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PART | - FINANCIAL INFORMATION
Item 1. Financial Statements

VALERO ENERGY CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(Millions of Dollars, Except Par Value)

June 30, December 31
2010 2009
(Unaudited)
ASSETS
Current assets:
Cash and temporary cash investments $ 2,001 $ 825
Restricted cash 13 122
Receivables, net 4,122 3,773
Inventories 4,767 4,863
Income taxes receivable 79 888
Deferred income taxes 171 180
Prepaid expenses and other 170 261
Assets held for sale and assets related to discontinued operations 25 224
Total current assets 11,348 11,136
Property, plant and equipment, at cost 29,439 28,463
Accumulated depreciation (6,076) (5,592)
Property, plant and equipment, net 23,363 22,871
Intangible assets, net 223 227
Deferred charges and other assets, net 1,543 1,395
Total assets $ 36,477 $ 35,629
LIABILITIES AND STOCKHOLDERS OEQUITY
Current liabilities:
Current portion of debt and capital lease obligations $ 523 $ 237
Accounts payable 5,856 5,760
Accrued expenses 440 514
Taxes other than income taxes 572 725
Income taxes payable 237 95
Deferred income taxes 184 253
Liabilities related to discontinued operations 102 225
Total current liabilities 7,914 7,809
Debt and capital lease obligations, less current portion 7,511 7,163
Deferred income taxes 4,270 4,063
Other long-term liabilities 1,731 1,869
Commitments and contingencies
Stockhol dersé equity:
Common stock, $0.01 par value; 1,200,000,000 shares authorized;

673,501,593 and 673,501,593 shares issued 7 7
Additional paid-in capital 7,833 7,896
Treasury stock, at cost; 107,249,003 and 108,798,847 common shares (6,620) (6,721)
Retained earnings 13,591 13,178
Accumulated other comprehensive income 240 365

Total stockholdersodé6 equity 15,051 14,725
Total Iliabilities and stocki$db4ér so $3p.629t

See Condensed Notes to Consolidated Financial Statements.




VALERO ENERGY CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME
(Millions of Dollars, Except per Share Amounts)

Operating revenues (1)

Costs and expenses:
Cost of sales
Operating expenses
Retail selling expenses
General and administrative expenses
Depreciation and amortization expense
Asset impairment loss
Total costs and expenses

Operating income (loss)
Other income (expense), net
Interest and debt expense:
Incurred
Capitalized
Income (loss) from continuing operations
before income taxexpense (benefit)
Income taxexpense (benefit)
Income (loss) from continuing operations

(Unaudited)

Three Months Ended

June 30,

2010

2009

$ 21,775 $ 17,376

Six Months Ended
June 30,
2010 2009
$ 41418 $ 30,704

Income (loss) from discontinued operations, net of income taxes 53

Net income (loss)

Earnings (loss) per common share:
Continuing operations

Discontinued operations
Total

Weighted-average common shares outstanding (in millions) 563

Earnings (loss) per
Continuing operations
Discontinued operations
Total

Weighted-average

assuming dilution (in millions)

Dividends per common share

Supplemental information:

C O mmo n

C O mn

19,320 16,014 37,456 27,218
847 781 1,759 1,626

187 171 360 340

131 122 228 267

367 361 724 711

2 119 2 141
20,854 17,568 40,529 30,303
921 (192) 889 401

1 (23) 12 (29)

(138) (118) (285) (237)

22 34 42 73

806 (299) 658 213

276 (108) 229 40

530 (192) 429 173

(63) 41 (118)

$ 583 $ (254 $ 470 $ 55
$ 094 $ (©036) $ 076 $ 0.33
0.10 (0.12) 0.07 (0.22)

$ 104 $ (048 $ 08 $ 0.11
525 563 520

share assuming dilut
$ 093 $ (@036 $ 076 $ 0.33
0.10 (0.12) 0.07 (0.22)

$ 103 $ (048 $ 083 $ 0.11
567 525 567 525

$ 005 $ 015 $ 010 % 0.30
$ 229 $ 433 % 433

(1) Includes excise taxes on sales by our U.S. retail system $ 225

See Condensed Notes to Consolidated Financial Statements.



VALERO ENERGY CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Millions of Dollars)

(Unaudited)
Six Months Ended
June 30
2010 2009
Cash flows from operating activities:
Net income $ 470 $ 55
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization expense 724 767
Asset impairment loss 2 159
Gain on sale of Delaware City Refinery assets (92) -
Noncash interest expense and other income, net 4 15
Stock-based compensation expense 22 23
Deferred income taxexpense (benefit) 83 (125)
Changes in current assets and current liabilities 613 557
Changes in deferred charges and credits and other operating activities, net (56) (44)
Net cash provided by operating activities 1,770 1,407
Cash flows from investing activities:
Capital expenditures (785) (1,351)
Deferred turnaround and catalyst costs (343) (249)
Purchase of ethanol facilities (260) (556)
Proceeds fromthe sale of the Delaware City Refinery assets and associated
terminal and pipeline assets 220 -
Minor acquisitions - (29)
Other investing activities, net 11 11
Net cash used in investing activities (1,157) (2,174)
Cash flows from financing activities:
Non-bank debt:
Borrowings 1,244 998
Repayments (517) (209)
Accounts receivable sales program:
Proceeds from sale of receivables 1,225 500
Repayments (1,325) (500)
Proceeds fromthe sale of common stock, net of issuance costs - 799
Issuance of common stock in connection with employee benefit plans 11 4
Common stock dividends (57) (155)
Debt issuance costs (20) 8)
Other financing activities, net 4 (1)
Net cash provided by financing activities 575 1,428
Effect of foreign exchange rate changes on cash (12) 22
Net increase in cash and temporary cash investments 1,176 683
Cash and temporary cash investments at beginning of period 825 940
Cash and temporary cash investments at end of period $ 2001 $ 1623

See Condensed Notes to Consolidated Financial Statements.



VALERO ENERGY CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(Millions of Dollars)

(Unaudited)
Three Months Ended  Six Months Ended
June 30, June 30,
2010 2009 2010 2009
Net income (loss) $ 583 $ (254) $ 470 $ 55
Other comprehensive income (loss):
Foreign currency translation adjustment (138) 191 (37) 110
Pension and other postretirement benefits:
Net loss arising during the period, net of income
tax benefit of $-, $-, $-, and $- (21) - (21) -
Net gain reclassified into income, net of income
tax expense of $-, $-, $-, and $- 1) - (2 -
Net loss on pension and other
postretirement benefits (22) - (23) -
Derivative instruments designated and qualifying
as cash flow hedges:
Net gain (loss) arising during the period, net of incol
tax (expense) benefit of $-, $(2), $1, and $(34) = 3 Q) 63
Net gain reclassified into income, net of income
tax expense of $17, $39, $34, and $60 (32) (72) (64) (112)
Net loss on cash flow hedges (32) (69) (65) (49)
Other comprehensive income (loss) (192) 122 (125) 61
Comprehensive income (loss) $ 391 ¢ _(132) g 345 ¢ _ 116

See Condensed Notes to Consolidated FinhBtiements.



VALERO ENERGY CORPORATION AND SUBSIDIARIES
CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. BASIS OF PRESENTATION, PRINCIPLES OF CONSOLIDATION, AND SIGNIFICANT
ACCOUNTING POLICIES

As used in this report, the terms AValero, 0 Awe, 0
one or more of its consolidated subsidiar@sall of them taken as a whole

These unaudited consolidated financial statements include the accounts of Valero and subsidiaries in
which Valero hasa controlling interest. Intercompany balances and transactions have been eliminated in
consolidation. Investments insignificant non-controlled entities are accounted for usingetlequity
method.

These unaudited consolidated financial statements have been prepared in accordance with United States
generally accepted accounting principles (GAAP) for imefinancial information and with the
instructions to Form X and Article 10 of Regulation-% of the Securities Exchange Act of 1934.
Accordingly, they do not include all of the information and notes required by GAAP for complete
consolidated financiadtatements. In the opinion of management, all adjustments considered necessary
for a fair presentation have been included. All such adjustments are of a normal recurring nature unless
disclosed otherwise. Financial information for theeeand sixmonts endedlune30, 2010 and 20@

included in these Condensed Notes to Consolidated Financial Statements is derivedrfuoaudited
consolidated financial statements. Operating results fahteeand sixmonthsendedJune30, 2010 are

not necessarilindicative of the results that may be expected for the year ending DecgéinB6ét0.

The consolidated balance sheet as of DecembeP@®B, has been derived from the audited financial
statements as of that date. For further information, refer to theoldated financial statements and
notes thereto included wur annualreport on Form 14K for the year ended December 2D(0.

We have evaluatedubsequenevents that occurredfter June80, 2010 through the filing of this
Form10-Q. Any material sbsequent eventshat occurred during this timehave been properly
recoquizedor disclogdin our financial statements.

Use of Estimates

The preparation of financial statements in conformity with GAAP requise® make estimates and
assumptions that aife the amounts reported in the consolidated financial statements and accompanying
notes. Actual results could differ from those estimates. On an ongoingwaseiew our estimates

based on currently available information. Changes in facts and ctaonoes may result in revised
estimates.

Reclassifications
Certain amounts previously reported have been reclassified to conformtilheresentation.

As discussed in Noté, we permanently shut down our Delaware @finery in the fourth quarter of

2009, and our board of directors approved a plan of sale fostluutdown refinery and associated
terminaland pipeline assets at Delaware City in the first quarter of 2010. As a result, these assets have
been presentedchithe consolidated balance sheet as assets held for sale and assets of discontinued
operations as ofune30, 2010 and Decembé&d, 2009. In addition, the results of operations of the
Delaware City Refinery have been presented as discontinued operatibesconsolidated statements of
income forall periods presented.



VALERO ENERGY CORPORATION AND SUBSIDIARIES
CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Asset impairment losses have been presented on a separate line in the consolidatedssifiteomane.

These asset impairment losses resulted from the cancellation of certain capéets petassified as
fconstruction i n pamdgixmerghs endeduneB® 20090 such togses havénbeane
reclassified from operating expenses and presented separately. The asset impairment losses are also
presented on a separate linghe consolidated statements of cash flows, which resulted in an adjustment
toichanges in deferred charges and credits and ot he
six months endedune30, 2009. Asset impairment losses presentedhéndonsolidated statements of

cash flowsfor the six months ended June 30, 2@@8udes asset impairment losses associated with the
Delaware City Refinerybut such lossesare included in discontinued operations in the consolidated
statements of income.

2. ACCOUNTING PRONOUNCEMENTS

Transfers of Financial Assets

In June 2009T opic 860 of the Accounting Standards Codification (ASCY, r a nasnfde rSser vi ci ng, O
modifiedto clarify the requirements for derecognizing transferred financial assets, remaantept of

a qualifying speciapurpose entity and related exceptions, and require additional disclosures related to
transfers of financial asset$his guidancevaseffective for fiscal years, and interim periods within those

fiscal years, beginning aftdlovemberl5, 2009, and earlier applicatisrasprohibited. The adoptioof

these provisions oASC Topic 860 effective January, 2010did not dfect our financial position or

results of operations.

Variable Interest Entities

In June 2009, ASC Topic 81, fiConsolidati on, drowsars relatatetmvéiriaible t o0 mc
interest entities to include entities previously considered qualifying sygmoipbse entities, as the

concept of these entities was eliminatdthis modificationalso clarifies cosolidation requirements and

expands disclosure requirements related to variable interest enfiliese provisionsf ASC Topic 810

were effective for fiscal years, and interim periods within those fiscal years, beginning after
Novemberl5, 2009, and eber applicationwas prohibited. The adoption dhese provisions ofASC

Topic 810effective January, 2010did not dfect our financial position or results of operations.

3. ACQUISITION S

The acquired ethanol businesses discussed below involve thetiwadand marketing of ethanol and its
co-products, including distillers grains. The operations of our ethanol business complement our existing
clean motor fuels business.

Acquisitions of ASA and Renew Asse

In December 2009, we signed an agreement A8A Ethanol Holdings, LLC (ASA) to buy two ethanol
plants located in Linden, Indiana and Bloomingburg, Cdmd made a $2@nillion advance payment
towards the purchase of these facilitie®n Januaryl3, 2010, we completed the acquisitioh the
facilities, including certain inventorief®r a total purchase price of $2illion.

Also in December 2009, we received approval from a bankruptcy court to acquire an ethanol facility
located near Jefferson, Wisconsin from Renew Energy LLC (Reaad)made a $dillion advance
payment towards the purchase of this facility. We completed the acquisition of this facility, including
certain receivables and inventories, on FebrdaB010 for a total purchase price®® million.



VALERO ENERGY CORPORATION AND SUBSIDIARIES
CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

The assets acquired from ASA andriRwwererecognized at acquisitiethate fair values as determined
by independenappraisad and other evaluations as follows (in millions):

Current assets, primarily inventory $ 11
Property, plant and equipment 269
Identifiable intangible assets _1

Total consideration $281

Neither goodwill nor a gain from a bargain purchase was recognized in conjunction with thandSA
Renewacquisitiors, and no contingent assets or liabilities were acquired or assumeatidition, pro

forma results of opations for the three and six months ended Be&009 have not been presented for
these acquisitions as the acquisitions were not material to our financial position or results of operations.
The consolidated statement of income for the six months ehdaexl30, 2010 includes the results of the
ASA and Renew acquisitions as of their acquisition dates in the first quarter of 2010.

Acquisition of VeraSun Assets

In the second quarter of 2009, we acquired seven ethanol plants and a site under development fro
VeraSun Energy Corporation (VeraSun). The acquisition of these ethanol plants (referred to as the
VeraSun Acquisition) was completed under three separate closing transactions. The purchase price for
the VeraSun Acquisition was $4willion plus $79million primarily for inventory and certain other
working capital.

The assets acquired and liabilities assumasie recognized at their acquisitiatate fair values as
determined byan independerappraisal and other evaluations as follows (in millions):

Current assets, primarily inventory $ 77
Property, plant and equipment 491
Identifiable intangible assets 1
Current liabilities (10)
Other longterm liabilities _(3

Total consideration $ 556

Neither goodwill nor a gain from a bargain purchases wecognized in conjunction with the VeraSun
Acquisition, and no contingent assets or liabilities were acquired or assumed in the acquisition.



VALERO ENERGY CORPORATION AND SUBSIDIARIES
CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

The consolidated statements of income include the results of operationgtifahel planteommencing
on ther closing dates in the second quarter of 2008vo of the acquired plants with closing dates
subsequent to April 1, 2009 were not operatatigthe time of acquisition. Herefore,pro forma
information for thethree months ended JuB@, 2009is the samesour actual consolidated results of
operations fothatperiod. The pro forma information presented below forstkenonths endedune30,
2009 assumethatthe VeraSun Acquisition occurred on Januhrz009andthat the purchase price was
funded withproceeds from the issuance of $3Bilion of debt on Januar¥, 2009. The consolidated pro
forma operating revenues, net income, and earnings per commonishaseiming dilution of the
combined entity are shown in the table below (in millions, excepsipare amoujt

Six Months Ended
June 3Q 2009

Consolidated pro forma:

Operating revenues $30,927
Income from continuing operations 166
Earnings per common share from

continuing operations assuming dilution 0.32

4. SALE OF DELAWARE CIT Y REFINERY ASSETS AND ASSOCIATED TERMINAL AND
PIPELINE ASSETS

On Novembef0, 2009, we announced the permanent shutdown of our Delaware City Refinery due to
financial losses caused by poor economic conditions, significant capital spending requirendemitgh an
operating costs. In the fourth quarter of 2009, we recorded -tapress of $1.®illion, of which
$1.4billion represented the writdown of the book value of the refinery assets to net realizable value.
The results of operations of the Delaw&ity Refinery have been presented as discontinued operations in
the consolidated statements of incomedibperiods presentdoecause of the permanent shutdown of the
refinery. Certain terminal and pipeline assets previously associated with theyrafare not shut down

and continued to be operataedtil the date of their sale. h€ results of their operatiomsereflected in
continuing operations in the consolidated statements of inconadl foeriods presentedue toour post

closing participatia in the terminalling agreement described below.

In the first quarter of 2010, our board of directors approved a plan of sale &radowrrefineryassets
andassociatederminalandpipeline assets at Delaware Citlgffective Junel, 2010, we eld theseassets

to wholly owned subsidiaries of PBF Energy Partners LP (R&F$220million of cash proceedsThe

saleresulted in a gain of $9aillion related to the shutdown refinery assets and a gain aifil$ién

related to the terminal and pipelinesats. The gaion the sale othe shutdown refinery assgtamarily

resulted from the scrap value of the assets and the reversal of certain liabilities recorded in the fourth
guarter of 2009 associated with the shutdown of the refinery, w¥gahill not incur because of the sale.

This gaini s presented in fiincome (|l oss) from discont i
consolidated statemesf incomefor the three and six months ended J80g2010.

The shutdownrefinery assets and the assded terminal and pipeline assetere presented in the
consolidated balance sheets within assets held for sale as of De@dmbed9. All other related assets
and liabilities of the shutdowrefinery thatwerenot sold are presented as assets anditiabirelated to
discontinued operations ashine30, 2010 and Decembé&d, 2009summarized as follows (imillions).

1C



VALERO ENERGY CORPORATION AND SUBSIDIARIES
CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

June 30, 2010

Assets and
Liabilities
Assets Related to
Held Discontinued
for Sale Operations Total
Current assets:
Recévables, net $- $ 6 $ 6
Deferred income taxes - 19 19
Current assets $- $ 25 $ 25
Current liabilities:
Accounts payable $- $ 4 $ 4
Accrued expenses - 98 98
Current liabilities $- $102 $102
December 31, 209
Assets and
Liabilities
Assets Related to
Held Discontinued
for Sale Operations Total
Current assets:
Receivables, net $ - $ 6 $ 6
Inventories - 4 4
Property, plant and equipment, net
Refinery 16 - 16
Terminal and peline 141 - 141
Deferred income taxes - 57 57
Current assets $157 $ 67 $224
Current liabilities:
Accounts payable $- $ 36 $ 36
Accrued expenses = 189 189
Currentliabilities $- $225 $225

Results of operations fohe Delaware City Refinergrior to its sale, excluding the gain on the sate,
summarized as follows (in millions):

Three Months Ended Six Months Ended
June 30, June 30,
2010 2009 2010 2009
Operating revenues $ - $549 $ - $1,045
Lossbefae income tabenefit @) (124) (33 (209

11



VALERO ENERGY CORPORATION AND SUBSIDIARIES
CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

In connection with this sale, we ergdiinto a terminalling and offtake agreement with PBF under which
PBF will provide certain terminalling services including receipt, storage, handling, and redelivery of
refined products for us. If PBF resumes refinery operations, the terminalling agreement will terminate
and wehave agreed tpurchase certain cthke products as prescribed in the agreement. The initial term
of this agreement is for one year and shall aataally renew for 18@ay periods until terminated by
either party.

5. IMPAIRMENTS

Due to the economic slowdown that persisted throughout 2009 and its negative impact on the refining
industry, we evaluated our refining operating assets for potential imgratirin 2009. Such evaluations

were based on expected future cash flows for each of our refineries using significant estimates and
assumptions about the future operations of those refineries, including overall throughput volumes, types
of crude oil procesed, types of products produced, and prices for crude oil and refined products. Prices
for crude oil and refined products fluctuate significantly based on market factors, including geopolitical
matters. Prices, in turn, impact refinery throughput assomgpt In addition, we consideresirategic
alternatives, including potential salebour Aruba and Paulsboro Refiresto develop expected future

cash flows for those refineries. We determined that there was no indication of impairment of our refining
operating assets as of DecemBgy 2009.

While the economy and refining industry fundamentals improved during thesifirshonthsof 2010,

refining industry fundamentals continued to be negatively impacted by the economic slowdown. As a
result, we updad our evaluation of potential impairments of our refining operating assetslase30,
2010,and we determined that there was no indication of impairment. Our cash flow estimates are based
on expected improvements iefined product prices resultifigpm an expected improvement in tbeS.

and worldwide econones We updated our assumptions related to matters specific to our Aruba and
Paulsboro Refineries that impdheir expected future cash flowas further discussed below, becatme t
sensitiviy of our estimates is most significant with respecthioserefineries We believe that our
estimates used to develop expected cash flows are reasonable; however, future cash flows will differ from
our estimates and such differences may be material.

Our Aruba Refinery was shut down in July 2009 because narrow heavy sour crude oil differentials made
the refinery uneconomical to operate. In addition, various tax disputes with the Government of Aruba
(GOA) created uncertainties with respect to the fucenomics of the refinery. As discussed in

Note 15, we entered into a settlement agreement with the GOA on Fel241g2910, and thatgreement

became effective Jurfe 2010. We also entered into a new tax regime in Artdileatere Junel, 2010,

which resolveduncertainties regarding the tax environment in Aruba. In addition, heavy sour crude oll
differentials began to widen in the first six months of 2010. Because of these positive developments, we
commencedefinerywidemai nt enance to prepar e tgotentialrestartbyer y o s
the end of the third quartesf 2010. We considered these positive developments in our updated
impairmentevaluationof the operating assets of the Aruba Refinery, and Weluation indicated that

there was no impairment. However, future decisions regarding the timing of a restart of the refinery that
differ materially from our expectations or a decision to permanently shut down the refinery would have a
significantimpacb n o ur cash flow estimates, and we coul d ¢
are impaired. The Aruba Refinery had a net book valud dftsfllion as ofJune30, 2010; therefore, an
impairment loss could be material to our results of operations

12



VALERO ENERGY CORPORATION AND SUBSIDIARIES
CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

We have continued to evaluate strategic alternatives for our Paulsboro Refinery, and we entered into
negotiationsrelatedto a potential sale othe refinery in the second quarter of 2010. Negotiations are
proceeding, but there is no certainty thatwit sell the refinery. Our updated evaluation of a potential
impairment of the operating assets of the Paulsboro Refinery considered the possibility of selling the
refinery based on the facts and circumstances that existed as oBQu2610Q and that ealuation
indicated that there was no impairmeniThe Paulsboro Refinery had a net book value of Billidn as

of June30, 2010 therefore, an impairment loss could be material to our results of operations

For further information regarding impairntensee Not& of Notes to Consolidated Financial Statements
included in our annual report on FormKGor the year ended Decemtit, 2009.

6. INVENTORIES

Inventories consisted of the following (in millions):

June 30, December 31,
2010 2009
Refinery feedstocks $ 2572 $2124
Refined products and blendstocks 1,719 2,317
Ethanolfeedstocks and products 187 141
Convenience store merchandise 96 96
Materials and supplies _ 193 185
Inventories $4,767 $4,863

As of June30, 2010 and Decemér 31, 200, the replacement coétarket value)pf LIFO inventories
exceeded their LIFO carrying amountsdpproximately$4.3 billion and $l.5billion, respectively.

7. DEBT

Non-Bank Debt

In March 2009, we issued $75dlllion of 9.375% notes due Mardb, 2019 and $25million of 10.5%
notes due March5, 2039. Proceeds from the issuance of these notes totalednb@®8 before
deducting underwriting discourdsd other issuance costs&&fmillion.

In April 2009, we made scheduled debt repayment$280million related to our 3.5% notes and
$9 million related to our 5.125% Series 1997D industrial revenue bonds.

In February 2010, we issued $4@@lion of 4.50% notes due in February 2015 and $880on of
6.125% notes due in February 2020. Prosdenim the issuance of these notes totdi&d®44 billion,
before deducting underwriting discoumtsd other issuance costs$10 million.

In March 2010, we redemedour 7.50% senior notes with a maturity date of JUme2015 for
$294million, or 102.5%0of stated value. These noteada carrying amount of $298illion as of the
redemption date, resulting in $ million gaint h at was included in fAdother
consolidated statemesaf income

13



VALERO ENERGY CORPORATION AND SUBSIDIARIES
CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

In April 2010, we made scheduled delpagments of $8nillion related to our Serie& 5.45%, Serie8
5.40%, and SeriegS 5.40% industrial revenue bonds.

In May 2010, we redeemed our 6.75% seniaesavith a maturity date of Maly, 2014 for$190million,

or 102.25% of stated value. Theseasdbad a carrying amount of $18ilion as of the redemption date,
resultingina$3ni I i on doll ar | oss that wa#the coosblidated d i n
statemerg of income.

In June 2010, we made scheduled debt repaymefbahillion related to our 7.25%ebentures.

Bank Credit Facilities

We have a revolving credit facility (the Revolver) that has a maturity date of Nov@@itizr As of
June30, 2010, the Revolver had a borrowing capacity of ®&#libn. The Revolver has certain
restrictive covenants, including a maximum dibtapitalization ratio of 60%. As dfune30, 2010 and
DecembeBl, 2009, our deHb-capitalization ratios, calculated in accordance with the terms of the
Revolver,were28.6% and 30.9%, respectively. Waelieve that we will remain in compliance with this
covenant.

During thesix months endedune30, 2010 we had no borrowings or repayments underRewvolver or
otherrevolving bank credit facilities. As of JuB@, 2a.0 and Decembe3l, 2009 we had ndorrowings
outstanding undeghese committedevolving bank credit facilities.

As of June30,2010and December 31, 200®e had $76 millionand $259illion, respectively, ofetters
of credit outstanding under our uncommitted shenn bank credit falities and $225million and
$299million, respectively,of letters of credit outstanding under durS. committed revolving credit
facilities. Under our Canadian committed revolving credit facility, we had. &fmillion and
Cdn.$22 millionof lettersof credit outstanding as of JuB®,2010 and December 31, 2009 respectively

In June 2@0, we entered into a ofyear committed revolving letter of credit facility under which we may
obtain letters of credit of up to $3@dlllion to support certain ofwr crude oil purchaseshis agreement
matuesin June 2011.

Accounts Receivable Sales Facility

We have an accounts receivable sales facility with a group of 4bandy entities andinancial institutions

to sell on a revolving basis up to Billion of eligible trade receivablesWe amended our agreement
June 200 to extend the maturity date to June 20JAs of December 31, 200%¢ amount of eligild
receivables solavas $200million. During the six months ended June 30, 204€,sold$1.2billi on of
eligible receivablesind repaid $B.billion. As ofJune30, 2010, the amount of eligible receivables sold
was #00million. Proceeddsrom the sale of receivables under this facility are reflected as debt in our
consolidated balance sheets.
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VALERO ENERGY CORPORATION AND SUBSIDIARIES
CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Other Disclosures
The estimated fair value of our debt, includthgcurrent portion, was as follows (millions):

June 30, December 31,

2010 200
Carrying amount $7,996 $7,364
Fair value 9,360 8,228

8. STOCKHOLDERSGO EQUITY

Treasury Stock

No significant purchasesf our common stock were made during shemonths endedune30, 2010 and
2009. During thesix months endedune30, 2010and 200, we issued..5 million sharesand0.5 million
sharedrom treasuryrespectivelyfor our employee benefitlans.

Common Stock Dividends
On July29, 2010, our board of directors declared a regular quarterly cash divideBd&p®r common
share payable on Septemhl&r 2010 to holders of record at the close of business on Atg§u010.

Common Stock Offang

On June3, 2009 we sold in a public offering6 million shares of our common stock, which included
6 million shares related to an overallotment option exercised by the undeswatterprice of $8.00per
share and received proceeds, net of undgngrdiscouns andcommissions and other issuance costs, of
$799 million.
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9. EARNINGS (LOSS)PER COMMON SHARE

Earnings(loss) per common share amountgere computed as follows (dollars and shares in millions,

except peshare amounts):

Earnings (loss) per common share from
continuing operations:
Income (loss) from continuing operations
Less dividends paid:
Common stock
Nonvested restricted stock
Undistributed earnings (loss)

Weightedaverage common shares outstandin

Earnings (loss) per common share from
continuing operations:
Distributed earmigs
Undistributed earnings (loss)

Total earnings (loss) per common share
from continuing operations

Earnings (loss) per common share from
continuing operatiosi assuming dilution:
Income (loss) from continuing operations

Weightedaverage common shares outstandin
Common equivalent shares (1):
Stock options
Performance awards andvested
restricted sick
Weightedaverage common shares outstandin
assuming dilution

Earningg(loss)per commorsharefrom
continuing operations assuming dilution

(1) Common equivalent shares were excluded froemxdomputation of dilutetbssper share for the three months ended

Three Months EndedJune 30,

June30, 2009 because the effect of including such shares would déuivee.
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2010 2009
Restricted Common Restricted Common
Stock Stock Stock Stock
$530 $ (191)
29 77
__= _1
$501 $ (269
3 563 2 525
$ 0.05 $ 0.05 $0.15 $ 0.15
0.89 0.89 _ - (051
$0.94 $0.94 $0.15 $ (0.36)
$530 $(191
563 525
3 -
_1 __°
567 525
$0.93 $ (.39



VALERO ENERGY CORPORATION AND SUBSIDIARIES
CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Six Months Ended June 30,

2010 200
Restricted Common Restricted Common
Stock Stock Stock Stock
Earnngs per common share from
continuing operations:
Income from continuing operations $ 429 $173
Less dividends paid:
Common stock 57 154
Nonvested restricted stock - 1
Undistributed earnings $372 $_18
Weightedaverage common shares outstandin 3 563 2 520
Earnings per common share from
continuing operations:
Distributed earnings $0.10 $0.10 $0.30 $0.30
Undistributed earnings 0.66 0.66 0.03 0.03
Total earnings per common share from
continuing operations $0.76 $0.76 $0.33 $0.33
Earnings per common share from
continuingoperationg assuming dilution:
Income from continuing operations $429 $173
Weightedaverage common shares outstandin 563 520
Common egivalent shares:
Stock options 3 4
Performance awards and unvested
restricted stock 1 1
Weightedaverage common shares outstandin
assuming dilution 567 525
Earnings per commasharefrom
continuingoperation§ assuming dilution $0.76 $0.33
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CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

The following table reflectgpotentially dilutive securitiegin millions) that were excluded from the
calcul ation of @ear niromgesntinlingogesationspe s umbo mmodi sbhar en
effect of ncluding such securities would have been antidilutiiéhese potentially dilutive securities

included common equivalent shares (primarily stock options), which were excluded due to the loss from
continuing operations for thtaree months ended JuB@, 2M9, and stock optionfor which theexercise

prices were greater than the average market price of the common sharegachimgspectiveeporting

periad.

Three Months Ended June 30 Six Months Ended June 30

2010 2009 2010 2009
Common equivalent sines - 5 - -
Stock options 11 11 11 10

10. SUPPLEMENTAL CASH FLOW INFORMATION

In order to determine net cash provided by operating activities, net income is adjusted by, among other
things, changes in current assets and current liabilities as followdll{ong):

Six Months Ended June 30,

2010 2009
Decrease (increase) in current assets:
Restricted cash $ 109 $ (1X0))
Receivables, net (399 (1,2%)
Inventories 102 172
Income taxes receivable 808 181
Prepaid expenses and other 15 11
Increase (decrease) in current liabilities:
Accounts payable 122 1,592
Accrued expenses (145 (97)
Taxes other than income taxes (151 (41)
Income taxes payable 147 35
Changes in current assets and current liabilities $ 613 $ 557

The above changes in current assets and current liabilities differ from changes between amounts reflected
in the applicable consolidated balance sheets for the respective periods for the following reasons:
¢ the amounts shown above exclude changesash and temporary cash investments, deferred
income taxes, and current portion of debt and capital lease obligjam®nvell as the effect of
certain noncash investing and financing activities discussed below
¢ amountsaccruedor capital expenditureand deferred turnaround and catalyst casts reflected
in investing activities in the consolidated statersehtash flowsvhen such amounts are paid
e amounts accrued for common stock purchases in the open market that are not settled as of the
balance sket date are reflected in financing activities in the consolidated statements of cash flows
when the purchases are settled and paid;
e changes in assets and liabilities related to dilseontinuedoperations of theDelaware City
Refinery prior to itsshutdavn are reflected in the line items to which the changes relate in the
table above; and
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e certain differences between consolidated balance sheet changes and consolidated statement of
cash flow changes reflected above result from translating foreign currenoynthated amounts
at different exchange rates

There were no significant noncash investing or financing activities for the six months end&,June
2010and200.

Cash flows related to interest and income taxes were as follows (in millions):

Six Months EndedJune 3Q

2010 2009
Interest paid in excess of amount capitalized $ 225 $ 152
Income taxes paid (receivedet (797) (144

Cash flows related to the discontinued operations of the Delaware City Refinery have been combined
with the cashlbéws from continuing operations within each category in the consolidated statements of
cash flows for both periods presented and are summarized as follows (in millions):

Six Month s Ended June 3Q

2010 2009
Cash used in operating activities $(76) $ (134)
Cash used in investing activities - (67)

11. FAIR VALUE MEASUREMENTS

A fair value hierarchylLevel 1, Level 2, or Level 3f used to categorize fair value amoupdsed on the
guality of inputs used to measure fair valdecordingly, fair values defrmined by Level inputs utilize

guoted prices in active markets for identical assets or liabilities. Fair values determined % ibputs$

are based oguoted prices for similar assets and liabilities in active markets, and inputs other than quoted
prices that are observable for the asset or liability. L&veputs are unobservable inputs for the asset or
liability, and include situations where there is little, if any, market activity for the asset or liability. We
use appropriate valuation technes based on the available inputs to measure the fair values of our
applicableassets and liabilities. When available, we measure fair value usinglLienelts because they
generally provide the most reliable evidence of fair value.

The tabls below pesent information(dollars in millions) about ourfinancial assets and liabilities

measurednd recordeat fair value on a recurring basis and indicate the fair value hierarchy iaptite
utilized by us to determine the fair vafLes ofJune30, 2010 and Decembe®l, 20(®.
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CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Fair Value Measurements Using
Quoted Significant

Prices Other Significant
in Active Observable Unobservable Total as of
Markets Inputs Inputs June 30,
(Level D (Level 2 (Level 3 2010
Assets:
Commodity derivativeeontracts $ 27 $ 169 $ - $ 196
Nonqualified benefit plans 95 - 10 105
Liabilities:
Commodity derivative contracts 17 7 - 24
Nonqualified benefit plans 33 - - 33
Fair Value Measurements Using
Quoted Significant
Prices Other Significant
in Active Observable  Unobservable Total as of
Markets Inputs Inputs December 31,
(Level 1 (Level 2 (Level 3 200
Assets:
Commodity derivative contracts $10 $349 $ - $359
Nonqualified benefit plans 99 - 10 109
Liabilities:
Commaity derivative contracts 100 9 - 109
Nonqualified benefit plans 34 - - 34

The valuation methods used to measure our financial instruments at fair value are as follows:

Commodity derivative contracts, consisting primarily of exchanaged futures andwaps, are
measured at fair value using the market approach. Exclieatgs futures are valued based on
qguoted prices from the exchange and are categorized in Level 1 of the fair value hierarchy.
Swaps are priced using thipdrty broker quotes, indugtpricing services, and exchantgaded
curves,with appropriate consideration of counterparty credit figk,since they have contractual
terms that are not identical to exchaitigeed futures instruments with a comparable market
price, these financiahstruments are categorized in Level 2 of the fair value hierarchy.

The ronqualified benefit plan assets and nonqualified benefit plan liabilitésgorized in
Level 1 of the fair value hierarchgre measured at fair value using a market approach based
guotations from national securities exchang&he nonqualified benefit plan assets categorized
in Level 3 of the fair value hierarchy represent insurance contracts, thealiaér of which is
provided by the insurer.

As of June 30, 2018nd DecembeBl, 2009 cash received from brokers d&million and $64million,
respectively resulting from the equity in broker accounts covered by master netting arrangements
exceeding the minimum margin requirements for such accounts, is netted against thkid¢anfvthe
commodity derivatives reflected in Level Certain of our commodity derivative contracts under master
netting arrangements include both asset and liability positions. We have elected to offset the fair value
amounts recognized for multiplenslar derivative instruments executed with the same counterparty,
including any related cash collateral asset or obligation.
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The following is a reconciliation of the beginning and ending balances (in millions) for fair value
measurements developed usirigngicant unobservable inputs for tht@ree andsix months ended
June30,2010 and?009.

Three Months Ended Six Months Ended

June 3Q June 3Q
2010 2009 2010 2009
Balance at beginning of period $10 $24 $ 10 $ 13
Net unrealized gains included éarnings _- 14 _- 25
Balance at end of period $10 $38 $10 $38
Unrealizedgainsfor the threeand sixmonths endedune30, 2009, whichar e r eported i n HfAot
(expense), net o0 i nsdfihcemegetate wthethredyaa eardoutagreementraéhn t

Alon Refining Krotz Springs Inc. (Alondhat was entered into in connection with the sale of our Krotz
Springs Refinery That agreementassettled in AugusRO0Q These unrealizeghinswere offset by the
recogni tiincomef{expengep t m edsgesomcbmmodityderivative instrumententered into

to hedge the risk of changes in the fair value ofAtloe earrrout agreement.

12. PRICE RISK MANAGEMENT ACTIVITIES

We are exposed to market risks related to the volatilitthénprice of commaodities, interest rates and
foreign currency exchange rates, and we enter into derivative instruments to manage those risks. We also
enter into derivative instruments to manage the price risk on other contractual derivatives into which we
have entered. The only types of derivative instruments we enter into are those related to the various
commodities we purchase or produce, interest rate swaps, and foreign currency exchange and purchase
contracts, as described below. All derivative mstents are recorded on our balance sheet as either
assets or liabilities measured at their fair values.

When we enter into a derivative instrument, it is designated as a fair value hedge, a cash flow hedge, an
economic hedge, or a trading activity. Thaingor loss on a derivative instrument designated and
qualifying as a fair value hedge, as well as the offsetting loss or gain on the hedged item attributable to
the hedged risk, are recognized currently in income in the same period. The effectivegidh#gain

or loss on a derivative instrument designated and qualifying as a cash flow hedge is initially reported as a
component of other comprehensive income and is then recorded in income in the period or periods during
which the hedged forecastedrsaction affects income. The ineffective portion of the gain or loss on the
cash flow derivative instrument, if any, is recognized in income as incurred. For our economic hedging
relationships (hedges not designated as fair value or cash flow hedgdey dedivative instruments
entered into by us for trading purposes, the derivative instrument is recorded at fair value and changes in
the fair value of the derivative instrument are recognized currently in incéhreecash flow effects of all

of our deivative contracts are reflected in operating activities in the consolidated statements of cash flows
for both periods presented.

Commodity Price Risk

We are exposed to market risks related to the price of crude oil, refined products (primarily gasoline an
distillate), grain (primarily corn), and natural gas used in our refining operations. To reduce the impact of
price volatility on our results of operations and cash flows, we use commodity derivative instruments,
including swaps, futures, and option¥/e use the futures markets for the available liquidity, which
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provides greater flexibility in transacting our hedging and trading operatitiesuse swaps primarily to
convert our floating price exposure to a fixed pri€@ur positions in commodity de@ative instruments

are monitored and managed on a daily basis by a risk control group to ensure compliance with our stated
risk management policy that has been approved by our board of directors.

For risk management purposes, we use fair value hedgesfl@ashedges, and economic hedges. In
addition to the use of derivative instruments to manage commaodity price risk, we also enter into certain
commodity derivative instruments for trading purposes. Our objective for entering into each type of
hedge or tading activity is described below.

Fair Value Hedges

Fair value hedges are used to hedge certain refining inventories and firm commitments to purchase
inventories. The level of activity for our fair value hedges is based on the level of our operating
inventories, andjenerallyrepresents the amount by which our inventodi@®r from our previousyear

endLIFO inventorylevels

As of June30, 2010, we had the following outstandingpmmodity derivative instruments that were
entered into to hedge crudd aind refined product inventories. The information presentsittienal
volume of outstanding contracts by type of instrument and year of maturity (volumes in thousands of
barrels).

Notional Contract

Volumes by
Derivative Instrument Year of Maturity
2010
Crude oil and refined products:
Futures- short 17,796

Cash Flow Hedges

Cash flow hedges are used to hedge certain forecasted feedstaeffimediproduct purchases, refined
product sales, and natural gas purchases. objeetiveof our cashlow hedges is to lock in the price of
forecasted feedstockefinedproductor natural gas purchases or refined product sales at existing market
prices thatve deem favorable.

As of June30, 201Q we had the following outstandingpmmaodity derivative insruments that were
entered into to hedge forecasted purchases or sales of crude oil and refined products. The information
presents thenotional volume of outstanding contracts by type of instrument and year of maturity
(volumes in thousands of barrels).

Notional Contract

Volumes by
Derivative Instrument Year of Maturity
2010
Crude oil and refined products:
Swaps- long 21,300
Swaps- short 21,300
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Economic Hedges

Economic hedges are hedges not designated as fair value or cash flow hedgesudet &ii) manage

price volatility in certain refineryeedstockrefined productand corninventories,and (ii) manage price

volatility in certain forecastedefinery feedstock refined productand corn purchases, refined product

sales, and natural ggurchases. Our objective in entering into economic hedges is consistent with the
objectives discussed above for fair value hedges and cash flow hedges. However, the economic hedges
are not designated as a fair value hedge or a cash flow hedge fontamg@urposes, usually due to the
difficulty of establishing the required documentation at the date that the derivative instrument is entered
intot hat would allow us to achieve fihedge deferral

As of June30, 2010, we had the following ostandingcommodity derivative instruments that were
entered into as economic hedges. The information presenmstibaalvolume of outstanding contracts
by type of instrument and year of maturity (volunieghousands of barrelexcept those identifieds
corncontracts that are presented in thousands of byshels

Notional Contract Volumes by

Derivative Instrument Year of Maturity
2010 2011
Crude oil and refined products:
Swaps- long 120,048 83,017
Swaps- short 118,363 83,005
Futures- long 334,198 3,118
Futures- short 327,138 3,035
Corn:
Futures- long 24,535 165
Futures short 49,305 2,605
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Trading Activities

Derivatives entered into for trading purposepresentommodityderivative instruments held or issued

for tradng purposes. Our objective in entering irtommodity derivative instruments for trading
purposes is to take advantage of existing market conditions related to crude oil and refined products that
we perceive as opportunities to benefit our results ofaip®s and cash flows, but for which there are no
related physical transactions.

As of June30, 2010, we had the following outstandingpmmodity derivative instruments that were
entered into for trading purposes. The information presentsatienalvolume of outstanding contracts

by type of instrument and year of maturity (volumes represent thousands of barrels, except those
identified as natural gas contracts that are presented in billions of British thermal units).

Notional Contract Volumes by

Derivative Instrument Year of Maturity
2010 2011
Crude oil and refined products:
Swaps- long 29,809 9,720
Swaps- short 29,384 9,720
Futures- long 50,291 3,296
Futures- short 50,602 3,079
Options- long 350 -
Options- short 400 -
Naturalgas
Futures- long 3,950 -
Futures short 3,950 -

Interest Rate Risk

Our primary market risk exposure for changes in interest rates relates to our debt obligations. We manage
our exposure to changing interest rates through the use mhliration of fixedrate and floatingate

debt. In additionat timeswe haveusel interest rate swap agreements to manage our fixed to floating
interest rate position by converting certain fixate debt to floatingate debt. These interest rate swap
agreements are generally accounted for as fair value heHgegever we have not had any outstanding
interest rate swap agreements since 2006.

Foreign Currency Risk

We are exposed to exchange rate fluctuations on transactions related to our Caredithonsp To

manage our exposure to these exchange rate fluctuations, we use foreign currency exchange and purchase
contracts. These contracts are not designated as hedging instruments for accounting purposes, and
therefore they are classified as ecommhedges. As afune30,201Q we had commitments fourchase
$325million of U.S. dollars. These commitments matured on or b&ialse30, 201Q

Fair Values of Derivative Instruments

The following tables provide information about the fair values ofdeuivative instruments as dtine30,

2010 and December 31, 20@ millions) and the line items in the balance sheet in which the fair values
are reflected. Seélotell for additional information related to the fair vasuef our derivative
instruments. As indicated in Notdl, we net fair value amounts recognized for multigleilar
derivative instruments executed with the same counterparty under master agtiimgements The
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tables below, however,are presentedon a gross asset and gross liability basihich results in the
reflection ofcertain assets in liability accounts and certain liabilities in asset accoungdition, in
Notell, we netted cashcollateral received from brokeragainst the fair value of the commodity
derivatives; tikesecashamounts ar@ot reflected in the talddelow.

Derivatives designated as
hedging instruments
Commodity contracts:

Futures

Futures

Swaps

Swaps

Swaps

Asset Derivatives

Balance Sheet
Location

Receivables, net
Accrued expenses
Receivablesnet
Prepaid expenses
and other
Accrued expenses

Total derivatives designated as

hedging instruments

Derivatives not designated as

hedging instruments
Commodity contracts:
Futures
Futures
Swaps
Swaps

Swaps
Options

Receivables, net
Accrued expenses
Receivables, net
Prepadl expenses
and other
Accrued expenses
Accrued expenses

Total derivatives not designate

as hedging instruments

Total derivatives
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Fair Value
as of
June 3Q
2010

Liability Derivatives

Balance Sheet
Location

Receivables, net
Accrued expenses
Receivables, net
Prepaid expenses
and other
Accrued expenses

Receivables, net
Accrued expenses
Receivables, net
Prepaid expenses
and other
Accrued expenses
Accrued expenses

Fair Value
as of
June 3Q
2010
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Asset Derivatives Liability Derivatives

Fair Value Fair Value
as of as of
Balance Sheet December 31, Balance Sheet December 31,
Location 2009 Location 2009
Derivatives designated as
hedging instruments
Commodity contracts:
Futures Receivables, net $ 1 Receivables, net $ 2
Futures Accrued expenses 13 Accrued expenses 37
Swaps Receivables, net 308 Receivables, net 271
Swaps Prepaid expenses Prepaid expenses
and other 579 and other 415
Swaps Accrued expenses 28 Accrued expenses 19
Total derivatives designated as
hedging instruments $_ 929 $_744
Derivatives not designated as
hedging instruments
Commodity contracts:
Futures Recevables, net $ 34 Receivables, net $ 29
Futures Accrued expenses 2,094 Accrued expenses 2,101
Swaps Receivables, net 506 Receivables, net 370
Swaps Prepaid expenses Prepaid expenses
and other 1,049 and other 1,037
Swaps Accrued expases 46 Accrued expenses 62
Options Accrued expenses - Accrued expenses 1
Total derivatives not designate
as hedging instruments $3,729 $3,600
Total derivatives $4,658 $4,344

Market and CounterpartyRisk

Our pricerisk management activities involve the receipt or payment of fixed price commitments into the
future. These transactions give rise to market nghich is the risk that future changes in market
conditions may make an instrument less valuable. We clasehjitor and manage our exposure to
market risk on a daily basis in accordance with policies approved by our board of directors. Market risks
are monitored by a risk control group to ensure compliance with our stated risk management policy.
Concentratios of customers in the refining industry may impact our overall exposeitgerpartyisk
becausethese customers may be similarly affected by changes in economic or other conditions. In
addition, financial services companies are the counterpartiesriain of our price risk management
activities, and such financial services companies may be adversely affected by periods of uncertainty and
illiquidity in the credit and capital markets.

As of June30, 201Q we had net receivables related to derivaiivetruments of$11 million from
counterparties in the refining industry a®@5million from counterparties in the financial services
industry. As of DecembeB1, 2009, we had net receivables related to derivative instruments of
$19million from counterprties in the refining industry and $1B¥llion from counterparties in the
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financial services industryThese amounts represent the aggregateunt payable to us lmpmpanies in

those industries, reduced by payatitem us to those companies under meastetting arrangements that

allow for the setoff of amounts receivable from and payable to the same party. We do not require any
collateral or other security to support derivative instrumenrits whichwe enter. We also do not have

any derivative instrments that require us to maintain a minimum investrgeade credit rating.

Effect of Derivative Instruments on Statements of Income ét@tements oComprehensive Income

The following tables provide information about the gain or loss recognized imén@nd other
comprehensive income on our derivative instrumémtghe threeand sixmonths endedune30, 2010
and 2009 (in millions), and the line items in the financial statements in which such gains and losses are

reflected.

Derivatives in Gain or (Loss)

Gain or (Loss)

Gain or (Loss)
Recognized in

Fair Value Recognized in Recognized in Income for
Hedging Income on Income on Ineffective Portion
Relationships Derivatives Hedged Item of Derivative (1)
Location Amount Location Amount Amount
2010 2009 2010 2009 2010 2009
Three months ended June 30:
Commaodity
contracts Costofsales $216 $(74) Costofsales $(207) $75 $9 $1
Six months ended June 30:
Commodity
contracts Cost of sales 199 (89) Cost d sales (191) 90 8 1
(1) For fair value hedges, no component of the derivative

hedge effectiveness. No amounts were recognized in income for hedged firm commitments that no longes daglify

value hedges.

Gain or (Loss)

Derivatives in Recognized in

Gain or (Loss)
Reclassified from

Gain or (Loss)

Cash Flow OCl on Accumulated OCI into Recognized in
Hedging Derivatives Income Income on Derivatives
Relationships (Effective Portion) (Effective Portion) (Ineffective Portion) (1)
Amount Location Amount Location Amount
2010 2009 2010 2009 2010 2009
Three months ended June 30
Commodity contracts (2) $- $5 Costofsales $49 $111  Costofsales $- $@)
Six months ended June 30:
Commaodity contracts (2) )] 97 Cost of sales 98 172  Cost of sales - (D)
(1) No component of the derivative instrumentsé gains

(2) For the threeand sixmonths endedure 30, 2010, cash flow hedges primarily related to forward sales of distillates and
associated forward purchases of crudewith $52 million of cumulativeaftertax gains on cash flow hedges remaining in
accumulated other comprehensineomeas ofJune30, 2010. We expect thall of the deferred gainas ofJune30, 2010
will be reclassified into cost of sales over the nextriihiths as a result of hedged transactions that are forecasted to occur.
The amount ultimately realized in income, however| differ as commodity prices change. For the thaed sixmonths
endedJune30, 2010 and2009 there were no amounts reclassified from accumulated other comprehieicsine into

income as a result of the discontinuance of cash flow hedge accounting.
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Derivatives Designated as Location of Gain or (Loss) Amount of Gain or (Loss)
Economic Hedges and Other Recognized in Income on Recognized in
Derivative Instruments Derivatives Income on Derivatives
2010 2009
Three Months Ended June30:
Commodity comacts Cost of sales $ (76) $ (58)
Foreign currency contracts Cost of sales 16 (22
(60) (80
Alon earnout agreement Other income (expense) - 14
Alon earnout hedge (commaodity contracte  Other income (expense) - (48
= (34
Total $ (60 $ (114
Six Months Ended June30:
Commodity contracts Cost of sales $ (115) $ 38
Foreign currency contracts Cost of sales 3 (16)
112 22
Alon earnout agreement Other income (expense) - 25
Alon earnout hedge (commaodity contris) Other income (expense) - (63
- (39)
Total $ (@112 $ (16
Location of Gain or (Loss) Amount of Gain or (Loss)
Derivatives Designatedas Recognized in Income on  Recognized in Income on
Trading Activities Derivatives Derivatives
2010 2009
Three Months Ended June30:
Commodity contracts Cost of sales $8 $25
Six Months Ended June30:
Commodity contracts Cost of sales 5 116
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13. SEGMENT INFORMATION
Prior to the second quarter of 2009, we had two reportable segmerttis,wére refining and retail. As a
result ofthe VeraSunAcquisition during the second quarter of 2009 (as discussed in ptthanol is

presented as a third reportable segment.

The following table reflects activity rekd to continuing operatiorfg millions):

Refining Retail Ethanol  Corporate Total

Three months endedlune 30,2010

Operating revenues from external custom:  $ 18760 $ 2,357 $658 $ - $ 21,775
Intersegment revenues 1,591 - 56 - 1647
Operating income (loss) 921 109 35 (144) 921
Three months ended June 30, 2®:

Operating revenues from external custom 15144 1,969 263 - 17376
Intersegment revenues 1,281 - 29 - 1,310
Operating income (loss) (143 65 22 (136) (192
Six months ended June 3@O010:

Operating revenues from external custom 35657 4 533 1,228 - 41,418
Intersegment revenues 3,009 - 111 - 3,210
Operating income (loss) 870 180 92 (253) 889
Six months ended June 30, 2

Operating revenues from external custome 26,840 3,601 263 - 30,704
Intersegment revenues 2,288 - 29 - 2,317
Operating income (loss) 550 121 22 (292) 401

Total assets by reportable segment were as follows (in millions):

June 30, December 31,

2010 2009
Refining $31,010 $ 30901
Retail 1,836 1,875
Ethanol 949 654
Corporate 2,682 2,199
Total consolidated assets $36,477 $35,629

Corporate assets primarily include cash, corporate office buildings, and income tax receivables that may
exist from time to time.
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14. EMPLOYEE BENEFIT PLANS

The components of net periodic benefit cost related to our defined benefit plans were as follows for the
threeand sixmonths endedune30, 2010 and 20@ (in millions):

Other Postretirement

PensionPlans Benefit Plans
2010 2009 2010 2009
Three months ended June 30:
Components of net periodic benefit cost
Service cost $21 $ 26 $ 2 $ 3
Interest cost 21 20 7 7
Expected return on plan assets (28) (27) -
Amortization of:
Prior service cost (credit) - 1 (5) 5)
Net loss 1 2 1 1
Net periodic benefit cost $ 15 $ 22 $5 $ 6
Six months ended June 30:
Components of net periodic benefit cost
Service cost $ 43 $ 52 $ 5 $ 6
Interest cost 41 40 13 13
Expected return on plan assets (56) (54) - -
Amortization of:
Prior service cost (credit) 1 1 (10 9
Net loss 1 5 2 3
Net periodic benefit cost $ 30 $ 44 $ 10 $13

Our anticipated contributiort® our qualified pension plans during 2010 have not changed from amounts
previously disclosed in our consolidated financial statements for the year ended DekEntzg9.
During both of thesix-month periods endedune30, 2010 and 2009, we contribut&80million to our
gualified pension plans.

In March 2010, a comprehensive health care reform package composed of the Patient Protection and
Affordable Care Act and the Health Care and Education Reconciliation Act of 2010 (Health Care
Reform) was enacteidto law. As a result of the Health Care Refothg income taxexpenseresented

in our consolidated statement of income for #itemonths endedune30, 2010 includes a charge of
$16million related to the nodeductibility of certain retiree presctipn health care costs, to the extent of
federal subsidies receivedAlthough the tax change provisions of the Health Care Reform are not
effective until 2013, the effect of changes in tax laws or rates on deferred tax assets and liabilities are
recognize in the period that includes the enactment date, even though the changes may not be effective
until future periods. Other provisions of the Health Care Reform are also expected to affect the future
costs of our health care plans. An estimate of thetiaddl impacts of the Health Care Reform is not yet
practicable due to the number and complexity of the provisions; however, we are currently evaluating the
potential impact of the Health Care Reform on our financial position and results of operations.
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CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

15. COMMITMENTS AND CONTINGENCIES

Tax Matters

We are subject to extensive tax liabilities, including federal, state, and foreign income taxes and
transactional taxes such as excise, sales/use, payroll, franchise, withholding, and ad valorem taxes. New
tax lawsand regulations and changes in existing tax laws and regulations are continuously being enacted
or proposed that could result in increased expenditures for tax liabilities in the future. Many of these
liabilities are subject to periodic audits by thepesgive taxing authority. Subsequent changes to our tax
liabilities as a result of these audits may subject us to interest and penalties.

Effective June 1, 2010, the GOA enacted a new tax regime applicable to refinery and terminal operations
in Aruba.Under the new tax regime, we are subject to a profit tax rate of 7% and a dividend withholding
tax rate of 0%. In addition, all imports and exports are exempt from turnover tax and throughput fees.
Beginning June 1, 2012, we will also make a minimum antaxapayment of $10 million (payable in

equal quarterly installments), with the ability to carry forward any excess tax prepayments to future tax
years.

The new tax regime was the result of a settlement agreement entered into on February 24, 2010 betwee
the GOA and wus that set the partiesd proposed te
dispute between thearties On May 30, 2010, the Aruban Parliament adopted several laws that
implemented the provisions of the settlement agreementhviddcame effective June 1, 201Rursuant

to the terms of the settlement agreement, we relinquished the provisions of the previous tax holiday
regime. On June 4, 2010, we made a payment to the GOA of $118 million (primarily from restricted cash

held inescrow) in consideration of a full release of all tax claims prior to June 1, 2010. This settlement
resulted in an aftetax gain of $30 million recognized primarily as a retion to interest expense of

$8 million and an income tax benefit of $20 milliéor the quarter ended June 30, 2010.

Environmental Matter

On June 30, 2010, the U.S. Environmental Protection Agency (EPA) formally disapproved the flexible
permits program submitted by the Texas Commission on Environmental Quality (TCEQ) in 1994 for
inclusion in its cleasair implementation planThe EPA deter mined that Texasb
did not meet several requiremenisder the federal Clean Air AcOur Port Arthur, Texas City, Three
Rivers, McKee and Corpus Christi East and West Refiseperate under flexible permits administered

by the TCEQ. Accordingly, the permit status of these facilities has been called into quektiigation
regarding the EPAOGsWeaatetcureemlg evaluatingathre timpecis poé this dew
regulatory action and cannot estimate the financial or operational impacts on our bi3gpessling on

the final r es ol sdouldoresult intntaterial héreaded compliande a@asts for us, costly
remedial actions, increased capital expendfurincreased operating costs, and additional operating
restrictions for our business, resulting in an increase in the cost of the products we produce, which could
have a material adverse effect on our financial position, results of operations, antyliquidi

Litigation

Retail Fuel Temperature Litigation

As of July 31, 2010 we were namedn 21 consumerclass action lawsuits relating to fuel temperature.

We have been named in these lawsuits together with several other defendants in thedrethdlesa
petroleum marketing businessThe complaints, filed in federal courts in several states, allege that
because fuel volume increases with fuel temperature, the defendants have violated state consumer
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protection laws by failing to adjust the voluroe price of fuel when the fuel temperature exceeded

60 degrees FahrenheiThe complaints seek to certify classes of retail consumers who purchased fuel in
various locations. The complaints seek an order compelling the installation of temperature correction
devices as well as monetary reliehe federal lawsuits are consolidated into a rdifitrict litigation

case in the U.S. District Court for the District of Kansas (MDistrict Litigation Docket No1840,In

re: Motor Fuel Temperature Sales Practicetigation). Discovery has commencedn May 2010, the

court issued an order i respons e onlydhe Kansas cpsesai nt i f
The court certified an i njunction clhbasaao0 idawmamgiems
class. o The defendants have f i | Wabel®ve thative taveon t o
several strong defensés these lawsuits and intend to contest theWe have not recorded a loss
contingency liability with respect tthis matter, but due to the inherent uncertainty of litigation, we

believe that it is reasonably possible that we may suffer a loss with respect to one or more of the lawsuits.

An estimate of the possible loss or range of loss from an adverse resutirisubstantially all of these

cases cannot reasonably be made.

n
)

Other Litigation

We are also a party to additional claims and legal proceedings arising in the ordinary course of business.
We believe that there is only a remote likelihood that futustscelated to known contingent liabilities
related to these legal proceedings would have a material adverse impact on our consolidated results of
operations or financial position.

16. CONDENSED CONSOLIDATING FINANCIAL INFORMATION

In conjunction with the aagsition of Premcor Inc. on September 1, 2005, Valero Energy Corporation has
fully and unconditionally guaranteed the following debt of Hremcor Refining Group Inc. (PRG), a
wholly owned subsidiary of Valero Energy Corporatithat was outstanding asdune30, 2010:

e 6.75%senior notes due February 2011 and

e 6.125% senior notes diMday 2011

In addition, PRG has fully and unconditionally guaranteed all of the outstanding debt issued by Valero
Energy Corporation.

The following condensed consolidairfinancial information is provided for Valero and PRG as an

alternative to providing separate financial statement®R& The accounts$or all companies reflected
hereinare presentedsingthe equity method of accounting for investments in subsidiarie
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Condensed Consolidating Balance Sheet as of June 30, 2010
(unaudited, in millions)

Valero Other Non-
Energy Guarantor
Corporation PRG Subsidiaries  Eliminations  Consolidated
ASSETS
Current assets:
Cash and temporary cash investments $ 721 $ = 1,280 $ = $ 2,001
Restricted cash - 1 12 - 13
Receivables, net - 32 4,090 - 4,122
Inventories - 59 4,708 - 4,767
Income taxes receivable - - 79 - 79
Deferred income taxes - - 171 - 171
Prepaid expenses and other - 7 163 - 170
Assets held for sale and assets related
to discontinued operations - 25 - - 25
Total current assets 721 124 10,503 - 11,348
Property, plant and equipment, at cost - 4,161 25,278 - 29,439
Accumulated depreciation - (445) (5,631) - (6,076)
Property, plant and equipment, net - 3,716 19,647 - 23,363
Intangible assets, net - - 223 - 223
Investment in Valero Energy affiliates 6,540 4,515 103 (11,158) -
Long-term notes receivable from affiliates 16,108 - - (16,108) -
Deferred income tax receivable 569 - - (569) -
Deferred charges and other assets, net 137 149 1,257 - 1,543
Total assets $ 24,075 $ 8,504 $ 31,733 $ (27,835) $ 36,477
LI ABI LI TI ES AND STOCKHOLDERSG®6 EQUI TY
Current liabilities:
Current portion of debt and capital lease
obligations $ 8 $ 411 $ 104 $ = $ 523
Accounts payable 1 82 5,773 - 5,856
Accrued expenses 144 85 211 - 440
Taxes other than income taxes - 16 556 - 572
Income taxes payable 235 - 2 - 237
Deferred income taxes 184 - - - 184
Liabilities related to discontinued operations - 102 - - 102
Total current liabilities 572 696 6,646 - 7,914
Debt and capital lease obligations, less current portion _ 7,476 - 35 = 7,511
Long-term notes payable to affiliates - 6,889 9,219 (16,108) -
Deferred income taxes - 714 4,125 (569) 4,270
Other long-term liabilities 976 102 653 - 1,731
St ockhol dersdé equity:
Common stock 7 - 1 (1) 7
Additional paid-in capital 7,833 3,720 6,876 (10,596) 7,833
Treasury stock (6,620) - - - (6,620)
Retained earnings 13,591 (3,611) 4,150 (539) 13,591
Accumulated other comprehensive income (loss) 240 (6) 28 (22) 240
Tot al st ockhol der sdé6 equilbgsl 103 11,055 (11,158) 15,051
Total Iliabilities and $1t24,@76 h 03 d&504 6 e% B1,713% $ (27,835) $ 36,477
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Condensed Consolidating Balance Sheet as of December 31, 2009

(in millions)
Valero Other Non-
Energy Guarantor
Corporation PRG Subsidiaries Eliminations  Consolidated
ASSETS
Current assets:
Cash and temporary cash investments $ 78 $ = $ 747 $ = $ 825
Restricted cash - 1 121 - 122
Receivables, net - 24 3,749 - 3,773
Inventories - 420 4,443 - 4,863
Income taxes receivable 858 - 888 (858) 888
Deferred income taxes - - 180 - 180
Prepaid expenses and other - 5 256 - 261
Assets held for sale and assets related
to discontinued operations - 216 8 - 224
Total current assets 936 666 10,392 ___(858) 11,136
Property, plant and equipment, at cost - 4,100 24,363 - 28,463
Accumulated depreciation - (401) (5,191) = (5,592)
Property, plant and equipment, net - - 3,699 19,172 - - 22,871
Intangible assets, net - - 227 - 227
Investment in Valero Energy affiliates 6,456 3,807 68 (10,331) -
Long-term notes receivable from affiliates 14,181 - - (14,181) -
Deferred income tax receivable 809 - - (809) -
Deferred charges and other assets, net 133 67 1,195 - 1,39
Total assets $ 22,515 $ 8,239 $ 31,054 $ (26,179) $ 35,629
LI ABI LI TIES AND STOCKHOLDERSGO6 EQUI TY
Current liabilities:
Current portion of debt and capital lease obligations$ 33 $ = $ 204 $ = $ 237
Accounts payable 52 133 5,575 - 5,760
Accrued expenses 117 88 309 514
Taxes other than income taxes - 19 706 - 725
Income taxes payable - - 953 (858) 95
Deferred income taxes 253 - - - 253
Liabilities related to discontinued operations - 225 - - 225
Total current liabilities 455 465 7,747 858 7,809
Debt and capital lease obligations, less current portion 6,236 895 32 = 7,163
Long-term notes payable to affiliates - 5,924 8,257 (14,181) -
Deferred income taxes ; 760 4,112 (809) 4,063
Other long-term liabilities 1,099 127 643 - 1,869
St ockhol dersdé equity:
Common stock 7 - 1 1) 7
Additional paid-in capital 7,896 3,719 6,887 (10,606) 7,896
Treasury stock (6,721) - - - (6,721)
Retained earnings 13,178 (3,644) 3,262 382 13,178
Accumulated other comprehensive income (loss) 365 (7) 113 106 365
Tot al st ockholder sdéd equil4y25 68 10,263 (10,331) 14,725
Total Iliabilities and s$ 226%h o l$d 823906 & BL,054 Yy $ (26,179) $ 35,629
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Condensed Consolidating Statement of Income for the Three Months Ended June 30, 201(

Operating revenues

Costs and expenses:
Cost of sales
Operating expenses
Retail selling expenses
General and administrative expenses
Depreciation and amortization expense
Asset impairment loss
Total costs and expenses

Operating income (loss)
Equity in earnings of subsidiaries
Other income (expense), net
Interest and debt expense:
Incurred
Capitalized
Income (loss) from continuing operations
before income tax expense (benefit)
Income tax expense (benefit) (1)

Income from continuing operations

Income from discontinued operations,
net of income taxes

Net income

(unaudited, in millions)

Valero
Energy
Corporation PRG
$ = $ 3,404
- 3,728
- 60
- 6
- 37
- 3,831
- (427)
509 422
295 (16)
(187) (125)
< 1
617 (145)
34 (200)
583 55
_- _ S8
$ 583 $ 108

Other Non-
Guarantor
Subsidiaries Eliminations  Consolidated
$ 20,496 $ (2,125) $ 21,775
17,717 (2,125) 19,320
787 - 847
187 - 187
125 - 131
330 - 367
2 - 2
19,148 2,125 20,854
1,348 - 921
108 (1,039) -
190 (468) 1
(294) 468 (138)
21 - 22
1,373 (1,039) 806
442 - 276
931 (1,039) 530
- - 53
$ 931 $ (1,039) $ 583

(1) The income tax expengbenefit)reflected in each column does not include any tax effect of the equity in eafiosegs)

of subsidiaries.

35



VALERO ENERGY CORPORATION AND SUBSIDIARIES
CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Condensed Consolidating Statement of Income for the Three Months Ended June 30, 200
(unaudited, in millions)

Valero Other Non-
Energy Guarantor
Corporation PRG Subsidiaries Elimination Consolidated

Operating revenues $ __ - $ 2908 $ 17,766 $ (3,298) $ 17,376
Costs and expenses:

Cost of sales - 3,197 16,115 (3,298) 16,014

Operating expenses - 60 721 - 781

Retail selling expenses - - 171 - 171

General and administrative expenses 3 - 119 - 122

Depreciation and amortization expense - 31 330 - 361

Asset impairment loss - 70 49 - 119

Total costs and expenses _ 3 3,358 17,505 (3,298) 17,568

Operating income (loss) 3) (450) 261 - (192)
Equity in earnings (losses) of subsidiaries (326) 214 (255) 367 -
Other income (expense), net 289 (27) 152 (437) (23)
Interest and debt expense:

Incurred (162) (127) (266) 437 (118)

Capitalized - 5 29 - 34
Loss from continuing operations before

income tax expense (benefit) (202) (385) (79) 367 (299)
Income tax expense (benefit) (1) _52 (193) 33 - (108)
Loss from continuing operations (254) (192) (112) 367 (191)
Loss from discontinued operations,

net of income taxes _- (63) = - _ (63
Net loss $ (254) $ (255) $ (112) $ _ 367 $  (254)

(1) The income tax expengbenefit)reflected in each column does not include any tax effect of the equity in eafiosges)
of subsidiaries.
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Condensed Consolidating Statement of Income for the Six Months Ended June 30, 2010
(unaudited, in millions)

Valero Other Non-
Energy Guarantor
Corporation PRG Subsidiaries Eliminations Consolidated

Operating revenues $ __ - $ 7,192 $ 41,969 $ (7,743) $ 41,418
Costs and expenses:

Cost of sales - 7,885 37,314 (7,743) 37,456

Operating expenses - 128 1,631 - 1,759

Retail selling expenses - - 360 - 360

General and administrative expenses - (33) 261 - 228

Depreciation and amortization expense - 71 653 - 724

Asset impairment loss _ - - 2 N 2

Total costs and expenses = 8,051 40,221 (7,743) 40,529

Operating income (loss) - (859) 1,748 - 889
Equity in earnings of subsidiaries 347 708 34 (1,089) -
Other income (expense), net 567 (24) 342 (873) 12
Interest and debt expense:

Incurred (344) (244) (570) 873 (285)

Capitalized - 2 40 - 42
Income (loss) from continuing op erations

before income tax expense (benefit) 570 (417) 1,594 (1,089) 658
Income tax expense (benefit) (1) 100 _(410) _ 539 - - 229
Income (loss) from continuing op erations 470 ©) 1,055 (1,089) 429
Income from discontinued operations,

net of income taxes N _4 - D 41
Net income $ 470 $ 34 $ 1,055 $ (1,089) $ 470

(1) The income tax expense (benefit) reflected in each column does not include any tax effect of the equity in earnings
(losses)f subsidiaries
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Condensed Consolidating Statement of Income for the Six Months Ended June 30, 20(
(unaudited, in millions)

Valero Other Non-
Energy Guarantor
Corporation PRG Subsidiaries Elimination Consolidated

Operating revenues $ - $ 5146 $ 31,470 $ (5912) $ 30,704
Costs and expenses:

Cost of sales - 5,479 27,651 (5,912) 27,218

Operating expenses - 151 1,475 - 1,626

Retail selling expenses 340 - 340

General and administrative expenses 1 1 265 - 267

Depreciation and amortization expense - 67 644 - 711

Asset impairment loss - 88 53 - 141

Total costs and expenses 1 5,786 30,428 (5,912) 30,303

Operating income (loss) Q) (640) 1,042 - 401
Equity in earnings (losses) of subsidiaries (78) 334 (360) 104 -
Other income (expense), net 544 (42) 313 (840) (24)
Interest and debt expense:

Incurred (305) (242) (530) 840 (237)

Capitalized __ = 11 62 > 73
Income (loss) from continuing op erations befc

income tax expense (benefit) 160 (578) 527 104 213
Income tax expense (benefit) (1) _105 (336) 271 - 40
Income (loss) from continuing op eration 55 (242) 256 104 173
Loss from discontinued operations,

net of income taxes - (118) - - (118)
Net income (loss) $ 55 $ (360) $ 256 $ 104 $ 55

(1) The income tax expengbenefit)reflected in each column does not include any tax effect of the equity in earnings

(losses)f sutsidiaries.
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Condensed Consolidating Statement of Cash Flows for the Six Months Ended June 30, 2010
(unaudited, in millions)

Valero Other Non-
Energy Guarantor
Corporation PRG Subsidiaries Eliminations Consolidated
Net cash provided by (used in) operating activities $ 1,006 $ (525) $ 1,289 $ __ - $ 1,770
Cash flows from investing activities:
Capital expenditures - (84) (701) - (785)
Deferred turnaround and catalyst costs - (73) (270) - (343)
Purchase of ethanol facilities - - (260) - (260)
Proceeds from the sale of the Delaware City Refine
assets and associated terminal and pipeline ass: - 210 10 - 220
Net intercompany loan repayments (1,534) - - 1,534 -
Return of investment 10 - - (20) -
Other investing activities, net - __=° 11 ___ = 11
Net cash provided by (used in) investing activities (1,524) _ 53 (1,210) 1,524 (1,157)
Cash flows from financing activities:
Non-bank debt:
Borrowings 1,244 - - - 1,244
Repayments (33) (484) - - (517)
Accounts receivable sales program:
Proceeds from sale of receivables - - 1,225 - 1,225
Repayments - - (1,325) - (1,325)
Issuance of common stock in connection with
employee benefit plans 11 - - - 11
Common stock dividends (57) - - - (57)
Dividend to parent - - (20) 10 -
Debt issuance costs (20) - - - (20)
Net intercompany borrowings - 956 578 (1,534) -
Other financing activities, net 6 = (2 - 4
Net cash provided by financing activities 1,161 472 466 (1,524) 575
Effect of foreign exchange rate changes on cash - _ - (12) - (12)
Net increase in cash and temporary cash investments 643 - 533 - 1,176
Cash and temporary cash investments
at beginning of period 78 S 747 — _ 825
Cash and temporary cash investments at end of period$ 721 $ _ - $ 1,280 $ — $ 2,001

39



VALERO ENERGY CORPORATION AND SUBSIDIARIES
CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Condensed Consolidating Statement of Cash Flows for the Six Months Ended June 30, 2009
(unaudited, in millions)

Valero Other Non-
Energy Guarantor
Corporation PRG Subsidiaries Eliminations Consolidated
Net cash provided by (used in) operating activities  $ (8) $ (819) $ 2,234 $ E $ 1,407
Cash flows from investing activities:
Capital expenditures - (197) (1,154) - (2,351)
Deferred turnaround and catalyst costs - (20) (229) - (249)
Purchase of ethanol facilities - - (556) - (556)
Minor acquisitions - - (29) - (29)
Net intercompany loan repay ments (1,194) - - 1,194 -
Other investing activities, net - - o nu - 1
Net cash used in investing activities (1,194) _(217) (1,957) 1,194 (2,174)
Cash flows from financing activities:
Non-bank debt:
Borrowings 998 - - - 998
Repayments (209) - - - (209)
Accounts receivable sales program:
Proceeds from sale of receivables - - 500 - 500
Repayments - - (500) - (500)
Proceeds from the sale of common stock, net of
issuance costs 799 - - - 799
Issuance of common stock in connection with
employee benefit plans 4 - - - 4
Common stock dividends (155) - - - (155)
Debt issuance costs (8) - - - (8)
Net intercompany borrowings - 1,036 158 (1,194) -
Other financing activities, net 1 - (2) - (1)
Net cash provided by financing activities 1,430 1,036 156 (1,194) 1,428
Effect of foreign exchange rate changes on cash - - 22 - 22
Net increase in cash and temporary cash investments 228 - 455 - 683
Cash and temporary cash investments
at beginning of period _ 215 S _725 _ __ 940
Cash and temporary cash investments at end of periéd __ 443 $ _ . $ 1,180 $ B $ 1,623
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tem2. Management 6 s Di scussion and Analysis of Financ

CAUTIONARY STATEMENT FOR THE PURPOSE OF SAFE HARBOR PROVISIONS OF THE
PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995

This Form 16Q, including without limitationour discussionrb e | ow under Overhiew afde adi ng
Outlooko includes forwaredooking statements within the meaning of Secf@w of the Securities Act

of 1933 and SectioR1E of the Securities Exchange Act of 1934. You can identify our forleaking

statene nt s by the words Afanticipate, 0 fAbelieve, 0 0
Aprojection, 0 Apredict, o0 Abudget, 0 Aforemaswatndd fg
similar expressions.

These forwardooking statemeistinclude, among other things, statements regarding:

o future refining margins, including gasoline and distillate margins;

e future retail margins, including gasoline, diesel, home heating oil, and convenience store
merchandise margins;

o future ethanol marginand the effect othe acquisition of ethanol plantsn our results of
operations;

e expectations regarding feedstock costs, including crude oil differentials, and operating expenses;

e anticipated levels of crude oil and refined product inventories;

e our antigpated level of capital investments, including deferred refinery turnaround and catalyst
costs and capital expenditures for environmental and other purposes, and the effect of those
capital investments on our results of operations;

e anticipated trends in éhsupply of and demand for crude oil and other feedstocks and refined
products in the Unite8tates, Canada, and elsewhere;

e expectations regarding environmental, tax, and other regulatory initiatives; and

e the effect of general economic and other conditmmsefining and retail industry fundamentals.

We based our forwarboking statements on our current expectations, estimates, and projections about
ourselves and our industry. We caution that these statements are not guarantees of future performance
andinvolve risks, uncertainties, and assumptions that we cannot predict. In addition, we based many of
these forwardooking statements on assumptions about future events that may prove to be inaccurate.
Accordingly, our actual results may differ mategidlom the future performance that we have expressed

or forecast in the forwarbboking statements. Differences between actual results and any future
performance suggested in these forwlawking statements could result from a variety of factors,
including the following:

e acts of terrorism aimed at either our facilities or other facilities that could impair our ability to
produce or transport refined products or receive feedstocks;

e political and economic conditions in nations that consume refined prothaitsling the United
States, and in crude oil producing regions, including the Middle East and South America;

e domestic and foreigdemand for, andupplies ofrefined products such as gasoline, diesel fuel,
jet fuel, home heating oil, and petrochemicals;

e domestic and foreigdemand for, andupplies ofcrude oil and other feedstocks;

o the ability of the members of the Organization of Petroleum Exporting Countries (OPEC) to agree
on and to maintain crude oil price and production controls;

¢ the level of consmer demand, including seasonal fluctuations;

¢ refinery overcapacity or undercapacity;

¢ the actions taken by competitors, including both pricing and adjustments to refining capacity in
response to market conditions;
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o the level of foreign imports of refinedquucts;

e accidents or other unscheduled shutdowns affecting our refineries, machinery, pipelines, or
equipment, or those of our suppliers or customers;

e changes in the cost or availability of transportation for feedstocks and refined products;

e the price, avitability, and acceptance of alternative fuels and alterndtigevehicles;

o delay of, cancellation of, or failure to implement planned capital projects and realize the various
assumptions and benefits projected for such projects or cost overruns iruaorgtsuch
planned capital projects;

¢ ethanol margins may be lower than expected,;

e earthquakes, hurricanes, tornadoes, and irregular weather, which can unforeseeably affect the
price or availability of natural gasrude oil, grairand other feedstocks, énefined productand
ethano]

e rulings, judgments, or settlements in litigation or other legal or regulatory matters, including
unexpected environmental remediation costs, in excess of any reserves or insurance coverage;

e legislative or regulatory actionincluding the introduction or enactment of federal, state,
municipal, or foreign legislation or rulemakingacluding tax and environmental regulations,
which may adversely affect our business or operations;

e changes in the credit ratings assigned to ebt decurities and trade credit;

e changes in currency exchange rates, including the value of the Canadian dollar relative to the U.S.
dollar; and

e overall economic conditions, including the stability and liquidity of financial markets.

Any one of these faors, or a combination of these factors, could materially affect our future results of
operations and whether any forwdombking statements ultimately prove to be accurate. Our forward
looking statements are not guarantees of future performance, amd restults and future performance
may differ materially from those suggested in any forwaaking statements. We do not intend to
update these statements unless we are required by the securities laws to do so.

All subsequent written and oral forwalmbking statements attributable to us or persons actinguon
behalf are expressly qualified in their entirety by the foregoing. We undertake no obligation to publicly
release the results of any revisions to any such forlealdng statements that may beade to reflect
events or circumstances after the date of this report or to reflect the occurrence of unanticipated events.
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OVERVIEW AND OUTLOOK

For the second quarter of 2010, we reported income from continuing operations of $530 million, or
$0.93per dare, compared to a loss from continuing operations of $191 million, or $0.36 per share, for
the second quarter of 2009. For the first six months of 2@&0reportedincome from continuing
operationof $429million, or $0.76 per share, compared to $h7iBion, or $0.33 per share, for the first

six months of 2009. Tise results were primarilydue to our refining segment operations, which
generated operating income of $921 millimnthe second quarter of 20Ehd an operating loss of
$143million in thesecond quarter of 200Refining segment operatingcomewas$870million for the

first six months of 201@nd $550 million for the firssix monthsof 2009. The increase in refining
operating income for bottomparablgeriods(2010vs. 2009)was prinarily due to improved margins for

the distillate products we produaed wider sour crude oil differential§he sour crude oil differential is

the difference between the price of sweet crude oil and the price of sour cruiféeobelieve that the
improved distillate margins are due to an increase in the demand for refined products resulting from the
slowly improving U.S. and worldwide economieslhis refined productdemand however,has not
returned to levels experienced prior to the economic slowdtanbegan in 2008.In addition, ve
believe there is excessovidwide refinery capacity and refined product inventorgsain high These
factorscontinue to constrain the margifor refined products.

In response tdhe worldwide economic slowdowmarnd as a result of ouassessment dhe operating
performance and profitability of our refinerjase temporarily shut down our Aruba Refinery in July

2009 and permanently shut down our Delaware City Refinery in November Z0@9to the shutdown

of our Ddaware City Refinery, we have reflected its results of operations as discontinued operations in
our consolidated statements of income and the dop
tables that follow this overviewOn Junel, 2010, wecompleted the sale of our shutdown Delaware City

Refinery assets and associated terminal and pipeline assets for $220 ohitEsh proceedsWe are

also evaluating strategic alternatives for our Paulsboro Refametilaveentered into negotiations sell

the refinery

Our Aruba Refinery has remained shut since 2099 primarily because it has been uneconomical to

operate due to narrow heavy sour crude oil differentidHowever, in June 201@ue to the recent

widening of the heavy sour crude differentiak and the overall improvement in refining economigs
commencedefinerywi de mai ntenance t o pr epar potemtidlrestart leyf i ner vy
the end of the third quarter of 2010. This decision was also in response tatleuresgtof tax disputes

with the Government of Aruba (GOA) effective June 1, 2010, whasblveduncertainties regardingur

tax environment in Aruba. In connection with the settlement, we paid the GOA $118 million, consisting
primarily of cash that hatbeen escrowed in connection with those disputes. There is no certainty,
however, that refining economics will recover sufficiently to justify restarting the refinery.

In the second quarter of 2009, we entered the ethanol business through the acqbisgi@n ethanol
facilities, and we acquired three additional facilities in the first quarter of 2010. We believe that ethanol
is a natural fit for us because we manufacture transportation fuels. During the second quarter and first
half of 2010, our eth@l segment generated operating income of iBon and $92 million,
respectively, compared &22 million for the second quarter and first half of 2009. The ethanol business

is dependent on margins between ethanol and corn feedstocks and can belimpat® government
subsidies and biofuels (including ethanol) mandates.

Our retail segment generated operating income of #iili@n for the second quarter of 2010 compared
to operating income of $&&illion for the second quarter of 2009. Retail @tierg income was
$180million for the first six months of 2010, compared to $h2llion for the comparable period in
2009. The 2010 resultsenefied from the blending of ethanol with the gasoline sold by our retail
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segment Ethanol iscurrentlya lowercost product than gasoline and this lower cost results in an increase
in retail fuel margis.

To supportour financial strength and liquidity, we issued $1.25 billion in debt during the first quarter of
2010 at interest rates favorable to those on oistiag debt. We used a portion of the proceeds to
redeem our 7.50% senior notes for $28#lion in March2010, and our 6.75%enior notes for
$190million in May 2010; the remainder was used for general corporate purposes.

We expect the U.S. and world¥g economies to continue to recover slowly, and we expect refined
product demand to increase. The increase in anticipated refined product demand is expected to result in
an increase in crude oil production, which we believe will result in the produdtimore sour crude oils

and continuedimprovement insour crude oil differentials. The expected increases in refined product
demand and sour crude oil production should favorably impactefined product margins. However,

we expect that the current slirp and growth in global refining capacity will put pressure on refining
margins and could result angoingproduction constraints or refinery shutdowns in the refining industry.

We will continue to optimize our refining assets based on market conditions
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RESULTS OF OPERATIONS

The following tables highlight our results of operations, our operating performance, and market prices
that directly impact our operations. The narrative following these tables provides an analysis of our

results of operations.

SecondQuarter 2010 Compared to SecondQuarter 2009

Financial Highlights
(millions of dollars, except per share amounts)

2010 (a) (b) 2009(a) (b) Change
Operating revenues $21,775 $17,376 $_4,399
Costs and exgnses:
Cost of sales 19,320 16,014 3,306
Operating expenses 847 781 66
Retail selling expenses 187 171 16
General and administrative expenses 131 122 9
Depreciation and amortization expense:
Refining 318 318 -
Retail 27 26 1
Ethanol 9 5 4
Corporate 13 12 1
Asset impairment loss (c) 2 119 (117
Total costs and expenses 20,854 17,568 3,286
Operating incoméloss) 921 (192) 1,113
Other income (expense), net 1 (23 24
Interest and debt expense
Incurred (138) (118) (20)
Capitalized 22 34 _ (12
Income(loss) from continuing operations
before income tax expenfeenefit) 806 (299) 1,105
Income tax expengbenefit) 276 (108 384
Income (bs9 from continuing operations 530 (291) 721
Income (bs9 from discontinued operations,
net ofincome taxes (b) 53 (63 116
Net incomg(loss) $_ 583 $_ (259 $_ 837
Earningg(loss)per common sharie
assuming dilution
Continuing operations $093 $ (0.36) $1.29
Discontinued operations 0.10 (0.12 0.22
Total $1.03 $(0.48 $151

See the footnote references on pége

Three Months EndedJune 30,
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Operating Highlights

(millions of dollars, ecept per barrel and per gallon amounts)

Refining (b):
Operating incoméloss)(c)
Throughput margin per barrad)(
Operating costs per barr(gl):
Refining operating expenses
Depreciation and amortization
Total operating costs per barrel

Throughput volumes (thousand barrels per day):

Feedstocks:
Heavy sour crude
Medium/light sour crude
Acidic sweet crude
Sweet crude
Residuals
Other feedstocks
Total feedstocks
Blendstocks and other
Total throughput volumes

Yields (thousand barrels per day):
Gasolines and blendstocks
Distillates
Petrochemicals
Other productse)

Total yields

Retail i U.S.:

Operating income

Companyoperated fuel sites (average)
Fuel volumes (gallons per day per site)
Fuel margin per gallon

Merchandisesales

Merchandise margin (percentage of sales)
Margin on miscellaneous sales

Retail selling expenses

Depreciation and amortization expense

Retail i Canada:

Operating income

Fuel volumes (thousand gallons per day)
Fuel margin per gallon

Merchandise sales

Merchandise margin (percentage of sales)
Margin on miscaneous sales

Retail selling expenses

Depreciation and amortization expense

See the footnote references on pége
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Three Months EndedJune 30,

2010

$921
$9.39

$3.55
1.50
$5.05

472
522
59
689
211

_ 128
2,081
_ 256
2,337

1,148
780
76
_352
2,356

$76
990
5,196
$0.220
$ 316
28.9%
$22
$ 122
$18

$33
3,098
$0.276
$61
30.6%
$9
$ 65
$9

2009

$ (143)
$4.74

$3.39
147
$4.86

451
550
103
609
226
_176
2,115
_2n
2,392

1,141
775
70
408
2,394

$ 36
1,001
5,119

$0.125
$ 307

28.6%

$21
$115

$18

$29
3,093
$0.253
$ 49
29.2%
$7
$ 56
$8

Change

$ 1,064
$ 4.65

$0.16
0.03
$0.19

21
(28)
(44)
80
(15)
(48)
(34)
(21)
(59

(56)
(39)

$ 40

(11)

77

$0.095

$9
0.3%

$1

$7

$4

$0.023
$12
1.4%
$2
$9
$1



Operating Highlights(continued)

(millions of dollars, except per gallon amounts)
Three Months EndedJune 30,

Ethanol (a):
Operating income
Ethanol productiorfthousandjallonsper day)
Grossmargin pemallon of ethanol production
Operating costs peyallon of ethanol production
Ethanoloperating expenses
Depreciation and amortization
Total operating costs pegallon
of ethanol production

See the footnote references on pége
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2010 2009 Change

$35 $22 $13
3,190 1,547 1,643
$047 $0.49 $(0.02)
$0.31 $0.30 $0.01
$0.34 $0.33 $0.01



Gulf Coast:
Operating incomégloss)

Mid -Continent:
Operating income

Northeast (b):
Operatingncome (0s9

West Coast:
Operating income

Refining Operating Highlights by Regionf)
(millions of dollars, except per barrel amounts)

Three Months EndedJune 30,

Operating costs per bariel):

Operating costs per barr(gl):

Operating costs per barr(l):

Operating costs per barr(gl):

2010 2009
$ 650 $ (81)
Throughput volumes (thousand barrels per day) 1,329 1,395
Throughput margin per barred)( $10.28 $3.94
Refining operating expenses $3.34 $3.17
Depreciation and amortization 1.57 1.41
Total operating costs per barrel $4.91 $4.58
$ 151 $ 18
Throughput volumes (thousand barrels per day) 390 370
Throughput margin pebarrel @) $9.13 $6.03
Refining operating expenses $3.54 $3.75
Depreciation and amortization 1.36 1.72
Total operating costs per barrel $4.90 $5.47
$24 $ (42)
Throughput volumes (thousand barrels per day) 356 343
Throughput margin per barrel (d) $5.49 $3.05
Refining operating expenses $3.38 $3.12
Depreciation and amortization 1.35 1.30
Total operating costs per barrel $4.73 $4.42
$ 98 $79
Throughput volumes (thousand barrels per day) 262 284
Throughput margin per bairgl) $ 10.55 $9.03
Refining operating expenses $4.87 $4.37
Depreciation and amortization 1.57 1.61
Total operating costs per barrel $6.44 $5.98
Operating income @iss) for regions above $ 923 $ (26)
Asset impairment loss applicable to refining (c) (2 (117
Total refining operating income (loss) $921 $ (143

See the footnote references on pége
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Change

$731
(66)
$6.34

$0.17
0.16
$0.33

$ 133
20
$3.10

$(0.21)
(0.39
$(0.59

$ 66
13
$2.44

$026
0.05
$0.31

$19
(22)
$1.52

$0.50

(0.04
$0.46

$ 949
115
$1,064



Average Market Reference Prices and Differentiatg (
(dollars per barrel)

Three Months EndedJune 30,

2010 2009 Change
Feedstocks:
West Texas Intermediate (WTI) crude oil $77.80 $59.54 $18.26
WTI less sour crude oil at U.S. G@oast f) 3.78 0.33 3.45
WTI less Mars crude oil 0.36 2.19 (1.83)
WT]I less Maya crude oil 9.75 4.57 5.18
Products:
U.S. Gulf Coast:
Conventional 87 gasoline less WTI 10.22 10.57 (0.35)
No. 2 fuel oil less WTI 9.21 3.84 5.37
Ultra-low-sulfur diesel less WTI 12.14 6.16 5.98
Propylene less WTI 6.11 (10.89) 17.00
U.S.Mid-Continent:
Conventional 87 gasoline less WTI 10.39 10.58 (0.19)
Low-sulfur diesel less WTI 13.29 6.24 7.05
U.S.Northeast:
Conventional 8 gasoline less WTI 9.49 9.85 (0.36)
No. 2 fuel oil less WTI 10.12 4.69 5.43
Lube oils less WTI 52.36 25.64 26.72
U.S.West Coast:
CARBOB 87 gasoline less WTI 16.50 18.07 (1.57)
CARB diesel less WTI 14.45 7.92 6.53
New York Harbor corn arsh (dollars per gallon) 0.36 0.29 0.07

The following notes relate to references on padahrough49.

(@) The information presented for thtree months ended JurB9, 2010 and 2009 includes the operations related to the
acquisition ofsevenethanol plants from VeraSunergy Corporation (VeraSubgginningon their respectivelosingdates
in the second quarter of 2009 including plants located in Albert City, CharlgsFGit Dodge, and Hartley, lowaurora,

South DakotaWelcome, Minnesotaand Albion, Nebraska. In addition, information presented fothtteemonths ended
June 30, 2010 includes operations related to two ethanol plants purchased on1Bi2@t9 fom ASA Ethanol Holdings,
LLC (ASA) located in Bloomingburg, Ohio and Linden, lllinois and one ethanol plant purchased on Fdb2@t9 from
Renew Energy LLOQRenew)located in Jefferson, WisconsinThe ethanol production volumes reflected for these
monthsended Jun80, 2010 and 2009 are basedtotal productionduringeachperiod divided by actual calendar days per
period

(b) During the fourth quarter of 2009, we permanently shut downefinery in Delaware City, Delaware, and wrote down the
book value of the refinery assets to net realizable value. On June 1, 2010, we sold the shutdown refinery assets and the
terminal and pipeline assets also located in Delaware City to Erig¥gy Partners LP (PBFyr $220million of cash
proceeds. The resultd operations of the shutdown refinery are reflected as discontinued operatidvsttfgreriods
presented. For the three months ended June 30, 2010, those results include a gamliodi$¢R58 million after taxes) on
the sale of the refinery asset$he gain primarily resutid from the scrap value of the refinery assets and the reversal of
certain liabilities recorded in the fourth quarter of 2009 associated with the shutdown of the refinery, which will not be
incurred because of the sale. The ieahand pipeline assets previously associated with the refinery were not shut down
and continued to be operated until the date of their sale. The results of operations of those assets, including@minsignifi
gain on sale, are reflected in continuiogerations forboth periods presented. All refining operating highlights, both
consolidated and for the Northeast Region, exclude the Delaware City RefinbotHperiods presented.

(c) The asset impairment loss for the three months ended June 30, 2468 peimarily to the permanent cancellation of
certain capital projects classified as fconstruction i
slowdown on refining industry fundamentalsThis loss has been reclassified from opéirsg expenses and presented
separately for comparability with the 2010 presentation. The asset impairment loss amounts are included in the refining
segment operating income but are excluded from the regional operating income amounts and the consdlickfiecal
operating costs per barrel, resulting in an adjustment to the operating costs per barrel previously reported in 2009.

49

n

p



(d) Throughput margin per barrel represents operating revenues less cost of sales divided by throughput volumes.

(e) Other products pmarily include gas oils, No. 6 fuel oil, petroleum colied asphalt.

(f) The regions reflected herein contain the following refineries Gulf Coast refining region includes the Corpus Christi
East, Corpus Christi West, Texas City, Houston, Three Rivér§harles Aruba and Port ArthurRefineries; the Mid
Continent refining region includes the McKee, Ardmard Memphis Refineries; the Northeast refining region includes
the QuebecCity and PaulsboroRefineries; and the West Coast refining region inetuthe Benicia and Wilmington
Refineries.

(g) The average market reference prices and differentials are based on posted prices from various pricing services. The average
market reference prices and differentials are presented to provide users of the dedsfilidacial statements with
economic indicators that significantly affect our operations and profitability.

(h) The market reference differential for sour crude oil is based on 50% Arab Medium and 50% Arab Light posted prices.

General

Operating revenueBicreased25% (or $44 billion) for the secondquarter 0f2010 compared to the
secondquarter of2009 primarily as a result ohigherrefined product prices between the two periods
Operating incoméncreasedb1.1 billion and incomefrom continuing operatias increased $21million

for thesecond quarter f010compared to amountseportedfor thesecond quarter G009 primarily due

to a $11 billion increase in refining segment operating income discussed below.

Refining

Results of operations afur refining segmenincreasedrom an operatingloss of $143million for the
secondjuarter of2009to operatingncomeof $921 million for thesecondjuarter 0f201Q resulting from

a 98% increase in throughput margin per barf@l$4.65 per barrelincrease beteen the comparable
period3 partially offset bya 2% decline intotal throughput volumega 55,000 barrel per dagecrease
between the comparable peripdsThe increase in the refining throughput margin per barrel for the
second quarter of 2010 wasrtidly due to a significantmprovementin distillate marginsbut that
improvement was somewhafffset by a decline in gasoline margins in all of our refining regions
Throughput margin per barrel also benefited from wider sour crude oil differentialampaet of these
factors on our throughput margin per barrel is described below.

Changes in the margin that we receive for our products have a material impact on our results of
operations. For example, the benchmark reference margin for U.S. Gulf @Godstfiel oil, which is a

type of distillate, was®%21per barrel for the second quarter of 2010, compared to $3.84 per barrel for the
second quarter of 2009, representamgavorableincrease of $27 per barrel. Similarincreases in

distillate marginswere experienced in other regions. We estimate thatinitrease in margin for
distillates had a332million positiveimpact to our overall refining margin, quarter versus quarter, as we
produced’80,000barrels per day of distillates during the secqudrter of 2010.Distillate margins were

higher in the second quarter of 2010 as compared to the second quarter of 2009 due to an increase in the
industrial demand for these products resulting from the ongoing recovery of the U.S. and worldwide
economies ad exports.

Similarly, the benchmark reference margin for U.S. Gulf Coast Conventional 87 gd§alih€oast 87
gasoline)was $.0.22per barrel for the second quarter of 2010, compared to $10.57 per barrel for the
second quarter of 2009, representarg unfavorabledecrease of (b35per barrel. Conventional 87
gasoline benchmark reference margins decreased quarter versus quarter to an even greater extent in the
West Coast regioma($1.57per barrelunfavorabledecrease). We estimate that the decraagmsoline

margins had a 8B million negative impact to our overall refining margin, quarter versus quarter, as we
produced 15 million barrels per day of gasoline during the second quarter of 2GH30oline margins

were lower in thesecondjuarter 02010 as compared to tsecondquarter of 2009 despite an increase in
gasoline prices in theecondquarter of 2010. We believe that tmargins for gasoline were constrained

due to continued weak consumer demand and high levels of invenborgddition, our downstream
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customers increased thise of ethanol as a component in transportation foetausets price was
cheaper than gasoline.

The cost of crude oil we process also has a material impact on our results of operations because many of
our refneries have been designed to process sour crude oils, which we can purchase at a discount to sweet
crude oils. For example, Maya crude oil, which is a type of sour crude oil, sold at a discount of $9.75 per
barrel to West Texas Intermediate crude oil,chtis a type of sweet crude oil, during the second quarter

of 2010. This compares to a discount of $4.57 per barrel during the second quarter of 2009, representing
a favorable increase of $5.18 per barrel. We estimate that the wider discounts farsatiftgpur crude

oil that we process had a $204 million positive impact to our overall refining margin, quarter versus
guarter, as we processed 994,000 barrels per day of sour crude oils.

The decrease in throughput volumes during 2010 compared to 200®ue/gsimarily to the temporary
shutdown of our Aruba Refinery commencing in July 2009.

Retail

Retail operating income&as$109million for the secondquarterof 2010compared t&65 million for the
secondquarterof 2009 This 68% (or $44million) increase was due timproved retail fuel marginef
$51million, partially offset by higbr selling expensesf $16million, $9million of which relates taur
Canadian retail operations

Retail fuel margindenefited fronthe blending of ethanol with theagoline sold by our retail segment.
Ethanol iscurrentlya lower cost product than gasoline and this lower cost results in an increase in retail
fuel margins. For example, the Chicago Board of Trade (CBOT) price for a gallon of ethanol was $0.54
less tha a gallon of Gulf Coast 8Fasoline for the second quarter of 2010, but there was no difference
between the prices of these products for the second quarter of 2009. In addition, approgibatsly

the gasoline we sold during the second quarter of 20atained 10% ethanol.

The increasén selling expensefom our Canadian retail operationssdue to the strengthening of the
Canadian dollar relative to the U.S. dollar.

Ethanol

Ethanol operating income wa8%million for thesecondquarterof 2010compared to $2gillion for the
secondquarterof 2009 This increase of $1illion was primarily due toan increase in the number of
ethanol plants we operate. As more fullgscribed in Not8 of Condensed Notes to Constaied
Financial Statementsve acquired three ethanol plarin the first quarter of 2010, and these plants
generated $@illion of operating income during the second quarter of 2010.

Corporate Expenses andther

General and administrative expenseascluding depreciation and amortization expensgreased
$10million from thesecondquarter 0f2009to thesecondquarter of2010primarily dueto a $6 million
increase irenvironmental remediation costs at a foperating site

AOt her (expemse)nge 0 f @acondqleser of2010 increased$24million from the second
quarter 0f2009due mainly to &34 million netlossin 2009resulting froman increase of $1laillion in
the fair value of an earrout agreement that was entered into in connectidh thie sale of our Krotz
Springs Refineryin 2008 offset by a loss of $4&illion related to commodity derivative instruments
entered into to hedge the risk of changes in the fair value of th@ebagreement
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Interest and debt expense for the seaqumatter of 2010 increased $8Rllion from the second quarter of
2009. This increase is composefia 0 million increase in interestxpensencurred primarily on
$1.25billion of debt issued in February 2010,described irfNote 7 of Condensed Notes to Consolidated
Financial Statementand a $12nillion decrease in capitalized intereite to a corresponding reduction
in capital expenditures between the quartensl the temporary suspension of activity on certain
construdon projects We will not capitalize interest with respectsaspendedonstruction projectantil
significant construction activities resume.

Income tax expensacreased $84 million from thesecondquarter 02009 to the secondquarter 02010
mainly as aresult ofhigheroperating income

Income from discontinued operatiomd $53million for the second quarter of 2010 represents a
$58million aftertax gain on the sale dfie shutdown refinery assets at Delaware Qitgrtially offset by
a$omilionnet | oss from t he r ef i nThegpidsthespledhashitdonms pr i o
refinery assets primarily resulted from the scrap value ohs#isets and the reversal of certain liabilities

recorded in the fourth quarter of ZD@ssociated with the shutdown of the refinery, whighwill not

incur because of the sale.
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Six Months Ended June 30, 200 Compared to Six Months Ended June 30, 2@

Financial Highlights
(millions of dollars, except per share amounts)

Six Months EndedJune 30,

2010 (a) (b) 2009(a) (b) Change

Operating revenues $41,418 $30,704 $10,714
Costs and expenses:
Cost of sales 37,456 27,218 10,238
Operating expenses 1,759 1,626 133
Retail selling expenses 360 340 20
General and adinistrative expenses 228 267 (39)
Depreciation and amortization expense:
Refining 629 634 (5)
Retail 53 49 4
Ethanol 17 5 12
Corporate 25 23 2
Asset impairment loss (c) 2 141 (139
Total costs and expenses 40,529 30,303 10,226
Operating income 889 401 488
Other income (expense), net 12 (24) 36
Interest and debt expense:
Incurred (285) (237) (48)
Capitalized 42 73 (3D
Incomefrom continuing operations before
income taxexpeng 658 213 445
Income tax expense 229 40 189
Income from continuing operations 429 173 256
Income (bs9 from discontinued operations, net of
income taxegb) 41 (118 159
Net income $__ 470 $ 55 $_ 415
Earningg(loss)per common sharieassuming dilution
Continuing operations $0.76 $0.33 $0.43
Discontinued operations 0.07 (0.22 0.29
Total $0.83 $0.11 $0.72

See the footnote references on page

53



Operating Highlights
(millions of dollars, except per barrel and per gallon amounts)

Six Months Ended June 30,

2010 2009 Change
Refining (b):
Operating incoméc) $ 870 $ 550 $ 320
Throughput margin per barred)( $7.70 $6.77 $0.93
Operating costs per barr(l):
Refining operating expenses $3.96 $3.69 $0.27
Depreciation and amortization 1.57 1.48 0.09
Total operating costs per barrel $5.53 $5.17 $0.36
Throughput volumes (thousand ks per day):
Feedstocks:
Heavy sour crude 457 505 (48)
Medium/light sour crude 493 559 (66)
Acidic sweet crude 51 105 (54)
Sweet crude 666 582 84
Residuals 174 172 2
Other feedstocks _ 128 _ 169 (41
Total feedstocks 1,969 2,092 (123)
Blendstocks and other 248 279 (31
Total throughput volumes 2,217 2,371 (159
Yields (thousand barrels per day):
Gasolines and blendstocks 1,090 1,097 (7)
Distillates 720 792 (72)
Petrochemicals 72 65 7
Other productse) _355 _416 (63)
Total yields 2,237 2,370 (133
Retail i U.S.:
Operating income $ 109 $61 $48
Companyoperated fuel sites (average) 989 1,003 (24)
Fuel volumes (gallons per day per site) 5,070 5,052 18
Fuel margin per gallon $0.181 $0.121 $ 0.060
Merchandise sales $ 588 $573 $15
Merchandise margin (percentage of sales) 28.9% 29.5% (0.6)%
Margin on miscellaneous sales $44 $44 $-
Retail selling expenses $ 233 $ 229 $4
Depreciatbn and amortization expense $ 36 $35 $1
Retail i Canada:
Operating income $71 $ 60 $11
Fuel volumes (thousand gallons per day) 3,088 3,176 (88)
Fuel margin per gallon $0.287 $0.252 $0.035
Merchandise sales $113 $ 88 $25
Merchandise margin (percentage of sales) 31.0% 29.5% 1.5%
Margin on miscellaneous sales $19 $15 $4
Retail selling expenses $ 127 $ 111 $16
Depreciation and amortization expense $17 $14 $3

See the footnote references on page
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Operating Highlights(continued)

(millions of dollars, except per gallon amounts)

Ethanol (a):
Operating income
Ethanol productiotfthousandjallonsperday)
Grossmargin pemallon of ethanol production
Operating costs peyallon of ethanol production

Ethanoloperating expenses

Depreciation and amortization

Total operating costs pegallon
of ethanol production

See the footnote references on page

Six Months Ended June 30,
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2010

Change

$70
2,086
$ 0.05

$0.8

o
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Refining Operating Highlights by Regionf}

(millions of dollars, except per barrel amaois)

Gulf Coast:
Operating income
Throughput volumes (thousand barrels per day)
Throughput margin per barrel (d)
Operating costs pdrarrel (c)

Refining operating expenses

Depreciation and amortization

Total operating costs per barrel

Mid -Continent:
Operating income
Throughput valmes (thousand barrels per day)
Throughput margin per barrel (d)
Operating costs per barrel (c):

Refining operating expenses

Depreciation and amortization

Total operating costs per barrel

Northeast (b):
Operatingncome
Throughput volumes (thousand barrels per day)
Throughput margin per barrel (d)
Operating costs pembrel(c):

Refining operating expenses

Depreciation and amortization

Total operating costs per barrel

West Coast:
Operating income
Throughput volumes lfbusand barrels per day)
Throughput margin per barrel (d)
Operating costs per barr(gl):

Refining operating expenses

Depreciation and amortization

Total operéing costs per barrel

Operating income for regions above
Asset impairment loss applicable to refining (c)
Total refining operating income

See the footnote referenaas pageb?.
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Six Months Ended June 30,

2010
$ 639
1,234
$8.35

$3.85
164
$5.49

$ 140
377
$7.32

$3.79
1.48
$5.27

$ 26
344
$ 5.64

$3.81
1.40
$5.21

$ 67
262
$7.89

$4.92
1.55
$6.47

$872

2
$870

2009

$ 109
1,355
$5.48

$3.58
1.46
$5.04

$ 191
385
$ 8.07

$3.73
1.59
$5.32

$ 125
351
$ 6.46

$3.25
1.25
$4.50

$ 264
280
$11.66

$4.73
1.73
$6.46

$ 689

(139
$550

Change

$ 530
(121)
$2.87

$0.27
0.18
$0.45

$ (51)
(8)
$(0.75)

$0.06
(0.1)
$0.09

$ (99)
(7)
$(0.82)

$0.56
0.15
$0.71

$ (197)
(18)
$(3.77)

$0.19

(0.18
$0.01

$183
137
$320



Average Market Reference Prices and Differentidty

Feedstocks:
WTI crude oil

WTI less sour crudeil at U.S. Gulf Coasth)

WTI less Mars crude oil
WTI less Maya crude oail

Products:
U.S. Gulf Coast:
Conventional 87 gasoline less WTI
No. 2 fuel oil less WTI
Ultra-low-sulfur diesel less WTI
Propylene less WTI
U.S.Mid-Continent:
Conventional 87 gasoline less WTI
Low-sulfur diesel less WTI
U.S.Northeast:
Conventonal 87 gasoline less WTI
No. 2 fuel oil less WTI
Lube oils less WTI
U.S.West Coast:
CARBOB 87 gasoline less WTI
CARB diesel less WTI

New York habor corn crush (dollars per gallon)

(dollars per barrel)

Six Months Ended June 30,

2010

$78.24

3.44
1.65
9.33

8.68
7.44
9.82
11.86

8.55
10.00

8.68
8.50
43.34

13.54
11.44
0.41

2009

$51.26
1.02
0.70
451

9.36
7.3%
9.38

(8.69)

9.58
8.94

8.99
9.06
46.37

18.60
10.81
0.30

Change

$26.98
2.42
0.95
4.82

(0.68)
0.10
0.44

20.55

(1.03)
1.06

(0.31)
(0.56)
(3.03)

(5.06)
0.63
0.11

The following notes relate to references on pagahrough57.

(@) The information presented for the six months endede30, 2010 and2009 includes the operations related to the
acquisitionof sevenethanol plantérom VeraSurbeginning on their respectivdosingdatesin the second quarter of 2009
including plants located in Albert City, Charles City, Fort Dodge, Hadley, lowa Aurora, South DakotaWelcome,
Minnesota and Albion, Nebraska.ln addition, information presented for the six months ended June 30, 2010 includes
operations related to two ethanol plants purchased on JalRia@p10 from ASA located in Bbmingburg, Ohio and
Linden, lllinois and one ethanol plant purchased on Febia®010 from Renew located in Jefferson, Wisconsiie
ethanol production volumes reflected for the six months ended3Dyr2910 and 2009 are based on total productioimgiu
the period divided by actual calendar days per period.

(b) During the fourth quarter of 2009, we permanently shut downefinery in Delaware City, Delaware, and wrote down the
book value of the refinery assets to net realizable value. On June 1,w&0%0|d the shutdown refinery assets and the

terminal and pipeline assets also located in Delaware City to PBF2&0ndlllion of cash proceeds.

The results of

operations of the shutdown refinery are reflected as discontinued operatibshfperiodspresented. For th&x months
ended June 30, 2010, those results include a gain ah#@n ($58 million after taxes) on the sale of the refinery assets.
The gain primarily resudid from the scrap value of the refinery assets and the reversal ainckabilities recorded in the
fourth quarter of 2009 associated with the shutdown of the refinery, which will not be incurred because of the sale. The
terminal and pipeline assets previously associated with the refinery were not shut down and ctinbeuegerated until
the date of their sale. The results of operations of those assets, including an insignificant gain on sale, are reflected in
continuing operations fdvoth periods presented. All refining operating highlights, both consolidatedoarief Northeast
Region, exclude the Delaware City Refinery iath periods presented
(c) The asset impairment loss for the six months ended 32009 relates primarily to the permanent cancellation of certain

capital projectsonl asspfogdeasofiasnatresui:t

of the

unfavor

refining industry fundamentals.This loss has been reclassified from operating expenses and presented separately for
comparability with the 2010 presentation. The asseaiment loss amounts are included in the refining segment operating
income but are excluded from the regional operating income amounts and the consolidated and regional operating costs per
barrel, resulting in an adjustment to the operating costs pet pegvgously reported in 2009.
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(d) Throughput margin per barrel represents operating revenues less cost of sales divided by throughput volumes.

(e) Other products primarily include gas oils, No. 6 fuel oil, petroleum coke, and asphalt.

(f) The regions reflected herecontain the following refineries: the Gulf Coast refining region includes the Corpus Christi
East, Corpus Christi West, Texas City, Houston, Three Ri&ir§harles, Aruba, and Port Arthur Refineries; the Mid
Continent refining region includes the Ma&eArdmore, and Memphis Refineries; the Northeast refining region includes
the Quebec Cityand Paulsboro Refineries; and the West Coast refining region includes the Benicia and Wilmington
Refineries.

(g) The average market reference prices and differentialbased on posted prices from various pricing services. The average
market reference prices and differentials are presented to provide users of the consolidated financial statements with
economic indicators that significantly affect our operations anfitgodity.

(h) The market reference differential for sour crude oil is based on 50% Arab Medium and 50% Arab Light posted prices.

General

Operating revenueaacrease®5% (or $10.7hbillion) for thefirst six monthsof 2010compared to thérst

six monthsof 2009 primarily as a result ohigher refined product prices between the two periods
Operating incoméncreaseds488million and incomdrom continuing operations increasg256 million

for the first six monthsof 2010 compared to themountsreportedin the first six months of 2009
primarily due to &320million increase in refining segment operating income discussed below.

Refining

Operating income for our refining segment increased from #5B0n for the first six months of 2009 to

$870million for the first six months of 201@rimarily due to the decline of $13illion in asset

impairment losses from $138illion for the first six months of 2009 to $dillion for the first six months

of 2010. As di scus s ed abowme we lespondie®w a numbeeovwagsrtadtheOu t | o
economic slowdown that began in 2008, including the evaluation of all of our ongoing construction
projects. This evaluation resulted in our decisiopgomanenthcancelcertainprojects throughout 2009.

While this evaluation process has continued into 2010, the number and significance of projects cancelled

has substantially declined.

Changes in the margimat we receive for ourefined productstypically have a material impact on our
results of operationsHowever, the difference in margins between the first six months of 2010 and 2009
was not significant.In addition, the cost of crude oil we process typically has a material impact on our
results operations. For the first six months of 2010, the disaticable to the price of sour crude olil

as compared to the price of sweet crude oil was wider than the discount for the first six months of 2009.
For example, Maya crude oil, which is a type of sour crude ail, sold at a discount of $9.33 per barrel to
West Texas Intermediate crude oil, which is a type of sweet crude oil, during the first six months of 2010.
This compared to a discount of $4.51 per barrel during the first six months of 2009, representing a
favorable increase of $4.82 per barrel. Theefierf this wider discount, however, was offset by a
reduction of 114,000 barrels per day of sour crude oil that we processed during the first six months of
2010 as compared to the first six months of 2009.

Retail

Retail operating income wad80 million for thefirst six monthsof 2010 compared to $21million for
thefirst six monthsof 2009. This49% (or $59million) increase was primarilgue toimproved retail fuel
margins of $69million offset by a $L6million increasein selling expenses in ouCanadian retail
operations

Retail fuel margindenefited fronthe blending of ethanol with the gasoline sold by our retail segment.

Ethanol iscurrentlya lower cost product than gasoline and this lower cost results in an increase in retail
fuel margns. For example, the CBOT price for a gallon of ethanol was $0.45 less than a gallon of
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Gulf Coast 8@asoline for the first six months of 2010, but a gallon of ethanol was $0.17 higher than a
gallon of Gulf Coast 87 gasoline for the first six month@®9. In addition, approximately 80% of the
gasoline we sold during the first six months of 2010 contained 10% ethanol.

The increasén sellingexpenses from our Canadian retail operativasdue to the strengthening of the
Canadian dollar relative the U.S. dollar.

Ethanol

Ethanol operating incomeas $2 million for thefirst six monthsof 2010 compared to $24illion for
thefirst six monthsof 2000. The increase of $7illion wasdue toa full six months obperatiors of the
seven ethangblants acquired in the VeraSun Acquisitiom the second quarter of 20@@d theaddition
of three ethanol plants acquired in the first quarter of 2@®0describednore fully in Note3 of
Condensed Notes to Consolidated Findrsiatements

Corporate Expenses and Other

General and administrative expenséscluding depreciation and amortizatiosxpense decreased
$37 million from thefirst six monthsof 200 to thefirst six monthsof 2010due mainly toa favorable
settlemenwith an insurance company for $d0llion. This settlement related to our claim of insurance
coverage in connection with losses incurred in prior periods related to certain litigation.

AOt her i ncome ( efikspxmorahsof 2010 ;ndreasedB3émillion fmoen thefirst six
monthsof 2009 primarily dueto a $38 million netlossin 2009resulting froman increase of $2&iillion

in thefair valueof an earrout agreement that was entered into in connection with the sale of our Krotz
Springs Rénery in 2008 offset by a loss of $6®iillion related to commodity derivative instruments
entered into to hedge the risk of changes in the fair value of th@ebagreement

Interest and debt expensereaseds79million from thefirst six monthsof 200 to thefirst six months

of 2010. This increase is composed of a $dilion increase in interest incurred on $1#Bion of debt
issued in February 20%hd $1.oillion of debt issued in March 20q8ee Note&7 of Concensed Notes to
Consolidated Financial Statements) and a m@Blon decrease in capitalized interest due to a
corresponding reduction in capital expenditures between the quanrthe temporary suspension of
activity on certain construction projects. eWill not capitalize interest with respect snispended
construction projects until significant construction activities resume.

Income tax expens@acreased $89million from thefirst six monthsof 200 to thefirst six monthsof
2010 due tohigheropemting income

Income from discontinued operations of $dillion for the first six monthsof 2010 represents a
$58million aftertax gain on the sale dfie shutdown refinery assets at Delaware City, partially offset by

a &7 million net loss from the refner y6s oper at i oThe gaip oni tleersalet of thet h e
shutdown refinery assets primarily resulted from the scrap value ek#sts and the reversal of certain
liabilities recorded in the fourth quarter of 2009 associated with thiel@lvn of the refinery, which we

will not incur because of the sale.
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LIQUIDITY AND CAPITAL RESOURCES

Cash Flows for theSix Months EndedJune 30,2010and 20®

Net cash provided by operating activities for fist six monthsof 2010was $1.8 billion compared to
$1.4 billion for thefirst six monthsof 2009 Theincreasan cash generated from operating activities was
primarily due to theeceipt of a $928nillion tax refund in 2010 Changes in cash provided byused for
working capitalduring thefirst six monthsof 2010 and 20@ are shown ifNote 10 of Condensed Notes to
Consolidated Financial Statements.

The net cash generated from operating activities during thesiksnonths of 2@0, combined with
$1.244 billion of proceeds from the issuanoé $400million of 4.50% notes due in February 2015 and
$850 million of 6.125% notes due in February 2028 discussed in Nofeof Condensed Notes to
Consolidated Financial Statemeraad $220million of proceeds from the sale of the Delaware City
Refinery assets and associated terminal and pipeline assets as discussed of Sotadensed Notes to
Consolidated Financial Statement®re used mainly to:

o fund $L.1 billion of capital expenditures and deferred turnaround and catalyst costs;
redeem our 7.5% senior notes for $284ion and our 6.75% senior notes for $180lion;
make scheduled loAgrm note repayments of $&illion;
make repayments under our accounteivable sales facility of $108illion;
pay common stock dividends $67 million;
purchase additional ethanol facilities for $26ion; and
increase available cash on hand ty2®illion.

The net cash generated from operating activities duhegdfitst six months of 200, combined with
$998million of proceeds from the issuanee$1billion of notesin March 200%s discussed in Noieof
Condensed Notes to Consolidated Financial Statemants $799illion of net proceeds from the
issuance of 4énillion sharesof common stock in June 2009 as discussed in BlofeCondensed Notes
to Consolidated Financial Statememtgre used mainly to:

o fund $L.6billion of capital expenditures and @&fed turnaround and catalyst costs;
fund theVeraSunAcquisitionfor $556million;
make scheduled loAgrm note repayments of $2@4llion;
pay common stock dividends of %6 million;
fund a $29million acquisition of two pipelines; and
increase avadlble cash on hand by&3million.

Capital Investments

During the six monthsendedJune30, 2010 we expended$785million for capital expenditures and
$343million for deferred turnaround and catalyst costs. Capital expenditures feixthmnthsended
June30, 2010included$369 million of costs related to environmental projects.

For 201Q we expect to incuapproximately$2.3 billion for capital investments, including approximately
$1.8 billion for capital expenditures (approximately80 million of which is for environmental projects)
and approximatel$500 million for deferred turnaroun@nd catalyst costs. The capital expenditure
estimateexcludes expenditures related to strategic acquisitidiie. continuously evaluateur capital
budget and makehanges as economic conditions warrant.

In January 2010, we acquired two ethanol plants and inventories from ASA for a total purchase price of

$202million. The plants are located in Linden, Indiana and Bloomingburg, Ohio. In February 2010, we
acquired an additional ethanol plant located near Jefferson, Wisconsin from Renew plus certain
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receivables and inventories for a total purchase price ofrliién. Of the $28Imillion total purchase
price paid for these acquisitions, $illion was paid in théourth quarter of 2009.

Effective Junel, 201Q we soldthe shutdown Delaware City Refinery assets and associated terminal and
pipeline assets to PBF for $2&0llion of cashproceeds. The saleresulted in a gain of $9aillion
related to the shutdowrfinery assets and a $8illion gain related to the terminal and pipeline assets.
The gainon the sale of thehutdown refinery assets primarily resulted from the scrap value abtats

and the reversal of certain liabilities recorded in tharth quarter of 2009 associated with the shutdown
of the refinery, which we will not incur because of the sdleisgaini s presented in fi
di scontinued operations, net of ofiinnomefanthe tiree anel s 0
six months ended Jur3®, 2010.

Contractual Obligations
As of June30, 2010, our contractual obligations included debt, capital lease obligations, operating leases
purchase obligationsnd other longerm liabilities

In February 2010, we ised $400million of 4.50% notes due in February 2015 and $&d0on of
6.125% notes due in February 2020. Proceeds from the issuance of these note$l@dddiilion,
before deducting underwriting discoumtsd other issuance costs$10 million.

In March 201Q we redemed our 7.50% senior notes with a maturity date of JUme2015 for
$294million, or 102.5% of stated value. These ndtada carrying amount of $298illion as of the
redemption date, resulting ing million gainthatwasincde d i n fot her i0imdche me
consolidated statemeyf income.

In April 2010, we made scheduled debt repayments ofii®n related to our Serie& 5.45%, Serie8
5.40%, and SeriegS 5.40% industrial revenue bonds.

In May 2010, we redemed our 6.75% senior notes with a maturity date of May 1, 2011 &@million,

or 102.25% of stated value. These notes had a carrying amount ahBi@7 as of the redemption date,
resultingina$3ni | 1 i on dol | ar | os s conteékpensgd snratha@ohsaolidaced i
statemerd of income.

In June 2010, we made scheduled debt repayments ohiizi related to our 7.25% debentures.

We have an accounts receivable sales facility with a group of ghéndy entities and finandianstitutions

to sell on a revolving basis up to Billion of eligible trade receivablesvhich matures in June 201As

of June 30, 201@he amount of eligible receivables salds 400 million.

During the six months ended Jus@ 2010, we had no raial changes outside the ordinary course of

our business in capital lease obligations, operating leases, purchase obligations, or ottegmlong
liabilities.
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Our agreements do nbave rating agency triggers that would automatically requsite postadditional
collateral. However, in the event of certain downgradesio§enior unsecured debt to below investment
grade ratings by Moodyos I nvestors Service and
borrowings under some afur bank credit faitities and other arrangements would increasks of

June30, 2010, all of our ratings on our senior unsecured debt are at or above investment grade level as
follows:

Rating Agency Rating
Standard & Poor 6s Ra BBB (negativeoutlook)
Moody 6s | nvestors Ser v Baa2 (egativeoutlook)
Fitch Ratings BBB (hegativeoutlook)

The ratings agencies have placed a negative outlook on the ratings, which we believe is a result of the
weak refining margin environment and general economic slowdaife.cannot provide assurance that
these ratings will remain in effect for any given period of time or that one or more of these ratings will not
be lowered or withdrawn entirely by a rating agency. We note that these credit ratings are not
recommendationtbuy, sell, or hold our securities and may be revised or withdrawn at any time by the
rating agency. Each rating should be evaluated independently of any other rating. Any future reduction
or withdrawal of one or more of our credit ratings could hawaterial adverse impact on our ability to
obtain shortand longterm financingas well aghe cost of such financings.

Other Commercial Commitments
As of June30, 2010, our committed lines of credivere as follows

Borrowing

Capacity Expiration
Letter of credit facility $ 300 million June 201
Revolving credit facility $ 24 billion November 2012
Canadian revolving credit facility Cdn. $ 115 million  December 2012

As of June30, 201Q we had ¥6 million of letters of credit outstanding undeur uncommitted short
term bank credit facilitiegand $225million of letters of credit outstanding undeur U.S. committed
revolving credit facilies Under our Canadiarcommitted revolving credit facility, we had
Cdn $20 million of letters of credit outsindingas ofJune30, 201Q Our letters of credit expire during
2010 and 2011

Stock Purchase Programs
As of June30, 2010, we have approvals under common stock purchase programs previously approved by
our board of directors to purchasgproximately$3.5 billion of our common stock.

Tax Matters

We are subject to extensive tax liabilities, including federal, state, and foreign income taxes and
transactional taxes such as excise, sales/use, payroll, franchise, withholding, and ad valorem taxes. New
tax laws and regulations and changes in existing tax laws and regulations are continuously being enacted
or proposed that could result in increased expenditures for tax liabilities in the future. Many of these
liabilities are subject to periodic audits by tlespective taxing authority. Subsequent changes to our tax
liabilities as a result of these audits may subject us to interest and penalties.

Effective June 1, 2010, the GOA enacted a new tax regime applicable to refinery and terminal operations

in Aruba. Under the new tax regime, we are subject to a profit tax rate of 7% and a dividend withholding
tax rate of 0%. In addition, all imports and exports are exempt from turnover tax and throughput fees.
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Beginning June 1, 2012, we will also make a minimumuah tax payment of $10 million (payable in
equal quarterly installments), with the ability to carry forward any excess tax prepayments to future tax
years.

The new tax regime was the result of a settlement agreement entered into on February 24w2eh0 be

t he GOA and wus that set the partiesd proposed te
dispute between thearties On May 30, 2010, the Aruban Parliament adopted several laws that
implemented the provisions of the settlement agreemdrich became effective June 1, 201Rursuant

to the terms of the settlement agreement, we relinquished the provisions of the previous tax holiday
regime. On June 4, 2010, we made a payment to the GOA of $118 million (primarily from restricted cash
heldin escrow) in consideration of a full release of all tax claims prior to June 1, 2010. This settlement
resulted in an aftetax gain of $30 million recognized primarily as a retibn to interest expense of

$8 million and an income tax benefit of $20 riah for the quarter ended June 30, 2010.

Other Matters Impacting Liquidity and Capital Resources
During the six months ended Ju3@ 2010, we contributed $36illion to our qualified pension plans.
No additional contributions to the qualified pensioang are anticipated during 2010.

In April 2010, Somali pirates hijacked a South Korean supertanker off the East African coast with a cargo
of crude oil that we took title to in March upon loading into the vessel. The vessel and its cargo are
currently inthe possession of the Somali pirates. We paid our crude oil supplier for the cargo in April.
We believe that we will regain possession of the cargo, and we do not anticipate this matter will have an
adverse effect on our financial position, resultsp#rations, or liquidity.

Financial Regulatory Reform

On July 21, 2010, President Obama signed into law the PBoaltk Wall Street Reform and Consumer
Protection Act (Wall Street Reform Act). The Wall Street Reform Act, among many things, creates new
reguations for companies that extend credit to consumers and requires most derivative instruments to be
traded on exchanges and routed through clearinghouses. Rules to implement the Wall Street Reform Act
are being finalized and therefore, the impact to operations is not yet known. However,
implementation could result in higher margin requirements, higher clearing costs, and more reporting
requirements with respect to our derivative activities.

Environmental Matters

We aresubject to extensive federakate and local environmental laws and regulations, including those
relating to the discharge of materials into the environment, waste management, pollution prevention
measuresgreenhouse gas emissip@asid characteristics and composition of gasolines distillates.
Because environmental laws and regulations are becoming more complex and stringent and new
environmental laws and regulations are continuously being enacted or proposed, the level of future
expenditures required for environmental matterglcconcrease in the future. In addition, any major
upgrades in any obur refineries could require material additional expenditures to comply with
environmental laws and regulations.

Currently, s me of t he pr o-gndtsreadd ef oe dlee lghileguifatimipesses thai emit
greenhouse gases to buy emission credits from the government, other businesses, or through an auction
process. In addition, refiners would be obligated to purchase emission credits associated with the
transportation fuelsg@soline, diesel, and jet fuel) sold and consumed in the United Stetesresult of

such a program, we would be required to purchase emission credits for greenhouse gas emissions
resulting from our own operations as well as from the fuels we Aélhough it is not possible at this

time to predict the final form of a camdtrade bill (or whether such a bill will be passed by Congress),

any new federal restrictions on greenhouse gas emissiomduding a cagandtrade program could
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result in matdal increased compliance costs, additional operating restrictions for our business, and an
increase in the cost of the products we produce, which could have a material adverse effect on our
financial position, results of operations, and liquidity.

On Jwne 30, 2010, the EPA formally disapproved the flexible permits program submitted by the TCEQ in

1994 for inclusion in its cleaair implementation planT he EPA deter mined that Te
programdid not meet several requirementsder the fedral Clean Air Act.Our Port Arthur, Texas City,

Three Rivers, McKee and Corpus Christi East and West Refineries operate under flexible permits
administered bythe TCEQ. Accordingly, the permit status of these facilities has been called into
guestion. Litigation regardingheEP AGs act i o n Ve are cureently evaluatmatheandpacts

of this new regulatory action and cannot estimate the financial or operational impacts on our business.
Depending on the f i nascoudeesutiinmatdaria increasedhcemplaftddosts a c t i
for us, costly remedial actions, increased capital expenditures, increased operating costs, and additional
operating restrictions for our business, resulting in an increase in the cost of the productduse, pro

which could have a material adverse effect on our financial position, results of operations, and liquidity.

Other

We believe that we have sufficient funds from operations and, to the extent necessary, from borrowings
under our credit facilities, téund our ongoing operating requirements. We expect that, to the extent
necessary, we can raise additional funds from time to time through equity or debt financings in the public
and private capital markets or the arrangement of additional credit facililewever, there can be no
assurances regarding the availability of any future financings or additional credit facilities or whether
such financings or additional credit facilities can be made available on terms that are acceptable to us.

CRITICAL ACCOUNTING POLICIES

The preparation of financial statements in accordance with United States generally accepted accounting
principles requiresus to make estimates and assumptions that affect the amounts reported in the
consolidated financial statements andcampanying notes. Actual results could differ from those
estimates.Our critical accounting policies are disclosedour annual reporon Form 16K for the year

ended Decembedl, 2009.

As discussed in Not2 of CondensedNotes to ConsolidateBinancial Statements, certain new financial

accounting pronouncements have been isgshatthave already been reflected in the accompanying
consolidated financial statements.

64



Iltem 3. Quantitative and Qualitative Disclosures About Maket Risk

We are exposed to market risks related to the volatility in the price of commodities, interest rates and
foreign currency exchange rates, and we enter into derivative instruments to manage those risks. We also
enter into derivative instruments thanage the price risk on other contractual derivatives into which we
have entered. The only types of derivative instruments we enter into are those related to the various
commodities we purchase or produce, interest rate swaps, and foreign curreranygexahd purchase
contracts as described below. All derivative instruments are recorded on our balance sheet as either assets
or liabilities measured at their fair values.

COMMODITY PRICE RISK

We are exposed to market risks related to the price of @iljdefined products (primarily gasoline and
distillate), grain (primarily corn), and natural gas used in our refining operations. To reduce the impact of
price volatility on our results of operations and cash flows, emter into commodity derivative
instruments, including swaps, futures, and optiorieedge:
e inventories and firm commitments to purchase inventories generally for amounts by which our
current year LIFO inventory levetffer from our previous yeagnd LIFO inventory leveland
o forecastd feedstock andefined product purchases, refined product sales, and natural gas
purchases to lock in the price of those forecasted transactions at existing market prises that
deem favorable.

We use the futures markets for the available liquidityictviprovides greater flexibility in transacting our
hedging and trading operationg/e use swaps primarily to convert our floating price exposure to a fixed
price. We also enter into certain commodity derivative instruments for trading purfiotse avantage

of existing market conditions related to crude oil and refined producte/¢hatrceive as opportunities to
benefit our results of operations and cash flows, but for which there are no related physical transactions.

Our positions in commodity digative instruments are monitored and managed on a daily basis by a risk
control group to ensure compliance with our stated risk management policy that has been approved by our
board of directors.

The followingsensitivity analysisncludes all positionat the end of the reporting period with which we
have market risk (in millions):

Derivative Instruments Held For

Non-Trading Trading
Purposes Purposes
June 30, 2010
Gain (loss) in fair value due to:
10% increase in underlying commodity psce $ (85 $ -
10% decrease in underlying commodity prices 85 1
December 312009:
Gain (loss) in fair value due to:
10% increase in underlying commodity prices (6) (8)
10% decrease in underlying commodity prices 6 -

See Notel2 of Condensed Notes to Consolidated Financial Statements for notional volumes associated
with these derivative contracts as of J30e2010.
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INTEREST RATE RISK

The following table provides information abowir debt instruments (dafs in millions),the fair value

of which is sensitive to changes in interest ratéincipal cash flows and related weightaderage
interest rates by expected maturity dates are preseftexihad no interest rate derivative instruments
outstanding asf June30, 2010or DecembeRl, 20®.

June 30,2010
Expected Maturity Dates

There- Fair
2010 2011 2012 2013 2014 after Total Value
Debt:
Fixed rate $ - $ 418 $ 759 $489 $209 $6,089 $7,964 $9,260
Average interest rate -% 6.4% 6.9% 5.5% 4.8% 7.1% 6.9%
Floating rate $ - $100 $ - $ - $ - $ - $ 100 $ 100
Average interest rate -% 0.9% -% -% -% -% 0.9%
December 31, 209
Expected Maturity Dates
There- Fair
2010 2011 2012 2013 2014 after Total Value
Debt:
Fixed rate $ 33 $418 $759 $489 $395 $5,126 $7,220 $8,028
Average interest rate 6.8% 6.4% 6.9% 5.5% 5.7% 7.%% 7.1%
Floating rate $200 $ - $ - $ - $ - $ - $ 200 $ 200
Average interest rate 0.% -% -% -% -% -% 0.9%

FOREIGN CURRENCY RISK

As of June30,201Q we had commitments to purcha&25 million of U.S. dollars. Our market risk was
minimal on these contracts, dmt matured on or before JuBp, 2010, resulting in a $8 million lossin
thethird quarter oR01Q

Item 4. Controls and Procedures

(a) Evaluation of disclosure controls and procedures.

Our management has evaluated, with the participation of our principal executive officer and
principd financial officer, the effectiveness of our disclosure controls and procedures (as defined
in Rule 13al15(e) under the Securities Exchange Act of 1934) as of the end of the period covered
by this report, and has concluded that our disclosure controlgraoddures were effective as of
June30, 2010.

(b) Changes in internal control over financial reporting.

There has been no change in our internal control over financial reporting that occurred during our
last fiscal quarter that has materially affected,is reasonably likely to materially affect, our
internal control over financial reporting.
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PART Il 7 OTHER INFORMATION
Item 1. Legal Proceedings

The information below describes new proceedings or material developments in proceedings that we
previousy reported in our annual report on Form-RCor the year ended December 2009, or our
guarterly report on Form 1Q for the quarter ended Mar8i,201Q

Litigation
For the legal proceedings listed below, we hereby incorporate by reference irtenthaur disclosures

made in Part I, Item 1 of this Report included in Nbfeof Condensed Notes to Consolidated Financial
Statements under the captidrL i t i gat i on. 0

¢ Retail FuelTemperature Litigation
e Other Litigation

Environmental Enforcement Matters

While it is not possible to predict the outcome of the following environmental proceedings, if any one or
more of them were decided againg we believe that there would be no material effect on our
consolidated financial pdsin or results of operations. We are reporting these proceedings to comply
with SEC regulations, which require us to disclasetain information aboytroceedings arising under
federal, state, or local provisions regulating the discharge of matetialhé&environment or protecting

the environment if we reasonably believe that such proceedings will result in monetary sanctions of
$100,000 or more.

Bay Area Air Quality Management District (BAAQMBenicia Refinery). In June 2010, our Benicia

Refinely receivedtwov i ol at i on not i dhe SAAQMINalegihg ekcess endsdiond and

public nuisance. Th&N& relate to emission events that occurred in the second quarter of 2010 in
connection withcertain operational issuesoncerningthe refiney 6 s coker uni t . No |
specified inthesN6.sWe ar e evaluating our response to the V

Delaware Department of Natural Resources and Environmental Control (DDNRE&Iaware City
Refinery) (this matter was last disclosed in our Annual &emn Form 1K for the year ended
December 31, 2009)We recentlysigned an agreement with the DDNREC to settle all-theéstanding

air, water, and waste enforcement actions pertaining to the Delaware City Refinery. The settlement
included allnoticesof violationand other open matters that we previously diszlas our Annual Report

on Form10-K for the year ended Decemiit, 2009.
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New Jersey Department of Environmental Protection (NJOBBYIsboro Refinerythis matter was last
disclosed in ouAnnual Report on Form 1R for the year ended December 31, 2009) March 2009

and August 2009, the NJDEP issued NoticERevocation(Notices)to our Paulsboro Refinery alleging

that the refineryexcee@éd emission limits for particulate matter and hygen cyanide. The first Notice
relates to dluid catalytic cracker RCC) stack test conducted in 2007. The second Notice relates to an
FCC stack test conducted in February 2009. The Notices assess penalties of $40,000 and $285,000,
respectively, andicect the refineryeitherto perform a new stack test or submit an application to modify

the permit limits. Wesontinue oudiscussions with the NJDEP to resolve this matter, and we continue to
work with the NJDEP on additional stack testingfe have fied apealson both Noticesandour request

for a stay on both Notices fibeengranted A compliance order staying the Notices as they relate to
excess emissions of hydrogen cyanide pending revision of the applicable emission limit was issued in
May 2010 A parallel compliancerder to address the Notices as they relate to emissions of particulate
matter is being negotiated with the NJDEP.

State of Ohio, Office of the Attorney General, Environmental EnforcdemtPremcor Refining Group

Inc. former Cérk retail sites)this matter was last disclosed in our Annual Report on Fori fidd the

year ended December 31,2009) I n June 2008, the Attorney Gener al
penalty demand to our wholly owned subsidiary, The PrenRefining Group Inc., for alleged
environment al violations arising from a predeces:
tanks at several sites. Weave settl ed this matter with the Atto
the terms oftie consent orders (one for each county) for final resolution.

Item 1A. Risk Factors

Our r i sk f @ompliance withnahdichahgesdn efivironmental laws, including proposed climate
change laws and regulations, could adversely affect our perfmenad  as di scl osed i n ou
on Form 16K for the year ended Decemlt, 2009, is hereby amended and restated as follows.

Compliance with and changes in environmental laws, including proposed climate change laws and
regulations, could adverselaffect our performance.

The principal environmental risks associated with our operations are emissions into the air and releases

into the sail, surface water, or groundwat@ur operations are subject to extensive federal, state, and

local environmentalaws and regulations, including those relating to the discharge of materials into the
environment, waste management, pollution prevention measures, greenhouse gas emissions, and
characteristics and composition of gasoline and diesel flielge violate or fail to comply with these

laws and regulations, we could be fined or otherwise sanctioBedause environmental laws and
regulations are becoming more stringent and new environmental laws and regulations are continuously
being enacted or proposed,chuas those relating to greenhouse gas emissions and climate change
(e.g,Cal i for Bi2a 6fcGl AB al War mi ng Solutions Act, 0 the
AfAmeri can Clean Energy and Security Act of 2009,
Public Worksdé6 AClean Energy Jobs and American P
foll owing the U.S. Environment al Protection Agen:
Findings for Greenhouse Gases Under Section 202(a) of the Cle@ncAtr 0 ) the | evel of
required for environmental matters could increase in the futirgarticular, under certain permitting
activities,thesele x ecut i ng provisions of the Clean Air Act
and subsequet rulemaking, lead to environmental controls review for greenhouse gas emissions
beginning January 2, 2011This and future legislative action and regulatory initiatives could result in

changes to operating permits, additional remedial actions, ntatéiaages in operations, increased

capital expenditures and operating costs, increased costs of the goods we sell, and decreased demand for
our products that cannot be assessed with certainty at this time.
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Some of the pr apd s ad eldtiendveuldadsuiréd lusinesses that emit greenhouse
gases to buy emission credits from the government, other businesses, or through an auctionlprocess.
addition, refiners would be obligated to purchase emission credits associated with the tramspoelati
(gasoline, diesel, and jet fuel) sold and consumed in the United Sfegesresult of such a program, we
would be required to purchase emission credits for greenhouse gas emissions resulting from our own
operations as well as from the fuels sal. Although it is not possible at this time to predict the final

form of a capandtrade bill (or whether such a bill will be passed by Congress), any new federal
restrictions on greenhouse gas emissioingcluding a cagndtrade program could resit in material
increased compliance costs, additional operating restrictions for our business, and an increase in the cost
of the products we produce, which could have a material adverse effect on our financial position, results
of operations, and liquidit

On June 30, 2010, the EPA formally disapproved the-bongandi ng Afl exi bl e per mit
TCEQuses as part of t heAllough thepbogramahasbeen in placé dinge 1994, 0 g r a
the EPA now claims that the Texas progrdioch not meet several requirementsder the federal Clean

Air Act. Our Port Arthur, Texas City, Three Rivers, McKee, Corpus Christi East and West refineries

have theseso al | ed i f IAecordingly the perimit status of these facilities has bediectinto

question.Li ti gati on regardi ng t We arecBriritlgevaduating tleenngpaciss an't
of this new regulatory action and cannot estimate the financial or operational impacts on our business.
Depending on the final resolutipn t he EPAG6s action could result i n
for us, costly remedial actions, increased capital expenditures, increased operating costs, and additional
operating restrictions for our business, resulting in an increase in thefdbst products we produce,

which could have a material adverse effect on our financial position, results of operations, and liquidity.
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Iltem 2. Unregistered Sales of Equitysecurities and Use of Proceeds

(@) Unregistered Sales of Equity Securitiéotapplicable.

(b) Use of ProceedsNot applicable.

(c) Issuer Purchases of Equity Securitiehe following table discloses purchases of shares of

ourcommon stock made by us or on our behalf for the periods shown below.

Period Total Average | Total Number of | Total Number of| Maximum Number (or
Number of Price Shares Not | Shares Purchase APproximate Dollar
Shares Paid per | Purchased as Pa as Part of Value)of Shares that
Purchased | Share of Publicly Publicly May Yet Be Purchasec
Announced Plang Announced Pland ~ Under the Plans or
or Programg1) or Programs Programs
(at month endj2)
April 2010 14,416 $20.64 14,416 = $ 3.46 billion
May 2010 587 $2059 587 - $ 3.46 billion
June2010 3,905 $17.56 3,905 = $ 3.46 billion
Total 18,908 $2000 18,908 - $ 3.46 billion
(2) The shares reported in this column represent purchases settlecsaconequarter of
2010 relating to (adur purchases of shares in opgaarket transactions to meet our
obligations under employee benefit plans, ando(lr) puchases of shares from our
employees and neamployee directors in connection with the exercise of stock
options, the vesting of restricted stock, and other stock compensation transactions in
accordance with the terms of our incentive compensation plans.
(2) On April 26, 2007, we publicly announced an increase in our common stock purchase

program from $dillion to $6billion, as authorized by our board of directors on
April 25, 2007 The $6billion common stock purchase program has no expiration date.
On Féruary 28, 2008we announced thatur board of directors approved aldiBion
common stock purchase program. This program is in addition to tholi&6
program. This $®illion program has no expiration date
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Item 6. Exhibits

Exhibit No.  Descripton

*12.01 Statements of Computations of Ratios of Earnings to Fixed Charges and Ratios of
Earnings to Fixed Chargesd Preferred Stock Dividends.

*31.01 Rule 13al4(a) Certification (under Section 302 of the Sarbadesy Act of 2002)
of principal exeutive officer

*31.02 Rule 13al4(a) Certification (under Section 302 of the Sarbabdgy Act of 2002)
of principal financial officer
*32.01 Section 1350 Certifications (as adopted pursuant to Section 906 of the Sarbanes
Oxley Act of 2002).
**101 The foll owing material s from V@ foe the Ener

quarter ended Jurd®, 2010, formattedin XBRL (Extensible Business Reporting

Language): (i)Consolidated Balance Sheets, @nsolidated Statements loicome

(i) Consolidated &Gtements of Cash Flowgiv) Consolidated Statements of

Comprehensive Incomeand (v)Condensed Notes to Consolidated Financial
Statements

*  Filed herewith.
** Submitted electronically herewith.

In accordance with Rule 406T of Regulati®iT, the XBRL information in Exhibit 101 to this Quarterly
Report on Form 1@ s hal | not be deemed to BefthefSecuribedd f or
Exchange Act of 1934, as amended (Exchange Act), or otherwise subject to the liability ottibat se

and shall not be incorporated by reference into any registration statement or other document filed under
the Securities Act of 1933, as amended, or the Exchange Act, except as shall be expressly set forth by
specific reference in such filing.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this
report to be signed on its behalf by the undersigned, thereunto duly authorized.

VALERO ENERGY CORPORATION
(Registrant)

By: /s/Michael S. Ciskowski
Michael S. Ciskowski
Executive Vice President and
Chief Financial Officer
(Duly Authorized Officer and Principal
Financial and Accounting Officer)

Date:August6, 2010
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