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Factors considered in our valuation of Snow:
A. Total Company

•  P a s t  and c u r re n t  m a r k e t  p r ic e s  and  t r a d i n g  a c t i v i t y  o f  S n o w  c o m m o n  s t o c k  
'Exh ib it  2 )

•  H isto r ica l and pro jec ted financia l pe r fo rmance

•  C om pa r i s o n  o f  S n o w  w i th  c e r t a in  o th e r  p u b l ic ly  t r a d e d  in t e g r a t e d  o i l  and gas  
companies (Exh ib it  3 )

•  Comparab le  mergers and acquisit ions in the oil and gas industry  (Exh ib it  4 )

B. Valuation by Business Segment (Summary in Exhibit 5)
•  O il and Gas Exp lo ra t ion  and P roduc t ion  (Exh ib its  6  and 7 )

• d iscounted cash f low  ana lyses o f  the oil and gas reserves

- public ly  t raded m as te r  limited partnersh ip  and o th e r  vehicles

• com pa rab le  acqu is it ion t ransac tions

•  T ran s  A laska P ipe l ine Sy s tem  (Exh ib it  S)

- d iscounted cash f low  ana lyses

- publicly t raded m aste r limited partnersh ip  and o th e r vehicles

•  compa rab le  acquisition transac tions

•  Refin ing Si Marke t ing  S y s tem  (Exh ib it 9 )

- d iscounted cash f low  analyses

- public m a rke t  da ta  fo r  certain refining and market ing  compan ies

• compa rab le  acquisition t ransactions
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•  Ex t rac t ion  Bus inesses and Chem ica ls and Industr ia l P roduc ts

•  d iscounted cash f l ow  ana lyses

-  pub lic i- 'arket va lu a t ion s  o f  comparab le  compan ies

•  c om pa rab le  acquis ition transac tions

-  va lues po tent ia l ly  achievab le in leveraged buyout t ransac t ion s
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SNOWINDEXED STOCK PRICE HISTORY RELATIVE TO A COMPOSITE OF SELECTED MAJOR OIL COMPANIES. THE SAP 400 AND THE WTI CRUDE SPOT PRICE 
I cOUPOSTt E : AMOCO. AKCO, SUN AND UNOCAL I
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TOTAL SHARES TRADED: 335,210.8000
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COMPARISON1 OF SELECTED OIL AND GAS COMPANIES
SUMMARY

SNOW AMOCO ATLANTIC SUN CO UNOCALCORP RICHFIELDCO INC CORP

Capitalization ($MM1
Aggregate Values (MM) 09/30/86 ,!?/?1/*6 . 12/31/86 09/30/86

Short-Term Debt $ 29S.P $ 410.0 $ 1.746.0 $ 869.0 $ 9S.0Long-Term Dtbl 4.048.0 3.320.0 6.969.0 1.626.0 5,382.0Ptefa'red Slock 0.0 0.0 7.0 1.0 0.0Common Equity 7.152.0 11.324.0 5.257.0 5.797.0 1.659.0
Toll) Capitalization tll.495.0 $15,054.0 $13,974.0 $7,788.0 $7,136.0
Cash & Equivalents 917.0 441.0 2.397.0 1.951.0 380.0Deferred Taxes 2.027.0 . 3.997.0 3.562.0 2.063.0 1.688.0

• Book Value (t/Share) $30.47 $44.05 $28.85 $49.14 $14.26
Perccntagea ,

1-3%Short-Term Debl 2.6% 2.7% 17.5% 11.2%Long-Term Debt Preferred Stock 35.2 22.1 49.9 20.9 75.40.0 0.0 0.0 0.0 0.0Common Equity 67-7 75-7 37,6 68.0 73,7
Total Capitalization 100.0% 100.0% 100.0% 100.0% 100.0%

Market Data 03/23/87 03/23/87 03/23/87 03/23/87 03/23/87
Market Capitalizatior (MM) $15,606.6 $21,579.5 $14,001.1 $7,257.1 $4,259.7Price Per Share $ 66.50 $ 83.88 $ 78.88 $ 67.38 $ 36.63
Price Ranee (Latest 12 Months) $66.75 $79.88 $67.50 $37.00High $84.00Low 40.25 54.50 45.25 44.13 15.63
Common Shares Outstanding (Ml 234.685.0 257,282.0 177.510.0 107.712.0 116.305.0Dividend $2.80 $3.30 $4.00 $3.00 $1.00Dividend Yield 4.2% 3.9% 5.1% 4.5% 2.7%

latest Fiscal Year 12/31/85 17/31/86 17/31/86 12/31/85 17/31/85
Oper Income: Aggregate (MM) $3,333.0 $1,588.0 $1,303.0 $1,062.0 $1,133.0Per Cjmmon Share $ 14.18 $ 6.18 $ 7.15 $ 9.54 $ 8.22Net Income: Aggregate (MM) Per Common Snare $1,322.0 $ 747.0 $ 615.0 $ 802.0 t 325.0$ 5.63 $ 2.91 $ 3.38 $ 7.20 $ 2.36Cash Flow: Aggregate (MM) Per Common Share $3,571.0 $3,369.0 $3,550.0 $1,753.0 $1,836.0$ 15.20 $ 13.10 $ 19.48 $ 15.79 $ 13.32Market Prlcc/Oper Income 4.7X 13.6X 11.0X 7.0X 4.5XMarket Prlce/Net Income 11.8X 28.9X 23.4X 9.4X 1S.5XMarket Price/Cash Flow 4.4X 6.4X 4.OX 4.3X 2.7XMarket Price/Book Value 1.9X 1.9X 2.7X 1.4X 3.1X

Latest 12 Months 09/30/86 12/31/86 17/31/86 09/30/86 09/30/86
Oper Income: Aggregate (MM) Per Common Share $ 932.0 $ 3.97 $1,588.0 $ 6.18 $1,303.0 $ 7.15 $ 844.0 $ 7.84 $ 666.0 i 5.73Net Income: Aggregate (MM) Per Common Snare $1,225.0 $ 747.0 i 615.0 $ 753.0 1! # 0 I$ 5.22 $ 2.91 $ 3.33 $ 6.99 $ 0.07Cash Flow: Aggregate (MM) Per Common Share $3,451.0 $3,369.0 $3,550.0 $1,325.0 $1,564.0

$ 14.10 $ 13.10 $ 19.48 $ 12.30 $ 13.45Market Prlce/Oper Income 16.7X 13.6X 11.0X 8.6X 6.4XMarket Price/Net Income 12.7X 28.9X 23.4X 9.6X (532.5X)
Maiket Price/Cash Flow 4.5X 6.4X 4.0X 5.5X 2.7X
Market Price/Book Value 2.2X 1.9X 2.7X 1.4X 2.6X

Accounting Method SE SE SE SE SE
Worldwide Reserves (Ceo. Dial.) 17/31/85 17/31/86 12/31/85 12/31/85 12/31/85

United Slates 100.0% 05.4% 97.1% 82.1% 75.7%Canada 0.0 10.9 0.0 7.9 0.0North Sea & Europe 0.0 6.7 0.0 0.0 2.3Other 0.0 16.9 7.9 9.9 71 ft
Total 100.0% 100.0% 100.0% 100.0%
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COMPARISON* OF SELECTED OIL AND GAS COMPANIES
SUMMARY

f ;
C£

SNCW AMOCO ATLANTIC SUN CO UNOCALCORP RICHFIELDCO INC CORP

Capitalization (1MM)
Aggregate Valuta (MM) 09/20/86 17/31/86 17/31/86 09/iP/,86_ 09/30/86

Short-Term Debt 8 295.0 1 410.0 1 1.746.0 1 869.0 1 95.0
Long-Term Debl 1.048.0 3.320.0 6.969.0 1.626.0 5.382.0
Preferred Stock 0.0 0.0 2.0 1.0 0.0
Common Equity 7.152.0 11.324.0 5.257.0 5.292.0 1.659 0
Total Capitalization t l  1.495.0 $15,054.0 113.974.0 17.788.0 $7,136.0
Cash le Equivalents 917.0 441.0 2.397.0 1.951.0 380.0Deterred Taxes 2.027.0 . 3.997.0 3.562.0 2.063.0 1.688.0

• Book Valut (1/Share) 130.47 144.05 128.85 149.14 114.26
Peecentagca r '

1.3%Short-Term Debl 2.6% 2.7% 17 5% 11.2%Long-Term Debt Preferred Stock 35.2 12.1 49.9 20.9 75.4
0.0 0.0 0.0 0.0 0.0

Common Equity 6?,?.. .75,7 37.6 63,0 _ 23.7
Total Capitalization 100.0% 100.0% 100.0% 100.0% 100.0%

Market Data 03/23/87 03/23/87 03/23/87 03/23/87 03/23/87
Market Capitalization (MM) 115.606.6 121.579.5 114.001.1 17.257.1 14.259.7
Price Per Share 1 66.50 1 83.88 1 78.83 1 67.38 1 36.63
Price Range (Latest 12 Months) 166.75 184.00 179.88 167.50 137.00Highlow 40.25 54.50 45.75 44.13 15.63
Common Shares Outstanding (M) 234.685.0 257.282.0 177.510.0 107.712.0 116.305.0
Dividend 12.80 13.30 14.00 13.00 11.00
Dividend Yield 4.2% 3.9% 5.1% 4.5% 2.7%

Latest Fiscal Year 17/31/85 12/31/86 17/31/86 17/31/85 17/31/85 ..
Oper Income: Aggregate (MM) 13.333.0 11.588.0 11.303.0 11.062.0 11.133.0

Per Cammon Share 1 14.18 1 6.18 1 7.15 1 9.54 1 8.22
Net Income: Aggregate (MM) Per Common Snare 11.322.0 1 S.63 1 717.0 1 2.91 1 615.0 1 3.38 1 802.0 1 7.20 i  325.0 i  2.36
Cash Flow: Aggregate (MM) Per Common Share 13.571.0 13.369.0 13.550.0 11.758.0 11.836.0

1 15.20 1 13.10 1 19.48 1 15.79 1 13.32Market Prlcc/Oper Income 4.7X 13.6X 11.0X 7.0X 4.SX
Market Price/Net Income 11.8X 28.9X 23.4X 9.4X 1S.SX
Market Price/Cash Flow 4.4X 6.4X 4.0X 4.3X 2.7X
Market Price/Book Value 1.9X S.9X 2.7X 1.4X 3.1X

Latest 12 Months 09/30/86 12/31/86 12/31/86 09/30/86 09/30/86
Oper Income: Aggregate (MM) Per Common Share 1 932.0 1 3.97 11.588.0 1 b.18 11.303.0 1 7.15 1 844.0 1 7.84 1 666.0 1 5.73
Net Income: Aggregate (MM) Per Common Share 11.225.0 1 5.22 1 747.0 1 7.91 1 615.0 1 3.38 1 753.0 1 6.99 [i o#d?i
Cash Flow: Aggregate (MM) Per Common Share 13.451.0 1 14.70 13.369.0 1 13.10 13.550.0 1 19.48 11.325.0 1 17.30 11.564.0 1 13.45
Market Price/Oper Income 16.7X 13.6X 11.0X 8.6X 6.4X
Market Price/Net Income 12.7 X 28.9X 23.4X 9.6X (537-5X)
Market Price/Cash Flow 4.5X 6.4X 4.OX 5.5X 2.7X
Market Price/Book Value 7.2 X I.9X 2.7X 1.4X 7.6X

Accounting Method SE SE SE SE SE
Worldwide Reserves (Geo. Dlst.) 17/31/85 12/31/86 12/31/85 12/31/85 12/31/85

United States 100.0'/, 65.4% 97.1% 82.1% 75.7%
Canada 0.0 10.9 0.0 7.9 0.0
North Sea & Europe 0.0 6.7 0.0 0.0 2.3
Other 0.0 16.9 7.9 9.9 27.0
Total 100.0% 100.0% 100.0% 100.0% 100.0%



COMPARISON OF SELECTED OIL AND GAS COMPANIES
SUMMARY

SNOW AMOCO ATLANTIC SUN CO UNOCALCORP RICHFIELDCO INC CORP
PfftVftf fUitrvti n i iu n 12 M M 12/21/1} 1 2 / U / l i _ 1 2 / J l /« _OH (MM BN) 2.F47.1 2.424.0 2.931.0 141.0 117.0% NEB 74.6% 55.1% 76.1 % 61.1% 53.4%% Developed 73.1% 93.1% 70.4% 74.1% 79.0%Git (Bel) 7.219.0 15.3/5.0 7.065.0 3.174.0 6.119.0% NEB 25.4% S S 23.2 % 31.9% 26.6%% Developed 7.5% 70.7% 73.1% 46.4%Tout Proved Reserves (MM)(8/i NEB) ' % Change from Last Y«ir (10/1 NEB% Change liom Last Year

3.550.2 . 4.345.4 . 3.114.1 1.244.1 1,440.4J5.9% 3.3.9.7 J6.»%3.261.5 121.0%)3.637.5 J7.2%|1.165.4 2.1%1.505.9(••<%) . (7.5%) (11.3%) (2.5%) 2J%
tii i f lt i i iaOil (MM Bbl) 242.1 294.0 240.0 12.0 101.0% NEB 94.1% 70.1% 71.3% • 70.1% 66.4VGit J8clJ % NEB 49.7 1.004.0 576.0 270.0 405.0 “3.2% 29.9% 21.7% 29.2% 33.4%Total Production (MM) 151.6[3/1 NEB)ft Chinee from 1 ast Year (lO/l NEB

271.0 419.5 332.0 115.113.3% 13.7%) 0.1% (5.0%) 3.1%244.1 344.4 317.4 109.0 141.5% Change Irom last Year 13.3% 13.1%) 0.0% t« % l 4.1%
Reeerve life Data (Ycerel 1Oil 10.1 1.2 11.3 10.3 1.1Gat » 103.6 15.3 12J 11.1 15.J(8/1 NEB] 13.1 10.4 11.5 10.1 11.0j l6 / l NEB) 12.5 10.0 11.5 10.7 10.6
&9intii_AY£Jta!tf_£rkt JLilctL.fiCiJfii 23.31f per Bbl (Oil) 21.74 14.61 19.96 25.70s per Mcf (Gat) 1.74 2.23 2.52 2.47 2.21Market Volut Ritloi

Market Cap/Tot Prvd Ret. (t/NEB) Sid Measure of Prvd Ret. (MM) 4.40 I 9.100.0 4.97412.191.0 3.67417.100.0 5.1345.041.0 2.57 4 6.461.0Market Cap/Sld. Meature of Res. Adjusted Net Worth (FY End (MM) 171.5% 177.0% 115.7% 144.0% , 65.9% j111.949.0 412.347 - 4 1.171.0 46.310.3 N/AMarket Cap/Adjusted Net Worth Pre-Tat Disc. FNR (SEC #) (MM) 130.6% 174.1% 171.1% 114.5% N/A415.909.9 411.171.5 421.625.5 49.039.0 411.691.2Market Cap/SEC Number 91.1% 111.1% 64.7% 10.3%SEC % Chance from Lift Year's 113.2%) (46.4%) 0.7% (1.0%) 6J%
Herold Report Valuation 12/31/15 12/31/15 12/31/15 12/31/15 12/31/15

Asset Value (MM) (Herold) Market Cap/Asset val (Herold) 10.629.0146.1% 23.592.091.5% 17.214.0114.6% 1.174.011.1% 4.957.015.9%
Debt Ratlea llateal FIs. Yr.)Pvd. Rcscrvet/iM of Total Cebt(8/1 NEB] 951.2 1.165.1 437.7 451.3 241.3Jl6/1 NEB) 909.5 1.062.1 417.4 429.1 261.4SEC Number/Total Debt 4.3X 4.9X 7.5X 3.3X 2.0XStd. Measure of Reserves/Total Debt 2.5X 3.3X 1.4X MX 1.1XLong-Term Debt/Adjusted Net Worth Total Debt/Adjusted Net Worth 27.7%31.0% 26.9% 30.2 % 90.3%

15.3%106.7% 29 0% 42.9 % N/AN/ACash Flow/Total Debt 96.4% 40.7% 64.7% 31.9%Average Cost of Debt |latest 12 Mos.) 7.10 11.93 7.90 5.20 10.50Current Credit Ratings (S&P/Mdy/D&P) AA/AI/5 AAA/An/1 AA/A2/7 AA/A<3/6 BBB/BJJ3/9
Demeallc Exploration Information

Latest Fiscal Year E&D Costs (MM) as a % ol Latest Year's Cash Flow 11.6050 41.491.0 47.746.0 4711.0 4619.044.9% 44.3% 63.3% 40.1% 37.5%3 Year Domestic Reserve Additions 632.4 616.3 N/A 247.1 250.1as a % of Domestic Production 65.4% 90.4% N/A 76.7% 11.1%3 Year Ay*. Domestic Finding Costs 1 7.37 4 9.16 N/A 4 1.77 1 6.19Latest Year Domestic Finding Costs 4 37.30 4 17.46 N/A 6 7.04 i  *.i3Herold Report Domestic Finding Costs 4 1.57 4 1.20 4 6.59 4 7.75 1 1.06Latest Year NEBs added/NEBs prod. 15.9% 39.2% N/A 101.1% 13.0%Domestic Net Undeveloped Acreage (M) 4.217.0 16.273.0 15.366.0 4.672.0 3.262.0



COMPARISON OF SELECT'D OIL AND GAS COMPANIES COMPANY RANKING• NOW Mlfk Vato< Fm CMIfMltl I* T4W RtfHl Low VoFoo Foo Compooloo to TMo Ropool Midlaa Fm CMxfMka U TkU PU*«t Maaw Faa CffHfialaa la Tkla Ra*aal SNOWHawkA|pj|il« ViIrii (MM) Skart Turn 0*M *•/)•/SI 1 111.* 11.141* IIS* Hill 140)0 2laag Turn DiM 4,141.1 *•«•• 1.124 • <011 • 4.2100 3Piafanad Slack I.* 2* • • • • 01 3Ctnm* E*aMy 7.112.1 . 11.124* t.CSI • 5.202 • • 1)10 2Talal CapkiKjatUa *11,411.* tIS.Ml • 17.134 • III 1051 011.000 4 3Cask 4 Eqafvakata 117.* 2.147* 111* 9171 1.217.2 JOifintd Taiaa i.tir.t 1.447 • 1.41* * 2.1111 2.117 4 2Saak Vake (t/Skaia) 111.47 till *14) 139 5 1)3 4 3PaactnlafaaSkart-Taim Dakt (%) laaf-Tum Dakt 1%) MX **.»% . 11% 21% 11% 211.2 714 2** IS 2 <0 7 3Prcfcittft Slack |%) *.* • • • • la 99 J ,Cammaa EqaNv (%J ♦1.2 112 2)2 12 2 53) 3Talal CapkilniW* !•*.*% 14* 0% l*o*% |M 8% 196 1% 1MkLiI Did .. ..Mtlktl C>»N)Ullll<a IV \i| tlllllll_*31.4*1.4 (21.174 S *4 25* 7 014.001 1 112.540 1OhWt.J »kM 4.2% SIX 2 7% 12% 4 1% 3llllll Flacwl Y«ffNtl Op«f tacaTM A||i(|l(t |MIM) ninm*3.131.* 11.111* 11.442 • 11.301 • ii.iiii 1Tar Canvm* Skate * 14.1* I 111* 1 4 11 I 122 ! ,#5 1Htl lacama A||ft«alc (MM) P«i Camrwa Ska*a *1.122.* 11.122* | 125* i 747 0 ft 747 2 IIt 1.11 1 12* * 234 1 331 9 4 20 2Caik Flaw Ag|i(jala (MM) *1,171.* *1.171 * 11.751 * 13.310 0 12.1118 1Pt» Cammoa Skaia 1 11.2* 1 14 41 1 1)11 1 IS 20 1 15 31 3M»iktt Pika/Of** lacama 4.7X 11IX ISX 7 OX 8 2X 4Maifctl Pika/Ncl iacamt 11.*X 21IX 4 IX ISSX 17IX 4MtiVtl Pika/Caik Flaw 4.IX • IX 2 IX 1 3X 4 4X 2Maikti Pika/Baok Valaa MX UX 1 IX 1 OX 2 2A 3Llllll 12 MtnlVi _till Op«i lacama Af|icfala (MM) ii/jiai— * 112.1 11.5110 * III* 1 0320 If Oil 1 3far Cammoa Skirt t 1.17 1 III i 3*7 ft 118 8 117 ftNil lacoma. Afgicfita (MM) Pll Cammoa Sairt *1,221.1 91.225 0 if "1 I 747 • ft till t1 1.11 t II* i 4 01 1 3 31 ft 311 2Cask Flaw: A||rciala (MM) *1.411.* 11 5501 *1.325 1 13.310 0 12151 ) 2Pn Cammaa bkua f 14.7* * III* 1 12 31 1 13 45 ft 14 SI 2MaiVat Piki/0|wi lacama 1I.7X 117X 1IX II OX IJIX 2Maikti Pikt/Nct lacama 12.7X 21IX (512 5X| 12 7X (01 IX) 3Mukit Ptkc/Caik Flaw 4.IX 1IX 2 7X 4 SX 4 IX 3Miikct Pika/Oaak Vataa 2.IX 2. IX 1 IX 2 2X 2 2X 3ttfolfatf! EimiltJfftfi. BlllJUaked Stalls 12/21/0...110.1% 100 4% 15 1% 12 1% •3 1% 1Caasda *.* III • I • a 31 3Naiik Saa £ Eaian *.* i r VO • • 11 3Olkii *.* 221 1* 00 II 4 STalil 100.4% 104 0% 104 0% 100 0% 100 0% 1Pimft *«•«*!• ON [MM Bbl) 12/2.1/0_2.C47.I 2.4111 III* 2.424 • 1.017 1 2% NEB 74.1% 74 1% 511% itl% IS 7% 2% OtaalaraJ 71.1% 1)1% 1* 45 74 1% 771% 4Cas (Cell 7,11*.* 11.171* 1.174* 7.0IS 0 7.104 < 2% NtB 25.4% 44 4% 23 1% 310% 34 3% 4% OiYikfxd 7.5% •12% 7.5% 70 7% 111% ftTalal Piavad Ructvcs (MM)II/I IICO)% Ckangc fiam Last Yaariio/i NEoi7* Change fiam Iasi Yaai 1.III.2 4.145 4 1.244 1 3.550 2 2.02) 1 3jl.l%| 2 1% 121 *%| (5 0%) II1%) 31.111.7 llil 1 1,115 1 3.310 7 2.721 1 J(‘•‘XI 21% !*• 3%) (1 «%l 1**%) 3PraCuctlan ON [MM Obi) 212.1 2110 12 • 210 • 100 0 2% NEB •1.1% II1% II1% 701% 715% 1Gas (Bel) % NED *1.7 1 0010 II 7 405 9 414 01.2% 31 4% 2 2% 20 2% 23 5% ftTalal Piadatlloa (MM)[I/I NED| 271.* 4115 list 271 ft 2510 37* Ckante fiam Iasi Ytai 11.1% 111% IS 8%) 0 1% 17% 1 /IIO/I flfcb) 241.1 111 1 10* 0 219 3 24147# Lkange fiam latl Yrai tl.1% 1)1% M 3%) 0 0% 10% * J
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PROJECT WINTER

ImpRed Vacation af Snow Band on 
Traaeacllowi Malllplte from Set t le d  0>l and Gee T n m id lom  (a) 

(Dollars In mlttloes except per there amounts)

Texaco/
Getty

Closing Dale
Snow Ne! Income • *499 (cj 
Multiple of Net Income 

Snow - Her Share
Snow Cash flow • 42.328 (d) 
Multiple of Funds flow 

Snow - Per Share
Snow Eit. PV or FNR (SEC) • 
Pilct/SEC Value

Snow • Per Share
Snow Herold Value (S/66) ■ I l f , .629 
Premium over Herold Value .

Snow - Per Share
Snow BOE • 2.510 MM38L (I) 
Consideration Per Barrel 

Snow • Per Share
Snow Long term Debl • *3.276 
Consideration plus LTD per Barrel of 

Oil Equivalent 
Snow ■ Per Share

West Texas Intermediate Price on 
Closing Date (g)

Average of Implied Valuet
Average of All Implied Values 
Median of All Implied Valuee

Dupont/
Conoco

*4.290 (e)

D.S 3te*7 
Marathon

Occidental/ 
Cities Servlet

Chevron/
Gulf

MobU/
Superior

Phltlpa/GAO 
Co. of TX

8/81 3/82 12/87 3/83 2/84 5/84 9/84 /85

8.8x 18.0x 16.5x 20.6x 14.9* 13.6x 23.7x 11.4x
*18.58 *37.74 334.57 *43.14 *31.34 *28.55 *49.69 *23.86

4.8x 7.5x 4.2x 1 5.2x 5.8x S.Ox 7.1x Six
*47.20 17359 141.27 *51.33 *56.76 *48.52 *69.04 *50.25

l.Ox 0.8x 0.9x l.Ox 1.1k l . lx l.Ox 0«x
*17.43 *14.45 *15.66 *17.83 *20.28 *19.02 *20.28 * is . i ;

(43.3)% (48.6)% (46.2)% (15.4)% (16.4)% (37.5)% 12-3)% (12.9)%
*25.35 *22.95 *24.04 *37.81 *37.36 *30.18 *43.65 *38.92

*3.71 *3.55 (4.94 *6.63 *4.22 14.45 15.62 *5.26439:18 (37.49 452.19 (69.99 *44.50 *47.00 *59.37 *55.72

*4.68 *4.59 *6.48 *6.63 *4.69 *5.22 *6.72 *6.54*35.61 *34 66 *54.61 *56.19 *35.72 *41.31 *57.14 *55 24

*35.00 *35.10 *33.50 . *30.00 *30.00 $30.00 ro .o o *77.50
*30.53 *36.81 *37.06 *46.05 *37.66 *25.76 *49.16 *30.16
*39.20
137.36(h)

(a) Per share amounts based on 237.863.359 lull/ diluted shares as of 12/31/86.
jbj Acquisition ol minority interest ol 30 5%. Multiples are calculated using aggregate consideration for the entire company derived from the price per share of 158 paid lor the minority interest.
(c) from 1986 Snow Annual Report.
(d) Defined as net income from continuing operations plus non cash charges as reported in Snow's 1987 Operating Plan.
(ej From 1986 Snow Annual Report calculated using year end 1986 oil and gas prices.
(I) Snow's proved reserves as ol 12/31/86. excluding Alaskan natural gas. Other natural gas converted to crude oil on basis of 6 Md = 1 barrel.
(g) The current price ol West Texas Intermediate etude is approximately 418.50 per barrel.
(h) Average ol the two mid-sample values.
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PROJECT WINTER

T h e  f o l l o w in g  tab le  p ro v id e s  a ran ge  o f  e s t im a te d  p o t e n t i a l  v a lu e s  f o r  S n ow  in the  
a cqu is i t ion  m a rk e t  derived by va lu ing the principa l a sse ts  o f  S n ow  w ith  m e th od o log ie s  
a nd  a s sum p t io n s  which we believe wou ld  be used by po ten t ia l  a cqu i ro r s  under cu r ren t  
m a rke t  condit ions . T h e  va luation assumes a purchase o f  all o f  the  ou ts tand ing shares o f  
S n ow  by a purchaser which does no t subsequently e lect to  a l loca te  its pu rchase  price to  
the  asse ts  o f  Snow  in o rder to  increase the deprec iab le  o r  d ep le tab le  tax  bases o f  such 
a s s e t s .  T h e  p u rc h a se r  fo r e g o e s  any tax  b ene f i ts  f r o m  such  a w r i te u p  and a s su m e s  
c a r r y o v e r  tax  bases in the a sse ts .  Neither the pu rch . se r  n o r  S n o w  w ou ld  in cu r any 
c o r p o r a t e  leve l c ap i ta l  g a ins  o r  r e c a p tu r e  t a x e s  in s u c h  a t r a n s a c t i o n .  B a s e d  on  
in fo rm a t ion  availab le to  us. we believe that under the  p rov is ion s  o f  the T a x  R e fo rm  Act 
o f  1 9 86 ,  the corporate  level taxes payable upon any w ri te -up  w ou ld  exceed the increases 
in va lue arising there from .

In addition to  reviewing publicly availab le in fo rm a t ion  regard ing  S n ow  in the p repa ra t ion  
o f  our va luat ion , we rev iewed certa in  non-pub l ic  in fo rm a t io n  rega rd ing  S n ow  which was 
supp lied to  us by B lizzard . Suc li non-public in fo rmation included certain internal p lanning 
d o cum en ts ,  m em o randa  and financ ia l fo re cas ts  p re p a re d  by th e  m an a g em e n t  o f  S n ow  
regard ing its business operations .

T h e  v a lu a t i o n  o f  S n o w 's  o i l  and gas  a s s e t s  w as  p re p a re d  u s in g  c e r t a in  in fo rm a t io n  
supplied to  us by B lizzard including estimates o f  fu tu re  oil and gas p roduc tion , ope ra t ing  
c os ts ,  capita l expenditures, fo r fu ture deve lopment, a b an donm en t  c o s t s ,  ro y a l ty  c o s ts  and 
federa l , s ta te  and local taxes. For purposes o f  ou r v a lu a t io n ,  we have re lied upcn such 
i n f o rm a t i o n .  B l i z z a rd  req u e s te d  th a t  we u se  o u r  i n d e p e n d e n t  j u d g m e n t  a s  t o  th e  
app rop r ia te  oil and gas price scenario fo r ou r va lua t ion . T h e  o il and gas price scena r io  
used in connection with ou r va luation is based on ou r  current a sse ssmen t o f  a ssumption s  
being used by p rospec t ive  p u r c h a s e s  o f  oil and gas rese rves  in th e  acqu is it ion  m a rk e t .  
A $1 per barre l inc rease  o r decrease in ou r oil price a ssum p t ion  fo r  such scena r io  has 
the  effect o f  increasing or decreasing the value o f  Snow 's  proved oil and gas rese rves by 
an am oun t equiva lent t o  approx imate ly  $4 per share.

Fo r  purposes o f  valu ing S n ow ’s interest in the T ran s  A la ska  P ipe l ine  S y s tem  ( “ T A P S " ) ,  
we have made the a ssum p t ion  th a t  T A P S  is ope ra ted  as a p ro f i t  cen te r  and any tai i f f 
pa id by Sn ow  to  t r an sp o r t  o i l  th rough  T A P S  is deduc ted  as an o p e ra t ing  c o s t  in o u r  
v a lu a t io n  o f  its oil and gas rese rves and in c luded  as  in c om e  f o r  p u rp o s e s  o f  va lu in g  
T A P S .



PROJECT WINTER ,

Range of Estimated Values 
(Dollars in millions)

L o w H ig h

Oil and Gas Exp lo ra t ion and P roduc tion  (a )  (b ) 5 7 . 1 5 0 5 9 .1 5 0

P ipe l ine In terests (c ) 2 . 3 0 0 2 . 5 0 0

Refin ing Si M arke t ing 2 . 1 0 0 2 . 6 0 0

Extract ive  Bus inesses 1 . 2 0 0 1 . 3 5 0

Chem ica ls and Industr ia l P roduc ts 4 0 0 5 0 0

E st im ated  Proceeds from A sse t Sa les 3 0 0 4 0 0
Cu rren t ly  in P rog ress (d )

O the r  (e )
Net D eb t  Po s it ion  ( f )

( 9 5 4 )
( 3 . 2 1 7 ) pEJl

T o ta l  Va lue S 9 .2 7 9 5 1 2 .5 2 9

Pe r  Sha re  (g ) 5 3 9 .0 1 S52 .6 7

{ a ]  B ased  on  an o i l price scena r io  which a ssum es  a W e s t  T e x a s  In te rm ed ia te  pr ice o f  
S17 per barre l in 1987 . 51 8  per barre l in 19 88  and 5 1 9  por barrel in 1989 . increas ing 
5 %  per y e a r  t h e r e a f t e r .  S ee  E xh ib i t  6  fo r  e s t im a t e d  p r e s e n t  v a lu e s  o f  p r o v e d  
re s e rv e s  a t v a r i o u s  d i s c o u n t  r a t e s ,  in c lu d e s  v a lu a t i o n  o f  p ro b a b le  r e s e rv e s  and 
unexp lored acreage. A lso  see Exh ibit 6 fo r  de ta i l  on  a s su m p t io n s  fo r  such rese rve s  
and acreage.

(b )  Lower 4 8  o f fsh o re  proved reserves ( fo r  which no es t im a te s  o f  oil and gas p roduc t ion ,  
o p e ra t in g  c o s t s ,  cap i ta l e xpend i tu re s  .'nd a b a n d o n m e n t  c o s t s  w e re  a v a i la b le  f r o m  
B liz za rd ) have no t been analyzed in the  i i m e  m ann e r  as the  o th e r  p roved rese rves . 
T h e  range  p resen ted  f o r  oil and gas rese rve s  in c ludes  an e s t im a ted  v a lu e  o f  S 1 5 0  
m il l ion fo r  the o f fsho re  Lower 4 8  reserves uti l iz ing a n a ly s e s  s im i la r  to  those  used in
va lu ing the  probab le reserves. In addit ion , the rese rve  va lu e s  have  been reduced by
5 1 0 0  m il l ion and 5125  mil l ion , respectively , for the e s t im a te d  p re sen t  va lue o f  fu tu re  
d ividends to  be paid on  pre fe rred s to c k  owned by B l i z z a rd  in a subs id ia ry  o f  S n ow  
(the  " N P R I  P re ferred S t o c k " ) ,  which d iv idends a re e f fe c t iv e ly  equa l to  a net p ro f i t s  
roya lty  in terest in certain A laskan production .

(c ) Includes Snow 's  in terest in T A P S .  K upa ruk  and who l ly -  and pa r t ia l ly -owned  p ipe l ines 
in the Lower 4 3  S ta tes .

!d) E st im ated  a fte r- tax  proceeds o f  asset sales provided by B lizza rd ,
e ) Capita lized cost o f  co rpo ra te  overhead not a l located to  the bus ine ss  segmen ts  va lued

separa te ly , reduced by the proceeds o f  a ssum ed  exe rc ise  o f  em p loy ee  s tock  o p t io n s .  
Year ly  overhead cost has been supplied by B lizzard .

( f )  Net debt rep resen ts  the  excess o f  a l l l iab i l i t ies  ove r a l l a s se ts  n o t  a l loca ted  to  the  
b u s in e s s  s e g m en t s  v a lu e d  s e p a ra t e ly  a b o v e .  Long  te rm  debt and c e r t a in  o t h e r  
liabilities were ad ju s ted  to  es t im a ted  p resen t va lue  f r o m  h is to r ic  book  va lue  in th is  
ca lcu la t ion .

(g ) B a sed  on 2 3 7 . 8 5 3 . 3 5 9  c om m on  sh a re s  and e q u iv a le n t s  a s  o f  1 2 / 3 1 / 3 6  ( a s s u m e s  
e x e r c i s e  o f  3 . 1 5 0 . 7 1 4  o p t i o n s  e x i s t i n g  a t  1 2 / 3 1 / 8 6  p lu s  t h e  c o m m o n  s h a r e  
equ iva lents associated w ith  the 1 .0 0 0  shares o f  special s tock  held by B lizza rd ) .
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E«timaU« of Additional Valtwi Potentially Achievable Through Various Corporate Restructuring Scanafloa (al 
(Dollar* In million*]

Publicly Traded Master Limited Partnership 
(Prudhoe Bay Field Interest Ca ly ) (b ) (c)

Potential Incruace 
In Value over 

High Range Endpoint

$800 • $ 1 ,400

Incremental 
Value 

Per Share

$3.36 - $5.89

Publicly Traded Leveraged Limited Partnership 
Recapitalization for Snow’ t Intereu'. in TAPS  (b ) 0  - 0 0 .00 - 0.00

Tax-Free Spinoff to Shareholders o f Refining & 
Marketing System (b) 100 - 600 0 .42 - 2.52

Potential Value o f  Unrealized Capital Loss (d) 510 - 680 2.14 - 2.86

Other (e ) ( f ) NA NA

TO TA L 111.410 - $2 ,680 $5.93 - $11.27

{a }  Potentia l increase is net o f  estimated corpo ra te  level taxes incurred, i f  any. as a result of
each transaction.

(b) There may be certain operating, financial and lega l/regu la tory  impediments to carrying out 
each o f these restructuring scenarios. See Exhibits 7. 8 and 9. respectively.

(c ) The range o f increased value fo r  the M L P  re f lects  on ly  the a l loca t ion  o f  taxes between
capital gains and ordinary income and assumes fu ll realization o f  the estimated $12.0 billion
trading value. If the trading value were to be less than $12 .0  b:,lion due to certain factors,
the range o f increased values would be lower t*>an those presented. See Exhibit 7 for further 
details.

(d ) Value is derived from the available offset to capital gains taxes incurred in fo rming the MLP 
on Prudhoe Bay or the leveraged limited partnership recapitalization for Snow's interest in 
T A PS . Amount o f gross unrealized capital loss has been provided by Blizzard.

(e ) Given the limited in fo rmation availab le to  us. we are unable to determine the potential
additional value, i f  any. which may be a ttr ibutab le  to ( i ) proceeds potentia l ly available to 
Snow on termination o f  the Snow employee benefit plans, ( i i ) the potentia l value of real
estate in excess o f  costs o f  relocation, ( i i i )  c la ims by Snow fo r  U .S . federal income tax
refunds for years ending prior to 1986, o r ( iv ) the potential value o f  certain recent oil and 
gas discoveries not otherwise addressed in our analysis o f  proved and probable reserves.

( f )  In light o f  insufficient in formation, the fo regoing analysis does not reflect the potential for 
material additional expense or liability in certain areas, including (i ) additional overhead costs: 
(ii) excess costs associated with repairs, d isposa ls  or abandonments in connection with the 
operation o f  natural resource businesses: ( i i i )  the pending redete rm inat ion o f  condensate 
reserves in Prudhoe Bay from the oil-derived category to the gas-derived category in which 
Snow has a significantly lower share: ( iv ) dri ll ing obligations not currently accrued: and (v) 
other contingent liabilities.
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Summary Present Value An«lvil« of 
After-tax ta«h Flow* frcm Proved Oil and Ga» Reecrve* 

(D o l la r*  in million*)

Nominal After Tax Rate of Return
n & r 8.0Vo 9 . 0 % 1 0 .0% 1 1 .0% 1 2 .0% 13.6V*

Prudhoe Bay $7,108 $6,618 $6 ,184 $5,799 $5,455 $5,148 $4,871

Other Alaska 788 718 654 597 545 497 454

Lower 48 Onshore (a ) 463 438 417 396 378 360 345

To ta l  (b ) $8.359 $7,774
~ f

$7 .255 $6.792 $6.378 $6.005 $5.670

i
(a )  Does not include any value for the Lower 48 offshore reserves, fo r which no estimates o f  oil and 

gas production, operating costs, capital expenditures and abandonment costs were available from 
B l iz za rd . Tiie range o f  values fo r oil and gas rese rves presented in Exhibit b includes an 
estimated value o f  $150  million fo r the Lower 48 o ffshore reserves utilizing analyses similar to 
those used in valuing the probable reserves. In addition, these values have not been reduced for 
the estimated present-value o f  the future dividends to be paid on the NPR I Preferred Stock. The
low and high values for oil and gas exploration and production in Exhibit 5 have been reduced by
$100  million and $125 million, respectively, for such present value.

(b ) We were unable to determine the impact of two factors on the present value of the after-tax cash 
flows from the proved oil and gas reserves:

1. When the tota l proved reserves, as reported to Blizzard by Snow, are compared to their
respective decline curves, as estimated by B l i z z a rd ,  to  p rov ide  a schedu le o f  fu tu re  
production, we noted that such reserves a re fu l ly  produced by the year 2010 . Normal 
reserve decline characteristics suggest that a pc.tion o f the oil and gas reserves would be
produced after 2010. In order to produce all reserves by 2010 . our analysis assumed that
the rate of production is higher than that for a more conventional reserve production profile. 
As a result, the present values in the table above are higher than those which would result 
if a portion o f  the reserves were produced in periods beyond the year 2010 . in accordance 
with normal reserve decline patterns.

2. We have been unable to estimate the amount or timing o f the utilization o f  the depletable
and depreciable tax bases for the reserves and associated equipment: accordingly, the present
values set forth above assume such tax bases are zero. T o  the extent such bases exist, 
such present values would increase by the present values o f  the reduction in taxes on oil 
and gas income arising from the depletion and depreciation deductions available in future 
years. In our analysis o f a Master Limited Partnership for Snow's interest i r  ;he Prudhoe 
Bay Field, we have assumed at Blizzard's direction an aggregate tax basis the reo f o f  $2 
billion. See Exhibit 7.

W e have made certain est imates o f  the effect o f  both fo rego ing uncertaintie: under various 
assumptions which indicate that the net effect on present values is probably minimal.
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Valuation Analysis of Probable Reserve* and Unexplored Acreage 
(Dottees la militant)

I. Probable Reserves

Prudhoe Bty

• Current recovery rat* of approximately

41 %  to 4 2 %  could b« increased to 5 2 %  in higher 

oil price environment

• Potentially 1 billion additional barrels net 

to Snow's interest

• Because of current oil economics, the 

current value may be minimal

Other Alaska

• Low recovery rates at lisbume may be improved, 

although only in higher oil price environment

• Probable reserves at Niakuk of up to 50 million 

barrels although not currently economic

• Endicott and Kuparuk may have additional resorve* 

although they have little present value

• Snow may have a potential advantage in bidding 

on acreage in the Alaskan National Wildlife Refuge, 

such area is allowed to be explored and developed. 

W e  havt estimated that such advantage has 

relatively little present value.

Lower 48 and Canada
• Mobile Bay has had recent additions and has 

indicated probables

• Anadarko Basin has substantial gas reserves 
of up to 200 bef

• New gas discovery relating to Canadian Hunter 

may have meaningful value.

Total for Probable Reserves

Estimated

Value

Low Hl«h 

$300 • $1,000

$100 $200

$200 $400

$600 • $1 .600

II. U n e x p l o r e d  A c r e a g e
Acreage

Estimated
Value

( T h o u s a n d s ) Low H igh

A laska 70 $25 • $50
Lower 48 • O n sho r e 1.090 40 • 90
Lower 48 • O ffsho re 370 J O  . H i

T o ta l  for Unexp lo red  Acreage 1.530 $125 - $275
a

T o t a l  fo r  P r o b a b l e  R e s e r v e s
a n d  U n e x p lo r e d  A c r e a g e $725 • $1.875
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Analytic o f Matter Limited Partnership o f Snow't 
Imereti in the Prudhoe Bay Field ~~

(Dollars in millions)

•  T h e  M a s te r  L im ited  P a r tn e rsh ip  ( " M L P " )  m a rk e t  fo r  o i l  and  gas p r o p e r t i e s  is 
p r im a r i ly  a y ie ld  o r i e n ’ cd m a rk e t  w i th  v a lu a t i o n  in such  m a rk e t  de r iv ed  as a 
f u n c t i o n  o f  th e  a m o u n t  o f  d i s t r i b u t a b l e  c a s h  f l o w  t h a t  is  p e rc e iv ed  t o  be 
susta inab le  over time, reserve lives, am oun ts  and types o f  rese rve s , f ind ing c o s ts ,  
leverage and other fa c to rs .  T he  P rudhoe  Bay Field ( " P r u d h o e  B a y " )  cu r ren t ly  is 
fo recast by B lizzard to  experience a significant decline in production ove r the next
five to  ten years and there fore  wil l p robab ly  genera te  a dec lin ing level o f  annua l
cash f low  in the  absence o f  substant ia l fu tu re  increases in the price o f  oil .

•  In the  c u r r e n t  e n v i r o n m e n t ,  t h o s e  o i l  a nd  g a s  M L P s  s im i l a r  to  a p o t e n t i a l  
P r u d h o e  B a y  M L P  g e n e ra l ly  t r ad e  in th e  pub l ic  m a r k e t  a t  c u r r e n t  y ie ld s  o f  
a p p r o x im a t e ly  7 %  to  1 6 % .  d i s c r e t i o n a r y  cash  f l ow  m u l t i p le s  o f  lO x  t o  1 2 x .  
ad justed va lues per barre l o f  oil e au iva len t  ( " B O E " )  o f  $ 6 . 0 0  to  $ 7 .5 0  and to ta l  
capita lization to  ad justed year end 1985  5E C  value ra t ios  o f  8 0 %  to  1 2 0 % .  See 
Tab les  I to  V fo r  addit iona l detai ls .

•  B ased  on  o u r  oil price scena r io  and p r o d u c t i o n  da ta  s upp l ie d  by B l i z z a rd ,  the
1 9 8 7  e s t im a ted  d is t r ibu tab le  cash f low  fo r  P ru d h o e  B a y  is a p p ro x im a te ly  $ 1 .3  
bill ion. The tab le be low summarizes po ten t ia l th e o r etica l cap ita l ized  va lues  fo r  a 
P rudhoe  B ay  M L P  based on th o se  m u lt ip le s  which we be lieve m os t  app rop r ia te  
fo r  such an M LP .

Valuation Criteria

E s t im a t e d
P r u d h o e P r u d h o e  B ay  Im p l i ed

Pub l i c  M L P  R a n e e B ay C ap i t a l i z e d  V a lu e
V a l u a t i o n  C r i t e r i a l o w  H l i h M L P  D a t a Low H i t h

Curren t  Yield (% ) 9%  11% $1,300 $11,818 $14,444
C a sh  Flow Mult ip les 9 11 1.300 11.700 14.300
Value per BOE 85.50 $7 00 2 .023(a ) 11.126 14.161
T o ta l  C ap i t a l i z a t i o n / 80% 100% $13.520(b) 10.816 13.520

Ad ju s ted  Year End 1985
SEC  Value

Im p l ied  
C a p i t a l i z e d  V a lu e

High $14,444
Mean 12.736
Median (c) 12.669
l o v /  10.816

(a) Mil lions ol barrels of oil equ iva len t af te r deduc t ing  barrels of oil a s s o c i a t e d  w i th  e x is t i n g  ro y a l ty
i n t e r e s t s .  F o r  c a s h  flow p u rp o s e s ,  h ow e v e r ,  r o y a l t y  is d e d u c t e d  a s  a n  e x p e n s e  r a t h e r  t h a n
a g a in s t  ac tu a l  ba rre ls .  No r th  Slope gas re se rves a re  no t  included.

(b) C a lc u l a t e d  a s s u m in g  t h a t  P r u d h o e  Bay  r e p r e s e n t s  a p p r o x im a te ly  8 5%  of 1985  y e a r  e n d  SE C
Value b a sed  on reserve barrels a nd  our va lu a t io n  of reserves .

(c) Ave rage  of th e  tw o  m id -samp le  values.
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•  T h e  f o l l ow in g  t a b le  s h ow s  im p l ie d  c ap i t a l i z e d  v a lu e s  f o r  an M L P  o f  S n o w ' s  
in terest in P rudhoe  Bay based on var ious su s ta in ab le  d i s t r ib u ta b le  cash  f l ow  and 
current yield a ssumptions , since the market 's  pe rcep t ion  o f  such  su s ta in a b le  leve l 
is meaningfu l .

Current Sustainable Distributable Cath Flow
Y ie ld i  9C6 $ 1,000 11 .10 6 i  1 . 2 6 6

9 % $ 10,000 $ 1 1 , 1 1 1 $ 12 ,222 $ 1 3 ,3 3 310 % 9 .0 0 0 10.000 1 1 .0 0 0 12.0001 1 % 8 .182 9 .091 10.000 1 0 .9 0 9

Analysis o f MLP Spinoff
•  A s p i n o f f  o f  M L P  u n i t s  t o  th e  s h a r e h o ld e r s  o f  S n o w  w o u ld  be a t a x a b l e  

t ransaction to  Snow . Consequent ly . Snow  would pay som e  combinat ion  o f  capita l 
gains and recapture taxes as if the asse ts  included in the M L P  had been so ld  to  
a third party . Assum ing an implied capitalized value o f  $ 1 2 . 0  bill ion fo r the M LP  
and a tax basis o f  S2 billidn fo r the assets contr ibuted to  the  M L P .  $ 1 0 .C b i l l ion 
o f  ga in w ou ld  be s u b je c t  t o  tax  a t  s o m e  c o m b in a t i o n  o f  c a p i t a l  g a in s  and  
o rd in a r y  in com e  ta x  r a t e s .  U s ing  1 9 8 7  c o r p o r a t e  c a p i t a l  g a in s  and  o rd in a r y  
in c om e  ta x  ra te s  o f  3 4 %  and . 4 0 % .  r e s p e c t i v e l y ,  t h e  t a x  l i a b i l i t y  w o u ld  be 
be tw een  $ 3 . 4  b i l l ion  and $ 4 . 0  b i l l io n .  T h e s e  t a x e s  p a y a b le  by S n o w  w o u ld  
reduce  th e  v a lu e  o f  th e  M L P  t o  S n o w  s h a r e h o ld e r s  t o  a r a n g e  o f  $ 8 . 0  t o  
$8.6 bill ion, which w ou ld  be app ro x im a te ly  $ 0 .8  to  $ 1 .4  b i l l ion  g rea te r  than ou r 
high end to ta l value fo r P rudhoe  Bay proved and probab le  reserves.

•  T h e  e ffec t o f  th e  P ru d h o e  B ay  d ec l in e  cu rve  on  a n nu a l  d i s t r i b u t a b le  c a sh  to  
unitho lders may cause investors to  require a higher current y ie ld than  is the  case 
with o ther s im i la r M L P s .  which w ou ld  in tu rn  low e r  the  a c tu a l m a rk e t  va lue  o f  
the P rudhoe  Bay M LP .  T o  the ex ten t the ac tua l v a lu a t io n  was lowe r than  the 
im p l i e d  c a p i t a l i z e d  va iu r ; o f  $ 1 2 . 0  b i l l i o n ,  t h e  a f t e r  t a x  v a lu e  t o  S n o w ' s  
shareho lders  a lso  wou ld be lower.

•  S in ca  t a x  e x em p t  s h a r e h o ld e r s  o f  S n o w  m ay  n o t  w is h  t o  h o ld  M L P  u n i t s  
distr ibuted to  them because  o f  tax  f i l ing  requ irem en ts  and because  ho ld ing  such 
un its  cou ld  c rea te  un re la ted  bus iness t a x a b le  in c om e ,  a s u b s t a n t i a l  a m o u n t  o f  
se l l ing p ressu re  by such in s t i tu t io n s  cou ld  reduce the  m a rk e t  va lue  o f  the  M L P  
f o r  s om e  p e r io d  o f  t im e .  I n s t i t u t i o n s  h o ld  a p p r o x im a t e l y  2 3 . 3 %  o f  t h e  
o u t s t a n d in g  sh a re s  o f  S n o w .  A s s u m in g  8 0 %  o f  t h o s e  i n s t i t u t i o n s  a re  t a x  
exem p t , a pp rox im a te ly  1 8 . 6 %  o f  the  va lue  o f  the  M L P  o r  $ 2 . 2  b i l l i o n  o f  M L P  
un its  cou ld  be fo r  sa le  in the  m a rk e t  s h o r t l y  a f t e r  c re a t i o n  o f  th e  M l  P .  In 
add it ion , sh a reho ld e rs  o th e r  than ta x -e x em p t  in s t i t u t i o n s  m ay  se l l  u n i t s  wh ich  
wou ld  contr ibute to  the sho r t- te rm  downward pressure on the market va lue o f  the  
M L P .  Th is sel ling pressure by insti tu t ions and others  may  drive the va lue o f  the 
M LP  down by as much as 1 0 %  to 1 5 %  unti l such t im e as the un its  cou ld  be 
abso rbed  by o th e r  in ve s to rs .  It is unc lear how much m a rk e t  d emand  ex is ts  to 
absorb  this amount o f  sel ling pressure w ithou t an increase in yield.

•  In add it ion , the t o ta l  m a rk e t  c ap i ta l i z a t ion  o f  the  P r u d h o e  B a y  M L P  in pub l ic  
hands fo l low ing a sp ino f f to  shareho lders wou ld be several times greater than that 
o f  any o ther existing M LP . which may  cause the P ru d h oe  Bay  M L P  to  t rade  at 
s om e  m ode s t  d iscoun t to  theo re t ic a l va lue  fo r a su s ta in ed  per iod o f  t im e . W e



a re  a s s u m in g  f o r  p u rp o s e s  o f  th is  a n a ly s i s  t h a t  e s s e n t i a l l y  n o  su c h  d i s c o u n t  
w ou ld  ex is t  and th a t  S n o w  sh a reh o ld e rs  cou ld  se l l M L P  un its  in the  m a rk e t  at 
their p ro  rata  share o f  theore t ica l value.

•  F i n a l l y ,  w h i l e  t h e  c r e a t i o n  and  s p i n o f f  o f  t h e  P r u d h o e  B a y  M L P  t o  S n o w
shareho lde rs  may  be an op t ion  open to  Snow , the re  is n o  a s su ra n c e  th a t  such a 
s tep  w ou ld  be ?. v iab le  o r  a t t r a c t i v e  a l t e r n a t i v e  t o  a p r o s p e c t i v e  p u r c h a s e r  o f  
S n ow , including B l i z z a rd .  In add it ion , the re  m ay  be lega l o r  o th e r  im ped im en ts  
to  the fo rm a t ion  and d istr ibution o f  a P rudh oe  Bay  M L P .

•  W e  are ignoring, fo r  pu rposes o f  this ana ly s is ,  the  p o ten t ia l  tax  consequences  to
S n o w  s h a r e h o ld e r s  o f  th e  r e c e ip t  o f  u n i t s  in th e  P r u d h o e  B a y  M L P  in th e  
sp ino f f .

Analysis of an Initial Public Offering of a Prudhoe Bay MLP

a A n o th e r  a p p ro a c h  to  c re a t in g  v a lu e  t h r o u g h  an M L P  w o u ld  be f o r  S n o w  to  
con tr ibu te  its in terest in P rudhoe  Bay  to  an M L P  and th en  se l l a p o r t io n  o f  the 
M L P  in an initia l public offer ing. W e  believe init ia l pub lic  o f fe r in g  o f  M L P  units 
o f  at m os t  app rox im a te ly  3 5 0 0  m i l l ion  cou ld  be accom p l ish ed  in t o d a y 's  m a rk e t .  
Th is  approach wou ld  have the effect o f  estab lish ing a va lue fo r  S n ow 's  in terest in 
P rudh oe  Bay and wou ld  raise some am oun t o f  cash fo r  Snow .

•  Th is  is a lso  a taxab le  t ransac tion  to  Sn ow  to  the extent o f  the va lue rep resen ted  
by the  un its  s o ld .  A dd i t ion a l sa les  o f  un its  w ou ld  a ls o  g ene ra te  s im i la r  t a x e s .  
T h e  red is t r ib u t ion  p re s su re  in the  s p in o f f  s cena r io  w o u ld  n o t  be p re s e n t  in an 
in i t ia l  p ub l ic  o f f e r in g  b e cau se  th e  u n i t s  in t h e  M L P  w o u ld  be  s o ld  t o  new
in v e s t o r s .  H ow ev e r ,  o n ly  a sm a l l  p o r t i o n  o f  th e  t o t a l  M L P  v a lu e  c o u ld  be
rea lized in cash because o f  the limited size o f  the public o ffe r ing m a rk e t  fo r  M LP  
units .

•  An  in it ia l pub lic  o f f e r in g  o f  an M L P  h o ld in g  S n o w 's  in t e r e s t  in P r u d h o e  Bay  
w ou ld  benefit Snow  sha reho lde rs  on ly to  the extent th a t  the c reation o f  the  M LP  
and  S n o w ' s  m a j o r i t y  o w n e r s h ip  in th e  M L P  in c r e a s e d  S n o w ' s  s t o c k  p r ic e .  
E xper ience  in s im i la r  t r a n s a c t i o n s  d e m o n s t r a t e s  th a t  t h i s  is n o t  a gu a ra n te e d  
re su l t .  A lth ough  in s om e  c ase s  the  a n n o u n c em en t  o f  su ch  a t r a n s a c t i o n  has 
caused a t em po ra ry  m od e s t  increase  in the  p a ren t 's  s t o c k  price, the re  has been 
no  predictab le posit ive long -te rm  impact. W e  have a s sum ed  fo r  p u rp o se s  o f  this
a n a ly s is  th a t  un its  in the  M LP  re ta ined by S n ow  (o r  new un i ts )  w ou ld  not be
d is t r ib u ted  regu la r ly  t o  sh a reh o ld e rs  in th e  fu t u r e  in o rd e r  to  in c re a s e  S n o w ’ s 
effective com m on  stock dividend.
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Diamond Shamrock Offshore Partner! 
Enserch Exploration Partner! (o) 
Mesa Limited Partnership (c)
Sun Energy Partnership 
Union Exploration Partners

Table »■ Mailer limited Partnerships Cash Flow and Distributions 1986-87E 
(Dollars pee trail) :

11.70
1.30E
1.30
1.70
1.75

1JHE 18I7E

Dlitr ./ Estimated
Estimated implied

1087 Yield
Oiitr ./ Price as of Cash Flaw Based onCash Flow Distribution Cash Flow Cash Flowrfa) Distribution C««h Flaw 23-Msr»7 • Multiple Dlstribmlon

*2.SO (fixed) 
2.40 (fixed) 
2.00 
1 '’ S
l  ot (d)

165X
its
154
103
107

$1.55
1.15
oeo
!.oO.
1.30

12.80 (fixed 
1.20 (fixed 
2.00E 
2.00 
1.73 (d)

181%
104
250
125
96

<16.750
17.37S
16.75
19.50
20.00

lO.tx
15.1 
20.9
12.2 
11.1

16.7X
6.9
11.9 
lOJ 
8.7

(a) Based on average price tor West Texas Intermediate of 117.50 per barrel.
(b) Distribution reduced to <1.20 at year end.
(cj Cash Dow from operations excluding take or pay gas settlement and .8 other extraordinary Items Including trading p>ofits.
(d) Distribution Is equal ti. cash flow -dth a three month lag period.
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Table II. M u l e r  Limited Partnerships Implied Value of Reserves per B O E  as of December 31. 1985 fat 

(Ooilars In millions except per unit price and implied value of tUMVtij

Unlf Estimated Total ImpAed Vali
Price Units Reserves Implied Value of Reservei
as of Outstanding as Market Adjnsted Market B O E  as or of Reserves per M C F

23-Mar-l7 of 31-Dec-I6 Capitalization Debtfb) Capitalization 31-Dec-I5 per B O E Ezalvaient

Diamond Shamrock Offshore Partners $16,750 50.5 t 846 (844) 8 802

(m m b o e )

48.6 816.50 12.75
Enserch Exploration Partners 17.375 CS.3 1.656 71 1.734 187.9 9.23 1.54
Mesa Limited Partnership (c) 16.75 158.9 2.662 652(d) 3.314 425.9(e) 7.78 1.30
Sun Energy Partners 19.50 300.0 5.850 1.087 6.937 1.149.7 6.03 1.01
Union Exploration Partners 20.00 237.4 4.748 206 4.954 675.2 7.34 1.22

a) B O E  =  Barrel of oil equivalent: 1 barrel of oil per 6 mcf of gas.

b) Net of working capital as of September 30. 1986.

c) Information includes the acquisition of Pioneer Corp. and the liquidation of Mesa Petroleum Co. Also included is the estimated effect of the 
offering of preference *A“ units in 1988.

(d) Debt less estimated working capital after the Issuance of 23 million preference "A" units and the liquidation of Mesa Petroleum Corporation.
(e) Includes the acquisition of Pioneer Corp.

•  ••  V .
O
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Table IV, Matter Limited Partnerships 
Reserve Life as o f December 31, 1985
-------------------  f Y 5 ? Z J ------------------ -----------

BOE on Gas
Diamond Shamrock Offshore Partners 6.2 7.6 5.7
Enserch Exploration Partners 12.3 8.1 13.1
Mesa Limited Partnership (a) 13.6 10.8 14.5
Sun Energy Partners 10.4 10.0 11.0
Union Exploration Partners 15.4 10.2 19.4

(a )  Ref lects the acquisition o f  P ioneer Corp.



PROJECT WINTER

Table V. Matter Limited Partnerchipc 
Implied Findim Cottt 1982-1985 In) 

(Dollar* per BOEj

• 1882 1983 1984 1985
Weighted
Average
1932-85

D iam ond  Sham rock O ffsho re  
P a r tn e rs N.A. $ 2 2 . 9 9 $ 1 0 . * 4 $ 2 2 .2 0 $18 .25

Enserch Exp lora t ion Pa rtn e rs $ 1 1 .1 4 8 .8 4 3 .9 9 4 .5 8 5 .34
Mesa Limited Pa rtnersh ip N.A. 1 2 .6 0 6 .7 5 20 .3 2 10 .5 2
Sun  Energy Pa r tne rs 1 2 .1 2 14 .9 8 9 .9 3 7 .1 5 1 0 .3 0
Union Exp lora t ion Pa r tne rs 3 0 .5 7 9 . 2 4 3 3 .6 0 1 0 .1 6 1 2 .5 0 (b )

(a )  W e  believe the  o i l  and gas in d u s t r y  a v e ra g e  im p l ie d  f in d in g  c o s t  f o r  1 9 8 2 - 8 5  is 
approx imate ly  S10 per BO E .

(b )  Est imate  o f  G o ldman Sachs Research . T he  years 1 9 8 2  and 1 9 8 4  inc lude la rge r than 
usua l acquis it ions o f  unprovcn propert ies .
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Valuation Analysis o f Trans Alaska Pipeline System

Valuation Approaches
•  D iscounted  Cash F low Analys is
•  D ivest itu re  Va lue in the Acquisit ion M arke t 
« Recapita liza tion Va lues

Valuation Criteria

•  O u r  va luat ion o f  Snow 's  interest in T A P S  uti lizes the cu r ren t  fo r e c a s t  o f  the 
p roduc t ion  p ro f i le  o f  P ru d h o e  B ay  supp l ied  to  us by B l i z z a rd .  T h e  p ro f i le  
antic ipates declining production from  P rudhoe . T a r i f f  revenues fo r  T A P S  are 
d e t e r m i n e d  by  t h e  v o l u m e  o f  o i l  t r a n s p o r t e d  f r o m  P r u d h o e  B a y .  
Consequent ly . T A P S '  annua l t a r i f f  revenues  and cash  f l ow s  are p ro je c ted  to 
decline over time.

•  T he  va lua t ion o f  pipeline asse ts  such as T A P S  is p r ima r i ly  a fu nc t ion  o f  the
a m o u n t  o f  th e  a n n u a l  c a s h  f lo v /  t h a t  is g e n e ra t e d  o v e r  t im e  a n d  th e
su s ta in ab i l i t y  and p red ic tab i l i ty  o f  th o se  cash  f low s .  D i f f e re n c e s  in v a lu e s  
r e s u l t  m a i n l y  f r o m  d i f f e r e n c e s  in t h e  r e q u i r e d  r a t e  o f  r e t u r n  o f  th e  
correspond ing lender o r  p u rc h a s e r / in v e s to r .  F o r  e xam p le , a cqu is i t ion  m a rk e t  
buyers genera lly require a higher rate  o f  re turn th an  pub lic m a rk e t  o r  p r iva te  
l im ited  pa r tn e rsh ip  in v e s t o r s .  C o n s e q u e n t ly ,  th e  pub l ic  o r  p r i v a t e  l im i ted  
pa r tn e rsh ip  m a rk e ts  may  p lace a h ighe r v a lu a t io n  on  T A P S ,  t o  the  e x te n t  
T A P S  may be recapita lized to  access these m arke ts .

•  Ou r ana lys is assumes the recapita lization o f  T A P S  in a leve raged pa r tn e rsh ip
fo rm  w h e r .  leverage is maxim ized th rou gh  p la cem en t  o f  ser ia l s en io r  secu red 
deb t  ( s u b je c t  t o  a d e q u a t e  c o v e r a g e  o f  d e b t  s e r v ic e  and  o t h e r  f a c t o r s ) .  
Lenders genera lly require lower rates o f  re turn than equity in ves to rs  g iven the 
fixed income na tu re  o f  the  ob l ig a t io n  they  h o ld  and ih e i r  sen io r  p o s i t ion  in 
the capita l st ructu re . Limited pa rtne rsh ip  in te re s t s  a re p laced e ithe r pub lic ly  
o r private ly in amoun ts  such tha t residual cash f low  to  such in terests (n e t o f  
debt service and capital expenditures ) w ou ld  p rov ide  a f te r  tax  ra te s  o f  re tu rn  
in e x c e s s  o f  9 %  on  a c a s h - o n - c a s h  b a s i s .  T h e s e  r e t u r n s  m a k e  n o  
assumption  as to  the term ina l value o f  the in te re s t ,  i f  any . a f te r  the  deb t is 
re t i red . T he  pub lic m a rk e t  c u r ren t ly  requ ires  9 %  to  1 1 %  cu r ren t  y ie lds  on 
the limited partnersh ip interests o f  s im i la r  typ es  o f  a sse ts ,  a l th ou gh  in m os t  
cases these limited partnersh ips are less leveraged than the st ructu re  a ssum ed  
in ou r  analys is  presented below.

V a lu a t i o n  S u m m a r y

•  The  va lue o f  Snow 's  in terest in T A P S  inc luded in Exh ib it 5 is in the  range 
o f  5 2 .1  b i l l ion to  S2 .3  b i l l ion  (based  on a d is c oun ted  cash  f l ow  a n a ly s i s  - 
see Tab le  I) . A lthough a sale o f  Snow 's  in terest in T A P S  in the acqu is it ion  
m a rk e t  p robab ly  w ou ld  achieve h igher va lue s , we  be lieve th a t  th e  a f t e r - t a x  
proceeds to Snow  o f  such a sale wou ld  be less than 52.1 to  $.2.3 bil l ion.



• If TAPS were structured as a leveraged recapitalization with debt maturities 
that match the cash flows, as described above, potential values of up to $3.1 
billion before taxes might be achievable. However, as the table below sets 
forth, such a transection would incur substantial corporate taxes.

I averaged Recapitalization 
(dollars in millions)

Proceeds to  Snow  from  Partnersh ip :
D eb t  $ 2 ,9 4 0
M LP  Interest 160

T o ta l  P roceeds $ 3 ,1 0 0

Est imated Corpo ra te  Taxes ’ 9 2 5 ( a )
Net Proceeds $ 5 3 7 ?

( a )  A ssum es  a tax  bas is  fo r  S n ow 's  in te re s t  in T A P S  a s s e t s  o f  $ 6 0 0  
m i l l ion  fo r  S n ow 's  in te re s t  in the  a s s e t s  o f  T A P S  and  a b lended  
corporate tax  ra te  o f  3 7 % .  which ref lects an equal weight ing o f  1 9 8 7  
capital gains and o rd inary income tax  rates.

IV. Certain Potential Structural and Financial Impediments to a Leveraged 
Recapitalization

•  R igh ts  o f  fi rs t refusa l held by o ther companies ho lding interests in T A P S
•  Consen t o f  a t least a two-th irds ma jo r i ty  ownersh ip  in terest in T A P S
•  P o t e n t i a l  a s s i g n m e n t  o f  th e  b e n e f i t  o f  S n o w  P r u d h o e  B a y  p r o d u c t i o n

th roughpu t agreement to  new recapita lized entity
•  Recapita liza tion s tructu red to  be deemed a sa le  fo r cash
•  Exist ing debt covenants , if any. including th roughpu t and o ther requ irements
•  S ta te  3nd Federal right o f  way considera tions
•  P o ten t ia l d ismant lement and environmenta l res to ra t ion  ob ligations
•  E x is t ing  deprec iab le  tax  bas is  and c o rp o ra te  taxes  due when p a r tn e r s h ip  is 

fo rm ed

V. Conclusion

•  A leve raged rec ap ita l iz a t io n  o f  T A P S  d o e s  nn t  a p p e a r  t o  add  in c r em en ta l
v a lue  over tha t shown in Exhibit 5 fo r T A P S ,  xcept to  the ex ten t tha t such
a t r a n s a c t i o n  c ou ld  u t i l iz e  a p o r t i o n  o f  the  a v a i la b le  c a p i t a l  l o s s  s h o w n
therein.
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PROJECT WINTER
Table I. Summary of Discounted Cash "low 
Analysis for Trans Alaska Pipeline System 

(Dollars in millions)

Nominal Discount Rate Net Present Value
8 % $ 2 ,3 3 7

2 .2 6 7
2 . 2 0 0
2 .1 3 8
2 . 0 7 9
2 .0 2 3
1 .9 7 0

9
10
11
12
13
14

T h e  d is coun ted  cash  f l ow  m ode l w as  c on s t ru c ted  by B l iz z a rd .  C e r ta in  a s sum p t ion s  in 
the  m ode l were p rov ided  by B l iz z a rd  and rev iewed  by us . in c lud ing  a s sum p t io n s  as  to  
th roughpu t , ta r i f fs  and taxes .

Futu re th roughpu t  assump t ion s  were derived by B l i z z a rd  f r o m  figu re s  p rov ided by Snow . 
Future ta r i f fs  have been assumed t o ' b e  app rox im a te ly  $ 4 .0 0  per b a r re l .  B l iz za rd  a ssumed 
a c a r r ie d  f o rw a r d  t a x  b a s is  o f  $ 6 0 0  m i l l i o n  f o r  S n o w ' s  s h a r e  o f  T A P S .  C a p i t a l  
expend itu re  a ssum p t ion s  are f r om  the Snow  D e v e lo pm en t  P la n ,  g row n  by B l iz z a rd  under 
the a ssum p t ion  tha t capita l expenditures are increased every three years .





Refinery It Marketing System Valuation

In determ ining ou r  value range fo r  Snow 's  Refin ing i t  M a rke t ing  S y s tem  o f  $ 2 .1  to  $2 .6  
bil l ion p resented in Exhibit 5 . we have cons ide red , am ong  o th e r  th ings , c e r ta in  s ta t is t ic s  
regarding recent acquisitions o f  la rge refin ing and marketing sys tem s shown  in T a b le  I. a 
d iscoun ted  cash  f l ow  ana ly s is  s h ow n  in T ab le  II. cu r ren t  cond it ion s  in the  o il and gas 
in d u s t r y ,  the  num be r o f  p o t e n t i a l  a c q u i r o r s  and the  s ize  o f  t r a n s a c t i o n  in d ic a te d  f o r  
S n ow 's  Refinery & Market ing Sy s tem .

In p repa r ing  ou r  e s t im a te  o f  the  pub lic  m a rk e t  v a lue  fo r  S n ow 's  Ref in ing L  M a rk e t ing  
S y s t em ,  we  have  a ssum ed  t h a t  th e  s h a r e s  o f  a c o rp o r a t i o n  h o ld in g  the  r e f in in g  and 
m a rk e t in g  o p e r a t i o n s  o f  S n o w  w o u ld  be  d i s t r i b u t e d  to  S n o w  s h a re h o ld e r s .  S u c h  a 
d is t r ibu t ion  sh o u ld  no t re su l t  in a t a x  l i a b i l i t y  f o r  S n o w  o r  i ts  s h a r e h o ld e r s  and  ou r  
va lua t ion assumes this resu lt .

Based on  ava i lab le  public in fo rmat ion  on A sh land  O il Inc. and D iam ond  S h am ro c k  R& M  
Inc. presented in Tab le  III. we believe th a t  the fu l ly  d is tr ibu ted  m arke t  va lue  o f  Snow 's  
R e f in in g  & M a rk e t in g  S y s t e m  w o u ld  be  in t h e  r a n g e  o f  $ 2 . 7  t o  $ 3 . 2  b i l l i o n  ( s e e  
T ab le  IV ) .  Th is  range rep resents an incrementa l va lue o f  $ 1 0 0  to  $ 6 0 0  m i l l ion  o v e r  the 
high range value presented in Exhibit 5.

In a rr iv ing  a t  ou r  v a lu a t io n ,  we  have  no t  c on s id e re d  c e r ta in  o p e r a t i o n a l  and  f in anc ia l  
im p e d im e n t s  w h ic h  m ay  be in h e re n t  in su ch  a s p i n o f f  a nd  w h ich  m ay  a r i s e  in i t s  
separa t ion  f r om  its present s ta tus  as pa rt o f  an integrated oil company.

5 0
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Table I; Refinery Acquisition Statistics 
(Dollars In million*)

PROJECT WINTER

Date Acquirer/Acquired Consideration

Capacity of 
Acquired Refiner* 

(MBPD)
Consideratioi 
Capacity Bat

11/80 MAPCO/Earth Resources $395 68 $5,812
9/81 APEX/Clark Oil 531 135 3.939
11/81 KOCH/Sun Co. Refinery 265 57 4.649
8/83 Southland/CITGO Petroleum 834 330 2.526
12/34 Standard Oil/Alliance Assets 740 200 3.700
9/85 Atlantic Petroleum/ARCO Eastern

Region 420 96 4.370
9/86 Petroleos de Veneiuela/50%

of CITGO Petroleum 290 330 1.757(a)

Low Value ($1,757) 
Mean Value ($3,822) 
Median Value ($3,939) 
High Value ($5,812)

Alliance Value ($3,700)

Implied Value of 
Snow's R A M  System (bj

$1,152
2.507
2.584
3.812

2.427

7al Calculated using implied value for total company of $580.
(b) Based on a system capacity of 656 MBPD.

GO



Table II: Summary o f Diicounted Cash Flow
Analysis for Snow Refining fc Marketing System 

(Dollars in millions)

PROJECT WINTER

Nominal Discount Rate Net Present Value
8 %  $ 2 ,9 7 7
9  2 . 7 8 0

1 0  ‘ 2 . 6 0 0
11 2 . 4 3 5
12  2 . 2 8 5
13 2.148
14  2 . 0 2 2

T h e  d i s coun ted  cash f low  m ode l w a s  c on s t ru c ted  by B l i z z a rd .  Ce r ta in  a s s u m p t io n s  in 
the m ode l were provided by B lizza rd  and reviewed by us:

Refinery. 1986 Refining
Capacity (M BPD ) Margins Per Barrel

Alliance 2 0 0  $ 1 .5 0
Oh io  28 8  0 . 6 0
Pennsy lvan ia  168 0 . 5 0

T o ta l /W e ig h te d  Avg. 65 6  $ 0 .8 5

Refin ing m arg in s  a re  a ssum ed  to  g row  w ith  in f la t io n  a t 4 %  pe r yea r .  P ro d u c t  v o lum e  
s a le s  a re  g row n  a t  a p p r o x im a t e ly  1 %  pe r  y e a r  un t i l  th e y  rea ch  th e  re f in in g  s y s t e m  
capacity o f  6 5 6  M B P D  and are he ld cons tan t the rea fte r . Market ing m arg ins , as supp l ied  
by B lizza rd , a re  assumed to  be $ 1 . 5 0  per barrel and in f la te  at 4 %  per year.

The  present va lues shown above we re  ca lcu la ted  us ing ten  yea rs  o f  cash  f l ow s  w ith  an 
assumed term ina l va lue o f  the Refin ing i .  M arke t ing  S y s t em  o f  ten t im es net in come at 
the end o f  the  tenth year.
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PROJECT WINTER
Table III: Public Market Valuation o f

Refining Ic Marketing Bu»ine««ei 
(Dollar* in million* except where noted)

I. ASHLAND OIL. INC.
M ark e t  Capita lizat ion ( 3 / 2 3 / 8 7 ) :  $ 2 ,0 7 4
S h o r t  and  Long -T e rm  Debt : 7 9 4
T o t a l  Cap ita lizat ion

(3 2 .5 4 1  M M  shares 0  $ 6 3 .7 5 )

A. Pub l ic  M a r k e t  M u l t i p le  V a lu a t i o n

T o t a l  C ap . /O pe ra t ing  Income (1 9 8 6 :  $ 4 7 3 )  
T o t a l  C ap . /O pe ra t in g  Cash F low  (1 9 8 6 :  $ 7 1 4 )  
M a rk e t  C a p . /N e t  Income (1 9 8 6 :  $ 209 ) '
M a rk e t  C a p . /N e t  Cash F low  ( 1 9 8 6 :  $ 4 9 6 )

B. P h y s ic a l  C a p a c i t y  and  V o lu m e *  V a lu a t i o n

A sh land  R& M  Implied Va lua t ion

Implied Refinery Capacity Va lue  ( c ) ( $ l / B P D )  
Implied T h roughpu t Va lue  (d ) ($1 / B P D )
Implied P ro duc t  Sa les Vo lum e  Va lue  (e ) ( S l / B P D )

Ashland
Corporate
M u lt ip le

Ashland R & M 
1986 Results

Implied Value 
of Ashlt.'d 

R&M Segment
6 .1x $ 32 6 $ 1 ,9 8 9
4 .0x 42 5 1 . 7 0 0
9 .9x 1 7 6 (a ) 1 .7 4 2
4 .2x 275 1 .1 5 5

L ow M ean M ed ia n  (b l H i* h

$ 1 ,1 5 5 $1 ,6 47 $ 1 7 2 1 $ 1 ,9 89

$ 3 ,2 3 5 $ 4 ,6 12 $ 4 ,8 21 $5 ,571
3 . 5 8 7 5 .1 15 5 . 3 4 5 6 .1 7 7
3 . 1 1 3 4 . 4 3 9 4 . 6 3 9 5 .361

I I .  D I A M O N D  S H A M R O C K  R f c M  IN C .

D iam o n d  S h am ro c k  rec en t ly  a n n o u n c ed  i t s  in ten t ion  to  sp in  o f f  i ts  re f in in g  and m a r k e t in g  
o p e ra t io n s  to  i t s  s h a r e h o ld e r s .  A  p r e l im in a r y  F o rm  S - 1 0  ha s  been f i led  w i th  the  S E C  f o r  
D iam ond  Sham rock  R & M  Inc. ( " D S R M " ) .  which wil l ho ld  such op e ra t io n s .  A s o f  M a rch  2 3 .  
1 9 8 7 .  th e re  has been no  e s tab l i sh ed  t rad ing  price fo r  th e  sh a re s  o f  D S R M .  G o ldm an  S a c h s  
In v e s tm en t  Resea rch  has pub lished  a r e p o r t  t h a t  e s t im a te s  a f u t u r e  m a rk e t  v a lu e  o f  a b o u t  
$ 1 8 . 0 0  per share . T h e  est im ate  is based on  an average annua l o p e ra t in g  cash f low  f o r  D S R M  
in the  range o f  $ 1 1 5  -  $ 1 3 0  m i l l ion  and a 3 .5  t im es cash  f l ow  m u lt ip le  wh ich  y ie ld s  a to t a l  
m a rk e t  c ap i ta l i z a t ion  o f  $ 4 0 3  - $ 4 5 5  m i l l i o n  o r  $ 1 7 . 6 8  -  $ 1 9 . 9 6  pe r sh a re .  T h e  e s * ’ m a te d  
D S R M  cash f l ow  mult ip le  is less than the 4 .0 x  multip le fo r  A sh land  in the public m arke t .

B ased  on the re lative sys tem  sizes o f  D S R M  ( l 3 5  M B P D ) .  A sh la n d  ( 3 5 7  M B P D )  and S n o w ’ s 
R e f in ing  and M a rk e t in g  S y s t e m  ( 6 5 6  M B P D )  and the  p e rc e iv ed  q u a l i t y  o f  th e i r  r e s p e c t iv e  
ope ra t ions , we believe tha t the pub lic  m a rk e t  va lua t ion  o f  A sh la n d  ra th e r  than  th a t  o f  D R S M  
w ou ld  give a be t te r  ind ica t ion  as t o  the  po ten t ia l  pub lic m a rk e t  v a lu a t io n  o f  S n o w ’ s Re f in ing  
and Market ing Sys tem  shou ld  it be spun o f f  to Snow 's  sha reho lde rs  in a tax - free d is tr ibut icn .

Opera t ing  income tax-ef fec ted using a 4 6 %  tax rate. 
Average o f  the tw o  m idd le o f  the range values.
3 5 7  M B P D  in 1 986 .
3 2 2  M B P D  in 1 9 86 .
371  M B P D  in 1 986 .

G2
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PROJECT WINTER 

Table IV: Snow Refining and Marketing System:

II .

(Dollars in millions except where noted)

Ashland Implied Value
Corporate Snow R & M of Snow
Multiple 1986 Results (a) R & M  System

Public Market Multiple Valuation

Total Capitalization/Operating Income 6.1x $436 • $2,660
Total Capitalization/Operatmg Cash Flow 4.0 545(b) 2.180
Market Capitalization/Net Income 9.9 « 235(c) 2.327
Market Capitalizatiun/Net Cash Flow 4.2 344(d) 1.445

Average of Implied Values 12.153

Snow R & M Implied
Ashland Capacity/Volume Value of
R & M  (el Data R & M  System

Phvsical Capacity and Volumes Valuation

A. Refinine Capacity Value

Mean $4,612 656 MBPD $3,025
Median $4,825 656 MBPD $3,165

B. "Throughput Value

Mean $5,115 622 MBPD $3,182
Median $5,345 622 MBPD $3,325

C. Product Sales Volume Value

Mean $4,439 630 MBPD(f) $2,797
Median $4,639 630 MBPD(f) $2,923

Average of Capacity, Throughout and Product Salea Volume Implied Values $3,070

(a) Prom projections provided by Blizzard.
fb) Operating income plus non-cash charges of $109 million.
(cl Operating income using a 46% tax rate.
(d) Net income plus $109 million in non-cash'charges.
(e) Ashland R&M capacity and volumes values in this column are in S/BPD.
(f) Estimated from historical performance.

G3
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SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549

SCHEDULE 14D-1

Tender Offer Statement Pursuant to 
Section 14(d)(1) of the Securities Exchange Act of 1934

THE STANDARD OIL COMPANY 
(Name of Subject Company)

BP NORTH AMERICA INC. 
(Bidder)

COMMON STOCK, WITHOUT PAR VALUE 
(Title of Class of Securities)

_____________ 0008537341_____________
(CUSIP Number of Class of Securities)

George H. Hagle 
BP North America Inc.

620 Fifth Avenue 
New York, New York 10020

___________________________(212) 887-9300_________________________
(Name, Address and Telephone Number of Person Authorized to 
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Copies to:

Benjamin F. Stapleton 
Sullivan & Cromwell 
125 Broad Street 
New York, New York 10004 
(212) 558-4000

K.J.M. Walder 
The British Petroleum 

Company p.l.c 
Britannic House, Moor Lane 
London EC2Y 9BU 
England
(01) 920-8000
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Calculation of Filing Fee

Transaction
valuation
$7,341,167,120*

Amount of filing fee 

$1,468,233.42**

* up to 104,873,816 shares at $70 per share 

** l/50th of 1% of Transaction Valuation

[ ] Check box if any part of the fee is offset as provided 
by Rule 0-11(a)(2) and identify the filing with which 
the offsetting fee was previously paid. Identify the 
previous filing by registration statement number, or 
the Form or Schedule and the date of its filing.

Amount Previously Paid:__________________________________________

Form or Registration No.:_______________________________________

Filing Party:_____________________________________________________

Date Filed:
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This Schedule 14D-1 relates to the offer by ‘BP 
North America Inc., a Delaware corporation (the "Purchaser”) 
and an indirect wholly-owned subsidiary of The British 
Petroleum Company p.I.e., a company organized under the laws 
of England ("BP"), to purchase any and all of the outstand­
ing shares of Common Stock, without par value, of The 
Standard Oil Company, an Ohio corporation, at $70 per share, 
net to the seller in cash, upon the terms and subject to the 
conditions set forth in the Offer to Purchase dated April 1, 
1987 (the "Offer to Purchase") and the related Letter of 
Transmittal, copies of which are annexed hereto as 
Exhibits (a)(1) and (a)(2), respectively.

§* Item 1. Security and Subject Company.

j§j (a) The name of the subject company is The
Standard Oil Company, an Ohio corporation 

il (the "Company"), and the address of its
principal executive offices is 200 Public 

5  Square, Cleveland, Ohio 44114.

(b) The class of securities to which this 
9 statement relates is the Common Stock,

without par value, of the Company. The 
l! information set forth under the caption
I "INTRODUCTION" in the Offer to Purchase
p  is incorporated herein by reference.

«  (c) The information set forth under the
caption "MARKET PRICES OF AND DIVIDENDS ON 

tfl SHARES" in the Offer to Purchase is incor-
porated herein by reference.

Item 2. Identity and Background.

(a)-(d); (g) The information set forth under 
the captions "INTRODUCTION" and "PARENT GROUP 
AND THE PURCHASER" in the Offer to Purchase 
is incorporated herein by reference.

(e); (f) During the last five years, neither 
the Purchaser nor any person controlling the 
Purchaser, nor, to the best knowledge of the 
Purchaser, any of the directors or executive 
officers of the Purchaser or BP, has been

-3-
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Item 3.

Item 4.

Item 5.

convicted in a criminal proceeding (excluding 
traffic violations or similar misdemeanors) 
or was a party to a civil proceeding of a 
judicial or administrative body of competent 
jurisdiction and as a result of such proceed­
ing was or is subject to a judgment, decree 
or final order enjoining future violations 
of, or prohibiting activities subject to, 
federal or state securities laws or finding 
any violation of such laws.

Past Contracts, Transactions or Negotiations 
with the Subject Company.

(a)-(b) The information set forth under the 
captions "SPECIAL FACTORS —  Background of 
the Offer", "SPECIAL FACTORS —  Plans for the 
Company After the Offer", "SPECIAL FACTORS -- 
Fairness of the Offer", "THE COMPANY —  
Projections" and "THE COMPANY —  Certain 
Relationships with BP" in the Offer to 
Pu^ohase is incorporated herein by reference.

Source and Amount of Funds or Other 
Consideration.

(a)-(c) The information set forth under the 
caption "THE TENDER OFFER -- Source and 
Amount of Funds" in the Offer to Purchase is 
incorporated herein by reference.

Purpose of the Tender Offer and Plans or Pro­
posals of the Bidder.

(a)-(g) The information set forth under the 
captions "SPECIAL FACTORS —  Purpose, Struc­
ture and Benefits of the Offer", "SPECIAL 
FACTORS —  Reasons for the Offer", "SPECIAL 
FACTORS —  Plans for the Company After the 
Offer", "SPECIAL FACTORS —  Fairness of the 
Offer" and "SPECIAL FACTORS —  Certain 
Effects of the Offer" in the Offer to 
Purchase is incorporated herein by reference.

-4- G8



Item 6. Interest in Securities of the Subject
Company.

(a)“ (b) The information set forth under the 
captions "INTRODUCTION" and "THE COMPANY —  
Certain Relationships with BP" in the Offer 
to Purchase, and the information set forth in 
Schedule I thereto, is incorporated herein by 
reference.

Item 7. Contracts, Arrangements, Understandings or
Relationships with Respect to the Subject 
Company's Securities.

The information set forth under the captions 
"SPECIAL FACTORS —  Background of the Offer" 
and "THE COMPANY —  Certain Relationships 
with BP" in the Offer to Purchase, and the 
information set forth in Schedule I thereto, 
is incorporated herein by reference.

Item 8. Persons Retained, Employed or to be
Compensated.

The information set forth under the captions 
"SPECIAL FACTORS —  The Financial Advisors" 
and "THE TENDER OFFER —  Fees and Expenses" 
in the Offer to Purchase is incorporated 
herein by reference.

Item 9. Financial Statements of Certain Bidders.

The financial statements annexed hereto as 
Exhibit (g) are incorporated herein by 
reference.

Item 10. Additional Information.
* i

(a) The information set forth in Schedule I 
to the Offer to Purchase is incorporated 
herein by reference.

(b)- (c) The information set forth under the 
caption "THE TENDER OFFER —  Certain Legal 
Matters" in the Offer to Purchase is incor­
porated herein by reference.



(d) Not applicable.

(e) The information set forth under the 
caption "SPECIAL FACTORS —  Litigation 
Relating to the Offer" in the Offer to 
Purchase is incorporated herein by reference.

(f) Additional information is set forth in 
the Offer to Purchase, which is, in its 
entirety, incorporated herein by reference.

Material to be filed as Exhibits.

(a)(1) Offer to Purchase.

(a)(2) Letter of Transmittal relating to
the Offer to Purchase.

(a) (3) Form of letter, dated April 1,
1987, from Goldman, Sachs & Co. to 
brokers, dealers, commercial banks, 
trust companies and other nominees.

(a) (4) Form of letter to be sent by
brokers, dealers, commercial banks, 
trust companies and other nominees 
to their clients.

(a)(5) Form of newspaper advertisement,
dated April 1, 1987.

(a) (6) Notice of Guaranteed Delivery.

(a)(7) IRS Guidelines for Certification of
Taxpayer Identification Number on 
Substitute Form W-9.

(a)(8) Press Release datea March 26, 1987.

(a) (9) Press Release dated April 1, 1987.

(b) Facility Agreement among BPI and 
the Purchaser, as Borrowers, BP, as 
Guarantor, the Banks to be named 
therein and Morgan Guaranty Trust 
Company of New York, as Agent and 
Tender Agent.

(c) Agreement, dated August 7, 1969, 
among BP, British Petroleum 
(Overzee) N.V. and the Company.
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(g) Consolidated Financial Statements
of BP and its subsidiaries, as
excerpted from BP's Report on 6-k 
for the month of March, 1987 filed 
with the Securities and Exchange 
Commission.

(h) Shareholders’ Class Action
Complaint for Preliminary and 
Injunctive Relief filed in the 
Court of Common Pleas, Cuyahoga 
County, Ohio on March 26, 1987.
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SIGNATURE

After due inquiry and to the best of my knowledge 

and belief, I certify that the information set forth in this 

statement is true, complete and correct.

Dated:

BP NORTH AMERICA INC.

By /s/ George Hr Haqle 
Title: Vice President and

General Counsel



Exhibit 
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(a) (2)

EXHIBIT INDEX
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Offer to Purchase.

Letter of Transmittal relating to 
the Offer to Purchase.

(a)(3) Form of letter, dated April 1,
1987, from Goldman, Sachs & Co. to 
brokers, dealers, commercial banks, 
trust companies and other nominees.

%
(a) (4) Form of letter to be sent by

brokers, dealers, commercial banks, 
trust companies and other nominees 
to their clients.

(a) (5) Form of newspaper advertisement,
dated April 1, 1987.

(a) (6) Notice of Guaranteed Delivery.

(a)(7) IRS Guidelines for Certification of
Taxpayer Identification Number on 
Substitute Form W-9.

(a) (8)

(a) (9)
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(c)

(g)

(h)

Press Release dated March 26, 1987.

Press Release dated April 1, 1987.

Facility Agreement among BPI and the 
Purchaser, as Borrowers, BP, as Guarantor, 
the Banks to be namrd therein and Morgan 
Guaranty Trust Company of New York, as Agent 
and Tender Agent.

Agreement, dated August 7, 1969, among 
BP, British Petroleum (Overzee) N.V. 
and the Company.

Consolidated Financial Statements of BP 
and its subsidiaries, as excerpted from 
BP's Report on 6-k for the month of 
March, 1987 filed with the Securities 
and Exchange Commission.

Shareholders' Class Action Complaint for 
Preliminary and Injuctive Relief filed in the 
Court of Common Pleas, Cuyahoga County, Ohio 
on March 26, 1987.
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Offer to Purchase for Cash 
Any and All of the Outstanding Shares of Common Stock

of

T h e  S t a n d a r d  Oil C o m p a n y

at

$ 70 N e t  P e r  S h a r e

by

B P  N o r t h  A m e r i c a  Inc.
an indirect wholly-owned subsidiary of

T h e  B r i t i s h  P e t r o l e u m  C o m p a n y  p.I.c.

THE OFFER AND WITHDRAWAL RIGHTS WILL EXPIRE AT 12:00 MIDNIGHT, 
NEW YORK CITY TIME, ON TUESDAY, APRIL 28 , 1987 , UNLESS EXTENDED.

THE OFFER IS NOT CONDITIONED UPON ANY MINIMUM NUMBER 
OF SHARES BEING TENDERED.

IMPORTANT
Any shareholder desiring to tender all or any portion of his Shares should either (1 )  complete and sign the 

Letter of Transmittal or a facsimile thereof, have his signature thereon guaranteed if required by Instruction 1 of 
the Letter of Transmittal and mail or deliver the Letter of Transmittal or such facsimile with his certificate(s) 
evidencing Shares and any other required documents to  the Depositary or tender such Shares pursuant to the 
procedure for book-entry tender set forth under "THE TENDER OFFER— Procedure for Tendering Shares", or
(2 )  request his broker, dealer, commercial bank, trust company or other nominee to effect the transaction for 
him. Shareholders having Shares registered In the name of a broker, dealer, commercial bank, trust company 
or other nominee must contact such broker, dealer, commercial bank, trust company or other nominee If they 
desire to tender their Shares so registered.

A shareholder who desires to tender Shares and whose certificates for such Shares are not immediately 
available, or who cannot comply with the procedure for book-entry tender on a timely basis, should tendor such 
Shares by following the procedures for guaranteed delivery set forth under "THE TENDER OFFER— Procedure 
for Tendering Shares".

Questions and requests for assistance may be directed to the Information Agent or the Dealer Managers at 
their respective addresses and telephone numbers set forth on the back cover of this Offer to Purchase. 
Requests for additional copies of this Offer to Purchase and the Letter of Transmittal may be directed to the 
Information Agent or to brokers, dealers, commercial banks or trust companies.

THIS TRANSACTION HAS NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES AND EX­
CHANGE COMMISSION NOR HAS THE COMMISSION PASSED  UPON THE FAIRNESS OR MERITS OF 
SUCH TRANSACTION NOR UPON THE ACCURACY OR ADEQUACY OF THE INFORMATION CONTAINED IN 
THIS DOCUMENT. ANY REPRESENTATION TO THE CONTRARY IS UNLAWFUL.

The Dealer Managers lor the Offer are:

Goldman, S a c h s  &  Co.
April 1, 1987
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T o  the Holders of Shares of Common Stock 
o f The Standard Oil Company:

BP North America Inc., a Delaware corporation (the "Pu rchaser" ) and an Indirect wholly-owned 
subsidiary of The British Petroleum Company p.I.c., a com pany  organized under the laws of England 
( " B P " ) ,  hereby offers to purchase any and all of the outstanding shares of Common Stock , without 
p a r value (" S h a ro s" ), of The Standard Oil Comoany. an O h io  corporation (the "Com pany"), at $70 
p e r Share, net to the seller In cash, upon the terms and sub ject to the conditions set forth In this 
O ffer to Purchase and the related Letter of Transmittal (w h ich  together constitute tho "O ffer"). BP 
and  Its subsidiaries are herein referred to as either "BP "  or the "BP  G roup". Tendering 
shareholders will not be obligated to pay brokerage fees o r  commissions or, except as provided In 
'.nstructlon 6 to the Letter of Transmittal, transfer taxes with respect to the purchase of Shares 
pursuant to the Offer. The Purchaser will pay all charges and expenses of The Chase Manhattan 
B ank , N.A., the Depositary, and D.F. King & Co., Inc., the Information Agent, In connection with the 
Offer.

The Offer is not conditioned upon any minimum number of Shares being tendered. The 
Offer is conditioned, among other things, upon its approval by a resolution passed on a show of 
hands by a majority of the shareholders present and voting or, it a poll Is called for, by a majority 
of the votes cast, at a meeting of the shareholders of BP to be convened for April 22, 1987.

According to the Company, a s of March 25, 1987, th e re  were outstanding 109 ,193 ,816 Sharos, 
4 0 ,3 8 8  shares of 3%%  Cumulative Preferred Stock, S e r ie s  A, par value $100 .00  per share (the 
"Preferred S tock” ) , and 1,000 shares of Special Stock , without par value (the “ Special S tock" ). 
The  Offer Is not being made for the Preferred Stock but If, a s  described In the following paragraph, 
the Purchaser effects a merger of the Company, It Is expected  that the Preferred Stock wlil be 
redeem ed . See "SPECIAL FACTORS— Purpose, Structure and Benefits of the Offer". According to 
the Company, as of March 27 , 1987, there were options outstanding to purchase 2 ,512 ,325  Shares, 
at exercise prices ranging from $15 .63  to $52.00 per S h a re , pursuant to the Company's employee 
s to c k  option plans. BP, through Its direct wholly-owned subsidiary BP International Limited 
(" B P I" ) , owns all the Special S tock (equivalent to 1 2 5 ,8 4 0 ,0 0 0  Shares) and 4 ,320 ,000  Shares, 
constituting an aggregate of 130 ,160 ,000 Shares and Share-equivalents, or approximately 55.4%  of 
the outstanding Shares and Share-equlvalents.

If the Purchaser acquires approximately 60 million o r  more Shares pursuant to the Offer or 
otherw ise (s o  that the Purchaser and its affiliates would own at least 80%  of the then outstanding 
Sh a re s  and Share-equlvalents), the Purchaser Intends to  effect a merger of a wholly-owned 
subsidiary of the Purchaser into the Company, pursuant t o  which the Company would become a 
d irect wholly-owned subsidiary of the Purchaser and an indirect wholly-owned subsidiary of BP and 
the remaining holders of Shares, other than the Purchaser and holders of Shares who perfect their 
dissen ters ’ rights under Ohio law, would become entitled to receive $70 In cash per Share. 
Dissenters' rights will not be ava'lable with respect to Shares sold pursuant to the Offer. See 
"SPEC IA L FACTORS — Purpose, Structure and Benefits o f the Offer".

INTRODUCTION

SPECIAL FACTORS
Background of the Offer. On January 1, 1970, the Company acqu red from a wholly-owned 

subsidiary of BP all of the outstanding capital stock of a corporation  which owned the Company's 
present interest In the Prudhoe Bay area on the Alaskan North Slope, retail gasoline outlets In 16 
s ta tes , two refineries and related pipeline and terminal facilities, In exchange for 1,000 shares of 
Spec ia l S tock . The Special Stock Initially provided the B P  Group with rights (Including voting
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rights) equivalent to an approximate 25%  common stock Interest In the Company, except that the 
Special S to c k  did not Initially bear dividends. The rights atti'chlng to the Special Stock were capable 
o( Increasing to the equivalent In all respects of an approximate 54%  common stock Interest In the 
Company, depending on the future levels of sustainable crude oil production at Prudhoe Say. By 
June 16, 1 9 7 8 , sustainable crude oil production from Prudhoe Bay had reached a level such that the 
rights attaching to the Special S tock reached the maximum Share-oqulvalency and, together with 
other S h a re s  then held by a wholly-owned subsidiary of BP . bocame equivalent In all respects 
(Including dividend rights) to an approximate 54% common stock  Interest at that time. BP has 
maintained its ownership of a majority of the outstanding Sh a re s  and Share-equlvalents from that 
date to the  present.

The agreem ent pursuant to which the Special Stock was Issued provides that so long as BP or 
any com pany controlled by EP owns all of the Spocial Stock, ttie Company will use Its best efforts to 
cause at least two persons nominated by BP to be members of the Board of Directors of the 
Company. Pursuant \r the agreement, initially two persons nominated by BP were elected to the 
Company’s  Board . Since 1972, at least three nominees of BP have been members of the Company's 
Board.

BP h as  regularly reviewed Its Investment In the Company because of Its significance. In the 
summer of 1985, because of BP 's Increasing concern over the Company's performance, BP  
commenced a study of the possibility of acquiring the Shares not then owned by BP or of changing 
the C om pany 's management. BP did not then hold discussions with the Company concerning the 
acquisition of such Shares. Due primarily to the continuing decline in oil prices, BP determined In 
mid-February 1986 not to pursue the acquisition of the minority Shares further at that time.

However, contemporaneously with this determination and because  of BP ’s continuing concern 
over the Com pany 's performance, BP proposed several changes in the Company's management In a 
letter, d a ted  February 20, 1986, from BP's Chairman to certain m em bers of the Company’s Board of 
Directors (th e  "B oa rd" ). In that letter, BP ’s Chairman noted the Company's continuously declining 
net Income over the precoding five years and pointed out that "som e $14 billion of capital investment 
has been m ade , of which half has produced no return." Following discussions regarding BP ’s 
proposals am ong members of the Board and BP ’s management, the Board announced on February 
27, 1986 m a jo r  changes in the Company's management. Effective April 1, 1986, Robert B. Horton, 
formerly a Managing Director of BP and a member of the B oard  since 1983, replaced Alton W. 
Whitehouse, Jr. as Chairman of the Board and Chief Executive Officer, and Frank E. Mosier, formerly 
Executive V ice President of the Company, replaced John R. Miller as the Company's President and 
Chief Operating Officer.

At the Company's 1986 Annual Meelmg of Shareholders, E. John P. Browne, formerly Group 
Treasurer o f BP and Chief Executive of BP Clnance International, was elected to the Board and J. 
Colin E. W ebster, formerly President of the Purchaser, was re-elected as a member of the Board. 
The Board then elected Mr. Browne as Executive Vice President and Chief Financial Officer of the 
Company and  Mr. Webster as Executive Vice President of the Company. Messrs. Horton, Browne 
and W ebster resigned their respective positions with BP or the Purchaser upon assuming their duties 
with tho Company.

In commenting on the proposed changes at the time they were announced, BP's Chairman said: 
"This is a critical time for the oil Industry and especially for S tandard Oil. BP believes It is also an 
appropriate time to strengthen Standard Oil’s management to c o p e  with the difficult environment 
ahead. W e are making available three too people from BP. ea ch  with a proven track record, to 
ensure that Standard Oil has the best possible professional leadership , to maximize returns for all 
Standard Oil shareholders."

In con junction with these management changes, Basil R .R . Butler, Ian G .S. Hartlgan and 
Kenneth R. K ' sp, riono of whom had previously served on the B oa rd , were nominated for election as 
directors by the Board at BP ’s request and were elected at the Company's 1986 Annual Meeting of 
Shareholders.
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The six directors on the Board a* February 27, 1986 who were not members of the Company's 
management or nominees of BP (namely Elizabeth E. Bailey, Dewitt W . Buchanan, Jr., Douglas D. 
Danforth, William J. De Lancey, John J. Hangen and Charles F. Knight) have continued to serve as 
directors, and were re-elected at the Company's 19PJ Annual Meeting of Shareholders. Messrs. 
Whltehouse and Miller were not re-nominated for election as directors.

At the time of these management changes, BP publicly announced that It then had "no current 
intention of making an offer for the mlnoiity shares." However, oil prices began to steady during the 
fall of 1986 and Industry confidence In medium-term oil price stability generally Increased. In light of 
these developments, in late November 1986, BP's management began to study actively the 
possibility of making an offer for the minority Shares. BP and the Purchaser have now decided to 
make the Offer for the reasons set forth under "Reasons for the Offer" below.

On March 5, 1987, Sir Peter Walters, Chairman of BP, telephoned Douglas D. Danforth, 
chairman of a Special Committee of the Board composed of all Independent directors of the 
Company which was established in 1986 and charged with monitoring the relationship between BP 
and the Company, to request that Mr. Danforth give BP ’s Chairman an opportunity to address the 
directors of the Company on March 9 or 10. Later the same c'rty, BP 's Chairman telephoned George 
J. Dunn, Vice President and General Counsel of the Company and secretary of the Special 
Committee, to advise him of his conversation with Mr. Danforth and to request his assistance in 
arranging the meeting. Messrs. Danforth and Dunn arranged such a meeting for March 9, 1987.

On the evening of March 8, 1987, BP's Chairman met with Mr. Danforth and Charles F. Knight, 
another member of the Special Committee, to Inform them of the reason he had asked to meet with 
the directors and to outline the presentation he planned to make at that meeting.

The following persons W6re present at the March 9th meeting: BP's Chairman; D.A.G. Simon, a 
Managing Director of BP; K.J.M . Walder, Legal Adviser to the BP Group; Peter G. Sachs, a partner of 
Goldman, Sach s & Co. ("Goldman S a ch s" ); Frank E. Moslor, President and Chief Operating Officer 
of the Company; Mr. Dunn; and all directors of the Company not employed by BP or the Company 
other than Joseph T. Gorman, who joined the Board In 1987, and Mr. De Lancey. At that meeting, 
BP ’s Chairman stated that BP was giving serious consideration to the possibility of making a tender 
offer for the minority Shares. He said that BP was not at that time in a position to make an offer, but 
that BP had retained Gold ..an Sachs to assist BP in a valuation of the Company. He Informed those 
present that BP was advising them of BP ’s position In order to give them sufficient time to prepare 
their response to any possible offer and expressed his hope that It would be possible to convince the 
Board that the offer, if made, would be in the interests of the Company’s shareholders and that it 
should be supported by the Board. BP s Chairman also explained the reasons why BP was 
considering making an offer for the minority Shares at this time (a s  discussed under “ Reasons for 
the Offer" below) and stated that he hoped ..iat the Board would be able to respond should BP's 
board of directors decide to proceed with an offer, which decision could be reached as early as 
March 20. 1987.

BP 's Chairman outlined BP's intentions for the Company assuming a successful offer, wh*ch are 
set forth under “ Plans for the Company After the Offer" below. He then stated that BP and Goldman 
Sachs believed that the Shares were currently fully valued in the market (which had closed on the 
prior trading day at $59 .50  per Share ).

Mr. Sachs then made a presentation In which ho reviewed the work which Goldman Sachs had 
completed to date and discussed their preliminary analysis, the final version of which is discussed 
below.

BP ’s representatives then left the room to allow the directors to discuss the situation. When 
they were asked to return, Mr. Danforth informed them that the Special Committee had decided to 
retain The First Boston Corporation ("First B oston") as its Independent financial advisor and to 
retain independent counsel for advice with respect to any offer which might be made.
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During the course of the March 9th meeting there was a general discussion of various matters 
related to a possible offer, Including the tax treatment of an offer to shareholders, the Impact of an 
offer on employee benefit and stock option plans and the time periods applicable to an offer. At the 
meeting, BP 's Chairman Indicated that following a merger he might desire to have the members of 
the Board act as advisory dlroctors for the Purchaser.

On March 13, 1987, Mr. Danforth informed BP ’s Chairman that the Special Committee would 
require more time to consider the Company's position than would be possible If a decision on 
whether to proceed with an offer were made on or around March 20 (a s  BP 's Chairman had 
suggested as a possibility at the March 9th meeting), and asked that such a decision be postponed 
by approximately one week. Thereafter, thern were additional phc. J conversations between Mr. 
Danforth and BP ’s Chairman concerning the possible timing of any offer and of the Company’s 1987 
Annual Meeting of Shareholders, and on the evening of March 2 5 ,1 9 8 7 , BP ’s Chairman Inform >d Mr. 
Danforth of BP 's decision to proceed with the Offer.

On March 26 , 1987, the Purchaser provided drafts of the Offer to Purchase to the Company and 
to the counsel and financial advisor of the Special Committee and requostrd that the Company 
review It for accuracy and completeness, Including the need to provide any non-public Information 
which would be considered material by a holder of Shares In making a decision whether or not to 
tender Shares pursuant to the Offsr. On March 30, 1987, counsel to the Special Committee. In a 
letter to the Purchaser’s counsel, while noting that the Company would provide BP with any 
Information It would like, stated that neither the Special Committee nor the Company was In a 
position to assume responsibility for BP ’s disclosure obligations and therefore, the letter provided no 
comments on the draft Offer to Purchase. The letter also reiterated an earlier statement by Mr. 
Danforth to BP 's Chairman In a telephone conversation that BP's proceeding by tender offer did not 
allow the Special Committee sufficient time to review BP ’s offer fully and Mr. Danforth’s requests 
previously made at the same time, that commencement cf the Offer be postponed and BP proceed 
by merger proposal and that Mie Special Committee be given one ro two months to evaluate the 
price offered. On March 31 , 1987, Mr. Dunn on behalf of the Company, in a letter to the Purchaser's 
counsel, pointed out certain information In the draft Offer to Purchase which was either inaccurate 
with respect to the Company or which the Company considered competitively sensitive, while 
declining tc state whether the Company considered such competitively sensitive information material 
to a decision to tender. The comments made In such letter have been reflected in the Offer to 
Purchase. On April 1, 1987, the Pu-chaser's counsel, by letter to counsel of the Special Committee, 
reaffirmed BP's decision to proceed by tender offer.

For information concerning certain relationships between the BP Group and the Companv, see 
"THE COMPANY— Certain Relationships with BP".

Purpose, Structure and Benefits of the Offer. The purpose of the Offer is tor the Purchaser to 
acquire as many additional Shares as possible pursuant to the terms and conditions of the Offer as a 
first step in acquiring all the minority Shares. Upon completion of the Offer, if approximately 60 
million or more Shares are purchased pursuant to the Offer (s o  that the Purchaser and Its affiliates 
would own at least 80%  of the outstanding Shares and Share-equlvalents), BP presently Intends to 
cause BPI to transfer the Special Stock and the Shares held by it to the Purchaser and subsequently 
to cause the Purchaser to acquire any remaining Shares not owned by It by means of a merger of a 
wholly-owned subsidiary of the Purchaser Into the Company, pursuant to which each outstanding 
Share not then owned by the Purchaser or holders who perfect their dissenters' rights under Ohio 
law would be convened Into the right to receive $70 in cash (a  “ Merger"). If a Merger is effected, It 
is presently contemplated that the Preferred Stock would be redeemed by the Company at the 
redemption price of $100 per Share. It is Intendod that each holder of an employee stock option, 
whether or not then exercisable, would be entitled iri connection with a Merger to receive In cash the 
difference between the exercise price under the option and $70, multiplied by the number of Shares 
subject to option.
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If fewer than approximately 60 million Shares are purchased pursuant to the Offer, the 
Purchaser presently Intends, subject to many factors, Including the number of Shares purchased 
pursuant to the Offer, the availability of Shares at price? acceptable to the Purchaser, future 
conditions in the oil and securities markets, results and prospects of the Company'n and the BP 
Group's businesses, general econom ic conditions and the status of any pending litigation, to acquire 
sufficient additional Shares to bring the ownership of the Purchaser and Its affiliates to at least 80%  
of the outstanding Shares anJ Si.are-equlvalents and thereafter to effect a Merger. Such purchases 
may be effected through privately negotiated or open markst purchases, subsequent tender offers or 
by any other means BP deem s advisable and may be at prices more or less than $70  per Share. 
Unless the Purchaser acquires sufficient Shares to bring the ownership of the Purchaser and Its 
affiliates to at least 80%  of the outstanding Shares and Share-equlvalents, it Is not presently 
contemplated that a Merger would be proposed.

While the Purchaser presently Intends to effect a Merger If It purchases pursuant to the Offer or 
otherwise approximately 60 million or more Shares, a Merger could be delayed or abandoned or Its 
terms amended, depending on many of the same factors set forth above which could affect the 
acquisition of additional Shares by the Purchaser following the Offer.

Under the Company's Articles of Incorporation, r rote of av least 80%  of the outstanding Shares, 
Share-equlvalents and Preferred Stock , voting together as a single class, would be required to 
approve a Merger, if the Purchaser purchases approximately 60 million or more Shares pursuant to 
the Offer or otherwise, the Purchaser and Its affiliates would have the power to approve a Meiger 
wfthnut the consent of any other shareholders. However, a vote would have to be taken at a 
sfu olders meeting called for that purpose and an Information statement disclosing certain 
information relating to the Company and the transaction would have to bo distributed to share­
holders at h a s t 20 days before the meeting, unless the Purchaser effects a "short-form" Merger, i.e., 
a Merger without a shareholders meeting or a shareholder vote which would not necessitate the 
distribution of an information statement. Under Ohio law, the °urchaser could affect a short-form  
Merger If It owns at .east 90%  of each class of capital stock of the Company. Accordingly, In order to 
do so, ihe Purchaser would have to acquire approximately 96 .2 million or more Shares pursuant to 
the Offer or otherwise, have transferred to It the Special Stock ana Shares held by BPI, and cause 
the Company to redeem the Preferred Stock. The Purchaser Intends to effect a short-form Merger If 
it acquires approximately 96 .2  million or moro Shares pursuant to the Offer or otherwise.

Under Oh*o law, a Merger, whether or not It is short-form , must be approved by the Board. At 
the present time the Purchaser and Its affiliates have sufficient voting power ,o  remove and elect at 
least a majority of the Board at eriy bnnual or soecial meeting of shareholders and, upon not less 
than seven nor more than slxtv days’ notice to shareholders, to call a special meeting of 
shareholders.

If a Merger Is consummated, each shareholder of the Company who does not vote his Shares in 
favor of it will have, If he complies with tne statutory procedures, certain rights under Ohio law to 
demand payment of the fair cash value of such Shares. Such rights, If perfected, would result In an 
agreement on or a Judicial determination of the feir cash value required to be paid in cash hy the 
Company for such Shares. “ Fair cash value" Is defined under Section 1701.85 of the Ohio General 
Corporation Law ("Section 1701 .85" ) to mean the amount that a billing sailer, under no compulsion 
to sell, would be willing to accept, and that a willing buyer, under no compulsion to purchase, would 
be willing to pay, but, under Sechon 1701.85, such amount could not be In excess of the amount 
demanded by the shareholder as explained below and would exclude any appreciation or 
depreciation in market value resulting from a Merger. The fair cash value per Share could be more 
or less than the amount paid per Share pursuant to the Offer and a Merger. To perfect dissenters' 
rights under Section 1701.85 , a dissenting shareholder must not have voted his Shares in favor of a 
Merger and is required, within 10 days after the meeting of shareholders approving a Merger (or, in 
the case of a short-form Merge;, within 20 days after written notice of approval of a Merger is sent to



him ), to deliver to the Compa;.y a wrMlen demand of payment of the fair cash value of such Shares 
stating his address, the number and class of such Shares, end the amount claimed as the fair cash  
value of such Shares. Thereafter a dissenting shareholder would have the rights and be sub ject to 
the procedures set forth In Section 1701.85 , set forth in Its entirety In Schedule II hereto. The 
foregoing description of dissenters’ rights under the Ohio General Corporation Law Is qualified In Its 
entirety by reference to Schedule II, which Is Incorporated herein by reference. Dissenters' rights 
would only arise In connection with the consummation of a Merger and not by virtue ot the Oder 
or the purchase ot Shares pursuant thereto.

The primary benefit of the Offer to the Company’s shareholders, other than the Purchaser and 
Its affiliates, Is that they are being afforded an opportunity to sell all their Shares at a price which, In 
tho opinion of BP and the Purchaser, Is M r  to such holders and fully reflects the value of the 
Company. However, shareholders who do ..all their Shares will cease to have any equity Interest In 
the Company and to participate in Its earnings and any future growth.

To the best knowledge of the Purchaser, each person listed on Schedule I hereto who owns 
Shares Intends to tender his Shares pursuant to the Offer.

As a result of the Of.ar, the Interest of the BP Group in the Company's net book value and net 
Income will Increase to the extent of the number of Shares acquired In the Offer. If a Merger Is 
consummated, the BP Group's common equity Interest In the Company would Increase to 100% and 
the BP Group would be entitled to all benefits resulting from that Interest, Including all Income 
generated by the Company’s operations and any future Increase In the Company’s value.

Reasons for the Oder. BP's Investment In the Company represents Its largest single asset, yet 
because the BP Group does not own the entire common equity Interest In the Company, the 
Company Is required by law to be managed by the Board In the best Interests of all the Company's 
shareholders rather than just BP and Its shareholders, and BP, as a majority shareholder, has certain 
legal duties to the minority shareholders of the Company. Because each decision made by BP which 
could affect the Company must be made with a view to its effect on the Company's minority 
shareholders, BP ’s flexibility In dealing with this major asset and Its existing and potential North 
American operations Is materially restricted. If the Company were wholly-owned by DP, decisions 
regarding the Company's operations and the utilization of the Company's substantial cash flow could 
be made without possible limitations arising out of the existence of a minority Interest. At the 
present time, BP 's only cash return on Its Investment In the Company Is the dividends received on 
the BP Group's Shares and Share-equlvalents. Because the United States Is an area of strategic 
importance for BP and because the sale of the Shares and Share-equlvalents held by BPI, at present 
market levels, would result in very substantial United States federal income taxes for BPI, BP has no 
Intention of disposing of Its investment In the Company. Accordingly, BP reached the conclusion 
that in order to eliminate the foregoing constraints and limitations and to realize the full value and 
potential of Its current approximately 55 .4%  equity Interest In the Company, it should make the Offer.

While the foregoing are B 's principal reasons for the Offer, BP believes that, given the 
Purchaser's existing and growing activities In the United States In businesses which are similar or 
complementary to the Company’s businesses, BP may be able to achieve certain operating benefits 
by Integrating some of the Purchaser's operations and those of the Company. Moreover, the Interest 
costs o p . borrowing Incurred In connection with the acquisition of additional Shares may be offset 
against the future pre-tax Income of the Purchaser and its consolidated subsidiaries, which would, 
assuming the Purchaser were to own at least 80%  of the Shares and Share-equlvalents, Include the 
income of the Company; the Purchaser's after tax cost of borrowing would therefore be reduced by a 
percentage equal to the marginal tax rates that will be applicable to the Purchaser and its 
subsidiaries from time to time. See "THE TENDER OFFER— Source and Amount of Funds".



The Purchaser is making the Offer at this time for the following reasons: (I) BP now considers 
that oil prices are likely to remain within price ranges sufficient to Justify making the Investment; (II) 
as a result of the management changes made In 1986 and the subsequent operations of the 
Company, BP feels confident that the Company can operate successfully even In a lower oil price 
environment; and (III) BP 's own financial position together with the fact of declining Interest rales In 
the United States over recent years facilitate the financing of the Offer.

Plans lor the Company After the Otter. BP anticipates that The Company’s headquarters will 
remain in Cleveland and the corporate headquarters of the BP Group's United States operations will 
be moved there. BP does not currently plan to replace the Company's management personnel and 
anticipates that few redundancies will arise In the Com pany ': operating subsidiaries or corporate 
headquarters os a result of tha Offer and a Merger. BP Intends that the Company’3 employees will 
continue to receive compensation and benefits which, In the aggregate, are not materially less 
favorable than those presently received. Except for the Company’s plans to sell certain assets as set 
forth below, following completion of the Offer and, If consummated, a Merger, BP currently Intends 
to continue the operation of all the Company’s business segments.

It Is Intended that the BP Group's existing worldwide management principles, consisting of a 
system of International management reporting relationships within business segments, will be 
applied to the Company. BP ’s management has begun and Intends to continue a study, In which It 
will Involve the Company's management, on how best to organize and integrate the activities of the 
Purchaser and the Company and to Implement the foregoing management principles. As a result of 
such study, BP may decide to make changes In the management structure and operations of the 
Company. Following a Merger, BP presently Intends to Involve American reoresentatlves, which 
could include present members of the Board, In the BP Group's United States operations, but the 
Board may consist solely of employees of the BP Group (Including the Com pany).

Except for the possible redemption of the Preferred Stock discussed under "Purpose, Structure 
and Benefits of the Offer", neither the Purchaser nor BP has any plan or proposal regarding activities 
or transactions which are to occur after the Offer and prior to a Merger which would relate to or 
result in any material change In the present dividend rate or policy or capitalization of the Company. 
As discussed under "Fairness of the Offor", the Company has Indicated to BP that It Is considering 
the restructuring and sale of the common stock of a subsidiary of the Company, which sale may be 
to BPI and which could occur prior to a Merger. BP and the Company have from time to time 
Internally considered and jointly discussed the possibility of selling or distributing to the Company's 
shareholders all or a portion of Its Interest In Prudhoe Bay or In the Trans Alaska Pipeline System  
( “ TA PS" ), either directly or through an alternate structure, such as a master limited partnership or a 
royalty trust. Any such sale or distribution Involves certain contractual, regulatory, tax, structural, 
market and other constraints and uncertainties. Neither BP nor the Purchaser has any current 
intention to sell or distribute any significant assets of the Company or to merge the Company with 
any other corporation (other than by a M erger), although they do intend to continue to study the 
feasibility and desirability of selling limited partnership or similar interests In a portion of the 
Company's Interests In Prudhoe Bay and/or TAPS. Decisions as to future dlsposiilons or 
acquisitions of assets by the Company would be made based on normal business considerations. 
The Company has previously announced Its Intention to sell certain of the businesses of Its Industrial 
Products division, and BP understands that the Company Is considering selling part of a group of 
properties which include precious metals operations.

Fairness ot the Otter. BP and the Purchaser believe that the price per Share offered hereby Is 
fair to the Company's shareholders. In reaching this conclusion, BP and the Purchaser considered 
primarily internal valuations of the Company prepared by BP based In part on certain non-public 
information concerning the Company.
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BP's valuations were performed under six different oil prlc9 scenarios and assumed, for 
purposes of the discounted cash flow analyses, a discount rate of 7% over Inflation which was 
assumed to be 4%  per annum over the iong term. The results were as follows:

BP'» VALUATIONS OF THE COMPANY
$10-115/
bbt(a ; S1S/bbf(b)

$ 1 u*$2 0 /
bb l(c ) ;1 1 l/bbJ(b) $2 0 /bb l(b )

$20-125/
b b l(d )

Oil and Gas Exploration and 
Production ( e ) ....................... $ 3 ,516

(In  m llllo n i, axcapl par Share amount*)

$ 5 ,630 $ 6 ,706 $  8 ,635 $10 ,620 $11 ,718
Pipeline In terests (f)................. 2 ,325 2 ,325 2 ,325 2 ,325 2 ,325 2 ,325
Refining and Marketing ( g ) . . 2 ,670 2 ,600 2 ,600 2 ,540 2 .490 2 ,490
Non-Petroleum Extractive 

Businesses ( g ) ....................... 1,335 1,335 1,335 1,335 1,335 1,335
Chemicals and Industrial 

P ro d u c ts (g ) ........................... 455 455 455 455 455 455
O th e r (h ) ....................................... (6 1 8 ) (7 1 8 ) (7 1 8 ) (7 6 8 ) (8 1 8 ) (8 1 8 )
Net D e b t ( i ) .................................. (3 ,2 1 7 ) (3 ,2 1 7 ) (3 .2 1 7 ) (3 .2 1 7 ) (3 ,2 1 7 ) (3 ,2 1 7 )

Total V a lue .......................... $ 6 ,466 $ 8 ,410 $ 9 ,486 $11 ,305 $13 ,190 $14 ,288
P e r S h a r e ( j ) ...................... $ 27 .18 $ 35 .36 $ 39 .88 $ 47 .53 $ 55 .45 $ 60 .07

(a ) Price level for North Sea Brent crude oil assumed to be constant at $10  per barrel through 
the year 1989, then constant at $15 oer barrel thereafter. In each case In 1987 dollars.

(b )  Price level for North Sea Brent crude oil assumed to be constant at the level Indicated ir 
1987 dollars.

( c )  Price level for North Sea Brent crude oil assumed to be constant at $15 per barrel through 
the year 1991, then rising at approximately $ 0 .55  per barrel each year to $20 per barrel by 
the year 2000 and holding constant thereafter, in each case in 1987 dollars.

(d ) Price level for North Sea Brent crude oil assumed to be constant at $20 per barrel through 
the year 1991, then rising at approximately $0 .55  per barrel each year to $25 per barrel by 
the year 2000 and holding constant thereafter, in each case in 1987 dollars.

(e )  Valuations were principally based on estimates of future cash flow from the Company's 
reserves, computed primarily from:

(i )d a ta  on proved reserves at January t, 1987 provided to BP by the Company;
(II) estlmr* j s  of probable reserves derived from, among other things, data provided to BP 

by the Company; and
(lii) B P ’s estimates of the production profiles for the Company’s various properties.
In certain limited instances, value was estimated not on a discounted cash flow basis but 
rather on the basis of value per barrel of oil equivalent and/or data provided by the 
Company with respect to values. In addition, there was an assessment of the value of the 
Company’s undeveloped acreage.
Proved and probable reserve levels used by BP In its valuations were as follows:

Reserve* net of royalty
(mlllloni of barrel* of oil aqulvalanl)

Proved Reserves.............................................................................................................. 2.53C
Probable Reserves under the $18 per Barrel C ase ...........................................  489

Total Reserves under the $18 per Barrel C a s e .......................................... 3 ,025
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BP's valuations reflect the fact that the extent of economically viable probable reserves 
varies depending on oil prices, but In no case were the amounts U3ed In the valuations 
below 350  million barrels of oil equivalent. These figures did not Include an allowance for 
discoveries through future exploration, the /alue of which Is reflected In the valuation of 
undeveloped acreage. Despite limited Information available at th's time, BP ’s valuation 
reflects a value for the Company's exploration venture In western Canada, which the 
Company believes to be promising. For the reasons set forth following Qoldman Sachs' 
analysis, these valuations do  not Include any value for natural gas reserves on the Alaskan 
North Slope and Include only a nominal value for the Company's potential Involvement In 
any development In the Alaskan National Wildlife Refuge.

( f )  Valuations were based on estimates of future cash flows from the Company’s 33 .34%  
Interest In TAPS. Values were also ascribed to Its 10% Interest In the Kuparuk pipeline and 
Its wholly- and partially-owned pipelines in the lower 48 States ("Lower 4 8 " ) .

(g )  Valuations were based on estimates of future cash flows. In addition, BP considered 
Information provided by Goldman Sachs with respect to values In the acquisition, leveraged 
buy-out and securities markets.

(h ) Consists of (A ) (I) estimated after tax proceeds from asset sales currently in progress or 
envisaged and (II) assumed proceeds trom exercises of outstanding employee stock 
options less (B )  an estimate of the present value of (I) the future cost of Company 
overhead, not allocated to the business segments separately valued, and (II) future 
dividends to be paid to BPI on preferred stock owned by BPI In a subsidiary of the Company 
(the "NPRI Preferred S to ck " ), which dividends are determined by reference to production 
from Prudhoe Bay. See "THE COMPANY". Goldman Sachs have provided the methodol­
ogy of the computation of the capitalized cost of corporate overhead.

(i) Net debt represents the excess of all liabilities over all assets not allocated to the business 
segments. Long-term debt and certain other liabilities were adjusted to estimated present 
value from historic book value in this calculation.

( j )  Based upon 234 ,712 ,645  Shares and Share-equlvalents outstanding at December 31, 1986 
plus exercise of the options outstanding at that date to purchase 3 ,150 ,714 Shares.

Although future oil price trends are very uncertain, BP considers a price In the region of $18 per 
barrel for North Sea Brent crude oil to be the appropriate planning assumption while OPEC  
maintains Its quota arrangement to support price stability. Between January 1, 1987 and March 30, 
1987, the spot price for North Sea Brent crude oil ranged from $15 .95  per barrel to $18 .82 per 
barrel, with an average price over such period of $17 .87  per barrel.

Any valuation of the Company is highly dependent on estimates of future oil prices. A change of 
$1 per barrel in the average price of oil during a year will change ennual net Income of the Company, 
according to the Company's 1987 Operating Plan (the "Operating P lan"), by between $125 million 
and $150  million. BP estimates that If there were a $1 per barrel change In the starting oil price 
assumptions used In the valuations, the effect of which were sustained over the valuation period, It 
would result in a change In the stated valuations of the Company by approximately $4 per Share. 
Due to the mar.y uncontrollable factors that affect oil prices, future oil prices could vary widely from 
those considered by BP, in which case BP's valuations of the Company would change accordingly. 
See "THE COMPANY" for a description of certain Information contained In the Operating Plan and 
the Company's five-year Development Plan (the "Development P lan").



The foregoing table does not reflect any Increase in yalues which might be obtained by selling or 
distributing to the Company's shareholders all or a portion of the Company's interest In Prudhoe Bay 
or TAPS, either directly or through a master limited partnership or other alternate structure, or any of 
the other financial alternatlvus described below, Including utilization of the Company's potential 
unrealized capital loss, which In the aggregate Goldman Sachs believed might add value In excess of 
that attributed to the Company In Goldman Sachs' acquisition analysis of tho Company. BP and the 
Purchaser decided to make the Offer at a price which exceeds the values reflected In the foregoing 
table and In Goldman Sachs' analysis for the reasons set forth above under “ Reasons for the Offer".

In contemplation of the Offer, BP retained Goldman Sachs to assist In BP ’s evaluation of the 
Company and to provide the analysis set forth below, which analysis BP and the Purchaser also 
considered In reaching the conclusion that the Offer Is fair to holders of Shares. Goldman Sachs 
were requested to review BP ’s Internal valuations, the Operating Plan, the Development Plan and 
other data relating to the Compeny which was supplied by BP, os well as published financial and 
market Information, to advise with respect to certain alternative means of valuation of the Company 
and its several businesses and to provide advice as to potential market reaction to the Offer. 
Goldman Sachs were not requested to provide any opinion as to the fairness of the Offer to BP and 
Its shareholders or to the minority shareholders of the Company or to perform any Independent 
examination or Investigation of the Company's businesses or assets. Accordingly, Goldman Sachs 
did not attempt to verify the accuracy or completeness of m y  of the Information supplied by BP or 
obtained through other sources, nor did Goldman Sachs cc. luct any discussions with, or obtain any 
information from, any officers or employees of the Company In connection with their advice to BP 
and the Purchaser. Because of the limited number of BP employees involved In BP's valuation 
process prior to March 26, 1987, the date on which BP and the Purchaser announced their Intention 
to make the Offer, Goldman Sachs did not have complete access to Information concerning the 
Company contained within the BP Group although, because information received by BP from the 
Company Is generally monitored, BP beileves that all Information available to BP which could 
materially affect the valuation of the Company was provided to Goldman Sachs.

Or. March 25, 1987, Goldman Sachs advised BP that, based upon the then current conditions 
and the assumptions described below and assuming the accuracy and completeness of the 
information supplied by BP and publicly available Information concerning the Company, it was the 
view of Goldman Sachs that the values of the Company's principal businesses In the acquisition 
market fell within the ranges shown In the following table. The ranges of values for the Company’s 
businesses were derived by applying methodologies and assumptions which Goldman Sachs 
believed would be used by potential acquirors under then current market conditions. The analysis 
assumes a purchase of all of the outstanding Shares of the Company by a purchaser which does not 
subsequently elect to allocate its purchase price to the assets of the Company in order to increase 
the depreciable or deplotable tax bases of such assets. In such a case a purchaser would forgo any 
tax benefits from such a write-up and assume a carryover tax basis in the assets acquired; at the 
same time, the Company would not Incur any corporate level capital gains or recapture taxes.
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SUMMARY OF RANGE OF VALUES
(In  m illion*, *xc*pt p*r 8 har* amounts)

Low High

Oil and Gas Exploration and Production ( a ) ............................................  $7 ,150 $ 9 ,1 5 0
Pipeline Interests ( b ) ............................................................................................ 2 ,300  2 ,500
Refining and Marketing   2 ,100 2 ,600
Non-Petroleum Extractive Businesses  1 ,200 1,350
Chemicals and Industrial P roducts ................................................................. 400 500
Estimated Proceeds from Asset Sales ( c )   300 400
Other ( d ) ...................................................................................................................  (9 5 4 ) (7 5 4 )
Net Debt Position ( e ) ..........................................................................................  (3 ,2 1 7 ) (3 ,2 1 7 )

Total V alue  $9 ,279 $12 ,529
Per Share ( f )   $39 .01 $ 5 2 .6 7

(a )  The value for offshore Lower 48 proved reserves (for which no estimates of oil and gas 
production, operating costs, capital expenditures and abandonment costs were available from BP) 
was set at $150  million utilizing analyses similar to those used in valuing the probable reserves, 
rather than a discounted cash flow analysis. The low and high values in the table have been reduced 
by $100 and $125 million, respectively, for an estimate of the present value of the future dividends to 
be paid on the NPRI Preferred Stock . In addition, Goldman Sachs were unable to determine the 
impact of two factors on the present value of the after-tax cash flows from the proved oil and gas 
reserves:

1. When the total proved reserves, as reported to BP by the Company, are compared to 
their respective decline curves, as estimated by BP to provide a schedule of future production, 
Goldman Sachs noted that such reserves are fully produced by the year 2010. Normal reserve 
decline characteristics suggest that a portion of the oil and gas reserves would be produced 
after 2010. In order to produce all reserves by 2010, the decline curve supplied by BP assumes 
a rate of production that Is higher than would be the case for a more conventional reserve 
production p r o f i le .  As a result, the present values In the table above are higher than those which 
would result if a portion of the reserves were produced beyond the year 2010 , in accordance 
with normal reserve decline patterns.

2. In the absence of definitive information, Goldman Sachs have been unable to estimate 
the amount or timing of the utilization of the depletable and depreciable tax bases tor the 
reserves and associated equipment; accordingly, the present values set forth above assume 
such tax bases ?re zero. To the extent such bases exist, such present values of such reserves 
would increase by *he present values of the reduction In taxes on oil and gas income arising 
from the depletion and depreciation deductions available in future years.
Goldman Sachs have made certain estimates of the effect of both foregoing uncertainties under 

various assumptions which indicate that, assuming an aggregate $2 billion tax basis for all oil and 
gas properties, the net effect of these two factors on the present value of such reserves Is probably 
minimal. In Goldman Sach s ’ analysis of a master limited partnership for the Company’s interest In 
Prudhoe Bay which Is discussed below, Goldman Sachs have assumed on BP's advice an aggregate 
tax basis thereof of $2 billion.

(b )  Includes the Company’s" Interest In TAPS, the Kuparuk pipeline and wholly- and partially- 
owned pipelines in the Lower 48.

( c )  Estimated after tax proceeds of assets sales currently In progress or envisaged provided by
BP.
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(d )  Capitalized cost of corporate overhead not allocated to the business segments valued 
separately above reduced by the proceeds of assumed exercise of employee stock options. BP has 
provided the estimate of yearly overhead cost used In performing this calculation.

(e )  Net debt represents the excess of all liabilities over all assets not allocated to the business 
segments. Long-term debt and certain other liabilities were adjusted to estimated present value 
from historic book value in this calculation.

(f ) Based on 234 ,712 ,645  Shares and Share-equlvalents outstanding as of December 31, 1986 
plus exercise of the options then outstanding to purchase 3 ,150 ,714  Shares.

As noted above, the value of the Company Is extremely sensitive to assumptions as to future oil 
prices. In connection with their analysis, Goldman Sachs were requested by BP to exercise their 
independent judgment as to the appropriate oil price assumptions to make In this regard. 
Accordingly, the reserve valuations Induced In the Goldman Sachs analysis reflect Goldman Sachs' 
assessment of the oil price and rate of return scenarios likely to be utilized at the time the analysis 
was prepared by prospective purchasers In evaluating oil and gas properties for purchase In the 
acquisition market. Assumptions made In this context may differ from the oil price assumptions 
used by securities analysts (Including those at Goldman Sach s) In estimating earnings of oil and gas 
companies over the next year or two for the purpose of formulating recommendations as to the 
purchase or sale of securities.

The Goldman Sachs analysis set forth above assumes West Texas Intermediate crude oil prices 
of $17, $18 and $19 per barrel, In nominal terms, in years 1987, 1988 and 1989, respectively, 
escalating 5%  per year thereafter. If oil prices were to vary from this scenario, the range of values for 
the Company as a whole set forth In the table above could be materially affected.

The oil price scenarios used by BP and Goldman Sachs In their analyses are based on North Sea 
Brent crude oil ( “ Brent") and West Texas Intermediate crude oil ("W T I" ), respectively. Each has 
used the crude oil market with which It Is most familiar for generating Its oil price scenario. Although 
the price differential between Brent and WTI varies, Brent and WTI generally trade in their markets at 
prices close to one another. Historically, Brent has traded at prices which are below WTI prices and 
generally such differential has been small. Alaskan North Slope crude oil sold on the Gulf Coast 
("ANS Gulf C oa st" ), which is the type of crude oil which the Company uses for planning purposes, 
generally trades in its market at a modest discount below WTI and Brent prices.

The foregoing analysis of the Company reflects Goldman Sachs' judgment as to values in the 
acquisition market. Goldman Sachs also considered several alternatives with respect to the 
Company's interest in Prudhoe Bay, Including a production payment financing and a master limited 
partnership ( "M LP" ) which might be sold to the public or spun off to shareholders. Goldman Sachs  
advised BP that they believed that the greatest potential additional value above that shown In the 
table with respect to Prudhoe B.ay might be achieved by spinning off to shareholders units of an MLP 
holding the Company’s Interest In such asset. However, Goldman Sachs advised BP that because of 
a variety of factors, including the unique characteristics of Prudf. . Bay production, the size of any 
such transaction relative to other similar MLPs, the probability that tax-exempt Institutional holders 
might not wish to hold MLP units and possible structural Impediments, they believed that there were 
significant uncerialnties as to the ability of the Company to realize the potential additional value. In 
addition, any such additional value is difficult to determine in the absence of Information relating to 
the Company's tax basis In Prudhoe Bay and, hence, the amount of taxes which would be payable by 
the Company In such a spinoff, and the unavailability to Goldman Sachs of certain additional 
information relating to Prudhoe Bay.

Goldman Sachs also considered a number of different alternatives relating to the Company's 
interest in TAPS, including the possibility of the creation of an MLP and a leveraged recapitalization 
in partnership form. Goldman Sachs advised BP that a leveraged recapitalization in partnership 
form appeared to be the most favorable of these alternatives, but that this alternative was unlikely to
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create increased value above that shown In the table due lo the estimated amount of taxes which 
would be payable by the Company In connection with such a transaction, based on the tax basis 
assumptions provided by BP, and that such a transaction might not be feasible In light of significant 
contractual, regulatory and other Impediments.

Goldman Sachs also considered the possibility of a tax-free spinoff of the Company's refining 
and marketing operations to shareholders. Goldman Sachs advised BP that there was some 
uncertainty as to the additional value which might be created by such a transaction due to the 
availability of few comparable publicly traded entities, the cyclical character of such business, and 
the absence of complete Information regarding the Company's current operations. Because refining 
and marketing operations have recently provided a cushion against down-swlngs In exploration and 
production earnings, BP and Goldman Sachs recognize that It might be Imprudent for the Company 
to separate Its refining and marketing operations from Its exploration end production operations.

Goldman Sachs also considered separately the value of a potential unrealized capital loss of the 
Company but did not Include the value of this potential tax loss In their acquisition analysis because 
it cannot be utilized until the Company realizes the loss and uses it to offset a recognized capital gain 
for U .S . federal income tax purposes. In March 1987, the Company Indicated to BP that It Is 
considering a restructuring and subsequent sale of the common stock of a subsidiary of the 
Company which, if effected, would enable the Company to utilize the benefit of such potential capital 
loss, provided that such loss were In fact realized.

Goldman Sachs advised BP that If all of the foregoing transactions were consummated 
notwithstanding the uncertainties outlined above and if the potential unrealized capital loss were in 
fact realized, under current conditions in the petroleum and securities markets the aggregate 
additional value In excess of the high end of the range of values for the entire Company shown In the 
table above which could be generated from these transactions would be In the range of approxi­
mately $1 ,41 0— $2 ,680 million, or approximately $ 5 .93— $11 .27 per Share.

Goldman Sachs further advised BP that, In light of Insufficient information, the foregoing 
analysis does not reflect the potential for material additional expense or liability in certain areas, 
including (I) additional overhead costs; (!l) excess costs associated with repairs, disposals or 
abandonments relating to the operation of the Company's natural resource businesses; (ill) pending 
redetermination of condensate reserves In Prudhoe Bay from the oll-derlved category to the gas- 
derived category in which the Company has a significantly lower share; (Iv) drilling obligations not 
currently accrued; and (v ) any other contingent liabilities.

A copy of Goldman Sachs' written report has been filed by the Purchaser as an Exhibit to Its 
Rule 13e-3 Transaction Statement on Schedule 13E-3 filed with the Securities and Exchange 
Commission (" S E C " ) in connection with the Offer and may be examined and copied at the office of 
the SEC in Washington, D.C. as set forth under "THE COMPANY— Available Information” . In 
addition, such report is available for inspection and copying at the principal executive offices of the 
Purchaser during its regular business hours by any interested holder of Shares or his representative 
who has been so designated In writing.

For Information concerning Goldman Sachs' relationships with the Company and with BP, se9 
"The Financial Advisors" below.

It should be noted that neither BP's nor Goldman Sachs' analysis of the Company places any 
value on natural gas reserves on the Alaskan North Slope because of the time delay Inherent in any 
development of such reserves. Moreover, the value of natural gas Is a function of oil prices and, at 
the rang9 of energy prices considered by BP and Goldman Sachs, the costs of recovering and 
transmitting to market these gas reserves Is likely to exceed their realizable market value. 
Additionally, BP and Goldman Sachs placed only a nominal value on the Company's potential 
involvement in any development In the Alaskan National Wildlife Refuge, as there can be no 
assurance that such area will be opened to drilling and development, that economically recoverable
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quantities of hydrocarbons will be discovered end developed or that the Company will participate In 
any such activities. Finally, due to the lack ot sufficient Information to permit a valuation, BP and 
Goldman Sachs placed no value on any excess assets In the Company's pension plans which might 
revert to Ihe Company upon their termination, any net value arising from a sale of the Company's 
headquarters building at a price exceeding the cost of relocating and providing office space for the 
employees located there and claims by the Company for U .S . federal Income tax refunds for years 
ended prior to 1986.

In addition to BP 's valuations, Goldman Sachs' analysis and cerfnln non-public Information 
concerning the Company, BP and the Purchaser considered, among other things, historical market 
prices of the Shares, comparisons of the Company’s stock market performance and operating 
performance with those of other United States publicly-held Integrated oil and gas companies, 
Information concerning the Company's financial condition, the fact that BP beneficially owns 
approximately 55 .4%  of the outstanding Shares and Share-equlvalents, and prices paid In other 
merger and acquisition transactions Involving Integrated oil and gas companies.

BP ’s Internal valuations and Goldman Sachs' analysis referred to above were the most 
Important factors considered by BP and the Purchaser In determining that the price per Share 
offered In the Offer was fair to the holders of Shares; BP and the Purchaser have not found it 
practicable to assign relative weights to each of ihe other factors considered by them as described 
above.

BP has not obtained from any outside party an opinion as to the fairness of the Offer to BP and 
Its shareholders or to the minority shareholders of the Company. The Offer Is not structured so that 
approval of at least a majority of the unaffiliated shareholders of the Company Is required; however, 
in order for a Merger to be effected, more than a majority of the minority shareholders must have 
sold their Shares to the Purchaser pursuant to the Offer or otherwise or voted In favor of the Merger.

The Financial Advisors. In selecting Goldman Sachs to act as its financial advisors In 
connection with the Offer, BP considered primarily Goldman Sachs' reputation and experience In 
Investment banking and mergers and acquisitions, as well as their experience with the oil and gas 
industry. Goldman Sachs have from time to time provided financial advice and other services to the 
BP Group and to the Company.

In the fall of 1985, Goldman Sachs reviewed at the request of the Company certain financial 
alternatives available to the Company to maximize value to holders of Shares, assuming the 
Company had no controlling shareholder. In connection with their review. Goldman Sachs were 
furnished certain non-public Information about the Company, including, among other things, 
piuductlon estimates tor Prudhoe Bay, separate financial statements for TAPS and a ten-year 
strategic plan prepared by the Company which projected net Income for the Company on various 
price assumptions. The projections (hen deemed by Goldman Sachs to be the most reasonable 
were based on the assumption that the price of oil ranged from $28 per barrel In 1987 to $47 .35  per 
barrel, in nominal terms, In 1995 and showed net income ranging from $2 ,002 million In 1987 to 
$3 ,270  million in 1995. Goldman Sachs wore not requested to perform any independent examination 
or investigation of the Company's businesses or assets and did not attempt to verify any of the 
Information supplied by the Company. In the course of this review, Goldman Sachs prepared 
analyses with respect to potential write-downs of asset values, common stock repurchase programs, 
increases in the Company’s dividends, leveraged buyouts, sales to third par-i-s and spinoffs to the 
Company’s shareholders of certain of the Company’s businesses as •! as .iaster limited 
partnerships for certain of the Company’s oil and gas and coal reserves. B> .<ed cn the Information 
made available by the Company, certain of the foregoing analyses, the then current price of oil, the 
prevailing treatment of such actions under the then curront tax laws and rates of return then 
prevailing in the acquisition market. Goldman Sachs prepared a preliminary liquidation analysis of 
the Company which showed an estimated aggregate after tax liquidation value of the Company In the 
range of $12 ,783  million to $19 ,283 million, or approximately $54 .51 to $82 .23  per Share on a fully 
diluted basis. At the time Goldman Sachs performed this preliminary liquidation analysis, the price
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of oil (a s  evidenced by thp jpot prlco for WTI) ranged from approximately $28 .70  per barrel to 
$30 .80  per barrel. In light o f Intervening changes In oil prices and United States federal tax laws as 
well as the econom ic environment In general, Goldman Sachs believe that this estimated range of 
values is no longer reasonable.

Since March 1985, Goldman Sachs have received approximately $500 ,000  and approximately 
$900 ,000  from the BP Group (excluding Ihe Company) and the Company, respectively, as 
compensation for Investment banking services, Including the underwriting of the Company's Swls3 
Franc Notes In February 1987. As of March 31 , 1987, Goldman Sachs beneficially owned 40 ,000  
Ordinary Shares of BP, had a net long position In June options for 39 ,800  Shares, and had net short 
positions of American Depositary Receipts representing 60 ,400  Ordinary Shares of BP and 26 ,800  
Shares, which positions were Incurred In the ordinary course of Its trading activities prior to March 
26, 1987.

BP and the Purchaser have agreed to pay Goldman Sachs, as compensation for their services as 
Dealer Managers and as financial advisors In connection with the Offer, a minimum fee of 
$1 ,000 ,000 , which will be credited against a fee of $0 .08  per Share acquired by the Purchaser 
pursuant to the Offer or a Merger. If In excess of approximately 60 million Shares are purchased 
pursuant to the Offer, It will be assumed for purposes of these arrangements that all outstanding 
Shares havo been acquired by the Purchaser. In addition, BP and the Purchaser have agreed to 
reimburse Goldman Sachs for their reasonable out-o f-pccket expensoc, including the fees and 
expenses of their counsel, In connection with the Offer, and have agreed to Indemnify Goldman 
Sachs against certain liabilities and expenses In connection with the Offer, Including liabilities under 
the federal securities laws.

Position o l the Company with Respect to the Offer. Following the announcement of the Offer 
by BP and the Purchaser on March 26 , 1987, the Company announced that the proposed tender 
offer was being referred to the Special Committee, which would consider the Offer in due course.

Certain Effects ot the Offer. The purchase of Shares pursuant to the Offer will reduce the 
number of Shares that might otherwise tiade publicly and the number of holders of Shares and could 
adversely affect the liquidity and market value of the remaining Shares held by the public.

Depending upon the number of Shares purchased pursuant to the Offer, the Shares may no 
longer meet the requirements for continued listing on the New York Stock Exchange (the "NYSE"), 
although, in view of the number of Shares currently outstanding and the current number of holders of 
record of Shares, this result appears unlikely unless and until a Merger occurs. The NYSE's 
published guidelines Indicate that It would consider delisting the Shares If, among other things, the 
number of record holders of 100 or more Shares should fall below 1,200, the number of publlcly-held 
Shares (exclusive of holdings of officers and directors of the Company and members of their 
immediate families and other concentrated holdings of 10% or more) should fall below 600 ,000 or 
the aggregate market value of the publlcly-held Shares should fall below $5 million. According to the 
published guidelines of the Midwest Stock Exchange (the "M SE" ), It would consider delisting the 
Shares if, among other things, the number of publlcly-held S ta re s  (exclusive of management and 
other concentrated holdings) Is less than 100,000 or there are fewer than 500 record holders. 
According to the Company, as of February 23. 1987 there were approximately 52 ,400  holders of 
record of Shares.

Even If the NYSE and MSE were to delist the Shares os a result of the Offer, it Is possible that 
such Shares would continue to trade In the over-the-counter market and that price quotations would 
be reported through the National Association of Securities Dealers' Automated Quotation System, 
Inc. ("NASDAQ") or other sources. The extent of the public market for the Shares and the
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availability of such quotations would, however, depend upon the number of holders of such Shares 
remaining at such time, the Interest In maintaining a market In such Shares on the part of securities 
firms, the possible termination of registration of such Shares under the Securities Exchange Act of 
1934 (the "Exchange A ct" ) as described below, and other factors.

The Shares are presently "margin securities" as that term is defined under the rules of the 
Board of Governors of the Federal Reserve System , which has the effect, among othpr things, of 
allowing brokers to extend credit on the collateral of such Shares. Depending upon factors similar to 
those above regarding listing and market quotations, the Shares might no longer constitute "margin 
securities" and, therefore, could no longer be used as collateral for margin loans made by brokers.

The Shares are currently registered under the Exchange Act. Such registration of the Shares 
may be terminated upon application by the Company to the SEC  If the Shares are not listed on a 
rational securities exchange and If there are fewer than 300 record holders of tho Shares. 
Termination of registration of the Sharos under the Exchange Act would reduce the Information 
required to be furnished by the Company to holders of Shares and would render Inapplicable to the 
Company certain provisions of the Exchange Act, Including requirements that the Company furnish 
shareholders with proxy materials regarding meetings of shareholders of the Company, require­
ments that the Company's officers, directors and 10% shareholders file certf ln reports concerning 
ownership of the Company's securities and provisions that any profit by such officers, directors and 
10% shareholders through purchases and sales of the Company’s equity securities within any slx- 
monlh period may be recaptured by the Company. Termination of registration of the Shares under 
the Exchange Act could also deprive affiliates and any holders of "restricted securities” of the 
Company of their ability to dispose of their securities pursuant to Rule 144 promulgated under the 
Securities Act of 1933, as amended. In addition, If the Shares were de-reglstered, thoy would no 
longer be eligible for NASDAQ renortlng or constitute 'margin securities” . Even If the Shares ar9 
de-reglstered, however, the Exchange Act requirement that the Company file periodic reports would 
remain applicable as long as any of the Company's debt securities which are presently listed on the 
NYSE and registered under the Exchange Act remain so.

See "Purpose, Structure and Benefits of the Offer" fc *' >ffect o; the Offer and a Merger on 
the interest of the Purchaser and Its affiliates in the Compi .set book value and net income.

Federal Income Tax Consequences to Shareholders. The receipt of cash pursuant to the Offer 
or a Merger will be a taxable transaction for federal income tax purposes and may also be a taxable 
transaction under applicable state, local and othdr tax laws. A s '• sholder will recognize gain or loss 
equal to the difference between such shareholder's adjusted tax basis In the Shares surrendered and 
the cash received therefor. Such gain or loss will be capital gain or loss If the Shares are capital 
assets in the hands of the shareholder and will be long-term If Ihe holding period of the Shares is 
more than six months on the date the Purchaser accepts such Shares for payment pursuant to the 
Offer or on the date of a Merger, as the case may be.

THE FEDERAL INCOMF TAX CONSEQUENCES SET FORTH ABOVE ARE FOR GENERAL 
INFORMATION ONLY AND ARE BASED UPON PRESENT LAW. EACH SHAREHOLDER tS URGED 
TO CONSULT HIS OWN TAX ADVISOR TO DETERMINE THE PARTICULAR TAX EFFECTS TO HIM 
OF THE OFFER OR A MERGER. INCLUDING THE APPLICATION AND EFFECT OF STATE, LOCAL 
AND OTHER TAX LAWS AND THE POSSIBLE EFFECTS OF CHANGES IN FEDERAL OR OTHER 
TAX LAWS. THE FOREGOING DISCUSSION MAY NOT BE APPLICABLE WITH RESPECT TO 
SHARES RECEIVED PURSUANT TO THE EXERCISE OF EMPLOYEE STOCK OPTIONS OR 
OTHERWISE AS COMPENSATION.

Litigation Relating to the Offer. On March 26, 1987, the day the Offer was announced, three 
shareholders of the Company brought a purported class action against tne Company, BP, the 
Purchaser, BPI and eight directors of the Company In the Ohio Court of Common Pleas in Cleveland, 
alleging that the Offer and a Merger constitutes a fraud on the Company’s shareholders other than 
the BP Group in that $70 per share Is a grossly inadequate and unfair price. The BP Group regards 
the action as baseless.



MARKET PRICES OF AND DIV1DEND8 ON 8HARE8

The Shares are principally traded and listed on the NYSE and the MSE. The following table sets 
forth the high and low sales prices on the NYSE Composite Tape and the dividends paid per Share  
for the calendar quarters Indicated:

Sato* CH»ktond*
High Low

1966: %

First Q uarter............ .......................  $48% $39% $.70
Second Quarter..... .......................  50% 45% .70
Third Quarter........... .......................  48 42% .70
Fourth Quarter........ ...............................  55y4 -5% .70

1986:
First Quarter ............ ...............................  $5iy4 $43 $.70
Second Quarter..... .......................  48 42y« .70
Third Quarter.......... .......................  51% 40% .70
Fourth Quarter........ .......................  51% 45% 70

1987:
First Quarter ............ ....................... $49% $72% $.70

On March 25. 1987, the last full day of trading prior to the announcement of the Purchaser's 
intention to make the Offer, the reported closing sales price per Share on the NYSE Composite Tape 
was $64% . On March 31 , 1987, the last full day of trading prior to the commencement of the Offer, 
the reported closing sales price per Share on the NYSE Composite Tape was $70% . Shareholders 
are urged to obtain a current market quotation lor the Sharbs.

THE COMPANY
Except as otherwise noted, the following Information with resoect to the Company was taken 

from the Company’s publicly avallablo Information.
The Company and Its subsidiaries are engaged In all ohases of the petroleum business primarily 

In the United States, Including the exploration for and production of crude oil and natural gas and the 
transportallon, refining and marketing of crude oil and petroleum products. In addition, the 
Compar-y is a major producer and marketer of copper, gold, silver and coal and a laadlng supplier of 
refractories, copper and brasc mill products and process systems and equipment. The Company 
also manufactures and markets certain chemical products and products produced from ilmenlte. 
The Company was Incorporated In Ohio In 1870 and has its principal offices at 200 Public Square, 
Cleveland, Ohio 44114 (telephone (2 1 6 ) 5 8 6 -4 1 4 1 ).

The Company’s oil and gas reserves and production facilities are located primarily in Alaska: Its 
principal copper reserves and facilities are located In Utah; Its principal coal reserves and mines are 
located in Illinois, Indiana, Kentucky and Pennsylvania: and Its ilmenlte mine and processing facilities 
are located In Quebec, Canada.

In 1986, the Company's petroleum businesses accounted for approximately 80%  of the 
Company’s revenues and substantially all of the Company's Income before unusual items, Interest, 
Income taxes and an extraordinary item. Of the approximately 726 ,600 net barrels per day of crude 
oil and natural gas liquids produced by the Company In 1986, approximately 680 ,700 not barrels per 
day wore attributable to production from Prudhoe Bay.
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Historical Summary Financial Information. The following Information concerning the Company 
and Its subsidiaries tor the fivt yews ended December 31 , 1938 has been derived from the 
Company's 1985 and 1986 Annual Reports. The summary below Is quallflxf by reference to such 
documents and all the financial Information and related notes contained therein.

THE STANDARD OIL COMPANY AND SUBSIDIARIES 

SUMMARY CONSOLIDATED FINANCIAL INFORMATION

Ym k  anded Dacmbac 31,
1M2 1M3 1M4 1M3 m i

(Dollar* In million*, axcept p*r Shar* amount*)
Sales and operating revenue.................. $13 ,113 $11 ,490 $11 ,692 $13 ,002 $9 ,219
Exdee ta x e s ................................................... 377 468 559 816 803
Income before unusual items, Interest. 

Income taxes and extraordinary
Item................................................................ 3 ,697 3 ,046 3 ,038 2 .874 713

Unusual Items and extraordinary item. — (1 3 7 ) (9 0 ) (1 ,6 9 9 ) (1 ,1 1 3 )
Nut Income ( l o s s ) ........................................ 1,879 1,512 1,488 308 (3 4 5 )
Cash provided from operations............. 3 ,091 2 ,946 3 ,1 83 3 ,474 1,804
Capital expenditures................................... 2 ,708 2,298 2 ,329 2 ,484 1 ,618
Total a sse ts ..................................................... 16 ,016 16,362 17 ,487 17,508 15 ,955
Shareholders’ equity................................... 7 ,221 8 ,094 8 ,390 8 ,018 7 ,020
Long-term debt and capital lease obli­

gations .......................................................... 4 ,192 3 ,850 3 ,577 3 ,305 3 ,276
Per Sharo or Share-equivalent

Income before unusual Items, In­
terest, income taxes and ex­traordinary item ............................... 15.03 12.38 12.56 12.23 3 .03

Unusual Items and extraordinary
item ....................................................... — (0 .5 6 ) (0 .3 7 ) (7 .2 3 ) (4 .7 4 )

Net income ( lo s s ) ............................... 7 .63 6.14 6 .14 1.31 (1 .4 7 )
Shareholders' equity.......................... 29 .35 32 .90 34 .67 34 .12 29 .87
Cash dividends..................................... 2 .55 2.60 2 .65 2.80 2 .80

Ratio of earnings to fixed ch a rg es ........ 5 .3 5.7 6 .0 2.6 •
Ratio of debt to borrowed and in­

vested capital............................................. 34% 30% 27% 27% 27%

* Earnings for 1986 were inadequate to cover fixed charges. The amount of the deficiency In 
total adjusted earnings was $679 million.

Projections. The Company does not, aa a matter of coursa, make public projections as to its 
future performance or earnings. However, the Company has provided BP with the Company's 
Development Plan and Operating Plan, the former of which Includes five-year projections of financial 
performance and the latter of which contains 1987 projections materially more favorable than those 
contained In the Development Plan.

The projected data In the table below, extracted from the Development Plan which was prepared 
In October 1986, Is based upon the assumptions described below. The Development Plan noted that



over the five year period, the Company would generate excess cash totalling $2 .2  billion while 
retiring debt of $1 .4  billion; accordingly, If profitable opportunities to utilize the cash generated were 
not Identified, the equity base would need to be reduced either by Share repurchases or Increases In 
dividends.

Development Plan
1M7 1MI 1MI 1W0 1M1
--- --- — — ---

Cash Generation
(DefUm In m illion*, *xo*pt par Shar* smount*)

Net Income............................................................... . $ p>r, $ 845 $ 900 $ 900 $ 065
Non-Cash Charges................................................ . 1,6o(.' 1,640 1,600 1,650 1,675
Divestitures.............................................................. 350 50 — — —

Tota l................................................................... . 2,610 2 ,535 2 ,500 2 ,550 2 ,640
Capital Expenditures..................................................... 1,585 1,295 1,320 1,345 1,035
Cash Flow After Mandatory Debt Retirement.... 960 425 215 240 470
Earnings Per S h a re ....................................................... 2 .80 3 .60 3.85 3 .85 4.10
Liquid Resources............................................................. 1,550 1,760 2 ,100 2 ,460 3 ,040

Return on Borrowed and Invested Capital.......... 7 .2% 9.5% 10.3% 10.4% 11.3'
Net Debt/Capital R a tio * ............................................. 29% 24% 19% 14% 51

* Ratio of total debt less surplus financial assets to total debt less surplus financial assets plus 
shareholders' equity. Surplus financial assets are cash and marketable securities greater than $200  
million.

In preparing the projections, the following assumptions, among others, were used:
1. Price per barrel ot oil wa9 assumed to be $15 for the entire period, adjusted for Inflation at an 

assumed rate of 4% per annum. The Company also prepared five-year projections assuming 
a $20 per barrel (Inflation ad justed) oil price for the entire period and assuming a scenario In 
which oil prices are at $10 per barrel (Inflation adjusted) for three years and then $15 per 
barrel (inflation adjusted) for the next two years. In the former case, net Income for the 
years 1987 to 1991 would be. In millions, $1 ,335 , $1 ,680 , $1 ,720 , $1 ,720  and $1 ,820 , 
respectively, and In the latter case, net Income for such years would be, In millions, $ ( 6 0 ) ,  
$70, $145, $875 and $890 , respectively.

2. In light of the United States federal tax law changes which took effect a . ihe beginning of 
1987, the following main assumptions were adopted: effective combined state and federal 
tax rate of 42%  for 1987 and 36%  In 1988 to 1091; no investment tax credit for assets placed 
In service after January 1, 1986 (except for transition rule affected properties); and 
continuation of laws in effect in 1986 for depreciation and depletion.

3. General United Statos inflation is assumed to be 4%  per annum, although not all business 
expenses are assumed to escalate at level. Most notably, oil and gas exploration and 
production operating and capital expenses are assumad to Increase at 2%  per annum 
nominal during the period, due to deflation of prices as a result of oversupply of goods and 
services in the service and construction Industry.

4. Financial projections h->.ve assumed maintenance of the Company’s current dividend.
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Shortly afuer preparation of the Development Plan In October 1086, the Company prepared the 
Operating Plan, which contain*'updated financial projection* for 1087 based upon Information 
unavailable at the time the Development Plan was prepared. The financial highlights of the 
Operating Plan are as follows:

19*7 Operating Plan 
(DoAara In mAUona, except pet Shara amounts)

Operating Income....................................................................................................  $1 ,541
Net Income................................................................................................................. 787
Earnings per Share .................................................................................................  3 .35
Capital Expenditures.............................................................................................  1 ,574
Total Funds G enera ted ........................................................................................  1,184
Borrowed and Invested Capital— Year-End ............................................... 13 ,843
Liquid Resources— Year-End ...........................................................................  1 ,777
Return on Average Capital Employed............................................................ 6 .5%
Net Debt/Capital R a tio * ...................................................................................... 25 .8%

* Ratio of total debt less liquid resources to total debt less liquid resources plus shareholders' 
equity.

The 1987 projections contained In the Operating Plan are materially more favorable than the 
projections for 1987 earlier forecasted by the Development Plan, In part because certain assump­
tions, different from the assumptions made In the Development Plan, were made In preparation of 
the Operating Plan. It was assumed that the price of ANS Gulf Coast will average $14 .90  per barrel 
In 1987, which Is $0 .25  per barrel higher than was assumed In the Development Plan, and that 
Inflation would be 3%  during 1987, as compared to the 4%  assumed In the Development Plan. The 
$389 million Imprcvement In operating income from the $1 ,152 million projected In the Development 
Plan Is a result of: the higher operating Income due to the Increase In the price of Alaskan North 
Slope crude oil ($ 5 5  million), lower marine transportation costs ($ 90  million), an Improved West 
Coast price ($ 4 5  million), Increased Prudhoe Bay production ($ 30  million), lower production costs 
($ 6 0  million; and other factors ($ 109  million).

The key targets outlined In the Operating Plan Include:
(a )  c ap i t a l  e x p e n d i t u r e  wil l be keD t  at o r  b e l o w  a b o u t  $1 ,575 m il l ion ;
(b )  crude oil production and refinery runs will be increased by 4%  over 1986's level;
( c )  exploration capital and expense will be kept at no more than $283 million, som e $60 million 

Ies3 than 1986;
(d )  a federal tax refund of about $830 million, resulting from ordinary losses arising from 1986 

operating results, the abandonment of exploration leases, and the sale, at a tax loss, of coal 
properties In 1986, will be received In May 1987;

(e )  restructuring plans, started In 1986, will be completed by the sale of the Industrial Products 
division and the reorganizations of Kennecott staff and Standard Oil Chemicals Company;

(f ) corporate overheads will be reduced to $68 million, a 6%  real decline from the 1986 level;
(g ) a borrowing program of $500 million of long-term debt will be completed;
(h ) a thorough examination of probable acquisition targets in exploration and downstream  

petroleum will be conducted. No funds v/ere Included In the Operating Plan for any 
acquisition;
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