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HIGHLIGHTS

Millions of doliars except per share amounts

1990 1989 1988 1987 1986
Financial
Total revenues $19,896 S$16815 $18,868 817,579 $15.698
Netincome $2011 $193 $1583 $1224 § 615
Netincome per share $1215 $11.26 $§ 878 $ 668 $ 3.38
Dividends $ 810 § 760 $ 704 $ 714 $ 706
Dividends per share of common stock $ 500 S 430 § 400 S 400 S 4.00
Additions to fixed assets $2718 $2105 $3304 $1463 $ 1822
Total assets $23,864 $22.261 $21514 $22890 $21,913
Return on stockholders’ equity — percent 29.3 30.5 26.1 22.0 11.4
Return on capital emploved « percent 15.6 15.3 13.0 109 7.1
Reserves
Petroleum liquids — million barrels:
Domestic 2,720 2,763 2,829 2,818 2.728
Foreign 210 237 264 223 199
Toual 2,930 3,002 3,003 3,041 2.927
Natural gas — billion cubic feet: .
Domestic 6,256 6,452 6,373 5.854 5.928
Foreign 1,79 1,206 1.249 897 972
Total 8,052 7.658 7.622 6,751 6,895
Coal — million tons recoverable 1,265 1.160 1,183 1,028 L1153
Operating
Oil and Gas
Liquids production — net barrels per day:
Domestic ’ 638,300 660,000 674,200 665,000 639,100
Foreign 67,100 70,100 63,600 63,200 74.600
Total 705,400 730,100 737,800 728.200 733,700
Natural gas production — million cubic feet
" perday 1,747 1,698 1,543 1,436 1.377
Coal shipments — thousand tons 38,256 39,447 32447 26137  27.148
Refining and Marketing: :
Total refinery runs — barrels per day 401,100 401,900 396,900 375,000 377.600
Petroleum product saies (West Coast) _
- barrels per day 444,000 435500 418,800 406,200 391,100
Chemical sales — millions of pounds :
Propylene oxide and derivatives 2,563 2,586 2,812 2,334 1,986
! PNYC 00013030



LETTER TO S5TO

Net Income
millions of dollars

CKHOLDERS

ARCO had yet another outstanding year in
1990. As a result of adhering consistently to
our basic corporate strategies, ARCO’s net
income was $2.011 billion, or $12.15 per share,
both of which are new records for our Company.
The 1990 return on stockhoiders’ equity was
29.3 percent.

We are pleased to share with you our convic-
tion that ARCO continues to be well positioned
for the future. We want to review with you our
strategies and topics of concern to ARCO and its

industry. These include the uncertain economic

climate, recent clean air initiatives, and other

85 87 88 §% w0

significant environmental issues.

Many of you are aware that since our restruc-
turing in 1885, ARCO has followed a set of basic
business strategies that are well suited for the
long tetm. ARCO is a hydrocarbons-based com-
Ppany, concentrating on oil, gas. coal and
petrochemicals. We focus on quality assets and
We are continuousty

competitive diffe
evaluating the capital markets for opportunities
to effectively utilize the markets in our activities.
Our dividend policy and stock repurchase pro-
gram are designed to heip maintain appropriate
financial leverage.

W e L e

A healthy return to ARCO stockholders is our
ultimate objective and, as you can see, these
strategies have served vou well. An investment in
ARCO stock bought on January 1, 1990, vielded a
total return of 14.4 percent through Decem-
ber 31, 1990, assuming all dividends were re-
invested. That's 17.3 percentage points better
than the total return on the Standard & Poors
500 Index.

The Board of Directors approved an 1.1 per-
centincrease in quarterly common stock divi-
dends in January 1990, Again in January 1991,
our Directors raised the quarterly dividend
another 10 percent to $1.375 per share. At the
new rate, stockholders will receive $5.50 per
share annually.

Volatile oil prices have been a major factor in
the econor.iic uncertainty within our industry,
From a first-quarter level of $21.80 for West

Texas Intermediate crude oii (WTh. spot prices

- dropped to a low of $15.48 a barrel on June 20,

Prices began to rise in July, but. after Iraq
invaded Kuwait, crude oil prices soared to more
than $40 a barrel before returning to the
mid-$20s as 1991 began, Overall, the WT1 average
for 1990 was $24.44 per barrel. By exercising
flexibility and following our basic strategies.
ARCO has been able to deal with these unprece-
dented price swings while maintaining our focus
on managing for the future,

We feel that you can be extremely proud of
how ARCO conducted its businesses in 1990. Our
West Coast operations — starting with the pro-
duction of crude oil in Alaska, continuing with
the uansportation of crude oil through our svs-
tem of pipelines and tankers and culminating

with the refining and markeung of finished
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product in our five-state marketing area —
previde a good example.

From the time the Middle East crisis flared up
in August, ARCO was very concerned‘about what
this meant from a global perspective. We recog-
nized the need 1o meet our ongoing commit-
ments 1o dealers and other customers, but the
issues of national security and consumer confi-
dence also had to be addressed.

ARCO froze gasoline prices for a two-week
period following the Iraqi invasion of Kuwait.
Qur Company was praised for this, and we
adjusted prices only after the demand caused us
10 run out of gasoline at many of our stations.
Again on January 16, when the counterattack
began, in order to help dampen concerns of
motorists about rising prices and supply avail-
ability. ARCO said it would not increase its prices
to dealers at that time. In fact, as crude oil prices
went down over the next several days, ARCO low-
ered its wholesale gasoline prices. We felt these
pricing actions were the right thing to do, espe-
cially in light of the President’s call for price
restraint.

Doing the right thing is central to ARCO's
approach to business. As part of this approach,
ARCO believes society places a high priority on
improving the environment, and we are taking
action in thisarea,

In 1989, ARCO became the first oil company to
introduce a reformulated emission-controt gas-
oline, EC1? Regular. Developed for cars and
trucks requiring regular leaded gasolines, it
replaced regular leaded gasoline at all of our
pumps in Southern Cajifornia. In 1990, ARCO

introduced a new emission-controt gasoline,

EC-Premium®, which replaced our unieaded

e A e v A e

»

premium in Southern California with a higher
octane, Jower emission product. As 1991 began,
we announced that ARCO is testing new gasoline
formulas that we believe will burn as cleanly as
the alternative methanol fuels now proposed.
ARCO is proud to have set the pace.for cleaner
air. We have invested money and talent to
demonstrate what can be done with cleaner
gasolines at competitive prices. Our achieve-
ments are unmatched in our industry. During
the 1990 smog season (from May  through
October 31), Southern California had the
cleanest air in more than 40 years of record-
keeping. We recognize that many factors
played a role in this, but ARCO's emission-
control gasolines were definitely one of them, As
of January 1991, ARCO's emission-control gas-
olines had prevented more than 100 million
pounds of pollutants from entering the air. The
enormously important aspect of these gasolines
is their instant impact on the cars now on the
road, The other fuels of the future target bene-
fits 10 to 15 years from now.

We are committed to environmentally safe
operations throughout ARCO. We are proud
that programs such as those at our Black
Thunder coal mine and our Sheep Mountain
CO, production field have received recognition
for their environmental sensitivity. However, we
are not satisfied, and we are doing even more.
in the next five years, ARCO will be spending
$2 billion of capital on environmental projects.
These will include modifications to our produc-
tion and manufacturing units, reclamation
prajects and developmental programs to meet
the anticipated standards of both the Clean Air
Actamendments of 1990 and the California Air

©

-]
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Resources Board's regulations.

Changes are going to be required in our
industry. We feel ARCO is prepared to meet
those challenges. and we have the quality assets
and people with ingenuity todo it.

ARCO expects to realize some competitive
benefits from the new clean air regulations.
ARCO Chemical is the world’s leading producer
of methyl tertiary butyl ether (MTBE), which is
used in ‘many of the reformulated gasolines mar-
keted today. The Clean Air Act's requirement
that sulfur dioxide emissions be reduced could
benefit ARCO's LS. coal mines, which produce 2
low sulfur coal. Overall, by anticipating and pre-

1 chall

paring for new envir c ges, we

intend to maintain our competitive lead in the
industry.

in 1990, ARCO spent $2.7 billion 10 explore,
develop and otherwise enhance our worldwide
l, coal and

oil, gas, refining, marketing, ch
transportation assets. In 1991, we expect to
devote $3.9 billion to these programs. Cost
effective replacement of the oil and gas reserves
that we produce is important to our business

in the long term. In 1990, while we produced
376 million barrels of oil equivalent, we re-
placed nearly 100 percent of our prod.ucdon.
We continue to make focused exploration
activity one of our highest priorities. It is
critical to the future success of our Company.
We feel exploration in the Lower 48 states
makes good sensc, and we are successful at it.
We are also confident there are abundant
resources in Alaska to be discovered. Else-
where throughout the world, ARCO's inter-
national group is pursuing major exploration

Pprojects in many new venture areas.

i e S I O N R RUIPUR

While taking care to ensure ARCO's future
from a resources standpoint, we are mindfuf that
to be successful ARCO must remain cost effective
and efficient. Qur production cost per barrel of
oil equivalent produced in 1990 was $5.14. Like-
wise, we are determined to hold our finding or
eiploration costs 10 a level which makes eco-
nOmic sense 10 ARCO.

Key to our past and future success are the
ARCO peopie. Throughout alt levels of the
&ganizau’on. our people deserve a grear deal

of credit, not only for improving profitability,
but also for being responsibie members of the
world community. We are dedicated to work-
ing together to continue improving our
performance.

ARCO and its emplovees are very excited
about the future, Even with the economic and
international uncertainties. we have a can-do
attitude that will benefit the Company, its
stockholders and the communities where we

do business.

Lodwrick M. Cook
Chairman of the Board
and Chief Executive Officer

Robert E. Wycoff
Presidentand
Chief Operating Officer

. PNYC 000‘\3033
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“M'shhqmﬁwﬁm
industry modkd of cfcien inergrated busines
programs. Eack ofdn:x companiey is x
success story in s own right and, by working
together, they make an unbeatable combi-
nation. Asa result, we ¢ maintain 2 low prioe
policy for the consumer while providing
impeesive finandal retarns to the operations
and to owr stockholders™

James A. Micdieacm
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ARCO ALASKA,

Liquids Production —

Alaska

thowsand barrvls, daynet
» Lisburne - Other
® Ruparuk
# Prudhoe
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400

300
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$ 700 S 546 S 3x2 S N7 3o

Totab asels - millions $3,724 $3.850 S3977 §4.2v1 SE6L5
Additions s Bxed assets — millions. $ 298 S 243 § uti S 138 3
Laguicls prnd’u((iun — thowsand barreis dav — net 433.8 139.4 487.3 4704 FRIK)
Merage crude price = per burrel $14.84 St.T $ H.51 S10.95 S %43
Stute taxes — midlions* : S 427 § 394 S 174 $ M S 383
Exploration expense = millions . $ 147 S 89 S 36 $ ¥ S
Proved liquids resenes — miilion barrels 1.966 1983 2064 2136 46
Prened natiral s reserves = hillion cubic feet 2,367 2,986 2484 2007 LIRS

* Hurindes productian, properts and inioms taxes psd in the Staie o} Aska, ax avll as fump xum settlbement pasments mae i the
spettr ann 19NN and 1986 for inenme and production taxes. Does nof earfude the state’s approxemuiets 12.5 pereont shar of producn,

INC.

Headguartered in Anchorage, ARCO Alaska, Inc. provides all of the crude oil for ARCO's West Coast refin-
ing and marketing operations. In fulfilling its mission as the cornerstone of this highly efficient. integrated
operation. ARCO Alaska contributed over 60 percent of ARCO's total worldwide petroleum liquids pro-
duction in 1990 and was responsible for about 13 percent of total LS. crude oil production as uperator of
the Kuparuk River field. the Lisburne field and half of the Prudhoe Bav field.

ARCO has been active in Alaska for 35 vears. [n 1990, ARCO Alaska was the state’s largest private emplover
with over 2,700 emplovees.

Activities in Alaska during 1990 were focused on improving oil field recovery through a variety of projects.
preparing for future new production opportunities and exploring in additional areas. Due to the Middle
East crisis. the importance of Alaska’s oil resources and ARCO's strong Alaskan position gained increased
recognition. In September 1990, ARCO and the Suate of Alaska reached agreement on a settlement
resolving all claims related to rovalty issues on ARCO's North Slope crude il production from 1977 through
June 1990. The Company paid the State approximatelv $290 million as a result of the senlement.
Prudhos Bay The largest producing oil field in America, Prudhoe Bav has been in production since
1977. Despite natural field decline and production impacts from extensive facility maintenance and modi-

fication projects both at Prudhoe Bay and on the Trans Alaska Pipeline. Prudhoe Bay liquids production

' was down only 6 percent net 1o ARCO from 1989.

The largest joint project during 1990 was the sealift and installation of the $4635 million Gas Handling
Facility Expansion (GHX-1), which was designed to increase the Prudhoe Bav field's average gas handling
capacity from 3.8 billion to 5.2 billion cubic feet per dzv Natural gas produced along with oil from the
Prudhoe Bay field is reinjected into the reservoir to improve oil recovery. The major compressor compo-
nents of GHX-1 were started up in November 1990 and contributed an additional 125.000 barrels perdavio
field rate at year's end. Modification of existing compressors will continue into the fourth quarter of 1991,
Additionally, a very successful, aggressive well fracture stimulation program was expanded in 1990 a2nd will
continue in 1991, . .

Looking to future opportunities, ARCO and the other principal owners of the Prudhoe Bay field reached a
number of agreements'during 1990. They have committed to invest $1.3 billion for additionai gas handling
facilities. The project, called GHX-2, is expected 10 increase gross oil production by some 100.000 barrels
per day by 1995. It will result in the recovery of additional liquids ranging from 330 million to 430 million

gross barrels over the life of the field. In an effort to reduce costs and increase efficiency, ARCO and its p'ur(-
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Liquids Reserves - Alaska
millions of barrels
# Other Alaska
# Lisburne

@ Kuparuk
® Prudhoe
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Pudhoe By Kuparuk Lusturne

1996 Jiquids production® — thousand barrels/day Gross 1.333 292 43
Net 277 138 15
Cumutazive liquids production® — millions of barrels  Gross 7075 722 67
Net 1.392 353 24
Cumulative field investment — billions Net $ 34 $ 24 $ 5
Producing oil wells — as of 12/31,/90 Gross 778 343 57
Net 169 189 27

Remaining proved liquids reserves — millions .
of barrels Net 1.307 519 38
*Inciudes crude ail. condensate and natural gas liquids.

ner in operating the field. BP Exploration (Alaska), also are conducting a joint review of operations :lmd
have agreed to consoiidate and share certain commeon services.
ARCO Alaska's working interest in Prudhoe Bay includes a 21.8 percentinterest in crude oil production
and a 42.6 percent interest in condensate production.
Kuparuk River The Kuparuk River field, 30 miles west of Prudhoe Bay, is America's second largest pro-
ducing field. The field continues to show strong production performance, setting a single-day production
record of 340,000 barrels on Dec. 25, 1990. Gross production for 1990 was only 2 percent betow that of
1989. Normal decline was nearly offset by ongoing drilling and weil simulation programs and the startup
of additiona! facilities.
ARCO Alaska and the other Kuparuk owners successfully completed a final equity redetermination of
ownership interests in mid-1990. As a result, ARCO's revenue interest in the Kuparuk River field changed to
55.17 percent from 56.30 percent. A related 24-month production pavback of 9,000 barrels per day began
on July 1, 1990. As a result, ARCO i receiving beneficial adjustments to capital and operating costs.
Development activities associated with peripheral and infill drilling have increased with the sarwpofa
second drilling rig in late 1990. Initial engineering work required for expansion of the ongoing enhanced
oil recovery project was also approved by the owners in 1990. These programs should enable production to
be maintained at current levels through the mid-1990s.
Lisburne/Point Mcintyre In production since 1986, Lisburne is a carbonate reservoir undeflying
part of the Prudhoe Bay field. ARCO Alaska holds a 40 percent working interest in Lisburne. This field's
performance in 1990 surpassed expectations duc to improved drilling results, new stimulation techniques
and production optmization.
The Point McIntyre field discovery was confirmed in 1989 with a potential of 300 million gross barrels of
recoverable crude oil. During 1990, additional delineation wells were drilled to confirm reservoir extent.
ARCO Alaska and its partners reached an agreement with the US. Army Corps of Engineers 1o facilitate the
issuance of the required permit to begin construction activities. Point McIntyre startup is planned for late
1992. In a move to optimize the use of existing facilities, ARCO Alaska and its partners are negotiating to
process Point Mclntyre production through the Lisburne facilities. A modest expansion of the Lisburne

3

facility is being pl d 1o acc date the new pr
Exploratiyon ARCO Alaska had an active year of exploration drilling in 1990 and participated in nearly
every major exploration project in Alaska, including prospects in the Beaufort Sea, Cook Inletand
Chukchi Sea areas.

Ressrves In 1990, ARCO Alaska added proved liquid reserves of 139 million barvels. Reserve additions

came primarily from Prudhoe Bay as a result of the recent agreements with th_e other principal owners.
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1950 1989 1988 1987 1986

Earnings — miilions $ 439 $ 291 $ 368 $ 150 $ 333
Total assets ~— millions $2,503 $2,175 $1.975 $1.850 $1.628
Additions to fixed assets -— millions $ 370 $ 314 $ 251 $ 38 § 246
Refinery runs - thousand barrels, day 401.1 401.9 396.9 375.0 3776
Petroleum product sales {U.S.) —

thousand barrels/ dav 444.0 483,53 418.8 106.2 398.8
Branded retail outlets (L.5.) 1,547 1.700 1,700 1,750 1,700

ARCO PRODUCTS COMPANY

Gasoline Sales —
West Coast
thousand dervels/day

86 87 88 89 ¢

ARCO Products Company, headquartered in Los Angeles, reaffirmed its status as the nation's premier
refining and marketing operation in 1990 through programs that reflected both customer and environ-
mental sensitivities, At the same time, the Company launched programs that will prepare its manufactur-

ing units for future environmental regulations.

industry Leader Inreaction to President Bush's request that oil comp use restraint in pricing
following Iraq's invasion of Kuwait, ARCO Products froze gasoline prices for two weeks in August 1990. The
move was positively received by customers as well as the public at large. The Company raised prices only
after demand outstripped supply at many stations. Even at that point, the Company assured the public it
would only raise the wholesale price of gasoline in proportion to increases in its actual crude oil costs.
Clean Air Role Model In September 1990, ARCO Products introduced its second emission-control
gasoline, EC-Premium?, to replace its super unleaded Mim in Southern California markets. The

nation’s first reformulated gasoline, EC-1® Regular, was introduced by ARCO in Southern California markets

in' September 1989.
With 92-octane EC-Premium, ARCO formulated a gasoline which emits less b carbon ide and
smog-forming compounds than ¢ ional premiums, while meeting the needs of current high perfor-

mance engines. Like EC, the new EC-Premium uses the oxygenate MTBE (methyl tertiary buryl ether) to

increase the ocane rating and produce a cleaner burning fuel.

On the basis of independent testing, the use of ARCO's emission~control products had reduced vehicular

air pollutnts in Southern California by 100 million pounds as of January 1991. The development of
control gasolines contributed to making 1990 the South Coast Basin’s best air quality year in more

than 40 years.

ARCO Products contributions to improving Southern California’s air quality were widely recognized dur-
ing 1990. Then-Governor George Deukmejian presented ARCO with the state of California’s top award for a
new product for its EC-1 gasoline in the i iti ducted by the California Society of Profes-

sional Engineers. The South Coast Air Quality Manag District pr d ARCO with its highest award
for advancement in air pollution technology, and for its development of cleaner burning fuels, ARCO was
commended by the California Assembly and Los Angeles Mayor Tom Bradley.
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Whils £C-1replaced
leaded fuel for older
cars and trucks, ARCO's
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. Washington has 209
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» which 100 are am/pm

mini markets. Oregon
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Calitornia has 1,098
branded cutets of
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Refining  ARCO Products operates the Los Angeles Refinery at Carson and the Cherrv Point Refinern
neur Ferndale, Washington. The facilivies have been continually upgraded to process Aluskan North Slope
crude oil, making them two of the most efficient refineries on the West Coast. fn 1990, the refineries ran Jt
102 percent of capacity, compared (o an 87 percent average for the industry. Light product vield was
84 percent. compared (0 82 percent for the industr. ARCO Products’ gasoline production from its two
vefineties is supplemented in Northern California with products trom the Tasco Corporation refiners
under a long-term supply agreement,

I onder to meet new environmentat requirements for cleaner fuels, ARCO Products undertook projects at
haoth refinesies to reduce the sulfur content of diesel fuel. The Los Angeles Refinerv brought on stream an
MTBE produuction unit in early 1990 that makes it possible for ARCO Products 10 supplv a portion u‘fitslw{n
requirements for this increasinglv important gasoline component. Other major projects completed in
1990 included a sulfur recovery facility at Los Angeles and coker improvements at Cherry Point.

Calcined coke and the cogeneration of electricity are two profitable businesses ancillar to ARCO's refining
operations. ARCO continues to be the nation’s leading exporter of calcined coke for the aluminum indus-
ury. Caiciner facijities are located at Cherry Point and in Wilmington, near the Los Angeles Refinerv:
Watson Cogeneration Company, a joint venture with a subsidiary of Southern California Edison. provides
steam and electricity for the Los Angeles Refinery and electricity for Edison customers. In 1990, this facilir
produced enough power to supply a city the size of St. Louis. Missouri.

Marketing The established low-price leader and the No. | gasoline marketer in the five Western states.
the Products Company has also earned a reputation for quality gasolines and. with the development of £EC-1

and EC-Premium. for an environmentally superior product. Recognition for ARCO’s gasoline came from

the automobile manufacturer, BMW, which included ARCO gasalines in its rec ded list to customers.
Lessee dealers of ARCO had an average throughput of 226,000 gallons of gasoline per month in 1990. com-
pared to 213.000 gallons per month in 1989. The 1990 level was more than twice the nationwide average
throughput for the service stations of ARCO's closest competitors. As part of a program to upgrade and
standardize its retail outlets in 1990, ARCO de-branded approximately 200 outlets, most of which were
small. lowvolume stations. Approximately 50 new outlets were opened during the vear.

The Products Company's total gasoline sales grew by 4 percent in 1990, while overall industry gasoline sales

" in the five-state marketing area were up 1 percent. ARCO's sales of jet fuels to airlines and the military grew

by 4.4 percent in 1990.

ARCO am/pm® mini markeis, which make up about half of the Company's 1.547 branded retail outlets.
increased their food sales by 10 percent in 1990. The am/pm program continues to grow and recently has
been introduced internationally through joint venture and/or licensing agreements.

ARCO Products also markets motor fuels and lubricants in Brazil through a chain of more than 2,700 ser-
vice stations, most of which are owned by individual operators.

In 1990, ARCO introduced its new SMOGPROS® Service Centers in California by converting 112 MP&G Tune-
Up sites to the new program. SMOGPROS offer state-required smog checks and repair services featuring
ARCO's “Pass or Den’t Pay” guarantee.

Future Growth  ARCO Products continues to lead the industry in cleaner fuel development while
retaining its position as the West Coast's No. | gasoline marketer. These strengths and the Company’'s inno-
vative marketing programs position ARCO for future growth in an incn_'easinglycompetitive market,
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ARCOC TRANSPORTATION COMPANY

Headquartered in Long Beach, California. ARCO Transportation Company continues to provide the vital
link between ARCO's Alaska crude oif production and its refining and marketing operations. More than
just a service operation to ARCO, the Transportation Company has been expanding its commercial busi-
nesses in recent years, and it expects this segment to make a growing contribution to the Company’'s overal)
success.

Integrated Operations  In 1990, 80 percent of ARCO Transportation's earnings came from ARCO's
integrated West Coast operations. These businesses inciude a 21.3 percentinterest in the Trans Alaska
Pipeline Svstern (TAPS); a 57 percent interest in Kuparuk Transportation Company, which moves crude oil
via pipeline from the Kuparuk River field to TAPS: a fleet of eight ocean-going rankers: and crude oil and
products terminals and pipelines serving the Los Angeles Refinery.

TAPS 1990 carnings improved 16 percent even though pipeline throughput decreased versus 1989 due 10
declining production on the Alaska North Slope. This income growth was attributable to 2 higher TAPS tar-
iff which reflected 2 make-up for volume losses and higher expenses associated with the EXXON Valdez spill
in 1989. These costs were not reflected in the 1989 tariff

As TAPS ages, its owners anticipate |arger expenditures for operations and maintenance. In 1990, expendi-
tures for the pipeline were up significanty over the previous vear. The most important repairs made in 1950
and scheduled for 1991 are related to areas of corrosion discovered by new ultrasonic testing methods.
Most of the corrosion identified has occurred between Pump Stations 4 and 3, in the Atigun Pass, Chanda-
lar and Wilbur Creek areas. While the pipeline has not experienced any major spills or shutdowns as a
result of corrasion, the ongoing detection efforts and repair programs are dedicated to preventing poten-
tial problems in the future, Currently, the largest single project involves the replacement of approximatelv
nine miles of pipe in the Atigun Pass, a remote area of harsh climatic conditions. This replacement is
expected to be completed in the third quarter of 1991 without major disruption to the pipetine’s
throughput.

The ARCO marine fleet includes eight tankers dedicated 1o the West Coast operations, as weil as two that
are chartered (o another company. In 1990, the eight tankers delivered 170 million barrels of Nurth Slope
crude oil. The chartered tankers carried 40 million barrels of crude oil for a nonaffiliated customer. State

and federal laws related to tanker operations, which were passed in 1989 and 1990. will impact the marine
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industry. Of particular interest 1o ARCO Transportation is the federa) Oil Pollution Act of 1990 which
requires all tankers 10 be replaced or retrofitzed with double hulls starting in 1995, ARCO Transportation
anticipates that the first of its vessels will be subject 1o this requirement in 1997 and the last by 2008.
ARCO Western Gas Pipeiine Company, an ARCO subsidiary, constructed a.nd operates the Ferndale natural
gas pipeline system on behalf of its owners. ARCO and [nialco Aluminum Company. This 37-mile pipeline.
linking natural gas sources in western Canada 10 ARCO's Cherry Point Refinery and Intalco's aluminum
plant, started operation in late 1990 and has a capacity 1o move 105 million standard cubic feet per dav.
Commercial Businesses  ARCO Transportation is directing efforts to increase returns from its com-
mercial pipelines and terminals. Historically, these terminais and pipelines were dedicated to moving
crude oil, petroleum products, petrochemicals and gas products for ARCO affiliates, These assets now pri-
marily serve nonaffiliated customers and a large portion of their revenue is attributable 10 this market
segment. In 1990, these businesses contributed 20 percent of ARCO Transportation’s earnings.

The largest of these businesses is ARCO Pipe Line Company, headquartered in Independence, Kansas. s
pipeline nemwork services the Midcontinent, Midwest and south central United States.

In 1990, ARCO Pipe Line Company began a project 10 link its Houston-to-Cushing pipeline to its Texas Citv
marine terminal. The project is expected to increase the pipeline’s capacity 1o move waterborne crude 03]

1o midcontinent refineries from its current 55,000 barrels per day to approximately 110,000 barrels per dav.

Shipments through the pipeline averaged 37,500 barrels per day in 1990, despite a dramatic decline fol-

lowing the start of the Middle East crisis. Formerly the Witchita Falls-to-Houston crude system. this line was
reversed in 1988 to participate in the projected growth in demand for foreign crude oil by refineries in the
Midcontnent and Midwest.

Other ARCO Transportation commercial operations are Four Corners Pipe Line Company and ARCO Termi-
nal Services Corporation, which operate pipelines, storage facilitics and terminals in the southwestern
United States. Growth in these operations came from increased common carrier volumes and tariffs, as well
as a strong demand for storage and terminal services in the Los Angeles Rasin.

With the prospect of a declining West Coast crude oil surplus, Four Corners Pipe Line is considering alter-
natives such as reversing and converting one of its pipelines, Line 90. In 1990, Line 90 carried 53.000 bar-
rels per day of crude oil from Southern California to the Four Corners area.

Four Corners Pipe Linealso has a 13.4 percent interest in Point Arguetio Pipeline Company, a project to
transport wet crude oil from the Point Arguello fields in federal waters to a shore facility for separating the
oil and water and delivering dry oil to a marine terminal facility at Gaviota, California. The pipeline is

expected to become active by mid-1991 with an initial throughput of 20,000 bar;els per day.
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ARCO OIL AND GAS COMPANY

Headquartered in Dallas. Texas. ARCO Oil and Gas Company is responsible for ARCO's exploraton. pro-
duction and marketing of crude oil. natura) gas and natural gas liguids in the Lower 48 states.
In 1990, ARCO Oil and Gas Company achieved record earnings and enhanced its Lower 48 resenve hine
through a kev acquisition and a continued successful exploration program.
ARCO Oil und Gas Company acquired oil and gas properties in the Arkoma Basin of southeastern Okla-
homa from TNO Production Corp.. a subsidiarv of USX Corp.. in Mav 1990. These p;operlies. which are
near ARCO's Wilburton feld. added approximately 46 billion cubic feet of proved nawural gas reserves to
the asset base and sirengthened ARCO's exploration position in the Arkoma Basin.
On fanuary 31, 1991, ARCO Oil and Gas Company completed the purchase of Onx Energy Company's prop-
erties in the Midwav-Sunset field of Kern County. Catifornia. The Midwayw-Sunset field is the largest produc.
. ing uil field in the Lower 48 siates. generating 162.000 barrels gross per day of crude oil. and the third
Liquids Production -
Lower 43 - largest feld in North America. surpassed only by the Prudhoe Bay and Kuparuk River fields on the Alaska
thirosund harrels day-net North Slopc. ' '
® NGL«
® Crude Oil and
Condensate gross barrels per day (23,000 net 1o ARCO). These new assets fit very well with ARCO's existing properties in

This purchase gave ARCO an additional 1.270 oil wells which are currently producing more than 29.660

250 " the Midway-Sunset field and will add approximately 125 million barrels of crude oil equivalent to proved
reserves in 1991, The acquisition also included a 49 percent interest in a cogeneration facility.
Liguids Production Fortv-four percent of the Company's liquids production came from fields localed

200y
in Texas. California fields. including those in the San Joaquin Valley and ARCO's 60 percent interest in the

THUMS Long Beach Company, accounted for 25 percent of the totai liguids production. The Compant i
150 produced 16 percent of its liquids volumes from the Gulf of Mexico, and this will increase in early 1991
when the repair of a South Pass 60 production pladorm is complete. Most of the remaining liquids are pro-
0o duced in Oklahoma, Wyoming and New Mexico.

ARCO Oil and Gas Company's 1990 liquids production level was slightly higher than in 1989 as a result ot
the Company's acquisition of 60 percent interest in THUMS in December 1989 and new production from
b fields in the Gulf of Mexico and midcontinent areas which partially offset naturai field declines in older

fields. Natural gas liquids volumes were up slightly as a result of new production from the East Cameron o1

— 4 block in the Gulf of Mexico.
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Naturai Gas Increased natural gas production volumes in the Wilburton field, Bayou Sale field and in
the San Juan Basin of northern New Mexico contributed to ARCO Oil and Gas Company's highest produc-
tion rate since 1976.

The Wilburion field in castern Oklahoma accounted for 163 million net cubic feet of gas per davin 1990, a
17 percentincrease compared with 1989. In the Bayou Sale field of southern Louisiana, exploratory su'cccss
and development drilling resulted in incremental volumes of 29 million cubsic feet per day. an increase of

160 percent over 1989.

- The Gulf of Mexico fieids continue to be a primary producer of natural gas for ARCO Oif and Gas Com-

pany. in 1990, the Company's Gulf production accounted for 40 percent of its rotal production.
Production of natural gas from coal bed methane fields continued o grow in 1990. Additional develop-
ment drilling and faciliry installations over the Fruitland Coal Formation located in the San Juan Basin
increased production to 39 million net cubic feet per day to ARCO Oil and Gas Company.

Exploration  Atatime when much of the industry had curuiled exploratory drilling in the Lower 48
states, ARCO Oil and Gas Company has maintained a belief that domestic exploration can be good busi-
ness. In 1990, the Company participated in 89 decisioned wells, resulting in seven oil discoveries and 33
nartural gas discoveries.

In Caiifornia, where a substantial lease position was acquired in late 1988, ARCO Oil and Gas Companv
decisioned 12 wells gross, resulting in four gas discoveries and two oil discoveries.

An already active drilling program in the shallow water shelf area of the Gulf of Mexico was expanded in
1990 with 39 wells gross decisioned and 17 discoveries. The Company aggressively participated in areawide
lease sales in the Guif in 1990, acquiring leases containing 44 new prospects on 260,000 shelf acres.
Exploratory drilling has continued in the Arkoma Basin of eastern Oklahoma where the Wilburton field
and the newly acquired TXQ properties are located. A gross total of eight wells were decisioned in 1990,
with five discoveries, and additional drilling is scheduled for 1991 and beyond.

Reserves The discoveries made in 1990, along with devel ddi net isitions and other

o e

revisions, replaced 77 percent of ARCO Qil and Gas Company's 1990 production. This includes reserve

" additions of 49 million barrels of oil and natural gas liquids and 486 billion cubic feet of gas. The Orvx

acquisition is not included in these reserve figures.

Environment and Technology Like cach of ARCO's operating companies, ARCO Qil and Gas Com-
pany focuses both human and financial resources on the environmenial sensitiviry of its projecis.

ARCO Oi} and Gas Company was one of six companies nationwide to receive the 1990 Bureau of Land Man-
agement's " Partners in the Public Spirit” award. This award recognized ARCO's accomplishments in balanc-
ing CO, production and development with protection of sensitive environmental resources at the
Company's Sheep Mc in production facility in southern Colorado.

The Company manages ARCO's Research and Technical Services Center; which received two prestigious
awards in 1990 from R&D Magazine for new product developments The "R&D 100" awards were given for

the jointly developed Advanced Drillstring Analysis and Measurement System and for a new Vapor Pressure
Analyzer, which is key to some important industry enviromental projects. Additionally, an environmentally

com;}a(ible drilling mud is being developed. If testing proves ful. the potassi lfate based mud

could be spread on land to enrich soil, much like common fertilizer.
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INTERNATIONAL OIL AND GAS COMPANY

ARCO is committed to an increased participation in the international oil and gas business. This commit-
ment was evidenced by an increase in international exploration activities and the startup of significant new
production in 1950. )

ARCO International Oil and Gas Company, headquartered in Plano, Texas. is responsibie for ARCO's expln-
ration and production activities outside the United States. These activities include production operations
in the United Kingdom, the Netherlands, Indonesia, Dubai and Turkev, plus exploration plays in 10
countries, giving it a land position totaling 34 million gross acres at vear-end 1990.

Europs  Both natural gas and crude oil production in the United Kingdom grew in 1980 as three new
gas fields — Welland, Ravenspurn North and Amethyst — commenced production, and the production
capacitv at the Wyvich Farm oil field was subsuantially expanded. ARCO holds a 17.3 percent interest in the
Wwvich Farm development, which is the largest onshore oil fieid in western Europe. ARCO's net share of
total production from the field for 1990 was 1.8 million barrels.

Net gas saies from the UK. North Sea averaged 155 million cubic feet per day in 1990. a 32 percentincrease
compared with 1989. The three new gas fields, which started production in the third quarter of 1990. are
expected to add 93 miliion cubic feet per day to ARCO's net production in 1991

The Thames-area gas ficlds, which have deen producing since 1986, averaged 60 million cubic feet per das

* net to ARCO, which holds a 43 percent interest.

Operated remotely from the Thames production facilities. the new ARCO-operated Welland gas field intro-
duced for the first time to the UK. North Sea a combination of subsea well control and automation tech-
nology. It is also the first gas field o sell production to multiple purchasers in the UK’s developing
competitive gas market. ARCO has a 25 percent interest in Welland, which has net proved reserves of 36 bil-
Jion cubic feet. The other new gas fields are Ravenspurn North, in which ARCO holds a 20 percent
interest, and Amethyst, in which ARCO's interest is 13 percent. ARCO's net proved reserves are 230 billion
cubic feet for Ravenspurn North, and 104 billion cubsic feet for Amethyst

ARCO's development plans for the Pickerill gas field, also in the UK North Sea, were approved by the Brit-
ish government in 1990, This approval made possibie the first sale of a North Sea gas field's entire output 1o
PowerGen. a power generation company formed under the government's privatization program tu
succeed the state-owned Céntral Electricity Generating Board. ARCO has a 81 percentinterest in the Pu b
erill field and will be the ficld operator. The net gas reserves for Pickeril are 246 biilion cubic tee
Production is scheduied to begin in 1992.
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Indonesia  \R(O International and the Indonesian government extended for a period of 20 vears
chrom T9U5) the Production Sharing Contract covering ARCO's extensive operations in the Northwest

fova Sese.

by the javit Sea, ARCO is responsible tor operating approximateiv 150 pladforms plus processing and export
tacilities. This area accounted for gross production of 123.000 barrels per dav of crude oil and natural gas
liquids ¢ 35.000 net to ARCO} during 1990,

The Malacca Strait is ARCO™s other current production area, ARCO holds an interest in the Malacca Sirait
fields which had 1990 gross production of 46.000 barrels per dav (6.600 net 10 ARCO).

The Pagerungan gas field. iocated in the ARCO-operated Kangean contract area offshore Bali. has been

s
'
i
H

granted government approval for development. and a gas supply agreement was executed in 1990 with
Pertamina, the Indonesian national oit company. The Pagerungan fieid. with proved reserves of 1.5 trillion
cubic feet of natural gas (680 billion net to ARCO} was discovered in 1983, When fully developed.
Pagerungan is expected to have gross production of approximatelv 300 miilion cubsic feet per dav. Produc-
tion is expected 10 start in late 1992, ‘
Dubai  ARCO International acquired an additional 33 percent interest to become the 100 percent owner
of the Margham condensate field in Dubai, United Arab Emirates, effective january 1. 1990. The tield.
which has been in production since 1984. has net proved reserves of 33 million barrels of petroleum
liquids. Despite tensions in the Middie East. operations continued without interruption during 199} and
early 1991 and produced 14.000 barrels per day.

Natural Gas Sales — Tutkey Production from the newly discovered Cendere field started in early 1990 and averaged 1.450

International barreis per day (390 barreis net 10 ARCO). Additional delineation and expioration work is under wav in

midlion rubic jertrday this area.
@ Other
» Indonesia
® North Sea six new venture areas, including Egypt. Gabon and New Zealand, and 35 exploratory wells in areas of cur-

Exptoration  ARCO International continued its exploration program in 1990 by drilling {2 prospects in

200 rent production, As a result of the drilling program, ARCO International recorded eight gross discoveries.

six oil and two gas, along with four confirmations of previous oil discoveries.

In late 1990, ARCO completed a successful exploration weil, since named the Blenheim oil field. in which
150 \ ARCO holds a +4 percent interest, offshore from Aberdeen, Scotland, Stabilized test production rates

exceeded 4.000 barrels of oil per dav. Additional offshore wels are planned for 1991.

' In the German sector of the North Sea, ARCO was awarded two major new exploration licenses with a total

100 area of over two million acres. These awards position ARCO as a significant license holder offshore Ger-
many. ARCO plans to conduct a major seismic survey and to drill its first well here during 1961
Reserves  ARCO International’s net proved reserves at year end totaled 210 million barrels of liquids
and 1.8 u:i!lion cuibie feét of gas. compared with 237 million barrels of liquids and 1.2 trillion cubic feet of
gas at the beginning of the year. On an oil equivalent basis, net proved reserves increased 16 percent. due
primarily to the addition of Pagerungan reserves, offset by the sale of ARCO’s interests in Norway and
— ! Colombia, which had a total of 56 million barrels of oil and 1 million barrels of_oi! equivalent, respectivels.

k6 87 88 89 9%
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ARCO Coal Company, headquartered in Denver, Colorado. continues to strengthen its position uy & major
coal producer in both the United States and Australia where it owns and operates some of the world's
largest and most efficient mines.

United States Operations  Already one of the nation's largest producers of low-sulfur coal. ARCO
Coal's outlook for market expansion brightened even more with passage of the 1996 Clean Air Amend-
ments. The Company’s U.S. coals, being low in sulfur and other pollutants, offer an attractive, cost-effective

option to electric utilities as they develop plans to comply with new emission requirements. Traditionallv

timited to markets in the central and south n states b of geographical proximity. the Coal Com-

pany's markets now are expanding to include utilities in the Southeast and upper Mid

ARCO Coal has the distinction of operating the largest surface mine in the Americas. {ts Black Thunder
Mine in Wvoming’s Powder River Basin shipped 28 million tons of coal in 1990. down due to mild weather
from the record 30 million tons in 1989.

In just 14 vears of operation, Black Thunder has vielded 230 million tons of coal. With a second dragline
startup planned for 1991, Black Thunder is expected to continue at cusrent levels of production wetl inzo
the next century. The Company also operates a surface mine at nearby Coal Creek.

ARCO Coal operates underground mines in Colorado and Utah. Coal from these mines, having low-sulfur
content and high heating (BTU) values, has helped secure a new, long-term contract with a major mid-
western utility. These mines shipped 1.4 miilion tons in 1990 and included, for the first 1ime, a shipment of

high-quality coal 1o Japan.

ARCO Coal added materially to both reserves and expected mining life at its Trail Mountain mine in L'tah
by successfully bidding on an adjacent federal iease in 1990. At the West Elk mine in western Colorado. the
opening of a second seam wil! increase production in 1991,

Australian Operations  ARCO Coal Australia Inc., a subsidiary, operates wo Australian coal mines. is
developing a third and holds an interest in a fourth major producing operation — ali in the state of
Queensland. Altogether, the Companys net share of these Austratian mines' shipments totaled 8.8 million
onsinl990.

The ARCO-operated Curragh mine works three surface coal seams and, utilizing its modern production
plant, provides customers with a wide range of coking and sieaming coals. Curragh’s flexible production

capacity allows a variety of specialized blends of coal products to fit exacting customer needs. providing
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unique marketing advantages. In 1990, ARCO's 87 percent ownership in Curragh netted shipments of 3.3
million tons of coal for export and another 1.8 million tons of coal for the Queensiand Electricity
Commission. . i
Coal Resources of Queenstand (CRQ) is ARCO Coal’s second operating mine in Australia. CRQ produces
both high-quality mezallurgical and stearn coals for export from its underground operations. CRQ coal is
exported to Japan. Korea, India, Malaysia and Europe. ARCO has 100 percent ownership of CRQ, whiéh
shipped 1.1 million tons in 1990,

The Blair Athol mine, in which ARCO holds a 31.4 percent ownership interest, shipped 2.6 million net tons
of steam ¢oal in 1990. Most of this coal is exparted to Japanese electrical utilities under long-term contract.
The new Gordonstone mine is under development and scheduled for production startup in 1992. Gor-
donstone is expected to be the highest volume underground coal mine in Australia by 1994. It will utilize
state-of-the-art technology and is expected to give ARCO a substantial competitive edge in mining tech-
niques for the 2lst century. With recoverable reserves estimated in excess of 100 million gross tons, this new
production is destined primarily for shipments to japan and Europe. Adjacent acreage, believed to have
significant additional reserve potential, is currendy being evaluated. The c&mpanys ownership in Gor-
donstone increased from 65.5 percent to 95 percent in early 1991 with the purchase of an Australian
co-venturer's interest. .

Vanszuels ARCO Coal Company holds a 24 percent interest in a joint venture that operates a 1.7 mil-
lion ton per year surface coal mine in the Guasare region of Venezuela. The Company has reached a tenta-
tive agreement to sell its interest in this project to one of its partners, subject to the approvai of appropriate
governmental agencies. -

Environmental Sensitivity  As operator of both surface and underground mines, ARCO Coal Com-

" pany has distinguished itself for the environmental sensitivity of its rec) ion programs and for its health

and safety programs. During 1990, the Black Thunder Mine was awarded its third consecutive “Exceilence
in Surface Mining" award from Wyoming's Department of Environmental Quality. It also received the
“Ouustanding Conservation Award” from the National Institute for Urban Wildlife. These awards were in
recognition of Black Thunder's successful post-mining land use programs, which invoive permanently
reclaiming and managing the lands for livestock grazing and wildiife habitat.

ARCO Coal’s US. mines have outperformed the domestic coal industry in recent years in terms of tons-per-
man-hour-worked and in fewest lost workdays. An early assessment of 1990 performance, using an internal
safety index, indicates a 19 percent improvement compared to 1989 results. Asan example of this com-
mitment to safety, during 1990, the West Elk mine received the award for the safest underground coal mine
in Colorado for the third consecutive year. Safety and training programs at all ARCO Coal mines emphasize
the interdependence of safety and productivity, a combination that has a direct positive impact on the
Company's employees and overail bottomr-ine performance.
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STOCKHOLDER RETURN
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Maximizing stockholder return is a primary consideration behind virtually evers action \RCO uneder ke,
ARCOYs auention to financial implications and capital markets plavs i vital role in its strategic planning and
execution. Success is measured in terms of rate of return. and for the past six vears. ARCO comnn sux &
has achieved a 23.3 percent average annual growth, compared to the S&P 3H) Index merage ot i}
percent.
ARCO's stock repurchase programs. the first of which was started in Julv 1984, are designed to maintin an
optimal capital structitre which has increased stockholder value, Berween june 30, 1984, and Decembes 1
19%). the Company repurchased 101 million shares of ARCO common stock for $6.6 billion. atan merae
price of $65.78 per share. In 1990. ARCO repurchased 5.7 million shares of stock for 3683 million, aan
average price of S120 per share. '
The Company has successfully integrated operating goals with the capital markets. During the last nye
‘vears. ARCO was involved in two large public offerings of stock in whollv owned subsidiaries. [n 1ax7. the
Company sold just under 20 percent of the stock of ARCO Chemical Compant. for total proceeds ol pearh
St million. In 1989, ARCO sold over 50 percent of the stock of Lvondell Petrochemical Compant tor ot
proceeds of $1.2 billion. While maintaining active incerests in both companies. ARCO and its stockhrsdders
were able to realize value that had not been reflected in ARCO’s stock price when the companies were aper:
ated as divisions of ARCO. Through this publiclv held subsidiary structure. ARCO and its stockholder~ will
continue to panicip:nc along with other stockholders in these companies’ growing fuwure.
Thevalue that ARCO's financial group brings to bear on the bottom line can also be itlustrated in the nnesr
ments arena. Unlike most companies. ARCO manages most of its pension funds internally through . et
the Company. ARCO Investment Management Company (AIMCO). Over the past five vears. AIMCO has
consistently been a top performer, based on external surveys of major pension funds. These results have
contributed 10.a fund which is in excess of expected liabilities 2nd virtuallv have eliminated the eeid 1
ftind the pension plans in recent vears.
Asis evident. by following its basic strategies consistently at all levels of its operations. ARCO has been able

to continue to offer an outstanding return to its stockholders over the long term.
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COMMUNITY INVOLVEMENT

ARCO manages its community participation in much the same wav it approaches the hydrocarbons hxm»-
ness. To be the verv best. ARCO works to maximize the value of its contributions. A
ARCO's people. both active and retired, provide the quaiity element in communin invoivement. These
emplovee groups are actively involved whenever ARCO's name appears as a sponsor and frequenthv when it
is not listed. ARCO also serves as a catalyst. increasing participation by others. to multiply its own direct

contributions manyfold.

I 1990. ARCO donated more than $26.2 million to nonprofit organizations through the ARCO Foundation's
direct grants. empiovee matching programs and other company participation programs.

A spirit of involvement is inherent at ARCO. All emplovees, from the newest workers to the chairman of the
board. are involved. Emplovees and retirees give freely of their own time. Emplovees also mav be partici-
pants in programs where their time is donated during working hours. Their voluntéer efforts take them
from inner<ity schools and homeless shelters to city commissions, councils and volunteer fire departments.
Volunteer coordinators are active in ARCO's major locations, working to make all emplovees aware of
involvement opportunities. Through these programs in 1990. an estimated 185,000 hours were devoted b
4,290 emplovee volunteers,

1n 1990. the ARCO Foundation contributed nearlv $6 million to organizations in which emplovees or
retirees were contributing either their personal time or money. The Volunteer Grants program, which sent
$226.400 to 340 charities, requires emplovees to certifv that they have worked for the charity a minimum ot
12 hours a month for at least six months on their own time. Additionally, emplovees’ cash contributions of
$25 or more to qualified organizations are matched by the Company. In response to this program. the
Foundation made 13,015 matching gifts towaling $2.7 million in 1990. The remaining funds went to United
Way programs in 200 communities under which employee and retiree contributions are matched.

For the past several years, ARCO has devoted special attention in its community involvement 1o education
projecu starting at the preschoo] levels up to institutions of higher learning. The Company has been active
in Junior Achievement programs in every area that it does business and ARCO Chairman Lod Cook has
served as the organization's national chairperson.

As part of its community involvement programs, ARCO also helps address urgentissues facing commu-
nities. In 1990, for example, the Company paid the first installment of a five-vear $500.000 grant to the Cali-
fornia Institute of Technology 1o support Caltech’s pioneering research on air poliution. The funds will un
to the Caltech Center for Air Quality Analysis to investigate the characteriscics of emission sources. the
chemistry of air pofiutants, and the economic and technological feasibility of various emission contsols.

Yo further the interests of all businesses in the communities where it operates, ARCO spent over S200 mil.
lion of its total purchasing budget with minority- and women-owned vendors and contractors in 1990,
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ARCO CHEMICAL COMPANY

ARCO holds an 33.4 percent interest in ARCO Chemical Company (NYSE: RUM), a leading international
manutacturer and marketer of intermediate chemicals and specialty products used in u hroad range of
consumer goods. The Company is the world's leading producer of propvlene oxide. tertiams buni alcoho)
1TBA) and meths] tertiary bunvl ether i MTBE) and a leading merchant marketer of stvrene monomer,
ARCO Chemical Company. headqﬁartered in Newtown Square, Pennsylvania, had a challenging vear in
1890, On July 5. a tragic explosion and fire at its manufacturing facility in Channelview. Texas. took 17 lises,
The entire plant was shut down, and individual units at the plant were then restarted from mid-
September through late January 1991, The reconstruction included many safery enhancements and equip-
ment upgrades.
Clean Ajr Advantage The Clean Air Act Amendments of 1990 created a fastgrowing market for
reformulated gasolines, many of which rely on MTBE to make a cleaner-burning fuel. ARCO Chemical.
which has 34 percent of world MTBE capacitv, has seen demand rise dramatically over the past 1f)vears due
to MTBEs performance and environmental benefits.
Woridwide Growth  ARCO Chemical operates around the world. Today. 52 percent of its operating
assets are outside the United States. In the Company's Americas region, several accomplishments in 1990
are noteworthy. The Company closed a major acquisition of a worldwide urethane polyols business. which
moves ARCO Chemical further into propylene oxide derivatives and builds its portfolio of value-added
produces. Under terms of a consent agreement with the Federal Government, the business is being
maintained as a separaie venture until the Company completes certain divestiture obligations. In Channel-
view, construction began on a propylene oxide/styrene plant, which should be completed by eariy 1992.
In Europe. a new urethane polyols plant at Fossur-Mer, France, is nearing completion. This plant will also
make polvmer polyols. which enhance the combustion resistance of foams and allow the replacement of
‘chiorofluorocarbons (CFCs) with environmensally friendly blowing agents. In Eastern Europe. the Com-
pany is evaluating business opportunities that could include joint ventures. The Company has established
sales representation in Moscow, US.S.R., and will open a sales office in Vienna, Austria. in April.
in the Asia Pacific region, the Company's jointventure plant in South Korea began operations at the end ot
1990. Cap-acity expansions were completed at the Company’ sljoim-‘vemure plantin Japan. which alreads
was the largest propvlene oxide plant in Asia. Additionally, ARCO Chemical is building a technical center i
Singapore and has established saies representacion in Shanghai, China.
For more information. a copy of ARCO Chemical's annual report can be requested from Investor Relations.

ARCO Chemical Company, 3801 West Chester Pike. Newtown Square, PA 19073-2837.
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LYONDELL PETROCHEMICAL COMPANY

ARCO holds 2 49.9 percent interest in Lyonde)l Petrochemical Company (NYSE: LYO). Headquartered in
Houston. Texas, Lyondell is one of the largest producers of ethvlene and propylene in the United States and
is also one of the nation’s largest independent refiners. .
Despite uncerwinties and rising costs in the last five months of the vear as a result of the Middle East ctisis,
Lyondell's 1990 earnings were only slightly below 1989 levels. The vear started strongly after a late 1939
freeze shut down many plants on the Gulf Coast. resulting in tight supply/ demand conditions for mun of
the Company's products, Lyondell was able to keep its units running without serious interruption and this
created significant profit opportunities during the first half of 1950,

Prices for crude oil and related raw materials were lower in the second quarter. but conditions changed
dramatically with the Middle East crisis. Along with its competitors, Lvondel) was faced with rapidly escalat-
ing and volatile raw materials costs.

Lyondell's feedstock and product flexibility, which is one of the Company's strengths. made it possibic 1
switch feedstocks as supply and market conditions changed. At the same time, the Company increased its
emphasis on low-cost production and reduced expenses.

Additional capacity for several major products contributed to Lvondell's performance in 1990. Demand for
ethyiene and proéyylenc increased sales volumes to record levels. During 1990, the Company complered
capacity expansions for butadiene, paraxylene, methanol and MTBE. In carly 1990, Lyondell acquired 2
polvethylene and a polypropylene facility, thereby entering the downstream polymers markets.

For additional information, a copy of Lvondell's 1990 Annual Report can be obtained by writing to Investor
Relations, Lyondell Petrochemical Company, 1221 McKinney, Houston. TX 77010.
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SELECTED FINANCIAL INFORMATION
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Sales und other operating revenues —

including excise tuxes $18.808 S$16.021 SIR324 S16977 i
Netincome $ 2011 S 1933 S L3R3 S 1994
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Total assets $23,864 522261  $21514  S22.M90
Long-term debt und capital lease obligations $ 5.997 S 5313 S 5665 S 6314 1
B Ul IS onpus oo net name from the cumUinte feri of the thange s deos it ng ur m;umr taxes s 3323 meeblinn o 8501wy
20 Nz Nutes 2and P uf Motes tu Comsodidated Eenuacinl Nairments,
MANAGEMENT'S DISCUSSION AND ANALYS!IS OF
FINANCIAL CONDITION AND RESULTS OF OCPERATIONS
Results of Consolidated Operations The upward trend in crude nil prices hud a strong intlu 1

ence on the Company's favorabie results over the past wo vears. The Company believes that the nperating
strategy followed by management also contributed to the Company's favorable pertormance. This striten
was put into place as part of the positive steps management undertook in the mid-1480s o restrucrure the
Compans’s operations by selling underperforming and nonstrarzgic assets and reducing annuat
vperating costs, The main elements of this strategy have been (o tocus on markets where the Compam has
established a compe(i'tiw advantage. to maintain and enhance the quality of the Company's assets m each
of its business segments and to effectively utilize the capital markets. '

Indicators of the Company's performance have been its return on stockholders equitv and the increasein
its common stock value. The Company's return on stockholders’ equity was 29.3 pereentin 194t compured
1o 30.5 percent in the prior vear and 26.1 percent in 1988, The closing price on the New York Stock [
Exchange for ARCO's commmon stock on December 31, 1990, 1989 and 1988 was $123%, 8111 and S8+,
respectively.

Overview of 1990 Results  1n 1990, ARCO recorded the highest netincome in the histon of the
Company, Net income was $2.011 million. or $12.15 per share. in 1990. the effect of higher crude vil prices.
particularly in the third and fourth quarters, was partially offset by higher exploration expenses and
operating cosis. Additionally. higher refined product margins. especially in the first half of the vear. con-
tributed to the earnings improvement, However, the earnings from ARCO's ownership interest in AR O
Chemical Company (“ARCO Chemical™) were lower as a result of reduced domestic volumes and icreased
costs associated with a planc explosion and fire in the second half of the vear, partially offset bv margin
improvements for propvlene oxide and methyl tertiary busyl ether.

The 1990 results included a $323 million gain as a result of the Compams adoption of Statement of Fip.n-
cial Accounting Standards No. 96. “Accounting for income Taxes.” The cumulative effect of this accounting
change on 1990 net income per share was $1.95.

tn addition. the 1990 results included approximatety $183 million in after-tax gains resulting from w sertle:
ment with SONAT related to an offshore accident and the sale of ARCO's Norwegian oil and gus amets. Thew |,
gains were offser by the Company recording after-tax charges of $130 million for future envisonmenial
clean-up costs and $267 miilion for tax and rovalty issues.

Overview of 1989 Results  in 1989. the Company's net income was $1.953 million. or 31125 per
share. The 1989 results included a $634 million after-tax gain from ARCO's sale of a majorin interestn
Lyvondel! Petrochemical Company (“Lyondell”) in January 1989, Partially offsetting this gain wete 2463
million in first uarter after-tax charges for future environmental clean-up £osts. provisions tou he
anticipated loss associated with the sale of ARCO Solar. Inc.. which was completed in 1990. the writedimn o

-
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ahatable preferred stock, and some tax-retated provisions. In 1989, higher crude oil prices and increased
sales volumes for natural gas. refined products and coal were uffset by higher refining and marketing oper-
ating costs. lower ARCO Chemical sales volumes. lower margins for snrene and the effect o ARCO's
veduced ownership interest in Lsondell. Results in 1989 included $43 million of after-tax gains result ing
from setlements of natural gas contract disputes. increased interest income resulting from the investment
of the proceeds from the sale of Lvondell’s common stock. and reduced interest expense resuiting from
lower average debt nutstanding during the vear, ’
Overview of 1988 Results The Company's netincome was S1.383 million. or $8.78 per share in
18R, Netincome in 1988 included a S110 million net after<ax guain asa result of the sale of ARCO's shares of
Britoil plc. 330 million of after-tax gains from propern sales and $22 mitlion of after-tax gains from the
settlement of naturat gas contract disputes. However, these gains were largelv offset by charges relating 10
the writedown of abatable preferred stock. the early redemption of a debt issue. the move of ARCO interna-
tiona) Oil and Gas Company's headquarters from Los Angeles to Plano, Texas. and future environmental
clean-up costs,

Results of Consolidated Operations - Revenuss  Salesand other operating revenues were
$18.8 billion in 1990. $16.0 billion in 1989 and $18.3 billion in 1988. The $2.8 billion increase in 1990 com-
pared to 1989 primarily resulted from higher crude oil and refined product prices. The decline in sales
benveen 1989 and 1988 resulted from the exclusion of Lyondell from ARCO's consolidated financial state-
ments beginning in 1989, Exciuding the impact of Lvondell on 1988 sales. ARCO’s sales and revenues
increased $1.660 million in 1989 from 1988 as a result of higher crude oit and refined product pricesand
higher sales volumes for coal and refined products. {n addition. sales to Lyondeli were included in ARCO's
1989 sales since Lvondell became an equity investment in January 1989.

Income from equity investments was $277 million in 1990. $240 million in 1989 and $48 million in 1988.
The higher income in 1990 and 1989 resulted from the inclusion of ARCO's interest in the nes income of
Lyondell. which has been accounted for as an equity investment since ARCO's sale of a majority interestin
January 1989. The 1990 amount also includes $435 million after tax refated to ARCO's recognition of income
from dividends received in excess of its equity investment in Lyondell.

Other revenues were $343 miltion in 1990 compared to $199 million in 1989 and $206 million in 1983. The
increase in 1990 primarily resuited from the seatl with SONAT and the gain from the sale of ARCO's
Norwegian oil and gas assets.

Results of Consolidated Operations - Expenses  Costsand other operating expenses were
$10.8 billion in 1990. $9.0 billion in 1989 and $10.7 billion in 1988. The increase in operating expenses in
1990 compared to 1989 primarily resulted from higher crude oil and refined product costs and higher
operating and expioration expenses. ’

The decline in 1989 operaiing exp from 1988 resulted from the exclusion of Lvondell from ARCO's
consolidated financial in 1989. Excluding the impact of Lvondell on 1988 operating expenses,
ARCO’s operating expenses increased $1,616 million in 1989 from 1988 as a result of increased crude oil
wrading costs. increased refining and marketing operating costs. charges for future environmental clean-
up costs and provisions for the anticipated loss associated with the sale of ARCO Solar. Inc.. which was com-
pleted in 1990. In addition, purchases from Lyondell were included in ARCO’s 1989 expenses since Lyondell
became an equity investment in January 1989.

Sclling, general and administrative expenses were $1.652 million in 1990, $1,476 million in 1989 and
$1.408 miltion in 1988. The increase in 1990 selling and administrative expenses compared to 1989 resuled
from higher retail marketing costs associated with ARCO Products Company's additional am/ pm stores
and Brazilian operations. higher advertising costs associated with ARCO's new emission-control gasolines.
£C-1® and EC-Premium®, and higher delivery charges associated with ARCO Coal Company's operations.
in addition. ARCO Chemical incurred higher administrative costs. including costs associated with per-
sonnel additions and additional support facilities, related to its continued program of worldwide growth.
Excluding the impact of Lyondell on 1988 selling, general and administrative expenses, ARCO's expenses
increased $156 million in 1989 from 1988. The increase in 1989 resulted from many factors. ARCO Products
Companys selling expenses were higher as a resuit of retail marketing costs associated with its service sta-
tions, additional am/pm sites and Brazilian operations. ARCO Chemical's selling expenses increased due to
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continued expansion. ARCO Coat Company's selling expenses were higher due to expansion ot its Austrs.
han operations. ARCO Qil and Gas Company's selling expenses increased due to higher natural £as \aies
solumes. '

Taxes other than excise and income taxes were $1.303 million in 1990. $943 million in 1986 and S663 mil.
Tion in YRR, The increase in 1990 taxes primarily resulted from an increase in Brazilian value-udded taxes
and Alaskan production taxes associated with higher crude oil prices in 1990. The increase in 1959 taxes
1esulted from a Brazilian value-added tax which replaced a similar cax which in prior sears was mchuded in
the petroleum product purchase price. an increase in production taxes associated with higher crude i
prices in 1989, and an increase in the rate for Alaskan production taxes due to the revision of the Economye
Limit Factor.

Excise taxes were $800 million in 1990, $670 miltion in 1989 and $698 million in 1983. The higher umount
in 1990 primarily resulted from increases in federal and state excise taxes during the vear. The decreuse in
1989 excise taxes from 1988 occurred because the sales of jet fuel to the Department of Defense hecame
ax exempt in 1989. This decrease was partiallv offset by higher gasoline sales volumes.

Results of Segment Operations

0il and Gas  ARCO's oil and gas exploration and production operations earned $1.364 million atter Ly
in 1990, which was an increase of 54 percent from the $887 million after tax in 1989. The effect of higher
crude oil prices, partially offset bv higher operating costs, increased éxplou-azion expenses and jower
production volumes, was responsible for the improved performance. The 1990 earnings also included after-
tax gains of approximately $185 million as a result of the SONAT settlement and the sale of ARCO’s Nor-
wegian assets.

ARCO’s oil and gas after-tax earnings in 1989 increased 64 percent from the $542 million after tax eurned
in [988. Higher crude oif prices and natural gas sales volumes. partialy offset by higher operating costs and
taxes. including Alaskan production taxes. were the primary reasons for the increased earnings in 1989,
The 1989 results also included $43 million of after-tax gains as a result of settiements of natural gas contract
disputes,

The earnings in 1988 included $30 million of after-tax gains from property sales and 522 million of after-tax
gains from settiements of natural gas contract disputes, partially offset by an $18 million after-tax charge n
connection with the move of ARCO International Oil and Gas Company's headquarters from Los Angeles to
Plano, Texas.

As previously discussed, fluctuating crude oil prices have had a significantimpact on earnings over the

- past two vears. The Company's domestic composite average price for crude oil was $16.56 per barrel in

1990, $13.13 per barrel in 1989 and $9.90 per barre! in 1988. Average domestic natural gas prices were $1.56
per thousand cubic feetin 1990, $1.67 per thousand cubic feet in 1989 and $1.68 per thousand cubic feet

in 1988.

The Company's worldwide petroleum liquids production averaged 705,400 barrels per day in 1990. 730.100
barrels per day in 1989 and 737,800 barrels per day in 1988. ARCO’s share of production from its targest
Alaskan field, Prudhoe Bay, was 276.800 barrels of petroleum liquids per day in 1990, compared to 294.300
barrels per day in 1989 and 820,600 barrels per day in 1988. The decrease in worldwide preduction in 199
primarily resulted from the following factors: reduced Alaskan production as a result of scheduled field
downtime for installation of a gas handling facility (GHX-1) which is designed to increase production at
Prudhoe Bay, pipeline maintenance, a Kuparuk River field production payback of 9.000 barrels per dav
which commenced on July 1, 1990, and natural field decline. The decrease in 1989 worldwide production
was the result of a decline in Prudhoe Bay production primarily resulting from production curtailments
related to the EXXON VALDEZ oil spill, nawral field decline and facility downtime for maintenance.

The Company's share of petroleum liquids production from the Kuparuk River field decreased to 138,400
barreis per day in 1990 from 147.100 barrels per day in 1989 and 146,600 barrels per dav in 1988. The
decrease in 1990 primarily resulted from the six-mdnth effect of the above-mentioned pavback of 9.000 bar-
rels per day. The 24-month payback is the result of a final equity redetermination-in 1990 among ARCO
Alaska and the other working interest owners of the field.
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Lower 48 petroieum liquids production was 204.500 darrels per day in 1990, 200,600 barrels per davin 1989
and 186.900 barrels per dav in 1988. The 1989 production represented a 13,000 barre] per day increase in
Lower 48 production as a result of ARCO's acquiring West Coast oil and gas properties from Tenneco in late
1988 that were tully integrated into ARCO Oil and Gas Company during 1989.
Foreign petroleum liquids production averaged 67.100 barrels per dav in 1990, 70.100 barrels perdavin
1989 and 63.600 barrels per day in 1988, The decrease in 1990 was in Indonesian production. This was the
result of natural field decline and a reduction in the number of barrels required to provide for cost
recovery under the Indonesian production sharing agreement. The increase in 1989 was due to a higher
Indonesian production as a result of the 1989 startup of the Kurau field and higher production from the
United Kingdom as a result of properties acquired from Tricentrot PLC.
Domestic natural gas production totaled 1.554 billion cubic feet per day in 1990, 1.529 billion cubic feet per
dav in 1989 and 1.389 billion cubsic feet per day in 1988. The 1989 increase was the result of a full vear of pro-
duction from the Wilburton gas field in southeastern Oklahoma and production from new wells in the
Gulf of Mexico.
Coal  After1ax earnings from the Company's coal operations were $91 million in 1990, $92 million in
1989 and $79 million in 1988. Total coal shipments in 1990 were 38.3 million tons compared to 39.4 million
tons in 1989 and 32.4 million tons in 1988. The reduction in 1990 shipments was due to mild weather and
softer market conditions in the United States. The higher carnings in 1989 compared to 1988 resuited from
the fullvear impact of ARCO's increased ownership in two Australian mines and increased domestic sales
from the Company's Black Thunder mine in Wyoming.
Refining and Markating  After-tax earnings for refining and marketing operations were $439 mil-
lion in 1990, $291 million in 1989 and $368 million in 1988. The increased earnings in 1990 resulted from
higher refined product margins, primatily in the first half of 1990, partially offset by the effects of higher
crude oil prices and ARCO's two-week price frecze on gasoline prices in August following President Bush's
call for price restraint. The lower earnings in 1989 compared to 1988 resuited primarily from increased
operating costs and 2 360 million aftertax charge for future environmental clean-up costs, partiaily offset
by higher refined product prices and sales volumes. West Coast petroleum products sales totaled 444.000
barrels per day in 1990, 435,500 barrels per day in 1989 and 418.800 barrels per day in 1988. The progres-
sive increase in sales from 1988 resulted from higher demand for refined products that the Company was
able to meet by achieving refinery utilizarion rates in excess of 100 percent of average operable capacity at
its two West Coast refineries and by making purchases and resales of products not manufactured by the
Company.
Transportation  After-tax earnings for the transportation operations were $274 million in 1990, $266
million in 1989 and $308 million in 1988. The increase in 1990 compared to 1989 was the result of a higher
Trans Alaska Pipeline Systern (“TAPS") tariff rate partially offset by lower TAPS volumes associated with
declining production from Prudhoe Bay and higher pipeli i e exp The 1990 tariff
included a makeup for costs resulting from volurme losses and higher costs in 1989 associated with the

"EXXON VALDEZ spill. The operational impact of the EXXON VALDEZ incident largely contributed to the

decline in eamings from 1988 to 1989.

Intermediata Chemicals snd Specialty Products  After-ax earnings for the Company's inter-
mediate chemicals and specialty products segment were $271 million in 1990, $336 million in 1989 and
$400 million in 1988. The segment primarily consists of ARCO Chemical, an 83.4 percent owned subsidiary
of the Company. ARGO Chemical's earnings in 1990 included a pre-tax accrual totling $120 mitlion for
business interruption insurance related to the July 5 explosion and shutdown of ARCO Chemical’s Chan nel-
view facility. In 1990, an increase in propylene oxide and methyl tertiary butyl ether margins was more
than offset by a decrease in styrene margins and volumes and higher administrative and interest expenses.
The 1990 ARCO Chemical results also reflect pre-tax charges of approximately $90 million for costs related
to the Channelview accident. ARCO Chemical’s carnings decreased in 1989 versus 1988 as a result of lower
sales and processing volumes for major products and significantly lower siyrene margins.
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Lyondell Petrochemicat Company - ARCO's 49.9 percent equity share of Lvondeli's net income way
5223 million for 1990 and $214 million for 1989. The 1990 results include $45 million after tax refating 1o
ARCO’s recogmnon of income from dividends received in excess of its equity investment in Lvondett. In
1990. higher refining profits were more than offset by lower olefins margins resulting from higher raw
materiat costs. In 1988, Lvondeli was 100 percent owned bv ARCO and earned $529 million.

Unallocated Expenses and Other Operations  Unallocated expenses and other operations
after tax totaled $410 miilion in 1990, $250 million in 1989 and $104 million in 1988. The 1990 resules
included approximately $250 million after tax for provisions for taxes and royalties, a $110 million after-tay
charge for future environmental clean-up costs primarily associated with operations previouslv discon-
tinued and a $30 million after-tax charge for the early redemption of two debt issues. In addition, 1990
results included lower netinvestment income. The 1989 results included 2 $120 million after-tax charge for

future environmental clean-up costs and a $25 million after-tax charge for the final year of abatable pre.

ferred stock associated with the prior sale of aluminum assets to Alcan. in addition. 1989 results included
higher net investment income and lower insurance expenses, partially offset by provisions for the antici-
pated loss associated with the sale of ARCO Solar. Inc., which was completed in 1990, The 1988 results
included the $110 million after-tax gain on the sale of Britoil plc stock. 2 $75 million after-tax charge relat.
ing to the write-down of abatable preferred stock and a $16 million afier-tax charge associated with the
carly redemption of a debt issue.

Financial Position and Liquidity  Cash flows from operating activities were $3,509 million in 1990,
$3.729 million in 1989 and $3,551 million in 1988, The cash flows from operating activities in 1990 inciuded
setth pay ling approximately $1.090 million to the Internal Revenue Service (*IRS") and
the State of Alaska. The pay to the IRS resulted from an agr which settled all IRS claims for
additional windfall profit tax liabilities. The payment to the State of Alaska resuited from an agr

which settled all major claims relating to rovalty issues. The net cash used in investing activities was $2.56¢
million and primarily included expenditures for additions to fixed assews {including drwhole costs) of
$2.718 million, proceeds from asset sales of $338 million, and a net increase in short-term investments of
393 million. The proceeds from asset sales in 1990 resulted primarily from the sale of 2 number of oil and
gas properties, including ARCO’s Norwegian properties,

- The net cash used in financing activities was $1,018 million in 1990 and primarily included repayments of

long-term debt of $810 million, proceeds of $1,062 million from the issuance of long-term debt, dividend
pavments of $810 million and treasury stock purchases by ARCO of $704 million.

Cash and cash equivalents and shortterm investments totaled $3,081 million at year-end 1990. Shortterm
borrowings were $932 million at year-end 1990.

The Company has a capital spending prognm that includes $3.9 billion for additions (o fixed assets in
1991. Future capital exp wb conditons affecting the industry, particularly
changes in price and demand for crude oil, namm} gas and petrolewn products and any changes in the ax
laws.

Ai e

tis expecied that future cash requir for capital expenditures, dividends, debst repay and anv
weasury stock purchases will come from cash generated from operating activities, future borrowings and
existing cash balances.

in January 1989, the Company's Board of Directors authorized a new common stock buy-back program.
Under the program, the Campany repurchased for its treasury approximately 5.7 million shares for $685
million in 1990. At their January 1991 meeting, the Companys Board of Directors approved a 12!4 cent
increase in the quarterly dividend payable to holders of stock, raising the quarterly dividend from
$1.25 10 $1.375 per share.

The Company called for early redemption in 1990 an aggregate of 3500 million of debentures. Proceeds

- -
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from the Lvondeli stock offering as well as from ceraain other asset sales were used for the redemption. The
Company anticipates an annual reduction in after-tax interest expense resulting from the early redemp-
tion of these debentures to be approximately $35 miltion in 1991 and bevond. At December 31. 1990. the
Company's long-term debt was $5.997 million.

On January 30, 1990, ARCO Chemical issued $225 million of 9.80 percent debentures due 2020. In Novem-
ber and December 1990, ARCO Chemical issued an aggregate of $400 mittion of debentures with interest
rates ranging from 9.375 to0 10.25 percent and maturing between November 1, 2000, and November 1. 2010.
Environmental Matters The Company is subject 1o federal, state and local environmental faws and
regulations which require the Company to remove or mitigate the effect on the environment of the dis-
posal or release of certain chemical and petroleum substances at various sites, including Superfund sites.
oil fields, service stacions, terminais and other operating and ciosed facifities. The Company i currently
participating in envi } and cl Ps at numerous sites under these laws, and may in
the future be invoived in additional environmental assessments and cleanups. The Company continues to
estimate the amount of these costs in periodically establishing reserves based on progress made in deter-
mining the magnitude of clean-up costs, the timing and extent of remedial actions required by the
applicable governmental authorities, the of the Company's fiability in proportion to the other
responsible parties and the extent, if any. 10 which such costs are recoverable from insurance. As the scope
of the Company’s obligations becomes more clearly defined, there may be changes in these estimated costs,
which might result in future charges against the Companys earnings. During 1990, the Company added
$220 million to its reserves relating to future environmental cleanup costs. At December 31, 1990, such
reserves otaled $737 million.

Statements of Flnanelul Aceoamlnu Standards Not Yet Adopted In December 1990, the
Fi ial A Standards Board issued Statement of Financial Accounting Standards ("SRS™) No.
106, “Employers’ Accounung for Postretirement Benefits Other Than Pensions.” SEAS No. 106 requires the
Company to adopt its provisions for fiscal years beginning after December 15, 1992. The provisions will
require the Company to begin accruing its estimated postretirement benefit obligation for current as wei
as retired employees. The Company currently recognizes an expense when an obligation is paid. Once

the Company determines its transition obligation, it has rwo options for recognizing that obligation. The
Company ¢an choose to i diately recognize the wransition obligation as the effect of an accounting

5

) change. subject to certain lmitationa. Alternatively, the Company can amortize on a straightline basis the

t gation over the averag ining service period of active plan participants. If that period is
Jess than 20 years, the Company may elect to use a 20-year period. If the Company uses the delaved basis for
recognition of the transition obligation, then the unrecognized amount must be disclosed. The Company
has not yet had sufficient time to evaluate the provisions of SS No. 106.

Effects of inflation  While the annual rate of inflation reinained moderate during the three-vear
period ended December 81,1990, the Company continued to experience certain inflationary effects. The
Cormpany will achieve some benefits by using current, inflated dollars to satisfy its deb obligations and
other monetary liabilities, because the Company's monetary assels are fess than its monetary liabilities at
December 31,1990,

Based on the age of the Company's property, plant and equipment, it is esimated that the replacement
cost of those assets is greater than the historical cost reflected in the Company's financial statements.
Accordingly, the Company's depreciatior. depietion and amaortization expense for the three years ended
December 31, 1990, would be greater if the expense were stated on 2 current cost basis.

To the extent that the Company uses the lastin, firstout {(LIFO) inventory accounting method. the replace-
ment cost of inventory is greater than the historical cost reflected on the Company's balance sheet, while
the costs of products sold reflected in the Company's income statement approximate current cost.
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CONSOLIDATED STATEMENT OF INCOME

\ R «
AND RETAINED EARNINGS
For the year endad December 31 19% 1989
Millions of dollars except per share amounts
Revenues
Sales and other operating revenues -~ including excise taxes $18,808 $16.021 $18,324
Income from equity invesuments 277 240 48
Interest 368 355 290
Other revenues 443 199 206
19,896 16,815  18.868
Expenses
Costs and other operating expenses 10,763 8975  10.731
Selling. general and administrative expenses 1,652 1,476 1.408
Taxes other than excise and income taxes 1,303 943 665
Excise taxes 800 670 698
Depreciation, depletion and amortization 1,728 1,748 1.704
[nterest 835 799 842
17,076 1461) 16.048
fncome before gain on subsidiary stock transaction * 2,820 2,204 2,820
Gain on subsidiary stock tr -— 957 —
Income before income taxes, minority interest
and cumulative effect of change in
accounting principle ' 2,820 3,161 2.820
Provision for taxes on income 1,076 1,142 1.144
Minority interest in earnings of subsidiary 56 66 93
Income before cumulative effect of change in )
accounting principle 1,688 1,953 1,583
Cumulative effect of change in accounting for
income taxes 19 - —
Net income $ 2,010 $ 1953 $ 1583
Earned par Shara
Before cumulative effect of change in
accounting principle $1020 $1126 § 878
Cumulative effect of change in accounting
for income taxes 1.95 — -
Net Income per Share $1215 $1126 $ 878
Retained Earnings
Balance, January 1 $ 563 $ 7562 § 6683
Netincome 2,011 1.953 1.583
Cash dividends:
Preference stocks 3) (4) 1)
Common stock {807) (756) (700)
Cancellation of treasury stock -— (3.119) -
Balance, December 81 - $ 6837 $563 § 7562
See Notes on pagn 49 shrough 39,
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CONSOLIDATED BALANCE SHEET

Derember 31

990 1989

Mutlsons of dollars

Assets
Current assets:
Cash and cash equivalents
Short-term investments
Accounts receivable
Inventories
Prepaid expenses and other current assets

Total current assets

Investmenis and long-term receivables:
Investments accounted for on the equity method
Other investments and long-term receivables

Fixed assets:
Propert, plantand equipment .
Less accumufated depreciation, depietion and amortization

Deferred charges and other assets
Toual Assets ’

$ 4,102 S 1173

1.929 1.336
1,963 1,433
760 710
254 212
6,048 5,414
291 194
66 80
357 274

30,164 28431
13,764 12.774

16,400 15,657
1,058 916

$23,864 $22.261

Liabilities and Stockhoiders’ Equity
Current iiabilidies:
Notes payable
Accounts pavable
Taxes payable, including excise taxes
Long-term debt due within one year
Accrued interest
Other

Total current labilities

Long-term debt
Deferred income taxes
Other deferred liabilities and credits
. Minority interest
Stockholders’ equity:
Preference stacks
Common stock, $2.50 par value;
shares issued 167,679,563 (1990), 167,584,194 (1989);
shares outstanding 158,912,878 {1990), 164,186,803 (1989)
Capital in excess of par value of stock
Reuained earnings
Treasury stock, at cost
Foreign currency wranslation

Total stockholders' equity
Total Liabilities and Stockhoiders’ Equity

$ 932 § 577

1,34 1.078
529 409
502 704
233 200
670 169

4,260 3,437

5,997 5.313

3,440 3,407

2,708 3.273
309 269

I 1
19 419
740 764

6,887 5636

(890) (236)
42 (22)

7,149 6.562

The Company follows the successful efforts method of accounting for oil and gas produning activities.
Ser Nocrs on pages €9 through 59,

$23,864 $22,261
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CONSOLIDATED STATEMENT OF CASH FLOWS \ 2

For the yar ended Drermber 31 1990 1989

Millions of dollars

Cash flows from operating activities:
Netincome §2,011  $1.953
Adjustments to reconcile net income to net cash
provided bv operating activities:

Depreciation. depletion and amortization 1,723 1,748
Gain on subsidiary stock transaction —_— (634) —
Income from equity investments ' 277 {240) [48)
Dividends from equirty investments 192 84 31
Noncash provisions greater (less) than cash pavments {472) 550 146
Net change in deferred axes 33 (363) 129
Drv-hole expense 299 163 149
Netchange in accounts receivable, .
inventories and accounts pavabie (214) 380 (263)
Net change in other working capital accounts 272 57 114
Other (58) 1 [
Net cash provided by operating activities ‘ ' 3,509 3,729 3,351
Cash flows from investing activitias: :
Additions to fixed assets (including drwhole costs) (2,718) (2.105) (3,038
Net cash provided (used) by short-term investments (93) {814) 1,597
Proceeds from asset sales 338 149 145
Payments received on notes for sales of property — —_ 60
Net proceeds from subsidiary stock transaction —_ 1.241 —
Other 87) - (334) 142
Net cash used in investing activities T (2,560) (1.868)  (1.094)
Cash flows from financing activities:
Repavments of long-term debt (810) (486) (868)
Proceeds from issuance of long-term debt 1,062 459 219
Net cash provided (used) by notes payable 277 85 {1,026}
Dividends paid {810) (760) (704)
Treasury stock purchases, including subsidiaries {704) {(810) (601)
Other (38) (29) (13)
Net cash used in financing activities (1,018)  (1,541) (2:993)
Effect of exchange rate changes on cash (2) (28) (23)
Net increase (decrease) in cash and cash equivalents 7 297 (359)
Cash and cash equivalents at beginning of year 1,173 876 1.435
Cash and cash equivalents at end of year $1,102  $1.173 8 876
Ser Notes on pages 49 through 39,
3
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NOTES TO CONSOLIDATED
FINANCIAL STATEMENTS

Aotwl Accounting Policy

ARCO's accounting policies conform to generally
accepted accounting principles. including the "success-
ful efforts” method of accounting for oil and gas
producing activities,

Prineples of Consolidatton

The consolidated financial statements include the
accounts of all subsidiaries. ventures and partnerships in
which a controlling interest is heid. The Company also
consolidates its interest in undivided interest pipeline
companies and in oil and gas and coal mining joint
ventures. The Company uses the equity method of
accounting for companies where its ownership is
between 20 and 50 percent. and for other ventures and
partnerships in which less than a controlling interest is
held.

Cash Equivalents: Short-Term Investments

Cash equivalents consist of highly liquid investments,
such as time deposits, certificates of deposit, and
marketable securities other than equity securities,
maturing within three months of purchase. Shorwterm
investments consist of similar investments maturing in
more than three months of purchase. Cash equivalents
and shortterm investments are stated at cost, which
approximates market value.

0Oil and Gas Unproved Property Costs

Unproved property costs are capitalized and amortized
on a composite basis, considering past success experi-
ence and average property life. In general, costs of
properties surrendered or otherwise disposed of are
charged to accumulated amortization. Costs of suc-
cessful properties are transferred to developed
properties.

Dismantiement, Resworation and

Reclamation Costs

The estimated costs, net of salvage value, of dismantling
facilities or projects with limited lives or facilities which
are required to be dismantled by contract, regulation or
law, and the estimated cost of restoration and reclama-
tion of fand associated with such prajects and land
associated with mining operations, are accrued during
operations and classified as a long-term liability. Such

ey " VDS R R R T

costs are taken into account in determining the cost of
production in all operations, except oil and gas produc-
tion. in which case such costs are considered in
determining depreciation. depletion and amorization.

Fixed Assets

Fixed assets are recorded at cost and are written off on
either a unit-of-production method or a straight-line
method based upon the expecied lives of individual
assets or groups of assets.

Disposal of Fixed Assets

Upon disposal of assets depreciated on an individual
basis, residual cost less salvage is included in current
income. U'pon disposal of assets depreciated on a group
basis, unless unusual in nature or amount. residual cost
less salvage is charged against accumulated
depreciation.

Minonty Intevest

Minority interest represents the minority stockholders’
proportionate share of the equity and the income or loss
of cerwain consolidated subsidiaries, primarilv ARCO
Chemical Company (ACC). At December 31, 1890. ARCO
owned approximately 83.4 percent of the outstanding
shares of ACC.

Reclassifications

Certain previously reported amounts have been restated
to conform to classifications adopted in 1990.

Public Offering of Lyondell
Note2 Petrochemical Compeny Common Stock

In January 1989, ARCO compieted an initial public offer-
ing of its Lyondell Petrochemical Company (Lvondel!)
common stock. The Company recogntized an after-tax
gain of $634 million from this wansaction. Effective
January 1989, ARCO accounts for its investment in Lyon-
dell on the equity method.

At December 31, 1990, ARCO owned 49.9 percent of
Lyondell common stock outstanding. The market value
of ARCO’s shares of Lyondell common stock, based upon
the closing quoted market price at December 31. 1990.
was $585 million.
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NOTES TO CONSOLIDATED
FINANCIAL STATEMENTS

Nwe 5 Segment Information

——

The Company operates primarily in the Resources and
Products segments. The Resources segment includes the
Company's oil and gas operations, which comprise the
exploration. development and production of petro-
leum. including petroleum liquids {(crude oil.
condensate and natural gas liquids) and natural gas; the
purchase and sale of petroleum liquids and natural
gas: and the mining and sale of coal. The Products seg-
ment includes the refining and transportation of
petrofeum and petrofeum products; the marketing of
petroleum products: and the manufacture and saie of
intermediate chemicals and specialty products, such as
propylene oxide. snrene monomer, tertiary buryl alcohol
and methyl tertiary buryl ether.

Lyondell. a significant equity investment of the Com-
pany. is engaged in the manufacture. refining and
marketing of basic commodiry chemicals, including eth-
viene, propvlene. methanol and aromatics, and
petroleum products. Prior to ARCO's sale of a majority
interest in 1989, Lvondell was consolidated and reported
as the integrated petrochemical and petroleum pro-
cessing component of the Products segment.

Segment information for the vears 1990, 1989 and 1988,
was as follows:

Millions of dollars 1990 1989 1988
Sales and Other
Operating Revenues
Resources:
Oil and gas $ 9425 38138 § 6949
Coal 541 5t8 403
Products:
Refining and marketing 8,649 6.789 6,138
Transportation . 946 862 931
Intermediate chemicals and
specialty products 2,950 2,663 2,700
Integrated petrochemical and
petroleum processing - e 4.696
Other operations 33 35 43
£limination of intersegment
amounts (3,738)  (3,005) (3.54])
Total $18,808 $16.021 $18.324

e T T T T S T P J—

Intersegment sales/ transfers were made at prices
approximating current market values. The amounts for
intersegment sales that were included in sales and othey
operating revenues were as follows:

Millions of doflnr 1990 1989 1988
e
Resources: ’
Oiland gas $3.311  $2632  $2.406
Products:
Refining and marketing 25 18 14
Transporiation 350 3t2 53
Intermediate chemicals and
speciaity products 24 13 n
Integrated petrochemical and
petroleum processing - —_ 3
Other operations 26 ] 25
Total $3,7%6  S3.005 8354 [
Pretax Segment Earnings
Resources:
Oil and gas $2,147  S1464 5 959
Coal 130 138 14
Products: .
Refining and marketing 806 484 638
Transportation 436 424 488
Intermediate chemicals and .
specialty products 439 396 76)
Integrated petrochemical and
petroleum processing - — 330
Equity earnings from Lyondell
Petrochemical Company 250 24 -
Gain on subsidiary
stock transaction -~ 957 -
Unallocated expenses
and other operations (553) 31N 1141 3
Interest (835) (799 @342
Income 1axes (1076)  (L142)  (Li+h
Minority interest (56) (66) 1934
Cumulative effect of change in
accounting. principle 328 —- —
Net income $2,01) 81933  $1.333
After-Tax Segment Earnings
Resources:
Oil and gas $1,364 % 887 8 342
Coal 91 92 7
Products:
Refining and marketing 439 291 368
“Transportation 24 266 308
Intermediate chemicals and
specialty products (a) m 336 400
Integrated petrochemical and
petroieum processing — — 529
Equirty earnings from Lyondelt
Petrochemical Company 223 214 -
Cain on subsidiary
stock ransaction - 634 -
Unaliocated expenses
and other operations 410y . (2500 tIna
Interest (564) 317 1339
Cumulative cffect of change in
accounting principle 323 = 1
Net income $2,011  $1953  SLOA
() Net of minorsiy interesi of $(51). $(66) ond $(93) 1n 1990, 198%and
1988, respeciivedy.
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illinns nf dollars 1990 1989 1988 Miltions of dollars 1990 1989 198X *
Total Assets Foreign Operations
Renources: Sales and other vperating
Oil and zas $11.146 810320 $1L.046 revenues:

Caat 929 857 725 Oiland gas $ 719 8 37T S 484
Pruducts: Coal 289 238 134
Rebining and markenng 2,503 2175 1975 Refining and marketing'>' 2,052 1407 157

Transporauon 2,162 2170 2326 Intermediate chemicals and
Intermediate chemicals and specialty products 1146 920 351y
specialey products 3,739 2655 2.348 Other operations 26 23 25
[ntegrated petrochemical and Elimination of intersegment
petroleum processing - - 864 amounts — 0il and gas (303) 1276 1195)
Other operations 3.385 3.584 2.030 Towl $3.928 eyt
Total $23,864 $22.26) $21.514 T
Net income:
Depreiation, Depletion Oil and gas $ 7% $§ & 8D
and Amortization Coal M 34 a3
Resources: Refining and marketing«! 29 H 14
Oiland gas $1,247 8131t 81,269 intermediate chemicals and .
Coal 43 “ 34 specialry producisi®? 148 39 92
Products: Orcher operations (43) (3 [
" Refining and marketing 144 132 136 o O
Transportation 108 107 104 Tout $2040 S 9 3 &
Intermediate chernicals and Total assets:
specialty producis 155 128 118 Qiland gas $2,191 51902 81395
Integrated petrochemical and Coal 369 519 388
petroleum processing - - 16 Refining and marketing(® 32t 244 275
Other operations 26 26 27 Intermediate chemicals and
K 798 $1.704 specialty products 1,662 L1534 1.067
T°°’_ — $1733 8 Other operations 155 167 3t3
Additions to Fixed Toul $4898  $3985 53938
Resources: ta) Prnapatly markettng operations in Brazl,
Qiland gas $1,560 . $1.309  $2.555 t8) Includes rarmangs of rqueiy affilicies, principally Auan joint veniures, of
Coal 109 148 107 318, $15 and 335, in 1990, 1989 and 1988, respectsvely.
Products:
Refining and marketing 370 314 251 |
Transportation 108 43 58
Intermediate chemicalsand
specialty products 538 262 245
Integrated petrochemical and
petroleum processing — — &5
Other operations . 37 29 28
Total $2,718 82,105 $3.304
i
PNyeo
0
0013050
k4
e M Al 4= AR Pt A Y (B e
' >




N NOTES TO CONSOLIDATED
FINANCIAL STATEMENTS

Noted  Inventoriss

{nventories are recorded when purchased. produced or
manufactured and are stated at the lower of cost or
market. In 1990, approximately 55 percent of inven-
* tories, excluding materials and supplies, are valued by
the last-in. firstout (LIFO) method. Materials and sup-
plies and other non-LIFO inventories are valued pre-

dominanty on an average cost basis.

Total inventories at December 31, 1990 and 1989, com-

prised the following categorics:

Millions of dollars 1990 1989
Crude oil and petroleum products $184 $150
Chemical products 259 256
Other produces +7 49
Materials and supplies 270 255
Total $760 $710

The excess of the current cost of inventories over book
value was approximately $191 million a1 December 31,
1990.

Noie5 Fixed Assets

Property, plant and equipment, and related accumu-
lated depreciation, depletion and amortization at
December 31, 1990 and 1989, were as follows:

W

Millions of dellars 1990 1989
Resources:
Ciland gas $20,177  $19,432
Coal 878 789
Products:
Refining and marketing - 2915 2,59)
Transportation 3,39 3sil
Intermediate chemicals and
specialty products 2,487 1.851
Other operations 381 457
’ . 30,164  28.43)
Accumulated depreciation,
depietion and amortizaGon 18,764 12,774
Towd 316,400  $15.657
T e A e AR WA . e ey -

Expenses for maintenance and repairs for 1990, 198¢
and 1988 were $319 million, $518 million and $469 mj.
lion. respectively.

Bank Credit Facifities and
Note6 Compensating Balsnces

In 1990, the Company and certain wholly owned subsid-
iaries had bank credit facilities of approximatelv $5.2
billion. Included in this total is a credit facility negoti-
ated on behaif of a subsidiary that is d inated in
pounds sterling. At December 31, 1990, there were no
borrowings under these committed facilities.

ACC mainzains its own credit facility of $500 million
which is not guaranteed by ARCO. At December 31,1996,
there were no borrowings against the ACC credit faciljy,

Notes payable on the balance sheet consist primarily of
commercial paper issued to a variety of financial
investors and inatitutions and any amounts outstanding
under ARCO or ACC credit facilities.

The Company has no recuirements for compensating
balances in a specific amount at a specific point in time.
The Company does mainain balances for some of its
banking services and products. Such balances are main-
tained on an average basis and are solely at the
Company's discretion, so that effectively on any given
date, none of the Company's cash is restricted.

Note 7

Interest expense for the years ended December 31,1990,
1989 and 1988, was comprised of the following:

interest Expense

Mitlions of dollars 1990 1989 1988
Long-term debt %16 $387 $625
Short4erm debt 118 5 80
Other 180 232 203

N4 894 908
Capitalized interest (79) _(9_5) 56)
“forl interest expense 885 $798 $842
Towl interest paid in cash $802 $818 $850




\ote 8 Taxes The domestic and foreign components of income before

- income wxes, minority interest and cumulative effect
of change in accounting principle. and a reconciliation
of income tax expense with tax at the effective federa)
satutory rate for the years ended December 31, 1990,
1989 and 1988, were as foliows:

Taxes other than excise and income taxes for the years
ended December 31, 1994, 1989 and 1988, comprised
the foliowing:

Viltions af doiinrs 19%0 1989 1988 )

“Proper . $ 192 8177 si8s Rrveent

Production severance 459 395 268 . of Prtax

\ajue Added 296 130 - Millions of doliars Amount  Ineome

Other 356 24) 209 1990

Toual S1303  $43 8665 Income before income taxes:

. ] Domestic $2,260 80.1

The components of the provision for taxes on income for Foreign 560 199

the vears ended December 31, 1990, 1989 and 1988, Towl $2.820  100.0

were as follows: Taxat 34% S 958 340

¥ {reduction} in taxes resulting
- from:

Mittions of dollars 1990 1989 1988 ; - ;A,.,J nd ,- ) 48 an

axes on foreign income in excess of

Federal:

statutory rate 92 33
g:;:;’:d $ g; ’l('g;g] A\ 7;; State income taxes (viet of federal effect) 54 19
= = _= T 19 7
_7“ _8_68 .ﬁ Provision for taxes on income $1,076 S-é?
Foreign: .

Current 204 116 107 ll:cszme PR
Deferred 4) t4 24 mestic 8258 805
200 130 131 Foreign 931 103

State: Total $3,161 100.0
Current 43 183 146
Deferved b {39) 1 Taxat 4% $1.075 34.0

= o s Increase (reduction) in taxes resulting
82 144 147 froem:
Total provision for taxeson income  $1,076  $1.142  $1.144 Subsidiary stock transaction/
dividend exclusion (83) (2,6)
Total taxes paid $ 782 $1.267 $1.058 Taxes on foreign income in exceas of
sansory rae 63 2.0
The sources of deferred income tax for the years ended %‘:‘::"‘m taxes (net of federal effect} ?g) i"g)
December 31, 1990, 1989 and 1988, were as follows: o ) ==
- . Provision for taxes on income $1.142 36.1
Millions of dollors 1990 1989 1988 1988
illions of —— —— Income before income taxes:

Federal: Dosnestic $2,581 9.3
Depreciation $31 § 38 $120 Foreign _?32 85
Capitalized interest 13 23 19 Toat $2820 1000
Oil and gas lease amortization (4 (19 (3)
intangible drilling costs 11 {1 (25) Tax ar 34% . $ 959 34.0
Reserve provisions . 171 {181) — Increase in taxes rgsulnng. from:

Subsidiary stock Uanaaction M (60} - Taxes on foreign income in excess of
Other 4 4 @ scatutory rate 78 28
4 State income taxes {net of federal effect) 97 3.4
77 (206) 89 Other 10 4

Foreign w4 ) — =

State 3% (39) 1 Provision for taxes on income $1.144 40.6

Towl 3812 $(231) 114

PNYC 00013082
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NOTES TQO CONSOQOLIDATED
FINANCIAL STATEMENTS

Effective January ). 1990, the Company adopted State-
ment of Financial Accounting Standards No. 96,
“Accounting for Income Taxes.” The cumuiative effect of
this accounting change on vears prior to 1990 was a
5323 million reduction in the Company's deferred 1ax
liabifin as of December 31. 1989. The reduction resulted
in an increase in netincome for 1990 of $323 million or
$1.95 per share. The effect of the change on 1980 net
income, excluding the cumulative effect upon adoption.
was not material.

Note9 . Long-Term Dabt

Long-term debt at December 31, 1990 and 1989, com-
prised the following:

Mitkions of dodlars 9% 1989
5 %%, due in 1997 $ N $ 3
7.70%. due in 2000 58 62
7 %%. due in 2008 139 147
8 %%, due in 2000 87 93
5.90%. due in 2007 265 265
8 %%, duein 1997 33 11
6 %%, due in 1993 » 39

7%, due in 1991; $400 less

unamortized discount of $23,

effective rate 13.6% 877 355
Zero~coupon notes, due in 3992:

$500 less unamoriized

discount of 869, effective
rate 13.04% 431 7?7
11 4%. due in 2015 - 300
11%. due in 2018 - 200
10 4%, due in 2000 250 250
10 %%, due in 1995 500 500
10 %%, duc in 2005 300 500
Second Series Medium-Term Notes -— 18
Third Series Medium-Term Notes 162 i72
10 %%, due in 1995 150 150
9 %%, due in 1996 150 150
.9%%, duein 1993 250 250 -
9 %%, due in 1993 200 200
9'4%. due in 2016 450 450
6 %%, due in 1996 102 102
9 %%, duein 2011 300 300
ARCO British Limited:
Tricentrol Debt 69 131
Eurobonds, due in 1999 29 241
Eurobonds, due in 2000 145 -—
ARCO Chemical Company:
French bankloans -~ 163 147
9.35%. due in 2019 123 128
Medium-Term Notes 80 100
9.9%. due in 2000 200 —
9.375%. due in 2005 100 —_
10.25%..due in 2010 100 -
9.8%, due in 2020 24 -_
ACNL bank loans 178 -
Capinalized lcase obligations . Lo 26
Other 472 445

Total. including debt due within ane year 6,636 6.170
Less:

Debt due within one veas 502 704
Bonds held in sinking fund 187 158
Long-term debt $5,997 85313

e R R T I USSP

Maturities and sinking fund obligations for the five vears
subsequent to December 31,1990, are as follows (mj).
lions of dotlars): 1991 — $502: 1992 — 5649; 1993 __
$553; 1994 — §99: 1995 — §1053.

Note 10 Other Commitments and Contingencies

The Company has commitmenuts, including those
refated to the acquisition. construction and develop.
ment of facilities, all made in the normai course of
business.

At December 31, 1990 and IQSS. there were contingent
liabilities with respect to guarantees of securitics of
other issuers of approximately $470 million and $405
million, respectively, of which approximately $34 mi)-
fion and §42 miilion, respectively, are indemnified. Of
the 1990 amount, $380 million relates to the guarantee
of commercial paper issued by an unrelated third parr.
The Company believes it would be made whole if it
became obligated to pay pursuant to such guaraniee.

Since June 1975, the Company and certain other petro-
leum companies have been named as defendantsina
number of civil antitrust actions brought against them
by state agencies or by private entities as class actions
which allege violations of federal and state monopolv
and restraint of trade statutes. The various tvpes of relief
sought in such actions include injunctive reliefand dam-
ages. The Company is unable to predict the outcome of
these actions at this time, but believes that thev can be
successfully defended; however. adverse decisions in cer-
win such actions could have a significant effect on the
scope and nature of the Company's operations. Finat
judicial determination of these actions is expected to
take 2 number of vears.

Claims of alleged violations of pricing regulations previ-
ously in effect established by the Department of Energy
brought by private parties are pending in two actions
against the Company, one of which has been certified as
a class action. These two matters, when resclved. are not
expected 1o have a material adverse effect on the con-
solidated financial position of the Company.

On March 24, 1989, an oil tanker, the EXXON Valdez.
ran aground near Bligh Island, Alaska, after aking on
crude oil from the Valdez Marine Terminal operated by
Alyeska Pipeline Service Company (Alveska), of which
ARCO Pipe Line Company (APL) owns approximately 2}
percent. Roughly 240,000 barrets of crude oil were dis-
charged into the waters of Prince William Sound. Asa
resuit, numerous lawsuits seeking damages and injernc-
tions have been filed in state and federal court in Alaska
against Exxon and Alyeska, alleging, among other
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things. that Alveska responded inadequately to the oil
spill. APL. along with the other owners of Alveska, has
been named as a defendant in at teast wwenn-nine
federal cases and rwenn-three state cases. The Company
does not believe that resolution of these ciaims will
have a material adverse etfect on its consolidated finan-
cial position.

There is pending against the Company a consolidated
class action lawsuit alleging certain misstatements and
omissions in the prospectus relating to the sale to the
public by the Company in January 1989 of just over
530 percent of the common stock of Lyondell, the Com-
pany's then whollv owned subsidiarv. The suit also names
as defendants Lvondell. some of Lvondell's directors
and the underwriters of the January 1989 initial public
offering. The suit also alleges certain misstatements and
omissions in certain of Lvondell's public disclosures
made during 1989. The suit seeks to recover damages for
stockholders who purchased stock between the period
beginning January 18, 1989 and ending on November 14,
1989. The original complaint in this consolidated class
action was dismissed by the court in October 1990. The
plaintiffs then filed an amended complaint in January
1991. A new action alleging similar misstatements and
omissions was filed bv a stockbroker against the Com-
pany, Lvondell and two of Lyondell’s directors in Decem-
ber 1990. The Company does not believe that resolution
of these claims will have a materia adverse effecton its
consolidated financial position.

The Company and former producers of lead pigments
and lead paints have been named as defendants in cases
filed by the Cities of New York, Philadelphia and New
Orleans and/or their respective housing authorities
seeking damages and injunctive relief as a consequence
of the presence of lead-based paint in housing units
owned or operated by these plaintiffs and in privately
owned buildings located in New York and Philadelphia.
The Philadelphia case also purports to be a class action
on behalf of all cities in the United States with over
100,000 residents that are engaged in or contemplating
a program involving any aspect of tead paint and its
alleged hazards, The Company does not believe that the
resolution of these claims will have a material adverse
effect on its consolidated financial position.

Since August 1990, the Company and its subsidiary,
Adantic'Richfield Hanford Company, have been named
as defendants in a number of civil actions brought
against them by private citizens as purported class
actions which allege commission of common law torts
and violations of federal and state environmental stat-
utes. These actions arise out of the performance by the
subsidiary of a contract with the Atomic Energy Commis-
sion to provide chemical processing, waste manage-

35

ment and support services at the Hanford Nuclear Res-
ervation in Richland, Washington during the period
from 1967 10 1977. The various types of relief sought in.
the actions include injunctive relief and compensatory
and punitive damages. The Company docs not believe
that the resolution of these claims will have a marerial
adverse effecton its consolidated financial position.

The Company is also the subject of or party 10 2 number
of pending or threatened legal actions for which the
legal responsibility and financial impact cannot pres-
ently be ascertained. The Company does not anticipate
that any ultimate liability arising from any of these suits
would have a material effect on its consolidated financial
position. .

The Company is subject to other loss contingencies pur-
suant to federal, state and local environmental laws and
regulations. These include possible obligations to
remove or mitigate the effects on the environment of the
disposal or release of certain chemical and petroleum
substances at various sites, such as Superfund sites. oil
fields, service stations, terminals and other operating
and closed facilities. The Corapany is currendy partici-
pating in environmental assessments and cleanups at
numercus sites under these laws and may in the future
be involved in additional environmental assessments
and cleanups. The amount of such future cost is indeter-
minable due to such factors as the unknown magnitude
of clean-up costs, the unknown timing and extent of the
remedial actions which may be required. the deter-

of the Company's liability in proportion to
other responsible parties and the extent, if any, 1o which
such costs are recoverable from insurance. These con-
tingencies also include claims for personal injuries
allegedly caused by exposure to toxic materials manu-
factured or used by the Company. Although these
contingencies could result in significant expenses or
judgments, such expenses or judgments are not
expected 10 have 2 material effect on the Company's
consolidated financial position.

The operations and consolidated financial position of
the Company continue to be affected from time to time
in varying degrees by domestic and foreign political
developments as well as legislation, regulations and liti-
gation pertaining to restrictions on production, imports
and exports, natural gas regulation, tax increases. envi-
ronmental regulations, cancellation of contract rights
and expropriation of property. Both the likelihood of
such occurrences and their overall effect on the Com-
pany vary greatly and are not predictable.

These uncertainties are part of a number of items that
the Company has 1aken and will continue to take into ~
account in periodically establishing reserves.
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NOTES TO CONSOLIDATED
FINANCIAL STATEMENTS

Notr 1] Retirement Plans

The Company and its subsidiaries have defined benefit
pension plans to provide pension benefits to substan-
tially all emplovees. The benefits are based on years of
service and the emplovee’s compensation, primarily dur-
ing the tust three vears of service. The Company's
funding policy is to make annual contributions as
required by applicable regulations. In 1990, 1989 and
1988, the Company charged pension costs asaccrued,
based on an acwuarial valuation for each plan, and
funded the plans through contributions to trust funds
that are kept apart from Company funds.

The following table sets forth the plans’ funded status
and amounts recognized in the Company's balance sheet
at December 31. 1990 and 1989:

Assets Exceed  Arrumulated

Arcumuloied Benefiss
Mitlions of dollars Benefits  Exceed Assats
1990
Actuarial present value of benefit
obligations:
Vested beneficobligation - $1,314 $ 4
Acc iated benefit obligati $1,322 $ 247
Projected benefit obligation 31,499 $ 20
Plan assets at fair value,
primarily stocks and bonds - 3,198 14
Projected benefit obligation (in
excess of) of fess than pian assets 69¢ (256}
Unrecognized netgain (36) 18)
Prior service cost not ver
recognized in net periodic
pension cost 2y 108
Remaining unrecognized (asset) X
obligation from January 1. 1986 (498) 82
Adjuscment required to :
recognize minimum liability - 4
Prepaid pension cost
{pension liability) recognized
in the balance sheet $ 138 $ (288)
198%
Actuarial presenc value of benefit
obligations:
Vested benefit obligation $1.271 $ 155
Accumulated benefit ohligati $1.301 3 157
Projected benefit obligation $1.460 $172
Plan assets at fair value,
primarify stocks and boads 2427 _n
Projected benefit obligation (in
excess of) or less than plan assets 967 (161)
Unrecognized net gain (443} (26}
Prior service cost not vet
recognized in net periodic
pension cost . 44 i3
Remaining unrecognized {asset)
obligation from January 1, 1986 (535) 100
Adjusiment required 10 R
recognize minimum liability - {74)
Prepaid pension cost
{pension liability) recognized
in the balance sheet s %5 $(148)

Pension costs related to Companysponsored plans, on a

* pre-tax basis, including amortization of unfunded pro-

Jjected benefit obligations for 1990, 1989 and 1988, were
as follows: '

Millions nf dollars 1999 1989 1988

Service cost-benefits earned

during the period $ 38 $ 32 s
Interest cost on projected

benefis obligation 130 ns 120
Actual return on plan asses 127 1349)  (18m
Netamortization and deferral 317y 150 26
Net periodic pension cost

(benefit) $22) S0 S

The Company's assumptions used as of December 31.
1990, 1989 and 1988, in determining the pension cost
and pension liability shown above were as follows:

Rrveent 1990 1989 1988
Discount rate 95 9,75 10.0
Rate of salary progression 5.0 5.0 30
Long-term rate of rewurn on assers 95 9.5 95

The Company provides certain health care and life
insurance benefits for substantially all retired emplos-
ees. The costs of such benefits are recognized as
incurred. In 1990, 1989 and 1988, these costs totaled $39
million, $25 million and $22 million, respectivelv.

Nowl2 Stockholders’ Equlity

Detail of the Company's capital stock as of December 31,
1990 and 1989, was as foliows:

1990 1989
$3.00 Cumuiative convertibie
preference stock, par $1:
Shares authorized 245.714 245714
Shares isued and cusanding 114,852 126,101
te value in liquidation —
Wmmds) i $9,148 $10.088
$2.80 Cumulative convertible
preference siock, par $1:
Shares authorized 4,785,04} 4.785.041
Shares issued and oursaanding 1,070,285 1181758
Aggregate value in liquidation —
(thousards) * $74,920 $82.723
Common stack, par $2.50:
Shares authorized 600,000,000  600.000.000
Shares isued 167,679,563  167.584.194
Shares outsanding 158,912,878  164.186.303
Shares held in weasury 8,766,690 3.397.391
pNYC 00013088
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The changes in preference stocks were due solely to con-
versions. The $3.00 cumulative convertibie preference
stock is convertible into 6.3 shares of common stock.
The 32.80 cumulative converiibie preference stock is
convertibie into 2.4 shares of common stock. The com-
mon stock is subordinate to the preference stocks for
dividends and assets. The $3.00 and $2.80 preference
stocks mav be redeemed at the option of the Company
for $82 and 870 per share, respectively.

The Company has authorized 352,000 shares of Series B,
3,75 percent cumuiative preferred stock, $100 par, of
which none were issued or outstanding at December 31,
1990 and 1989.

By Board authorization. effective December 31, 1989,
the Company cancelled 50 million shares of common
stock held in treasury. As 2 result of the cancellation,
common stock decreased by $125 million, capital in
excess of par value of stock decreased by $228 million,
and retained earnings decreased by $3,119 million.

The balance in the Company's common stock was $419
million at December 31. 1990 and 1989, and $544 mil-
lion at December 31. 1988. The change in 1985 was due
to the cancellation of treasury stock.

Detail of changes in the Company's treasury stock in
1990, 1989 and 1988, was as follows:

The Company’s certificate of incorporation contains a
provision restricting dividend pavments: however. at
December 31, 1990. retained earnings were free from

such restriction. At December 31, 1990, shares of the

Compant’s authorized and unissued common stock
were reserved as follows:

Conversions:
$3.00 Preference stock T777.594
$2.30 Preference stock 2,568,684
Stock option plans 3.160.397
Emplovee benefit plans 9,974,482
Total 16.481.157

Under the Company's incentive compensation plans.
awards of the Company's common stock mavbe made to
officers, outside directors and key emplovees.

Nowe 13 Stock Options

Options to purchase shares of the Company's common
stock have been granted to executives, outside directors
and key employees. These options become exercisable
in varying installments and expire eight 1o ten vears
after the date of grant. Transactions during 1990. 1989
and 1988, were as follows:

Millions of dollars

Balance, Januarv 1. 1988 $2.438
Treasury stock purchases 492
Conversions {18)
Emplovee benefitplans - (3
Batance, Decernber 31, 1988 2.909
Treasury stock purchases 827

Conversions (28)

Canceilation of treasury stock (3,472)
Balance, December 31, 1989 236
Treasury.stock purchases 685
Conversions - (31)
Balance, December 31, 1990 $ 890

The net decrease in capital in excess of par value of
stock in 1990, 1989 and 1988 of $24 million, $252 million
and $18 million, respectively, was due primarily to the
conversion of preference stock to common stock and the
cancellation of treasury stock in 1989,

e e e v e W e e

Balance, fanuary |, 1988 690.119
Granted 539.37}
Cancelled or expired (3.176)
Exescised (average option price per share:

$49.20) 143,316)
Balance, December 31, 1988 1.182.998
Granted 124,496
Canceiled or expired . {5,479
Exercised (average option price per shi

$50.19) (118.480)
Balance, December 31, 1989 1.488.585
Granted 474,610
Cancelled or expired (14,404)
Exercised (average opuion price per share:

$63.80) (157,608}
Bal D ber 31, 1990 1,791,138
AtDecember S1., 1990
Shares exercisable 386,269
Shares available for opeion

(1,789,470 at December 31, 1989) 1,369,264
Average option price per share:

Shares under option 587,72

Shares exercisable $78.78
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NOTES TO CONSOLIDATED
FINANCIAL STATEMENTS

Note}4 Earned per Share

——— .

Earned per share is based on the average number of
common shares outstanding during each period. includ-
ing common stock equivalents that consist of certain
outstanding options and all outstanding convertible
securities. The dividends attributable to the convertible
securities are considered. for this calculation, to be avail-
able to common shares.

The information necessary for the cajculation of earned
per share for the vears ended December 31. 1990, 1989
and 1988, was as foliows:

Millions of dollars and shares

exrepl per shar amounts 1990 1989 1988
Net income $2.013.2 $1.952.8 $1.383.1
Average number of common

shares outstanding 161.5 169.2 1738
Common stock equivalents 4.6 4.2 4.6
Total 163.5 1734 180.4
Earned per share $12.1%  $11.26 $8.78

Note 15 Supplemental Cash Fiow Information

The following is supplementai cash flow information
provided in accordance with SEAS Na. 95, “Statement of
Cash Flows.” for the vears ended December 31, 1990,
1989 and 1988:

Mitlions of dollars 1990 1989 1988
Gross maturities of

short-term invesiments $7,859 $5,351  $14,151
Gross purchases of

short-term investments (7.952) (6.365) (12354)
Net cash provided (used)

by shorr-term investments $ (93} $(Bl4) § 1597
Gross proceeds from issuance

of notes pavable $7,448 32891 $11.630
Gross repayments of notes

payable (17 (2806) (12676)
Net cash provided (used)

by notes pavable $ 27§ 85 $(1.026)
Gross noncash provisions

charged to income $ 9% § 8% $ 489
Cash pavmenns of previousty

deferred icems (1.462)* {264} {343)

Norcash provisions greater

(less) than cash payments $¢472) "$ 570 § 146

* Inctudes pavments of apprommaiely 3800 msllion ia the Inwernal Revenue
Service and $290 miliion to the Statr of Alasho 18 stilemens of dispaced
windfall profit taxes and royalty issues on ARCO's Aloskaw North Siope
rrude praduciion,

During 1988, the Company purchased all of the capita}
stack of Tricentrol PLC. In connection with the acqui-
sition. liabilities were assumed as follows:

Millions of dottars

Net fair value of assets acquired 5710

Cash paid for capatai stock 1454,
Liabilities assumed $23

Liabilities assumed consisted of $132 million of long-
term debt and $124 million outstanding under a short-
term credit facility

Note 16 Lesse Commitments

Commitments under capital financial leases are capi-
talized with the obligation recorded at the present value
of future rental pavments, The related assets are amor-
tized on a straight-line basis.

At December 31,1990, furure minimum rental payments
due under leases were as follows:

Capital Operatin,
Millions of dollars Leases Llaéff
1991 s 3 $ 158
1992 3 150
1993 ) 112
1994 3 94
1995 3 85
Larer years 87 471
Towl minimum lease payments 102 $1.050
_— —e

Imputed interest {rates ranging

from 9.75% o 14.875%) 75
Present value of minimum

lease payments included in

jong-term debt s

Minimum future rental income under noncancelable
subleases at December 31, 1990, amounted to0 $217
million.

Operating lease net rental expense for the vears ended
December 31, 1990, 1989 and 1988, was as follows:

Mitlions of dollars 1990 1989 1988
Minimum rentals $206 $169 $165
Contingent rentals 3 2 1
Sublease rental income {15) ﬁS) _(lii)
Net renual expense $194 5148 S50

No restrictions on dividends or on additional debt or
lease financing exist under lease commitments of the
Company. Under certain conditions, options and obliga-
tions exist to purchase certain leased properties.
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Note 17 Foreign Currency Transaction Loss

Foreign exchange losses amounted to $102 mitlion, $89
mitlion and $97 million in 1990, 1989 and 1988, respec- .
tivel, relating primarilv to Brazilian operations.

Financial Instruments with
Note 18 OFf-Balance-Sheet Risk

At December 31. 1990, the Company had letters of credit
outstanding totaling $275 million. of which approxi-
matety 95 miilion guarantee obligations carried on the
balance sheet. ‘

At December 31, 1990, the Company had ontsianding
severa] foreign currency forward contracts and foreign
crosscurrency forward contracts outstanding, maturing
at various dates. The Company also has sold foreign
currency put and call options outstanding. In the aggre-
gate. these transactions require the exchange of $49

" million for 75 million Deutsche marks. $16 million for
2 billion ven, and 75 million French francs for 25 million
Dutch guilders.

Approximately $1 billion of the Company's long-term
debt is denominated in foreign currencies. To reduce
exposure to foreign currency fluctuations, the Company
has entered into a swap agreement on an 18 billion yen
debrt issue due in 1996 which fixes the principai balance
at $102 million with an effective rate of 8.14 percent.

The Company has entered into two currency swap
agreements with a commercial bank to reduce its expo-
sure to sterling/dollar exchange rate flucruations.
These agreements, having a total notional principal
amount of $380 million, effectively remove the Com-
‘pany’s currency exposure created by agreements
entered into with an unrelated third party. The currency
swaps mature at the time the associated third party
agreements expire in 1999 and 2000,

The counterparties to these transactions are major inter-
national financial institutions; the Company does not
anticipate nonperformance by the counterparties.

Note 19 Lyondell Petrochemical Company

Summarized financial information for Lyandeli, an
equity investment of ARCO, was as follows:

39 -

e e mm e B e w T L

Mithons of dollars 1990 1989 1988
Year Ended December 31:

Revenues $6.495  $3.358  $4.545
Saies 10 ARCO and ACC $ 390§ H6Ta S T3
Income betore income 1axes $ 537 % 558 8 R
Netincome $ 35 3 374 S 343
ARCO's equitv in niet income .

of Lyvondeil § 22378 214 «d)
Cash dividends received :

from Lvondeil S 164 S 3 vdi
At December 31:

Currentassers $ 788 - S 301
Noncurrent assets $ 584 S 6

Current liabilities $ 550 ¢ 434
Long-term debt $ 470 S 300

Other liabilities $ 3S $
Stockholders' equity $ 38§ ‘g

tas Approximotes 6% and 10% of ARCO's purchases 1n 19%) and 1939,
respeciively.

181 Includes 49.9% of Lyondril's 1990 income pius 345 miilion afirt inx rom
dividnds recaved 1n excess of ARCO's basis of \nvesimeni.

162 ARCO's tnvestmens sn Lyondril comprises 49.9% of Lyondsli's stork-
Kolders' rqutty plus 372 million of dividends recerved 10 excess of baris.

idt Prior so 1989, Lyondell was a 100% cwned consolidated subidiary.

Note 20  Unauditsd Quarterly Results

Millions of dotlars
excepl pev shave amounts 195%¢ 1989
Sales and other operating revenues
(including excise taxes)
Quarter ended:
March 81 $4215 53982
June 30 4,085 4.334
September 30 4,818 3T
December 31 5,740 4011
Towl $18,808  $16.021
Income before income taxes, minority
interest and curmulative effect of
change in accounting principle
Quareer ended:
March 81 $ 468 %1071
June 30 684 T
Scptember 30 723 648
December 31 45 672
Towl $ 2820 83261
Net Income
Quarter ended:
March 31 §$ 392 $ 04
June 30 : 391 BT
September 30 462 379
December 31 566 403
Total $ 201§ 1953
Earned per Share
ended:
Q.'nm\hrdlsl $ 355 0§ 4Mm
June 80 $ 23 $ oo
September 30 $ 279 § 2w
December 31 $ 345 $

* Imciudes cumulative effeci of change 1n Gecounitng for tncome taxes of $32
miilion or 31.95 pev share.
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RE

SPONSIBILITY FOR

FINANCIAL STATEMENTS

‘%

To the Stockholders of
Attantic Richfield Company (ARCO)

The Company's management assumes responsibility for
the integrity and objectivity of the financial information
contained in this Annual Report. including the state-
ments covered by the independent accountants’ report.
The Company maintains an accounting svstem and
related controls to provide reasonable assurance of the
integrity and objectivity of accounting information and
for the safeguarding of assets. The fair presentation of
the Company's financial position and results of oper-
ations. in conformitv with generally accepted
accounting principles, is reported on by the indepen-
dentaccountants.

In addition to the accounting and control systems and
the use of independent accountants, the Company
maintains a staff of internal auditors who conduct inter-
nal control audits as well as special audits, coordinating
their activities with the independent accountants.

The Company has had an Audit Committee of the Board
of Directors for more than twenty vears. The
Committee currently consists exclusively of directors
who are not employees of the Company, and meets as
required, but at a minimum of three times a year. The
Committee has been established for the general purpose
of satisfying itself as to the integrity of the Company's
accounting and financial reporting, maintaining
[ ications b n the Board of Directors and
external and internal auditors, continuously empha-
sizing the need for internal financial controls, and -
initiating speciat investigations as deemed necessary.
The independent accountants and the internal auditors
have full and free access to the Audit Comminee and
meet with it. with and without management being pres-
ent, to discuss all appropriate matters,

dnid Lok

Lodwrick M. Cook
Chairman of the Board and
Chief Executive Officer

INDEPENDENT ACCOUNTANTS"
REPORT

To the Stockholders end Board of Directors of
Atlantic Richfield Compeny (ARCO)

We have audited the accompanying consolidated bal:
ance sheets of Atlantic Richfield Company as of
December 31, 1990 and 1989, and the related consoli-
dated statements of income and retained earnings and
cash flows for each of the three vears in the period
ended December 31, 1990. These financiat statements
are the responsibility of the Company's g
Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with generallv
accepted auditing standards. Those standards require
that we pian and perform the audit to obtain reasonable
assurance about whether the financial statements are
free of material misstatement. An auditincludes exam-
ining, on 2 test basis, evidence supporting the amounts
and disclosures in the financial satements. An audit also
includes assessing the accounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation,
We believe that our audits provide a reasonabie basis for
our opinion.

In our opinion, the financial statemenis referred 10
above present fairly, in all material respects, the consoli-
dated financial position of Adantic Richfield Company
as of December 31, 1990 and 1989, and the
consolidated results of its operations and its cash flows
for each of the three years in the period ended
December 81, 1990, in conformity with generally
accepted accounting principles. '

As discussed in Note 8 to the consolidated financial
statements, the Company changed its method of
accounting for income taxes in 1990.

Copr i

Coopers & Lybrand
Los Angeles; California
February 14,1981
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SUPPLEMENTAL

INFORMATION

{UNAUDITED)

6! -

Oil and Gas Producing Activities

The Securities and Exchange Commission (SEC) defines
proved oil and gas reserves as those estimated quanti-
ties of crude oil. natural gas. and natural gas liquids
which geological and engineering data demonstrate
with reasonabie certainty to be recoverable in future
vears from known reservoirs under existing economic
and operating conditions. Proved developed oil and gas
reserves are reserves that can be expected to be recow
ered through existing wells with existing equipment and
operating methods.

ARCO reports reserve estimates to various federal gow
ernment agencies and commissions. These estimates
may cover various regions of crude oil and natural gas
classifications within the United States and may be
subject to mandated definitions. There have been no
reports of total Company reserve estimates furnished to
federal government agencies or commissions which vary
from those reported to the SEC since the beginning of
the last fiscal year.

Estimated quantities of proved oil and gas reserves of
the Company were as follows:

BAtroleum Liquids Natural Gas
million barrels) (billion cublic femt)
Demestic Domestic  Forrign
January 1, 1988:
Proved reserves 2,818 228 5854 897
Proved developed
reserves 2,201 86 4,806 319
December 31, 1988:
Proved reserves 2829 W4 6378 1,249
Proved developed y
reserves 2,184 1% 5420 363
December 31, 1989
Proved reserves 2,765 287 6452 1,206
Proved developed
reserves 2,157 101 5473 324
December 31. 1990:
Proved reserves 2,720 210 6256 1,7%
Proved developed
reserves 2,152 14 5,543 475

B R s I P D,

The changes in proved reserves for the vears ended
December 31. 1988, 1989 and 1990, were as follows:

Naturgi Gas

Priroleum Liquids
million barrels) heihen cubnc feets
Domestic  Forngn Domestic  Foreign
Reserves at
January 1, 1988 2818 228 5.854 Se7
Revisions of estimates i8 18 43 28
Improved recovery 98 - 4] -
Purchases of minerals-
in-place 1z 10 43 43¢
Extensions and
discoveries 32 16 620 %
Production {246) (23} {509 1561
Consumed in
production — - (753 -
Sales of minerals-
in-place (8} - 119) -
Reserves at
December $1. 1988 2829 264 6373 149
Revisions of estimates 38 2 204 13
Improved recovery 33 —_ 12 —
Purchases of minerals-
in-place 39 -_— 5 -—
Extensions and
discoverics ki) 2 307 6
Production 40 (26) (538} {2}
Consumed in
production - — (68) -
Sales of minerals-
in-place (10) n 123 —_
Reservesat
December 31, 1989 2,765 287 6452 1206
s of eimates 55 22 (70) t14)
Improved recovery 115 i6 2 —
Purchases of minerals-
in-place 13 10 108 —
Extensions and
discoveries 19 § 499 678
Production @y (24) (%7 (Wbl
Consumed in .
uction — _— {74 —
Sales of mincrals-
in-place (18} (57 (89) 3)
Reserves at T -

December 31, 1990 2,720 210 6,256 1.79%

Significant changes to proved oil and gas reserves dur-
ing 1990 were due to the following: the addition of
reserves from the Pagerungan gas field in Indonesia
upon finalization of a gas supply agreement; the addi-
tion of liquids reserves at Prudhoe Bay as a result of an
agreement with co-ownerss which included the addition
of a second gas handling facility (GHX-2); and 2 reduction
in foreign liquids reserves due to the sale of the Company's

Norwegian interests.

PNYC 00013090




SUPPLEMENTAL INFORMATION
(UNAUDITED)

Estimates of petroleum reserves have been made by
Company engineers. These estimates do not include
probable or possible reserves. Naturai gas liquids com-
prise |3 percent of petroieum liquid proved reserves.

Included in domestic proved reserves are approximately
90 million barrels of crude oil equivalents associated
with the Coal Oil Point field offshore California. In 1987,
the California State Lands Cc ion {SLC) denied
development permits for this project. The Company has
filed suit against the SLC and County of Santa Barbara

to force approvai of the development plan or aliow the
Company to recover damages. On fanuary 24, 1990, the
California Superior Court for the County of Los Angeles
issued an order in favor of the SLC. Under the order, the
SLC was allowed to defer development of the Coal Oil
Point leases for a reasonable period while ARCO and the
SLC evaluate technological and economic feasibility of
alternative methods for further development. ARCO has
appealed this order to the California Court of Appeal.
Meanwhile, ARCO and the SLC have undertaken set-
tlement discussions with a view toward settling the
litigation and resolving the question of Coal Oil Point
development.

The sale of natural gas from the North Slope of Alaska,
which is not used in providing fuel in North Slope oper-
ations or sold to others on the North Siope, is dependent
upon construction of a natural gas transportation sys-
tem or another marketing alternative. There are cur-
rently two active projects under consideration: the
Alaska Natural Gas Transportation System and the Trans
Alaska Gas System. However, there are a number of
regulatory, financial, legal and marketing questions
regarding the projects that remain unresolved.

The Company has studied various options for marketing
North Slope gas over the past few years. However, ARCO
Alaska believes that market conditions are not likely to
permit implementation of any large gas sales project
within the foreseeable future.

On January 81, 1991, ARCO completed the acquisition of
all of Oryx Energy Company's oil properties in the
Midwav-Sunset field in Kern County, California. These
oil properties will add approximately 125 million barrels
of crude oil equivalent to domestic proved reserves in
1991,

The aggregate amounts of capitalized costs relating to
oil and gas producing activities and the reldted accumu-
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lated depreciation, depletion and amortization as of
December 31, 1990, 1989 and 1988, were as follows:

Proved Unproved .

Millions of dollars Properties Fropertses
1990 Domestic  Fomign Domrsue Formgn
Gross $16,140 32,647 $786 3573
Accumutated depre- :

ciation. depletion

and amortization 8859 1,318 93 77
Net $ 7,281  $1.329 $693  $496
1989
Groxs $15.551 82,347 826 477
Accumuiated depre-

ciation, depletion

and amortization 8307 1108 89 T4
Net $ 7444 851239 8737 %403
1988
Gross 515538  s2.311 $749 8350
Accumuizied depre-

ciation. depletion

and amortization 7.821 934 25 8]
Net $ 7737 S1.377  $724 8269
Costs, both capitalized and expensed. incurred in oil

and gas producing activities (including operating over-
head) during the three years ended December 31, 1990,
1989 and 1988, were as follows:

Millions of dollars Domatic  Forrign Toial
1990
Property acquisition costs:
Proved properties $38 $64  s102
Unproved properties $I1y $ 5 SlI8
Exploration costs $488  $282 §71S
Development costs $657  $253 8%
1989
Property acquisition costs:
Proved properties $ 7 e
Unproved properties $12t $ 6 S$127
Exploration costs $38¢ 178 8557
Development cosa $625 8216 884l
1988
Property acquisition costs:
Praved properties $249  $579  $828
Unproved propertics $351 $128 8474
Exploration costs $323 5232 $535
Development costs $734 $203  $943




Results of vperations from oil and gas producing activi-
ties «including operating overhead) for the three vears
ended December 31, 1990, 1939 and 1988, were as

The difference between the above results of operations
for 1990. 1989 and 1988, and the amounts reported for
after-tax oil and gas segment earnings in Note 3 of Notes

follows: to Consolidated Financial Statements is primarily the
marketing-retated activities.
Mltions of duttars Domntie Formgn Totul
1_ A [ The standardized measure of discounted estimated
Rﬁ?:mm: future net cash flows, and changes therein. related 1o
Sales $2.523 3416 $2.939 proved oil and gas reserves were as follows:
Transfers 2415 303 2,718
Other -—-22 —“ _”2 Billions of dollars Domestic  Forngn Tneal
5.18¢ 805 5,989
Production casts 1626 M0 1866 1990
Exploration expenses 04 M 548 Future cash inflows $61.4 $9.4 $70.8
Depreciation. depiction Future deveiopment and
and amortization 1.002 218 1.217 production costs 27.3 3.2 30.5
Other 167 -— 167 Furture income tax expense 11.8 2.4 14.2
1,985 106 2,091 Future net cash flows 2 38 26.1
income tax expense 782 30 762 10% annual discount 10.2 L7 119
Resuits of operations from Standardized measure of - .
production activites 51.2538 $76 $1.329 discounted future net cash flows $12.1 $2.1 $14.2
1989 1989
Revenues: Future cash inflows $48.6 $6.9 8355
Sales 51.679 $30t  $1.980 Future development and
Transfers 2,487 276 2,763 production costs 24.0 33 274
Other 156 15 171 Furure income tax expense 3.2 1.4 9.6
4,322 392 1914 Future net cash flows 16.4 2.4 18.3
Production costs 1.392 211 1.603 10% annual discount 7.3 1.l R4
Exploration cxpenses 288 t57 40 Standardized measure of - - =
Depreciation, depietion - ed fu
and amortization 1.094 192 1,286 discount cure net cash flows s E s
Other 134 —_— 134 1988
1419 32 1451 ;::rr:mii:mund $33.3 $68  S40.]
Income tax expense 583 40 578 producd‘tionz costs 17.4 a9 206
Results of operations from future income @x expense 3.0 1.2 6.2
production activities 388 $@& $ 87 Future net cash flows 09 71 153
1988 10% annual discount 5.0 1.3 6.3
Revenues: Standardized measure of D
Sajes $ 723 $289 $1012 : ted future net fi $ 59 11 s 70
Transfers 2795 195 2920 discoun netczh v B 3
Other 152 17 169
3$.600 501 +.10}
Production costs 1,220 172 1,892
Exploration expenses 277 192 L
Depreciation. depletion
and amortization 1,024 166 1.190
Other 136 - 136
943 (29) 914
Income tax expense 359 42 401
Resules of operations from
production activities $ 384 $(71y § 313
P
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SUPPLEMENTAL INFORMATION
{UNAUDITED)

Primary changes in the standardized measure of dis-
counted estimated future net cash flows were as follows:

Butlsons uf dndlars 19%0 1089 1988

Sales und transter ot ol and
¥as, net of producton costs $(3.8) 332y S(2.%)
Extensions. discovernes and
improved recoverv. less retated
costs 1.3 9
Revisions of estimates
of reserves proved in prior vears:

Quantity estimates .6 3 3
Nei changes in price and
production costs 6.3 53 (1.9
Purchases: Sales - — 8
Other (.6) 2 1
Accretion of discount 1.6 L1 1.0
Development costs incurred
during the period 9 8 9

Net change in income raxes {2.5) (2.0) 1

@

Net change $38 $34 $1

Estimated future cash inflows are computed by applying
yvear-end prices of oil and gas to vear-end quantities of
proved reserves. Future price changes are considered
only to the extent provided by contractual arrange-
ments. Estimated future development and production
costs are determined by estimating the expenditures to
be incurred in developing and producing the proved oil
and gas reserves at the end of the year, based on year-
end costs and assuming continuation of existing eco-
nomic conditions. Estimated future income tax
expenses are calculated by applying year-end statutory
tax rates (adjusted for permanent differences and tax
credits) to estimated future pretax net cash flows related

" to proved oil and gas reserves, less the ax basis of the
properiies invoived.

These estimates are furnished and calculated in accord-
ance with requirements of the Financial Accounting
Standards Board and the SEC. Because of unpredicuble
variances in expenses and capital forecasts, crude oil
and natural gas price changes. largely influenced and
controlled by U.S. and foreign governmental actions,
and the fact that the bases for such estimates vary signifi-
cantly. management believes the usefulness of these
projections is limited. Estimates of future net cash flows
presented do not represent management’s assessment
of future profitability or future cash flow to the Com-

T e M e B e

panv. Management's investment and operating deci-
sions are based upon reserve estimates that include
proved reserves prescribed by the SEC as well as prob.
able reserves. and upon different price and cost
assumptions from those used here.

It should be recognized that applying current costs and
prices and a 10 percent standard discount rate does not
convey absolute value. The discounted amounts
arrived at are only one measure of the vaiue of proved
reserves.

Regarding the information concerning estimated
reserve quantities and discounted future net cash flows,
the Company has no long-term supply contracts with for
cign governments or any interest in equity affiliates
involved in oil and gas producing activities.

Coasl Operations

Supplemental operating statistics for the coal opera-
tions of the Company for the three vears ended
December 31, 1990, 1989 and 1988, were as follows:

19%0 1989 1988

Coal shipments - thousand wons:

Domestic 29,437 3LIi4 2693
Foreign B89 838 551
Totad 38,256 39.447 32.447
Coai reserves - million tons
recoverable:
Domestic as4 869 T
Foreign 411 321 306
Toral 1,265 1.190 1183
Average market price per ton '
of coal:
Domestic $945 $929 81050
Foreign $32.70 $31.33 $28.87
Composite price $I481  $1395  $I3.51
PNYC 00013093
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CONSOLIDATED FINANCIAL DATA

63 -

Mitlsons of dotlars except per sharr amounts 1990 1989 1988 1987 1484
Saies and Other Opsrating Revenues
Resources:
Oil and gas $9425 S8138 S6949 §TTM S 6942
Coal 541 519 403 320 345
Products: :
Refining and marketing 8649 6789 6138 3960 5236
Transportation 946 862 931 967 L0435
Intermediate chemicals and specialty products 2,950 2,663 2,700 1.967 tony
Integrated petrochemical and petroleum
processing#! - — 4696 392 3008
Other operations 33 55 48 54 33
Elimination of intersegment amounts (3,736)  (3,005) (3,541) (3.931) (3.47T
Total $18,808 $16.021 $18,32¢ S$16.977 815109
Net income
Resources:
Oifand gas $1364 § 887 $ 542 S 835 S 333
Coal 9 92 79 7 7
Producis:
Refining and marketing 439 291 368 130 353
Transportation 274 266 308 340 352
Intermediate chemicals and-specialty products 271 336 400 104 70
Integrated petrochemical and petroleum
processing!® ~— - 529 132 132
Equity earnings from
Lvondell Petrochemical Company 223 214 — -— —
Gain on subsidiary stock transactions - —_ 634 —_ - _
Unallocated expenses and other operation: 410) (250) {104) (126) (18D
Interest : (564) {317 (539) (578) 1314
Cumulative effect of change in accounting for . :
income taxes 323 - - - -
Net Income $2011 $1953 $1583 $1224 S 615
Earned per share(® $1215 $11.26 $ 878 $ 668 S 338
Retained earnings $ 6837 $5636 $ 7562 $ 6683 S 6173
Additions to Fixed Assets
Resources: 3
Oil and gas {including dry-hole costs) $1560 $1309 $2355 § 721 § .32
Coal 109 148 107 12 15
Products:
Refining and marketing 370 314 251 318 246
Transportation 103 43 53 26 31
Intermediate chemicals and specialty products 539 262 245 312 172
Integrated petrochemical and petroleum
processing's’ . -— —_ 65 27
Other operations 37 29 28 17 =
Total ©$2718 $2105 $3304 § 1463 § {12
tay Prior 1o 1989, Lyondail PeirocArmical Company was & 100 pereent ouned consolidased subsidiary. For yeors subsrquens i 1938, Lyondeil iy ironion

as an rquity smontment and 1 no longer tonsolidated.

18 The cumuiative effect of ke rhange tn accousting for income taxes sn 1990 was 31,93 per share.

Bl I T S ——
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SEGMENT QPERATING DATA N X

1990 1989 1988 1987 1986
——
Oil and Gas
After-tax oit and gas earnings (millions):
Alaska $ 700 $546 8382 8487 8124
Lower 48 588 349 231 335 195
Fureign 76 (8) (71) 13 14
Total $1,364 $887 8542 $835 $333
- e —
Exploration expense (millions):
Alaska —
Dry-hole costs $ 9 $ 6 $ 8 $ 2 $ 9
Lease amortization 17 23 24 24 18
Geological and geophysical 20 21 19 9 4
Other 19 19 14 10 13
Total Alaska 147 69 36 45 +
Lower 48 —
Drv-hole costs 108 107 82 33 174
Lease amortization %0 95 %0 95 66
Geological and geophysical 4“4 34 42 30 N
Other 92 76 83 74 105
Totat Lower 48 334 312 297 232 376
“Total Domestic 481 381 353 277 420
Foreign —
Dry-hole costs . 100 0 59 41 10
Geological and geophysical 19 19 25 28 13
Other 51 29 48 36 34
Total Foreign 170 98 182 105 39
Total $ 651 $479 $485 $382 $479
Crude oil, condensate and NGL. production
(thousand barrels/day-net):
Domestic —
Prudhoe Bay 263.1 280.5 . 304.9 313.4 306.8
Kuparuk . . 138.4 1471 146.3 122.0 169.9
Lisburne 18.9 125 13.6 15.0 +1
Other Alaska 34 4.3 5.2 6.1 7.3
NGLs 15.0 15.0 17.8 139 1.8
Total Alaska 433.8 459.4 4873 470.4 429.9
Lower 48 — Crude oil - 168.2 166.2 151.2 157.1 188.8
— NGLs 36.3 34.4 357 375 10.4
Total Domestic 638.3 660.0 674.2 665.0 659.1
Foreign —
Indonesia . 38.4 472 424 46.6 56.8
Dubai 129 8.1 8.7 9.6 10.9
United Kingdom 3 10.7 9.6 6.8 1.0 -
Other 6 9 -6 8 . 9
NGLs 4.5 4.3 5.1 5.2 6.0
TolForeign  PNYC 00013095 671 701 636 632 746

Total 705.4 730.1 7378 728.2 733.7
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SEGMENT OPERATING DATA

A R .
——. 1999 1989 1988 1987 198
0ii and Gas icontinued}
Natural gas production {million cubic feet, dav):
Domestic —
Onshore 939.3 3535.0 708.0 587.0 582.0
Offshore 614.3 6740 6810  685.0 662.0
Total Domestic 15536 15200 1.389.0 1.2720 1.244.0
Foreign —
United Kingdom 155.5 1179 99.8 108.3 724
Indonesia 13.6 14.2 175 219 28.5
Netherlands 24.4 3Ll 29.4 26.1 23.2
Colombia - 6.0 7.4 8.1 35
Total Foreign 193.5 169.2 154.1 164.4 132.6
Total 1,747.1  1.698.2 15431 14364 13766
Average sales prices —
Crude oil and condensate {dollars/barrel):
Alaska $14.84  SI11.71  $851 81095 § 643
Lower 48 $20.85 81692 81420 81723  SI4.66
Composite average $16.56  S13.13 $990 51236 $ 894
Foreign $20.15  $16.25  $14.20 $16.44¢  S18.77
NGLs. lease and plant (dollars/barrel):
Domestic $14.40 51038 $ 925 $1043 39353
Foreign . $1089 $660 $753 $9.02 S859
Natural gas (dollars/thousand cubic feet): : .
Domestic $166 S$167 S$168 $163 .S 194
Foreign $308 s27 $264 $236 1.51
Proved oil and gas reserves — net
Crude oil and NGLs (million barreis):
Alaska 1,966 1,985 2.064 2,136 2,046
Lower 48 754 780 765 682 682
Foreign 210 237 264 223 199
Total 2,930 3.002 3,093 3.041 2927
Natwral gas (billion cubic feet):
Alaska 2,367 2,486 2,484 2.207 1.985
Lower 48 3,889 3,966 3,889 3,647 3.938
Foreign 1,796 1,206 1,249 897 972
Towl 8,052 7,658 7.622 6.751 6.895
P ~ .
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SEGMENT OPERATING DATA \ R -

1990 1989 1988 1987 1986
Oil and Gas (continued)
Net wells compieted:
Domestic —
Exploratory  —oil 5 4. 6 1 3
gas 22 21 22 15 T
drvy 48 41 42 2 35
Deveiopment —- ol 228 188 271 150 215
gas 137 131 83 39 33
drv 44 32 36 i6 16
Foreign —
Exploratorv — oil 4 2 3 5 )
gas 2 1 — 2 1
dry 18 15 17 .8 5
Development — ot} 2 22 14 17 33
gas 3 3 - i [
dry 1 —_ — —_ 1
Net producing wells:
oil 7,582 8,138 8.418 7,582 8.946
gas 2,009 1,889 1.796 1672 1372
Netacreage (thousand acres):
Domestic —
Developed 2,379 2,453 2,508 2.458 2.853
Undeveloped 6,144 5,858 5839 5375 6.317
Foreign —
Developed 75 69 69 64 55
Undeveloped 17,519 16752 16,286 10,849  10.16)
Coal
Coal shipments (thousand tons): i
Domestic . 29,437 31114 26936 22,888 24,371
Foreign 8,819 8,333 5,511 8,249 2.778
Total 38,256  99.447 32,447 26,137 27.149
Coal reserves (million tons recoverable):
Domestic 854 869 877 910 991
Foreign ’ 411 321 306 118 124
Total : ) 1,265 1,190 1,183 1,028 1,113
Net coal acreage (thousand acres):
Domestic 78 76 78 122 222
Foreign . 17 14 12 6 [
Average market price (dollars/ton):
Domestic . $945 $920 31060 $11.42 SILI15
Foreign $32.70  $31.33  $28.87 82527  S29.42

HR
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SEGMENT OPERATING DATA

\ R : 0
9% 1989 1988 1987 1986
Refining and Marketing
Refinery runs (thousand barrels/ day):
Blended crude oil —
Los Angeles, California 231.4 233.6 294 4 N1.8 219.9
Cherry Point, Washington 167.2 167.3 172.5 160.8 154.3
398.6 400.9 396.9 3726 74.2
Unfinished stock —

Los Angeles, California 25 1.0 — 24 3.4
Total 401.1 4019 396.9 375.0 776
Petroleum product sales volumes. including

intersegment sales (thousand barrels/day):
West Coast ~—

Gasoline 231.2 223.1 214.8 209.2 137.4

Distillate fuels 783 85.4 87.2 84.9 B8.7

Jet fuels 88.0 84.3 785 72.0 63.3

Coke 14.8 133 16.2 13.6 15.8

Natural gas liquids 125 12.8 9.8 7.0 5.3

Other 19.2 16.6 12.3 195 30.6

Total West Coast 440 435.5 4188 406.2 391.1

Foreign 92.0 93.0 85.1 86.2 87.4
Towl 536.0 528.5 308.9 192.4 1785
Domestic branded retail outlets 1,547 1,700 1,700 1,750 1.700
Transportation
Crude pipelines (miles) 7,500 7,500 7,500 7500 7.500
Product and petrochemical pipelines (miles) 3,000 3,000 3,000 3,000 3.000
TAPS throughput (thousand barrels/day) 1,789 1,880 2,034 1,959 1.819
Crude transported (miltion barrel miles} 144,200 158500 182,600 163,000 164.900
Product ransported (million barrel miles) 8,500 9,500 10,300 10,400 10,100
Tankers owned or under long-<erm charter 10 10 10 10 10
Tonnage (thousand tons) 1,500 1.500 1,500 1,500 1.500
Intermediate Chemicals and
Speciaity Products
Chemicat product sales volumes, including

intersegment sales (millions): i

Propylene oxide and derivatives (pounds) 2,563 2,586 2,812 2,934 1.986

TBA and derivatives (gallons) 955 912 917 794 680

Styrene monomer and derivatives (pounds) 1,098 1,478 1,665 1.290 1.258
Chemical sales revenue, including

intersegment sales (millions) $2,950 $2,663 82700 31,967  S1.507
PNYC 00013098
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SEGMENT OPERATING DATA \ R '

Millions of daliars except per shape amounts 1990 1989 1988 1987 1984
T————
Other Data
Dividends:
Common stock — total (millions of doilars) $ B07 S 736 % 00 8§ TI0 S oy
— pershare $ 500 3 450 S 100 $ 400 S 400
Total dividends declared (millions of dollars) $§ B8l0 8 7 $ M+ S T4 8 T0h

Common stock:
Average shares outstanding,

including equivalents (millions of shares) 165.5 173.4 180.4 183.3 1822
Earned per share $1215 8112 § 878 $ 668 S 338
Book value per share $ 4483 §$3964 $3559 $ 3238 § 2891
Market price per share — high 142% 114% 90% 99U BiY

—low 105% 80% 67% 38% 434
—close 123% 111% 80% 69 60
Stéckholders (thousands) 120 126 158 166 178
Emplovees (thousands)
Resources: -

Qiland gas 104 104 10.6 101 10.3

Coal 1.8 1.7 1.2 | 1.2 1.2
Products:

Refining and marketing 8.1 7.7 7.1 7.2 7.2

Transportation ' L7 1.7 1.6 . 5

Intermediate chemicals and

specialty products 8.7 3.2 3.0 25 2.6

Integrated petrochemical and petroleum

processing — - 2.0 1.9 21
Other operations 1.6 1.9 .20 1.8 20
Total - 27.% 26.6 27.5 26.3 27.0
Pavroll expense {millions of dollars) $1,406 $ 1256 S 1209 $ 1147 $§ LU7
Financial Dats
Toral assets $23,864 $22261 821,514 822890 S21.913
Working capital | ) $1,788 $1977 $1493 S 285 S 1945
Cuorventratio 142 1.58 1.46 1.64 1.50
Long-term debt $ 5997 $5313 $5400 S 6028 § 6,662
Stockholders’ equity $ 7,149 $6562 $ 6247 $5878 $ 5259
Research and Development Expense $ 13 $ 112 $ 119 $ 109 $ 94

S B
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ARCO 1N 19910

ARCO. Atantic Richfield Company, is a worldwide,
integrated hvdrocarbons company which traces its
nistory back o July 1, 1866, the beginning of Adantic
Renning Company, its principal predecessor. Todar,

ARCO's operations encompass all aspects of the oil and

gas business: exploration and production of crude oil,
natural gas and natural gas liquids, and refining,
marketing and transportation of petroleum products.
ARCO also mines and markets coal and has interests in
two petrochemical companies.

A highly visible company with its corporate, as well as

refining and marketing, headquarters in downtown

Los Angeles (as seen on the cover), ARCO is
recognized for its focus on long-term financial and

operational success and for making environmental

ot st A Py o8 orpa e - Rt

sensitivity and community concern an integral part of
its business. The report on 1991 shows a company

working toward the future in all of its endeavors. ,
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HicitLi1GoHTs N 2

Vriliss t dnilrs, exactt pov e amounr 1991 19 sy IRAY DT
oo N .t

Towl revenues $18.922 Si9s9s SIARIS SinxéR S17.370
Netincome $ 709 S MO01t S WSy S 13N S 10
Netineome per share S 439 S {218 S 126 S a8 S Ase
haondends § 872 § K10 §S "A0 S Tnd S T4
s dends per share of common stock § 550 S 500 S 50 S 400 S dam
Aduitions to Bxed dasets $ 3239 S 2718 S 2108 S 334 S 46y
Total assets $24,492 S23ae4 S22261 SI1GH4 S22sun
Return em stockholders’ equiny' — percent 10.1 29.3 0.3 261 22
Return on capital employed — percent 7.7 15.6 15.3 13.0 109
SESTRAES
Petroleum liguids — million barrels:

Domestic 2,642 202 2763 2N R

Foreign 189 210 37 264 223
Total 2,831 2.930 3.002 3,093 S
Natural gas —~ billion cubic feet:

Domestic 5798 . 6236 6432 h.373 RS

Foreign 2,305 1.796 1.206 1249 b
Total 8,203 8.052 7638 T622 6,751
Coat — million tons recoverable 1,118 1,265 1.190 1183 1028

P RATTONYS

Oil and Gas

Liquids production — net barreis per day:
Domestic 668,500 638300 660.000 674200 HAFONN
Foreign 75,700 67,100  TO.100 43600 63200

Natural gas production — million cubic feet
per day net:

Domestic 1,399 1,554 1,529 1,389 122
Foreign 261 193 169 154 164
Coal shipments — thousand tons 41,559 38256 3947 3LHT 26137
Retining and Marketing
Total refinery runs — barrels per day 407,600 401,100 401,900 396,900 375.000
Perroleum product sales (domestic) )
— barrels per day 466,400 +H.000 435,500 413.800 406.200
Chemical sales — millions of pounds
Propylene oxide and derivarives 2,729 1563 2586 2812 2334

CONTENTS
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6 ARCO Alaska, Inc. 29 Corporare Responsibility
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24 ARCO Coal Company ;
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LETTER TGO STOCKHOLDERS

Asvou are allaware, 19T was ayear that posed
m;x;'n challenges. The ceonomic recession
eroded consumer contidence and Jemand. while
ol prices. which are shwavsvolatilte. declined o
therr iosest leselin the past threw years,

In pite of this emaronment. ARCO had sigmifi-

cant achies ements and ok steps tarward in

1901 that will ¢nable us to be 2 stronger company

in the future.

With 1991 net income of ST mitlion, or $4.39
per share. our company was still protitable.
However after five years of sustained earnings
growth, profits and earnings per share were
down and were disappointing. particularly after
lastvear’s record-setting performance.

T he 1991 net income included charges related to
personnel reductions and properry sales and
writedowns. VWithout these charges and other
special items, we would have reported earnings
ot §1.004 billion. or $6.21 per share. Either way,
this was less than the 1990 earnings ot $2.01}
billion, which included 3 net benetit from special
itemns of approximately S100 million.

There were very different economic climates in
the two years, and these caused most of the
decline in earnings. First. crude oil prices were
significantly lower in 1991, compared with 1990
when they were temporarily inflated by the
Middle East crisis. Despire the fact that produc-
tion from Iraq and Kuwait was our of the market
in 1991, other OPEC members, principally
Saudi Arabia. more than made up for the slack.
Moreover. domestic natural gas prices were at
their lowest level in the past t vears.

Secondly, the West Coast was hit harder by the
current recession than it had been in the past.

For the Bestanme in recent memers, in the tive
Western states that comprie sur retail market-
my ared. gasoline demand was down comparcl
s the previous vear This weak demand. coupled
with record industry gasoline productisn nn the
Went Coast, led wo dower product prices. While
ARCON wasnline sales volumes were up, product
margins were lower.

Finally. the impact of the worldw ide recession
on our chemical businesses also depressed Pt
results.

T he $295 million in special charges further
lowered earnings. but the sction was pecessan
to enhance the long-term strengeh of the com-
pany. These charges included the coses of
personnel reductions. the restructuring of our
Lower 48 uperations and the writedown ot
Certain properties.

Stockholders who have been with ARCO for
SOMe vears, 3s a great many of vou have,

will remember that our company underwenta
Major restructuring in 1985, Ar that time, we
established basic business strategies thar were
designed to help us in good times as well as thoe

less tavorable,
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T hese strategies conrinue to serve us well, They
staze that ARCO) is ¢ hydrocarbons-based com-
pany. concentrating on oil and gas. coal and
petrochemicals. We focus on qualiry assets with
low-cost resources and competitive ditferen-
tiation. e continue to evaluate the capital
markets for opportunities to effectively utilize
those markets in our activities. Our final strategy
is to maintain appropriate financial ieverage. Ous
dividend policy and. in the past several years,
our stock repurchase program have enhanced
stockholder returns.
ARCO's strategies were crafted to withstand the
test of time. providing sufficient flexibility to
respond to short-term economic conditions.
That flexibiliry was put to the test in 1991, All of
our operating units, along with ARCO Chemicai
Company, of which ARCO holds an 83.4
percent interest, evaluated their operations in
line with current economic conditions as wei) as
expectations for the next several years. This
required rimely and difficult decisions.
All company units were involved in the changes
made in 1991, but the most significant changes
came in the Lower 48 oil and gas operations. A
major part of our Lower 48 exploration and
development efforts in the last several vears
invoived natural gas. By early 1991, it was appar-
ent that the impact of excess narural gas supplies
was going to keep domestic natural gas prices at
lower levels throughout the 1990s than origi-
nally anticipated. After careful review of our
future plans, steps were taken to reduce our
operating costs and refocus our exploration pro-
gram so that we can compete more effectively.

PNYC 00013107

W hile maintaining our overall strategies. we took
actions to fine-tune and tighten up all of our

operations in response to the competitive envi-
ronment. Ve were able te make these changes
quickly and without altering the promising future
we have planned for ARCO.

We have, for example, continued extensive
exploration and development programs. We have
confidence in these programs and are pleased
with the successes we have seen in 1991. including
20 oil and 27 gas discoveries companywide.
Moreover, ARCO’s leadership in refining and
marketing on the West Coast will be main-
tained. We are expanding both the numbers and
quality of retail outlers annually.

T he ultimate objective of ARCO's strategies is to
maximize the rotal return to our stockholders
while preserving our financial strength for the
long run. One important indicator of this is the
amount of .pro\-ed oil and gas reserves behind
each share of stock ousstanding. In the seven
vears since these strategies were implemented.
ARCO?s reserves of oil equivalent have risen
from 17 barrels per share to 27 barrels per share.
This is an improvement of 54 percent. But.




perhaps 3 more important fact is that ARCO’s
annuslized total return to stockholders over this
seven-year period. assuming ali dividends were
reinvested. was 19.6 percent versus the industry
average of 14.9 percent.

InJanuary 1991, our Board of Directors approved
the latest increase in the guarterly dividend, an
increase of 10 percent 1o $1.375 per share. At this
rate, stockholders are receiving $5.50 per share
annually.

For 1992, our additions to fixed assets are
planned at 82 4 billion, down about 10 percent
from the §2.7 biltion we spent in 1991, excluding
the acquisition of ot} and gas properties in Cali-
fornia early in the year. More than 53 percent of
the budget will be devoted to exploration and

NET Income
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development, with a significant amount of that

going to Alaskan and international areas which
ARCO has targeted for its primary growth.

We are making this commitment to our capial
programs because we know that growth and the
cost-cffective replacement of our oil and gas
reserves is essential for the long term. Flucrua-
tions in financial performance because of
voiatility in the political and economic environ-
ment could affect the level of these programs,
but not our overall strategies.

ARCO will 2iso maintain its proactive commit-
ment to the environment, health and safety.
community involvement and the development of
its people, whom we see as our most important
asset. Just as ARCO's people are key to our oper-
ational and financial success, they are also
essential to the company's role in environmenta)
protection, its health and safety record and its
communirty involvement,

ARCO continues to be at the forefront of envi-
ronmental concerns in our industry. In 1991, the
California Air Resources Board (CARB) passed
the world's most stringent regulations for refor-
mulated gasolines. According to CARB estimates,
these gasolines will reduce smog-causing auto
potiutants by 30 to 40 percent when they are
fully implemented in early 1996, ARCO was the




onlv maior oil company that supported these
tough new California standards.

In fact. ARCO paved the route to reformulated
gasoline. Three vears ago, California air qualicy
regulators, as well os federal legislators. planned
to ettectively eliminate gasoline and were look-
ing at a number of alternative fuels. including a
methanol-based product. ARCO accepred the
challenge: Can we economically produce a
reformulated gasoline as clean as the proposed
alternatives? First, ARCO introduced EC-1
Regular. the first unleaded gasoline for older cars
and trucks. A vear later, Premium was reformu-
lated under the name EC-Premium and joined
EC-1in the large Southern California marker.

In July 1991, we announced development of

an experimental gasoline, EC-X. and shared

with the regulators test results that proved an
unleaded gasoline could be as clean or cleaner
than the methanol-blend fuel known as M85,
And, of course, continued use of gasoline will
not require the infrastructure changes that 2 new
M85 fuel would require.

While the newly required fuels in California will
mean costly modifications to our Los Angeles
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Refinery, we recognize that they will niean better
air quality and an exciting furure for our gaso-
lines. The modification projects should provide
a boost for the local economy as well.
Reformulated gasoline is just one example of
ARCO stepping out ahead of the industry. taking
a leadership role in finding environmenzally
cleaner and safer ways to conduct our opera-
tions. Moreover. we include considerations of
the environment, heaith and safery in the plan-
ning for projects worldwide.

T hrough our active community involvement,
we are secking answers to many of society's most
pressing problems, ARCO people are inyoived —
in schools, shelters, and charitable organizations

throughout our ct ities — in helpi

shape the future for an increasingly diverse
population.

T ogether we share a tremendous pride in the
company's accomplishments and potential for
the future. In 1991, we made decisions that will
enhance the fong-term success of our company.
As everyone knows, the worldwide economic
and political climate remains uncertain. What is
certainis that ARCO will maintain its strategies
and aggressive response to meet challenges
under all circumstances. We have proven that
our strategies work for the long-term benefit of
our stockholders, employees and the commu-
nities in which we operate.

Lodwrick M. Cook
Chairman of the Board and
Chief Executive Officer

Robert E. WycoﬁM

President and
Chief Operating Officer

February 24, 1992 PNYC 00013108
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ARCO Araska, INC.

Production records, asignifieant exploratory find and adjusements in the company™s N
expense seructure highlighted 1991 activities at ARCO Alaska. [ne. Headguartered in

Anchorage. the company is responsible for the operation of the Kuparuk River Reld. P

the Lishurne Reld and half of the Prudhoe Bay field on Alaska’s North Slope, as well as

seieral propurties in the Cook Enlet area. C e
T he production records set by ARG Alaska and its partners were achieved primarity

as the result of ongoing programs t improve tield recovery. While WRCO Aasku s net Ry
crude.nil praduction topped 1990 levels, the average price per barrel was down,

resulting in reduced earnings tor the vear. IR S
ARCO Alaska had an active exploration pr{:grum.in 1991, highlighted by the company’s

snnouncement of che tiese oil discovers in ehe Cook Inlet area since 1965, Y o

PNYC 00013111

Signifcant steps were taken to mitigate cost increoses during 1991, including statt
_reductions. In addition, ARCO and its Prudhoe Bay co-operator agreed in 1990 to e




consolidate several common services at the giant oil field for the purpose of increased N

efficiency and cost savings. '

w4 ot v Liquids production st Prudhoe Bay. the largest producing oil field in

America. was mainzained at essentially the same level as 1990 Jue to increased capacity

t handle reservoir gases. The increased gas handling was responsible tor 1991 record Coe e

production of condensate and nacural gas liquids which along with crude oi} make up

the toral liquids producnon. ARCO Alaska has 2 42.56 percent working interest in the REFOTE

condensate produced. a 21.7% percent working interest in the crude oil and. in 1991,

3 37 percent working interest in the NGLs. [P TRRY RN

In operation since 1977, Prudhoe Bay has been in an oil production decline since 1988,

As the field declines. it produces additional gas and water, These Huids are processed

for reinjection into the reservoir to enhance oil production and increase recoverable

reserves. The first Gas Handling Facility Expansion (GHX-1) was installedin late 1990, .~ =0 -+ .0 ..

Preparation for construction of medules which will be part of a second gas handling

¢xpansion. GHX.2, is under way in Loujsiana, with planned sealifts 2nd installations ROttt e

in 1993 and 199+. This $1.4 billion project is expected to increase gas handling capacity

to ©.5 billion cubic feet per day and to provide gross liquids production benefits of o g e A

100,000 barrels per day by 1995,

ntPyRLA R1VER  The second largest producing oil field in America, the Kuparak g S e

River field celebrated its 10th production anniversary in 1991 and set new records both

for gross annual crude oil production and single-day production (353,000 barrets).

Anongoing series of projects were responsible for Kuparuk's production improvements,

despite narural field dectine. New drill sites were developed and existing drill sites

expanded. Infill drilling, enhanced ol recovery prc  ses and a well refracture program were successfully implernenced.
As a result of 3 1990 redetermination of ownership interests, ARCO Alaska is subject to
a 24-month production payback ta the other owners of 9,000 barrels per day. The
payback will be completed by the end of June 1992. ARCO Alaska’s working interest in
the Kuparuk River field is 55.17 percent.

Ll1auiys PROPUCTION N . .
ovsanp Baear.s Dai ver LisstRNE  Operated by ARCO, Lisburne completed its fifth full vear of preduction
@ crshon druen in 1991. The reservoir underlies the Prudhoe Bay field.

8 curarye

POINT McINTYRE  Confirmed as a discovery in 1989, Point McIngyre is expected o
start production by late 1993. It has a potential of 300 million gross barrels of recover-
87 88 83 90 91 ahle crude oil. Working interests have yet ta be derermined between ARCO Alaska

and its co-owners. Point McIntyre wiil share production facilities with the Lisburne
angd Prudhoe Bay fields. This will require only a modest expansion of facilities and

B PrudmQE

add cost efficiencies.

520
Prudhoe Buy  Kuparuk  Losivurne

+00 ’ .
1991 liquids production® — thousand barreis/day Gross 1,333 o +
) Net 32 (40 14
338
Cumulative liquids production® = miliions of barreis Gross T.562 83§ b
) - Ner 1,495 406 20
200
Cumulative ficld investment — billions Ner $3.5 2.4 Su.$
12 Producing ail wells — as of 12/31/01 Gross T 361 T
Remaining proved liquids reserves — millions of barrels ~ Net 1.205 S i
LI “Inoludes cvtide il \omdenzate wmd maruead gas liqwis .
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v s e ARCO Aliska was involved in the drilling of nine exploratory wells
11 1990 seven of which were on or offshore the North Slope of Alaska. Two wells were
dnlled in the Cook Inlet region. The 1991 oil discovery with the Sunfish well, 33 miles
from Anchorage, contirms that the Cook Inler rexion still has potential.

Refleening it vontinuing interest in future production opportunities, \RCO Alaska
sntins the No. 1 leasehold pesition in the State of Alaska with nearly two million
acees as f December 311901 [n 1998, the company eonducted an active leasehold
apuisition progeam, adding about 400,000 net acres.

In 1991, \RCO Alaska added proved liquids reserves of 17 million bar-

reb. which came primarily from revisions associated with ongoing development ac

Kuparuk. Reserve additions were more than otfset by production.

_:!3‘9"77 L TR s o
bz — wulhions LI 3% T R I O M
lratal psets — millions £3.700 ST SANFN O S30TT O S40Y L
Wishtons totived assets — midlions $ 333 S ok S M S 4 S ik
Liquid production — chousand barrelviday —nee 4406 433x 4504 73 4704 e
Victage erude prive = per barrel S11.23  Stasd4 SILTE S S S0l L3 i _61'
Stite zs  mllons® S 3BI S 425 S WA S 4T3 S AN - W
Fploratn cypense ~ nifinm "$ 76 S 147 S a9 § s S 43 i :

Proned biyunds reserses — ndlion bareels 1822

Proved nataral gas resers s — hithon eubi Fevt 2,369

o
S

S

i
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ARCO TRANSPORTATION COMPANY

ARCO Transportation Company direcdy links ARCO's Alaskan oil productionand its Ao Coomn o 2v ' e
West Coast refining and marketing operations. The assets it manages include 3 21.3

percent interest in the Trans Alaska Pipeline Svstem (TAPSK a 57 percent incerest in Boatks Hemeiitin 1 ot g frn
Kupsruk Transportation Company. which moves crude ol via pipeline from the

Kuparuk River field to TAPS: oceangoing tankers, and crude oil and products terminals — ic.c sumr s o sz £ o
and pipelines serving ARCOS Los Angeles Refinery.

ARCO Transportation Company also manages commercial businesses in the Lower48 - i Uim o s oo av sy e,
states. These ¢ntities include pipelines and rerminals on the West Coast and in the

Midcontinent, B A L R I T T o

m&u v 4 N Y A ————

Reorganization expenses and a spectal charge for the sectlement of an outstanding

AWy

4

Kuparuk pipeline rate case were the primary reasons for the 1991 earnings decline. i, o

In addition. lower TAPS earnings, principaily determined by the TAPS Sertlement

e

Methodology Agreement. and reduced volumes on ARCO's Midcontinent systems. DI N W i
partially offset by higher volumes on its West Coast systems, negatively affected ARCO
Transportation Company'’s 1991 financial performance. e Nk it
In order to maximize utilization of the tanker fleet, the company's marine subsidiary
placed a large crude oil carrier. previously chartered to a third party, into the propri-  scommtmivramniees rrweii s oo
etary Heer. This enabled the conversion of a smaller vessel for refined product service
along the West Coast. TR e I e genen,
ARCO Transportation Company continued 1o dedicate substantial resources to envi-
ronmental protection and safery during 1991. In Alaska and the Lower 48 stares. the TR pronas we . e i eindaes
company’ is actively involved with local oil-spiil cooperatives, and is participating in
funding a nationwide oil-spill response organization through the Marine Preservation ek umondude-r: <+« oo =
Assoctation. The company is also working closely wich state and local governments on
the West Coast in connection with the development of oil-spill response and environmental regulations.
Market demand for the West Coast pipelines and terminals was very strong in 1991.
Clean air and environmental standards have resulted in a need for storage of reformu-
lared gasoline and blending components in the Los Angeles Basin. A hull-service.
TAPS TurouGHPyT finished products facility is being developed for starrup in 1992 to meet that need.

Two.SanD SANCELS Dav

A g e A 4 A T SR A TR 4 TR

En the midconrinent area, the company expanded the capaciry of its Houston-to-
Cushing pipeline and connected the pipeline to its Texas City Marine Terminal. These

PR ]

assets enable warerborne crude oil to be moved directly from the Texas Gulf Coast to
87 88 89 80 92 midcontinent refineries.

In 1991, ARCO also acquired a 37.45 percent interest in Olvmpic Pipe Line Company.

which delivers finished products from refineries in nordvwest Washington, including

ARCO’s Cherry Point Refinery, to Pacific Northwest markets.

- PNYC 00013114 1990 oy i9x9 vy e

2850 Earnings - millions $ 212 S 274 S 266 S 308 S 40

. Total assets — millions $2.223 82062 ST 82326 S

A:00 Addirions to fixed 2ssets — millions $12¢ S 103 $ ¥ S 31 S 24

TAPS tariff — per barrel ) $372 $38 S S §am

838 __ TAPS throughput = thousand barrels/day 1,822 1789 18RO 1034 tuse

Kuparuk throughput — thousand bacrets/day 130 310 310 BN ™3

|- Manne crude barrels delivered — millions 199 210 209 216 20
(1:]
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iR_C__(_) PRODCCTS COMPANY

Environmental issues dominated the outlook while marketplace competition inten-
sified for ARCO Products Company during 1991, The company leads the industry in
its emphasis on clean air solutions and consumer marketing.

In response to current economic conditions and the need to maintain the utmost in
operating efficiency. the Los Angeles-headquartered company reorganized and con-
solidated its marketing organization and made personnel reductions during 1991,
Lower product margins resuiting from higher industry production levels on the West
Coastand weak consumer demand reduced earnings.

AN TUI s e kae ARCO Products Company continued to take a leader-
ship role in clean fuels. In July 1991, the company announced it had developed an envi-
ronmentally superior gasoline formuta that would reduce gasoline’s smog-producing
potential and toxic emissions for all cars. Moreover. tests showed the experimental fuel,
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called EC-N. would reduce emissions from late-model vehicles to levels equat to or
hetter than those from Bexible-fuel vehicles powered by an alternative methanol-based
fuel, V%5, and at 2 subszantiadly lower cost to consumers, In addition, with the EC.N
Jevelopment, ARCO Products demonstrated that 2 refiner can meet anticipated clean
fuel requirements by modifying existing facilities.

In Nosember 1991, the California Air Resources Board ((CARB) announced new. strict
spectications tor reformulated gasoline. While not identical to ARCO'S proposed EG-X
wasoline. the required formula is very similar, Following modifications to the Los
Angeles Refingey. ARCO will be able to produce the new gasoline by early 1996,

AR introduced the first emission control gasoline, EC-1% Regular, in Southern Cali-
tornia markets in 1989, and added EC-Premium$ 1o its pump offerings in 1990, In its
first expansion of EC. products outside of California, ARCO Products Company intro-
duced EC-1 Regular into southern Nevada in December 1991, .
RIEPINING  Asaresult of CARB and other anticipated clean fuel requiresnents,

ARCO will make modifications at its Los Angeles Refinery in Carson, Caiifornia, and
the Cherry Point Refinery near Ferndale, Washington, over the next five years. Already
wwo of the most efficient refineries on the West Coast, they operated at 104 percent of
capacity in 1991, compared to an 88 percent industry average. Light product vield was
¥ percent. compared to *8 percent for the industry. Gasoline production from the two
refineries is supplemented in Northern California with product from the Tosco Cor-
poration refinery under a long-term supply agreement.

In conjunction with its refinery operations, ARCO Products also operates calcined
coke and cogeneration facilities, which provided additional profics. Calcined coke is
marketed to the aluminum industry worldwide from ARCO calciners at Cherry Point
and at Wilmingron, near the Los Angeles Refinery. The Warson Cogeneration

Cottornna ars o Sotanr
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Company is 2 joint venture with a subsidiary of SCE corp. It provides steam and electricity for the Los Angeles Refinery in
addition to eleciricity for Southern Catifornia Edison’s customers.

MARKETING  The established No. 1 gasoline marketer in the five western states.

GASOLINE SALES
TdusAnD JARRELS Dav

ARCO Products faced strong marketing competition in 1991. While crude oil prices
were generally lower than the previous vear, product prices were also lower, leading 10

reduted operaring margins. Lower prices resulted from higher industry production
levels and weak demand chat intensified market competition,
ARCO lessee dealers led the industry with average throughput of 228,000 gallons of

87 88 8% 90 391

gasoline per month in 1991. This compared favorably to an average of 226,000 gallons
per month in 1990, a vear when ARCO's price frecze following the onset of the Middle

East crisis contribused to increased station sales, The 1991 average throughput was

more than double the nationwide average for ARCO's competitors.

LI ARCO Products Company’s total gasoline safes grew by 1 percent in 1991, while overall
industry gasoline sales in the five-state marketing area were estimated to be down

sbout | percent.

=0
'.Si_
':f!_t__
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addition to gasoline, seven days 2 week.

ARCO Products continued to expand its am/pm® and SMOGPRQOS? marketing outlets
during 1991. The am/pm mini markets, which feature fast food and convenience store
items as well as gasoline, make up about half of the company’s 1.632 branded retai}
outlers. The SMOGPROS service centers in California were increased to a total of 134
units in 1991, with many offering state-required simog checks and repair services. in

PNYC 00013118 .




T he ARCO Products Company also operates internationally. The am/pm mini mar-
kets have expanded through licensing agreements and joint venrrures in six countries,
with 100 stores in operation at the end of 1991. The company also markers motor fuels
and fubricants in Brazi) through a chain of more than 2,600 service stations, most of
which are owned by individual operarors.

The company’s PayPoinc® electronic payment system allows customers to pay for their
gasaline and other purchases using the convenience of their bank ATM card. In addi-
tion to being featured at most ARCO retail outlets, the PayPoint system expanded o
provide electronic payment service to major grocery, fast food and other retailers dur-
ing 1991, A total of 2,150 Jocations were connected 1o the PayPoint network by the end
of 1991, including 1,000 outside the ARCO retaif system,

1991 1990 1889 1933 1937
Farnings — millions S 266 S 430 S 201 S 368 S 150
Toral assets — millions $2.732 82503 S2IT5  S1,975 81850
Additions 1o fixed assets — millions $ 48 5370 S 34 S 251 S M8
Refinery runs — thousand barrels/day 7.6 4011 H0L9 3960 3THD
Pecroleum product sales (1.8.) = :
thousand barrels/day 4664 .0 4355 4188 4062
Branded retail outlers (U.$.) 1,632 LS4 1,700 LT 1,750
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ARCO O1L AND GAS COMPANY

ARCO Oil and Gas Company is responsible for exploration, production 2and marketing
of crude oil, narural gas and natural gas liquids in the Lower 48 states. During 1991,
the company implemented several significant changes to address the continued weak-
ness in natural gas markets and further strengthen its position in the industry.

A restructure program, implemented in the third quarter, resulted in consolidation of
district offices from four to two, decentralization of numerous functions 1o give dis-
tricts greater responsibilities, and a workforce reduction. Additionally, ARCO Qil and
Gas Compsn.\; adopted a plan to divest 1,100 oil and gas properties that account for
approximately § percent of ARCO’s total production.

The company completed purchase of additional properties in the Midway-Sunset field

SOMER %8 AND INTERNAY

Horzpntal drifling recknolop was apesv

fadly empioved 1n vasy Texas dezelopment

projecs durmg 1991, Reservoir Engineer

Duzid Bluketev. beft. and Adunr Blunirard,

sessor dralfing snpevowor, vevres logs

i the Chenevhoro field,

in Kern County, California, and increased its ownership to 80 percent in the THUMS

Long Beach Company, which is 2 contract operator in the Wilmington oil field. Asa

tesult of these acquisitions, the two fields accounted for 21 percent of the company’s 1991 }
A2

IGNAL




liquids production. compared to 11 percent in 1990. An agreement to acquire the remain-
ing 20 percent of the THUMS Long Beach Company was finalized in early 1992,
ARCO has been given the right to implement an expanded wacerflood project at Long
Beach us a result of an agreement with the State of California. The project will increase
oil production from the THUMS Long Beach Company, benefitting the City and the
State. as well as ARCQ. Following State approval of this project, ARCO surrendered
two Coal Qil Point leases to the State and dismissed a related lawsuit.

T he Midway-Sunset purchase, a strategic fit with the company’s athes Midway-Sunser
assets. increased ARCO's production from the field by over 20,000 barrels of crude oil

ARCEE o rarrn stane o P

NI S it s e

Netrrbyes i e Fade o e

per dav. The company was able to capialize on its existing operating structure 10

improve its competitive position in the field.

RN A N R A

LtQLtDs PRODLGTION  ARCOOH and Gas Compsany continued 0 increase its
overall liquids production in 1991, reaching a five-year high. Crude of) and natural gas  Vwsger Hdiser Linwwr, . oo v

liquids comprised 30 percent of the company's rotal production on an oit equivalent
basis, up from 45 percent in 1990. The increased ownership in the ewo California fields  uc o s scrmaiy bk 1y P,
and increased production at South Pass 60 offshore Louisiana, following completion

of platform repairs, were responsible for the liquids production increases. The

QORI FIERE - N

property divestiture program did not materia]@ affect 1991 production.

ARCO Qil and Gas Company initiated development acrivity in new areas and partici-

Hll vy ap perarion o Pl

pated in a number of enhanced oil recovery projects in existing fields during 1991.

Development of new ARCO acreage in the Austin Chalk of East Texas began, using

horizontal drilling technology, and ARCO participated in CO? and waterflood expansion

projects in the Permian Basin of West Texas. The company is also involved in two major

dnlling programs in California with over 150 new steam-flood wells being drifled.

NATURAL GAs  Nartural gas production declined 10 percent from peak levels in 1990. The decrease was due to natural

NATURAL GAS
PRODUCTION
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field decline and reduced spending on narural gas projects in response 10 a depressed
natural gas market in the United States.

The outook for natural gas prices in the future caused the company to aiter its strategy
for developing gas plays. The focus moved to arcas where technology could be used to
improve project performance or where the company maintained competitive advan-
tages in asset operations and cost structure.

Development condnued at the North Dauphin Island and the Northwest Dauphin
fields, located offshore Alsbama, Moving to improve overall economics of these fields,
ARCO was one of the first companies to drill horizontal wells to shallow gas horizons in
an offshore environment, resulting in significantly increased production rates over
those obtainable from standard wellbores, This reduces the number of years necessary
1o recover the reserves in these fields. The company also continued development of
coal seam degasification projects in New Mexico and Colorado, where an existing
infrastructure and the piilizavion of available tax credits aliow for the continued eco-
nomic development of reserves.

EXPLORATION  Inconjunction with the company’s restructuring, ARCO made stra-
tegic changes in its Lower 48 exploration efforts. Operations were streamlined,
geoscience support decentralized and 2 new exploration group formed to pursue
increasing joint venture opportunities. As a result, the company has completed six
agreements to drill approximately 25 joint venture wellsin 1992,

PNYC 00013122
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During 1991, ARCO's Lower 48 projects were concentrated in the Gulf of Mexico,
East Texas and the Arkoma Basin of Oklahoma, plus onshore areas of California and
Louistana. The company participated in 79 decisioned gross exploratory wells, with
10 0il discoveries and 22 gas discoveries.

RESERVES  Asaresult of development additions, acquisidons and exploration suc-
cess, ARCO Qil and Gas Company maintzined its reserve levels in 1991, replacing

93 percent of its production, despite divestitures and lease surrenders. Net reserve
additions included 149 million barrels of petroleum liquids and $0 billion cubic feet of
natural gas.

1994 1990 1989 1988 1987

Earnings — miltions $ 57.5 588 $ 349 .85 231 .5 33§

. I : .
Total assets — millions $5,343  $5217 $5068 $5173 84717 !
Additions to fixed assers — miltions S1083 'S BB S 703 S1,285 § 420

Liquids production — thousand barrels/day —~net  227.9 2045 2006 1869 1946

Narural gas production — million cubic feev/day

—net - 1,388 © 1,515 1497 1359 ' 1244
Average crude price — pet barrel : 516.7_2 - £2085 S1692 $14.20 : $17.23
Average natural gas price - per ICF $154 S 167 S1.68 § 169 5164
Exploration exp i §$ 339 °S 334 $ 312 S 297 0§ 2
Proved liquids reserves =~ million barrels 820 754 780 765 682 .
Proved nacural gas reserves — billion cubic feet 3,429 3839 - 3966 3,889 ‘ 3.647
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ARCO INTERNATIONAL OIL AND GAS COMPANY

ARCO International Qil and Gas Company continued its growth in 1991 by increasing
both its crude oil and natural gas production and by adding to its net reserves
following significant progress on several strategic gas development projects.

From its headquarters in Plano, Texas, ARCO International is involved in oil and

gas exploration, development , production and marketing activities throughout

the world.

rtkori ARCO International has current production both on and offshore United
Kingdom and offshore of the Netherlands. Net natural gas and oif production in the
UK. increased 42 percent from 1990 as a resule of the first full-year production from
three new gas fields and an onshore oil ficld expansion. Three additional major gas
development projects are also under way in the UK. waters of the North Sea,

Net gas production from the UK. North Sea averaged 221 million cubic feet perday in

. 1991 The three new gas fields which began production in the third quarter of 1990 —

ARCO mereased avreage it the Narth N\
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Welland. Ravenspurn North, and Amethyst — concributed 95 million cubic feet per
day to 1991 net gas production. Following additional field development in 1990,
ARCO's net share of production from the Wytch Farm onshore oil field in the UK.
increased to t0.700 barrels per day in 199€.

Development woFk-on the Pickeril] gas field in the UK. North Sez proceeded on
schedule. ARCO will operate Pickerill and holds a 31 percent interest. The field is
expected to add 46 million cubic feet per day to ARCO’s net production by late 1992.
N egotiations for the sale of gas from the Murdoch field. aiso in the UK. North Sea,
were finalized in 1991. ARCO increased its Murdoch field interest from 25 to 34 per-
cent. ARCO's net gas reserves in the field, where production is projected to begin in the
fall of 1993, are 135 bitlion cubic feet.

ARCO acquired a 50 percent interest in the Orwell field in the Southern Gas Basin of
the UK. North Sea in 1991, As operator of the field, ARCO plans ro bring it to produc-
von in late 1993. Net gas reserves are 112 billion cubic feet.

INDONENIL ARCO International’s largest production operation is located in the
Offshore Northwest Java contract area in Indonesia, where it operates a complex of
over 180 platforms as well as processing and export facilities.

G ross oil production from the Java Sea increased to 119,500 barrels 2 day in 1991 with
the initial startup of the BZZ development in August. ARCO’s net share of oil pro-
duction from the contract area was 35,300 barrels per day, up from 31,800 barrels per
day in 1990. ARCO International also holds interests in crude oil production in the
Malacea Straits. In 1991, ARCO's net production in this area was 7,200 barrels per day.

Desclopment ork por the Pagerungan
suatierdd 4ots tedd i {ndonesta was wnder
sy o (99 Chrae Blan fepr. engumeertny
maivager and Lo Rushition, rr.vu?‘
DEDPST CNQUICEE PR IT 0P of The

Pliens for the project. hick onludes

3 5t mallionecibic- peer-per-dy pricesiing
comipressinit plunt. on and offikare Cellire
producrton. subsed prpelines and zarkers

acconTmrodirions.

Development work on the first ARCO-operated natural gas project in Indonesia began in 1991. The Pagerungan field will be
operated from an island near Bali. The Indonesian government authorized consesuc-
tion of a pipeline that will connect the natural gas field with an clectric power plant, the
primary customer. The ficld, which has proved reserves of 1.4 million cubic feet of
natural gas (646 billion net 1o ARCO), is expected to stare production in 1993,

NATURAL GAS

A major natural gas development project in the Offshore Northwest Java contracrareais

PRODUCTION planned following ARCO's signing in 1991 of a gas sales Letter of Intent with Pertamina,
LTS <. LT Sav .
‘ m,‘. u;::,. ‘ e the Indonesian national oil company. Gas reserves associared with this project are esti-
® Inoowtsia mated at 1. erillion cubic feet (428 billion cubic feet net to ARCO).

" ® worrn Sta

oreat  Thecompanyisthe sole working i
87 88 3? 9-¢7 91

produced 12,700 barrels of liquids per day in 1991.

owner and Op of the Margham
condensate field in Dubai, United Arab Emirates. In production since 1984, the field

TURKEY  Inits first full year of production, the Cendere ficld in southeastern Turkey
averaged 3,600 barrels of crude oil per day (1,200 net to ARCO).

£ Do ‘; vemes  Committed to increasing opportunities 2broad, ARCQ International agreed
220 : to provide exploration and development services to the operator and sole working
- o interest owner of a block in the Shabwa province of the Republic of Yemen. ARCO has
16§ o " an option to acquire 3 25 percent working interest in the block upon completion of the
minimum work commitment. Originally explored by Soviet Technoexport, the area
B has had at least three discoveries, one of which has had limited production.
55 EXPLORATION ARCO Internatdional was actively involved in exploration projects,
with 72 gross wells drilled in 13 countries during 1991. The company participated in i7
e new venture wells in Australia, Ecuador, the Philippines, New Zealand, the German
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North Sea, Syria, Egypt and Gabon. The exploration program resulted in 14 gross dis-

coveries, nine oif and five gas, as well as one confirmation of a previous discovery.

Inanticipation of future drilling projects, ARCO International acquired additional acre-

age in six countries during 1991. The company successfully competed in the Twelfth

Licensing Round in the UK. North Sea, receiving five licenses, all ARCO-operated.

RESFRVES  ARCO Internationals net proved reserves increased 16 percent on an ol LIeuids PRODUCT 0K
Twoysano Basngcs Dav wer

equivalent basis by the end of 1991. This was primarily due to the progress made on the w ol

Java Sea, Murdoch and Orwell gas development projects. » Oreee

w [woponesia

1991 1990 1989 1988 1987 87 88 89 s0 $1
Earnings (Losses) ~— millions $ 7 S 76 8 (8 S n § 13
Tots} assets — miltions 82,466 - $2.205 $1,902 $1.895 S:089
Additions to fixed assets ~— millions $ 464 S 454 S 363 S1,056 S 165

Liquids production — thousand barrels/day ~— net 75.7 67.1 70.1 63.6 63.2
Naueal gas production — million cubic feev/day

— gt 261.2 193.5  189.2 154.1 164.4 .
Average crude price ~ per barrel §18.67 520.15 81625 §14.20 S16.+ ¥
Average natura) gas price — per MCF 8316 $308 §271 $264 $236
Exploration expense — mitlions s i78 § 170 $§ 98 § 132 $ 105 n_
Proved liquids reserves ~— million barrels 189 210 237 264 23 .
Proved narural gas reserves — billion cubic feet 2405 179 1206 L2490 897 f'_
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ARCO CoatrL COMPANY

H eadquartered in Denver. Colorado, ARCO Coal Company continued to grow in 1991
in the United States and Austratia theough its intereses in some of the highest quality
and most productive coal mines in the world. Its coal reserves are low in sulfur and ash
content, have relatively high energy values and, in Australia, have very high coking
properties. These attributes, combined with lower operating costs, give ARCO Coal’s
mines 3 competitive advantage,

1n 1991, ARCO Coal’s worldwide shipments reached record levels, However, earnings
were reduced by $30 million in net after-tax charges primarily associated with a write-
down for an Australian mine and LS. personnel reductions. ARCO Coal's production is
currently concentrated in the western United States and in Queensland, Australia, after
its entire 24 percent interest in a surface coal mine in Venezuela was sold in 1991,
ARCO Coal owns and operates the Black Thunder
Mine in Wyoming's Powder River Basin, the largest surface coal mine in the
Americas. The company also operates another surface mine at nearby Coal Creek.
During 1991, Black Thunder achicved several milestones as it produced and shipped a

UNTEUD SENTES OPERATIINS

record 31 million tons of coal to surpass a quarter bilion tons shipped in its 15-year life.
T he company operates rwo underground mines in the United States, West Elk in Colo-
rado and Trail Mouncain in Utah, which together shipped 1.36 million tons in 1991, West
Elk is in the process of installing a longwall mining unit that will significantly increase
productive capacity and reduce operating costs. Startup is scheduled for mid-1992.

in Australia, ARCO Coal has an interest in three active
coal mines, two of which it operates, and is currently developing what will becomne
Australia’s largest underground mine. Together, the Australian mines shipped nine mil-
lion rons net to ARCO in 1991, making ARCO one of the top coal producers in Australia.

AUSTRATIAN OPERATIONS

[ T VT VR T R RS,

ez Cirdet oz s e, o ba b e e,

R T YT T A N T o
WKL 0 i i N e g
B R T R I X o

amd Derek ddos Li v Dannd oo =0y,

ot mrene s

Surkers completing netabtaron; i ey

mpeduttne btk ordon: e 0 de i v

aroituse #.8 nptli pc o cder i it

kg wnd dean ol persean

The ARCO-operated Curragh surface mine produces high-quality coking coals, as well as steam coal used for electricity
generation, In 1991, the mine shipped five million net tons of coal, with an expected

increase to over 6.1 milljon tons per year in 1992 as a result of 3 large dragline added in

late 1991,

COAL SHIPMENTS
Rrician Tows
® Fortics

& Domrsri¢

shipments to approximately 900,000 tons in 1991,

T he writedown was related to the Coal Resources of Queensland (CRQ) mine. An
underground mine, CRQ continued to experience difficulties in mining, which imited

ARCO Coal also owns a 31.4 percent interest in Blair Athol, a surface mine, which

87 88 89 90 91 shipped three million net tons in 1991.

Gordonstone, currently under development near Emerald in Central Queensland. is
designed vo produce 4.6 million tons of coal per year. ARCO Coal is the mine operator
and helds an 80 percent interest in the project. Scheduled to begin production in late
1992, Gordonstone has estimated recoverable reserves in excess of 100 million gross ons

¥ SRR
oo of superior quality coking and steam coals.
36 1991 ' 1990 1989 1988 193"
7 - i Earnings — millions $ 338 01 § 92 8 79 § &
Totat assets ~ millions $1,095 "5 929 S 857 § VY S 540
2 Additions to fixed assets — millions $305 $109 5148 § 107 § 12
N ) Average market price — per ton $14.27 $1481 $13.95 $13.71 Sid4
Coai shipments — millions of tons 416 383 394 3.4 26.1
.8 Coal reserves — million rons recoverable L118. 1265 Li%0 1183 1.028
2 | —
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ARCO CHEMICAL COMPANY

ARCO holds an 83.4 percent interest in ARCO Chemical Company, which is headquar-
tered in Newtown Square, Pennsyivania. [ts stock is fisted on the New York Seock
Exchange under the symbol “RCM.”

ARCO Chemical is the world’s leading producer of propylene oxide and methyi tertiary
buryl ether (MTBE) and a leading merchant marketer of styrene monomer.

et CpeL et S ol
Rattcrdam’  yrepoanr iy gt 19]

R e U DT PN TR e DN
T he manufacture of MTBE has put ARCO Chemica in the forefront of environmental
programs concerning clean air. MTBE in gasoline promotes more efficient combustion, v sy s mmsterndds r- iive 1,
reduces tailpipe emissions and boosts octane, and, consequently, worldwide demand
for MTBE is expected to increase substantially by the mid-1990s. L bl s g lene s,
T he recession in world markets slowed ARCO Chemical Company's growth in 1991.
ARCO Chemical implemented a cost-reduction program that included a work force tertuiry buatsd loskol 2t Rondid : vit
downsizing, the realigning of functions, and the deferral of some future capical
commitments. At the same time, the company is stressing basic elements for building Nederpelt, reght. masntanin, i .
value while meeting the long-term needs of its customers - profit improvement,
manufacturing excellence and environmental performance. ARCO Chemical's focus on  nd Duser Nighot, hwad récinisan, e -
manufacruring excellence stresses safe and environmentzlly sound operations along
with improved quality, efficiency and reliability at all of its plants. the part and mczs torage vessel.
WORLDWIDE OPERATIONS  ARCO Chemical operates plants in three major world
regions — the Americas, Europe and Asia Pacific. Marketing programs are conducted
throughout the world. T
Building on its worldwide market leadership, ARCO Chemical has a number of projects
under way: In Channelview, Texas, 2 world-scale propylene oxide/styrene monomer
plant is scheduled for completion in 1992. A new technical center was opened in
Singapore during 1991, providing customer and manufscturing support throughout
Asia Pacific. A joint venture propylene oxide/styrene monomer plant in South Korea complered its first year of operation.
: Two significant events in 1991 have strengthened the company’s conventional and
polymer polyols business: ARCO Chemnical began operations of 2 new polyols plant at
Fos-sur-Mer, France, and, after Federal Trade Commission approval, began inte-
:’;‘;’;:::5 ‘07"!’\,”:‘5 grating a worldwide polyols business acquired from Union Carbide. Polymer polyols.
Biiiron Pounss derivatives of propylene oxide, enhance the combustion resistance of urethane foams
‘ and allow the replacement of chloroflucrocarbons (CFCs) by foammakers.
For more information about ARCO Chemical, 2 copy of the company’s annual report
87 88 89 90 91 can be obuined by writing to Investor Relations, ARCO Chemical Company, 3801
. Wiest Chester Pike, Newtown Square, PA 19073-2387.

: ‘ 1991 ‘. 199¢ ! 1989 1988 19§~
! : I i H
1 .

Eaenings — millions S 188 S 351 05 405§ 44 § 27

Toal assets — millions , $3,676 | $3,739 | $2,655 . S2.548 S2.534

s 26215 245 8 295

e, Addirions to fixed assets — millions $ 935 (5 539

1000 Total revenues — millions $2.990 | §2,950 | £2,663 : $2,700 $1.952
Propylene oxide and derivatives — million pounds 2,729 | 2,563 | 2,586 : 2,812 2334

1200 ' TBA andderivatives — million gaflons 99 l 955 | 912 917 %4
Styrene monomer and derivatives — ; } |

820 miltion pounds 1,278 ¢ 1,098 1 1478 | 1665 1.29C
This rabie regrosvnts srand-sione financiol and itatssricel informarion of ARCO c»-u.tc-p-,.ua-i W7 incinde sranistics reiared

t0 chrmical assers etained by ARCO and arbet adjusimemts meinded 18 ARCO's smeermvdiore cormcals and rpecssity producs segmrnr,
tutd o3 corpavatt-allacated mterest expense and Mneriry imterest.
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LyoNnpeLr PETROCHEMICAL COMPANY

Hezdquartered in Houston, Texas, Lyondell Petrochemical Company is one of the

nation’s largest producers of ethylene and propylene and 2lso oné of the riation’s largest

independent refiners. ARCO holds 2 49.9 percent equity interest in Lyondell. Lvondell

stock has been traded on the New York Stock Exchange under the symbol “LYO” since

its initial public offering in 1989.

L vondells 1991 earnings were below [990 results due to the weak economic environ-

ment and recent industry overbuilding of petrochemical capaciry, which combined to

compress product margins.

Despite these factors. the company achieved good results relative to the industry due

to ongoing emphasis on low costs and operational fiexibility, as well as continued high

emplovee productivity. The most recent Forrune 500 surveys have shown Lyondell is

the most productive company in sales per employee and sales per dollar of stockholders’

equity and, based on Fortune 500 data, it is number one in profits per employee.

During 1991, Lyondell increased its dividend by 12.5 percent to $1.80 per share onan

annualized basis.

Along with the industry, Lyondell’s petrochemicals businesses suffered from a cyclical

downturn in 1991 as increased industry capacity was coupled with stagnant demand.

However, Lyondeil's ethylene and methano! sales volumes were at record levels,

reflecting strong marketing performance and continued emphasis on quality.

Lvondell’s refining operation maintained its profitability levels for the second consecutive

vear 35 industry supply and demand conditions remained favorable, despite the recession.

T he passage of the Clean Air Act has had important implications for the refining and

perrochemicals businesses. On the refining side, the company has supplied reformulated

gasoline to several customers and is well positioned to capitalize on the increasing

demand. In terms of petrochemicals, Lyondell is a major producer of oxygenates, which

are necessary to produce reformulated gasolines. The company is a major producer of methanol and MTBE and has an
' acuive research project under way to produce low-cost isoburylene, a key feedstock in

the production of MTBE. A commercial-scale demonstration of this technology is

EYWYLENE, PROPYLENE lanned for 1992
AND POLYMERS SALES P '
teiron Pounos Lyondell's 5115 million capital program for 1992 includes projects to expand its prod-

uct flexibility univ, which converts ethylene to propylene, and to upgrade the fluid
caualytic cracker, as well as several major projects to reduce environmental emissions.

87 88 89 90 91 For additional information, a copy of Lyondell’s 1991 Annual Report can be obtained
: by writing to Investor Relations, Lyondell Petrochemical Company, 1221 McKinney,
Houston, TX 77010.
: 1991 1990 1989 9% i9v"_
6500 o
. Earnings — millions $ 222 $ 356 § 374 0§ 543 S 12}
200 Total assets — millions $1.479 $1372 §1267 S 913 § 50
00 Additions to fixed assers — millions $ 4 S 135 S 176 8 63 S
38
Sales and other operacing revenues .— millions §5,729 86495 $5.358 469 Siott
2500 Refinery crude runs - thousand barrels/day 2546 2577 2364 WT3 0 409
Perrolenm product sates — thousand barrels/day 287.7  300% 2982 2810 IR%)
1390
—— Ethylene. propylenc and polymers sales —
million pounds 6,000 - 6373 5048 594 4R
e This cable represents srand-alowe fuancial and sisssscrcal information of Lyondell Privechomical Compeny.
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CORPORATE RESPONSIBILITY
T

ARCU places high priority on 1ts corporate responsibilities to the comimunities in ARG bclped b g i Dasms e oe
which it operates. Faced with an increasingly diverse population in the United States

H
i
f
'

snd urgent worldwide economic struggles, the role of ARCO and other industrial — wmd 1 -suramee Program ae Latts
eaders has taken on new significance in addressing these complex issues,
White ARCOS vorporate citizenship activities are many, those most visible are in the VG 1RO O ot Tas

Jreas of community involvement through participation and funding, equal opportunity

in employment and promotion, and seeking out and working with women- and Fsitrd Starks, S0t and Bely Friaen
minority-owned businesses.
Being part of ARCO, as an employee or retiree, generally means being involved. ezt fetnd s saiense e 1 ae
\Vhether it's the chairman of the board. president or 2 new empioyee, ARCO people

" pave a spirit of involvement. In hundreds of communities throughout the world, ARCO  gomr. L i presdonz-ciot v 3 °
employees are helping children to learn more. helping hungry people eat berter, help-
ing homeless people find affordable shelter and helping alf people to experience Faard ot directars whibe Bib worie i iz
culrural and historical events that help bind them together 25 a society.
ARCO's history of community involvement is now serving to help others in business adcisory baurd and valunicers ks e v
recognize what can be done through volunteerism and focused, strategic project fund-
ing. Chairman Lod Cook is serving on the board of the Points of Light Foundation, the sustmag comipgn. Famtire: iv: iy
created to facilitate the spirit of consequential personal involvement in the most urgent
social needs in communities nationwide. 11 mearly srassiianal Foustng it ave
Education is receiving increasing atrention at ARCO to address society’s currentills
and to fulfill the furure needs of society. ARCO volunteers have long been invoived in = wrewred weekdy for o samuly meat biilrzed
classroom projects through activities such as adopt-a-school mentoring programs and
Junior Achievement. While supporting these efforts, ARCO President Bob Wycoffand & educarronal. spsrmarive srugrane.
other executives are working with other business, community and political leaders to
restructure LS. public education so that it can teach today’s students more effectively.  .nd reveationat actizanes.

29




In Los Angeles. Wcoff heads a group called LEARN, which stands for Los Angeles
Educational Alliance for Restructuring Now and is dedicated to school reform.

In Anchorage and Fairbanks, children; .icipating in day-care and after-school-care
programs ate now learning the joys of science and math. thanks to ARCO’ assistance in
developing special activiry kits created by Children’s Television Workshop (eriginators
of Sesame Streer). ARCO financed a pTioz project which took these learning kits to
YMCA after-schoot clubs in the inner-city areas of Houston, Los Angeles and Dallas
three years ago. Popularity and use of the kits has been expanding rapidly.

T he company’s interest in education extends beyond the primary grades. In 1991, 25
universities, primariiy in the West and Southwest, received financial assistance to help
in :;cuinin_e minority students in engineering disciplines related to the energy industry.
ARCO's involvernent in community reaches throughout its operating areas. In total for
1991, ARCO invested approximately $26 million in nonprofit organizations through
the ARCO Foundarion’s direct grants, employee matching grants programs and other
company-participation projects.

ARCO s also actively involved in shaping the future of its work force, which is being
recruited from a diverse population. In hiring and promotion programs, the company
seeks out qualified female and minority candidares. Although the number of employees
at ARCO has declined since 1985, the percentage of minority and female employees
has increased. Furthermore, ARCO strives to increase the number of women and
minorities in mid-to-senior levels of management.

I n managing its procurement practices, ARCO endeavors to promote opportunities for
a diverse business base. As a result, the company spent over $280 million of its total
purchasing budget in 1991 with women- and minority-owned vendors and centractors.
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———
ENVIRONMENT, HEALTH AND SAFETY
et —

ARCO's commitment to environment, health and safety issues is iong-standing and
well recognized in the petroleum industry. Like technology for managing its other
operations. expertise i‘n these martters is growing. ARCO's Board of Directors has an
Environment. Health and Safety Committee which meets regularly. The direction and
goals are set by company management, and the operating locations are responsible
for the results achieved.
| svigos sy Environmental issues are part of the planning for all ARCO projects.
Wik increased exploration drilling worldwide, the company’s environmental specialists
are part of the initial planning for each project. In the Oriente area of Ecuador, for
example, ARCO completed drilling its first well in the rain forest in 1991, Before any
well-site preparation work started, rain forest environmental protection guidelines
were developed. Minimizing the use of heavy equipment in the forest, ARCO kept the
drilling area to just four acres (previous comparable sites in Ecuador averaged 8 to 12
acres). Helicopter flights were used instead of roads for transport of cquip'menr and
. workers to the site. Local citizens from the nearby village, Moretecocha, and scientific
consultants studied the specific site for drilling. Local residents selected trees to be cut
for use at the well site.
Immediately following the drilling, restoration of the site began. An on-site nursery
was utilized to grow seedlings for transplant to the drilling area. Boards used at the drill
site were recycled and made into wooden pallets that were spread over the reseceded
areas to protect tiny plants from the tropical sun. Low-impact site preparation
methods, use of nursery-grown plants, banking and reuse of the topsoil are 2l resulting
in accelerated recovery of the forest. )
Lessons learned at this site are already being utilized at 2 second well site being pre-
- pared for drilling nearby, minimizing even further any impacts to the environment,
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steat i asnn ~vi1 1y In 1991, ARCO moved to revitalize its safety culture when it
concluded overall safery performance was unaceeptable compared to other performance
measures. By the end of 1991, ARCO'’s tost workday case incident rates had improved

24 percent, compared to 1990. There were no employee work-related fatalities in 1994,
but four contractor fatalities did occur. To improve contractor safety performance,
ARCO has implemented a contractor strategy which demands the same high standards
required of ARCO employees.

ARCO carries its safety concern through all operating divisions worldwide. ARCO
management and employees, as well as contractor employees and visitors, are required
to maintain specific safery standards at ARCO-operated locations. By training and
managing for safety, ARCO plans to become the top performer in its industry.
kivipivios  Federsl clean-up procedures and standards for post-industrial
activities have become very complex and stringent. Remediation programs cost

ARCO $148 million in 1991. ARCO has found that by teading the investigation and
remedial design effort, the whole process can be shortened and still produce an equally
effective remedy.

Near Vinita, Oklahoma, for example, ARCO recognized its potential responsibility
related to a refinery site abandoned by a predecessor company in 1925. While parts of
the acreage had been used for ranching, it also included acid tar pits which had been
fenced and abandoned. ARCO purchased the land and voluntarily signed an agreement
with the Oklahoma Department of Health providing for cleanup of the site. In 1992,
after a $5 million, 22-month restoration, ARCO plans to transfer the restored 148-acre
site to the Oklshoma Department of Wildlife Conservation for public use. Moving
ahead of requirements or specific regulations is also the approach that ARCO is taking
on the North Slope of Alaska, where it has been active since the 1960s. New seed and
plant development, along with randra restoration, are under way so that the footprints
from exploration and development activities in past years can be removed even as
production continues.
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SELECTED FINANCIAL INFORMATION

Millions of dollars. excepr per shave amounts 19910 1990 . 19890 1988 1957

Sales and other operating revenues - including excise taxes $18,157- $18,808 $16,021 $18324 $16977
Netincome $ 709 $2011 $1953 $158 § 1224
Earned pershare § 439 §$1215 $1126 § 878 S 668
Cash dividends per commion share $ 550 8§ 500 S 450 § 400 $§ 400
Tota} assets $24,.492 $2386% $22261 $21,514 $22,890
Long-term debt and capical lease obligations $ 5989 $ 35997 $ 5313 §$5665 $ 6,314

1) See Nore 2 of' Nores re Consolrdared Financial Statements.
20 The 1990 cmpust o nes iacome from the cumularive effect of the change 1 accounting for income 1axes war $323. or $1.9 § per share.
131 See Nove 19 af Notes 1o Consoladored Financial Statements.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS

RESULTS OF CONSOLIDATED OPERATIONS  Earnings were fower in 1991 compared to 1990 and 1989, primarily asa -
result of an unfavorable economic climave, The upward trend in crude oil prices, which had a strong influence on operating
results in the two preceding years, reversed itself in 1991, The Company also took charges in 1991 against earnings for
unesual items related ro personnel reductions, restructuring of its Lower 48 operations, the anticipated loss on the sale of
cereain Lower 48 oil and gas properties and the writedown of certain coal assews. In recognition of the currently difficult and
changing business environment, the Company took these steps to improve its profitability in the future. Charges for the
unusual iterns associated with these actions totaled $503 million pretax, $312 million after rax. .
OVERVIEW OF 1991 RESULTS  In 1991, ARCO’ netincome was $709 million, or $4.39 per share, and included approxi-
mately $295 million after taxin net charges, primarily relared to personnel reductions, anticipated loss on property sales and
property writedowns. Earnings in 1991 were also negatively impacted by lower crude oil and natural gas prices, refining and
marketing margins and margins refated to chemical operations, only partially offset by higher crude oil and refined prod-
ucts sales volumes. In addition, the Company’s income from equity investments and interest was lower in 1991.

OVERVIEW OF 1990 RESULTS  In 1990, ARCO recorded the highest netincome in the history of the Company. Net
income was $2,011 million, or $12.15 per share. The effect of higher crude oil prices was partially offset by higher explora-
tion expenses and operating costs, Additionally, higher refined product margins contributed to the earnings improvement.
However, carnings from ARCO’s ewnership i in ARCO Chemital Company {ARCO Chemical) were lower as 2 result
of reduced domestic volumes and increased costs associated with 2 plant accident and shutdown in the second half of the
year, partially offset by margin improvements for propylene oxide and methyl tertiary buryl ether.

T he 1990 results included 2 $323 million gain as 2 result of the Company’s adoption of Statement of Financial Accorating
Standards No. 96, “Accounting for Income Taxes.” The cumulative effect of this accounting change on 1990 net income per
share was $1.95.

In addition, the 1990 results included approximately $185 million in after-tax guins resulting from a serdement with SONAT
related to an offshore accident and the sale of ARCO's Norwegian oil and gas assets. These gains were offset by after-tax
charges af $§13¢ million for fature environmental remedistion and $267 million for tax and royalty issues.

OVERVIEW OF 1989 RESULTS  In 1989, the Company’s net income was $1,953 million, or 811.26 per share. The 1989
results included a2 $634 million after-tax gain from ARCO's sale of 2 majarivy & in Lyondel! Perrochemical Company
(Lyondell) in January 1989 and $43 million of after-tax gains resulting from settlements of natural gas contract dispures.
Partially offserring these gains were $345 million in first quarter after-tax charges for future environmental remediation.
provisions for the anticipated loss associated with the sale of ARCO Solss, Inc., the writedown of abatable preferred stock.
and some tax-related provisions. '
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RESULTS OF CONSOL IDATED OPERATIONS

pevENUES  Sales and other operating revenues were S18.2 billion in 1991, $18.8 billion in 1990 and $16.0 billion in 1989,
The decrease in revenues in 1991 compared to 1990 resulted from lower crude oif and refined and chemical products prices
and lower natural gas prices and sales volumes, partially offset by higher crude oil trading volumes and higher refined and
chemical products sales volumes. The $2.8 billion increase in 1990 compared to 1989 primarily resulted from higher crude
oil and refined product prices. '
Income from equity investrnents was $119 million in 1991, $277 million in 1990 and $240 million in 1989. The lower income
in 1991 primarily resulted from lower earnings from ARCO's equity interest in Lyondell. The lower earnings resuited from
reduced operating margins for Lyondell as well a5 the absence of any income related to dividends received during 1991 in
excess of ARCO's equity investment in Lyondell. The higher income in 1990 compared to 1989 primarily resulted from the
inclusion of $45 million after tax related to ARCO's recognition of income from dividends received during 1990 in excess of
its equity investment in Lyondell.

Orther revenues were $385 million in 1991 compared to $443 million in 1990 and $199 million in 1989. The 1991 revenues
included nert foreign currency transaction gains, versus Josses in 1990. The 1990 revenues included the SONAT sertlement
and the gain from the Norwegian oil and gas assets sale.

exPENSES  Costs and other operating expenses were $10.5 billion in 1991, $10.8 billion in 1990 and $9.0 billion in 1989.
Operating expenses in 1991 included higher crude oil trading volumes, which were partially offset by lower crude oil
feedstock prices, and higher operating costs associated with oil and gas properties purchased in Californiz and increased
production in the United Kingdom. In addidon, 1991 operating expenses included higher purchased volumes of finished
refined products and chemical feedstocks, In 1990, howeves, operating expenses were higher than in 1991 because they
included charges for tax and royalty settlements and higher charges for future environmental remediation. The increase in
operating expenses in 1990 compared to 1989 primarily resuited from higher crude oil and refined product costs and higher
operating and exploradon expenses.

Seiling, general and administrative expenses were $1,784 million in 1991, $1,652 million in 1990 and §1,476 million in 1989.
Increased expenses in 1991 resulted primarily from higher insurance costs. The increase in 1990 selling and administrative
expenses compared to 1989 resulted from higher remil marketing costs associated with ARCO Products Company's 2ddi-
tionzl am/pm? stores and with its Brazilian operations, higher advertising costs associated with ARCO’s emission control
gasolines, EC-1% and EC-Premium®, and higher delivery chasges associated with

ARCO Coal Company’s operations. In addition, ARCO Chemical incurred higher EARNINGS PER SHARE
administrative costs, including costs associated with personnel additions and additional dorans
support facilities, refated to.its continued program of worldwide growth.

Taxes other than excise and income taxes were $1,131 million in 1991, $1,303 million in

1990 and 8943 miilion in 1989. The decrease in 1991 taxes primarily resulted from

lower production taxes related to lower crude oi! prices and a decrease in Brazilian

value-added taxes related to lower products prices. The increase in 1990 taxes primarily

resulsed from an increase in Brazilian valne-added taxes and Alaskan production taxes

associated with higher crude ol prices in 1990.

E xcise taxes were $1,120 million in 1991, $800 million in 1990 and $670 million in 1989. 12

The increases in 1991 and 1990 compared to 1989 primarily resulted from increases in ; )
federal and state excise tax rates in 1991 znd 1990 and the full-year effecr in 1991 of . I

87 85789 90 91

increased rates jn 1990.

RESULTS OF SEGMENT OPERATIONS

OIL AND GAS  ARCO's worldwide oil and gas exploration and production operations —_—

earned $549 million sfter tax in 1991, This amount included approximately $170 mil-

lion after tax in net charges related to personne! reductions and the anticipared loss —_

on divestiture of propertics in the Lower 48, partially offset by a benefiv associated with

the reduction in U.K. corporation tax rates. The effect of lower crude oil prices, lower L.
' PNYC 00013139
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MANAGEMENT'S DiSCUSSION
bl ol Rad

natural gas prices and volumes, and higher operating costs, paraally offser by higher crude oil sales volumes, resulted in the
lower earnings for 1991,
ARCO’s il 2nd gas exploration and production operations earned $1,36+ million afer tax in 1990, versus $887 million after
taxin 1989, The effect of higher crude oil prices, partially offset by higher operating costs, increased exploration expenses
and lower producton volumes, was responsible for the improved performance. The 1990 earnings slso included afer-tax
gains of approxiracely $183 mitlion as 2 result of the SONAT sertlernent and the sale of ARCO's Norwegian assets. The 1989
results included $43 million of aftet-tax gains as a result of sentlements of natural gas contract disputes.
Fluctuating crude oil prices have had 2 significant impact on carnings over the past three vears. The Company's domestic
composite average price for crude oil was $12.93 per barvel in 1991, $16.56 per barrel in 1990 and $13.13 per barrel in 1989,
Average domestic natural gas prices wete $1.54 per thousand cubic feet in 1991, $1.66 per thousand cubic feet in 1990 and
$1.67 per thousand cubic feet in 1989.
The Company’s worldwide perroleum liquids production 2veraged 744,200 barrels per day in 1991, 705,300 barrels per day
in 1990 and 730,100 barrels per day in 1989. ARCO's share of production from its largest Alaskan field, Prudhoe Bay, was
281,700 barrels of petroleum liquids per day in 1991, compared to 276,800 barrels per day in 1990 and 294,300 barrels per
day in 1989, The worldwide production volumes were higher than in the previous year as 2 result of leases acquired in the
Midway-Sunset field of California in early 1991 and the impact of the expanded gas handling svstem (GHX-1y installed in late
1990 at Prudhoe Bay on Alaska's North Siope, which was designed to increase production, The decrease in worldwide pro-
duction in 1990 primarily resulted from the following factors: reduced Alaskan production as a result of scheduled field
downtime for installation of GHX-1, pipeline maintenance, a Kuparuk River field production payback of 9,000 bactels per
day that commenced on July 1, 1990 and natural field decline in Alaska,
The Company’s share of petroieum liquids production from the Kuparuk River field increased to 140,300 barrels per day in
1991 from 138,400 barrels per day in 1990 and 147,100 barrels per day in 1989. The decrease in 1990 primarily resulted
from the six-month effect of the above-mentioned payback of 9,000 barreis per day. The 24-month payback is the result of 2
final equity rederermination in 1990 among ARCO Alaska and the other working interest owners of the field.
L ower 48 perroleum liquids production was 227,900 barrels per day in 1991, 204,500 barrels per day in 1990 and 200.600
barrels per day in 1989. The increase in 1991 was primarily attributable to the additional leases in the Midway-Sunset field.
Foreign petroleum liquids production averaged 75,700 barrels per day in 1991, 67,100
barrels per day in 1990 and 70,100 barrels per day in 1989. ARCO's international
operations in 1991 reflected increased production from the startup of the BZZ field in

CRUDE DIL Indonesia and increased production onshore in the United Kingdom, The decrease in
“"s"‘f:s D::f:; e foreign production in 1990 was atrributable to Indonesian production, which was the
Soruansi Baman result of natural field decline and a reduction in the number of barrels required 1o pro-

vide for cost recovery under the Indonesian production sharing 2greement.
Domestic natural gas production totzled 1.399 billion cubic feer per day in 1991,

87 88 89 90 91 1,554 billion cubic feet per day in 1990 and 1.529 billion cubic feet per day in 1989.

A The reduced production level in 1991 reflected primarily narural field decline in the

Lower 48, '
COAL . After-tax earnings from the Company’s coal operations were $33 million in
1991, $91 million in 1990 and $92 million in 1989. Included in the 1991 earnings were
approximately $50 million in ner after-tax charges primarily associated with 3 write-
down of the Coal Resources of Queensland (CRQ) mine in Australia, pardally offser by

_ : gains from the sale of Venezuclan and other assets. As 2 result of CRQ's difficulties in
ELE Y ‘ meeting its production objectives, ARCO Coal has been considering various options.
r0 l including the use of alternative mining methods and mining plans and/or 2 reduction in
Q - .

its ownership interest, Total worldwide coal shipments in 1991 were 41.6 million tons
compared to 38.3 million tons in 1990 and 39.4 million tons in 1989.

REFINING AND MARKETING  After-tax earnings for refining and marketing oper- -

atons were $266 million in 1991, $439 million in 1990 and $291 million in 1989. -
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Earnings were lower in 1991 because of lower refinifig margins resuiting from higher industry production levels on the
\West Coast and weak consumer demand. The 1991 earnings also included approximately S10 million of net after-tax charges
for Pemnnel reductions, for furure environmental remediation, primarily associated with previously divested properties,
and for cerwin legal exposures, partially offset by benefits associated with accounting and rax adjustments relared o
Brazilian operations,

I he increased earnings in 1990 resuleed from higher refined product margins, partially offset by the effects of higher erude
oil prices. West Coast petroleum products sales rotaled 466,400 barrels per day in 1991, 444,000 barrels per day in 1990 and
435,500 barrels per day in 1989. The progressive increase in sales volumes from 1989 resulted in increased matket share for
the Company’s refining and marketing operations. The refining and marketing operations met part of this increased sales
demand by reselling products not refined by the Company.

TRANSPORTATION  After-tax carnings for the transportation operations were $212 million in 1991, $274 million in 1990
and $266 million in 1989, The 1991 earnings were lower as 2 result of lower Trans Alaska Pipeline System (TAPS) revenues,
25 determined by the TAPS Semlement Methodology Agreement, and reduced volumes an the Midcontinent system. The
1991 earnings also included after-tax charges of approximatety $30 million for personnel reduction costs and for settlement
of Kuparuk Pipeline tariff rave litigation. The increase in 1990 compared to 1989 was the result of a higher TAPS uriff rate,
partally offset by lower TAPS volumes associated with the decline in production from Prudhoe Bay and higher pipeline
mainrenance expenses. The 1990 ariff included 2 makeup for costs resulting from volume losses and higher costs in 1989,
both associated with the EXXON VALDEZ spill.

INTERMEDIATE CHEMICALS AND SPECIALTY PRODUCTS  After-tax earnings for the Company's intermediate
chemicals and speciaity products segment were $192 million in 1991, $271 million in 1990 and $336 million in 1989. The -
segment consists of ARCO Chemical, an 83.4 percent owned subsidiary of the Company, Sales volumes were higher in al)
major product lines in 1991 compared to 1990 when the Channelview, Texas, plant was shat down after an accident; however,
margins were generally lower as 2 result of the weak worldwide economy. ARCO Chemical’s reported 1991 results included
28133 million pretax benefit from business interruption insurance related to the July 1990 Channelview claim, which is now
finalized, and to feedstock contamination in the fourth quarter of 1990 at its Bayport, Texas, plant. Also included in r.he
1991 resuits were prerax charges totaling $38 million, reflect { reductions and future envir § di
costs, partially offset by a pretax benefit of $18 million refated to a change in estimated accident charges.

ARCOQ Chemical'’s carnings in 1990 included a pretax acerual totaling $120 million for

business interruption insurance related to the Channelview accident. In 1990, an

increase in propylene oxide and methyl terdary butyl ether margins was more than NATUAAL GAS

" offset by 2 decrease in styrene margins and volumes and higher administrative and A"s?f:s ’::“:t’ 1
interest expenses. The 1990 ARCO Chemical resules also reflected pretax charges of Dosiarss Iwovssns Conic Seer
approximately $90 million for tosts related to the Channelview accident and $24 mil-
lion for future envir | remediati

LYONDELL PETROCHEMICAL COMPANY  ARCOQ’ 49.9 percent equity share of
Lyondell's net income was $111 million for 1991, §223 million for 1990 and $214 wmillion
for 1989. Lyondell's 1991 earnings were lower asa result of lower ethylene margins,
which were partially offset by higher methano) margins. In 1990, higher refining profits

87 58 89 90 92

were more than offset by lower olefins margins resulting from higher raw material costs. s
"The 1990 results include $45 million after tax relating to ARCO’s recognition of income B :
from dividends received in excess of its equity invesunent in Lyondell. 18
UNALLOCATED EXPENSES AND OTRER  Unallocated expenses and other after tax
toraled $60 miltion in 1991, $410 miltion in 1990 and $250 million in 1989, The 1991 Lo
results included 2frer-tax charges of $34 million for future environmental remediation, e
In addition, 1991 results reflected higher insusance costs compared to 1990. The 1990
results included approximately $250 million after tax for provisions for taxes and o
royalties, 2 $110 million after-tax charge for furure environmental remediation primar-
.ily associated with operations previously discontinued and a $30 million after-tax LN
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MANAGEMENT'S DiscuUSsION

charge for the early redemption of rwo debr issues. In addition, 1990 results included lower net investment income.
The 1989 results included 2 $120 million after-tax charge for Rsture environmental remediation and 2 825 million after-tax
charge for the writedown of abatable preferred stock. In addition, 1989 results included higher net investment income and
lower insurance expenses, partially offset by provisions for the anticipated loss associated with the sale of ARCO Solar, Ing.,
which was complered in 1950

FINANCIVL POSITION AND LIQUIDITY  Cash flows from operating activities were $2,984 million in 1991, $3,509 mjl.
Yion in 1990 and $3,729 million in 1989. The net cash used in investing activities was $2,691 million in 1991 and primarily
included expenditures for additions to fixed assets {including dry-hole costs) of $3,239 million. and a net decrease in short-
term investments of $608 million. The net cash used in financing activities was $112 million in 1991 and primarily included
repayments of long-term debt of $957 million, proceeds of $1.07¢ million from the issuance of long-term debt, dividend
pavments of $872 million and treasury stock purchases by ARCO of $204 million. )
Cash and cash equivalents and short-rerm investments sotaled $2,549 million at year-end 1991. Shors-term borsowings
were §1,807 million at year-end 1991. The Company's working capital decreased by $1,663 million, primarily asa rcsx;ir ofa
drawdown in short-term investments and an increase in notes payable outstanding. During 1991, short-term interest rates
declined more sharply than long-term interest rates, making shorter term debt mare attractive to the Company than tonger
term debt. ]

T he Company has a capital spending program that includes $2.4 billion for additions to fixed assexs in 1992, Furure capital
expenditures remain subject to business conditions affecting the industry, particularly changes in price and demand for
crude oil, nawural gas and petroleum products. Changes in the tax taws, the imposition of and changes in federal and state
clean air and clean fuel requirements, and other changes in envirc | ruies 2nd regulations may also affect future capi-
wl expenditures. ’

Itis expected chat furure cash requir for capital expendicures, dividends, debr repayments and any treasury stock
purchases will come from cash generated from aperating activicies, furure bosrowings and existing cash balances.

In January 1989, the Company’s Board of Directors authorized 2 common stock buy-back program. Under the program,
the Company repurchased for its treasury approximately 1.7 million shares for $204 million in 1951

1In April and May 1991, the Company issued $300 mitlion and $150 million of 9 percent debentures due in 2021 and 2031,
respectively. In August 1991, the Company issued $350 million of 9% percent debentures due 2031, and in Septemnber 1991,

4

the Comp pleted the § and sale of $200 million of medium-term notes

due in nine months to 30 years from dare of issue. These debt securities were issued
CASH PADYIDED pursuant to 2 shelf registration statement on Form S-3 (Registration No. 33-39277)
BY DPERATIONS filed with the Securities and Exchange Commission in March 1991 under which the

H1iisoNs OF DoLLANT

Company registered the issuance of up to 81 billion of debt securities.

In January 1992, the Company filed a $1 billion shelf registration statement on Form

S-3 (Registration No. 33-44925) with the Securities and Exchange Commission. On
87 88 89 90 91 February 3, 1992, the Company issued $250 miilion of 8% percent debentures due 2022.

A In February 1992, the Company also began the issuance and sale of up to $250 million of

medium-rerm notes due in nine months to 30 years from date of issue.
ENVIRONMENTAL MATTERS  The Company is subject to federal, state and Jocal
environmental 1aws and regulations which require the Company to remove or mitigate
the effect on the environment of the disposal or release of certain chemical and petro-

so00 ' : leum substances at various sites. The Company is currently participating in environ-
. menta} assessments and cleanups at numerous sices under these laws, and may in the ]
- I furure beinvolved in additional envi I andcleanups The Company

4000 o

we continues to estimate the amount of these costs in periodically estblishing reserves
based on progress made in determining the magnirude of remediarion costs, the timing
and exrent of remedial actions required by the applicable governmental authorities and
the amount of the Company’s liability in proportion to the other responsible parties. As
the scope of the Company's obligations becomes more clearly defined, there may be

1000

-

e PNYC 0001314, L




changes in these estimated costs, which might result in future charges against the Company's earnings.

T he Company”'s reserve covers federal Superfund and comparable state sites as well as other clean-up sites, including ser-
vice stations. refineries, terminals, chemical facilities, third-parry landfills, former nuclear processing facilities and sites
associated with discontinued operations. The Company accrues for all its estimated liabilities associated with environmen-
el remediation. including sites as to which no claims have been asserted. During 1991, the Company cﬁarged to income
143 million Yor environmental remediation costs and made related payments of $156 million for 3 net reduction in the envi-
ronmental reserve of S8 million. At December 34, 1994, such reserve wtaled $729 million. Approximately half of the
reserve was related to sites associated with the Company's discontinued operations. Another significant component is
related to currently and formerly owned chemical, nuclear processing, and refining and marketing facilities. The remainder
refared to other sites with reserves ranging from 31 million to S10 million per site. No one site represents mose than 15
percent of the total reserve. Substantially all amounts acerued in the reserve are expected to be paid out over the next five to
$IX years.

STATFMENTS OF FINANCIAL ACCOUNTING STANDARDS NOT YET ADOPTED  In December 1990, the Financial
Accounting Standards Board (FASB) issued Statement of Financial Accounting Standards (SFAS) No. 106, “Employers’
Accounting for Postreticement Benefits Other Than Pensions,” effective for fiscal years beginning after December 15,
1992. The standard requires companies to accrue the acnuarially determined costs of postretirement benehits during the
vears that the employee renders the necessary service. The Company currently recognizes an expense when an obligaton is
paid. The Company has not vet determined whether it will adopt che ew standard in 1992 or 1993.

The new standard allows an employer to record the unrecognized accumulated postretirernent benefit liability {transition
obligation) irmediately in the year of adoption as the effect of an accounting change. Alternatively, an employer can choose
1o record the transition obligation prospectively over the average remaining service life of active participants. If that
period is less than 20 years, the Company may elect to use a 20-yesr period. If the Company uses the prospective basis for
tecognition of the transition obligation, then the unrecognized amount must be disclosed.

The Company has not yet determined in which manner it will choose to recognize its mransition obligation, which is esti-
mated to be approximately $600 million before tax, based on current data and assumpsions, The Company does not
anticipate that a&opu‘on of the new standard will have 2 material adverse effect on its consolidated financiat position ar
resuits of aperations.

During the first quarter of 1992, the FASB issued SFAS No. 109 “Accounting for

income Taxes.” effective for fiscal years beginning after December 15, 1992. SFAS No.

109 will increase the ability to record deferred rax assets because anticipared future Casw DIVIDENDS
income will now be considered when ing reali bility. The dard may aiso PER COMMOR SHARE

. DoLians
impact deferred raxes related to previous acquisitions of some companies. SFAS No. 109

- is not expected to have an adverse impact on ARCO's financial statements.
EFFECTS OF INFLATION  While the annusi rate of inflation remained moderate
during the three-year period ended December 31, 1991, the Company continued to
experience ceruin infationary effects. The Company will achieve some benefits by
using current, inflated dollars to satisfy irs debe obligations and other monetary lia-
hilities, because the Company’s monetary assets are less than its monerary liabilities at
December 31, 1991 .
Based on the age of the Company'’s property, plant and equipment, it is estimated that
the replacement cost of those assets is greater than the historical cost reflected in the -

87 88 83 90 91

Y

C v's financial Accordingly, the Company’s depr n, depi . {
and amortization expense for the three years ended December 31, 1991, would be \

greater if the expense were stated on a current-cost basis. _—

T o the extent that the Company uses che iast-in, first-out (LIFO) inventory accounting 2

method, the replacement cost of inventory is greater than the historicat cost reflected
on the Company’s balance sheet, while the costs of products sold reflected in the Com-
“pany’s income Statérnent approximate CurTent cost. S
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CONSOLIDATED STATEMENT OF INCOME A 3

AND RETAINED EARNINGS

Mitlions of dollars, exerpt per share smounts

REVENUFS

Sales and other operating revenues (including excise taxes)
Income from equity investments

Interest

Other revenues

EXPENSES

Costs and other operating expenses

Selling, general and administrative expenses
Taxes other than excise and income taxes
Excise taxes

Depreciation, depletion and amortization
Ingerest

Unusual items

Income before gain on subsidiary stock transaction
Gain on subsidiary stock transaction

Income before income taxes, minoriry interest and cumulative
effect of change in accounting principle

Provision for raxes on income

Minority interest in eamings of subsidiaries

Income before curnulative effect of change in ing principle
Cumulative effect of change in accounting for income taxes

Net Income

EARNED PER SHARE
Before cumulative effect of change in accounting principle
Curnulative effect of change in accounting for income taxes

Nec Income per Share

RETAINED EARNINGS
Balance, January 1
Netincome
Cash dividends:

Preference stocks

Common stock
Cancellation of treasury stock

Balance, December 31

Str Notes ex pages 33 through 53,

s 3
For 1be ysav ended Decomber 31,
1991 1990 1989
$18,157 518,808 $16,021
s 277 240
261 . 368 355
385 443 199 .
18,922 © 19,896  1681S
i : :
+ 10,525 ; 10,763 © 8975
1,784 § 1652 1,476
L3t 1303 943,
L1200 800. 670,
1,807 | 17231 1,748
892 8s5: 79!
503 | — -
17.762! 17,076 | 14,611 .
. |
1,160 28201 2.204:
-1 —! es7:
1,160 | 28200 3161 -
20 10761 1142
;. sel e
709 | 1,688 1953 !
~ -
S 709 {$ 2011 |$ 1953
L F
$ 43951020 51126
—_ 1.95 | -
$ 43915121518 1126 ;
! i
] :
$ 6837 1S 5,636 18 7,562 |
7090 2011 1953 |
| ]
@) @) Ay
(869)) (@ON| (56)]

9| —! ouy

$ 5990 |5 6837 8 5,636 |
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CONSOLIDATED BALANCE SHEET

Miltions of dollars

\SSETS
Current assets:
Cash and cash equivalents
Short-term investments
Accounts receivable
Inventories
Prepaid expenses and other current assets

Total current assets

Investments and long-term receivables:
Investments accounted for on the equity method
Other investments and long-term receivables

Fixed assets:

Property, plant and equipment
Less accumulated depreciation, depletion and amortization

Defetred charges and other assets
Total Assets

LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilizies: )

Notes payable

Accounts payable

Taxes pavable, including excise raxes

Long-term debt due within one year

Accrued interest

Other

Toul current Liabilides

Long-term debe
Deferred income taxes
Other deferred liabilities and credits
Minority interest
Stockhoiders’ equity:
Preference stocks
Common stock, $2.50 par value;
shares issued 160,743,361 (1991), 167,679,563 {1990);
shares outstanding 157,627,284 (1991), 158,912,873 (1990)
Capiral in excess of par value of stock
Retzined earnings
Treasury stock, at cost
Foreign currency translation

Toual stockholders’ equity -
Total Liabilities and Stockholders’ Equity

TbeCmplq;/'llaw:k sful efforts dof g for eil and gas produco

Ser Nores om pages 43 virough §3.

PNYC 00013145
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December 31,

—_—
1991 1990

5 1,228 S 1,102
1,321 1.929

1,680 1,963
861 760
248 294

5,338 6,048

428 291
126 66
552 357

32273 30,164
14,721 * 13,764

17,552 ° 16,400
1,050 © 1,059

$24,492 ' $23.364

$1807 § 932
L2211 1,39
329 529
644 502
24 133
998 ; - 670
213 | 4,260
5,989 . 5997
32241 3440
2912, 2,709
322 309
1 1
402 - a9
688 T30
599 | 6837
G25):  (890)
7% . W

6832 7149
$24,492 523,864

i




——————e
CONSOLIDATED STATEMENT
oF CasH FLOws

Myllions of dollars

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income
Adjusements to reconcile net ingome 10 ner cash
provided by operating activities:
Depreciation. daplerion and amortization
Gain on subsidiary stock tr ion
Income from equity investments
Dividends from equity investments
Noncash provisions greater {less) than cash payments
Netchange in deferred taxes
Dry-hole expense
Net change in accounts receivable, inventories
and accounts pavable
Net change in ather working capita) accounts
Other

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Additions to fixed assets (including dry-hole costs)
Net cash provided by (used in} shori-term investments
Proceeds from assetsales
Net proceeds from subsidiary stock transaction
Investments and long-term receivables
Orher

Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES:
‘Repayments of long-term debt
Proceeds from issuance of long-term debt
Net cash provided by notes payable
Dividends paid
Treasury stock purchases
Other
Net cash used in financing activides
Effect of exchange rate changes on cash
Nerincrease (decrease) in cash and cash equivalents
Cash 2nd cash equivalents at beginning of year
Cash and cash equivalents at end of year

See Notes on pages 43 rbrongh 53.

.2

A 2 4 )
For the year ended December 31,
1991 1999 1949

$ 709 52011 § 1953

1,807 1,723 1,748

- - (634)
awn 277 240y
112 192 83

490 (37 50
(216). 33 (363)
218 299 163

9 219 380
b3 2 57
3 (58) 1

2,984 3,509 3729

(3,239 (2.718) (2,105)
608 (93) 814)
117 338 (49

P— -_— W24l
(205) (13 10
28 {7%) 344

(2,691): (2,560): (1.863)

957).  (8L0)"  (486)
1,079 1062 359
873 277 85
872 (810)  (760)
204).  (709).  (310)-
on. 03 29

12y (1018) (1,541
(55)! @ 29
12e:  n 29
1102 ; 1,173 876
51,228 °§ 1,102 $ 1173,
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NOTES TO CONSOLIDATED
e

TimANCIAL STATEMENTS
FirT

s.'OTE 1 ST OLNTING PORLITY

;\RCO'S accounting policies conform to generally
sccepted accounting principles, including the " successful
oiforts” method of sccounting for oil and gas producing
Jetivisies,

princples of Consolidarion

The consolidated tinancial statements include the
aceounts of all subsidiaries. ventyres and partnerships

in which s controlling interest is held. The Company also
consofidates ics interests in undivided ineerest pipeline
companies and in oil and gas and coa) mining joint ven-
rwres. The Company uses the equity method of accounting
for companies where its ownership is between 20 and 50
percent and for other ventures and partnerships in which
less than a controlling interest is heid.

Cash Equrcalents: Short-Tormt Invesoments

Cash equivalents consist of highly liquid investments,
such as time deposits, certificates of deposit and market-
able securities other than equity securities, maruring
within three months of purchase. Short-term investments
consist of similar investments maturing in more than
three months of purchase. Cash equivalents and short-
term investments are stated at cost, which approximates
market value.

Oil and Gas Unproved Property Costs

Unproved properry costs are capitalized and amortized
on a composite basis, considering past success experience
and average property life. In general, costs of properties
surrendered or otherwise disposed of are charged to accu-
mulated amortization. Costs of successful properties are
wransferred to developed properties.

Dismantiement. Restoration and Reclamation Costs

T he estimated costs, net of satvage value, of dismanding
facilities or projetes with limited lives or facilities that are
required to be dismandded by contract, regulation or law,
and the estimated cost of restoration and reclamation of
tand associated with such projects and land associated
with mining operations ate accrued during operations
and classified as a long-term liability. Such costs are taken

into yccount in determining the cost of production in ail
operations, except oil and gas production, in which case
such costs are considered in determining depreciation,
depletion and amortization. ’
Fived Assets

Fixed assets are recorded at cost and are written 6ff on
either a unic-of-production method or a straight-line
method based on the expected lives of individual assets or
groups of assers.

Disposal of Fixed Assers

€ pon disposal of assz1s depreciated on an individual
basis, residual cost less salvage is included in current
income. LU'pon disposal of assets depreciated on 2 group
basis, unless unusual in narure or amount, residual cost
less salvage is charged against accumulated depreciation.
Minoriry Interest

M inority interest represents the minornity stockholders
proportionate share of the equity and the income or loss
of certain consolidated subsidiaries, primarily ARCO
Chemical Company (ACC). At December 31, 1991, ARCO
owned approximately 83.4 percent of the outstanding
shares of ACC.

Reclassifications

Certain previously reported have been r d
to conform to classifications adopred in 1991

NOTE 2 UNUSUAL ITEMS

En the third quarter of 1991, the Company announced i
reorganization of its oil and gas operations in the Lower 48

states and a company wide work force reduction. The
Company provided as unusual items an estimated $177
million, net of tax benefits of $111 million, for the cost of
these programs. The Company 2lso provided as unusual
jtems approximately $135 million, net of tax benefits of
$80 million, for the anticipated loss on the sale of
certain Lower 48 oil and gas properties and the write-
down of certain coal assets.

PNYC 00013147
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 3

YHELGMENT INFORMWATION

T he Company operates primarily in the Resources and
Progducts segments. The Resources segment includes the

Company’s oil 3nd gas operations, which comprise the

exploration, development and production of petroleum,

including petroleum liquids (crude oil, condensate and

natural gas liquids) and natural gas; the purchase and sale

of petrofeurn liquids and natural gas: and the mining and
sale of coal. The Products segment includes the refining
and transportation of petroleum 2nd perroleum products;
the marketing of petrofeum products; and the manufac-

b ‘al

ture and sale of inter

and iafty

¥

products, including propylene oxide, tertiary butyl

alcohol. methyl rerdary buty! ether and styrene monomer.
Segment information for the vears 1991, 1990 and 1989

was as follows:

Muthons of doitars

SALES AND OTHER
OPERATING REVESUES
Resources:

Oil and gas

Coal

Products:
Refining and marketing
Transportation
Intermediate chemicals and

specialty products

Other

Elimination of intersegntent
amounts

Toual

1991 1990 1989 -

$ 8.859 $ 9425 § 8,138
s63. sS4 519
7980 8649 6,789
849~ 946 862

2990 . 2,950 0 2.663

30 33 55

'

G123 3736 (3,008 |

518,157 $18,908 - $16.021 !

Intersegment sales were made at prices approximating
current market values. The amounts for intersegment

sales included in sales and other operading revenues were

as follows:

Miihons of dollars

Resources:
Oil and gas

Products:
Refining and marketing
Transporiation
Intermediaze chemicals and

speciaity produces
Othes

Toral

Mullions of dotiors

PRETAX SEGMENT FARNINGS

Resoyrces:
Qiland gas
Coal
Products:
Refining and marketuing
Teansportation
Intermediate chemicals and
specualy products
Equity earmings from Lyondell
Petrochemical Company
Gan on subsidiasy stock
ttansaction
Unallocated expenses and other
Interest
Income taxes
Minority interast
Cumuiantive effectof change in
accounting principle

Netincome

AFTER-TAX SEGMENT
EARNINGS
Resources:
Oil and gas
Coa)
Products:
Refining and marketing
Transporution
Intermediate chemicats and
speciaity produces™
Equity earnings from Lyondell
Petrochemicat Company
Gain on subsidiary stock
transacrion
Unsllocated expenses and other
Interest
Cumulstive effect of change in
accounting principle
Ner income

1991 1990
——— e
S Bel 547

2 130

394 806

i 4316

377 497

i 250

129} (601)

1892) 1833)

420 1.076)

(31 563

- 33
$ 709 5ol

$ 349 S 1364
33 91

266 439
m 274

192 L3

14 p333
{60)- 1410
(594 (S64)
—_— 323

$ 709 S0

o
—\_L

$ Lags
31

84
4

98

R
(R3]

834
230y
(517)

$ 1333

——— p—
() Nt ef minersty sutervst of $(31). $(513, swd $1667 m 1991, 1990 and 1989, respesrrseis

Miltions of datlers

TOTAL ASSETS
Resources:
Oi} and gas
Cosl
Products:
Ref

g ond marketing

1991 | 1950 0 1989 '

: i
$ 2,6% - 33,311 15 2632

IR TR T

M6 300 w2
oty i 18]
235 36° 2

$ 3420 53,736 13 3,005 .

Intermediace chemicals and
specialry producn.
Orher

Total

DEPRECIATION, DEPLETION
AND AMORTIZATION
Resources:
Qitand gas
Cosl
Products:
Refining and markesing
Transportacion
{ncermediate chemicals snd
specialey products
er

Tota] -
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799 1990 1949
$11,50% i SIL.146  $10.820
1,095 . 929 837
2732 2503 %3
222 162 %0
3,676 ATV 1855
3,287° 3385 5584
$24,492 - 523,864 S$22.261
$ 13161 S L2147 S 1311
44 43 3+

161 14+ 132

9 108 107
164: 155 128

26 . 26 2

$ 1,807 S 1.°73 S 1.°48
——— — —
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Mlhons of dollers 1991 1990 1949
DDITIONS TO FIXED \45LTS
Resources:

Odand gas $ 189 $ t.560 § 1309
Coal 3os 109 148
Productss

Refimng and marketing 448 370 314
Transportation 124 103 43
intermediate chemicals and

specraley products 435 530 262
Other 37 37 19
Total $ 3239 $ 2718 5 2108

F oreign operations are conducted principally in the
following geographic regions: Oil and gas — United
Kingdom, Netherlands, Indonesia and Dubai; Coal —
Australia; Refining and marketing — Brazil (marketing
only); Intermediate chemicals and specialty products —

Europe and Asia Pacific.

Miftions of dollsrs

FOREIGN OPERATIONS
Saies and other operating
Tevenuey:
Oiland gas
Coal
Refining and markecing
Intermediate chemicsls and
speciajty products
Other
Elimination of meersegment
amounts — oif and gas

Totat

Netincome (loss):
Qil and gas
Coal
Refining and marketing
Intermediate chemicals and

specialty producyie

Other
Total

Total assees:
_Oiland gas
Coal
Refining and marketing
Intermediate chemicals and
specialty products
Qther

Toual

1991 1990 1989

$ 980 S 719§

577

203 288 156 .

17510 2052 1427 ;
L1720 L146.  920

2, 6, 28§

an o). _ @re
$ 4208 S 3978, 2952

e ——— | wh——

s 79.5 76,5 (B!

sy 34 340
57 29 . 7.

' : :
22 148 ¢ 99 !

o ___ ey 5
$ 1418 28 119
———— : ——— , —
1 i
$ 24665 2,205 'S 1,902
693 5891 519
oS 2l 24
i

F
5,731 1662 - 184
70! 1 167

$5505 18 3,99 ;5 3,986 :
S nl

10} Inclndes carnings tloxses) of eqmery affiliares, proncipaily Aviam porne vimrures, of ($22)

873, and 313. 1 1991, 1990 end 1989, respectionin,

NOTE 4 (INVENTORIES

Inventories are recorded when purchased, produced or
manufactured and are stated at the lower of coss or
market. In 1991, 2pproximately 65 percent of inventories
excluding materials and supplies were derermined by the
last-in, first-out (LIFO) method. Materials and supplies
and other non-LIFO inventories are determined predomi-
nantly on an average cost basis.

Total inventories at December 31, 1991 and 1990 com-
prised the following categaries:

Mithowr of doltars 1991 1999
Crude oil and peeroieum produces $209 $183
Chemical products 131 259
Other products 33 47
Materials and supplies 88 - 0
Total $861°  §T60

—— —

T he excess of the current cost of inventories over book
value was approximately $304 million at December 31,
1991,

NOTE S  FIXED ASSETS .

Property, plant and equipment, and related accumulated
depreciation, depletion and amortization at December
31,1951 and 1990 were as follows:

Millionr of doiiarr 1991 1990
Resources:
Qil and gas $21.034 520,177
Caoal 1,429 - 876
Products: .
Refining and msrketing 3320 19t5
Transportation 3.479 3,398
Intermediawe chemicais and :
specialty products 2,968 ° 167
Other 343 331
32,273 30164
“30d amortization " 19921 - 13764
Toual $17.552  $§16.400
Exp for mai and repairs for 1991, 1990 and

1989 were $523 million, $519 million and $518 million,
respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS .

NOTE & TAXES

T axes other than excise and income taxes for the years
ended December 31, 1991, 1990 and 1989 comprised the

stanutory rate for the years ended December 31, 199],
1990 and 1989 were as follows:

———

following: Pereeas
£ R of Pretay
Mitieons of dolfurs Amouns Ingome
Mattyons ut nitars 1991 1990 toRy 1991 "
Property § 206 S Q2 817 Income befare income raxes:
Productinn/severance 306 459 195 Domestic $ 900 776
Value added 250 208 130 Foreign 260 224
Other 269 * 136 241 Teral $1.160 10_03
—
Total SLI3L S1303  §943 Taxst33% rarrvil vy~
!ncre;se ireduction} in taxes resuleing ftom:
The components of the provision for taxes on income for Dividend exclusion 6o (2.6
Taxes on foreign income in excess of
the years ended December 31, 1991, 1990 and 1989 were as statutory rate s4 39
) Stare mcome taxes (net of federal effect) 42 3.6
follgws. Other @) (3.5
Provision for taxes an income $ 20 m
Msthvons of doitars 1981 1990 1989 . —
1990
Federal: Income before income taxes:
Current $35% Domestic $2.260 30.1
Deferred {66): Foreign 360 19.9
289 Toral 320 1000
Foreign: ’ Taxat 34% S 939 -3-’.
. 4.0
Currene / 104 20: S ‘g : Increase (reduction) in taxes resulting from:
Deferre L A Dividend exclusion G (LD
&8 . 200 130 Taxes on foreign income in excess of
Seate: - Statutory rate 92 3.3
Current 96 - e 183 g:’:: :Mome taxet (net of federal effeey) ; ; I.g
Deferred (131 39 ¢ (39} _
L ——— —— N : - 3
6. 5 ! 144 Provision for caxes on income $1.076 .!‘s_;
Total provision for taxes on income $420 $1.076 : $1.142 ! 1989 .
— . ——— d—— Income before income raxes:
Total taxes paid in cash §776  § 732 51.267 ¢ Domestic $2.830 9.5
— ottt Foreign 331 10.5
T he sources of deferred income tax for the years ended Toul $3.061 1000
3 —
December 31, 1991, 1990 and 1989 were a5 follows: Toxatds% §1.075 . 340
Increase (reduction) in cazes resulting from:
y Y Subsidiary stock ion/dividend
Mutiions of datlers 1991 - 1990 19K i (83) t2.6}
' i . i Tazes on foreign income in txcess of
ng“!'. . $ 6. Ss3t! s 3s! statutory rate 63 2.0
epreciation { : H State income taxes {net of federal effect) o 30
Capitalized interest — 13 23 Other 8 3
Oil and gas lease amortization 15y 19 (9 —— P
Intangible dritling costs 41 11 tny: Provision for taxes on income $t,142 36.1
Reserve provisions (95)’ e (8! — —
Equity earnings/subsidisry | H : "
L rangurion 2i 24 ; (60) E ffective January 1, 1990, the Company adopted State.
Other 33 N M ment of Financial Accounting Standards No. 96,
6y 277 (2083t " ; o ;
Foreign a6y ] ", ‘Accounting for Income Taxes.” The cumulative ¢ffect
Seate {13) 391 (39 of this accounting change on yzars prior to 1990 was 3
Toul sah) sl oS ! $323 million reduction in the Company’s deferred tax
| — —
. . . liability as of December 31, 1989. The reduction resuited
T he domestic and foreign components of income before K )

income taxes, minarity interest and cumulative effect of
change in sccounting principle, and a reconciliation
of income tax expense with wx at the effecuve federal

in an increase in net income for 1990 of $323 million, or
$1.95 per share. The effect of the change on 199t and 1990
net income, excluding the cummulagve effect upon adop-
tion, was not material.
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NOTE 7 10NG.TFRM DEBT
Long-term debt at December 31. 1991 and 1990 com-
prised the following:

rihons ot dotlure ~ 1991 1vvit
$a%, Juesn Y97 $ 27 8 31
3%, due in JO00 82 8T
“ "0%.duein 2000 54 3
=%, Jue 1n 1003 132 139
10%%, due in 1995 500 500
10°4%, duein 20035 Soo 00
10%:%, due in 199§ 150 150
©2%, duein 1996 150 150 -
©1:%, duein 1993 250 250
A%, duein 1016 450 430
Qv%, duein 2011 300 300
94% , due m 1993 200 200
5.90%, due in 2007 26§ 265
7%, duc in 1991 —_ 37T

2ero-coupon notes, due in 1992:
$500 less unamorrized discount of

86, effective rate 13.04% 494 431
10%%, due in 2000 250 250
Third Series Medium-Term Notes 137 182
6%%, ducin 1996 102 102
9%.due in 2021 300 -
9%. duein 2031 150 -
9%, due in 2031 350 -
ARCO Tresop Notes 223 148
A Series Medium-Term Notes 200 -
ARCO Bricish Limired:

Tricentrol Debt 66 - 69
Euroboends, dut in 1999 - 290
Eurobonds, duc in 2000 - 45
ARCQO Chemical Company:
French bank Joans 142 163 ;
9.35%, duein 2019 123 123 .
Medium-Term Nates 6§ 80 .
9.9%, due in 2000 200 00 -
9.375%, due in 2005 ‘100 100
10.25%. duein 2010 100 100
4.8%, duein 2020 224 234
ACNL bank loans 175 ¢ 178 .
Capitahzed lease abligations 26 - 2t
Other 304 387 -
“Total, intiuding debt due within one year 6791 6,636 "
Less: ' . :
Debt due within ane year oAa i 502 ¢
Bonds held in sinking fund 158 | 137
Longeterm debt 55,989 1 $5907 .

Maturities and sinking fund obligations for the five years
subsequent to December 31, 1991 are 2s follows (millions
of dollars): 1992 — §64; 1993 — $541; 1994 — S101;
1995 — $789; 1996 — $337.

NOTE 8 BANK CREDIT FACILITIFS \ND
COMPENSATING BALANCES

¥n 1991, the Company and certain wholly owned sub-
sidiaries had commirted bark credit facilities of approwi-
mazely $5.2 billion. Included in this total is a credit facility
negotiated on behalf of a subsidiary that is denominated
in pounds stetling. At December 31, 1991, there were no
borrowings under these committed facilities.

ACC maintains jts own credit facility of $500 million
which is not guaranteed by ARCO. At December 31, 1991,
there were no borrowings against the ACC credit facilin:
Notes payable on the balance sheet consist primarily of
commercial paper issued to a variety of financial invescors
and institutions and any amounts outstanding under
ARCO ot ACC credit facilities.

T he Company has no requirements for compensating
balances. The Company does maintain balances for some
of its banking services and products. Such balances are
solely at the Company’s discretion, so that on any given
date, none of the Company’s cash is restricted. :
NOTE 9 |INTEREST EXPENSE

Interest expense for the years ended December 31,1991,
1950 and 1989 was comprised of the following:

Millions of deldery 1991 1991 194y
Long-tertr: debt $684°  S6i6 $§58°
Short-term debt 92 18 -5
Orher 198 130 232
971" 13 894

Capiaalized interest {79 () (935
Total interest expense $892 $83§ 5599
Tosal interest paid in cash $912 802 $818
— — —
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NOTES TO CTONSOLIDATED FINANCIAL STATEMENTS

NOTE 10 OTHFER COMMITMENTS
ANMD CONEINGENCIFS

T he Company has commitments, including those related
to the acquisition, construction and development of
facilities, all made in the normal course of business.

At December 31,1991 and December 31. 1990, there were
contingent liabilities with respect to guarantees of secu-

" rities of othet issuers of approximately $382 million and
$470 million, respectively, of which approximately $42
million and $34 million, respectively, are indemnified.
Since June 1973, the Company and cerwin other petso~
leum companies have been named as defendants in 2
number of civil antitrust actions brought against them by
state agencies ot by private entities as class acrions which
allege violations of federal and state monopoly and
restraine of trade statutes. The various types of refief
sought in such acrions include injunctive relief and
damages. The Company is unable to predict the outcome
of these actons at this time, but believes that they can be
successfuily defended; however, adverse decisions in
certain such actions could have a significant effecton the
scope and narure of the Company’s operations. Final judi-
cial determination of these actions is expected to take 2
number of years.

Claims brought by private parties of alleged violatons of
pricing regulations previously in effect that were estab-
lished by the Department of Energy are pending i two
actions against the Company, one of which has been cers-
fied as a class action. These two matters, when resolved,
are not expected to have 2 material adverse cffect on the
consolidated financial position of the Company.

On March 24, 1989, an oi} tanker. the EXXON VALDEZ,
ran aground near Bligh Island, Alaska, after taking on
crude oil from the Valdez Marine Terminal operated by
Alyeska Pipeline Service Company {(Alyeska), of which
ARCO Transportstion Alaska, Inc. (ATAI) owns approx-
imately 21 percent. Roughly 240,000 barrels of crude oil
were discharged into the waters of Prince William Sound.
As a result, numerous 1 seeking comp y

Alyeska’s owner compsnies (including ATAJ), alleging,
among other things, that Alyeska responded inadequately
to the oil spill. On October 8, 1991, the Alaska federal
District Court approved an Agreement and Consent
Decree under which Exxen will pay $900 miltion over
the next ten years (with a possible additional $100 million
to be paid under 2 re-opener provision) in settlement of
all federal and state civil damage claims. In further consid-
eration of the Exxon payments under the Agreement
and Consent Decree, Alyeska and its owner companies
are released from federal and state natural resource civil
damage claims. The Company does not believe that
resolution of the remaining claims will have 2 material
adverse effect on its consolidated financial position.
There is pending against the Company 2 consalidated
class action lawsuit alleging certain misstatements and
in the prospectus relating to the sale to the
public by the Company in Jantvary 1989 of just over 50
percent of the common stock of Lyondell, the Company’s
then wholly owned subsidiary. The suit seeks to tecover
from the Company, Lyondell and others damages for
stockholders who purchased stock during the period from
January 18, 1989 through November 14, 1989. On July
17, 1991, the court entered an order dismissing the consol-
idated class action, and the plaintiffs have appealed. The
Company does not believe that resolution of these claims
will have 2 material adverse effect on its consolidated
financial position.
The Company and formes p 13 of lead pig
and lead paints have been named as defendants in cases
filed by the cides of New York, Philadelphia and New
Orleans and/or their respective housing authorities
secking damages and injuncrive relief a5 2 consequence of
the presence of lead-based paint in housing units owned
or operated by these plaintiffs and in privately owned
buildings located in New York and Philadelphia. The
Philadelphiz casc also purports w be 2 class action on
behalf of all cities in the United Seates with over 100,000

3

and punitive damages and injuncrions have been filed in
stare and federal court in Alaska by the Stare of Alaska, the
Uhited States and others against Exxon, Alyeska and

48

resi that are engaged in or contemplating a program
involving any aspect of lead paint and its alleged hazards.
The Company and former manufacrurers of fead pig-
ments and/or iead paints have also been named as
defendanss in 2 suit filed by four individuals and their
respective spouses; this suit also purports to be a class
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action on behalf of all current and retired residential,
commercial and industrial painters. and their spouses,
cesiding in Pennsylvania and New Jersey, who have been
occupationally exposed to lead pigment and/ot lead paint
products. in addition, the Company, former manufac-
turers of lead pigments and/or lead paiats, the City

and Housing Authority of Philadelphiz and the US.
Department of Housing and Urban Development (HUD)
have been named in a suit filed by four individuals on
behalf of themselves and their children; this suit also pue-
ports to be a class action on behalf of all current residents
of the Philadelphia Housing Authority and/or HUD
homes built and/or repainted before 1978 in the Ciry of
Philadelphia. The Company has also been added as a
defendantina p;ending suit that seeks to recaver the costs
of abating lead-based paint in the buildings that comprise
130 schools in Orleans Parish, Louisiana, The Company
does not believe that the resolution of these claims will
have 2 material adverse effect on its consolidated financial
position.

The Company and its subsidiary, Atlantic Richfield
Hanford Company (ARHCO), and several other com-
panies have been named as defendants in 2 consolidated
complain filed on behalf of individual persons and seven
purported classes. The consolidated complaint containg
allegations that radioactive and non-radicactive toxic and
hazardous substances generated at the Hanford Nuclear
Reservation in Richland, Washington (HNR) have been
accidentaily and deliberately released by the defendanes
into the air, warer and ground. The claims against the
Company and ARHCO arise out of the performance by
ARHCO of a contract with the Atmmc Energy Commis-

The Company is subject to other loss contingencies pur-
suant 10 federal, state and local environmental laws and
regulations. These include possible obligations to remove
or mitigate the effects on the environment of the
disposal or release of certain chemical and petroleum sub-
stanees at various sites. The Company is currently
PRITICIPating in envirc ) and cleanup
under these laws at federal Superfund and comparable
state sites, as well 25 other cleanup sites, including service
starions, refineries, terminals, chemical facilities, third
party landfills, former nuclear processing facilities, and
sites associated with discontinued operations, The Com-
pany may in the furure be involved in additional
envirc } and ¢l The of

such future cost is indererminable due to such factors as

* the unknown magnitude of clean-up costs, the unknown

timing and extent of the remedial actions which may be
required, the determination of the Company's liability in
proportion to other responsibie parties. These contin-
gencies also include claims for personal injuries allegedly
caused by exposure o toxic marerials manufacrured or
used by the Company. Although these contingencics
could result in significant expenses or judgments, such
expenses or judgments are not expected to have a material
adverse effect on the Compeny's consolidated financial
position.

The operations and consolidated financial position of the
Company continue to be affecred from time ro time in
varying degrees by domestic and foreign poliveal devel-
opments as well as legistation, regalarions and litigation
pemin'mg 1o restrictions on production, imports and
expons. mmnl gis rcg\xlmon, ™ increases, environ-

sion to provide chemical pre g, waste

and support services at HNR from 1967 to0 1977. Tbe
court has limited the relief sought to compensatory dam-
ages. The Company does not believe that the resolution
of these actions will have a marerial adverse cffect on its
consolidated financial position.

The Company is also the subject of or party to a number
of pending or threatened legal actions for which the legal
responsibility and financial impact cannot presently be
ascertzined. The Company does not anticipate that any
ultimate liability arising from any of these suits would
have 2 material adverse effect on its consolidated financial

position.

jon of contract rights and
expropriation of property. Both the likelihood of such
occurrences and their overall effect on the Company vary
greadly and are not predictable.

T hese uncerwainties are part of 2 number of items that the
Company has taken and will continue to take into
account in petiodically establishing reserves.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 11 RETIRFMENT PLANS

T he Company and its subsidiaries have defined benefit
pension plans to provide pension benefits to substantially
alt employees. The benefits are based on vears of service
and the employee’s compensation. primarily during the
last three veurs of service. The Company's tunding policy
is to make annual contributions as required by appliceble
regulations, The Company charges pension costs as
accrued, based on an actuarial valuation for each plan, and
funds the plans through contributions to trust funds that
are kept apart from Company funds.

T he following table sets forth the plans’ funded starus and
amounts recognized in the Company’s balance sheet ac
December 31,1991 and 1990:

Msnens Ewceed

Acrumulotrd
Avcumuiased Benefine
Millions of dotlars Bencfivy  Exceed Assers
1991
Actuarial present value of benefit
obligazions:
Vested benefit obligarion $1.501 $ 296
Accumulared benefit obligation $i.512 $300 .
—_— —
Proiected benefit obligation 31,727 $ 332
Plan assets at fair value,
primarily stocks and bonds 2.528 16
Projected benefit obligation (in
excess of) or less than plan assets 801 - 316"
Unrecognized net gain {201): 28
Prior secvice cost not yet recognized
in net petiodic pension cost (2): 16§
Remaming vnrecognized lasset) . .
obligation from Januzry 1, 1986 (459 65 )
Adiustment required to recognize . !
mmimu liability - {172y
Prepaid pension cost (pension lisbility) : :
recognized in the balance sheer S 139 ${288)
——— —
1990 : :
Actuarial presens vatue af beaetic '
obligations:
Vested benefit obligation $1.314 $244 !
——— —
Accumvlated benefit obligation $1.322 ¢ $247 ]
—— —
Projected benefit obligation $1,499 $27¢ ¢
Plan assets at fair value, .
prnimatily stocks and bonds 2193 13
Proiected bencfiv obligation (in . i
excess of) or less than plan assets 494 256 ¢
Unrecognized net gain (36): (8
Prior service cosc not yet recognized ’
in fet periodic pensidn cost {2, 103 -
Remazining unrecognized (asset)
obligation from fanuary 1, 1986 {398). 82
Adius quired 1o
minimum liabilizy — [k
Prepaid pension cost{pension liabitity)
recognized in the baiance sheet $ 158 $(233) .
——— —
PNYC 00013154
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Pension costs related to Company-sponsored plans, on 2
pretax basis, including amorrization of unfunded pro-
jected benefit obligations for 1991, 1990 and 1989 were 45.
follows: :

Mithans of doliars 199 19v0 15213

Service cost-benefits earned

during the perrod s 4 S 38§ 32
tnterest cost on projecied

benefit obligation 137 130 e
Actual return on plan assets {370) 12T (340)
Nevamortization and deferral 201 1317) 190
Netperiodic pension cost (benehit)  § 11 $42) s

5 addision 1o the $11 million pension cost above, the
Company recorded $103 million before tax as pension
expense in connection with the company wide workforce
reduction in 1991, '

T he Company’s assumptions used a¢ of December 31.
1991, 1990 and 1989 in determining the pension cost and
pension lability shown above were as follows:

Percens 1991 1990 1989
Discount rate 8.75 9.5 9.7§
Rate of salary progression 5.0 5.0 5.0
Long-term rate of rerurn on assets 9.5 9.3 9.5

— -— —
NOTE 12 OTHER POSTRETIREMENT

BENEFITS
The Company currently recognizes an expense for health
care and life insurance benefits for retired employees
when incurred. In 1991, 1990 and 1989 these costs totaled
$35 million, $39 million, and $25 million, respectively.

In December 1990, the Financial Accounting Srandards
Board issued Statement of Financial Accounting Stan-
dards (SFAS) No. 106, “Employers’ Accounting for
Postretiremeny Benefits Other Than Pensions.” The
dard r q f

determined costs of postretirement benefits during the

to accrue the actuarially

years that the employee renders the necessary service.
SFAS No. 106 requires adoption by most companies for
fiscal years beginning after December 15, 1992, The
Company has not yet determined whether it will adopt
the new standard in 1992 or 1993.

T he new standard allows an employer co record the
unrecognized accumulated postretirement benefic liability
(cransition obligation) immediately in the year of adoprion
3s the effect of an accounting change. Alternatively, an
employer can choose to record the transition obligation
prospectively over the average remaining service fife of




e

acvve participants. The Company has not yet determined
in which manner it will choose to recognize ics transition
obligation. which is estimated to be approximately $600
million before tax based on current data and assumptions.
The Company does not anticipate that adoption of the
new standard will have 2 material adverse effect on its
consolidated tinancial pasition ot results of operations.
NOTE 13
Detail of the Company’s capitai stock as of December 31,
1991 and 1990 was as follows:

STOCRHOUTDERY PQLLEDY

1997 1990

$3.00 Cumulative convertible
preference stock, par St: .
245714

Shares authorized 235,713
Shares issued and oucstanding 99,970 114,352
Aggregate value in liquidation —
(thousands) §7.998 §9.148 -
$2.80 Cumulative convertible
preference stock. par $1:
Shares suthorized 4,785,041 4.785,04]
Shares issued and outstanding 986,513 1,070,285
Aggregate value in liquidation —
(thousands) $69,056 - §74.920
Common stock, par $2.30:
Shares authorized 600,000,000 600,000,000
Sharesissued 160,743,361 + 167,679,563
Shares outstanding 157,627,283 158.912.873
Shares held in teeasury 3116077 . 8.766.650 '
B

T he changes in preference stocks were due solely to con-
The $3.00 ¢
stock is convertible into 6.8 shares of common stack. The
$2.80 cumulative convertible preference stock is con-
vertible into 2.4 shares of common stock. The common
stock is subordinate to the preference stocks for dividends
and assets. The $3.00 and $2.80 preference stocks may
be redeemed at the option of the Company for $82 and
$§70 pet share, respectively.
T he Company has authorized 352,000 shares of Series B,
3.75 percent cumulative preferred stock, $100 par, of
which none were issued or outstanding at December 31,
1991 and 1990.
By Board authorization, effective December 31, 1991 and
1989, the Company canceled 7 million and 50 million
shares of common stock held in ereasury, respectively. As
a tesult of these cancelladions, common stock decreased
by $17 million and $125 million, capital in excess of par
value of stock decreased by $30 million and $228 million,
and retained earnings decreased by $684 millien and
$3,119 million in 1991 and 1989, respectively.
T he balance in the Company’s coramon stock was
$402 million ar December 31, 1991 and $419 million at

ive convertible preference

=

December 31, 1990 and 1989. The change in 1991 was due
to the canceliation of treasury stock.

Detail of changes in the Company's treasury stock in
1991, 1990 and 1989 was as follows:

Mallions of dolinrs

Balance. January 1. 1989 $21.90%
Treasury stock puschases 2T
Conversions (303
Cancellation of treasury stock 347D
Balance. December 31, 1989 A1)
Treasury stock purchases 885
Conversions 31y
Balance, December 31, 1990 %90
Teeasury stock purchasts 202
Conversions {36)
Cancellation of treasury stock 73n
Balince, December 31, 1991 § 325

The net decrease in capital in excess of par value of stock
in 1991, 1990 and 1989 of $52 million, $24 million and
$252 million, respectively, was due primarily to the con-
version of preference stock 10 common stock and the
cancellation of treasury stock in 1991 and 1989.

T he Company’s Certificate of Incorporation contains a
provision restricting dividend pavments; however, at
December 31, 1991, retained earnings were free from such
restriction. At December 31, 1991, shares of the Com-
pany’s authorized.and unissued common stock were
reserved as follows:

Convetsions:

$3.00 Preference stock 679,796
$2.80 Preference stock 2,367,631
Stock option plens 2.960.472
Empioyee benefiz plany 5,974,482
Torai 15,982,381

Under the Company's incentive compensation plans,
awards of the Company’s common stock may be made to
officers, outside directors and key employees.

NOTE 14 EARNED PER SHARE

Earned per share is based on the average number of com-
mon shares outstanding during each period including
common stock equivalents that consist of cermin out-
sanding options and all ourstanding convertble securities.
The average shares used in the calculation of earned per
share for the years ended December 31, 1991, 1990, and
1989 were 161.7 million, 165.5 million and 173 4 million,
respectively.
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NOTES TO CONSOLIDATED FINANCtAL STATYTEMENTS

NOTE 1§ “VOUK OPTIONS
O prions to purchase shares of the Company’s common
stock have been granted to executives, outside directors
and key emplovees. These options become exercisabie in
vaeving installiments and expire eight to ten years after the
date of grant. Transactions during 1991, 1990 and 1989
were as tollows:

Balance, Januvary 1. 1949 1.182.998
Cranwed . 424,496
Canceled or expired (3.479)
Exerciyed tyverage option price per share: $50.19) (113.480)
Balance. Decernber 31,1989 1,488,535
Granted 474,610
Canceled or expired (14,304}
Exercised taverage option price per share: $63.80) {137.608)
Balance. December 31, 1990 1,791,133
Granted 528.685
Canceled or expired {1.740)
Excraised iaverags option price per share: $77.67) (199,988) .
Balance. December 31, 1994 . 2,118,091
At December 31, 199)
Shares exetcisable 1,257.020
Shares available for option

18,369,264 3t December 31, 1950 842,391
Average oprion price per share:

Shares under option $98.36

Shares exercisable $85.98

NOTE 17 LEASE COMMITMENTS
Commitments under capital financial ieases are capi-
tatized with the obligation recorded at the present value
of future rental payments. The related sssets are amor-
tized on a straight-line basis.

AtDecember 31. 1991, furare minimum réntal payments
due under lcases were as follows:

Laputal  Opevareg

Miilions of detlurs Ledses Leases
1992 $ 3 s 183
1993 3 133
19484 3 120
1905 3 12
1996 3 9%
Later years 83 469
Total minimum lcase payments 8 $1,093

— —

Imputed interest irares ranging from 9.55%

t0 14.875%) 72
Present value of minimum lease payments
included in long-term debe $ 2

M inimum future rental income under noncancelabie sub-
leases at December 31, 1991 amounted to $160 million.
Operating lease net rental expense for the vears ended

NOTE 16 SUPPLEMENTAL CASH FLOW

INFORMATION
T he foliowing is supplemental cash flow information
for the years ended December 31, 1991, 1990 and 1989:

Mudleans of dothurs 1991 - 1950 1989

Graess maturities of shore-term

investments $ 7480 $7.859 - §53551 °
Gross purchases of short-te: . ! i
invesrments . (6872} (7,952). {6.365);

Net cash provided by (used in)

: i
ShOTE-TETT INvesTMEnTS $ 0B: S (9N S (3t

. e | w— s, |
Gross proceeds from issuance . i
of notes payable $7.8771 $7448 : $289] -

Gross repaymenzs of notes payable (7.00‘73 (7,170);  (2,806) |

Ner cash provided ! |

by nores payable $ 873:§ 2775 85 .
. —— ' et——— —

Gross noncash provisions charged : . .

$1003 $1,027°5 3861

to income
Cash payments of previously :
deferred items” (563)! (14991 (29

. . i

$ 440! 8 (472). 5 70

———— | Gh— ' —

* In 1990, pavments sncinde approzimatele SEH) e the (nceewsi Revenue Srrvice and $230
6 rie Stave of Niwska 10 sevriement of dizputed windfull profis taxes and reraity usnes
ARCO's Alarkan Nereh Slope rude production.

Noncash provisions greater (less)
than cash payments

s2.

D ber 31, 1991, 1990 and 1989 was as follows:

Midliens of doliare 1997 1994 1949
Mipimum rennals $197 5206 $169
Contingent rentais 1 3 2
Sublease rensal income {16) _a. (23
et reneal expense §182 S$194 S48

——— — ——

No restricrions on dividends or on additional debt or
lease financing exist under lease commitments of the
Company. Under certain conditions, options and obliga-
tions exist 1o purchase certain leased properties.

NOTE 18 FOREIGN CURRENCY
TRANSACTION GAIN/LOSS

In 1991, the Company began discounting and/or
reclassifying certain Brazilian cransactions to eliminace
distortions in the Sratement of Income otherwise created
by translating financial from high-inflation
countries. Therefore, foreign exchange transactions,
which relate primarily to Brazilian operations, resulted in
2 net gajn of 341 million in 1991, which is not comparable
to net losses of $102 million and 389 million in 1990 and

1989, respectively.

PNYC 00013156




NOTE 9 IYONDEIL PETROCHT MO A

P\
Lyondell Perrochemical Company (Lyondell) is engaged
in the manutacture. refining and marketing of basic
commodicy chemicals, including ethylene, propylene,
methanol and aromatics, and petroleum products.
In January 1989, ARCO completed an initial public offer-
ing of its Lyondell common stock. The Company
recognized an after-tax gain of 363+ million from this
transaction. Effective January 1989, ARCO aceounts for
its investment in Lyondell on the equity method.
At December 31,1991, ARCO owned 49.9 percent of
Lyondell common stock outstanding. The market value
of ARCO’s shares of Lvondell common stock, based on the
closing quoted market price at December 31, 1991, was
$904 million.
Summarized financial information for Lyondell wasas

follows:
Mhiihons of dallars 1991 1990 1989
Year Ended December 3 1:
Revenuest $5.729 %6495 85358
Operating margin $ 522 S T8 S TIT
income betfore income tazes S 340 5 337 5 558 .
Netincome § 222 § 356 § 374
——— w—— —

ARCO's equity in netincome .

of Lyondellth $ t11- 5 123 5 s

—— — | —
Cash dividends received
from Lyondell $ 70 S 1 $ 48

ArDecember 31:

Cursentassets S 889: § 788 .
Noncurrent assets .8 590, § 84
Current liabilities S 514§ 550
Long-1erm debe §$ 554 8 471
Orther liabilities $ 289 § 313
Stockholders’ equityte! § 122! § 38.

—

w2 Trctudes 8528, 3390 and 3647 of rades 1o ARCO 1n 1991, 1990 4nd 1989, respecirrely,
Lhich approximated ¥ . 8% and 10% of ARCO's pwrebases 1n rhwse yoars.

141 Includer 99 9% of Luandell's met income pins 1% 1990 345 sfser sz from divrdends
recerced sk exeess of ARCOY) bars of inpestwent.

(01 ARCOs anversmeent en Lyvondell comprises 49.9% of Lyendail’s nockbelders’ rquity, plvs
S72 of dizidends recesed 1n 1990 1w excess of baris,

NOTE 20  FINANCIAL INSTRUMENTS WITH

OFF-BALANCE-S$HEET RiSK

At December 31, 1991, the Company had letters of credit

outstanding totaling $288 million, of which approxi-

mately $100 million guarantee obligations carried on the

balance sheet.

Ax December 31,1991, the Company had ding

numerous foreign currency forward contracts, foreign

cross-currency forward contraces and foreign currency
swaps, maturing at various dates. In the aggregate, these
transactions require the exchange of 520 million for
35 million Deutsche marks, 87 million for 1 billion ven
and $37 million for 202 million French francs.

A pproximately $500 mitlion of the Company’s long-term
debt is denominated in foreign currencies. To reduce
exposure to foreign currency flucruations, the Company
has entered into a swap agreement on an 8 biltion ven
debt issue due in 1996 which fixes the principal balance at
$102 million with an effective rate of 8.14 percent.

T he counterparties 10 these transactions are major inter-
national financial institurions; the Company does not
anticipate nonperformance by the counterparties.
NOTE 21 UNAUDITED QUARTERLY RESULTS

Milliony of dollars —_——
CXCCpE pev there SMOURL: 1992 1994

Sales and other operating revenues
{including excise tazes)

Quarter ended:
March 31 $ 469 S 4215
June 30 4,257 3033
September 30 3377 4318
December 34 4.827 3.7
Toul $18,157 $18.808
— —_—
Encome (Joss) before income taxes, minonty
incerest and cumulative effect of change
in accounting principle
Quattes ended:
Morch 3t § 564 S 408
Sune 30 382 683
Seprember 30t (24%) T
December 31 479 945
Toral $ 1160 § 2820
Net Income (loss)
Quarter ended:
March 31 $ 351§ 92
June 30 c 246 39
September 30w (156) 462
December 318 268 ° 366
Total $ 709 S 01t
Earned per Share
Quarter ended:
March 3110 §2.17  $3.55
June 30 $1.51 $2.36
September 30 S99, s17e
December 3t $1.67 $3.43

la inclndes unxenal mems of S(523) before saz. $1325) afuer uax i by third quarter 1991
(b Inciudes vevision of esomored wnnnal ews of $20 befors tax, $13 after sas 1x 15¢ fourth
rray 1998,
1e) Invindes cmulareee offrct of change i accounteng for incoms taxes of $323 or 51.95 por
share 1n 1 firse gnorver 1990.
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RESPONSIBILITY FOR

FINANCIAL STATEMENTS

FOOUHE STOCKHOLDERS OF

APDANTH RICHEIELD COMPANY (AR

T he Company’s management assumes responsibility for
the integrity and objectivity of the financial information
contained in this Annuai Report. including the statements
covered by the independent accountants’ report. The
Company maintains an accounting system and related
controls to provide reasonable assurance of the incegrity
and objectivity of accounting informartion and for the
safeguarding of assets. The fair presentation of the Com-
pany’s financial position and results of operations, in
conformity with generally accepted accounting princi-
ples, is reported on by the independenr accountants.

In addition 1o the accounting and control systems and the
use of independent accountants, the Cc intains

INDEPENDENT
ACCOUNTANTS' REPORT
TO THE STOCKHOLDFRS

AND BOARD OF DIRECTORS OF
VETANTTC RICHFEFI D COMPANY (ARCON)

W e have audited the accompanying consolidated balance
sheets of Atlantic Richfield Company as of December 31,
1991 and 1990, and che related consolidated statements of
income and retained earnings and cash flows for each of the
three years in the period ended December 31, 1991, These
financial statements are the responsibility of the Com-

pany’s '3 Our responsibility is to express an
apinion on these financial statements based on our audits.
We conducted our audits in accordance with generally
accepred auditing standards. Those standards require that
we plan and perform the audit to obtain reasonable

e about whether the financial statements are free

reliy

a saaff of internal auditors who conduct internal control
audits as well as special audits, coordinating their activi-
ties with the independent sccountanzs.

T he Company has had an Audit Commirnee of the Board
of Directors tor more than 20 vears. The Commiteee
currently consists exclusively of directors who are not
employees of the Company, and meets as required, butat
2 minimum of threc times 2 year. The Committee has
been established for the general purpose of satisfying
itself 25 to the invegrity of the Company's accounting and
financial reporting, maintaining communications
berween the Board of Directors and external and internel
auditors, continuously emphasizing the need for internal
financial controls, and inidating special investigations as
deemed necessary. The independent accountants and the
inzernal auditors have full and free access to the Audit
Commitree and meet with it, with and without man-
agement being present, to discuss all appropriate matters.

/4{&«‘1 .,

Lodwrick M. Cook ~
Chairman of the Board and
Cl'u'cf Executive Officer

54

of material misswatement. An audit includes examining, on
a test basis, evidence supporting the smounts and dis-
closures in the financial statements. An audit also includes
assessing the accounting principles used and significant
estimates made by as well 2s evaluating the
overall financial st P ation, We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above
present fairly, in all marerial respects, the consolidated
financial position of Adantic Richfield Company as of
December 31, 1991 and 1990, and the consolidated results
of its operations and its cash flows for each of the three
years in the period ended December 31, 1991, in con-
formity with generally accepted accounting principles.
As discussed in Note 6 to the consolidated financial state-
ments, the Company changed its method of accounting
for income taxes in 1990.

Boponr e

Coopers & Lybrand
Los Angeles, California
February 14,1992
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QML AND Gy PRODLCENG ACTIVETAES

T he Securities and Exchange Commission (SEC) defines
proved oil and gas reserves as those estimared quantities
of crude oil, natural gas, and natural gas liquids that
geological and engineering data demonstrate with reason-
able certainty to be recoverable in future years from
known reservoirs under existing economic and operating
conditions. Proved developed oil and gas reserves are
reserves that can be expected o be recovered through
existing wells with existing equipment and operating
methods.

ARCO reports reserve estimates to various federal gov-
ernment agencies and commissions. These estimates may
cover various regions of crude oil and natural gas classi-
fications within the United States and may be subject to
mandated definitions. There have been no reports of total
Company reserve estimates furnished to federal govern-
ment agencies or commissions which vary from those
reported to the SEC since the beginning of the last fiscal
year.

E stimated quantities of proved oil and gas reserves of the
Company were as follows:

Perrolesm Liquids
(milson barrels)

Narsral Ger
(billiex cabic feee)

Domestic  Forvign - Domertsc . Foreypn

January 1, 19B9: : : '
Proved reserves 2,829 264 : 6,373 - 1,249

Proved developed reserves 2,184 ES . 5,420, 363
Deceraber 31, LRY: . ’
Proved reserves 2,765 2371 6,452 1206 .

Proved developed reserves 2,157 1011 5473 324
December 31, 1990: ' I
Proved resecves Ja700 20 6256 1796
Proved deveioped reserves 2,152 ! 1347 5343 | ¥5,
December 31.1991: : i : !

Proved seserves 26421 1891 57985 2,408 |
Proved developed reserves 2,094 | 131 ; 3,069 i 534 |
— — A— ——

SUPPLEMENTAL INFORMATION (UNAUDITED) A 2 : -

The changes in proved reserves for the vears ended
December 31,1989, 1990 and 1991 were as follows:

Perrolewm Liguids Nuiteral Gas

(mrifson barreisy whitlion cubi feerr
Domeesric  Forergn Domestic  Fovesgn
Reserves at

January 1, 1989 2.82¢ 264 6373 1,249
Revinons of estimares 38 2y 204 1}
Improved recovery 3t - 12 -
Purchases of minerals-

in-place 30 -— 3 —_
Extensions and discoveries 9. M 0T [y
Production {241y 128) 15538) 162}
Consymed in production — - 68) —
Sales of minerals-in-place (30) i), (23 -—
Reserves at ’ -

December 31, 1989 2,768 3T 4432 1.206
Revisions of esttmates 55 2 {70y )
Improved recovery Its . 16 2 -
Purchases of minerals- . : .

in-piace 1§ - g 103 —_
Extensions and discoveries 19. 6 499 678
Production 23 Q4 56D 171y
Consumed in production - — 74 -
Sales of minerals-in-place {16y (§7) (89 £
Reserves ac '

December 31, 1990 2720 210 6256 1796
Revisions of estimates (8): 3 2 69
Improved recovery 89 - 3 -
Purchases of minerals- ' :

in-piace 137 b3 27 287
Extensions and discoveries s, 2 213 192
Production {244) 28 (St1) (95)
Consumed in production - - (78} 4}
Sales of minerals-in-place {87 =, (59 -
Reservesat ' '

December 31, 1991 2,642 . 189 5798 2405

— w— —— —

Significant changes to proved oil 3nd gas reserves during
1991 were due to the addition of reserves from the acquisi-
tion of Oryx Energy Company’s oil properties in the
Midway-Sunset field in Kern County, California and the
addidion of natural gas reserves from the Offshore North-
west Java contract area and the United Kingdom

sector of the North Sea.
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SUPPLEMENTAL INFORMATION (UNAUDITED)

E stimates of petroleum rescrves have been made by Com-
pany engineers, These estimaes include reserves in
which the Company holds an economic interest under
production-sharing and other types of operating agree-
ments with foreign governments. These estimares do not
include probable or possible reserves. Nacural gas liquids
comprise 12 percent of petralewrn liquid proved reserves.
T he sale of natural gas from the North Slope of Alaska,
which is not used in providing fuel in North Slope opera-
tions or sold to others on the North Slope. is dependent
upon construction of a natural gas transportation system
or another marketing alternative. Such gas is notr included
in the Company’s reserves. Thers are currently several
projects under consideration, including the Alaska Naru-
rat Gas Transportation System and the Trans Alaska Gas
System. However, there are a number of regulatory,
financial, legal and marketing questions regarding the
projects that remain unresolved.

T he Company has studied various aptions far marketing
North Slope gas over the past few vears. However, ARCO
Alaska believes that market conditions are not likely to
permit implementation of any large gas sales projecs
within the foreseeable furure.

ARCO Oil and Gas increased ownership in the THUMS
Long Beach Unit to 80 percent and obuined approval
from the State of California to initiate 2 warerflood
program. The increase in ownership and the approval
from the State resulted in ARCO adding 95 million barrels
of crude oil equivalent 1o proved reserves.

Following California approval of the THUMS Long
Beach project, ARCO agreed to dismiss its Coal Oil Point
lawsuit, surrendering two disputed offshore leases to che

The aggregare amounts of capitalized costs relating to o
and gas producing activities and the related accumulared
depreciation, depletion and amortization as of December
31, 1991, 1990 and 1989 were as follows:

Proved Propernes Lnpraved Progerisgs
Milhons f dollare Domertic_ Faregn  Domnm Foreige
—_— e U
1991
Gross $16,700 2,933 57187 Sab2

Accumulated depre-
ciation, depletion

and amortization 9,232 1,521 112
Net § 7468 S1.412 5635
1990
Gross $16.130  -S2.647 $786 $573
Accomalayed depre- B
ciation, deplezion
and amortization 8.85¢ 1,318 33 e
Ner € S1.329 8693 8495
— —— —— —
198%
Gross $15,751 82,347 £826 $477
Accumulaced depre- .
ciation, depletion
and amortization 8,507 1,108 89 74
Net $ 7.+ SL¥O L1 §403
— —— — —

Costs, both capitalized and expensed, incurred in oil and
gas producing activities (including operating overhead)
during the three years ended December 31, 1991, 1990 and
1989 were as follows:

State. This resulted in ARCO removing approximately
90 million barrels of crude oil equivalent from proved
reserves. The Company had been prevented from com-
pleting development of Coal Oil Point, located offshore
near the ciry of Santa Barbara.

s&

Niillions of dollars Domenu Fortign Torad

1993

Properry 2cquisition costs:

Proved propetties $151° §$85 $ 406

Unproved praperties $s0: S 9% $9

Ezxploration costs $416 $275 % 691

Development coses $77¢6 $258  $1.034
— L —— r——

1990

Property acquisition costs:

Proved properties S 38 S+ 5 102

Unproved properties Si3e 8 5 5 N8

Expl coses $483 S22 8 Tu§

Development coses $657 $233  § #90

1989 '

Property acquisition costs: .

Proved properties s 7 -5 v

Unproved properties iz, S 6 0§ 12T

Exploration coses £384 173§ 35t

Development costs $625 1 8216 - S 841
— m—— —

PNYC 00013160




Results of operations from oil and gas producing activi-
ties {including operating averhead) for the three years
ended December 31, 1991, 1990 and 1989 were as follows:

Nidbnen oy dubtlae o

1991
Revenues:
Males
Tranvfers
Other

Production cases
Exploration expenses
Depreciation, deplenon

and amortzation
Other

[ncome rax expense

Resules of operations from
production Jctivives

1900

Revenues:
Sales
Transters
Other

Producrion costs

Exploration expenses

Depreciation, depietion
and amortization -

Other

Income tax expense

Results of operations from
production activities

08¢

Revenues:
Sales
Teansfers
Other

Production costs
Exploration expenses
Depreciation, depiction

and amortization
Ocher

Income tax expense

Results of operations from
production activities

Domesta _Fa_re:gn Taal
$2.271 $873  $3.145
1.819 — 1819
99 1 130
4,189 915 S5.104
1.868 307 2,175
326 233 559
1,086 . 244 1,290
108 - 308
b0 131 275
218 52 267
$ 429 $7% % 508°
— ovm —
$2523 8416 $2.930
415 30 78
246 86 312
5,184 805 :  5.989 :
1626 240 1,866
304 28 638
1002, 215 L7
167 - 167
1985 106 . 2,09
32 30 T62
$1253  $ 76 $1,329
—— w— —
$1.679 5301 * $1.980
2,487 6. 108
15 . 7l
22 592 4.914
L3922 1603
830 157 440
1Loo4 T 192 1286
134 - 134
1419 . 320 1451
533" 40 573 ;
, 28
S 896 (8 § 878
— —

The difference berween the above results of operations
for 1991, 1990 and 1989 and the amounts reported for
after-tax oil and gas segment eamx:ngs in Note 3 of Notes
to Consolidated Financial Statements is primarily

marketing-refated activities.

T he standardized measure of discounted estimated furure
net cash flows, and changes therein, rejated to proved oil

and gas reserves was as follows:

PNYC 00013161

Butitons of dollars Domestic Forergn Total
199¢
Future cash inflows §35.7 $9.2 8459
Future development and
production costs 23.1 42 27.3
Future income tax expense 3.6 1.7 53
. Future net cash flows 9.0 3.3 12.3
10% annual discount 18 1.5 5.3
Standardized measure of
discounted future net cash fows § 52 $18 $70
— — —
1960 .
Fature cash inflows $61.4 $9.4 $T0.8
Future development and
production costs 73 12 30.5
Future income tax £xpense 11.8 el 14.2
Future net cash fows. 223 3.8 16.1
10% annval discount 10.2 1.7 1.9
Standardized measnre of
discounted future net cash fows s121 s Si142
— — —
1989 :
Future cash inflows $48.6 $6.9 §535.5
Future deveiopment and
production costs 240 - 3k il
Future income tax expense 8.2 14 9.6
Future netcash Rows 164 3 8.8
10% annual discount 7.3 1.1 8.4
Standardized measvre of
discounted furure nescash flows. $ 9t Sy S04
— — —
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SUPPLEMENTAL INFORMATION

Primary changes in the standardized measure of dis-
counted estimated future net cash flows were as follows:

199} 1990 19XY

Buitions ot dnitars

Nales a0 traaster afol and was.

netar produchion coss
Fatensions, dnenveriey

and improved recovery,

beas refated vonts K} 1.3 0
Revisions nfesnmates of teseries

nrovedd in prior vears:

$C 28 saAR S

Quanury estimates - K 3
Net changes in price
and praduction costs {11.5) 6.} 33
Purchases/Saies “ — -
{Other (1.6} - (.6 2
Accretion of discount 2.¢ 1.6 . 1.1
Development costs incurred
during the period 11 9 B
Netchange in tncome taxes 4.7 (2.9) Q.0
Netchange .Y 318, $34
— — —

Estimated future cash inflows are computed by applying
vear-end prices of oi} and gas to year-end quantities of
proved reserves. Future price changes are considered only
to the extent provided by contractual arrangements.
Estimated future development and production costs are
determined by estimating the expenditures to be incurred
in developing and producing the proved oil and gas
reserves at the end of the year, based on year-end costs and
assurning continuation of existing economic conditions.
Esumaced future income tax expense is calculated by
applying year-end starutory tax rates (adjusted for perma-
nent differences and tax credits) to estimated Furure
pretax net cash flows related to proved oil and gas
reserves, less the tax basis of the properties involved.

58

(UNAUDITED)

T hese estimates are furnished and caleulated in aceord-
ance with requirements of the Financial Accounting
Srandards Board and the SEC. Because of unpredictable
variances in expenses and capital forecasts, crude oif and
nangral gas price changes, largely influenced and con-
wrotled by U.S. and foreign governmental actions, and the
fact that the bases for such ¢stimates vary significantly,
management believes the usefulness of these projections
is limited. Estimates of future net cash flows presented do
NOt represent management’s assessment of future profit-
abiliry or furure cash flow to the Company. Management's
investment and operating decisions are based on reserve
estimares that include proved reserves prescribed by the
SEC as well as probable reserves, and on different price
and cost assumptions from those used here.

ftshould be recognized that applying current costs and
prices and a 10 percent standard discount rate does nat
convey absolute value. The discounted amounts arrived at
are only one measure of the value of proved reserves.
Regarding the information on estismated reserve quan-
tides and discounted furure ret cash flows, the Company
has no long-term supply contracts w6 purchase from
faréign governments or any interest in equity affiliates
involved in oil and gas producing activities.

COAL OPERATIONS

Supplemental operating statistics for the coal operations
of the Company for the three years ended December 31,

1991, 1990 and 1989 were 25 follows:
19911950 1949
Coal shipmenes - thousand tons:
Daomescic 32,598 29437 31114
Foreign 8,961 8819 8,333
Toral 41,859 382156 394"
— — ——
Coal reserves ~ miflion tons :
recoverable: ;
Domestic 876 8§54 869
Foreign 242 411 321
“Tora} . 1,118, 1.265 1190
m—— — —
Average Marke price pet con
of coal: . §
Domescic $ 9200 $945 $929
Foreign $32.70 1 $32.70  $31.33
Campasite price $64.27 S8 $13.93




CONSOLIDATED FINANCIAL DaTA 4 R 4 R}

Mithons of dollars. excepr per share amounzs

NALFS AND OFIEFR OPERAVING RFVENLES
Resources:

Oil and gas

Coal
Prpducts:

Refining and marketing

Transportation

Intermediate chemicals and specialty products
_Integrated perrochemical and petroleum

processing®

Other
Elimination of intersegment amounts

Toral

NET INCOME
Resources:
Oiland gas
Coal
Products:
Refining and marketing
Transportation
Intermediate chemicals and specialty products
Integrated petrochemical and petroleumn
processing‘®
Equity earnings from
Lyondell Petrochemical Company
Gain on subsidiary stock wansaction
Unallocated expenses and other
Interest
Cumularive effect of change in accounting
for income taxes

Net Income
Earned per share(®

Rewined earnings

ADDITIONS TO FIXED ASSETS
Resources:
Oil and gas (including dry-hole costs)
Coal
Products:
Refining and marketing
Transportation
Intermediate chemicals and specialty products
Integrated petrochemical and petroleum
processing(s
Other
Total

{4 Prior 10 1989, Lyondell Pesrochemical Compawy was & 100 percens ewned

treared &3 4R equiry investmint and is ne longer conselidared.

1991 1990 1989 1988 198

$ 8859 S$0425 $8138 §6940 § 774
563 341 519 403 320
7,989 8,649 6,789 6,138 5,960
849 946 862 931 967
2,990 2,950 2,663 2,700 1,967
— — — 3696 3926

30 33 55 48 64
(3,123), (3,736). (3,005)- (3.541) (3.95D)

$18,157 $18,808 . 516,021 S$18,324 $§16.977

.

S 549 $1364 § 887 S 542 S 835
339l 2 19 e
2661 439 91 368 150
22, 2747 266 308 340
1920 271 3360 00, 404
—_ = e 529 132
meoo2 el — —
- _— 634 ’ - —
©0) @10 Q50 (149 (126)
699 6 (1D (539)  (578)
- = = -

S 7095 201151953 S 1583 § 1224

$ 439§ 1215 .5 1126 .S 878 § 668
$ 5990 i§ 6837 'S 5,636 'S 7,562 S 6,683

i
ls 1,560 1§ 1,309 ;§ 2,555 § 371

$ 1,89 72
35! 109 1481 107 12
W8 370F 34 251 318
124, w3t 8, 53 26
a3s| 539 262 245 312

- - —_ 65 27
37 37 29 ; 28 47

$ 3,239 S 2,718 © § 2,108 S 3,304 8 1463

fidared subssds

bseq to 1988, Lvondell 13

ry. For years

(5) The cwmmlarive effect of the change ix sccannting for income taxes in 1990 was $1.95 per sbare.
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SEGCGMENT OPERATING

ONL AND AN

After-tax oil and gas earnings {millions):

Alaska
Lower 48
Foreign

Total

Crude oil. condensate and NGL production

(thousand barrels/day — net):
Dornestic:

Prudhoe Bay

Kuparuk

Lisburne

Other Alaska

NGLs

Total Alaska
Lower 48 — Crude oil
— NGLs

Toral Domestic

Foreign:
Indonesia
Dubai
United Kingdom
Other
NGlLs

Touwl Foreign
Toral

Natural gas production

(million cubic feev/day — net):

Domestic:
Onshore

Offshore
" Yotal Domestic
Foreign:
United Kingdom
Indonesia

Netherlands
Colombia

Toral Foreign
Total ~

DATA

A R €

1991 1595 1989 " fesg 1937

$ 413 S 00 S 536 S 38 § 457
57 588 349 231 335

79 76 ) 7 3

$ 549 8136+ S 887 & 542 S 833
2629 2630 805 3049 . 3134
1403 1384 1470 1463 1720
128 135 125 136 150
4.3 34 43 5.2 6.1
20.3 13.0 15.0 173 139
440.6 4338 4594 387.3 +70.4
1884 1682 1862 - 1512 15%.1
395 363 M4 357 37s
668.5 6383 6600 6742 6650
‘42.5 38.4 7.2 424 1.6
16 129 8.1 8.7 %6
15.2 10.7 96 68 1.0
1.2 6 9. 6 8
52. 45 43 5.1 5.2
757 671 700 636 6h2-
7442 7054 7300 7378 728.2
8628 9393 8550 7080  $870 .
$36.0 : 6143 6740 ¢ 6810 . 685.0
1,398.8 | 1,553.6 : 1,529.0 ; 1,389.0 . 1,272.0
200 15550 1179 998 1083 .
153 136 2. 175 219 -
24.8 - 244 31.1 294 26.1 -
- - 60 145 81
2612 1935 1692 0 15401 1644
1,660.0 ' 1,747.1 | 1,698.2 " 1,543.1 14364
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SEGMENT OPERATING DATA 4 R
1991 1990 1989 1988
GILAND GAS (continued)
Exploration expense (millions):
Alaska:
Drv-hole costs $ 28 § 91 8§ 6 S 8
Lease amortization 16 17 23 23
Geological and geophysical 10 20 2 10
Other . 22 19 19 14
Total Alaska ] 76 147 69 36
Lower 48:
Dry-hole costs 118 108 107 82
Lease amortzation 89 . %0 95 90
Geological and geophysical a4 44 34 42
Other 88 92 76 83
Tora} Lower 48 339 . 334 in 297
Tota! Domestic 415 481 381 353
Foreign:
Dry-hole costs 71 100 50 59 °
Lease amortization 8. 6 [ 6
Geological and geophysical 21 19 19 25
Other's 78 45 23" $
Towl Foreign 178 170 %8 132
Total $ 593 % 651. 8§ 479 § 485
Average sales prices: ‘
Crude oil 2nd condensate (dollsrs/barrel): i
Alaska $11.23 ~ S14.84 Si11.71 ° § 851
Lower 48 $16.72 ' $20.85 81692 51420 -
Composite average $12.93 81656 . $13.13  $ 990
Foreign $18.67 + $20.15 ' $16.25 S14.20
NGLs, lease and plant (dollars/barrel): )
Domestic $12.86 | $14.40 . $10.38: § 9.25
Foreign $11.51 ;. $10.89 © § 660  $ 7.53
Natural gas (dollars/thousand cubic feer): ; ;
Domestic $154° S166: 5167 §1.68
Foreign $316 $308. §271° § 264
Proved oil and gas reserves — net
Crude oil and NGLs (million barrels): : .
Alaska 1,822 . 1,966 1,985 2,064
" Lower 48 820 754 . 780 | 765
Foreign 189 200 2370 264
Total 2,831 2,930 | 3,002 3,093 .
Natural gas (billion cubic feet):
Alaska 2,369 ¢ 2,367 . 2486 ¢ 2484
Lower 48 . - 3429 . 3,889 . 3,966 - 3,889
Foreign 2,405 . 1,796 1206 - 1,249
Tota! - 8,203 1 8052 7,658 7,622

dx 5,

(0} Inciudes cosrs of succersful explovatory wells expemsed under cost vecovery p
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105
S 382

$10.95
517.23
$12.56

$16.44

$10.43
$9.02

$ 1.63

: $236

2036
682
223

3.041

2207
3.647
897

6,731
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SEGMENT OPERATING

1. AND GAs {continued)
Netwelis completed:

Domestic:
Exploratory — oil
gas
dry
Development — oil
gas
dry
Foreign: '
Exploratory -~ oil
gas
dry
Development — oil
gas
dry
Net producing wells:
oit
ges
Net acreage (thousand acres):
Domestic:
Developed
Undeveloped
Foreign:
Developed
" Undeveloped
CoAL

Coal shipments (thousand tons):
Domestic
Foreign

Total

Coal reserves (million tons recoverable):
Domestic,
Foreign

Total

Nez coal acreage (thousand acres);
Domestic ’
Foreign

Average market price (dollars/ton):
Domestic
Foreign

* Includer 137 dry developmens eiis mxund'wmcéuho#mucrbmgapq'mu- otal cort of $5.5 mitliom.

DaTa A R 4 9
1991 1990 1989 1988 1937
8 5 + 6 4
18 2 21 2 15
42 48 ] 2 28
265 25 188 b 150
168 137 134 85 59
173 4 32 36 16
4 4 2 3 5
2 2 ) - 2
19 : 18 15 17 8
24 2 2 14 17
5. 3 3. — 1
- I — - —
8372 7582 8138. 8418 7,582
L7040 2,009 1,889 ' 1,79 - 1,672
2,333 0 2379 24531 2508: 2458
6,302 61441 35858 5839 5575
7% 7 0. 6 64!
29251 | 17319 16752 16,236 . 10849 !
l ;
z s »
32,598 ' 29,437 ' 31,114 0 26936 | 22,888
8,91 | 8819 8333 5511 3249
41,559 | 38256 | 39447 . 32447 ' 26,137
i ;
876: 854! 869: 877! 910!
242, 411 321 306 18
LI8 ) 1265 190! 1183 1,028
B oM 6 T 12
13 17 14 12 . 6"
$920 $945] $929. $10.60  $11.42;
$32.70 ' $32.70 i $31.33 | 32887 ; $25.27
3166
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SEGMENT OPERATING DATA

RFFINING AND MARKETING
Refinery runs (thousand barreis/day):
Blended crude oil:
Los Angeles. California
Cherry Point, Washington

Unfinished stock:
. Los Angeles, California

Total

Petroleum product sales volumes, including
intersegment sales (thousand barrels/day):
Domestic:
Gasoline
Disuillate fuels
Jecfuels
Coke
Natural gas liquids
Other

“Total Domestic
Foreign
Total

Domestic branded rerail oudets

TRANSPORTATION

Crude pipelines (miles)

Product and petrochemical pipelines (miles)
TAPS throughput (thousand barrels/day)
Crude transported {million barrel miles)
Product transported (million barrel miles)
“Tankers owned or under long-term charter
Tonnage (thousand rons)

INTERMEDIATE CHEMICALS AND
SPECIALTY PRODUCTS
Chemical product sales volumnes, including
intersegment sales (millions):
Propylene oxide and derivatives (pounds)
TBA and derivatives (gallons)
Styrene monomer and derivatives (pounds)

Ch acal sales v-- LA g
intersegment sales (millions)

A ] < |V
1991 1990 1989 1983 19!;_
2304 23R4 2336 2244 2118
1745, 1672 1673 1715 1608
4049 3986 3009 3969 3726
270 25 1.0 - 24
407.6 401 4019 3969 3750
23457 2312, 231, 2148 2092
84.6. 783 . 853  87.2° 849
95.6; 880 843. 785
1700 148 133 162 16
139 125 128, 98. 1.0
208. 1920 166 123 195
664 | 4440 4355 4188 4062
9701 920 930 851 862
5634 S360. 5185 5039 4923
1632 1547 1200 17 1750
6,600 % 7,500 7,500 7,500 T.500
2,700 ! 3,000: 3000 3,000 3.000
18221 1,789 1880 2,03 1959
143,300 : 144,200 158,500 182,600 163,000
6,100 . 8500 : 9500 ° 10,300 10,400
10| 10 | 10° 10 10
1,500 | 1,500 0 1500 1500 1500
i : ' :
{
]
é . .
2,729 1 2,563 . 2,586 2812 2334
996 955 9127 917 794
1278 1,098 1 1478 1665 1290
—_— —— - =
$2,990 | $2,950 | $2,663 | $2.700  $1967
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SEGMENT OPERATING DATA A

2EC R

~
o

Millions of dollars. exceps per share amounts 198} 1990 1989 1988 1987

OTHFR DATA

Dividends:

Common stock — total $ 869 § 807 § ? 7

— pershare $ 550 S 500 8 350 8 400 § 400
S

Total dividends declared S 872 S 810 760 § 0+ § 714
Common stock:
Average shares outstanding, including equivalents
(million of shares) 161.7 165.5 173.4 180.% 183.3
Earned per share $ 439 $1215 $11.26 § 878 $ 6.68
Book value per share $ 4295 $ 4482 83964 53559 § 3238
Market price per share — high 135% 2% 4% WA . 9%
—fow 9% 105% 80% 67% 58%
—close 106% 123% ¢ 1il% 80% | 69
Stockhalders (thousands) 116 120 126 158 166
Employees (thousands):
urees: :
Oil and Gas 100 . 107 105 10.6 10.1
Coal 1.8 7. 18 12 12
Products: ' :
Refining and markedng 84 8.1 : 7.7 7.1 2
Transportaton 1.7 1.8 . 16 . 16 . 1.6
Intermediate chemicals and specialty products 4.2 . 4.0 : 36 3.0 25
Integrated petrochemical and petroleum .
processing ) - - - 2.0 19
Other operations L6 15 1.9 2.0 1.8
Totat 2770 278, 269 7.8 263
Payrolt expense § 1449 'S 1,367 -5 1,221 § 1164 S 1,056 :
FINANCIAL DATA ! : { {
Total assets $24,492 | $23,864 | $22,261 ( $21,514 ; $22.89%0 -
Working capival $ 125:$ 1,788 ' § 1,977 1§ 1,493 '8 2,885
Current ratio 1.02 | 142, 158 1.46 | 164 .
Long-term debt $ 5989 '8 5997 '8 5313 ;§ 5400 ;S 6,028
Stockholdess’ equity $ 683287149 '8 6,562°8% 6247 .8 5878,

RESEARCH AND DEVELOPMENT EXPENSE

$ 130°S 136S 1ZiS 119:5 109’

PNYC 00013168




BOARD OF DIRECTORS

TODWRICR M. COON
L harrman of the Bowrd und Chref Execurize Officer

ROBERT §, WYCOFF
Presudent and Chsef Operating Officer

RONAED ) ARNALT
Exvcursye Vice Precdenr

JAMESY U MEBDLETON
Executive Ve Presudent

JAMES NVOAMORRINON
Execusrve $ice Presidencand Chieg Finoncral Officer

ROY AL ANDFRSON
Farmer Chairman of the Board,
Loctheed Corporation

FRANK D. BOREN
Conservation Fellow.

Warld Wildiife Fund

Past President and Chairmon,
The Narwre Conservancy

RICHARD H. DEIHL
Charrman of the Board and Chicf Executive Officer,
H.F Abmanson & Company

THE HON. JOHN GAVIN
Gumma Services Intermational
Former U.S. dAmbussader to Mexio

HANNA H. GRAY
Presidens.
Universgy of Chisago

PHILIP M. HAWLEY
Chairman of the Board and Chirf Execwrive Offuer.
Carrer Hawley Hale Stores, Inc.

DONALD M. KENDALL

Co-Founder.

Former Chairman and Chitf Executive Officer,
PrpsiCo, Inc.

WILLIAM F. KIESCHNICK
Retived President.
ARCO

JOHN B. SLAUGHTER
Prestdent,
Qscrdental College

HICKS B. WALDRON
Former Chairmen of the Board,
Avon Prodwces. Int.

HENRY WENDT

Chasrmas of the Board,
SmesbKirne Beecoam

OFFICERS

LODWRICK M. COOK
Chasrman of the Bourd ond Chref Execureve Officer

ROBERT E. WACQFF
President and Chief Operating Officer

RONALLD § ARNALLT
Executive Vice President

SAMEY A MIBDLFTON
Execunice Vice Prendent

SAMES S, MORRISON
Executsve Vice Presidenc and Chaef Finansial Officer

GFRORGE #. BABIRIAN
Semor ¥ice Presidens
Preadent. ARCO Products Company

H.L. BILHARTZ
Semrer Vice Pressdent
Presidens. ARCO Alaska, ins.

MIKE R. BOWLIN
Semior Vice President
President, ARCO Internationsl Oil snd Gas Company

CAMRON COOPER
Semior Lice Presidnt and Yreasurer

E. KENT DAMON, JR.
Semior bice President. Planning and Conerol

KRENNETH R. DICKERSON
Semior Vice Prerident, Government Affairs

ANTHONY G. FERNANDES
Sewior Vice President
Presidemt, ARCO Conl Compony

FRANCIS X. McCORMACLK
Srwivr Vit Presideat and Gemeval Coumel

WILLIAM C. RUSNACK
Srwior Vise Prendeay

President. ARCO Tronsparration Company
WILLIAM E. WADE, JR.
Senior Vice President

President, ARCO Oil and Gar Compeny
STEPHEN ). GIOVANISCI

Vice President, Public Affairs

BEVERLY L. HAMILTON

Vice President and invesement Officer

Presidemt, ARCO Mnagemens Company
ALLEN C. HOLMES

Viee Presidens and Geaera) Tas Officer

MARIE L. KNOWLES

Viet President and Controller

WILLIAM D. LEAKE
Vice President, Ewvironmpnzai Protection

DONALD A. MURRAY
Vice Presidont, Human Resourcer

DAN F. SMITH
Vice Presidens, Corperare Planning

MICHAEL E. WILEY

Vice President and Manager

ARCO Exploratios and Prod: Teconology
HOWARD L. EDWARDS

Corperare Secretary

PNYC 00013169 .

L33



INDEX

Actountants’ Report - 54

Accounting Policies =43

Acreage - 62

Additions ta Fixed Assess - +.43, 5%

Alaska’s Nerth Slope - 7,32

Alyeska Pipeline Service Co. - 10

Amethyer-22

am/pm’® min markets - 13

ARCL Alaska, the. -7, 30,32

ARCO Chemical Company - 26. 35,37

ARCO Coal Company - 24, 32,33, 58

ARCO Faundayon - 38

ARCO fnternational Qit and Gas Company -
L3

ARCO Oiland Gas Company - 17,20

ARCO Products Company - 13,30, 35

ARCO Solar, Ing. — 33

ARCO Transportation Company - 30, 31

Arkom; Basin - 19

Assets - 1, 44,48

Austin Chalk - I8

Australia - 24

Balance Sheet - 41

Bank Credit Facilities - 47

Black Thunder - 24

Blair Athol - 24

Board of Directors - 65

Baok Value per Shase - 64

Brazii - 15,35

Business strategies - 2

BZZ field ~ 22, 36

Calcined coke - 14

California Aje Resources Board (CARB) - 4, 14

Capital expenditures - 4, 38

Cash Flows, Sarzmentof - 32

Cendere field~ 22

Channelview - 26

Chenevboro field - 17

Cherry Poinc Refinery - 10, (4

Children’s Television Workshop ~ 30

Chean Air Acr-28

Coa| Creek - 24

Coal Resources of Queensland (CRQ) - 24, 36
Cogenecntion taciling ~14

C itmenes & Conti Other 48

Cook Inlet~7.9

Corporate Responsibility - 29

Crude oil reserves - 55, 61

Curragh =24

Current Ratio ~ 64

Dalias YWCA - 29

Deprecigtion, Depletion and A

-3

Dividends ~ 1, 64

Dubai~ 22

Earnings per share - 1, 40, 64

EC-1® Regular-$5,14,35

EC-Premium® - 5,14, 35
CEC-X-S5,14 4

Ecyadar= 23,31

Egypt=-23

Employees - 64

Environment, Health and Safecy - 31

Environmental Mstters - 38

Eapenses — 35

Exploration - 8. 18, 22

Ezploration expense - 60

Financial Inscruments - §3

Financial Powtion and Liquidity - 38

Financual Review « 33

Fixed Assets = 45

Forewgn Currency - 52

Foreign Operations - 21, 45

Fos-sur-Mer. France - 26

Gabon -2}

Gay Handling Facility Expansion (GHX-1,
GHX-2)-8

German Narth Seq - 23

Gordonstone - 24

Gulf of Mexico - 19

Health & Safery - 31

Highlights of 199t -1

Hovon-to-Cushiny Pipeline - 10

Income Statement — 40

Indonesia - 22

laeerest Expense - 47

Inventories - 35

Investor Information = 67

Java Sea =22

Joint Education Project - 30

Junior Achievement - 29

Kupsruk River fieid - 7, 36

Ruparuk Transporeation Company - 10

Lease Commicments - §2

Lerter to Stockholders -2

Liabikities - 31

Lisburne field - 7

Long-Term Debe - 47, 64

Points of Light Foundation - 29
Postretirement Benefits, Other - 50
Powder River Basin - 24
Prices:
Crade Oi) =36, 8)
Cosl - 58,62
Naturz] Gas- 36, 61
NGLs ~61
Stock - 64
Production - |, 36. 60
Prudhoe Bay field - 7,36
Quarterly Resulgs ~ 53
Queensiand - 24
Ravenspurn Norch - 22
Refining & Marketing - 13,37
Reformulated gasoline « 4,10,13
Remediation - 32, 37
Retained Earnings - 40
Retirement plsns - 50
Return on Capitsl Employed - 1
Rerorn on Stockholders’ Equity -1
Rotrerdam - 24
Safety — 32 .
Sules and Other Operating Revenues -+, 59
SCEcorp~ 14
Segment Information - 44, 45
Selecred Financial Information - ¥4
Shabws Province - 23, 22
Ship Escorv/Response Vesse! System (SERVS)
-31

{05 Angeles Educational Alliance for Singapore - 26

Restructuring Now (LEARN) - 30 SMOGPROS? - 14
Los Angeles Refinery - 14 South Korea - 26
Lower 48 and lacernational Operations = 13 South Puss 6018
Lyondell Petrochemical Compsny - 28, 34, Southern Californis Edisan - 14, 8

32.53 Southern Gas Basin - 22
M85~ 5,14 Stock Oprions ~52
Malacen Strait= 22 i Srockholders - 64, 67
Mansgement's Discussion and Analysis - 34 Stockholders’ Equity - 41, 51,64
Margham field - 22 Sunfish-7,9
Marine Preservation Association « 10 Supplemental Infarmation ~ 5§
Middle Essecrisis - 2,14 Syria-23
Midway-Sunset field- 17 TAPS Setth Methodolegy Ag:
MTBE-26,28 -10,37
Murdoch field - 22 Taxes-46
Namral Gas Production ~ 61 ‘Texas City Marine Terminal - 10+
Natural Gas Reserves - 55, 61 Themes - 22
Net Income - 1, 40, 59 THUMS Long Beach Company - 17
Netherlands - 21 ‘Tosco Corporadion - 14
New Zealund - 23 Trail Mounosin - 24
North Daophin Island - 18 - Trans Alasks Pipeline System - 10, 37
North Sea~21 Turkey - 22
Northwest Daupbin field - 18 United Arab Esvirares - 22
Nores 1o Consolidared Fimancial United Kingdom - 21, 36

-43 Unususl ltems - 43
Officers - 65 Uish - 24
Oil and Gss Information - §5 Venezuels - 24,36
Oklshoma ~ 32 . Witson Cogenersgon Compsny - 14
Olympic Pipeline Co. - i0 Welland field - 22
Operating Statistics - 80 Wells - 62
Orwell Seld - 22 West Conn Opecstions~ 7
Pagerungan field - 22 West Elk- 24
PayPoint®- 1§ Wilmington oi} beld - 17
Payrolt-64 Working Capital - 64
Permisn Basin - 18 Wyoming - 24
Philippines - 23 Wyteh Farm = 22
Pickenl! field - 22 Yemen~22
Point Melntyre -8 -

PNYC 00013170




MARKET PrT
FOR VOTING S

Common Scock:

Market Price Per Share — High
Low
Cash Dividends Per Share $1.378
$3.00 Convertible Preference Stock:
Market Price Per Share — High
Low
Cash Dividends Per Share
$2.80 Convertible Preference Stodc
Marker Price Per Share — High
Low

Cash Dividends Prr Share

exchanges. The $2.90
Preference Stock are Uis
stock eschanges.
TRANSFER AGE

P.O. Bax 3981
Church Street Stand
New York, New York
{212) 191-6422
ANNUAL MEETING
The Annual Meeting of Stod]
May 4, 1992, beginning at 1,
room, Sherston Grande
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