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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)

September 30 December 31

2009 2008
(Unaudited)
ASSETS
Current assets:
Cash and temporary cash investments $ 1,605 $ 940
Restricted cash 144 131
Receivables, net 3,923 2,897
Inventories 4,576 4,637
Income taxes receivable 81 197
Deferred income taxes 150 98
Prepaid expenses and other 386 550
Total current assets 10,865 9,450
Property, plant and equipment, at cost 29,863 28,103
Accumulated depreciation (5,632) (4,890)
Property, plant and equipment, net 24,231 23,213
Intangible assets, net 229 224
Deferred charges and other assets, net 1,480 1,530
Total assets $ 36,805 $ 34,417
LIABILITIES AND STOCKHOLDERS O6EQUITY
Current liabilities:
Current portion of debt and capital lease obligations $ 213 $ 312
Accounts payable 5,756 4,446
Accrued expenses 633 374
Taxes other than income taxes 667 592
Income taxes payable 64 -
Deferred income taxes 424 485
Total current liabilities 7,757 6,209
Debt and capital lease obligations, less current portion 7,162 6,264
Deferred income taxes 3,872 4,163
Other long-term liabilities 2,124 2,161
Commitments and contingencies
St ockholdersé equity:
Common stock, $0.01 par value; 1,200,000,000 shares authorized;

673,501,593 and 627,501,593 shares issued 7 6
Additional paid-in capital 7,975 7,190
Treasury stock, at cost; 110,454,703 and 111,290,436 common shares (6,830) (6,884)
Retained earnings 14,670 15,484
Accumulated other comprehensive income (loss) 68 (176)

Tot al stockholdersd equity 15,890 15,620
Tot al liabilities and st oclkh368%9er s & 3440 i

SeeCondensed Notes to Consolidated Financial Statements.



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

(Unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2009 2008 2009 2008
Operating revenues (1) $ 19489 $ 35960 $ 51,238 $ 100,545
Costs and expenses:
Cost of sales 18,104 32,506 46,275 91,848
Operating expenses 923 1,136 2,778 3,383
Retail selling expenses 182 201 522 579
General and administrative expenses 167 169 435 421
Depreciation and amortization expense 389 370 1,156 1,106
Asset impairment loss 417 43 575 43
Gain on sale of Krotz Springs Refinery = (305) - (305)
Total costs and expenses 20,182 34,120 51,741 97,075
Operating income (loss) (693) 1,840 (503) 3,470
Other income (expense), net 9 36 (16) 71
Interest and debt expense:
Incurred (149) (112) (386) (335)
Capitalized 19 31 95 74
Income (loss) before income tax expense (benefit) (814) 1,795 (810) 3,280
Income tax expense (benefit) (185) 643 (236) 1,133
Net income (loss) $ (629 $ 1152 $ (5749 $ 2,147
Earnings (loss) per common share $ @12 $ 220 $ (@08 % 4.07
Weighted-average common shares outstanding (in milions) 561 522 534 526

Earnings (loss) per common $ h@i2e $ 2218 s% mil.o8g $d i K.02t
Wei ghted-average common shares outstanding
assuming dilution (in millions) 561 529 534 535

Dividends per common share $ 015 $ 015 $ 045 % 0.42

Supplemental information:
() Includes excise taxes on sales by our U.S. retail system $ 226 % 207 % 659 $ 605
See Condensed Notes to Consolidated Financial Statem



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

(Unaudited)

Cash flows from operating activities:
Net income (loss)

Depreciation and amortization expense

Asset impairment loss

Gain on sale of Krotz Springs Refinery

Stock-based compensation expense

Deferred income taxexpense (benefit)

Changes in current assets and current liabilities

Changes in deferred charges and credits and other operating activities, net

Net cash provided by operating activities

Cash flows from investing activities:
Capital expenditures
Deferred turnaround and catalyst costs
Purchase of certain VeraSun Energy Corporation facilities
Return of investment in Cameron Highway Oil Pipeline Company
Proceeds fromthe sale of Krotz Springs Refinery
Contingent payment in connection with acquisition
Minor acquisitions
Other investing activities, net
Net cash used in investing activities

Cash flows from financing activities:
Proceeds fromthe sale of common stock, net of issuance costs
Non-bank debt:
Borrowings
Repayments
Bank credit agreements:
Borrowings
Repayments
Accounts receivable sales program:
Proceeds from sale of receivables
Repayments
Purchase of common stock for treasury
Issuance of common stock in connection with employee benefit plans

Nine Months Ended
September 30

2009

2008

$ (574 $ 2147
Adjustments to reconcile net income (loss) to net cash provided by operating activities:

1,156
575
35
(302)
1,154
(104)
1,940

(1,820)
(301)
(556)

18

(29)

(2,683)
799

998
(209)

500
(500)

7

Effect of taxdeduction in excess of (less than) recognized stock-based compensation cost(2)

Common stock dividends

Debt issuance costs

Other financing activities

Net cash provided by (used in) financing activities

Effect of foreign exchange rate changes on cash
Net increase in cash and temporary cash investments
Cash and temporary cash investments at beginning of period
Cash and temporary cash investments at end of period

(239)

®

3

1,343

65

665

940

$ 1,605

See Condensed Notes to Consolidated Financial Statements.

1,106
43
(305)
36
260
381
(148)
3,520

(1,894)

(279)
11
463
(25)

(144)
16

(1,852)

(374)

296
(296)

(774)

14

15

(221)

2
(1,342)
(23)

303
2,464

$ 2,767



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

(Unaudited)
Three Months Ended  Nine Months Ended
September 30, September 30,
2009 2008 2009 2008
Net income (loss) $ (629) $ 1,152 $ (574) $ 2,147
Other comprehensive income (loss):
Foreign currency translation adjustment 214 (105) 324 (167)
Pension and other postretirement benefits
net (gain) loss reclassified into income, net of incon
tax expense of $1, $-, $1, and $1 (1) - (1) (1)
Net gain (loss) on derivative instruments
designated and qualifying as cash flow hedges:
Net gain (loss) arising during the period, net of incol
tax (expense) benefit of $(12), $(34), $(46), and ! 24 62 87 (38)
Net (gain) loss reclassified into income, net of incon
tax expense (benefit) of $29, $(9), $89, and $(18 (54) 16 (166) 33
Net gain (loss) on cash flow hedges (30) 78 (79) (5)
Other comprehensive income (loss) 183 (27) 244 (173)
Comprehensive income (loss) $ (446) ¢ 1,125 ¢ (330) $ 1,974

See Condensed Notes to Consolidated Financial Statements.



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 ofts consolidated subsidiaries, or all 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 isignificant non-cortrolled 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 interim financial information and with th
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 financial statements. In the opinion of mament, 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 theeeandnine months ende&eptembeB0, 2009 and

2008 included in these Condensed Notes to Consolidated Financial Statements is derivexirfrom
unaudited consolidated financial statements. Operating results fahrémand nine months ended
SeptembeB0, 200 are not necessarily indicative of the results that may be expected for the year ending
DecembeB1, 200.

The consolidated balance sheet as of DecembeP@®B, has been derived from the audited financial
statements as of that date. For further inforomatrefer to the consolidated financial statements and
notes thereto included wur annualreport on Form 14 for the year ended December 31, 200

See Note 3 for a discussion of the presentation in the statements of income of the results of aopferations
the Krotz Springs Refinery, which was sold effective dylg008.

We have evaluategubsequenévents that occurredfter SeptembeB0, 2009 throughhe filing of this
Form10-Q on Novembers, 2009 Any material subsequent evertsat occurred during this timbave
been properlyecoqizedor disclogdin our financial statements.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires our management to make
estimates and assumptions that affect thewans reported in the consolidated financial statements and
accompanying notes. Actual results could differ from those estimates. On an ongoing basis, management
reviews its estimates based on currently available information. Changes in facts andtaifcamamay

result in revised estimates.

Reclassifications

Certain amounts previously reported2008 and 200%have been reclassified to conform to therent

2009 presentation.The primary reclassification relates to the presentation of asset impairment losses
(discussed in Notd) on a separate line in the consolidated statements of income due to the materiality of

the amount in the third quarter of 2009. For comparability with this presentation, asset impairment losses
resulting from the cancellation afertain capital projectsc | as si f i ed ansprodgiessooh st r uct



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

$158million for the first six months of 2009 and $43 million for both the three months and nine months
ended September 30, 2008 have been reclassified dpamating expenses and reflected on a separat

line. The asset impairment losses are also presented on a separate line in the consolidated statements of
cash flows, which resulted ian adjustment to capital expenditures previously reported for the nine
months ended Septeml&, 2008.

2. ACCOUNTING PRONOUNCEMENTS

Financi al Accounting Standar ds Board (FASB) i A C
Coadificationor ASC

The Coadification is the single source of authoritative GAAP recognized by the FASB, to be applied by
nongovernmental entities in tipeeparation of financial statements in conformity with GAAP. Rules and
interpretive releases of the Securities and Exchange Commission (SEC) under authority of federal
securities laws are also sources of authoritative GAAP for SEC registrants. Thedliodifboecame
effective for interim and annual periods ending after Septeffe2009 and superseded all previously
existing noRSEC accounting and reporting standards. All othergrandfathered neBEC accounting
literature not included in the Codifidon is nonauthoritative. Commencing withthe quarter ended
September 30, 2009, all of our references to GAAP now use the speaffification Topic or Section
ratherthan prior accounting and reporting standard$e Codification did not change exisgi GAAP

and, therefore, did not affect our financial position or resifltperations.

Fair Value Measurements and Disclosures

In February 2008ASC Topic8 2 0, ViaH auier Me a s ur e me n twas madifidd tdDdelayc | os ur
the effective date for applyyy fair value measurement disclosurs nonfinancial assets and
nonfinancial liabilitiesuntil fiscal years beginning after November 15, 2008e implementation athis

provision of Topic 82@or these assets and liabilities effective Jandar3009 dd not affect our financial

position or results of operations but did result in additional disclosures, which are provided I®.Note

In August 2009, the FASBEhodified Topic 820 to address the measuremeniabflities atfair valuein
circumstancesni which a quoted price in an active market for the identical liability is not availdble

such circumstancea reporting entity is required to measure fair value using one or more of the following
techniques(i) a valuation technique that uses thetedgorice of the identical liability when traded as an
asset, or the quoted prices for similar liabilities or similar liabilities when traded as asggtsanother
valuation technique that is consistent with ToR&0. The FASBalsoclarified that when estimating the

fair value of the liability, a reporting entity is not required to include a separate input or adjustment to
other inputs relating to the existence of a restriction that prevents the transfer of the liabiisy.
modification aso clarified that both a quoted price in an active market for the identical liability at the
measurement date and the quoted price for the identical liability when traded as an asset in an active
market when no adjustments to the quoted price of the assetequired are Level 1 fair value
measurements. Thguidance is effective for the first reporting period (including interim periods)
beginning after issuangcthe adoption ofvhichin the fourth quarter of 2009 is not expected to materially
affect ourfinancial position or results of operations.



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

Business Combinations

In December 2007ASC Topic8 0 5, i Busi ne ssvas Ceuerh timpeove i the rfisancial

reporting of business combinations and clatife accounting for these transactioriBhis gudance in

Topic 805 isto be applied prospectively to business combinations with acquisition dates on or after the
beginning of an entityds f i sc a5 2088evath eatyhadoptionb e gi n s
prohibited. In April 2009, Topic805 wasmodified to address application issues raised related to

(i) initial recognition and measurement, @lbsequent meagment and accounting, and (iiilsclosure

of assets and liabilities arising from contingencies in a business combin@tiese prowsions are to be

applied tocontingent assets or contingent liabilities acquired in business combinations for which the
acquisition date ison or aftertbee gi nni ng of an entitybds fi slbal year
2008.

Due to the adoption dhe new business combination provisions of Topic &®é&ctive January, 2009

these provisions were applied to the acquisition of certain ethanol plants from VeraSun Energy
Corporation (VeraSurwith the acquisition referred to #s VeraSun Acquisitionin the second quarter

of 2009, which is discussed in Note 3.

Noncontrolling Interests in Consolidated Financial Statements

In December 2007ASC Topic8 1 0, AConsol i dat i providd guideace fomtbed i f i e d
accounting and reporting of noncontrolling interests, changes in controlling interests, and the
deconsolidation of subsidiariedn addition, this modification provides that an entity shall disclose pro

forma net income and pro forma earnings per sifiae entityhas one or more noncontrolling interests.

The adoption othese provisions of Topic 81€ffective January, 2009 has not affected our financial

position or results of operations.

Derivatives and Hedging

In March 2008, ASC Topi c 815, ADegiivaa,td veas amdd difelasere t o e
requirements for derivative instruments and for hedging activitiese requireddisclosures include

gualitative disclosures about objectives and strategies for using derivatives, quantitative disclosures about
fair value amounts of and gains and losses on derivative instruments, and disclosures about contingent
features related to credit risk in derivative agreemeiitsese disclosures asdfective for fiscal years,

and interim periods within those fiscal yeabeginning on or after NovembEs, 2008. The adoption of

these provisionsf Topic 815effective January 1, 2009 did not affect our financial position or results of
operations but did result in additional disclosures, which are provided inlillote

Earnings Per Share

In June 2008, the FASBIodifiedASCTopi ¢ 260, AEar ni n ghethd? imstrumsriisar e, 0
granted in sharbased payment transactions are participating securities prior to vesting and, therefore,
need to be included in the eargénallocation in computing earnings per share under thelwgs method
described inTopic 260. These Codification amendments eiffective for fiscal years, and interim
periods within those fiscal years, beginning after Decerhbef008; early adoptiois not permitted.
Shares of restricted stock granted under certain of our -bEms#d compensation plans represent
participating securities covered by these provisioRse adoption ofhese provisionsffective January,
2009did not have any effectnathe calculation of basic earnings per common share for theathdegine
months ende&eptembeB0, 2009 but did reduce basic earnings per common share from224 $nd
$4.08amouns originally reported for the threand ninemonths ende&eptembeB0, 2008, respectively,

to $2.20 and $4.0tespectively The calcudtion is provided in Not8.



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

Equity Method Invegments

In November 2008, the FASBnodified ASC Topic3 2 3, A | rd\Equityt Methodt amd Joint

V e nt ur peosideguidanee regarding {pitial measuremerof an equity investment, (ifecognition

of anotherthantemporary impairment of an equity method investment, including any impairment charge
taken by the investee, and (iii) accounting for a change in ownership level or degrdaesfcefon an
investee. These provisionsre effective for fiscal years beginning on or after Decenitigr2008, and
interim periods within those fiscal yearsThese provisions aro be applied prospectivelyp equity
method investments acquired aftee #ffective dateand earlier application is not permitteBecauseve

have not acquired any equity method investments during 20@9adoptiorof these provisionsffective
Januaryl, 2009 has ndadffectedour financial position or results of operations

Compensatiori Retirement Benefits

In Decembef008, the FASBmodified ASC Topic7 1 5, AComiRRen $ a teime m t Benef.
requireenhancd disclosures regarding (fivestment policies and strategies, (ii) categories of plan assets,

(iii) fair value measurements of plan assets, and (iv) significant concentrations ot hiske disclosures

are effectivefor fiscal years ending after Decemidér, 2009, with earlier application permitte&ince

only disclosure are affected by thesequirements, thadoption ofthese provisionsvill not affect our

financial position or results of operations

Financial Instruments

In April 2009, the provisions oASC Topic8 2 5 , AFinanci al | n sto requilkeant s, 0
publicly traded company to include disclosures about the fair value of its financial instruments for interim
reporting periods as well as in annual financial statements. This provision is effective for interim
reporting periods ending aftelunel5, 2009 Early adoptionis permitted for periods ending after

March15, 2009 if an entity also elects to apply the early adoption provisioosrtain other fair value

modi fications in Topic 820, AFair 8a2DbueiMaeassgi eme
Debt and EquiWewdo@eehtl of these previsiontn the first quarter of 2009, none of

which has affected our financial position or results of operations. However, the adophtiemuaidified

provisions of Topic 82Beaulted in additional interim disclosures discussed below.

Our financial instruments include cash and temporary cash investments, restricted cash, receivables,
payables, debt, capital lease obligations, commaodity derivative contracts, and foreign cugradivel
contracts. The estimated fair values of these financial instruments approximate their carrying amounts as
reflected in the consolidated balance sheets, except for certain debt as discussedin TMetefair

values of our debt, commodity demitive contracts, and foreign currency derivative contracts were
estimated primarily based on quoted market pracesinputs other than quoted prices that are observable

for the asset or liability

Subsequent Events

In May 200, ASC Topic8 5 5 , A SWwEveeng e Mt was i ssued, which est a
accounting for and disclosure of events that occur after the balance sheet date but before financial
statements are issued or are available to be issued. In particular, guidance was praidied) (@gthe

period after the balance sheet date during which management of a reporting entity should evaluate events

or transactions that may occur for potential recognition or disclosure in the financial statements, (ii) the
circumstances under whiclm @ntity should recognize events or transactions occurring after the balance

sheet date in its financial statements, and (iii) the disclosures that an entity should make about events or
transactions that occur after the balance sheet date. The prowsidmpic 855 are to be applied

1C



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

prospectively and areffective for interimor annual financiaperiodsendingafter Junel5, 2009. The
adopton of the provisions of Topic 855 in the second quart&00P did not affect our financial position
or results boperations but did result in additional disclosures, which are provided inlNote

FASB Statement No166

In June2009, the FASB issued Statement Nb.6 6 |, ifAccounting for Tanansfer s
amendment of FASB Statement No4 0 .Agcording to ASC Topic 105 Gener al ly Acce
Account i ng St&emem Ndlg6 lshalscontinue to represent authoritative guidance until it is
integrated into the CodificatiorStatement Nol66 amends and clarifies provisiams$ated to the trasfer

of financial assetf order to address application and disclosure issues. In general, Statem&66 No.

clarifies the requirements for derecognizing transferred financial assets, removes the concept of a
qualifying speciaburpose entity and relateexceptions, and requires additional disclosures related to
transfers of financial assetsStatement N0l66 is effective for fiscalyears, and interim periods within

those fiscal years, beginning aftéovemberl5, 20®, and earlier application is prohibited. The adoption

of Statement Nol66 effective January, 2010 is not expected to materially affect our financial position

or results of operations.

FASB Statement Nol67

In June2009, the FASB issued Statement Nb.6 7 , AAmendments to 4F6ASRB .lont e
According to ASC Topic 105, Statement N&.7 shall continue to represent authoritative guidance until

it is integrated into the CodificationStatement Nol67 amends provision&latedto variable inerest

entitiesto include entities previously considered qualifying speguispose entities, as the concept of

these entities was eliminated by Statement 166. This statement also clarifies consolidation
requirements and expands disclosure requirtsmettated to variable interest entiticStatement Nol67

is effective for fiscalyears, and interim periods within those fiscal years, beginning Mfteemberl5,

2009, and earlier application is prohibited. The adoption of Statemerit@Nceffectiv Januaryl, 2010

is not expected to materially affect our financial position or results of operations.

3. ACQUISITION AND DISPOSITION

Acquisition of VeaSun

In the second quarter of 2009, we acquired seven ethanol plants and a site under development from
VeraSun. Because VeraSun was subject to bankruptcy proceedings and different lenders were involved
with various plants, three separate closings were required to consummate the acquisition of these ethanol
plants. On April 1, 2009, weclosed on the acqut&n of ethanolplantsiocated in Charles City, Fort
Dodge, and Hartley, lowa; Aurora, South Dakota; and Welcome, Minnesota,a asité under
development located in Reynolds, Indiana @mmsideration of$350million. Through subsequent
closings @ April 9, 2009and May8, 2009 weacquiredV e r a S u n 6 dantia Allbed Gity, lowa,for
considerationof $72milion and Ve r a S uplabtsin Adbtorn Mebraska,for considerationof

$55 million, respectively In conjunction withthe acquisition of the seven ethanol plamte also paid
$79million primarily for inventory and certain other working capitdVe have elected to use the LIFO
method of accounting for the commodity inventories related to the acquired ethanol busivess.
incurred approximately $1@illion of acquisitionrelated costs that were recognized in general and
administrative expenses in the consolidated statement of income fonéreonths ende&eptembeB0,

2009

11



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

The acquired ethanobusinessinvolves the productionand marketingof ethanol and its eproducts,
including distillers grains.The ethanol operations areflectedas areportablesegment in Not&2, the
operations of which will complement our existiolgan motor fued business. The acquisition costvas
funded with part of the proceeds from alfilion issuance of notes in March 2Q@®hich is discussed in
Note6.

An independent appraisal of the assets acquired in the VeraSun Acquisition has been compléted, and
assets acquired and the liabilities assummade been recognized at their acquiskilatte fair values as
determined byhe appraisal and other evaluati@ssfollows(in millions):

Current assets, primarilpventory $ 77
Property, plant and equipment 491
Identifiable intangible assets 1
Current liabilities (20)
Other longterm liabilities _3

Total consideration $ 556

Neither goodwill nora gain from a bargain purchasgas recognized in conjunction with the VeraSun
Acquisition, and naignificant contingent assets or liabilities were acquired or assumed in the acquisition.

The consolidated statements of income include the results of operations of the various ethanol plants
commencing on their respectigosingdates. As a result, prdorma information for the three months
ended Septemb&0, 2009 presented below represents actual results of operatibms.operating
revenues andet incomeassociated with thecquired ethanol plantscluded in ourconsolidated
statements of incomi@r the three andine months ende&eptembeB0, 2009 and theconsolidatedgro
formaoperatingrevenus, net income (lossand earninggloss)per common sharieassuming dilutiorof

the combined entithad the VeraSun Acquisition occurred on Jandarg009 and 2008, askown in the
table below(in millions, except per share amountsThe pro forma information assumes that the
purchase price was funded with proceeds from the issuance ofrib of debt on January of each
respective yearThe pro forma financial information is not necessarily indicative of thdtsestifuture
operations.

Three Months Ended Nine Months Ended

September30, September30,
2009 2008 200 2008

Actud amountsrom acquired business

Operating revenues $ 410 NA $ 673 N/A

Net income 29 N/A 42 N/A
Consolidated m forma

Operating revenues 19,489 $36,429 51,461 $101,756

Net income (loss) (629) 1,078 (581) 2,082

Earnings (loss) per common share

assuming dilution (1.12 2.04 (1.09 3.89

12



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

Sale of Krotz SpringRefinery

Effective July 1, 2008, wesold our refinery inKrotz Springs Louisianato Alon Refining Krotz Springs,

Inc. (Alon), a subsidiary of Alon USA Energy, IncThe rature and significance of oyrostclosing
participation inan offtake agreemenivith Alon represents a continuation of activities with the Krotz
Springs Refineryfor accouning purposesand as such the results of operatioaited to the Krotz
Springs Refineryhave not been presented as discontinued operations in the consolidated statements of
income forthe three and nine months ended Septer@deR008. Under theofftake agreementwe

agreed to(i) purchase all refined products from the Krotz Springs Refinery for three months after the
effective date of the sale, (ii) purchase certain products for an additional one to five years after the
expiration of the initial threenonth period of the agreement, and (iii) provide certain refined products to
Alon that are not produced at the Krotz Springs Refinery for an initial et months and thereafter

until terminated by either party

The sale resulted in a ptax gain of 805million ($170mi | | i on after tax), which
sale of Krotz Springs Refineryo in the consolidat
ended Septemb&0, 2008. Cashrpceeds net of certain costs related to the satere $63million,

including approximately$135million from the sale ofvorking capitalto Alon primarily related to the

sale of inventory by our marketing and supply subsidiary.

In addition to the cash consideration received, we also received contingaideration in the form of a
threeyear earrout agreement based on certain product margiriss earrout agreement qualified as a
derivative contract antiad a fair value of $17million as of Julyl, 2008 We hedgel the risk ofa
decline in the refrenced product margirs/ enteing into certaincommodity derivative contractsOn
August27, 2009, we setttethe earrout agreementvith Alon for $35million, of which $18million was
receivedon the settlement date and tmemaining amounwill be receivedin eight paymentsof
$2.2million each quarter beginning in the fourth quarter of 20@3connection with the settlement of the
earnrout agreement, weffectively closed our positiongn the related commodity derivative contracts
duringthe third quarter of 20Q%s a result of which we locked in $1mlion of cash proceeds ondke
contracts, approximately $86illion of which was received as of SeptemB6r 2009 with the remaining
proceeds to be received in varying monthly amoumtsugh July 2011 As such, the total amount earned
on the Alon earfout agreement, including the related commodity derivative contracts, wasnfiiao.

Financial informatioras of July 1, 2008lated to thérotz Springs Refinernassets and liabiligis sold is
summarized as follows (imillions):

Current assets (primarily inventory) $138
Property, plant and equipment, net 153
Goodwiill 42
Deferred charges and other assets, net 4

Assets held for sale $337
Current liabilities $_10

Liabilities related to assets held for sale $_10
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4. ASSET IMPAIRMENTS

Impairment of LongLived Assets

Longlived assetaretested for recoverability whenever events or changes in circumstances indicate that
the carrying amount of the lodiyed assets @y not be recoverable. A lo#iged asset is not recoverable

if its carrying amount exceeds the sum of the undiscounted cash flows expected to result from its use and
eventual disposition. If a loAged asset is not recoverable, an impairment losgdsgnized in an
amount by which its carrying amount exceeds its fair value

In order to test londjved assets for recoverability, management must make estimates of projected cash
flows related to the asset being evaluated, which include, but are rtedlitmj assumptions about the use

or disposition of the asset, its estimated remaining life, and future expenditures necessary to maintain its
existing service potential. In order to determine fair value, management must make certain estimates and
assumgpbns including, among other things, an assessment of market conditions, projected cash flows,
investment rates, interest/equity rates, and growth rates, that could significantly impact the fair value of
the asset being tested for impairment.

During thesecond halbf 2008, there were severe disruptions in the capital and commodities markets that
contributed to a significant decline in our common stock price, thus causing our market capitalization to
decline to a level substantially below our net bookugal Due to these adverse changes in market
conditions during 2008, we evaluated our significant operating assets for potential impairment as of
December 31, 2008, and we determined that the carrying amount of each of theseazssaieverable.

The ecoomic slowdown that began in 2008ntinued throughout the firsine months of 2009, thereby
impactingdemand for refined products and putting significant pressure on refined product margins. Due
to these economic conditions, in June 2009, we announced our pangorarilyshut down the Aruba
Refinery, which had a net book value approximately $.0billion as ofSeptembeB0, 2009,as narrow

heavy sour crude oil differentials a@the refinery uneconomical to operate. The Aruba Refinery was
shut down in July 2008ndis expected taontinue to be shut dowmtil market conditions improveWe

are cominuing to evaluatepotential alternativesfor this refinery, which may include the sale of the
refinery. In June 2009, the coker unit at the Corpus Christi East Refinery was also temporarily shut down
and remains shut downn September 2009, we annoexdcthe shutdown abur coker andjasification

units at our Delaware City Refinegfsodue to economic reasons. Témker unitis expected to remain

shut downuntil economics improve and thgasificationunit has been permanentshut down. As a

result d these factorsye readdressed the potential impairmentalbfof our facilities (excluding the
Delaware City gasification unias of Septembed0, 2009 based on an assumption that we would operate
these facilities in the futuréncorporating updated P9 price assumptions into our estimated cash flows
Based on this analysis, we determined that the carrying amount of each of our significant operating assets
continued to be recoverable asS#HEptembeB0, 2009. However, due to thpermanenshutdown of the
gasification unit at the Delaware City Refinery, we recorded dgpréoss of approximately $28illion

related to the abandonment of that unit.

Capital Project Writeoffs

Dueto the impact of the continuing economic slowdown on refjnimdustry fundamentals, werther

evaluatedhe recoverability o&ll of our capital projects currentty| as si f i ed iapgrog@s®sonst r u
during the third quarter of 2009This is a continuation @n ongoingprocess that had commenced during

the second half of 2008 As a result of this assessment, certaidditional capital projects were
permanently cancelled, resulting in wrdé#s of $137 million of project costgor the three months ended

14



VALERO ENERGY CORPORATION AND SUBSIDIARIES
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SeptembeB0, 2009(of which approximately $6fillion was for projects related to the gasification unit

at our Delaware City Refinery)This amount, combined with capital projects written off earlier in 2009,
has resulted in total writeffs of capital projects of 95 million for the nine months ended
Sepgember30, 2009. During the three months and nine months ended September 30, 2008, we wrote off
$43 million of capital projects, the amount of which has been reclassifieddperating expenses and
presented separately for comparability with the 2008eur&tion.

In addition to capital projects that have been writtenwé,have also suspended continued construction
activity on various other projects. For example, our two hydrocracker projects on the Gulf Coast, one at
the St. Charles Refinery anldet other at the Port Arthur Refinery, have besnporarilysuspendedintil

market conditionsand cash flows improve As of SeptembeB0, 2009,approximately$1.0billion of

costs had been incurred on these two projects. In addition, various other projects with a total cost of
approximately$600 million as of SeptembeB0, 2009 have also bed¢eamporarily suspended. These
suspended projects are included in our sgiatplan, and the costs incurred to date have not been written
off. We believe that the overall market conditions and our cash flows will improve in the future such that
the completion and recoverability of these temporarily suspended projects is probabl

Due to the effect of the current unfavorable economic conditions on the refining industry, and our
expectations of a continuation of such conditions for the near vegwijll continue to monitor both our
operating assets and our capital projects ddditional potential asset impairments until conditions
improve. Changes in market conditions, as well as changes in assumptions used to test for recoverability
and to determine fair value, could resultaidditionalsignificant impairment charges in thetdire, thus
affecting our earnings.

5. INVENTORIES
Inventories consisted of the following (in millions):

September30, December 31,

2009 2008
Refinery feedstocks $1,936 $ 2,140
Refined products and blendstocks 2,240 2,224
Ethanolfeedstocks angroducts 101 -
Convenience store merchandise 94 90
Materials and supplies _ 205 _ 183
Inventories $4,576 $4,637

As of SeptembeB0, 200 and December 31, 280 the replacement cogmarket value)of LIFO
inventories exceeded their LIFO carrying amounts dpproximately$3.2billion and $86million,
respectively.

6. DEBT
Non-Bank Debt
Under the indenture related to our $100 million of 6.75% senior notes with a maturity date of @8tober

2037, on July8l, 2009, we notified the holders of such notes of our obligation to purchase any of those
notes for which a written notice of purchagirchase noticejyvas received from the holders prior to

15



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

Septembel5, 2009. A purchase notiaeas received related to $#éillion of the outstandingnotes,
which resulted in a charge of $llion in the third quarter of 2009 to write off a pro rata fortof
unamortized fair value adjustment. We redeemed thenfifién of notes at 100% of their principal
amount plus accrued and unpaid interest to OctbbeP009, the date dhe payment of the purchase
price.

On April 1, 2009, we made scheduled dedpayments of $20illion related to our 3.5% notes and
$9 million related to our 5.125% Series 1997D industrial revenue bonds.

In March 2009, we issued $7/dillion of 9.375% notes due Mardb, 2019 and $25million of 10.5%
notes due March5, 2039. Proceeds from the issuance of these notes totaled r§@iRsh, before
deducting underwriting discourd@sd other issuance costs&&fmillion.

On Februaryl, 2008, we redeemed our 9.50% senior notes for 82i@n, or 104.75% of stated value.
Thesenotes had a carrying amount of $38ilion on the date of redemption, resulting in a gain of

$14mi I I i on that was i(expehse)d endetion ifino tthheer cionncsoomei dat e c
In addition, in March 2008, we made a scheduled debtynegat of $7million related to certain of our

other debt.

Bank Credit Facilities

In October 2009, Lehman BrotheBank, FSB one of the participating banks under &=2.5billion

revolving credit facility, failed to fund its loan commitment related to lmanrowing under this facility
discussed below Lehman Brothersod6 aggregate commitment
$84million. As a result, our borrowing capacity undeatrevolving credit facility has been reduced to
$2.4billion commencig in October 2009.

During the nine months endedseptembeB0, 2009, wehad no borrowings or repaymentsder our
revolving bank credit facilies As of SeptembeB0, 2009,we had no borrowings outstandingder our
revolving bank credit facilities. In October 2009, we borrowethd subsequently repa@pproximately
$40million under ourJ.S. committedevolvingbankcredit facility.

As of SeptembeB0, 2009, we hads76 million of letters of credit outstanding under our uncommitted
shortterm bank cred facilities and $113million of letters of credit outstanding under oUkS.
committed revolving credit facilities. Under our Canadian committed revolving credit facility, we had
Cdn $19million of letters of credit outstanding as ®¢ptembeB0, 2009

In June 2008, we entered into a eear committed revolving letter of credit facility under which we

could obtain letters of credit of up to $300 million to support certain of our crude oil purchases. In June
2009, we amended this agreement to extend the maturity date to June 2010. We are being charged letter
of credit issuance fees in connection with thigeleof credit facility.

During thenine months ende&eptembeB0, 20, we borrowed and repaiBl96million under ourJ.S.
committedrevolving bank credit facility

In July 2008, we entered into a epear committed revolving letter of credit facility under which we
could obtain letters of credif up to $275million. This credit facility expired in July 2009.
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Accounts Receivable Sales Facility

We have an accountseceivable sales facility with a group of thipdrty entities andinancial institutions
to sell on a revolving basis up to Billion of eligible trade receivablesWe amended our agreememt
June 200%0 extend tie maturity date to June 2010.

As of December 31, 2008, the amount of eligibéceivables sold to the thipdirty entities and financial
institutions was $100 milliarwhichwas repaid in February 2009. In March 2088 sold $100nillion

of eligible receivables to the thiplarty entitiesand financial institutions In April 2009, we sold an
additional $400million of eligible receivables under this prograwhich we repaid in June 2009. As of
SeptembeB0, 2009, the amount ofligible receivables sold to the thimhrty entities and firrecial
institutions wast100 million. Proceeds from the sale of receivables under this facility are reflected as
debt in our consolidated balance sheets.

Other Disclosurs
The estimated fair value of our debt, including current portion, was as fdjilowsllions):

September30, December 31,

2009 2008
Carrying amount $ 7338 $ 6,537
Fair value 8,335 6,462

7. STOCKHOLDERSOG EQUITY

Common Stock Offering

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, netirderwritng discouns andcommissionsand other issuance sts, of
$799 million.

Treasury Stock

No significant purchasesf our common stock were made during tliee months ende&eptembeB0,
2009. During the nine months endedseptembeB0, 2008, we purchasei4.6 million shares of our
common stock at a cosf $774million in connection with the administration of our employee benefit
plans and common stock purchase programs authorized by our board of dirdatoisg the nine
months endedSeptembeBO, 2009 and 2008 we issued 0.9 million sharesand 1.3million shares
respectivelyfrom treasury for our employee benefit plans.

Common Stock Dividends

On Octoberl5, 200, our board of directors declared a regular quarterly cash dividergD.a6 per
common share payablen Decembe®, 200 to holders of record at the close of business on
Novemberll, 2009.
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8. EARNINGS (LOSS)PER COMMON SHARE

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

Three Months EndedSeptember 30,

2009 2008
Restricted Common  Restricted Common
Stock Stock Stock Stock
Earnings (loss) per common share:
Net income (loss) $ (629) $1,152
Less dividends paid:
Common stock 84 78
Nonvested restricted stock - -
Undistributed earnings (loss) $ (71 $1,074
Weightedaverage common shares outstanding 2 561 1 522
Earnings (loss) per common share:
Distributed earnings $0.15 $0.15 $0.4 $0.15
Undistributedearnings (loss) - (1.27) 2.05 2.05
Total earnings (loss) per common share (1) $0.15 $(1L12 $2.19 $2.20
Earnings (loss) per common sharassuming dilution:
Net income (loss) $ (629 $1,152
Weightedaverage commoshares outstanding 561 522

Common equivalent shares (2):
Stock options 6
Performance awards and other benefit plans - 1

Weightedaverage common shares outstanding

assuming dilution 561 529
Earningg(loss)per commorsharei assuming dilutior $ Q.12 $2.18

(1) The basic earnings per common share amount for the three months ended Sejfie2b@8 changed frorthe
$2.21originally reportedasa result of the adoption of certaimodifications that requireur restricted stock to be
treated as a participating security in calculating basic earnings per commonefbatiee January, 2009, as
discussed in Not2.

(2) Common equivalent shares were excluded from the computation of diluted edlogsyper commonshare for the
three months ended SeptemB8r 2009 because the effect of including such shares would be antidilutive.
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2009 2008
Restricted Common  Restricted Common
Stock Stock Stock Stock
Earnings (lossper common share:

Net income (loss) $ (674 $2,147
Less dividends paid:

Common stock 233 221

Nonvested restricted stock _ 1 -
Undistributed earnings (loss) $ (813 $1,926
Weightedaverage commoshares outstanding 2 534 1 526
Earnings (loss) per common share:

Distributed earnings $044 $0.45 $041 $042

Undistributed earnings (loss) - (153 3.65 3.65
Total earnings (loss) per common share (1) $0.44 $(1.08 $4.06 $4.07

Earnings (loss) per common sharassuming dilution:

Net income (loss) $ (574) $2,147
Weightedaverage common shares outstanding 534 526
Common equivalent sharé):

Stock options - 8

Performance awardmd other benefit plans _ - _1
Weightedaverage common shares outstanding

assuming dilution 534 535
Earningg(loss)per commorsharei assuming dilutior $ (1.08 $4.02

Nine Months Ended September 30,

(1) The basic earnings per common share amount faritteamonths ende&eptembeB0, 2008 changed frothe $4.08

originally reportedasa result of the adoption of certaimodifications that require our restricted stock to be treated as
a participating security in calculating basic earnings per common sffeive Januar{, 2009, as discussed in
Note 2.

(2) Common equivalent shares were excluded from the computation of diluted edlogsyser commonshare for the
nine months ended Septemi3€r, 2009 because the effect of including such shares woulditiuaive.
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The following table reflectpotentially dilutive securities that were excluded from the calculation of
fearnings (|l ossilaspemi agmmoh us hane a ssectrities woalfl f e c t
have been amdilutive (in millions). As indicated abovecommon equivalent shares, which represent
primarily stock options, were excluded as a result of the net losses reported for the three and nine months
ended Septemb&0, 2009. In addition, for all periods, certain stock option atsopresented below

were excluded, representingtstanding stock optiorfer which theexercise prices were greater than the
average market price of the common shares dedoy respectivieeporting perid.

Three Months Ended Nine Months Ended
September30, September30,
2009 2008 2009 2008
Common equivalent shares 4 - 4 -
Stock options 10 7 10 7

9. SUPPLEMENTAL CASH FLOW INFORMATION

In order to determine net cash provided by operating activities, net indossgis adjusted by, among
otherthings, changes in current assets and current liabilities as follows (in millions):

Nine Months Ended September30,

2009 2008

Decrease (increase) in current assets:

Restricted cash $ (B $ (90

Receivables, net (966) 1,120

Inventories 198 (842

Income taxes receivable 137 -

Prepaid expenses and other 119 (6)
Increase (decrease) in current liabilities:

Accounts payable 1,466 476

Accrued expenses 94 32

Taxes other than income taxes 54 (77)

Income taxes payable __ 65 (232
Changes in current assets and current liabilities $11%4 $_381

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 changes in @adhtemporary cash investments, deferred
income taxes, and current portion of debt and capital lease obligation
e the amounts shown above exclude the current assets and current liabilities acquired in connection
with the VeraSun Acquisition;
e amountsaccrue for capital expenditures, deferred turnaround and catalyst costspatidgent
earnout payments are reflected in investing activities in the consolidated statemherdsh
flows when such amounts are paid
e amounts accrued for common stock purchaesethé open market that are not settled as of the
balance sheet date are reflected in financing activities in the consolidated statements of cash flows
when the purchases are settled and paid;
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e changes in assets held for sale and liabilities related tosasskt for sale pertaining to the
operations of the Krotz Springs Refinery prior to its sale to Alon in July 2008 are reflected in the
line items to which the changes relate in the table above; and

e certain differences between consolidated balance shergehand consolidated statement of
cash flow changes reflected above result from translating foreign currency denominated amounts
at different exchange rates

There were no significant omcash investingor financing activities for the nine months ended
SeptembeB0, 2009 and2008.

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

Nine Months Ended September30,

2009 2008
Interest paidn excess ohmount capitalized $ 232 $ 187
Income taxes paid (net of tagfunds received) (134) 1,092

10. FAIR VALUE MEASUREMENTS

A fair value hierarchylLevel 1, Level 2, or Level 35 used to categorize fair value amoupaised on the
quality of inputs used to measure fair valdecordingly, fair values determined by Levelinputs 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 inpatstoan quoted
prices that are observable for the asset or liability. L&weputs 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 appropriat&aluation techniques 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 present informatiorfdollars 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 vafiesof SeptembeB0, 2000 and Decembesl, 2008

Fair Value Measurements Using

Quoted Significant
Prices Other Significant
in Active Observable Unobservable  Total as of
Markets Inputs Inputs September 30,
(Level 1) (Level 2 (Level 3 2009
Assets:
Commodity derivative contracts $ 44 $490 $ - $ 534
Nonqualified benefit plans 106 - - 106
Liabilities:
Commodity derivative contracts 149 11 - 160
Certain nonqualifiedenefit plans 32 - - 32
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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 2008
Assets:
Commodity derivative contracts $ 40 $ 610 $ - $ 650
Nonqualified benefit plans 98 - - 98
Alon earnout agreement - - 13 13
Liabilities:
Commodity derivative contracts - 7 - 7
Certain nonqualified benefit plan 26 - - 26

The valuation methods used to measure our financial instrumieiais value are as follows:

o Commodity derivative contracts, consisting primarily of exchangged futures and swaps, are
measured at fair value using the market approach. Exclieadp futures are valued based on
guoted prices from the exchange aar@ categorized in Level 1 of the fair value hierarchy.
Swaps are priced using thipérty broker quotes, industry pricing services, and exchataged
curves,with appropriate consideration of counterparty credit fisk,since they have contractual
terms that are not identical to exchatigeded futures instruments with a comparable market
price, these financial instruments are categorized in Level 2 of the fair value hierarchy.

¢ Nonqualified benefit plan assets and certain nonqualified benefit plaifities are measured at
fair value using a market approach based on quotations from national securities exchanges and
are categorized in Level 1 of the fair value hierarchy.

¢ The Alon earrout agreement, which we received as partial consideration featb@f our Krotz
Springs Refineryn July 2008 was measured at fair value using a discounted cash flow model
andwas categorized in Level 3 of the fair value hierartfmpughJuly 2009 Significant inputs
to the model included expected payments disdount rates that considered the effects of both
credit risk and the time value of moneyOn August27, 2009, wesettlal the Alon earnout
agreements discussed in Not8. We haveelected not taapply the fair value option to this
settlement receivable.

Cash received from brokers 841 million, resulting from the equityn broker accountscovered by
master netting arrangemergsceeding the minimum margnequirements for such accounts, is netted
againstthe fair value of the commodity derivatives reflected in Level 1. Certain of our commodity
derivative contracts under master netting arrangements include both asset and liability pogitions.
have electd to offset the fair value amounts recognized for multglailar 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 theeginning and ending balances (in millions) for fair value
measurements developed using significant unobservable inputs fohréee andnine months ended
SeptembeB0, 2009.

Three Months Nine Months
Ended Ended

September 30, September 30,
2009 2008 2009 2008

Balance abeginning of period $38 $ - $13 $ -
Alon earnout agreement (see Nap (33) 171 (33) 171

Netrealized andinrealized
gains(losses)ncludedin earnings 5) (24) 20 (24)
Transfers in and/or out dfevel 3 _- _- _- _-
Balanceat end of period $_ - $157 $_ - $157
The aboveealizedandunrealized gaingind losses whi ch are reported in fAoth

in the consolidated statemsrdf income, relaté to the Alon earrout agreement that wasettledin

August 2009as discussed abavdhese gainand lossesver e of f set by the recoghni
(expense) , amde@dinén dervatiVeonstreirestsntered into to hedge the risk of changes in

the fair value of the Alon eatout agreement. The derivative instrumeamsd to hedge the Alon earn

out agreemenprior to the settlemenarei ncl uded i n the fAcommodity deri
reflectad in the fair value tablas of Decembe31, 2008above.

The table below presents information (dollars in millions) about our nonfinancial liabilities measured and
recorded at fair value on a nonrecurring b#sa arose on or after Janudry2009,andindicates the fair
value hierarchy of the inputs utilized by us to determine the fair valuesSept#mbeB0, 2009.

Fair Value Measurements Using

Quoted Significant
Prices Other Significant
in Active Observable Unobservable Total as of
Markets Inputs Inputs September30,
(Level D (Level 2) (Level 3 2009
Liabilities:
Asset retirement obligations $ - $ - $13 $13

Asset retirement obligations in the table above are calculated based on the present value of estimated
removaland other closureostsusing our internal risree rate of returor appropriate equivalent
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11. PRICE RISK MANAGEMENT ACTIVITIES

We enter intaderivative instruments to manage our exposure to commaodity price risk, interest rate risk,
and foreign currency riskand to hedge price risk on other contractual derivatives that we have entered
into. In addition, we use derivative instruments for trgdpurposes based on our fundamental and
technical analysis of market conditions. All derivative instruments are recondedrbalance 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. The gain or
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 attrdhle to the hedged risk, are recognized currently in income in the
same period. The effective portion of the gain or loss on a derivative instrument designated and
qualifying as a cash flow hedge is initially reported as a component of other comprehamive and is

then recorded in income in the period or periods during which the hedged forecasted transaction affects
income. The ineffective portion of the gain or loss on the cash flow derivative instrument, if any, is
recognized in income as incurreBor our economic hedging relationships (hedges not designated as fair
value or cash flow hedges) and for derivative instruments entered into by us for trading purposes, the
derivative instrument is recorded at fair value and changes in the fair valle dérivative instrument

are recognized currently in incom@he cash flow effects of all of our derivative contracts are reflected

in operating activities in the consolidated statements of cash fitwvadl periods presented

Commodity Price Risk

We ae exposed to market risks related to the volatility of crude oil and refined product prices, as well as
volatility in the price of natural gas used in our refining operations. To reduce the impact of this price
volatility on our results of operations aoash flows, we useommodity derivativénstruments, including

swaps, futures, and options, to manage our exposure to commaodity price risks. For such risk management
purposes, we use fair value hedges, cash flow hedges, and economic hedges.

In addition to the use of derivative instruments to manage commodity price risk, we also enter into certain
commodity derivativenstruments for trading purposes. Qabjectives for entering into each of these
types of derivative instruments and the leokhctivity of each as oBeptembeB0, 2009 are 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 basedhe level of our operating
inventories, and normally represents the amount by which our invendiffexsfrom our previousyear
endLIFO inventorylevels

As of SeptembeB0, 2009, we had the following outstandiogmmodity derivativeénstruments thatvere
entered into to hedge crude oil and refined product inventories. The information presents the volume of
outstanding contracts by type of instrument and year of maturity (volumes in thousands of barrels).

Derivative Instrument / Maturity Contract Volumes
Futures- short (2009) 5,133
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Cash Flow Hedges

Cash flow hedges are used to hedge certain forecasted feedstock and product purchases, refined product
sales, and natural gas purchases. The purpose of our cash flow hedges is to lock indhétopeasted
feedstock or natural gas purchases or refined product sales at existing market prices that are deemed
favorable by management.

As of SeptembeB0, 2009, we had the following outstandiogmmodity derivativénstruments that were
entered intado hedge forecasted purchases or sales of crude oil and refined products. The information
presents the volume of outstanding contracts by type of instrument and year of maturity (volumes in
thousands of barrels).

Derivative Instrument / Maturity Contract Volumes
Swaps- long:
2009 10,722
2010 24,810
Swaps- short:
2009 10,722
2010 24,810
Futures- long (2009) 1,218

25



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

Economic Hedges

Economic hedges are hedges not designated as fair value or cash flow hedges that afg uzohipe

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

volatility in certain forecasterkfineryfeedstock product and grairpurchases, refined product sales, and
natural gas purchasedn addition, through August 2009, we used economic hedgesatage price
volatility in the referenced product margins associated with the Aloncedragreementwhich wasa

separate contractual derivative that we entered into with the sale of our Krotz Springs Refirvenich

was settled in August 200@s further discussed in Not8. Our objective in entering into economic
hedges is consistent with the objectives discussed above for fair value laedgeash flow hedges.
However, the economic hedges are not desighated as a fair value hedge or a cash flow hedge for
accounting purposes, usually due to the difficulty of establishing the required documentation at the date
that the derivative instrumerd entered inta hat woul d all ow us to achieve
As of SeptembeB0, 2009, we had the following outstandingmmodity derivativenstruments that were
entered into as economic hedges. The information presents the volumetarfidints contracts by type

of instrument and year of maturity (volumisthousands of barrelsxcept those identified as grain
contracts that are presented in thousands of byshels

Derivative Instrument / Maturity Contract Volumes

Swaps- long:

2009 45,030

2010 107,194

2011 26,275
Swaps- short:

2009 20,458

2010 63,633

2011 11,025
Futures- long:

2009 222,053

2010 102,235

2009(grain) 3,705

2010(grain) 75
Futures- short:

2009 216,315

2010 101,388

2009(grain) 10,585

2010(grain) 4,495
Options- long:

2009 6

2010 511
Options- short:

2010 500
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Trading Activities

These represemommodity derivativanstruments held or issued for trading purposes. Our objective in
entering intocommodity derivativeinstruments for trading purposes is to take advantage of existing
market conditions related to crude oil and refined products that management perceives as opportunities to
benefit our results of operations and cash flows, but for which there are nd ggiical transactions.

As of SeptembeB0, 2009, we had the following outstandingmmodity derivativenstruments that were
entered into for trading purposes. The information presents the volume of outstanding contracts by type
of instrument and yeaof maturity (volumes represent thousands of barrels, except those identified as
natural gas contracts that are presented in billions of British thermal units).

Derivative Instrument / Maturity Contract Volumes
Swaps- long:

2009 6,502

2010 23,589

2011 3,000
Swaps- short:

2009 5,679

2010 27,946

2011 3,900
Futures- long:

2009 25,809

2010 4,318

2009 (natural gas) 3,750

2010 (natural gas) 100
Futures- short:

2009 25,859

2010 4,268

2009 (natural gas) 3,750

2010 (natural gas) 100
Options- long:

2009 40
Options- short:

2009 40

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 throughusigeof a combination of fixedhte and floatingate
debt. In addition, wédave at timesiseal interest rate swap agreements to manage our fixed to floating
interest rate position by converting certain fixate debt to floatingate debt. These intetemte swap
agreements are generally accounted for as fair value heHigegever we have not had any outstanding
interest rate swap agreements since 2006.

27



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

Foreign Currency Risk

We are exposed to exchange rate fluctuations on transactions relatedGanagiian operations. 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 classifieas economic hedges. As $&ptembeB0, 2009, we had commitments to
purchase$248million of U.S. dollars. These commitments matured orbefore November2, 2009

resulting in a $3nillion loss in the fourth quarter of 2009.
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Fair Values of Derivativelnstruments

The following tables provide information about the fair values of our derivative instruments as of
SeptembeB0, 2009 (in millions) and the line items in the balance sheet in which the fair values are
reflected. See NottO for additional information related to the fair vaduef our derivative instruments.

As indicated in Notd 0, we net fair value amounts recognized for multgtailar derivative instruments
executed with the sameunterparty under master nettingangements The table belowhowever, is
presentecbn a gross asset and gross liability basikich results in the reflection afertain assets in
liability accounts and certain liabilities in asset accouitsaddition, in NotelO we netted cash received
from brokers attributable to excess margin agdimstfair value of the commodity derivativesistibash
receiptis not reflected in the table below.

Liability Derivatives
Balance Sheet

Asset Derivatives
Balance Sheet

Location Fair Value Location Fair Value
Derivatives designated as
hedging instruments
Commodity contracts:
Futures Receivables,net $ 12 Receivables, net $ 5
Futures Accrued expenses 60 Accrued expenses 52
Swaps Receivables, net 315 Receivables, net 267
Swaps Prepaid expenses Prepaid expenses
and other current and other current
assets 1,025 assets 902
Swaps Accrued expenses 3 Accrued expenses 4
Total derivatives designated |
hedging instruments $1415 $1,230
Derivatives not designated as
hedging instruments
Commodity contracts:
Futures Receivables, net $ 23 Receivables, net $ 26
Futures Accrued expenses 2,273 Accrued expenses 2,349
Swaps Receivables, net 575 Receivables, net 430
Swaps Prepaid expenses Prepaid expenses
and other current and other current
assets 1,254 assets 1,079
Swaps Accrued expenses 13 Accrued expenses 24
Options Prepaid expenses Prepaid expenses
and other current and other current
assets 1 assets 1
Options Accrued expenses - Accrued expenses -
Foreign currency contracts  Receivables, net - Accounts payable -
Total derivatives not designate
as hedging instruments $4,139 $3.909
Total derivatives $55%4 $5,139
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Market andCounterpartyRisk

Our price risk management activities involve the receipt or payment of fixed price commitments into the
future. These transactions give rise to market risk, the risk that future changes in market conditions may
make an instrument less valuable. We clpsabnitor 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. Concentétio
customers in the refining industry may impact our overall exposupauaterpartyrisk, in that these
customers may be similarly affected by changes in economic or other conditions. In addition, financial
services companies are the counterpartieserrtain 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 SeptembeB0, 2009, we had net receivables related to derivatisguments of627 million from
counterparties in the refining industry and7&million from counterparties in the financial services
industry. These amounts represent the aggrege&ivables fronconpanies in those industries, reduced

by payabls from us to those companies under master netting 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 supporterivative instruments that we enter into. We also do not have any derivative
instruments that require us to maintain a minimum investgete credit rating.

Effect of Derivative Instruments on Statements of Income and Other Comprehensive Income

The fdlowing tables provide information about the gain or loss recognized in income and other
comprehensive income on our derivative instruméstshe threeandnine months ende&eptembeB0,

2009 (in millions), and the line items in the financial statemantghich such gains and losses are
reflected.

Derivatives Location of Amount of Location of Amount of Amount of
in Fair Gain or (Loss) Gain or (Loss) Gain or (Loss) Gain or (Loss) Gain or (Loss)
Value Recognized in Recognized in Recognized in Recognized in Recognized in Income
Hedging Income on Income on Income on Income on for Ineffective Portion
Relationships  Derivatives Derivatives Hedged Item Hedged Item of Derivative (1)
Three Nine Three Nine Three Nine
Months  Months Months  Months Months  Months
Ended Ended Ended Ended Ended Ended
September 302009 September 302009 September 302009
Commodity
contracts Cost of sales $(5) $ (99 Cost of sales $@Q) $87 $@®) $@
Total $(® $©9 $Q $87 $® $@
(1) For fair value hedges, no component of the derivative 1ins

hedge effectiveness. No amounts were recognized in income for hedged firm commitments that no longer qualify as fair
valuehedges.
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Amount of Location of Amount of Location of Amount of
Gain or (Loss) Gain or (Loss) Gain or (Loss) Gain or (Loss) Gain or (Loss)
Derivatives in Recognized in Reclassifiedfrom Reclassified Recognizedn Recognized in
Cash Flow OClon Accumulated OCI from Accumulated Income on Income on
Hedging Derivatives into Income OCl into Income Derivatives Derivatives
Relationships (Effective Portion)  (Effective Portion) (Effective Portion) (Ineffective Portion) (Ineffective Portion) (1)
Three Nine Three Nine Three Nine
Months  Months Months  Months Months Months
Ended Ended Ended Ended Ended Ended
September 302009 September 302009 September 302009
Commodity
contracts (2 $36 $133 Cost of sales $83 $255 Cost of sales $6 $5
Total $36 $133 $83 $255 $6 $5
(1) No component of the derivative instrumentsd gains or | osses

(2) Forthe threeandnine months ende&eptembeB0, 2009, cash flow hedges primarily related to forward sales of distillates and
associated forward purchases of crude oil, wi# @illion of cumulative aftetax gains on cash flow hedges remaining in
accumulated other comprehensineomeas ofSeptembeB0, 2009. We expedhata significant amounof the deferred gains at
SeptembeBO0, 2009 will be reclassified into cost of sales over the d&inonthsas a result of hedged transactions that are
forecasted to occur. The amount ultimately realizesh@orine, however, will differ as commodity prices change. For the three
andnine months ende&eptembeB0, 2009 there were no amounts reclassified from accumulated other comprehiansive
into income as a result of the discontinuance of cash flow hresmgrinting.

Location of Amount of
Derivatives Designated as Gain or (Loss) Gain or (Loss)
Economic Hedges Recognized in Recognized in
and Other Income on Income on
Derivative Instruments Derivatives Derivatives
Three Nine
Months Months
Ended Ended
September 30, 2009
Commodity contracts Cost of sales $ (68) $(30)
Foreign currency contracts Cost of sales (9 (25)
(77) (59)
Alon earrout agreement Other income (expense) (5) 20

Alon earrout hedge

(commodity contracts) Other income (expense) 1 (62)
(4) (42)
Total $ @81 $ Q7
Location of Amount of
Gain or (Loss) Gain or (Loss)
Recognized in Recognized in
Derivatives Designated as Income on Income on
Trading Activities Derivatives Derivatives
Three Nine
Months Months
Ended Ended
September 30, 2009
Commodity contracts Cost of sales $9 $125
Total $9 $125
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12. SEGMENT INFORMATION

Prior to the second quarter of 2009, we had two reportable segments, which were refining and ratail. As
result of our acquisition of seven ethanol plants from VeraSun during the second quarter of 2009 (as
discussed in Not8), ethanol is now being presented as a third reportable seg®egment information

for ourthreereportable segmentgas as follows (imillions):

Refining Retail Ethanol  Corporate Total

Three months endedSeptember30,2009:

Operating revenues from external custom:  $16,92 $2,147 $410 $ - $19,489
Intersegment revenues 1,388 - 47 - 1,435
Operatingncome (loss) (674) 111 49 (179 (693)
Three months endedSeptember30, 2008:

Operating revenues from external custom 32,903 3,057 - - 35,960
Intersegment revenues 2,296 - - - 2,296
Operating income (loss) 1,913 107 - (180 1,840
Nine months endedSeptember30, 2009:

Operating revenues from external custom 44 817 5,748 673 - 51,238
Intersegment revenues 3,676 - 76 - 3,752
Operating income (loss) (335) 232 71 (477 (503)
Nine months endedSeptember30, 2008:

Operating revenues from external custom 91,958 8,587 - - 100,545
Intersegment revenues 6,563 - - = 6,563
Operating income (loss) 3,716 206 - (452 3,470

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

September30, December 31,

200 208
Refining $ 32056 $ 30,801
Retail 1,863 1,818
Ethanol 605 -
Corporate 2281 1,798
Total consolidated assets $ 36,805 $34,417
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13. EMPLOYEE BENEFIT PLANS

The components of net periodic benefit cost related to our defined benefit plans were as follows for the
threeandnine months ende&eptembeB0, 2000 and 20@ (in millions):

Other Postretirement

Pension Plans Benefit Plans
2009 2008 2009 2008
Three months endedSeptember30:
Components of net periodic benefit cost
Service cost $ 26 $22 $ 3 $3
Interest cost 19 19 6 7
Expected return on plan assets (27) (26) - -
Amortization of:
Prior servicecost (credit) 1 1 (5) 2
Net loss 3 _- 2 1
Net periodic benefit cost $22 $16 $ 6 $9
Nine months endedSeptember30:
Components of net periodic benefit cost
Service cost $78 $69 $9 $10
Interest cost 59 57 19 21
Expected return on plan assets (81 (79 - -
Amortization of:
Prior service cost (credit) 2 2 (14 (7
Net loss _8 1 5 3
Net periodic benefit cost $66 $51 $19 $27

During the nine months ended September 30, 2009 and, 2088contributed$72 million and
$110million, respectivelyto ourqgualified pension fans.

14. COMMITMENTS AND CONTINGENCIES

Contingent EarnOut Agreements

In January 2008, we madepreviously accrued eamwut payment of $2hillion related to thecquisition

of the St.Charles Refinerywhich was the final payment under that agreemekd of SeptembeB0,
2009, we have no further commitments with respect to contingent @arnagreements.However, a
discused in Note3, in July 2008 we received contingent consideratiom Alon in the form ofa three
year earrout agreemenbased on certain product margias, partial consideration for the sale of our
Krotz Springs Refinery. On August27, 2009, w settlel this earrout agreementwith Alon for
$35million, of which $18million was receivedn the settlement datend theremaining amounivill be
receivedn eight payments of $2 @illion each quarter begiing in the fourth quarter of 2009

Insurance Recoveries

During the first quarter of 2007, our McKee Refinery was shut down due to a fire originating in its
propane deasphalting unit, resulting in business interruption losses for which we submittedaiaim
insurance carriers under our insurance policl&e reached a settlement with the insurance caroiers
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our claims resulting in pretax income of approximately $10fillion in the first quarter of 2008 that was
recorded as a reduction to costafes.

TRN Refinery Commitment

On May20, 2009, we entered into a Business Sale Agreement (Agreement) with Dow Chemical
Company and certain of its affiliates (Dow) unde
interest in Total RaffinaderiNederland N.V. (TRN), which owns a refinery in the Netherlands, along

with related businesses of TRN owned by Dow. Thee&grent exteretl through Decembe3l, 2009

and provide for a purchase price of $600 million plus an amount for related inventdrtes closing of

the transaction was conditioned upon, among other things, the expiration of a right of first refusal held by
Tot al S. A. (Total) to purchase Dowbs dghtwfifitsty i nt er
refusal. In June2009, Toal exercised its right of first refusahdin September 2009, Totabmpleted its
acquisition of D o w & sCur elgjigationsyunder rthe dgreement havea sinteRoden
terminated.

Tax Matters

We are subject to extensive tax liabilities, imthg 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 continuouslyalséidg en

or proposed that could result in increased expenditures for tax liabilities in the future. Many of these
liabilities are subject to periodic audits by the respective taxing authority. Subsequent changes to our tax
liabilities as a result of thes@dits may subject us to interest and penalties.

Effective Januant, 2007, the Government of Aruba (GOA) enacted a turnover tax on revenues from the
sale of goods produced and services rendered in Aruba. The turnover tax, which is 39lfordosale

and services and 1% on export sales, is being assessed by the GOA on sales by our Aruba Refinery.
However, due to a previous tax holiday that was granted to our Aruba Refinery by the GOA through
DecembeBl, 2010 as well as other reasons, we believeettizorts by our Aruba Refinery should not be
subject to this turnover tax. We commenced arbitration proceedings with the Netherlands Arbitration
Institute (NAI) pursuant to which wesoughtto enforce our rights under the tax holiday and other
agreementselated to the refinery. The arbitration hearing was held on Fel3uhr2009. We also filed

protests of these assessments through proceedings in Aruba.

In April 2008, we entered into an escrow agreement with the GOA and Caribtezaantile Bank NV

(CMB), pursuant to which we agreed to deposit an amount equal to the disputed turnover tax on exports
into an escrow account with CMB, pending resolution of the tax protest proceedings in Aruba. Under this
escrow agreement, we are required to continudefmosit an amount equal to the disputed tax on a
monthly basis until the tax dispute is resolved through the Aruba proceedings. OR0ARA09, we

were notified that the Aruban tax court overruled our protests with respect to the turnover tax &ssessed
January and February 2007, totalingrilion. Under the escrow agreement, we expensed and paid

$8 million, plus $1million of interest, to the GOA in the second quax&r2009. Amounts deposited

under the escrow agreement, which totaled4$tillion and $102million as of Septembe30, 2009 and
December 31, 2008, respectively, are reflected as restricted cash in our consolidated balanck sheets.
addition to the turnover tax described above, the GOA has also asserted other tax amowgasnaggre
approximately 0 million related to dividends. Wkavealso challengd approximately $5 million in

foreign exchange payments made to the Central Bank of Aruba as payments exempted under our tax
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holiday, as well as other reasorBoth the diviegnd tax andthe foreign exchange paymenttterswere
alsoaddressed in the arbitration proceedings discussed above.

On NovembeB, we received an interim First Partial Award from the NAI arbitral paiiech e panel 6 s
ruling validated our tax holiday agreemtgbut the panel also ruled in favor of the GOA on our dispute of

the $35million in foreign exchange payments previously made to the Central Bank of Afitie.
panel 6s decision did not, however , f uthelapplicables ol v e
dividend tax rate and the turnover tawlith respect to the dividend tax, the panel ruled that the dividend

tax was not a profit tax covered by the tax holiday agreement, but the panel did not address the fact that
Aruban companies with teholidays are subject to a 0% dividend withholding rate rather than the 5% rate
alleged by the GOAWith respect to the turnover tax, the panel did reject our contractual claims but it
decided that our neocontractual claims against the turnover tax redrifurther discussion with and

review by the panel before a final decision could be rendd?edr to this interim decision, no expense

or liability had been recognized in our consolidated financial statements with respecfutwed

amounts In light of the now uncertain timing of any final resolution of these claims, we have recorded a
loss contingencyaccrual of approximately $14illion, including interest, with respect to both the
dividend and turnover taxedVe continue to believe that our remiaig claims against these taxes have
significant merit, and intend to vigorously pursue these claims through titratioh proceedings and in
orrisland proceedings as well.

American Clean Energy and Security Act of 20@8d Clean Energy Jobs and Amerinaower Act of

2009

On June 26, 2009, the U.S. House of Representatives narrowly approved the American Clean Energy and
Security Act of 2009, also known as the WaxrAMarkey bill. On Septembes0, 2009, thé).S. Senate
Committee orEnvironment and Publigvorks introduced a similar bill in the Senate, the Clean Energy
Jobs and AmericaPower Act of 2009, also known as the KeBgxer hill. These bills if passed by
Congress woul d establandth aadlematpiromalamiAhdami reenhausg i n 2 C
gas emissions and climate change. WaxmanMarkey bill proposes to reduce carbon dioxide and
other greenhouse gas emissions by 3% below 2005 levels by 2012, 20% below 2005 levels by 2020, 42%
below 2005 levels by 2030, and 83% below 2005 lelbgl205Q while the KerryBoxer bill proposes

more accelerated timetable foarbon dioxideeductions The capandtrade program would require
businesses that emit greenhouse gasesiy@mission 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 fuels (gasoline, diesel, and jet fuel) sold and consumed in the United
States. As a result of such a programweeild be reqired to purchase emission credits for greenhouse

gas emissions resulting from our operations and from the fuels we sell. Although it is not possible at this
time to predict the final form ol capandtrade bill (or whethersuch a billwill be passed b¥ongresy

any new federal restrictions on greenhouse gas emissiomduding a cagndtrade prograni could

result inmaterialincreased compliance costs, additional operating restrictions for our business, and an
increase in the cost of the products preduce, which could have an adverse effect on our financial
position, results of operations, and liquidity.
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Litigation

MTBE Litigation

As of Novembeb, 2009, we were named as a defendarB3mctive cases alleging liability related to
MTBE contamination in groundwater. The plaintiffs are generally water providers, governmental
authorities, and private water companies alleging that refiners and marketers of MTBE and gasoline
containing MTBE ae liable for manufacturing or distributing a defective product. We have been named
in these lawsuits together with many other refining industry companies. We are being sued primarily as a
refiner and marketer of MTBE and gasoline containing MTBE. Wexaloown or operate gasoline
station facilities in most of the geographic locations in which damage is alleged to have occurred. The
lawsuits generally seek individual, unquantified compensatory and punitive damages, injunctive relief,
and att or Mamyobthe cdseseare pending in federal court and are consolidated fwiapre
proceedings in the U.S. District Court for the Southern District of New York (Nhistrict Litigation

Docket No. 1358]n re: MethytTertiary Butyl Ether Products Liabil Litigation). Sixteencases are
pending in state court. We recently settled@litgy of New Yorkcase, which had been set for trial in June
2009 The Village of Hempsteadnd West Hempstead Water Districhseswill be set for trial inthe
summer 0f2010. Discovery is open in all cases. We believe that we have strong defensesldors|

and are vigorously defending the lawsuits.

We have recorded a loss contingency liability with respect to our MTBE litigation portfolio. However,
due to the inh@nt 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 in excess of the amount accrued. We believe that such an
outcome in any one of these lawsuits would not havatanml adverse effect on our results of operations

or financial position. However, we believe that an adverse result in all or a substantial number of these
cases could have a material effect on our results of operations and financial position. Ate extitme

possible loss or range of loss from an adverse result in all or substantially all of these cases cannot
reasonably be made.

Retail Fuel Temperature Litigation

As of Novembeb, 2009, we were named in 21 consumer class action lawsuits relating to fuel
temperature. We have been named in these lawsuits together with several other defendants in the retail
petroleum marketing business. The complaints, filed in federal courtsvémabestates, allege that
because fuel volume increases with fuel temperature, the defendants have violated state consumer
protection laws by failing to adjust the volume of fuel when the fuel temperature exceeded 60 degrees
Fahrenheit. The complaints &et 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 relief. The federal lawsuits are consolidated into adraitict litigation case in the

U.S. District Court for the District of Kansas (Mdlistrict Litigation Docket No1840, In re: Motor

Fuel Temperature Sales Practices Litigadioiscovery has commenced. The caundyrule on certain

class certificationssues in 2009r early 2010 We believe that we have several strong defenses to these
lawsuits and intend to contest them. We have not recorded a loss contingency liability with respect to this
matter, but due to the inherent uncertainty of litigatiws, believe that it is reasonably possitilat 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 result in all or substantially all of these cases cannot reasonably be made
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Rosolowski

Rosolowski v. Clark Refining & Marketing, Inc., et dudicial Circuit Court, Cook County, lllinois (Case
No.95L 014703). We assumed this lawsuit in our acquisition of Premcor Inc. The lawsuit relates in
part to a 1994 release to thanasphere of spent catalyst from the ndased Blue Island, lllinois
refinery. The case was certified as a class action in 2000 with three classes, two of which received
nominal or no damages, and one of which received a sizeable jury verdict. Thabaolsisted of local
residents who claimed property damage or loss of use and enjoyment of their property over a period of
several years. In 2005, the jury returned a verdict for the plaintiffs ofriBGn in compensatory
damages and $4dillion in puniive damages. However, following our motions for new trial and

judgment notwithstanding the verdict (citing, amo
i mproper <c¢class <certification), t he triifieddhe clgssadge i r
Plaintiffs appealed, and in June 2008 the state a

the class and set aside the judgment. Thereafter, the lllinois Supreme Court refused to hear the case and
returned it to therial court. We have submitted renewed motions for judgment notwithstanding the
verdict or, alternatively, a new trial. While we do not believe that the ultimate resolution of this matter
will have a material effect on our financial position or resoftoperations, we have recorded a loss
contingency liability with respect to this matter.

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 remtiteelihood that future costs related to known contingent liabilities
related to these legal proceedings would have a material adverse impact on our consolidated results of
operations or financial position.

15. CONDENSED CONSOLIDATING FINANCIAL INFORMATION

In conjunction with thecquisitionof Premcor Incon September 1, 2008alero Energy Corporationss
fully and unconditionally guaranteed the following debtTbie Premcor Refining Group Inc. (PRG), a
wholly owned subsidiary of Valero Energy Corporatitrat was outstanding as $éptembeB0, 20009:

e 6.75% senior notes due February 2011,

e 6.125% senior notes diday 2011,

e 6.75% senior notes diay 2014,and

e 7.5% senior notes due June 2015

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

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

alternative to providing separate financial statement®RG The account$or all commnies reflected
hereinare presentedsingthe equity method of accounting for investments in subsidiaries.
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Condensed Consolidating Balance Sheet as of September 30, 2009
(unaudited, in millions)

Valero Other Non-
Energy Guarantor
Corporation PRG Subsidiaries Eliminations Consolidated
ASSETS
Current assets:
Cash and temporary cash investments $ 298 $ - $ 1,307 $ - $ 1,605
Restricted cash 23 1 120 - 144
Receivables, net - 38 3,885 - 3,923
Inventories - 521 4,055 - 4,576
Income taxes receivable 58 - 81 (58) 81
Deferred income taxes - - 150 - 150
Prepaid expenses and other - 8 378 - 386
Total current assets 379 568 9,976 (58) 10,865
Property, plant and equipment, at cost - 5,834 24,029 - 29,863
Accumulated depreciation - (582) (5,050) - (5,632)
Property, plant and equipment, net - 5,252 18,979 - 24,231
Intangible assets, net - - 229 - 229
Investment in Valero Energy affiliates 5,553 3,410 (701) (8,262) -
Long-term notes receivable from affiliates 16,745 - - (16,745) -
Deferred income tax receivable 1,351 - - (1,351) -
Deferred charges and other assets, net 132 134 1,214 - 1,480
Total assets $ 24,160 $ 9,364 $ 29,697 $ (26,416) $ 36,805

LI ABILITIES AND STOCKHO
Current liabilities:
Current portion of debt and

capital lease obligations $ 109 $ - $ 104 $ - $ 213
Accounts payable 42 180 5,534 - 5,756
Accrued expenses 166 99 368 - 633
Taxes other than income taxes - 21 646 - 667
Income taxes payable - - 122 (58) 64
Deferred income taxes 424 o - - 424

Total current liabilities 741 300 6,774 (58) 7,757
Debt and capital lease obligations,
less current portion 6,233 896 33 - 7,162
Long-term notes payable to affiliates - 7,646 9,099 (16,745) -
Deferred income taxes - 1,076 4,147 (1,351) 3,872
Other long-term liabilities 1,296 147 681 - 2,124
St ockhol dersdé equity:
Common stock 7 - 1 (1) 7
Additional paid-in capital 7,975 1,598 4,402 (6,000) 7,975
Treasury stock (6,830) - - - (6,830)
Retained earnings 14,670 (2,289) 4,479 (2,190) 14,670
Accumulated other comprehensive income (loss) 68 (10) 81 (71) 68
Tot al st ockhol der sé e ql56i890y (701) 8,963 (8,262) 15,890
Total Iliabilities ands 84160 k Ifo D,86r s & 28,6971 t y$ (26,416) $ 36,805
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VALERO ENERGY CORPORATION AND SUBSIDIARIES
CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Condensed Consolidating Balance Sheet as of December 31, 2008

ASSETS
Current assets:
Cash and temporary cash investments
Restricted cash
Receivables, net
Inventories
Income taxes receivable
Deferred income taxes
Prepaid expenses and other

Total current assets

Property, plant and equipment, at cost
Accumulated depreciation

Property, plant and equipment, net
Intangible assets, net
Investment in Valero Energy affiliates
Long-term notes receivable from affiliates
Deferred income tax receivable
Deferred charges and other assets, net

Total assets

LI'ABILITIES AND STOCKHO

Current liabilities:

Current portion of debt and
capital lease obligations

Accounts payable
Accrued expenses
Taxes other than income taxes
Income taxes payable
Deferred income taxes

Total current liabilities

Debt and capital lease obligations,
less current portion

Long-term notes payable to affiliates
Deferred income taxes
Other long-term liabilities

St ockhol dersé6 equity:

Common stock
Additional paid-in capital
Treasury stock
Retained earnings

Accumulated other comprehensive income (loss) (176)

Tot al st ockhol der sé e qlb6i620y

Total Iliabilities

(in millions)
Valero Other Non-
Energy Guarantor
Corporation PRG Subsidiaries Eliminations Consolidated
$ 215 - $ 725 $ = $ 940
23 2 106 - 131
- 36 2,861 - 2,897
- 360 4,277 - 4,637
76 - 197 (76) 197
- - 98 - 98
- 8 542 - 550
314 406 8,806 (76) 9,450
- 6,025 22,078 - 28,103
- (483) (4,407) - (4,890)
- 5,542 17,671 - 23,213
- - 224 - 224
6,300 2,718 65 (9,083) -
15,354 - - (15,354) -
883 - - (883) -
121 136 1,273 - 1,530
$ 22,972 8,802 $ 28,039 $ (25,396) $ 34,417
$ 209 - $ 103 $ - $ 312
43 414 3,989 - 4,446
82 34 258 - 374
- 23 569 - 592
- 6 70 (76) -
485 - - - 485
819 477 4,989 (76) 6,209
5,329 899 36 - 6,264
- 5,966 9,388 (15,354) -
- 1,200 3,846 (883) 4,163
1,204 195 762 - 2,161
6 - 1 (1) 6
7,190 1,598 4,349 (5,947) 7,190
(6,884) - - - (6,884)
15,484 (1,523) 4,507 (2,984) 15,484
(10) 161 151 (176)
65 9,018 (9,083) 15,620
and$ 8%982 k h$o 18@@2r s & 28,039i t y$ (25,396) $ 34,417
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VALERO ENERGY CORPORATION AND SUBSIDIARIES
CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Condensed Consolidating Statement of Income for the Three Months Ended Se ptember 30, 20!
(unaudited, in millions)

Valero Other Non-
Energy Guarantor
Corporation PRG Subsidiaries Eliminations Consolidated

Operating revenues $ - $ 3,925 $ 17,533 $ (1,969) $ 19,489
Costs and expenses:

Cost of sales - 4,406 15,667 (1,969) 18,104

Operating expenses - 149 774 - 923

Retail selling expenses - - 182 - 182

General and administrative expenses 1 39 127 - 167

Depreciation and amortization expense - 56 333 - 389

Asset impairment loss - 370 47 - 417

Total costs and expenses 1 5,020 17,130 (1,969) 20,182

Operating income (loss) 1) (1,095) 403 - (693)
Equity in earnings (losses) of subsidiaries (650) 358 (406) 698 -
Other income (expense), net 309 (5) 187 (482) 9
Interest and debt expense:

Incurred (176) (142) (313) 482 (149)

Capitalized - 1 18 - 19
Income (loss) before income tax expense (benefi(pb18) (883) (111) 698 (814)
Income tax expense (benefit) (1) 111 (477) 181 - (185)
Net loss $ (629) $ (406) $ (292) $ 698 $ (629)

(1) The income tax expengbenefit)reflected in each column does not include any tax effect of the equity in earnings
(losses)pf subsidiaries.
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VALERO ENERGY CORPORATION AND SUBSIDIARIES
CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Condensed Consolidating Statement of Income for the Three Months Ended Se ptember 30, 2
(unaudited, in millions)

Valero Other Non-
Energy Guarantor
Corporation PRG Subsidiaries Elimination Consolidated

Operating revenues $ __ - $ 6,952 $ 35548 $ (6,540) $ 35,960
Costs and expenses:

Cost of sales - 6,736 32,310 (6,540) 32,506

Operating expenses - 183 953 - 1,136

Retail selling expenses - - 201 - 201

General and administrative expenses Q) 5 165 - 169

Depreciation and amortization expense - 57 313 - 370

Asset impairment loss - 11 32 - 43

Gain on sale of Krotz Springs Refinery _ = I (305) ___= (305)

Total costs and expenses ) 6,992 33,669 (6,540) 34,120

Operating income (loss) 1 (40) 1,879 - 1,840
Equity in earnings of subsidiaries 1,116 296 181 (1,593) -
Other income (expense), net 265 (24) 232 (437) 36
Interest and debt expense:

Incurred (152) (134) (263) 437 (112)

Capitalized - 7 24 - 31
Income before income tax expense (benefit) 1,230 105 2,053 (1,593) 1,795
Income tax expense (benefit) (1) _ 78 (76) 641 - 643
Net income $ 1152 $ 181 $ 1412 $ (1,593) $ 1,152
(1) The income tax expengbenefit)reflected in each column does not include any tax effect of the equitynimgsuof

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

Condensed Consolidating State ment of Income for the Nine Months Ended September 30, 2
(unaudited, in millions)

Valero Other Non-
Energy Guarantor
Corporation PRG Subsidiaries Eliminations Consolidated

Operating revenues $ _ - $ 10,116 $ 49,003 $ (7,881) $ 51,238
Costs and expenses:

Cost of sales - 10,838 43,318 (7,881) 46,275

Operating expenses - 529 2,249 - 2,778

Retalil selling expenses - - 522 - 522

General and administrative expenses 2 41 392 - 435

Depreciation and amortization expense - 179 977 - 1,156

Asset impairment loss - 475 100 - 575

Total costs and expenses 2 12,062 47,558 (7,881) 51,741

Operating income (loss) 2) (1,946) 1,445 - (503)
Equity in earnings (losses) of subsidiaries (728) 692 (766) 802 -
Other income (expense), net 853 47) 500 (1,322) (16)
Interest and debt expense:

Incurred (481) (384) (843) 1,322 (386)

Capitalized - 15 80 - 95
Income (loss) before income tax expense

(benefit) (358) (1,670) 416 802 (810)
Income tax expense (benefit) (1) _216 (904) 452 - - (236)
Net income (loss) $ (574) $ (766) % (36) $ 802 $ (574

(1) The income tax expense (benefit) reflected in each column does not include any tax effect of the equity inleasgisps
of subsidiaries.
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VALERO ENERGY CORPORATION AND SUBSIDIARIES
CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Condensed Consolidating Statement of Income for the Nine Months Ended September 30, 2(
(unaudited, in millions)

Valero Other Non-
Energy Guarantor
Corporation PRG Subsidiaries Eliminations Consolidated

Operating revenues $ - $ 22691 $ 99226 $ (21,372) $ 100,545
Costs and expenses:

Cost of sales - 22,004 91,216 (21,372) 91,848

Operating expenses - 624 2,759 - 3,383

Retail selling expenses - - 579 - 579

General and administrative expenses 4) 19 406 - 421

Depreciation and amortization expense - 195 911 - 1,106

Asset impairment loss - 11 32 - 43

Gain on sale of Krotz Springs Refinery ___ = = (305) - (305)

Total costs and expenses ) 22,853 95,598 (21,372) 97,075

Operating income (loss) 4 (162) 3,628 - 3,470
Equity in earnings of subsidiaries 1,903 472 89 (2,464) -
Other income (expense), net 838 (50) 614 (1,331) 71
Interest and debt expense:

Incurred (424) (414) (828) 1,331 (335)

Capitalized - 16 58 - 74
Income (loss) before income tax expense (benefit) 2,321 (138) 3,561 (2,464) 3,280
Income tax expense (benefit) (1) _ 174 (227) 1,186 - 1,133
Net income $ 2147 % 89 $ 2375 $ (2464 $ _ 2,147
(1) The income tax expengbenefit)reflected in each column does not include anyeffigct of the equity in earnings of

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

Condensed Consolidating Statement of Cash Flows for the Nine Months Ended Se ptember 30, 20C
(unaudited, in millions)

Valero Other Non-
Energy Guarantor
Corporation PRG Subsidiaries Eliminations Consolidated
Net cash provided by (used in) operating activities $ (164) $ (1,216) $ 3,320 $ - $ 1,940
Cash flows from investing activities:
Capital expenditures - (420) (1,400) - (1,820)
Deferred turnaround and catalyst costs - (42) (260) - (301)
Purchase of certain VeraSun Energy Corporation
facilities - - (556) - (556)
Return of investment in Cameron Highway Oil
Pipeline Company - - 18 - 18
Minor acquisition - - (29) - (29)
Net intercompany loans (1,099) - - 1,099 -
Other investing activities, net = . 5 = 5
Net cash used in investing activities (1,099) (461) (2,222) 1,099 (2,683)
Cash flows from financing activities:
Proceeds from the sale of common stock,
net of issuance costs 799 - - - 799
Non-bank debt:
Borrowings 998 - - - 998
Repayments (209) - - - (209)
Accounts receivable sales program:
Proceeds from sale of receivables - - 500 - 500
Repayments - - (500) - (500)
Common stock dividends (239) - - - (239)
Net intercompany borrowings (repayments) - 1,677 (578) (1,099) -
Other financing activities, net ) > (3) = (8
Net cash provided by (used in) financing activities 1,346 1,677 (581) (1,099) 1,343
Effect of foreign exchange rate changes on cash - - 65 - 65
Net increase in cash and temporary cash investments 83 - 582 - 665
Cash and temporary cash investments
at beginning of period _ 215 _— _ 125 —_— _ 940
Cash and temporary cash investments at end of period$ ﬁ $ - $ 1,307 $ - $ iOS

44




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

Condensed Consolidating Statement of Cash Flows for the Nine Months Ended September 30, 200
(unaudited, in millions)

Valero Other Non-
Energy Guarantor
Corporation PRG (1) Subsidiaries (1) Eliminations Consolidated
Net cash provided by operating activities $ 248 $ 53 $ 3,219 $ = $ 3,520
Cash flows from investing activities:
Capital expenditures - (397) (1,497) - (1,894)
Deferred turnaround and catalyst costs - (62) (217) - (279)
Return of investment in Cameron Highway Oil
Pipeline Company - - 11 - 11
Proceeds from the sale of Krotz Springs Refinery - - 463 - 463
Contingent payment in connection with acquisition - - (25) - (25)
Investments in subsidiaries (1,043) - - 1,043 -
Net intercompany loan repayments 1,993 - - (1,993) -
Minor acquisitions - - (144) - (144)
Other investing activities, net ____ = 1 15 ____ - __ 16
Net cash provided by (used in) investing activities 950 _(458) (1,394) (950) (1,852)
Cash flows from financing activities:
Non-bank debt repayments (6) (368) - - (374)
Bank credit agreements:
Borrowings 296 - - - 296
Repayments (296) - - - (296)
Purchase of common stock for treasury (774) - - - (774)
Common stock dividends (221) - - - (221)
Net intercompany borrowings (repayments) - 773 (2,766) 1,993 -
Capital contributions from parent - - 1,043 (1,043) -
Other financing activities 29 - (2) - 27
Net cash provided by (used in) financing activities (972) 405 (1,725) 950 (1,342)
Effect of foreign exchange rate changes on cash - - (23) - (23)
Net increase in cash and temporary cash investments 226 - 77 - 303
Cash and temporary cash investments 1,414 - 1,050 - 2,464
at beginning of period
Cash and temporary cash investments at end of periéd 1,640 $ __ - $ 1,127 $ - $ 2,767
(1) The information presented herein excludes a $8ill&n noncash capital contribution of property and other assets, net of
certain liabilities, from PRG to Valero Refining Compamgnnessee, L.L.C. (incld e d in frt@uarantor Non

Subsidiarile®@) on April
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l'tem 2. Management s Discussion and Analysis of

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

This Form 16Q, including without limitationour discussionb el ow under Réshite ofheadi n
Operations’ Outlookg includes forwardooking statements within the meaning of SecB@A of the

Securities Act of 1933 anflection21E of the Securities Exchange Act of 1934. You can identify our

forwardl ooki ng st atements by the words fAanticipate, 0
Aproject, o0 Aprojection, o0 fApredi 6tadogébudgétoal éfo
imay and similar expressions.

These forwardooking statements include, among other things, statements regarding:

o future refining margins, including gasoline and distillate margins;

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

e future ethanol margins and the effect tbE acquisition from VeraSun Energy Corporation
(VeraSun) of certain ethanol planteg VeraSun Acquisitigron our results of operatig;

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

e anticipated levels of crude oil and refined product inventories;

e our anticipated level of capital investments, including deferred refinery turnarouncheahygist
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 the supply of and demand for crude oil and other feedstocks and refined
productsin the UnitedStates, Canada, and elsewhere;

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

e the effect of general economic and other conditions on refining 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
and involve risks, uncertainties, and assumptibas 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 materially from the future performance that we haveserpre

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 kér 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 products, including the United
States, and in crude oitgnucing regions, including the Middle East and South America;

¢ the domestic and foreign supplies of refined products such as gasoline, diesel fuel, jet fuel, home
heating oil, and petrochemicals;

e the domestic and foreign supplies of crude oil and otheisteeks;

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;

o the level of consumer demand, including seasonal fluctuations;

o refinery overcapacity or umdcapacity;

¢ the actions taken by competitors, including both pricing and adjustments to refining capacity in
response to market conditions;
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e environmental, tax, and other regulations at the municipal, state, and federal levels and in foreign
countries;

e thelevel of foreign imports of refined products;

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 feedstanl refined products;

e the price, availability, and acceptance of alternative fuels and alteriagiveshicles;

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

¢ ethanol margins following the VeraSun Acquisition may be lower than expected,;

e earthquakes, hurricanes, tornadoes, and irregular weather, which can unforeseeably affect the
price o availability of natural gas, crude oil and other feedstocks, and refined products;

¢ rulings, judgments, or settlements in litigation or other legal or regulatory matters, including
unexpected environmental remediation costs, in excess of any resen&gande coverage;

e legislative or regulatory action, including the introduction or enactment of federal, state,
municipal, or foreign legislation or rulemakings, which may adversely affect our business or
operations;

e changes in the credit ratings assigteedur debt securities 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 factors, 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 futemopmance, and actual results 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 writterand oral forwardooking 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 foreaking staements that may be made to reflect
events or circumstances after the date of this report or to reflect the occurrence of unanticipated events.
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OVERVIEW

In this overview, wedescribesome of the primary factors that we believe affected results of
opeations in thehird quarter andirst nine monthsof 20M. We reporteda netlossof $629 million, or
$1.12per share, for ththird quarterof 2009, compared toet income of $.2hillion, or $2.18per sharg
for thethird quarterof 2008. We reportedh retlossof $574 million, or $L.08per share, for thérst nine
months of 2009, compared @t income of$2.1billion, or $4.02per sharefor thefirst nine monthsof
2008. The results of operations for the third quarter and first nine months of \28@9 unfavorably
impacted by asset impairment losses of $adllion ($0.48 per sharegnd $575million ($0.70 per share),
respectively, which are discussed further belas/well as a $14@illion ($0.25 per sharand $0.26 per
share, respectively, fothe third quarter and first nine months of 2P06ss contingencyaccrual
(including interest) recorded in the third quarter of 2009 related to our dispute of a turnover tax on export
sales and other tax matters involving the Government of Ardlee reslis of operations for théhird
quarter andirst nine monthsof 2008 includeda $0.32 per shargenefitfrom thegain on thesale of our
Krotz Springs Refinery In addition,results of operationfor the first nine months of 2008 included
pretax benet of approximately$100 million, or $0.12per share, resulting frora settlement of our
business interruption insuranckimsrelated toa 2007 fire at our McKee Refinery.

Due to the impact of the continuing economic slowdown on refining industry fierdals during the

third quarter of 2009, we continued to assess our assets for potential impairment. This evaluation
included an assessment of our operating assets as well as an evaluation of our capitatlpssjéiers as
ficonst inpodreas®d nAs a result of this analysis, we recorded asset impairment losses of
$417million and $575million for the third quarter and first nine months of 2009, respectively. Of these
amounts, approximately $340illion related to the writeff in the third quater of 2009 of costs related

to the gasification unit at our Delaware City Refinery. The remaining-ofigerelated to the permanent
cancellation of various capital projeetsvariousrefineries.

Our profitability is substantially determined by the spread between the price of refined products and the
price of crude oil, referred t o skwdownlhathas exested ned
throughout 200%as caused eontinuing weakassin demand for refined products, which put pressure on
refined product margins during the third quarter and first nine months of 2009. This reduced demand,
combined with increased inventory levataused a significant decline in diesel and jet fueigina in the

third quarter and first nine months of 2009 compared to the corresponding periods of 2008. However,
margins on other refined products wegeanerallyfavorable in 2009 compared to 2008Ithough overall
gasoline margins wersomewhatower in the third quarteof 2009 compared to the third quarter of 2008

they werefavorablein all of our regiongor thefirst nine months of 2009 compared to the same period of
2008 In addition, lower costs of crude oil and other feedstocks significantlyowegd margins on certain
secondaryproducts, such as asphalt, fuel oils, and petroleum coke, during the third quarter and first nine
months of 200@ompared to 2008

Becausamore than 6% of our total crude oil throughpgenerally consists afour crude oil and acidic

sweet crude oil feedstocks tHaistorically have beepurchased at prices less than sweet crude oil, our
profitability is also significantly affected by the spread between sweet crude oil and sour crude oil prices,
referredtoas he MAsour cr udSeuraudé oil diffeferftia$or ehe thind quarterdandirst

nine months of 2009vere substantially lower than the 2008 differentials for the corresponding periods.
We believe that this decline in sour crude oil défetials was partially caused by a reduction in sour
crude oil production by OPEC and other producers, which reduced the supply of sour crude oil and
increased the price of sour crude oils relative to sweet crudeligddition, high prices of residualel

oil relative to sweet crude oil prices caused a significant reduction in discounts realized on residual fuel
oil that we processed during the third quarter and first nine months of 2009. These higher residual fuel oil
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prices also contributed to theaease in sour crude oil differentials because sour crude oil competes with
residual fuel oil as a refinery feedstock.

In March 2009, we issued $7%dillion of 10-year notesand $250million of 30-year notes. Proceeds
from these notesvere used to mak&209million of scheduleddebt payments if\pril 2009, fund our
acquisitionof certainethanol plants fronveraSunandmaintain our capital investment program.

In April and May of 2009, weacquiredseven ethanol plants and a site under development fiemaSvn
for $477million, plus $79million primarily for inventory and certain othevorking capital. The new
ethanol busineseported$49 million and$71million of operating incoméor thethree and nine months
ended September 30, 2009, respectively

In June 2009we sold in a public offering6 million shares of our common stoek a price of $8.00per

share and received proceeds, net of undengritiscouns andcommissions and other issuance costs, of
$799 million.
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RESULTS OF OPERATIONS

Third Quarter 2009 Compared to Third Quarter 2008

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

Three Months EndedSeptember30,

Operating revenues

Costs and expenses:
Cost of sales
Operating expenses
Retail selling expenses
General and administrative expenses
Depreciation and amortization expense:
Refining
Retail
Ethanol
Corporate
Asset impairment losih)
Gain on sale of Krotz Springs Refinery
Total costs and expenses

Operating incoméloss)
Otherincome, net
Interest and debt expense:
Incurred
Capitalized

Income(loss)before income tagxpensdgbenefit)
Income tax expengdenefit)

Net incomg(loss)

Earningg(loss)per common sharieassuming dilution

See the footnote references on page

50

2009(a)
$19,489

18,104
923
182
167

345
25

7

12
417
20,182

(693)
9

(149)
19

(814)
(185)

$_(62)
$(1.19

2008
$35,960

32,506
1,136
201
169

331
28

11
43

_ (309
34,120

Change
$ (16,479

(14402
(213)
(19)
(2)

14
€)

7

1

374

305
(13.9B)

(2,533)
(27

(37)
_ (12

(2,609)
(828)

$_(1,781)
$(3.30)



Operating Highlights

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

Refining:
Operating incomégloss)
Throughput margin per barred)(
Operating costs per barr():
Refining operating expenses
Depreciation and amortization
Total operating costs per barrel

Three Months Ended September30,

2009

$ (674)
$ 4.86

$3.94
1.58
$5.52

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 productsd)

Total yields

Retail i U.S.:

Operating income

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

Merchandise sales

Merchandise margin (percentage of sales)
Margin on miscellaneous sales

Retail sellingexpenses

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 miscellaneous sales

Retail selling expenses

Depreciation and amortization expense

See the footnote references on page

443
544
24
676
211
_179
2,077
_302
2,379

1,207
744
72

_ 360
2,383

$79
998
4,963
$0.231
$ 315

28.7%

$ 22
$ 120
$17

$32
3,115
$0.263
$ 58

28.6%

$10
$ 62
$8
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2008

$ 1,913
$13.11

$4.78
1.39
$6.17

565
670
75
578
282
136
2,306
_281
2,587

1,136
906
66
_464
2,572

$81

984

4,946

$0.273

$ 292
29.8%

$ 24

$ 134

$18

$ 26
3,126
$0.261
$ 56
28.6%
$10
$ 67
$10

Change

$ (2587)
$ (8.25)

$ (0.84)
0.19

$ (0.69

(122)
(126)
(51)
98
(71)
_43
(229)
21
(209

71
(162)
6
(109
(189

$(2)

14

17
$ (0.042)
$23

(1.1)%

$(2)

$ (14)
$(1)

$6
(11)
$ 0.002
$2

-%
$ -
$(5
$(2)



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

Three Months EndedSeptember30,

2009 2008 Change
Ethanol (a):

Operating income $49 N/A $49
Ethanol productiorfthousandjallonsper day) 2,116 N/A 2,116
Grossmargin pemallon of ethanol production $0.59 N/A $0.59

Operating costs peyallon of ethanol production
Ethanoloperating expenses $0.31 N/A $0.31
Depreciatiorand amortization 0.03 N/A 0.03

Total operating costs pegallon

of ethanol production $0.34 N/A $0.34

See the footnote references on page
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Refining Operating Highlights by Regioke)
(millions of dollars, except per barrel amounts)

Three Months EndedSeptember30,

2009 2008 Change
Gulf Coast:
Operatingncome(loss) $(81) $1,159 $ (1,240)
Throughput volumes (thousand barrels per day) 1,238 1,324 (86)
Throughput margin per barréd) $ 4.66 $13.21 $ (8.55)
Operating costs per barr():
Refining operating expenses $3.81 $4.83 $(1.02)
Depreciation and amortization 1.57 1.37 0.20
Total operating costs per barrel $5.38 $6.20 $(0.82
Mid -Continent:
Operating income $5 $ 296 $ (291)
Throughput volumes (thousand barrels per day) 374 426 (52)
Throughput margin per barréd) $5.38 $13.23 $ (7.85)
Operating costs per barr():
Refining operating expenses $3.69 $4.41 $(0.72)
Depreciation and amortization 1.53 1.28 0.25
Total operating costs per barrel $5.22 $5.69 $(0.49
Northeast:
Operatingncome(losg $ (134) $ 387 $ (521)
Throughput volumes (thousand barrels per day) 485 552 (67)
Throughput margin per barrgd) $2.86 $13.53 $ (10.67)
Operating costs per barr():
Refining operating expenses $4.26 $4.54 $(0.28)
Depreciation andmortization 1.59 1.36 0.23
Total operating costs per barrel $5.85 $5.90 $(0.09
West Coast:
Operating income $ 67 $114 $ (47)
Throughput volumes (thousand barrels per day) 282 285 3)
Throughput margin per barrgd) $8.51 $11.60 $(3.09)
Operating costs per barr():
Refining operating expenses $4.35 $5.53 $(1.18)
Depreciation and amortization 1.58 1.70 (0.12
Total operating costs per barrel $5.93 $7.23 $ (1.30
Operating income (los$yr regions above $(143) $ 1,956 $ (2,099)
Asset impairment loss applicable to refining 417 (43) (374)
Loss contingencwccrualrelated to Aruban
tax matter (f) (1149 - (114)
Total refining operating income (loss) $ (674) $1,913 $ (2,587)

See the footnote references on page
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Average Market Reference Prices and Differentiatg (
(dollars per barrel)

Three Months EndedSeptember30,

2009 2008 Change
Feedstocks:
West Texas Intermediate (WTdjude oil $68.18 $117.83 $ (49.65)
WTI less sour crude oil at U.S. Gulf Coas} ( 1.72 4.05 (2.33)
WTI less Mars crude oil 1.78 5.26 (3.48)
WTI less Maya crude oail 5.00 11.36 (6.35)
Products:
U.S. Gulf Coast:
Conventional 8gasoline less WTI 7.85 12.13 (4.28)
No. 2 fuel oil less WTI 4.53 19.27 (14.74)
Ultra-low-sulfur diesel less WTI 6.99 23.91 (16.2)
Propylene less WTI 8.22 7.21 1.01
U.S.Mid-Continent:
Conventional 87 gasoline less WTI 8.11 8.62 (0.52)
Low-sulfur diesel less WTI 8.01 25.55 (17.54)
U.S.Northeast:
Conventional 87 gasoline less WTI 8.34 5.80 2.54
No. 2 fuel oil less WTI 4.95 19.86 (14.92)
Lube oils less WTI 28.89 89.33 (60.44)
U.S.West Coast:
CARBOB 87 gasoline less WTI 18.00 11.28 6.72
CARB diesel less WTI 9.29 22.94 (13.65)

The following notes relate to references on pa&gahrough54.

@

(b)

(c)
(d
(e)

®

The information presented for the three months e8igatembeB0, 2009 includes the operations related to the acquisition
of certain ethanol planfsom VeraSun Ethanol plants located in Charles City, Fort Dodge, and Hartley, lowa; Aurora,
South Dakotaand Welcome, Minnesotavere purchasedn April 1, 2009, and etimel plants in Albert City, lowa and
Albion, Nebraskavere purchasedn April 9, 2009 and Mag, 2009, respectively.

The aset impairment loss for the three months ended Sept@Bp2009 relates primarilio charges of approximately
$340million resulting from the permanent shutdowifithe gasiftationunit at our Delaware City RefineryThe remaining

loss for the three months ended SepterBiBer2009 relates to the permanent cancellation of certain capital projects
classified @rogiesémn 3 tesultaf thé unfavorable impact of the continuing economic slowdown on
refining industry fundamentals. Lasgesulting from the permanent cancellation of certain capital projects in prior periods
have been reclassified frooperatingexpenses and presented separately for comparability with the third quarter 2009
presentation. The asset impairment loss amounts have been excluded from operating costs in determining operating costs
per barrel, resulting in an adjustment to the operatisgsger barrel previously reported in 2008.

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

Other products primarily include gas oils, No. 6 fuel oil, petroleum i@ asphalt.

The regions rected herein contain the following refinerigbe Gulf Coast refining region includes the Corpus Christi
East, Corpus Christi West, Texas City, Houston, Three River§hatles Aruba and Port ArthurRefineries; the Mid
Continent refining region includes the McKee, Ardmard MemphisRefineries; the Northeast refining region includes
the QuebecCity, Paulsborpand Delaware CityRefineries; and the West Coast refining region includes the Benicia and
Wilmington Refineries.In addition, the gain on the sale of the Krotz Springs RefiteAlon Refining Krotz Spring, Inc.

(Alon), a subsidiary of Alon USA Energy, Ineffective Julyl, 2008 is included in the operating income of the Gulf Coast
refining region for the third quarter of 2008.

A loss contingency accrual of $140 million ($0.25 per share) was recorded in the third quarter of 2009 related to our dispute
with the Government of Aruba regarding a turnover tax on export sales as well as othattéax. The portion of the loss
contingency accrual that relates to the turnover tax was recorded in cost of sdiestfive¢ months ended Septent@r

2009, and therefore is included in refining operating income (loss) but has been excludedrimigetéhroughput margin

per barrel.

54



(g) The averagamarket reference prices and differentials, with the exception of the propylene and lube oil differentials, are
based on posted prices from Platts Oilgram. The propylene differential is based on postiethgoqmices in Chemical
Market Associates, Inc. and the lube oil differential is based on Exxon Mobil Corporation postings provided by Independent
Commodity Information Services London Oil Reports. The average market reference prices and differeargals
presented to provide users of the consolidated financial statements with economic indicators that significantlyr affect
operations and profitability.

(h) The market reference differential for sour crude oil is based on 50% Arab Medium and 50% Arain&igtitprices.

General

Operating revenues decreased 46% for the third quarter of 2009 compared to the third quarter of 2008
primarily as a resulof lower refined product pricebetween the two period®perating income declined
$2.5billion and net income decreas&d 8 billion for the three months endeBleptembeB0, 2009
compared to amounteeportedfor the three months endeSeptembeB0, 2008 primarily due to a

$2.6 billion decreasen refining segmenbperating incomeliscussed below

Refining

Results of operations afur refining segmentlecreasedrom operating income o$19 billion for the
third quarter of 208 to an operating loss &674 million for thethird quarter of200. The decrease in
operating income was attributable & $374million increase in asset impairment losses (as further
discussed in Notd of Condensed Notes to Consolidated Financial Statejpen®&305million gain on

the sale of the Krotz Springs Refinery in the third quarter of 2008 (as further discussed & dfote
Condensed Notes to Consolidated Financial Statemeatsj1l4 million loss contingencyaccrual
recorded in the third quarter of 2009 related to our dispute of a turnover tax on expdrt Saldm (as
further discussed in Notke4 of Condensed Notes to Consolidated Financial Statemeri8)o decrease

in throughput margin per barrednd a 8% declinein throughput volumes, partially offset by 48%
decreasén refining operating expenses (including depreciation and &atoin expense)

Total refining throughput margingor thethird quarter 02000 compared to théhird quarter of 208 were
impacted bythe following factors:

o Distillate margins in théhird quarter of 2009 decreased significantly in all of our refining regions
from the high margins in théhird quarter of 2008. The decrease in distillate margins was
primarily due to reduced demand attributable to the global slowdown in economic activity
combined with an increase in inventory levels

e Sour crude oiland residual fuel oifeedstock differentials to WTI crude oil during th@rd
quarter of 2009 declined significantly compared to the differentials ithireequarter of 2008.

The unfavorable aur crude oil differentials were attributable mainly to reduced production of
sour crude oil by OPE@nd other produceras well ashigh relative prices for residual fuel oil

with which sour crude oil competes as a refinery feedstock. The high relatidaalefuel oil
prices, and resulting narrow residual fuel oil discounts, were caused by lower production of
residual fuel oil attributable to reduced refinery throughput due to lower refined product demand.
This reduced supply more than offset the effidcteduced worldwide demand for residual fuel

oil.

e Margins on variousecondry refined products such as asphalt, fuel oils, and petroleum coke
improvedsignificantly from thethird quarter of 208 to thethird quarter of 200 as prices for
these productdid not decrease in proportion to the large decrease in the costs of the feedstocks
used to produce thenThe price of West Texas Intermediate crude oil declined by approximately
$50 per barrel, or 42%, from the third quarter of 2008 to the third quhr2&09.
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e Throughput volumes decreas&8000 barrels per day during thethird quarter of 200
comparedto thethird quarter of 208 primarily due tothe temporary shutdown of our Aruba
Refinery commencing in July 2009 aedonomic decisions to reduce throughput in certain of our
refineries as a result of unfavorable market fundamentals

Refining operating expensesxcluding depreciation and amortization expemsee 24% lower for the
qguarter ende®eptembeB0, 2009 compared to the quarter end8dptembeB0, 2008 primarily dueto a
significantdecrease irenergy costs Refining depreciation and amortization expense incred&eftom
the third quarter of 208 to the third quarter of 200 primarily dueto the completbn of new capital
projects

Retail

Retail operating incomavas $111million for the quarter ende®eptembeB0, 200® compared to

$107 million for the quarter ende8eptembeB0, 200B. Theincreasen operatingncomewas primarily

due toa $6million increase in our Canadian retail operations resulting mainly fimmer selling
expenses In our U.S. retail operations, a $0.042 per gallon decrease in fuel margins was offset by lower
selling expenses.

Ethanol

Ethanol operating income w&gl9 million for the quarter ende®eptembeB0, 2009, which represents
the operationsof the seven ethanoplants acquiredin the second quarter of 2009 in thMeraSun
Acquisition, as described in Notgof Condensed Notes to Consolidated Financial Statements

Corporate Expenses andther

General and administrative expensesluding depreciation and amortization expemséiected almost
no changefrom the third quarter of 208 to the third quarter of 200 as reductions irvariable
compensation expendgasurance expensand taxexpensavereoffset by increased litigation costs

Other income for thehird quarter of 200 decreasedrom the third quarter of 200&lue mainly to a

$16 million unfavorable change ifair value adjustmestrelated to the Alon earout agreementand
associated derivative instruments, as discussed insRpt&0, and 11 of Condensed Notes to
Consolidated Financial Statemenamd reduced interest income resulting from lower cash balances and
interest rates

Interest and debt expense increased from the third quarter of 2008 to the third quarter of 2009 due mainly
to interest incurred in the third quarter of 2009 on $1 billion of notes issued in March 2009, a $6 million
charge in the third quartef 2009 to write off a proata portion of the unamortized fair value adjustment
related to$76million of 6.75% putable senior notes for which we received purchase notices from the
holders of the notes, as discussed in Noté Condensed Notes to Consolidated Financial Statements,
anddecreasedapitalized interesdue to the cancellatioor deferralof variouscapitalprojects

Income tax expensdecrease®828 million from $643 million of expense ithethird quarter 0f2008 toa
$185 million benefitin thethird quarter 02009 mainly as a result dbwer operating income.
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Nine Months Ended September30, 2009 Compared tiNine Months Ended September30, 2008

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

Nine Months Ended September30,

2009(a) 2008(b) Change
Operating revenues $51,238 $100,545  $ (49307
Costs and expenses:
Cost of sales 46275 91,848 (45573
Operating expenses 2,778 3,383 (605)
Retail selling expenses 522 579 (57
General and administrative expenses 435 421 14
Depreciation and amortization expense:
Refining 1,035 998 37
Retail 74 77 3)
Ethanol 12 - 12
Corporate 35 31 4
Assetimpairment losc) 575 43 532
Gain on sale of Krotz Springs Refinery - (309 305
Total costs and expenses 51,741 97,075 (45334)
Operating incomgloss) (503) 3,470 (3,973
Other income (expense), net (16) 71 (87)
Interest and debt expense:
Incurred (386) (339 (51)
Capitalized 95 74 21
Income(loss)before income tax expendeenefit) (810) 3,280 (4,090)
Income tax expeng®enefit) (236) 1,133 (1.369)
Net incomg(loss) $_(574) $_ 2,147 $ (2,720)
Earnings(loss)per common sharieassuming dilution $(1.08 $4.02 $(5.10

See the footnote references on patje
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Operating Highlights

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

Refining (b):
Operating incomégloss)
Throughput margin per barred)(
Operating costs per barr(gl):
Refining operating expenses
Depreciation and amortization
Total operating costs péarrel

Nine Months Ended September30,

2009

$ (335)
$ 6.09

$4.01
1.55
$5.56

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 volumeggallons per day per site)
Fuel margin per gallon

Merchandise sales

Merchandise margin (percentage of sales)
Margin on miscellaneous sales

Retail sellingexpenses

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 miscellaneous sales

Retail selling expenses

Depreciation and amortization expense

See the footnote references on patje

489
582
80
619
193
177
2,140
_305
2,445

1,176
789
67
_409
2,441

$ 140

1,001

5,022

$ 0.157

$ 888
29.2%

$ 66

$ 349

$ 52

$92
3,155
$0.255
$ 146
29.1%
$ 25
$173
$22
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2008

$3,716
$10.80

$4.66
1.38
$6.04

580
680
76
622
242
141
2,341
_ 306
2,647

1,197
920
74
_449
2,640

$120
961
4,997
$0.173
$ 819
30.0%
$74
$ 375
$51

$ 86
3,169
$0.278
$ 156
28.5%
$29
$ 204
$ 26

Change

$ (4,051)
$ (4.71)

$ (0.65)
0.17

$ (0.49

(91)
(98)
4
3)
(49)
_36
(200
_(1
(202

(21)
(131)
(7)
(40
(199

$ 20
40
25
$(0.016)
$ 69
(0.8)%
$(8)
$ (26)
$1

$6
(14)
$(0.023)
$ (10)
0.6%
$@4)
$(31)
$@4



Operating Highlights(continued)

(millions of dollars, except per gallon amounts)

Ethanol (a):
Operating income
Ethanol productiorfthousandjallonsper day)
Grossmargin pemallon of ethanol production
Operating costs peyallon of ethanoproduction

Ethanoloperating expenses

Depreciation and amortization

Total operating costs pegallon
of ethanol production

See the footnote references on patje

Nine Months Ended September30,

59

2009

$71
1,229
$0.55

$0.31
0.03

~

$0.3

2008
N/A
N/A
N/A

N/A
N/A

N/A

Change

$71
1,229
$ 0.55

$0.31
0.03

$0.3
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Refining Operating Highlights by Regionf}
(millions of dollars, except per barrel amounts)

Nine Months Ended September30,

2009 2008 Change
Gulf Coast (b):
Operating income $28 $ 2,639 $(2,611)
Throughput volumes (thousand barrels per day) 1,316 1,399 (83)
Throughput margin per barrgd) $5.22 $12.01 $(6.79)
Operating costs per bariel):
Refining operating expenses $ 3.65 $4.62 $(0.97)
Depreciation and amortization 1.49 1.30 0.19
Total operating costs per barrel $5.14 $5.92 $(0.78
Mid -Continent:
Operating income $ 197 $514 $ (317)
Throughput volumes (thousand barrels per day) 381 426 (45)
Throughput margin per barrd) $7.18 $9.94 $ (2.76)
Operating costs per barr(gl):
Refining operating expenses $3.72 $4.25 $ (0.53)
Depreciation and amortization 157 1.29 0.28
Total operating costs per barrel $5.29 $5.54 $(0.29
Northeast:
Operatingncome (0s9 $ (203) $ 357 $ (560)
Throughput volumes (thousand barrels per day) 467 545 (78)
Throughput margin per barrad)( $4.94 $ 8.50 $ (3.56)
Operating costs per barr(gl):
Refining operating expenses $4.90 $4.69 $0.21
Depreciation and amortization 1.62 1.42 0.20
Total operating costs per barrel $6.52 $6.11 $0.41
West Coast:
Operating income $ 331 $ 249 $ 82
Throughput volumes (thousand barrels per day) 281 277 4
Throughput margin pdrarrel ¢) $ 10.59 $10.55 $0.04
Operating costs per barr(gl):
Refining operating expenses $ 4.60 $5.50 $ (0.90)
Depreciation and amortization 1.67 1.76 (0.09
Total operating costs per barrel $6.27 $7.26 $(0.99
Operating incoméor regions above $ 353 $ 3,759 $ (3,406)
Asset impairment loss applicable to refining (574) (43) (531)
Loss contingencwccrualrelated to Aruban
tax matter (g) (1149 - (114)
Total refining operating income (loss) $ (335 $3,716 $ (4,061)

See the footnote references on Eifeand 62
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Average Market Reference Prices and Differentigly
(dollars per barrel)

Nine Months Ended September30,

2009 2008 Change
Feedstocks:
WTI crude oil $ 56.90 $113.25 $ (56.35)
WTI less sour crude oil at U.S. Gulf Coadt ( 1.25 5.20 (3.95)
WTI less Mars crude oil 1.06 6.40 (5.34)
WT]I less Maya crude oil 4.68 16.39 (11.71)
Products:
U.S. Gulf Coast:
Conventional 87 gasoline less WTI 8.85 7.66 1.19
No. 2 fuel oil less WTI 6.40 19.17 (22.77)
Ultra-low-sulfur diesel less WTI 8.59 24.38 (15.79
Propylene less WTI (3.05) (0.11) (2.94)
U.S.Mid-Continent:
Conventional 87 gasoline less WTI 9.09 6.49 2.60
Low-sulfur diesel less WTI 8.63 25.10 (16.47)
U.S.Northeast:
Conventional 87 gasoline less WTI 8.78 462 416
No. 2 fuel oil less WTI 7.68 20.85 (1317)
Lube oils less WTI 40.54 51.75 (11.21)
U.S.West Coast:
CARBOB 87 gasoline less WTI 18.40 12.13 6.27
CARB diesel less WTI 10.30 24.57 (14.27)

The following notes relate to references on pa&gahrough61.

(@) The information presented for timne months ende&eptembeB0, 2009 includes the operations related to the acquisition
of certain ethanol planfsom VeraSun Ethanol plants located in Charles City, Fort Dodge, and Hartley, lowa; Aurora,
South Dakotaand Welcome, Minnesotavere purchasedn April 1, 2009, and ethanol plants in Albert City, lowa and
Albion, Nebraskawere purchasean April 9, 2009 and Mag, 2009, respectively The ethanol production volumes
reflected for thenine months endedseptembeB0, 2009 are based @3 calendar dys rather than the actual daily
production, which varied by facility.

(b) Effective Julyl, 2008, we sold our Krotz Springs Refinery to Alon. The nature and significance of owriqsirsy
participation in an offtake agreement with Alon represents a catiimuof activities with the Krotz Springs Refinery for
accounting purposes, and as such the results of operations related to the Krotz Springs Refinery have not been presented as
discontinued operations, and all refining operating highlights, both cdatedi and for the Gulf Coast region, include the
Krotz Spring Refinery for theninemonths ende&eptembeB80, 2008.

(c) The aset impairment loss for the nine months ended Septe8Bb&009 relates primarilio charges of approximately
$340million resultirg from the permanent shutdowiithe gasiftationunit at our Delaware City Refinery. The remaining
loss for the nine months ended Septendfer2009 relates to the permanent cancellation of certain capital pgsstied
as ficonmipmogresstas a result of the unfavorable impact of the continuing economic slowdown on refining
industry fundamentals. Lossresulting from the permanent cancellation of certain capital projects in prior periods have
been reclassified fromperating expensemdpresented separately for comparability with the 2009 presentation. The asset
impairment loss amounts have been excluded from operating costs in determining operating costs per barrel, resulting in an
adjustment to the operating costs per barrel prewioeglorted in 2008.

(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 herein contaire tfollowing refineries: the Gulf Coast refining region includes the Corpus Christi
East, Corpus Christi West, Texas City, Houston, Three Rivers, Krotz Spprgs 1o its sale effective Jull, 2009,
St.Charles, Aruba, and Port Arthur Refineries; ta&-Continent refining region includes the McKee, Ardmore, and
Memphis Refineries; the Northeast refining region includes the Quebec City, Paulsboro, and Delaware City Refineries; and
the West Coast refining region includes the Benicia and Wilmington &&fi
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(9) A loss contingency accrual of $140 million was recorded in the third quarter of 2009 related to our dispute with the
Government of Aruba regarding a turnover tax on export sales as well as other tax matters. The portion of the loss
contingency aceral that relates to the turnover tax was recorded in cost of sales for the nine months ended Stember
2009, and therefore is included in refining operating income (loss) but has been excluded in determining throughput margin
per barrel.

(h) The average nmket reference prices and differentials, with the exception of the propylene and lube oil differentials, are
based on posted prices from Platts Oilgram. The propylene differential is based on posted propylene prices in Chemical
Market Associates, Inc. anile lube oil differential is based on Exxon Mobil Corporation postings provided by Independent
Commodity Information Service$ London Oil Reports. The average market reference prices and differentials are
presented to provide users of the consolidategntial statements with economic indicators that significantly affect our
operations and profitability.

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

General

Operating revenuedecreased 9% for thefirst nine monthsof 2009 compared to tHest nine monthsof

2008 primarily as a result of lower refined product prices between the two periods. Operating income
declined$4.0billion and net incomalecreased2.7 billion for the nine months ended&eptembeB0,
2009compared to thamounts in théirst nine monthsof 2008 primarilydue to a4.1billion decrease in
refining segment operating income discussed below.

Refining

Operating income for our refining segmelecreasedrom operating income d$3.7 billion for the first
nine monthsof 2008to an operating loss @335 million for thefirst nine monthsof 2009 The decrease
in operating income was attributable to a $53Rion increase in asset impairment losses f(ather
discussed in Notd of Condensed Notes to Consolidated Financial Statements), arfiiob gain on
the sale of the Krotz Springs Refinery in the thircager of 2008 (as further discussed in Natef
Condensed Notes to Consolidated Financial Statemeatsjll4 million loss contingencyaccrual
recorded in the thd quarter of 2009 related to our dispute of a turnover tax on exportis#lesba (as
further discussed in Notk4 of Condensed Notes to Consolidated Finanstatements)a 44% decrease
in throughput margin per barrednd a 8% declinein throughput volumespartially offset by al5%
decreasén refining operating expenses (including depreciation and amortization expense)

Total refining throughput margins for tliest nine monthsof 2009 compared to thést nine monthsof
2008 were impacted by the following factors:

e Distillate margins in the firshine months of 2009 decreased significantly in all of our refining
regionsfrom the high margins in the firsinemonths of 2008. The decrease in distillate margins
was primarily due to increased inventory levels and reduced demand attributable to the global
slowdown in economic activity.

e Sour crude oiand residual fuel oiteedstock differentials to WTI crude oil during the fingte
months of 2009 declined significantly compared to the differentials in thenfirstmonths of
2008. The unfavorable sour crude oil differentials were attributable mainly to reduced production
of sour crude oil by OPE@nd other produceiss well asigh relative prices for residual fuel oil
with which sour crude oil competes as a refinery feedstock. The high relative residual fuel oil
prices, and resulting narrow residual fuel oil discoumisre caused by lower production of
residual fuel oil attributable to reduced refinery throughput due to lower refined product demand.
This reduced supply more than offset the effect of reduced worldwide demand for residual fuel
oil.

e Gasoline marginsncreasedin all of our refining regions in the firshtine months of 2009
compared tathe first nine monthsof 2008 primarily due toa better balance of supply and
demand
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e Margins on various secondary refined products such as asphalt, fuel oils, and petakteum c
improved significantly from the firshine monthsof 2008 to the firshine monthsof 2009 as
prices for these products did not decrease in proportion to the large decrease in the costs of the
feedstocks used to produce thefhe price of West Texastermediate crude oil declined by
approximately $56 per barrel, or 50%, from the first nine months of 2008 to the first nine months
of 2009.

e Throughput margin for the firgstine monthsof 2008 included approximately $1@fdlllion related
to the McKee Refing business interruption insurance settlement discussed in1Mobé
Condensed Notes to Consolidated Financial Statements.

e Throughputvolumes decreased02000 barrelsper day during the firshine monthsof 2009
compared to the firshine monthsof 2008 primarily due tqi) unplanned downtimet our
Delaware Cityand St. CharlesRefineries (ii) planned downtime for maintenance at our Texas
City, St. Charles, rad Corpus Christi Refineries, (iithe sale of our Krotz Springs Refinery in
July 2008 (iv) the temporary shutdown of our Aruba Refinery commencing in July 209,

(v) economic decisions to reduce throughput in certain of our refineries as a resut\airable
market fundamentals.

Refining operating expenses, excluding depreciation and amortization expens21% lower for the
nine months endedSeptembeB0, 2009 compared to tha@ine months ended SeptembeB0, 2008
primarily due toa decrease in energy costewer maintenance expensesteduction in sales and use
taxes lower variable compensation and overtime comtsl $13 million of operating expenses related to
the Krotz Springs Refinergrior to its sale effectivduly 1, 2008. Refining depreciation anaimortization
expensencreasedi% fromthefirst nine monthsof 2008 to thdirst nine monthsof 2009 primarily due to
the completion of new capital projects and increased turnaround and catalyst amortization.

Retail

Retail operating incomevas $232million for the nine monthsendedSeptembeB0, 2009 compared to
$206 million for the nine monthsendedSeptembeB0, 2008. Thisl3% increasewas primarily due to
increased irstore saleand lower selling expensgzartially offset by a $0.016 per gallon decrease in fuel
margins, in our U.Setail operations

Ethanol

Ethanol operating incomevas $71million for the nine months ended SeptembeB0, 2009, which
representshe operatiors of the seven ethangplantsacquired in theVeraSunAcquisition subsequent to
their acquisition in the second quarter of 20@8 described in Noteé of Condensed Notes to
Consolidated Financial Statements

Corporate Expenses and Other

General and administrative expenseascluding depreciation and amortizaticgxpense increased
$18 million from thefirst nine monthsof 2008 to thdirst nine monthsof 2009 due mainly to increasm
litigation costsseverance expensesd costs associated with the VeraBgquisition, partially offset by
lower variable compensation expense aeductions ininsurance expenseorofessional fees, and
environmental costs

Other income for théirst nine monthsof 2009decreasedrom thefirst nine monthsof 2008 primarily

due toa $53 million unfavorable change ifair value adjustmestrelated ¢ the Alonearrout agreement

and associated derivative instruments (as discussed in 3Jol€s and 11 of Condensed Notes to
Consolidated Financial Statementsduced interest income resulting from lower cash balances and
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interes rates andthe nonrecurrence of a $idllion gain recognized in the firstine monthsof 2008 on
the redemption of our 9.5% senior notes as discussed in6Nwité€Condensed Notes to Consolidated
Financial Statements.

Interest and debt expensereasedrom thefirst nine monthsof 2008 to thefirst nine monthsof 2009
due mainly tointerest incurred on $illion of debt issuedn March 2009 partially offset byincreased
capitalized interest resulting fromhégherbalance of capital projects under constructioming the first
half of 2009

Income tax expense decreasdd4 billion from $1.1billion of expense fothefirst nine monthsof 2008
to a$236 million benefitfor thefirst nine monthsof 2009 mainly as a result wfwer operating income

OUTLOOK

The current global economic slowdown and rising unemployment are expected to continue to unfavorably
impact demand for refined products in the near term. This reduced demand, combined with an increase in
global refined product inventories, is expectedaotinue to put significant pressure on refined product
margins. In addition, low demand for refined products is expected to result in a continuing reduction in
overall crude oil production by OPEC, which will reduce the supply of sour crude oil andusptui put
pressure on the differentials between sour and sweet crude oil prices. Pressure on refined product
margins and sour crude oil differentials is expected to continue until the economy begins to recover, at
which time demand for refined productsdasour crude oil production are expected to incredse a

resulting increase in refined product margins and sour crude oil differentials

Until the economy recovers, we expect that the current low refined product margins and sour crude oil
differentials will result in production constraints or refinery shutdowns in the refining industry. In July,
we temporarilyshut down our Aruba Refinery, and in June, we temporarily shut down one of our units at
our Corpus Christi East Refinery, both digepoor economics resulting from the current unfavorable
industry fundamentalsThese facilities continue to hemporarilyshut down and theyare expected to
remain shut down until economic conditions improva addition, in September, we permanersiyt

down the gasification unit at our Delaware City RefineWye are currently monitoring, and will continue

to monitor, all of our other refineries to assess whether complete or partial shutdown of certain of those
facilities is appropriate until condtins improve. Although feedstock discounts have improved recently,
refinedproduct margins have weakened, so we expect overall throughput margins for the fourth quarter to
be similar to what we experienced in the third quasidrich could result in logs in the fourth quarter

and for the full year of 2009

LIQUIDITY AND CAPITAL RESOURCES

Cash Flows for theNine Months EndedSeptembeB0, 2009 and 20

Net cash provided by operatiagtivities for thenine monthsendedSeptembeB0, 200 was$1 9 billion
compared to $.5hillion for the nine monthsendedSeptembeB0, 2008. Thedecrease in cash generated
from operating activities was primariueto thecash utilization attributable to tltecrease iroperating
income discussed above undelRe s ul t s qofparti@ly effsea liy ianappsoximatebl.2 billion
favorablechange irnthe amount of income tax payments and refuretsveen théwo periods Changes

in cash provided byr used foworking capital during thérst nine monthsof 200 and 20@ are shown

in Note9 of Condensed Note® Consolidated Financial StatementBoth receivables and accounts
payable increasetbr the first nine months of 2009 due mainly to a significant increase in gasoline,
distillate, and crude oil prices &eptembeB0, 20® compared to such prices at the end of 2008
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The net cash generated from operating activities during thenfirestmonths of 200, conbined with
$998 million of proceeds from the issuaneg$1 billion of notesin March 200%s discussed in Noteof
Condensed Notes to Consolidated Financial Statensrds$799illion of net proceeds from the
issuance of 4nillion sharesof common stock in June 2009 as discussed in RofeCondensed Notes
to Consolidated Financial Statememtgre used minly to:

o fund R.1billion of capital expenditures and deferred turnaround and catalyst costs;
fund theVeraSunAcquisitionfor $556million;
make scheduled loAgrm note repayments $209million;
pay common stock dividends $239million; and
increase available cash on hand3865 million.

The net cash generated from operating activities during thenfiretmonths of 2008, combined with
$463million of proceeds from the sale of our Krotz Springs Refinegre used mainly to:

o fund .2 billion of capital expenditures and deferred turnaround and catalyst costs;

e make an early redemption of our 9.5% senior notes for §86dn and scheduled lontgrm
note repayments of $illion;

e purchasel4.6 million shares of our common stock at a costof4million;

e fund a $25million contingent earout payment in connection with the acquisition of the
St.Charles Refineryan $87million acquisition of retail fuel sitegnd a $5illion acquisition
primarily of an interest in a refined product pipeline;

e pay common stock dividends a2l million; and

e increase available cash on hand by $303 million.

Capital Investments

During thenine monthsendedSeptembeB0, 2009, we expendedb1 8 billion for capital expenditures and
$301million for deferred turnaround and catalyst costs. Capital expenditures foingw@monthsended
SeptembeB0, 2009 included$292million of costs related to environmental projects.

For 2009, we expect to incapproximately 2.7 billion for capital investmets, including approximately
$2 2 billion for capital expenditures (approximatég#75million of which is for environmental projects)
and approximately 300million for deferred turnaround and catalyst costs. The capital expenditure
estimateexcludes expenditures related to strategic acquisitidiie. continuously evaluateur capital
budget and make changes as economic conditions warrant.

In the second quarter @009, weacquiredsevenethanolplantsand a site under development from
VeraSun for $477million, plus &9 million primarily for inventory and certain oth&rorking capital.

Contractual Obligations
As of SeptembeB0, 200, our contractual obligations included debt, capital lease obligations, operating
leasespurchase obligationand other longerm liabilities

On April 1, 2009, we made scheduled debt repayments of ®H0ON related to our 3.5% notes and
$9 million related to our 5.125% Series 1997D industrial revenue bonds.

In March 2009, we issued $7/dlllion of 9.375% ntes due Marci5, 2019 and $25million of 10.5%

notes due March5, 2039. Proceeds from the issuance of these notes totaledn$ig®8 before
deducting underwriting discourd@sd other issuance cosis$8 million.
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We have an accounts receivable salacility with a group of thirgparty entities and financial institutions
to sell on a revolving basis up to Billion of eligible trade receivablesWe amended our agreement in
June 2009 to extend the maturity date to June 2@0of December 31, 2@) the amount of eligible
receivables sold to the thighrty entities and financial institutions was $100 millisichwas repaid in
February 2009. In March 2009, we sold $h@i0ion of eligible receivables to the thiphrty entities and
financial irstitutions In April 2009, we sold an additional $464@llion of eligible receivables under this
program, which we repaid in June 2009. AsSefptembeB0, 2009, the amount ofigible receivables
sold to the thireparty entities and financial institutie was $100 million. Proceeds from the sale of
receivables under this facility are reflected as debt in our consolidated balance sheets.

Under the indenture related to our $100 million of 6.75% senior notes with a maturity date of @8tober
2037, on Jly 31, 2009, we notified the holders of such notes of our obligation to purchase any of those
notes for which a written notice of purchase (purchase notresyeceived from the holders prior to
Septembel5, 2009. A purchase notice was received rela@&76million of the outstanding notedNe
redeemedhe $76million of notesat 100% of their principal amount plus accrued and unpaid interest to
Octoberl5, 2009, the date t¢iie payment of the purchase price.

On May20, 2009, we entered into a Business Sale Agreement (Agreement) with Dow Chemical
Company and certain of its affiliates (Dow) unde
interest in Total Raffinaderij Nederland N.V. (TRN), which owns a refinenhénNetherlands, along

with related businesses of TRN owned by Dow. Thee&grent exteret through Decembe3l, 2009

and provided for a purchase price of $600 million plus an amount for related inventories. The closing of

the transaction was conditionedam, among other things, the expiration of a right of first refusal held by

Tot al S. A. (Total) to purchase Dowbs dghtwfifitsty i nt er
refusal. In June2009, Total exercised its right of first refusald n September 2009,0tal completed its
acquisition of D o w & sCur eolgjigationsyunder rnthe dgreement havea sinteRoden
terminated

Other than the TRNRefinerycommitment discussed aboveirithg thenine months ende&eptembeB0,
2009, we had no materiathanges outside the ordinary course of our businesapital lease obligations,
operating leases, purchase obligations, or othertiemy liabilities.

Our agreements do nbave rating agency triggers that would automatically requite post additional
collateral. However, in the event of certain downgradesio§enior unsecured debt to below investment
grade ratings by Moodyo6s l nvestors Service and
borrowings under some ajur bank credit facilities and other arrangements would increass. of
SeptembeB0, 2009, all of our ratings on our senior unsecured debt are at or above investment grade level
as follows:

Rating Agency Rating
Standard & Poor 6 s Ra BBB (negativeoutlook)
Moodyds | nvestors Se Baa2étableoutlook)
Fitch Ratings BBB (stable outlook)

We cannot provide assurance that these ratings will remain in effect for any given period @f ttiaie

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 recommendations to buy, sell, or hold our securities and may be revised or
withdrawn at any time by the ratingeagcy. Each rating should be evaluated independently of any other
rating. Any future reduction or withdrawal of one or more of our credit ratings could have a material
adverse impact on our ability to obtain shartd longterm financing and the cost séich financings.
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Other Commercial Commitments
As of SeptembeB0, 2009, our committed lines of crediwvere as follows

Borrowing

Capacity Expiration
Letter of credit facility $300 million June 200
Revolving credit facility $2.5billion November 2012
Canadian revolving credit facility Cdn. $115million December 204

In October 2009, Lehman BrotheBank, FSB one of the participating banks under @2.5billion

revolving credit facility, failed to fund its loan commitment related to our borrowirdgr this facility
discussed below Lehman Brotherso6 aggregate commitment
$84million. As a result, our borrowing capacity undkeatrevolving credit facility has been reduced to
$2.4billion commencing irOctober 2009.

As of SeptembeB0, 2009, we had no amounts borrowed under our revolving credit facilities. However,
we had$76 million of letters of credit outstanding undmur uncommitted shotterm bank credit facilities
and $113million of letters ofcredit outstanding undesur U.S. committedrevolving credit facilites
Under our Canadiacommittedrevolving creditfacility, we hadCdn $19million of letters of credit
outstandingas of SeptembeB0, 200. Our letters of credit expireluring 2009 and2010. In October
2009, we borrowed and subsequently repaid approximatelym@id®n under ourU.S. committed
revolvingbankcredit facility.

Common Stock Offering

On June3, 2009 we sold in a public offering6 million shares of our common &g which included

6 million shares related to an overallotment option exercised by the undeswatterprice of $8.00per
share and received proceeds, naetrmderwritng discouns andcommissions and other issuance costs, of
$799 million.

Stock Purchase Programs
As of SeptembeBO, 2009, we have approvals under common stock purchase programs previously
approved by our board of directors to purchase approximatehb#h of our common stock.

Tax Matters

As discussed in Note4 of Condensed Notes to Consolidated Financial Statements, we are subject to
extensive tax liabilities. New tax laws and regulations and changes in existirayveand 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 the respective taxing authority.
Subsequent changeas our tax liabilities as a result of these audits may subject us to interest and
penalties.

Effective Januant, 2007, the Government of Aruba (GOA) enacted a turnover tax on revenues from the
sale of goods produced and services rendered in Aruba. The turnover tax, which is 39lérdosales

and services and 1% on export sales, is beingsasd by the GOA on sales by our Aruba Refinery.
However, due to a previous tax holiday that was granted to our Aruba Refinery by the GOA through
DecembeB3l, 2010 as well as other reasons, we believe that exports by our Aruba Refinery should not be
subject to this turnover tax. We commenced arbitration proceedings with the Netherlands Arbitration
Institute (NAI) pursuant to which wesoughtto enforce our rights under the tax holiday and other
agreements related to the refinery. The arbitration hea@sgwld on FebruaBt4, 2009. We also filed
protests of these assessments through proceedings in Aruba.
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In April 2008, we entered into an escrow agreement with the GOA and Caribbean Mercantile Bank NV
(CMB), pursuant to which we agreed to deposit mmownt equal to the disputed turnover tax on exports

into an escrow account with CMB, pending resolution of the tax protest proceedings in Arubath€nder
escrow agreement, we are required to continue to deposit an amount equal to the disputed tax on a
monthly basis until the tax dispute is resolved through the Aruba proceedings. OR@@009, we

were notified that the Aruban tax court overruled our protests with respect to the turnover tax assessed in
January and February 2007, totalingrlion. Under the escrow agreement, we expensed and paid

$8 million, plus $1million of interest, to the GOA in the second quax€r2009. Amounts deposited

under this escrow agreement, which totaled $hillon and $102million as of SeptembeB0, 2009 and
December3 1 , 2008, respectively, are reflected as fires
addition to the turnover tax described above, the GOA has also asserted other tax amounts aggregating
approximately 80 million related to dividends We havealso challengedapproximately $5 million in

foreign exchange payments made to the Central Bank of Aruba as payments exempted under our tax
holiday, as well as other reasorBoth the dividendax andthe foreign exchange paymenttterswere

also addressed in the arbitration proceedings discussed above.

On NovembeB, we received an interim First Partial Award from the NAI arbitral paiiech e panel 6 s
ruling validated our tax holiday agreement, but the panel also ruled in favor of the GOAdispute of

the $35million in foreign exchange payments previously made to the Central Bank of Afitie.
panel 6s decision did not, however, fully resolve
dividend tax rate and the turnover taWlith respect to the dividend tax, the panel ruled that the dividend

tax was not a profit tax covered by the tax holiday agreement, but the panel did not address the fact that
Aruban companies with tax holidays are subject to a 0% dividend withholdingtiage than the 5% rate

alleged by the GOAWith respect to the turnover tax, the panel did reject our contractual claims but it
decided that our necontractual claims against the turnover tax merited further discussion with and
review by the panel beffe a final decision could be rendere@rior to this interim decision, no expense

or liability had been recognized in our consolidated financial statements with respescfutaed

amounts In light of the now uncertain timing of any final resolutiontleése claims, we have recorded a

loss contingencyaccrual of approximately $14illion, including interest, with respect to both the
dividend and turnover taxedVe continue to believe that our remaining claims against these taxes have
significant merit,and intend to vigorously pursue these claims through theaitn proceedings and in
orrisland proceedings as well.

Asset Impairments

Longlived assetaretested for recoverability whenever events or changes in circumstances indicate that
the carryirg amount of the longjved assets may not be recoverable. A lowed asset is not recoverable

if its carrying amount exceeds the sum of the undiscounted cash flows expected to result from its use and
eventual disposition. If a loAged asset is notecoverable, an impairment loss is recognized in an
amount by which its carrying amount exceeds its fair value.

In order to test londjved assets for recoverability, management must make estimates of projected cash
flows related to the asset being evadatwhich include, but are not limited to, assumptions about the use

or disposition of the asset, its estimated remaining life, and future expenditures necessary to maintain its
existing service potential. In order to determine fair value, managementmakistcertain estimates and
assumptions including, among other things, an assessment of market conditions, projected cash flows,
investment rates, interest/equity rates, and growth rates, that could significantly impact the fair value of
the asset beinggeed for impairment.

During thesecond halbf 2008, there were severe disruptions in the capital and commodities markets that

contributed to a significant decline in our common stock price, thus causing our market capitalization to
decline to a level substantially below our net book value. Duindse adverse changes in market
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conditions during 2008, we evaluated our significant operating assets for potential impairment as of
December 31, 2008, and we determined that the carrying amount of each of theseassssteverable.

The economic slowalvn that began in 200&ntinued throughout the firsine months of 2009, thereby
impactingdemand for refined products and putting significant pressure on refined product margins. Due
to these economic conditions, in June 2009, we announced our pangorarilyshut down the Aruba
Refinery, which had a net book value of approximat®lyObillion asof SeptembeB0, 2009,as narrow

heavy sour crude oil differentials a@the refinery uneconomical to operate. The Aruba Refinery was
shut down in July @09and is expected tocontinue to be shut dowmtil market conditions improveWe

are continuing tcevaluatepotential alternativesfor this refinery, which may include the sale of the
refinery. In June 2009, the coker unit at the Corpus Christi EdBtdRy was also temporarily shut down

and remains shut downn September 2009, we announced the shutdown of our coker and gasification
units at our Delaware City Refinealsodue to economic reasons. The coker unit is expected to remain
shut down untieconomics improve and the gasification umits been permanentghut down. As a

result of these factorsve readdressed the potential impairmentalbfof our facilities (excluding the
Delaware City gasification unias of Septembed0, 2009 based aan assumption that we would operate
these facilities in the futuréncorporating updated 2009 price assumptions into our estimated cash flows
Based on this analysis, we determined that the carrying amount of each of our significant operating assets
coninued to be recoverable as ®ptembeB0, 2009. However, due to thpermanenshutdown of the
gasification unit at the Delaware City Refinery, we recorded dapréoss of approximately $280 million
related to the abandonment of that unit.

Dueto the impact of the continuing economic slowdown on refining industry fundamentafsirtiver

evaluatedhe recoverability oll of our capital projects currenttyl as si f i ed iapgrog@®s®onst r u
during the third quarter of 2009This is a continuain of an orgoingprocess that had commenced during

the second half of 2008 As a result of this assessment, certadditional capital projectswere

permanently cancelled, resulting in wraés of $137million of project costdor the three months ende
SeptembeB0, 2009(of which approximately $6fillion was for projects related to the gasification unit

at our Delaware City Refinery). This amount, combined with capital projects written off earlier in 2009,

has resulted in total writeffs of capital projects of $29%nillion for the nine months ended
SeptembeB0, 2009.

In addition to capital projects that have been writtenwé ,have also suspended continued construction
activity on various other projects. For example, our two hydrocracker fgajedhe Gulf Coast, one at

the St. Charles Refinery and the other at the Port Arthur Refinery, havéehgmorarilysuspendedintil

market conditionsand cash flows improve As of SeptembeB0, 2009,approximately $1.®illion of

costs had been incurred on these two projects. In addition, various other projects with a total cost of
approximately $00 million as of SeptembeB0, 2009 have also bed¢eamporarily suspended. These
suspended projects are included in our stratdgit, and the costs incurred to date have not been written
off. We believe that the overall market conditions and our cash flows will improve in the future such that
the completion and recoverability of these temporarily suspended projects is probable.

Due to the effect of the current unfavorable economic conditions on the refining industry, and our
expectations of a continuation of such conditions for the near tegwjll continue to monitor both our
operating assets and our capital projects dddiional potential asset impairments until conditions
improve. Changes in market conditions, as well as changes in assumptions used to test for recoverability
and to determine fair value, could resultaidditionalsignificant impairment charges in the fuguthus
affecting our earnings.
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American Clean Energy and Security Act of 20@@d Clean Energy Jobs and AmerinaPower Act of

2009

On June 26, 2009, the U.S. House of Representatives narrowly approved the American Clean Energy and
Security Act of 2009, lao known as the Waxmavarkeybill. On Septembes0, 2009, thé).S. Senate
Committee orEnvironment and Public Works introduced a similar bill in the Senate, the Clean Energy
Jobs and AmericaPower Act of 2009, also known as the KeBgxer hill. These bills, if passed by
Congress woul d establanddhr aadlematpiromgalamidami nni ng in 2C
gas emissions and climate change. WWaxmanMarkey bill proposes to reduce carbon dioxide and
other greenhouse gas emissions by &éws 2005 levels by 2012, 20% below 2005 levels by 2020, 42%
below 2005 levels by 2030, and 83% below 2005 levels by,20bile the KerryBoxer bill proposes

more accelerated timetable foarbon dioxidereductions The cagandtrade program would reqe
businesses that emit greenhouse gasesiy@mission 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 fuels (gasgliliesel, and jet fuel) sold and consumed in the United
States. As a result of such a programweelld be required to purchase emission credits for greenhouse
gas emissions resulting from our operations and from the fuels we sell. Although it isgibtepat this

time to predict the final form ad capandtrade bill (or whethersuch a billwill be passed by ongresy

any new federal restrictions on greenhouse gas emiskiomduding a cagndtrade prograni could

result inmaterialincreased copiiance costs, additional operating restrictions for our business, and an
increase in the cost of the products we produce, which could have an adverse effect on our financial
position results of operationgnd liquidity

Other
During the nine months ead September 30, 280we contributeds72 million to our qualified pension
plans. No additional contributionto the qualified pension plamase anticipated during 2009.

On Octoberl5, 2009, our board of directors declared a regular quarterly cash dividend of $0.15 per
common share payable obecembe®, 2009 to holders of record at the close of business on
Novemberll, 2009. At the same time, we announced that if industry conditidosnot improve
measurably for 2010, our board of directors would evaluate a reduction in the amount of our quarterly
dividend payment.

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

We believe that we have sufficient funds from operations and, to the extent necessary, from borrowings
under our credit facilities, to fund our ongoingeogting 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 facilities. HoweveGahdse 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.
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CRITICAL ACCOUNTING POLICIES

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

ended Decembed1, 2008.

As discussed in Not2 of CondensedNotes to ConsolidateBinancial Statements, certain new financial
accounting pronouncements have been isthegetither have already been reflected in the accompanying
consolidaed financial statements, or will become effective for our financial statements at various dates in
the future.
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Iltem 3. Quantitative and Qualitative Disclosures About Market Risk
COMMODITY PRICE RISK

For information regarding gains and losses on ouivalive instruments, see Notd of Condensed
Notes to Consolidated Financial Statements. The following tables provide infornadtart our

commodity derivativénstruments as dbeptembeB0, 2009 and DecembeBl, 2008 (dollars in millions,
except for the weightedverage pay and receive prices as described below), including:

Fair Value Hedges Fair value hedgesre usedio hedgecertain refining inventories(which had a
carrying amount o$4.2billion and $4 4 billion as ofSeptembeB0, 2009and Decembe?1, 2008
respectively,and a fair value of %4 billion and %.1 billion as of SeptembeB0, 2009 and
Decembefl, 2008 respectively)and our firm commitments(i.e., binding agreements to purchase
inventories in the future)The gain or loss on a derivative instrument designated and qualifying as a
fair value hedge and the offsetting loss or gain on the hedged item are recognized currently in
income in the same pedo

Cash Flow Hedges Cash flow hedgesre usedto hedgecertain forecasted feedstock and product
purchases, refined product salesd natural gas purchasebhe effective portion of the gain or loss
on a derivative instrument designated and qualifying &ash 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 forecasted transaction affects income. The ineffective portion of the gain
or loss on th cash flow derivative instrument, if any, is recognized in income as incurred.

EconomicHedges Economic hedgearehedges not designated as fair value or cash flow helgesre
usedto:

- manage price volatility in refinery feedstgckfined productand grairinventories;and

- manage price volatility in forecastedfinery feedstock product and grainpurchases, refined
productsalesand natural gas purchases

In addition, through August 2009, we used economic hedgesattage price volatility in the

referenced product margins associated withtkineeyear earnout agreement with Alorthat was

entered intdn connection with the sale of our Krotz Springs Refineémt which was settled in the

third quarter of 2009 as daigssed in Note3 of Condensed Notes to Consolidated Financial

Statements The derivative instruments related to economic hedges are recorded at fair value and

changes in the fair value of the derivative instruments are recognized currently in income.

Tradng Activities i These representommodity derivativeinstruments held or issued for trading
purposes. The derivative instruments entered into by us for trading activities are recorded at fair
value and changes in the fair value of the derivative insmtsrage recognized currently in income.

The following tables include only open positions at the end of the reporting p&ardract volumes are
presented in thousands of barrels (for crude oil and refined produadisljions of British thermal units

(for natural gas)or in thousands of bushels (for grainThe weighteeéaverage pay and receive prices
represent amounts per barrel (for crude oil and refined prodact®unts per million British thermal

units (fornatural gas)or amounts per bushel (for grainyolumes shown for swaps represent notional
volumes, which are used to calculate amounts due under the agreements. For futures, the contract value
represents the contract price of either the long or shasitipn multiplied by the derivative contract
volume, while the market value amount represents the penddnarket price of the commodity being
hedged multiplied by the derivative contract volume. TPhetax fair value for futures, swapsnd

options represents the fair value of the derivative contract.prietex fair value for swaps represents the
excess of the receive price over the pay price multiplied by the notional contract volumes. For futures
and options, th@re-tax fair valuerepresents (i) the excess of the market value amount over the contract
amount for long positions, or (ii) the excess of the contract amount over the market value amount for
short positions. Additionally, for futures and options, the weighiestage payprice represents the
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contract price for long positions and the weightwdrage receive price represents the contract price for
short positions. The weighteverage pay price and weighiederage receive price for optiorepresent
their strike price.

September 30,2009

Wtd Avg  Witd Avg Pre-tax
Contract Pay Receive Contract  Market Fair
Volumes Price Price Value Value Value
Fair Value Hedges:
Futures - short:
2009 (crude oil and refined products) 5,133 N/A $71.05 $ 364 $ 364 $ =
Cash Flow Hedges:
Swaps- long:
2009 (crude oil and refined products) 10,722 $99.45 74.59 N/A (267) (267)
2010 (crude oil and refined products) 24,810 67.67 77.14 N/A 235 235
Swaps- short:
2009 (crude oibnd refined products) 10,722 74.59 107.41 N/A 352 352
2010 (crude oil and refined products) 24,810 80.16 72.65 N/A (186) (186)
Futures - long:
2009 (crude oil and refined products) 1,218 66.46 N/A 81 86 5
Economic Hedges:
Swaps- long:
2009 (crude oil and refined products) 45,030 25.21 21.70 N/A (158) (158)
2010 (crude oil and refined products) 107,194 31.37 26.58 N/A (513) (513)
2011 (crude oil and refined products) 26,275 21.55 14.49 N/A (186) (186)
Swaps- short:
2009 (crude oil and refined products) 20,458 47.93 57.57 N/A 197 197
2010 (crude oil and refined products) 63,633 47.78 58.42 N/A 677 677
2011 (crude oil and refined products) 11,025 34.68 52.45 N/A 196 196
Futures - long:
2009 (crudevil and refined products) 222,053 70.61 N/A 15,678 16,153 475
2010 (crude oil and refined products) 102,235 75.79 N/A 7,748 8,189 441
2009 grain) 3,705 3.20 N/A 12 13 1
2010 grain 75 4.03 N/A - - -
Futures - short:
2009 (crude oil andefined products) 216,315 N/A 71.20 15,401 15,767 (366)
2010 (crude oil and refined products) 101,388 N/A 74.63 7,567 7,998 (431)
2009 grain) 10,585 N/A 3.51 37 36 1
2010(grain) 4,495 N/A 4.26 19 16 3
Options - long:
2009 (crude oil andefined products) 6 37.94 N/A - - -
2010 (crude oil and refined products) 511 40.44 N/A 1 1 -
Options - short:
2010 (crude oil and refined products) 500 N/A 42.50 2 1 1
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Trading Activities:
Swaps- long:
2009 (crude oil and refined products)
2010 (crude oil and refined products)
2011 (crude oil and refined products)
Swaps- short;
2009 (crude oil and refined products)
2010 (crude oil and refined products)
2011(crude oil and refined products)
Futures - long:
2009 (crude oil and refined products)
2010 (crude oil and refined products)
2009 (natural gas)
2010 (natural gas)
Futures - short:
2009 (crude oil and refined products)
2010 (crude oil and refined products)
2009 (natural gas)
2010 (natural gas)
Options - long:
2009 (crude oil and refined products)
Options - short:
2009 (crude oil and refined products)

Total pre-tax fair value of open positions

September30,2009

Wtd Avg

Contract Pay

Volumes Price
6,502 $48.69
23,589 21.20
3,000 53.70
5,679 42.57
27,946 20.62
3,900 43.57
25,809 76.91
4,318 77.88
3,750 5.59
100 6.10
25,859 N/A
4,268 N/A
3,750 N/A
100 N/A
40 42.50
40 N/A
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Wtd Avg Pre-tax
Receive  Contract Market Fair
Price Value Value Value
$37.91 N/A $(70) $ (70)
24.20 N/A 71 71
56.64 N/A 9 9
56.44 N/A 79 79
20.05 N/A (16) (16)
43.29 N/A (2) Q)
N/A $1,985 1,887 (98)
N/A 336 343 7
N/A 21 21 -
N/A 1 1 -
77.22 1,997 1,893 104
76.94 328 338 (10)
5.37 20 21 1)
5.46 1 1 -
N/A - - -
17.00 - - -
$551



Fair Value Hedges:
Futures - short:
2009 (crude oil and refingaroducts)

Cash Flow Hedges:
Swaps- long:
2009 (crude oil and refined products)
2010 (crude oil and refined products)
Swaps- short;
2009 (crude oil and refined products)
2010 (crude oil and refined products)
Futures - long:
2009 (crude oil and refined products)

Economic Hedges:
Swaps- long:
2009 (crude oil and refined products)
2010 (crude oil and refined products)
2011 (crude oil and refined products)
Swaps- short:
2009 (crude oil and refined products)
2010 (crude oil and refined products)
2011 (crude oil and refined products)
Futures - long:
2009 (crude oil and refined products)
2010 (crude oil and refined products)
2009 (natural gas)
Futures - short:
2009 (crude oil and refined products)
2010 (crude oil and refined products)
2009 (natural gas)
Options - long:
2009 (crude oil and refined products)

Trading Activities:

Swaps- long:
2009 (crude oil and refined products)
2010 (crude oil and refined products)
2011 (crude oil and refingaroducts)

Swaps- short:
2009 (crude oil and refined products)
2010 (crude oil and refined products)
2011 (crude oil and refined products)

December 31, 2008

Wtd Avg
Contract Pay
Volumes Price

6,904 N/A

60,162 $121.69
4,680 63.72

60,162 62.38
4,680 76.32

780 38.62

25,987 96.88
19,734 105.96
3,900 124.78

25,931 59.65
19,734 72.18
3,900 74.08

135,882 59.17
3,466 78.33

4,310 8.46
135,091 N/A
3,692 N/A
4,310 N/A
57 60.64

19,887 77.56
10,050 40.66
1,950 78.36

16,084 56.44

5,850 64.19
1,950 68.06

75

Wtd Avg
Receive  Contract Market
Price Value Value

$ 4828 $ 333 $ 320

58.44 N/A (3,805)
64.03 N/A 1
129.80 N/A 4,056
78.69 N/A 11
N/A 30 27
55.25 N/A (1,082)
63.94 N/A (829)
67.99 N/A (221)
106.81 N/A 1,223
121.96 N/A 982
136.66 N/A 244
N/A 8,040 7,319
N/A 271 240
N/A 36 24
62.74 8,475 7,510
84.66 313 276
5.68 24 24
N/A 1 -
45.09 N/A (646)
35.35 N/A (53)
65.80 N/A (24)
97.17 N/A 655
73.12 N/A 52
80.59 N/A 24

Pre-tax
Fair
Value

$ 13

(3,805)
1

4,056
11

3

(1,082)
(829)
(221)

1,223
982
244

(721)
(31)
(12)

965
37

1)

(646)
(53)
(24)

655
52
24



Futures - long:
2009 (crude oil and refined products)

2010 (crude oil and refined products)
2009 (natural gas)

Futures - short:
2009 (crude oil and refined products)

2010 (crude oil and refingaroducts)
2009 (natural gas)

Options - long:
2009 (crude oil and refined products)

Total pre-tax fair value of open positions

December 31, 2008

Wtd Avg  Witd Avg Pre-tax
Contract Pay Receive Contract Market Fair

Volumes Price Price Value Value Value
24,039 $71.70 N/A $1,724 $1,300 $ (424)
956 84.12 N/A 80 70 (20)

200 5.79 N/A 1 1 -
21,999 N/A $73.38 1,614 1,209 405
956 N/A 83.63 80 70 10

200 N/A 5.82 1 1 -

100 30.00 N/A - - _ -

$ 816
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