Agreement II varies
depending on specified lending options available to
the Company. Generally, the variable conditions
relate to the prime rate, certificates of deposit, and
London Interbank Offered Rates, as adjusted upward
by specified percentages. As of December 31, 1995,
the Company had no borrowings outstanding under
Agreement I or Agreement II.

Agreement I and Agreement II, the Senior Notes
and the B of A Credit Facility (as defined below) all

~ contain various restrictive covenants relating to the

Company and its financial condition, operations, and
properties. Under these covenants, the Company is
required to maintain a minimum current ratio and net
worth. These covenants also include restrictions on
the payment of dividends. However, it is not antici-
pated that such limitations will affect the Company’s
present ability to pay dividends. At December 31,
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1995, under the most restrictive of these covenants,
$205.7 million was available for the payment of
dividends.

In May 1995, the Company registered $150.0 mil-
lion of unallocated securities in a Universal Shelf
Registration. That registration, which was declared
effective by the Securities and Exchange
Commission in June 1995, allows the Company to
issue up to $150.0 million of debt, equity, or war-
rants, or any combination thereof, to the public on
terms to be set at the time of issuance. The Company
will issue the securities so registered from time to
time, based on the Company’s capital requirements
and market conditions.

On June 8, 1995, the Company issued $25.0 mil-
lion in non-callable 7.25% debentures due June 15,
2010. The proceeds from the issuance of the deben-
tures were used for general corporate purposes.

On October 17, 1995, $6.2 million (the “Shamrock
P/L Note”) was assumed when the Company pur-
chased the lessor’s interest in the Southlake Products
Pipeline extending from the McKee Refinery to the
Dallas/Fort Worth area. The Shamrock P/L Note is
currently being amortized semiannually at 9.75%
with a maturity date of January 15, 1999.

During December 1995, the Company entered into
a Revolving Credit Agreement (the “B of A Credit
Facility”) with a syndication of banks to finance the
acquisition of NCS. The Credit Facility is a revolving
facility under which up to $220.0 million may be
advanced and readvanced from time to time for gen-
eral corporate purposes. Credit available under the
B of A Credit Facility is reduced by equal amounts
on four reduction dates: June 11, 1999, December 11,
1999, June 11, 2000 and at maturity on December 11,
2000. Interest under the B of A Credit Facility is
structured similar to Agreement I and Agreement II.
As of December 31, 1995, the Company had $220.0
million outstanding under the B of A Credit Facility.

On December 14, 1995, the Company assumed
$53.3 million in mortgages (the “Mortgages”) as part
of the NCS acquisition. The Mortages currently carry
an annual interest rate of 9.5% with average maturi-
ties of 7 years and are recorded at their net present
value of $59.3 million. The mortgages are secured by
retail properties owned by the Company.

Outstanding bank money market facilities are
reflected as long-term debt because the Company has
the intent and ability either to roll over the debt as it
becomes due or to convert such borrowings into
long-term debt through revolving credit borrowings.

At December 31, 1995, the Company had out-
standing $163.0 million of borrowings under bank
money market facilities provided by major money

‘center banks at a weighted average annual rate of

6.05%. The bank money market facilities are uncom-
mitted lines of credit under which banks extend unse-
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cured short-term credit to the Company from time to
time at market rates.

Agreement [ and Agreement II, the Senior Notes,
and the B of A Credit Facility are unsecured. Certain
subsidiaries of the Company have unconditionally
guaranteed the repayment of all indebtedness and the
performance of all obligations incurred by the
Company under Agreement I and Agreement II, the
Senior Notes, and the B of A Credit Facility.

On January 6, 1994, the Company prepaid the
$35.0 million balance on its $65.0 million Term Loan
Agreement (the “Term Loan”).

During February 1993, the Company issued $46.0
million in medium-term notes with an average rate of
7.44% and average maturities of 12 years.

On April 1, 1993, the Company issued $100.0 of
8% Debentures due April 1, 2023.

On February 27, 1991, the Company issued $75.0
million of 9-3/8% Notes due March 1, 2001 (the
“Notes”) under its medium-term note program.

In December 1991, the Company issued $24.0
million in various notes with an average rate of
8.45% and maturities of 12 years.

In connection with the Spin-off, the Company sold
$150.0 million of 11% Subordinated Notes due April
30, 1999, (the “11% Subordinated Notes”) to institu-
tional investors. On July 14, 1989, the original 11%
Subordinated Notes became 10.75% Senior Notes
(the “10.75% Senior Notes”) after certain contractual
conditions were met. On May 1, 1995, the Company
repaid $30.0 million of its 10.75% Senior Notes in a
scheduled installment, leaving an outstanding balance
of $120.0 million. Of this balance, $30.0 million is
payable within one year. Since the Company intends
to refinance the scheduled repayment by the use of
commercial paper or other credit facilities which
would be classified as long-term, and the Company
has the capacity to do so, the current portion of the
long-term debt payable on April 30, 1996 has been
classified as long-term debt.

Subsequent to the Spin-off, the Company placed

. $25.0 million of 9% Senior Notes due 1987-1997 (the

“99% Senior Notes”) and $5.0 million of 8.35%
Senior Notes due 1989-1997 (the “8.35% Senior
Notes”) with an institutional investor and loaned the
proceeds to the ESOP I (see Note 7). In 1989, the
Company placed $30.0 million of 8.77% Senior

‘Notes due 1997-2009 (the “8.77% Senior Notes™)

with the same institutional investor and loaned the
proceeds to the ESOP II (see Note 7).

Cash payments of interest for 1995, 1994, and
1993 were $49.6 million, $42.9 million, and $41.3
million, respectively.

Based on the borrowing rates currently available
to the Company for bank loans with similar terms and
average maturities, the fair value of long-term debt is
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estimated to be $1,028.2 million at December 31, 1995, issue was priced at $50 per share with a dividend rate of 5

including amounts payable within one year. percent. The Preferred stock became convertible into the
Company’s Common Stock on September 8, 1993, at an ini-
Note 14 — PREFERRED STOCK tial conversion price of $26.50 per share. After June 15,
In June 1993, the Company issued 1.725 million shares 1996, the Preferred Stock is redeemable at the Company’s
of 5% Cumulative Convertible Preferred Stock (the option, subject to certain conditions, for Common Stock,
“Preferred Stock™) in a private placement for an aggregate and after June 15, 2000, it is redeemable at par for cash, at
of $86.3 million, before discounts and transaction costs. The the Company’s option.
Note 15 — STOCKHOLDERS’ EQUITY
Common Paid-In Retained ESOP Treasury
Stock Capital Earnings Stock Stock
35T SN B o e s s S Wb et v : ; $ 03 §°:3568 -3 3L S 01L6) - =3
NeINEOme . s e s id Soa i n i 18.4
Cash dividends:
Common ($0.52 per share) ... R e e i el (15.0)
Convertible Preferred ($1.28 per share) (See Note 14) ........... 2.2)
Issuance of Key Employees’ and Directors’ stock............. 0.0 14 0.9
Payment on ESOP note......... 43
Purchase of treasury stock ..........cccocoeuencee 0.6)
Issuance of Convertible Preferred stock*............. 843
Adjustment of minimum liabilities of pensions (1.8)
Tax benefit of ESOP dividends 0.4
Tax benefit of stock options 04
Options exercised 0.0 1.9 (0.8) 0.4
P mbaR IS0 B 21 o aE L Sl s R 0.3 4448 130.5 (47.3) (0.6)
Net Income ..... BN 0ol ST B B e 7 % Tof : 75.8
Cash dividends:
Cormon ($0,53 PEr SHATE) ..o il i g ia bobesisapsabins b piasis (15.4)
Convertible Preferred ($2.50 per share) (See Note 14) ........... 4.3)
Issuance of Key Employees’ and Directors’ stock.......... 0.0 0.0 0.1)
Paynitnt on BSOP OIS .. .ol sliicesniioniasosiiting 5.1
Purchase of tredsury Stock...... S csiseiotoioisaeses 3.4
Adjustment of minimum liabilities of pensions ... 0.8
Success Sharing........c..coceevievercenieniereeseeseeseeseeeeenaes 0.0 0.9
Tax benefit of ESOP dividends 0.3
Tax benefit of stock options .........c.ccccceueueeee 0.5
LB T T ke R ST A AR SN AR R 0.0 1.1 0.9) 0.9
December 31, 1994 : 0.3 4473 186.8 42.2) 3.2)
Net Income 473
Cash dividends:
CommOn (SO:S0DEr SHATCF: 2 st iaion s v i (16.3)
Convertible Preferred ($2.50 per share) (See Note 14) 4.3)
Issuance of Key Employees’ and Directors’ stock............. 0.0 0.0 (0.5)
Payment on ESOP note........... 5.8
Purchase of treasury stock 0.1
Adjustment of minimum liabilities of pensions .............. -
Success sharing...... 0.3) 2.9
Tax benefit of ESOP dividend: 0.3
Tax benefit of stock options ............c......... 0.1
Btock forfertures .o ool L S R 0.0 0.0 0.7)
Options exercised o W L L 0.0 04 0.3) 0.4
511 st S el e T B s TS b R S R S 0.4) i
Detaiiber IL 4008 ndoh o o n v L i Aot e SRR $ 0.3 $ 4478 $ 2140 $ (364 $ 1.0

*The Preferred Stock that was issued in 1993 has a par value of $17,250 which is not reflected above since it does not round to the nearest $100,000.
At December 31, 1995 and 1994, the Company held 41,138 shares and 117,794 shares, respectively, as treasury stock.

Operating
Note 16 — LEASE COMMITMENTS Lessis
The Company leases certain machinery and equip-
ment, transportation and marketing facilities, and office
space under cancelable and non-cancelable leases, most of
which expire within 20 years unless renewed.

Minimum annual rentals at December 31, 1995 were 2001 and thereafter - ebefias et 112.3
as follows: $ 2774
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Rental expense for operating leases was as follows:
1995 <1994 1993

Total rentals................... et $ 345 $ 283 $21.1
Less—Sublease rental income........... 0.8 0.7 Q7
Rental eXpense.......oceeeveeeererereerenennns $ 337 $276 $204

The Company has an existing long-term lease arrange-
ment (the “Brazos Lease”) to accommodate its continued
retail outlet construction program. The Brazos Lease has
an initial lease term which will expire in April 1999.

Rent payable under the Brazos Lease is based upon the
amounts spent to acquire or construct the outlets and the
lessor’s cost of funds from time to time. At December 31,
1995, approximately $15.3 million of the $190.0 million
commitment remained available under the Brazos Lease
to construct retail outlets.

After the non-cancelable lease term, the Brazos Lease
may be extended by agreement of the parties, or the
Company may purchase or arrange for the sale of the
retail outlets. If the Company were unable to extend the
lease or arrange for the sale of the properties to a third
party in 1999, the amount necessary to purchase proper-
ties under the lease as of December 31, 1995 would be
approximately $175.0 million.

Note 17 — COMMITMENTS AND CONTINGENCIES

In connection with the Spin-off, the Company and
Maxus entered into a Distribution Agreement which,
among other things, provides for the sharing by the
Company and Maxus of certain liabilities relating to busi-
nesses of Maxus discontinued or disposed of prior to the
Spin-off date. The Company’s total liability for such
shared costs is limited to $85.0 million. Payments with
respect to the shared costs are made by Maxus and the
Company is obligated to reimburse Maxus for the
Company’s share promptly after receipt of Maxus’
invoice accompanied by appropriate supporting data.
Inasmuch as the Company has already reimbursed Maxus
for more than $37.5 million, the Company’s share of
remaining shared costs is one-third of the amounts paid
by Maxus. Although some expenditures are still subject to
audit, the Company has reimbursed Maxus for a total of
$75.0 million as of December 31, 1995, including $11.4
million paid during 1995. See Note 3 for a change in the
method of accounting for the liability.

Pursuant to the Distribution Agreement, the Company
will also reimburse Maxus for one-third of all payments
for the cost of certain medical and life insurance benefits
for eligible retired employees made by Maxus after the
Spin-off date with respect to persons who retired on or
before the Spin-off date (see Note 7). The actuarial cost of
these expected payments under the Distribution
Agreement is included in the Accumulated Postretirement
Benefit Obligation recorded as of January 1, 1992 (see
Note 3).

The Company’s commitments for future purchases are
for quantities not in excess of anticipated requirements
and at prices which will not result in a loss. There are no
long-term contracts with crude oil suppliers which would
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fix the cost of future deliveries. The Company anticipates
that it will sustain no losses in fulfillment of existing sales
contracts.

The Company purchases its crude oil and other feed-
stocks from both domestic and foreign sources. During
1995, approximately 32% of the total feedstocks processed
in the refineries was foreign crude oil. The Company does
not anticipate any disruption in the availability of crude oil
or other feedstocks, but the price of such commodities is
beyond the Company’s control, being affected by many
factors including the supply and demand for crude oil,
changes in domestic and foreign economies and political
affairs, and the extent of governmental regulation.

The Company is a party to a number of lawsuits, the
outcomes of which are not expected to have a material
effect on the Company’s financial position or results of
operations.

Federal, state and local laws and regulations establishing
various health and environmental quality standards affect
nearly all of the operations of the Company. Included
among such statutes are the ‘Clean Air Act of 1955, as
amended; the Clean Water Act of 1977, as amended; the
Resource Conservation and Recovery Act of 1976, as
amended; and the Comprehensive Environmental Response,
Compensation and Liability Act of 1980, as amended.

Regulations issued by the EPA in 1988 with respect to
underground storage tanks require the Company, over a
period up to ten years, to install, where not already in place,
spill prevention manholes, tank overfill protection devices,
leak detection devices, and corrosion protection on all
underground tanks and piping at retail gasoline outlets. The
regulations also require periodic tightness testing of under-
ground tanks and piping. Commencing in 1998, operators
will be required under these regulations to install continuous
monitoring systems for underground tanks.

The Company has in effect policies, practices, and pro-
cedures in the areas of pollution control, product safety,
occupational health, the production, handling, storage, use,
and disposal of hazardous materials to prevent an unreason-
able risk of material environmental or other damage, and the
material financial liability which could result from such
events. However, some risk of environmental or other dam-
age is inherent in the business of the Company, as it is with
other companies engaged in similar businesses.

None of the estimated costs or liabilities associated with
individual locations identified as being in need of environ-
mental remediation at December 31, 1995 is material to the
results of operations of the Company. The environmental
reserve of $18.9 million listed under Other Liabilities and
Deferred Credits (see Note 12) is the fair value of a reserve
established by NCS prior to its emergence from bankruptcy
in March of 1993 for the cleanup of contaminated soil and
groundwater caused by releases from underground gasoline
storage tanks and underground piping systems and claims
for third party damages relating to such releases. The actual
costs may be higher or lower than that accrued due to the
difficulty in estimating such costs and due to the potential
changes in the status of regulations and state reimbursement
programs.
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Supplementary Financial Information (unaudited)

QUARTERLY FINANCIAL DATA

(dollars in millions, except per share) 1995.Quarter Ended March 31 June 30 Sept. 30 Dec. 31
T 2 S P o W e I oSt e S il el e $ 676.7 $ 7897 § 7463 $ 724.1
L6700 S 1) 7 S S SRR L B R o s 1 B AN 449 83.2 46.1 48.1
Jy (2110311 | e o 0 54 28.0 4 8.2
Primary earnings per common share 0.15 0.93 0.16 0.24
Fully diluted earnings per common share ..........c.cccccecbviuniiriecennennen. 0.15 0.87 0.16 0.24
Cash dividends per share

1111113 RO s o 70 1 A MO DS £ R SN, X5 A $ 0.14 $ 0.14 $ 0.14 $ 0.14

B e e A e i g ey 0.625 0.625 0.625 0.625

28 7/8 28 1/4 28172 29 1/8
221/8 23348 23718 235/8
March 31 June 30 Sept. 30 Dec. 31

R [ e e E O ) P DAl s $ 5838 § 646.5 $ 7004 $ 675.6
(6 0 [ e IR S S e ST et LSS = iy 52:1 82.3 68.7 62.8
I T A S S DO e L S s T R S e 122 2.3 20.6 1357
Primary earnings per common Share ... i cu-sinbevioisnmssssmsssives el 0.38 0.91 0.67 0.49
Fully diluted earnings per common Share ............coocceveiureueierniennences 0.38 0.85 0.64 0.48
Cash dividends per share .

Common $ 013 $ 013 ¥ 013 $ 0.14

Preferred 0.625 0.625 0.625 0.625
Market price per common share

1 1V e e i e R RO R L o A 30 28 1/4 28172 29 1/8

LT, A e S W S X WO ST ST, TN T S P 24188 23348 2378 235/8
(1) Gross profit is sales and operating revenues less cost of products sold and operating expenses and depreciation.
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Selected Historical Financial Information (unaudited)

(dollars in millions, except per share) 1995 1994 1993 1992 1991
OPERATIONS
Sales and operating revenues:
Refining and - Wholesale ..........csauiimmmmsinmsiinses $ 14358 $ 13208 ‘$§ 12948 $ 12904 § 12932
RetiH o i it st ssnsnsimieebepiienssinnsen 1,125.6 9743 958.1 970.7 908.1
Allied Businesses. Ao N Fhr R 3754 3112 302.4 341.5 374.6
TOAL osisisinviamonssuimasmivs ingaseionsesstbssssaoonion $ 29368 $ 26063 $ 2553 § 26026 $ 25759
Operating profit:
Refining and Wholesale .................omeerervevevennnns $ 858 $ 1468 $ 739 $ 68.1 $ 86.8
55.6 58.9 62.7 46.6 26.1
48.1 26.0 15.0 2239 52.5

$ 1895 § 2317 § 1516 § 1376 § 145.4

Income from continuing OPErations .............c..wweeees $ 473 $ 758 $ 326 $ 264§ 37.1
NELINCOMIE .vu.irivesnensiunsinsisesisorssmanssssssassassasssssssismssionses $ 473 § 758 § 184 § 87 $ 37.1
FINANCIAL POSITION
CRITERtASRE1S .. coiirmrsinsstssassnssiims o araninimms i $ 6549 § 5404 § 3562 $ 3585 $ 409.8
Current liabilities............... orsnisssoienssamsi iesnessinsibestss 489.5 374.1 2204 217.0 252.9
Properties and equipment, .

less accumulated depreciation ...........cccceeeienneee 1,357.1 1,026.1 941.1 897.6 791.2
TOUB] AEERLS .. connieessersiniremsasassbsmmessseasintomssessst sessossinss $° 22454 § 16208 $ 13492 §$§ 12975 § 12223
CAPITAL STRUCTURE
Long-term debt including portion due

within one year...... i rinmsiapie bipranss $ 9%4.7 $ 5131 § 489.7 $ 5369 § 446.1
Deferred THeOME BAXES:. .oituoriiiiorscbioss sisssssinsstansersesiin 57.0 815 43.7 61.4 65.6
Stockhioldars” SqUILY... i uirmssitisammsispmadssmmmessisns 624.7 589.0 5211 435.7 437.6

Total........... B : $§ 16464 $§ 11836 $ 10661 $ 10340 § 949.3

OTHER DATA .
Capital eXPenditures...........ovveeresiversereessersesseseesnnes $ 556.6 $ 1621 § 131.8 $ 1705 § 180.1
Depreciation and amortization ................cceeeeeeeeens 717 70.9 64.3 56.8 32.3
Book: valug per-share¥ ... s : 19.47 18.45 16.40 16.50 16.76
PER COMMON SHARE
Primary earnings:

Continuing QPErAtions ..........c..eevreeesereserissersenens $ 148 $ 245 § 1.04 $ 092 § 1.39

NEL INCOME. . 2un s honansoinsissnstascnseriods upsostinssosipuistisens 1.48 245 0.55 0.30 1.39
Fully diluted earnings:

Continuing OPErations ..............c.erueerusesissnnenes $ 1.46 234§ 1.04 $ 092 § 1.36

INELANCOMIC.. 5essucsiiaisssscsibesssasspasinssmsorssnsebismssassrass 1.46 234 0.55 0.30 1.36
CASH DIVIDENDS PER SHARE

Common Stoek wuioiaimmms s $ 056 §$ 053 § 052 §$ 052 $ 0.52

Preferred STOCK ......c.ciniomictimsio oot 2.50 2.50 1.28 S e
FINANCIAL RATIOS
71y 1y ) G RO AN e R Y S 1.3 14 1.6 17, 1.6

Total debt as a percent of total capital 58.6% 43.4% 45.9% 51.9% 47.0%

*Calculated excluding 1,340,983 ; 1,669,264, 1,985,102, 2,286,705 ; and 2,573,904 unallocated ESOP shares at December 31 of the respective years.
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Five Year Operating Information (unaudited)

1992

1995 1994 1993 1991
OPERATIONS
Crude Oil Reﬁning Capacity (barrels per day at year-end)
Mlolee s diets b o Bl e st Bl it B0 a TR 140,000 135,000 125,000 120,000 110,000
gL T R S o AP 75,000 70,000 70,000 55,000 55,000
Total 215,000 '205,000 195,000 175,000 165,000
Crude Oil Refined (barrels per day) S
117 (1] 0 B e G e R e e s 130,439 126,235 118,949 112,909 111,765
TR RIVEIS ok Soih i b e s sk 74,499 69,428 61,280 ) 48,238
0 | R S B RS e e R g e 204,938 195,663 180,229 164,684 160,003
Capaotby UtLARON . v simsisisessseoineting 95.3% 95.4% 92.4% 94.1% 97.0%
Total Inputs (barrels per day) :
Domestic EmMOE OFl.. . i i Beiaesisiits tipsitiston 135,418 139,099 137,672 145,687 140,244
o Crlde Ol o ol Dasiamainds, 69,520 56,564 42,557 18,997 19,759
OtherFeedstoekSs.in i niainain i 14,238 13,888 16,528 16,034 19,003
Total 5 Whatvet g 219,176 209,551 196,757 180,718 179,006
Crude Oil Purchase Cost (dollars S g Ser S St 18.58 17.08 18.57 20.64 21.83
Inventory (thousands of barrels at year-end) x
Ol O i i s L S m i 7,210 7,747 2,499 1,796 3,085
Betroleum Products. oo . i i it inae, 3,794 3277 3,736 2,845 3,509
REFINED PRODUCT SPREAD (dollars per barrel) :
Prodiiot Sales PriCes .o i o e v st 22.31 21.53 22.39 24.04 23:35
Raw Material COStS ........ccvveererererererreresneceesesensennnes 18.82 17.13 18.63 20.83 21.76
Refined Product Spread ..........c.coccveeuevurennnee 3.49 4.40 3.76 321 3:79
PRODUCTS MANUFACTURED (barrels per day) 4
T e R S S P SR R AN A 124,573 120,377 112,974 104,220 103,271
Piesel el et o 47,663 44 425 39,952 31,462 34,478
AVIHONTRIBL . i i iitincion s s i 17,946 18,921 17,602 18,900 16,382
L0131 e RS e T A T A W R LA IS o 30,751 26,478 26,014 24,965 24,900
1 1y) 2| RSO T - C S NGos MR A Bt e e, 220,933 210,201 196,542 179,547 179,031
WHOLESALE REFINED PRODUCT SALES (barrels per day)
Gasoline SNCHR AN A e R4 N S BTN 153,140 142,016 134,954 128,507 122,831
1B T H T R AR S N, . e 52,484 49,102 43,774 36,487 37,686
AVIAHORTRNOLN o ccions it iioss oo 18,705 21,206 20,437 21,043 15,944
Other.. 13,817 13,373 12,872 13,156 12,148
0Tl e it s i R e biionin 238,146 225,697 212,037 199,193 188,609
WHOLESALE REFINED PRODUCT SALES (dotiars per barrel)
Gasolilies wi s sesustans s 24.37 23.06 24.15 26.54 28.09
Diesel Fuel «::22.04 21.46 22.99 24.49 25.39
Aviation Fuel - 22.50 22.05 23.78 25.07 26.95
Other. MR S s L el 14.96 14.32 14.43 13.45 14.24
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Five Year Operating Information (vnaudited continved)

‘ 1995 1994 1993 1992 1991
| RETAIL
Number of Retail Outlets (ar year-end)
Company Operated............ceeeernemncrririerssnienesinnnes 1,506 810 776 761 763
Company OWHEd ... 555l ssecrit e psbisisammeinirciesssons 715 496 504 518 529
Company Leased ..........c.ccceneeee AR P S M 314 272 243 234
RETAIL SALES
Gasoline (harrels per dl)es suspssvavasospssecssirmpsnsasnssesnnovarbishs 61 ,766 56,410 55,473 53,93 1 50,876
Diesel THarrels PEr d@¥) Jivssirsseresgirsusibastgonsironassbiniveninsnsspans 2,2 16 | ,795 | ,606 | ,455 1 5 164
MerchandiSe ($000/day).........ovveerereveerereereerereseseeseseans 957.9 872.9 820.7 792.6 710.5
| OTHER DATA
Number of Jobber Outlets (ar year-end).....ovvvereeeereennen. 1,203 1,206 1,194 1,163 1,155
Miles of Products Pipelines (ar year-end)..........cvuvuuevee. 2,959 2,484 2,291 2,290 2,275
Miles of Crude Oil Pipelines (ar year-end) ......ceveuerenneee 1,268 1,289 2,110 2,110 1,839
Sales & Operating Revenue Retail Merchandise Sales
(In millions of dollars) (In dollars per day, per store)
2900
1100 Elsesuisvins o
SN 1,075 =
2700 1,050 B
| 2600 W02 S
| 1,000
2500 . 075
2000 950
91 92 -93 94 95 91 92 93 94 95
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Board of Directors

Seated from left to right

Bob Marbut

Chairman and CEO
Argyle Television, Inc.
San Antonio, Texas

E. Glenn Biggs
President

Biggs & Co.

San Antonio, Texas

William E. Bradford
President and CEO
Dresser Industries, Inc.
Dallas, Texas

DiAMOND SHAMROCK

Dr. Lauro F. Cavazos

Adjunct Professor of Family Medicine
and Community Health

Tufts University School of Medicine
Boston, Massachusetts

Former U.S. Secretary of Education

Standing from left 1o right

B. Charles Ames
Partner, Clayton & Dubilier, Inc.
New York, New York

Katherine D. Ortega

Former Alternate Representative of
the United States to the 45th General
Assembly of the United Nations

38th Treasurer of the United States
Washington, D.C.

CORPORATE INFORMATION

Roger R. Hemminghaus

Chairman, CEO, and President
Diamond Shamrock, Inc.

San Antonio, Texas

Dr. William L. Fisher

Professor and the Leonidas T. Barrow
chair in Mineral Resources

The University of Texas

Austin, Texas

W. H. Clork

Former CEO and Chairman
Nalco Chemical Company
Chicago, Illinois



Officers

Roger R. Hemminghaus

Chairman, CEO, and President
Age: 59; B.S., Auburn University
Joined the company in 1984.
Background includes engineering,
operations, strategic planning, and
management

A. W. “Ed" 0'Donnell

President, Marketing, and

Senior Vice President/Group Executive
Age: 63; B.A., Manhattan College
Joined the company in 1985.
Background includes marketing and
management !

Penelope Rhude Viteo

Vice President, Human Resources

Age: 43; B.A., University of Texas;

J.D., Texas Tech University School of Law
Joined the company in 1978.

Background in law

Robert S. Beadle
Vice President, Retail Marketing

Age: 46; B.S. and M.S., Cornell University

Joined the company in 1976.
Background in engineering, marketing,
planning, public affairs, crude supply, and

» petrochemicals

Thomas A. Lyons

Vice President, Crude Qil Supply
Age: 46, B.A., Glenville State College
Joined the company in 1972.
Background in retail marketing and
product supply and distribution

John S. Emley

Vice President, Information Systems

Age: 48; B.S., University of Michigan;
M.B.A., Case Western Reserve University;
Joined the company in 1974.

Background in finance, planning, and
engineering

L. Don Thurmond

Vice President, NCS, Wholesale Marketing
Age: 52; attended Southwest Texas

State University

Joined the company in 1971.

Background in retail operations,
marketing, and advertising

Williom R. Klesse

Executive Vice President

Age: 49; B.S., University of Dayton;

M B.A., West Texas A&M University
Joined the company in 1969.
Background in engineering, marketing,
supply, petrochemicals, planning, and
public affairs

Timothy J. Fretthold

Senior Vice President/Group Executive
and General Counsel

Age: 46; B.A., Yale University;

J.D., Case Western Reserve University
Joined the company in 1977.
Background in law and public affairs

Gary E. Johnson

" Vice President, and Controller -

Age: 60; B.S., Kent State University
Joined the company in 1960).
Background in accounting

and financial management

Robert E. Kerns

Vice President, McKee Plants

Age: 58; B.S., Texas Tech University
Joined the company in 1961.
Background in engineering and refining
operations

Joseph C. Shockney

Vice President, Planning and Development
Age: 58; B.S., Purdue University;

M.S., Massachusetts Institute of Technology
Joined the company in 1965.

Background in engineering, information
systems, planning and development

Lynn Hillman

Vice President, Pipelines and Terminals
Age: 50; B.S., Clarkson University
Joined the company in 1988.
Background in engineering and

crude oil supply

Douglas B. Binford

Vice President, Merchandising

Age: 52; B.S., West Virginia State College
Joined the company in 1995.
Background in retail marketing and

“ merchandising

CoRPORATE INFORMATION

J. Robert Mehall

Executive Vice President

Age: 53; B.S., West Virginia University;
M.B.A., Purdue University; :
M.S., Case Western Reserve University
Joined the company in 1972.
Background in engineering, supply,
research, manufacturing, and marketing

W. Paul Eisman

Vice President, Refining and Group Executive
Age: 40; B.S., Texas Tech University

Joined the company in 1979.

Background in engineering and refining
operations

Robert C. Becker

Vice President and Treasurer

Age: 54; B.S., Ohio State University

Joined the company in 1966.

Background in accounting and

financial management k 5

Lyle E. Hawthorne

Vice President, Engineering

Age: 62; B.S., University of Nebraska

Joined the company in 1967. "
Background in engineering

Patrick W. McConahy

Vice President, International Operations
Age: 45; B.S., California Polytechnic
State University at San Luis Obispo
Joined the company in 1979.
Background in human resources

Mike Milam

Vice President, Operations

Age: 41; B.S., Texas Tech University;
M.B.A., West Texas A&M University
Joined the company in 1978.
Background in engineering and refining
operations

Jerry D. King

Managing Attorney, Assistant General Counsel,
and Corporate Secretary

Age: 45; B.A., Colorado State University;
J.D., Baylor University

Joined the company in 1976.

Background in law
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General Information

Executive Offices

Diamond Shamrock, Inc.

P.0. Box 696000

San Antonio, Texas 78269-6000
9830 Colonnade Boulevard

San Antonio, Texas 78230
Phone 210/641-6800

Home Page address:
www.diasham.com ,

Other Key Locations

Credit Card Center

P.O. Box 631
Amarillo, Texas 79105
112 West 8th Street
Amarillo, Texas 79101
Phone 806/378-3601

McKee Refinery

. HCR 1, Box 36

Sunray, Texas 79086-9705
Phone 806/935-2141

Mont Belvieu Operations

P.O. Box 569

819 South Main

Mont Belvieu, Texas 77580
Phone 713/576-3200

Natural Gos Liquids Markefing,
Storage, and Distribution

2900 North Loop West, Suite 1400
Houston, Texas 77092-8889
Phone 713/684-1100

Nitromite Ferfilizer
P.O. Box 8026
Amarillo, Texas 79114

4211 1-40 West, Suite 200

Amarillo; Texas 79106
Phone 806/356-0040

North American InTeleCom, Inc.
14100 San Pedro, Suite 400
San Antonio, Texas 78232
Phone 210/352-1400

Three Rivers Refinery

"P.O. Box 490

301 Leroy Street :
Three Rivers, Texas 78071 -
Phone 512/786-2536

\r

Stock Transfer and

Dividend Dishursing Agent

KeyCorp Shareholder Services, Inc.
P.O. Box 6477
Cleveland, Ohio 44101-1477

" Phone 800/542-7792

Account Information

For specific information related to
stockholder records, such as change
of address, transfer of ownership,
payment of cash dividends, or
replacement of lost checks or stock
certificafes, please write directly to the
transfer agent:

KeyCorp Shareholder Services, Inc.
P.O. Box 6477 :
Cleveland, Ohio 44101-1477

Phone 800/542-7792

Stockholder Information >
If you need assistance in understanding
stock transactions, your responsibilities,
or the services performed by the

- transfer agent, call:

Diamond Shamrock, Inc.
Shareholder Services
Phone 210/641-8795, press 3

For information about
Diamond Shamrock, call:

Investor Relations
Phone 210/641-8795, press 4

Principal Market Information
Trading Symbol: DRM

New York Stock Exchange
CUSIP Number 252747-10-0

.Independent Accountants
Price Waterhouse LLP
San Antonio, Texas . -

Financial Information

" You may obtain a copy of the company’s

Annual Report, 10-K, and other financial
information, free of charge, by writing:

Diamond Shamrock

Attn: Investor Relations

P.O. Box 696000

San Antonio, Texas 78269-6000
Phone 210/641-8795, press 1

Employment-Opportunifies
Diamond Shamrock is an equal
employment opportunity employer.

Diamond Shamrock and its
subsidiaries fully support the concept
and practice of-equal employment
opportunities. It is Diamond
Shamrock’s policy to recruit, employ,
compensate, train, promote, transfer,
and otherwise treat all employees
similarly without regard to race, color,
religion, gender, age, national origin,
disability, or veteran status. -

Decisions on employment and
promotions are based solely upon the
individual’s qualifications for the
position being filled. All personnel
actions such as compensation, benefits,
transfers, company sponsored training,
education, and social and recreational
programs are administered in accordance
with this policy. '

Printed in U.S.A.

®

Printed on Recycled Paper



&

Diamond Shamrock, Inc.

9830 Colonnade Boulevard
P.O. Box 696000
San Antonio, Texas 78269-6000
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